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INDIAN MANUFACTURING SECTOR -
NEED FOR A POSITIVE ENVIRONMENT FOR GROWTH

TheIndian Economy, the Government,
the public at large and specially the
people who are in industry,
manufacturing sector, service sector or
any other arena of business activity |,
all are deeply concerned with poor
growth rate of manufacturing sector
during last 2 to 3 yearsand specialy in
2012-13.

CA Vinod Jain*

The silver lining is the fact that the Indian industry and
businesses have matured in terms of commitment and
capability to compete in terms of quality, size, new products
and innovation during last 2 decades. The large corporate
sectors have done extremely well in last 2 decadesin terms of
growth and in terms of financial resources except the recent
issues off slow growth in a large number of areas. Large
industrialists and entrepreneurs are also not coming forward
to undertake large projects in the manufacturing sector.

An interaction with top management of number of banks,
during last 6 months has provided a very serious feedback
that there are no significant or material credit proposals being
received by them for setting up or diversification or expansion
of manufacturing units. Most of the proposals being received
by the banks relates to real estate developments, housing,
highway construction and power sector. Even the power sector
and highway projectsare moving very slow and alarge number
of these projectsare stand still for policy constraint or lack of
coal linkage or lack of clarity about recoverability of power
sales revenue or due to issues on toll collection and similar
other matters. The financial closure in case of even
infrastructure projects are becoming difficult due to
uncertainities.

The small and medium enterprises (SME Segment ) of
manufacturing sector have still deeper issues. Thereisalot of
lip servicethat the policy makers have seriouswill to promote

the SME . The policiesare also being madeto thiseffect. The
implementation issues are, however, very serious, to discuss
some of them:

e Land: Availability of reasonable cost land with adequate
infrastructure facilities is a big issue. It is important to
develop industrial estates in various areas of the country
and even barren land can be used by State Government
Agenciesor under PPP model to developindustrial estates
with developed roads, sewerage , waste disposal, water
and other facilities which are important to set up
manufacturing units.

e Power: Availability of uninterrupted low cost power hasto
be ensured.

e Man power : Availability of trained manpower with
adequate technical education and practical exposure can
createastrong backbonefor growth of industriesand will
also provide large scale employment.

e Finance: SME sector also suffer from lack of financial
resources. It is important to provide equity support by
banks and other financial institutions and also at the
instance of the government Institutions. Even the term
loan and working capital facility are available only against
collateral security except for very small requirements. The
government need to structure a scheme to insure credit
risk of the financing institutions up to a loan amount of
% 5 crore provided to genuine proposals of SME sector,
which can provide abig imputesto growth. Theincreasing
reguirement of retail sector can also met by SME inamore
effective manner.

e L ow cost funds: The SME sector need low cost funding at
less than 10% per annum. In the present circumstances
the limited money which is available to small scale and
medium enterprisesis costing 14% to 24% per annum. It is
important to make theindustrial unitseconomically viable
and competitive so that they can create large competitive
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menace of unwanted calls. Under this new rule,
LATEST IN FINANCE telephone connection given to unauthorized
1.0 NBFC not to be partnersin LLP, AOC & telemarketers will be disconnected immediately
Partnership Firms ’ on first complaint and they will be blacklisted for
_ _ 2 years. During these 2 years, no phone company
The Reserve Bank of India (RBI) has said that can offer aconnection to the blacklisted individual
Non !3§nk| ng Financial Qompanl%(NBFCs) are or entity. Earlier, the illegal telemarketers were
partnership firm or to be partners in partnership . . -
. I . . o How t laint st licited SMS
firms. Partnership firmswill alsoinclude Limited owto c?mp an agam. unsolc
Liability Partnerships (L LPs) and Association of For making a complaint through SMS, a
Persons (AOPS). In cases of existing investments customer hasto SM S "the unsolicited commercial
NBFCs are advised to seek early retirement from communication, XXX... dd/mm/yy" to 1909.
the partnership firms/LLP/AOP, Where'XXX..."istheten-digit tel ephone number
RBI/2012-13/526 dated 11th June 2013, www.rbi.org.in or header of the SMS, fromwhich the unsolicited
2.0 Guidelineson raising money through Private message has originated.
Placement by NBFCs The telephone number or header and the date of
The Reserve Bank of India (RBI) has issued receipt of the unsolicited commercial SMS may
o ) be appended with such SMS, while forwarding
gi:l?s'z‘i ilfp;:ll\(/)\;atiltselplacement by NBFCs. The to 1909, with or without space after comma.
o The offer docum;ent for private placement 4.0 Fitch revisesIndia'srating outlook to 'stable
should be issued within a maximum period of Almost a year after downgrading India's credit
6 months from the date of the Board Resol ution rating outlook to 'negative’, global rating agency
authorizing the issue. Fitch has again given it a 'stable’ rating. This
e The offer document may be printed or typed upward revision in the outlook is mainly because
“For Private Circul ation Onlv" of alower-than-estimated fiscal deficit and some
] y reform initiatives by the Government. The current
. g\er::)I l;ly%r::eitst‘;é}lllm(()jzlznlis';'ss,uoew(lj'let:t))aler;tr::f; fe(; rating is just one level above 'junk bond' status.
and ot to facilitate resource requests of group 5.0 ApolloTyres, Indiato buy Cooper Tire, US
entities/ parent company / associates. India's second-largest tyre manufacturer Apollo
e Private placement by all NBFCs shall be Tyres has acquired US-based Cooper Tire &
restricted to not more than 49 investors, Rubber Coml?ahy Inanz 14,500-crore all-cash
identified upfront by the NBFC. ded. At $2.5hillion, itisoneof thelargest overseas
e Theminimum subscription amount for asingle acquisitions by an Indian .c.ompany. Apollo will
investor shall be 2 25 lakh and in multiples of vault from 16th to 7th position in the global tyre
210 lakh theresfter P manufacturing rankings, and get deeper market
' access in the US, Europe and China.
e There should beaminimum time gap of at |east P
six months between two private placements.
e An NBFC shall not extend loans against the
security of its own debentures.
RBI/2012-13/560 dated 27th June 2013, www.rbi.org.in
3.0 Regulator warns Aircel, Tata Tele, RCom
against unsolicited SMS
The Telecom regulatory Authority of India Onkar Singh Kanwar Neeraj Kanwar
(TRAI) has introduced a new law to curb the Chairman, Apollo Tyres VCMD, Apollo Tyres
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manufacturing bases and can also develop asancillary
units, to support large projects.

Government initiative and monitoring: The State
Governments and Chief Ministers can take a lead to
attract industrial activitiesin their respective Statesin
acompletely planned manner. The central government
and the entire framework of the financial sector can
provide necessary facilities and financial supports.

Tax L aws: Taxation Lawsare another major dampener.
Itisvery important to reduce therates of indirect taxes
including VAT and Service Tax. The direct tax slabs
also need substantial up-gradation. What is most
important is to create a positive litigation free
environment. The domestic transfer pricing legislation
and several other similar irritants, bureaucratic process
and litigative attitude is largely responsible for a poor
business environment in the country.

The Prime Minister and histeam need to fully support
the initiative of the government machinery including
top level bureaucrats at the central level as well as at
the State level to have along term vision and program
for a big leap in the manufacturing sector. The
procedures need to be cut and a single window

6.0 AICTE approval is not necessary for MBA

programmes: SC

Thetop court was of the view that approval from
thetechnical education regulator, All IndiaCouncil
for Technical Education (AICTE), was not
required for MBA programmes offered by private
institutions.

The Supreme Court had said that AICTE'srole
vis-a-vis universities was "only advisory,
recommendatory and one of providing guidance,
and has no authority empowering it to issue or
enforce any sanctions by itself". Citing its order
inthe Bharathidasan University and Parshvanath
Charitable Trust case, the court said that AICTE
norms could be applied through the University
Grants Commision (UGC). Asaresult, theAICTE
cannot directly "control" or "supervise" these
affiliated colleges.

7.0 Govt to Step up speed of reforms after Gas

Price Hike
After theincrement in gas prices, the Government

clearance in a time bound manner is needed. The
delegation of powers should bewidewith al necessary
positive discretion with officials.

We also need to harness large mineral resources to the
best our advantage in the manufacturing sector by
bringing forth transparent schemes of devel oping mining
as a backbone to manufacturing. The policy framework
needed to ensure that the businesses are able to have
good value additions to incentivise economic growth.

CAsispartner in Growth: The CA profession canplay a
very important role in conceptualizing various new
projects and to promote entrepreneurship in the areasin
which their clients can have special edge. The CA
community iscommitted to provide all necessary support
for preparation of techno-economic feasibility reports,
resource rising for funding the projects, devel opment of
internal control procedures and systems and empower
the entrepreneur to create necessary organization by
handholding and guiding in planning, organizing,
managing, controlling and implementing new projects,
expansion and diversification. Thefinancial planning to
ensure successful and sustained viability and growth is
the biggest strength of chartered accountants as
practicing professionals as well as part of the
implementation team of theindustrial projects.

is set to issue further reforms in various sectors

as under:-

Higher FDI limitsin many sectors
Authority for railway tariffs
Regulator for roads sector

funds
Allocation for coal blocks & natural gas
Implementation of fertilizer policy

The following actions has been implemented :-

e Sharp rise in price for gas produced

domesticaly
e Independent regulator for the coal sector
e Exit facility for road project developers

8.0 India may challenge US Visa Rules

New instruments to attract sovereign wealth

The government has told the US that the latter's
under-discussion legislation to change the rules
on H-1B and L-1 work visas are against World
Trade Organization (WTO) rules. It has warned
that if thelaw ispassed in its present format, India
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LATEST IN FINANCE / CAPITAL MARKET

islikely tochallengeit at the WTO'sdispute panel.

All companiesthat have 50% or more employees
from outside the US to pay a higher visa fee of
$10,000 for each such staffer, against $4,500 at
present.

RBI bans gold imports with bank credit

The Reserve Bank of India(RBI) hassaid that all
|etters of credit to be opened by nominated banks,
agencies for import of gold under all categories
will be only on 100% cash margin basis. Further,
al imports of gold will necessarily haveto be on
documents against payment basis. Accordingly,
gold imports on documents against acceptance
basis will not be permitted.’

RBI allows end use for Import of Services

The Reserve Bank of India (RBI) has decided to
include import of services, technical know-how
and payment of license fees as part of import of
capital goods by the companies for the usein the
manufacturing and infrastructure sectors as
permissible end uses of ECBs.

Currently, eligible entities can raise External
Commercia Borrowings (ECBs) for investment
such as import of capital goods, new projects,
modernization /expansion of existing production
unitsinindustrial sector, infrastructure sector and
entities in the service sector

CAPITAL MARKET

1.0

2.0

SEBI to allow start upsto list shares
Market regulator Securities and Exchange Board
of India (SEBI) decision to allow small and
medium enterprises to list their shares without
an initial public offer has boosted sentiment
across the country's startup ecosystem.

It also exempts them from having to offer 25 of
shareholding to the public through through an
offer document to get listed.

SEBI considers new norms for foreign
investors

A Securitiesand Exchange Board of India(SEBI)
panel has recommended waiving the requirement
for Foreign Institutional Invetors (Fl1s) to directly
register with the market regulator. According to
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the recommendations, Flls and sub-accounts
would now be able to register themselves and
transact through Designated Depositary
Parti cipants (DPs) whose qualification would be
prescribed by the market regulator.

The panel also wantsthe merger of existing Flls,
sub-accountsand qualified foreign investorsinto
a new investor-class called Foreign Portfolio
Investor (FPI).

SEBI initiate penalty on promoters of 105 cos

Cracking the whip on the promoters of over 100
private sector companies having failed to attain
minimum 25% public holding, the Securitiesand
Exchange board of India (SEBI) has ordered
freezing their voting rightsand corporate benefits
and barred them from holding any new position
on boards of listed firms. The promoters and
directors of non-compliant companies have also
been barred from dealings in the market and
holding new positions on the boards of listed
entitiestill thetime those companies comply with
the minimum public shareholding regquirements.

SEBI tightens buyback,
allotment norms

The Securities& Exchange Board of India(SEBI)
has said that the mandatory minimum buyback
is now 50 per cent of the offer size, against the
earlier 25 per cent. Companies have to forfeit up
to 2.5 per cent of the money earmarked for the
buyback if they fail to achieve the 50 per cent
mark.

preferential

The maximum buyback period has been reduced
from 12 months to six. Companies can neither
raise further capital nor make another buyback
offer for a year.

Shares bought back every month have to be
extinguished by the 15th of the next month. The
last installment should, however, be completed
within seven days of completion of the offer.

SEBI new norms for listing of preference
shares

The Securities& Exchange Board of India(SEBI)
has said that the listing of privately placed non-
convertible redeemabl e preference shares would
require a minimum application size of ¥ 10 lakh



CAPITAL MARKET / FEMA

6.0

for each investor. Besides, the public issuance of
such shares would require minimum three-year
tenure for the instruments and at least arating of
'AA-' or equivalent investment grade.

SEBI allows PSUsto sell sharesto employees
at discount after OFS

The Securities& Exchange Board of India(SEBI)
has said that employees of public sector
undertakings (PSUs) will now get an option to
subscribe up to 5% of theissue size at adiscount
after the completion of disinvestment in the
concerned state-owned company.

PSU will be selling sharesto interested employees

at a 5% discount over the last cut-off price in
that OFS.

1.0

2.0

RBI issues norms on ECB for low cost
affordable house projects

The Reserve bank of India (RBI) has issued
guidelines for External Commercial Borrowings
(ECBs) for the low cost affordable housing
projects. The details are as follows:-

e The condition of the minimum Net Owned
Funds (NOFs) of ¥ 300 crore for the past three
financial years remains unchanged.

e Theaggregatelimit for ECB under thelow cost
affordable housing scheme is extended for the
financial years 2013-14 and 2014-15 with a
ceiling of USD 1 billion in each of the two
years, subject to review thereafter.

e TheECB availed of by developersand builders
shall be swapped into Rupees for the entire
maturity on fully hedged basis

A.P. (DIR Series) Circular No. 113 dated 24th June 2013,
www.rbi.org.in

Guidelinesfor ECB for structured obligations

The Reserve Bank of India (RBI) has issued
guidelines for ECBs for structured obligations.
The details are as under:-

e As per the extant guidelines, credit
enhancement is permitted to be provided by
multilateral / regional financial institutions,
Government owned development financial
institutions, direct/indirect foreign equity

3.0

4.0

holder(s) under the automatic route for
domestic debt raised through issue of capital
market instruments.

e TheReserve Bank of India (RBI) has decided
that credit enhancement can be provided by
eligible non-resident entities to the domestic
debt raised through issue of INR bonds/
debentures by all borrowers eligible to raise
ECB under the automatic route.

e The minimum average maturity of the
underlying debt instruments has been reduced
from seven years to three years. Prepayment
and call/put options, however, would not be
permissible for such capital market
instruments up to an average maturity period
of 3 years.

e Oninvocation of such credit enhancement, if
the guarantor meetstheliability and if the same
ispermissibleto berepaidin foreign currency
to the eligible non-resident entity, the all-in-
cost ceilings, as applicable to the relevant
maturity period of the Trade Credit / ECBsas
per extant guidelines, would apply to the
novated loan.

A.P. (DIR Series) Circular No. 120 dated 26th June 2013,
www.rbi.org.in

No concept of sub-brandsunder single brand
retail policy

The Department of Industrial Policy & Promotion
(DIPP) has written to the Finance Ministry that
there is no such concept of sub-brands under
the Foreign Direct Investment (FDI) policy in
the sector.

The government is in the process of coming out
with adefinition of 'single brand retail' to remove
ambiguitiesregarding retailing of sub-brandsand
|abels. Currently, thereis no definition of single-
brand retail in the FDI policy. As per the current
policy, products to be sold should be of a'single
brand' only. According to industry experts, this
policy means multiple brands or sub-brands
owned by the same company can neither be sold
under one roof nor sold by the same firm.

¥ 8,600-cr noticeto Emmar MGF for FEMA
violations

The Enforcement Directorate (ED) has slapped
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¥ 8,600-crore show-cause notice on construction
major Emmar MGF Land. It claimed the group
had disclosed to the Reserve Bank of India(RBI)
that it is bringing FDI for developing
construction-related projects but it used the funds
for purchasing farm land, which is aviolation of
the banking and FDI regulator.

Electronic brandsfind loopholeto get around
FDI norms on e-retailing

Electronic brands have found a way to beat the
Foreign Direct Investment rules governing e-
commerce to sell their products online. These
companies are selling their wares through Web
sites created specially for them by Indian
distributors.

Foreign Investment in G-securities limit
raised
Thegovernment hasincreased theinvestment limit

of foreign portfolio investorsin government bond
by $5 billion to $30 billion.

DIPP moves to end control of companies via
back door

The Department of Industrial Policy and
Promotion (DIPP) has moved the much-awaited
draft Cabinet note on expanding the definition of
"control" for calculating foreign investment, direct
and indirect, in an Indian company.

The proposal, which has to be cleared by the
Cabinet Committee on EconomicAffairs(CCEA),
has suggested the definition of "control” be
expanded to include the control exercisable
through management and policy decisions,
management rights, and shareholder agreements
of an Indian entity. Currently, a company is
considered "controlled" by resident Indian citizens
if the power to appoint amajority of the directors
on its board is held by Indian companies and
citizens. It was felt this definition was not
comprehensive enough to cover al possibleways
in which "control" was exercised in corporate
entities.

Panel identifies 9 sectors for mandatory
Indian control

The Arvind Mayaram committee, set up to
liberalisethe country's Foreign Direct I nvestment
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(FDI) policy, has recommended nine sectors be
categorised as those where 'Indian ownership'
and ‘control’ will be mandatory. These are FM
radio, uplinking news & current affairs, print
media (news & current affairs), commodity
exchanges, stock exchanges along with
depositories and clearing corporation, power
exchanges, petroleum & natural gas refining,
insurance, defence production and private security
agencies.

The committee has suggested FDI be capped at
49 per cent in nine sectors and clearance (except
for defence production and private security
agencies) be through the automatic route. It has
clarified FDI will not include portfolioinvestments
intwo of these sectors - insurance and petroleum
& natura gas refining.

FCCB buyback, prepayment extended till Dec

The Reserve Bank of India (RBI) has extended
the deadline for buyback and prepayment of
foreign currency convertible debentures (FCCBS)
under the approval routetill December this year.

AUDIT

1.0

2.0

3.0

Defer ment of applicability of SA-700(Revised)
on Tax Audit Report

The Institute of Chartered Accountants of India
(ICAI) has deferred the applicability of SA-700
(Revised) on the tax audit report under section
44AB of the Income-tax Act, 1961 by one year
till 31st March 2014.

Audit Report Impact

Fivetop executivesat the Indian unit of American
company Bunge have resigned amid an internal
audit into possible financial irregularities at the
world's largest oilseeds processor and owner of
domestic edible oils brands Daldaand Amrit.

Govt to initiate action against erring CAs

The government has said that it will ensure that
all Chartered Accountants found guilty of
wrongdoing in certification of banks' books will
be debarred from taking up further work with
these public sector banks. It will also suggest
action - including suspension/dismissal/fine/action
under criminal laws - against bank officialsfound



AUDIT / INDIRECT TAXATION / DIRECT TAXATION

4.0

5.0

guilty of rejecting eligible cases and/or granting
debt relief and debt waiver to ineligible farmers
aswell as other wrongdoings, including forgery/
tampering of documents.

Audit firms may be held to be accountable

The ministry of corporate affairs is working to
amend the Chartered Accountants Act, 1949,
which would in cases of any exceptional
negligence' penalize the audit firm in addition to
theindividual auditor.

Legal Audit of title documents in respect of
lar ge value loan accounts

The Reserve Bank of India (RBI) has decided
that the banks should also subject the title deeds
and other documents in respect of all credit
exposures of ¥ 5 crore and above to periodic
legal audit and re-verification of title deeds with
relevant authoritiesas part of regular audit exercise
till the loan stands fully repaid.

RBI/2012-13/524 dated 7th June 2013, www.rbi.org.in

INDIRECT TAXATION

1.0

2.0

Service Tax on AC Bar Restaurants & Hotels
is Unconstitutional: Kerala HC

The Kerala High Court has held that the levy of
Service Tax on AC Bar Restaurants and Hotels
providing short term accommodation as
Unconstitutional and beyond the Legislative
Competence of the Parliament. It contends that
the levy by the Central Government transgress
upon the subject matter falling under Entry 54
and Entry 62 respectively of the List Il (State
List) of the Seventh Schedule of the Constitution
and therefore beyond the legislative competence
of the Parliament.

Excise dept slaps Rs 30-cr service tax notice
on Amity

The Directorate General of Central Excise
Intelligence (DGCEI) has served Rs 30-crore
service tax liability show-cause notice to Amity
University's Lucknow campus.

The 25-page notice says the Lucknow campus
of Amity is an "off-campus" centre and not
approved by the University Grants Commission
and hence is "not authorised by law".

DIRECT TAXATION

1.0

2.0

Transfer Pricing - R& D Units

The Central Board of Direct Taxes (CBDT) has
now classified the local captive units of MNCs
into entrepreneurial, cost-sharing arrangements
and contract research and development centres.
The new rules list six conditions for an MNC
unit in Indiato be considered a contract research
centrewithinsignificant risk on which'profit split'
method of attributing higher profits is not
applicable.

The major change from the earlier rules is that
an MNC unit need not fulfill all the six conditions
to be eligible for aless stringent tax treatment.

The revised circular has dropped the word
"cumulatively" to clarify that not all the conditions
need not be fulfilled.

Transfer Pricing - APA

e AnAdvancePricing Agreement (APA) isapact
between a taxpayer and a tax authority on
pricing of future inter-company transactions.

e APA provides certainty on pricing and the
methodology for inter-company transactions
and also eliminates doubl e taxation risks

3 Month LIBOR ($)
3 Month MIBOR )
SENSEX

NIFTY

CRR

REPO

REVERSE REPO

Gold

Silver (per kg)
Crude (USD/bbl)
Rs. vs USD

Rs. vs Euro

Rs. vs 100 Yen
Rs. vs RMB

Rs. vs Pound
MCX Aluminium
MCX Copper

FINANCIAL INDICATORS

CurrentRate MonthAgo  3Month 6Month
(in%) (in%) Ago(in%)  Ago(in%)

0.27 0.27 0.28 0.31
8.21 8.53 8.79 8.75
19294 19441 18413 19664
5817 5878 5558 5969
4.00 4.00 4.00 4.25
7.25 7.25 7.50 8.00
6.25 6.25 6.50 7.00
26103 28011 29230 30797
40174 44162 51775 58128
108.51 103.95 105.79 112.38
60.13 57.78 54.53 54.63
76.89 76.24 71.33 71.32
59.76 58.79  55.03 61.99
9.76 9.50 8.80 8.79
89.52 89.71  83.59 87.50
105.90 108.85 102.40 113.30
405.85 408.90 413.20 444.75

(per 10 gm)

*As on 10th July 2013

(Sources: Moneycontrol, NSE, BSE, RBI, MCX)
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e Thepartiesto an APA agreeon thetransfer pricing
methodology to be applied to such transactions
for a future period of time

e In India, besides unilateral APA between the tax
authority and ataxpayer, bilateral and multilateral
APAs involving the tax authorities of other
countries are also permitted

Domestic Transfer Pricing Rules& Audit Report

The Central Board of Direct Taxes (CBDT) has
issued anatification amending Transfer Pricing Rules
10A onwards to include domestic transfer pricing.
It has also issued an amended form 3CE to cover
international & domestic transfer pricing transactions
for issuance of Audit report.

CORPORATE AND ECONOMIC LAWS

1.0 Costo raise Public funds subject to Compliance

All newly incorporated firmsand thosein the process
of getting registered under the CompaniesAct, 1956
will have now file an additional declaration, saying
they will never raise money from public without
meeting the norms of SEBI, RBI and other
authorities.

Theministry hasal so said that the declaration, which
is mandatory, has to be filed by the directors and
initial shareholders of the companies. In the case of
already registered firms, this declaration would be
required whenever the company changes its objects
of business.

DEBT SYNDICATION & STRUCTURED FINANCE SOLUTIONS

< External commercial borrowing (ECB)
< |nter-Corporate Deposits (ICD)
<~ Debt re-structuring and Debt syndication
<= Debt swapping at lower interest rate with enhanced facility
<~ Funds against shares
<~ Foreign Direct Investment (FDI)
<~ Preparation of project reports
<~ Private Equity (PE) & Venture Capital (VC)
<= Packing credit limit
< Bank Guarantee & Letter of Credit (L/C)
& Standby letter of credit (SBLC)
<= Trade, Infrastructure and Project Finance in India
< Internal credit rating
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