	GOLDMINE STOCKS PVT. LTD

Research Division

Member: National Stock Exchange of India Ltd,

 Bombay Stock Exchange Ltd.



‘Goldmine House’, 4-Niranjan Nirakar Society, Nr. Shreyas Railway Crossing, Ahmedabad-380007, India.

Tele: +91-79-26641080.  Fax 91-79-26607298; 

Contact Person: Mr. Darshit Sanghavi [B.E. (PT), PDMS (Finance)]. 

E-mail: dksanghavi_2000@yahoo.com, 




UNION BUDGET 10-11

We have divided the budget into five parts

1. General Budget targets, Revenue and Expenditure Projections.

2. Focus Areas.

3. Tax Proposals: Direct Tax Proposal in Detail

4. Sector Impact: Includes direct impact of excise and customs and indirect impact of budget allocations.

5. Overall Comments on the Budget.

General Budget targets, Revenue and Expenditure projections for 10-11:

Revenue receipts of the Central Government for 10-11 projected at Rs 682212 crores- net to centre [RE Rs 577294 crores for 09-10]. Capital Receipts expected at Rs 426537 crores [Rs 414041 crores]. The total borrowings expected at Rs 381408 crores.
Total Non-Plan Expenditure at Rs 735657 crores. Planned expenditure at Rs 373092. While there is 15 per cent increase in Plan expenditure, the increase in Non Plan expenditure is only 6 per cent over the BE of previous year.
Revenue deficit stood at Rs 276512 crores at 4% of GDP and Fiscal deficit is estimated at Rs 381408 at about 5.5% of the GDP. If once considers consolidated states and central fiscal deficit, it could be as high as about 12-12.5% of the GDP. Conscious effort made to avoid issuing bonds to oil and fertilizer companies. Government would like to continue with this practice of extending Government subsidy in cash, thereby bringing all subsidy related liabilities into Government’s fiscal accounting.
Government has estimated an 18.1% rise in corporate tax revenue collection from Rs 255076 crores to Rs 301331 crores for 10-11. Individual and other level taxes are estimated to fall by about 4% from Rs 124989 crores to Rs 120566 crores in 10-11. STT is estimated to grow at a rate of 17-18% from Rs 6350 crores to Rs 7500 crores in 10-11. 

Customs collection is expected to jump by about 36.13% from Rs 84477 crores to Rs 115000 crores in 09-10. Excise is expected to jump by about 30% from Rs 102000 crores to Rs 132000 crores. The revised figures for both customs and excise collections for 09-10 are lower than earlier estimates. 

Service Tax collection is estimated at Rs 68000 crores in 10-11 against Rs 58000 crores in 09-10.  Projections here are also looking to be on the higher side. 

Indirect taxes will result in a gain of Rs 46500 crores, while direct taxes will result in a loss of Rs 26000 crores resulting in a net gain of about Rs 20500 crores.

Some important items of Non Plan Expenditure:  Interest payment is expected at around Rs 248664 crores up from Rs 219500 crores last year. About 36.5% of the revenues will go towards interest payment. This figure was at 31% last year. So India is slowly and steadily getting into a debt trap, if we do not wake now. Major subsidies is estimated at Rs 1086667 crores down by about 11-12%. Payment to banks related to debt waiver is around Rs 12000 crores down by about 20% from last year’s figure of Rs 15000 crores.
Some important items of plan expenditure: Rural employment budget raised by about Rs 1000 crores from Rs 39100 crores to Rs 40100 crores, up by just 2.5%, which will not cover even inflation. Allocation for Power sector has gone up from Rs 49094 crores to Rs 66096 crores up by about 34% while that for Petroleum has gone up from Rs 54779 crores to Rs 66807 crores, up by about 23%. Allocation for Coal and Lignite up by about 170% from Rs 4368 crores to Rs 11824 crores. Allocation for Iron and Steel industries up by 29% from Rs 13259 crores to Rs 17208 crores. Allocation for Railways increased from Rs 37916 crores to Rs 40549 crores up by about 7%. Allocation for Roads and Bridges up by about 30% from Rs 35056 crores to Rs 45536  Acrores. Allocation for General Education jumped from Rs 24206 crores to Rs 33692 crores a jump of about 39%.

As it happens with all allocations, the actual deployment is much lower. To give you an example, the allocation for Power last year was Rs 56956 crores and revised estimates suggests spending of only Rs 49094 crores. Actual could be even lower. For Railways last year, the allocation was Rs 39545 crores but revised estimates suggests spending of just Rs 37916 crores. That for roads and bridges was Rs 37573 crores, actual spending is just Rs 35056 crores.

Some Initiatives that will be taken during the course of year 2010-11 or 2011-12:

The Government has talked about implementing Direct Tax Code from April 1, 2011. They have also talked about their wish to introduce GST by April 2011. 

The Government wants to raise higher amount through disinvestments in 2010-11.

Nutrient based subsidy plan has been approved by the Government and will be implemented from April 1, 2010.

The Government will take decision regarding petroleum and diesel pricing policy soon.

Number of steps have been taken to simplify FDI regime, methodology of indirect foreign investment in Indian companies has been defined and complete liberalization of pricing and payment of technology transfer fee and trademark, brand name and royalty payments.

An apex level Financial Stability and Development Council will be set up, which will monitor macro prudential supervision of the economy including the functioning of the large financial conglomerates and address inter regulatory co-ordination issues.

RBI is considering giving some additional licenses to private sector players including non banking finance companies.

Government proposes to introduce a competitive bidding process for allocating coal blocks for captive mining to ensure greater transparency and increased participation in production from these blocks. A “Coal Regulatory Authority” to create a level playing field in the coal sector proposed to be set up.

Miscellaneous:

About Rs 16500 crores to be provided to Public sector banks to attain 8% Tier-I Capital by March 31, 2011.

Extension of existing interest subvention of 2 per cent for one more year for exports covering handicrafts, carpets, handlooms and small and medium enterprises.
Maximum Focus given to Infrastructure development, Social Sector spending, Agriculture and Rural Development:

Rs 1,73,552 crore provided for infrastructure development, which accounts for over 46 per cent of the total plan allocation. Allocation for road transport increased by over 13 per cent from Rs. 17,520 crore to Rs 19,894 crore. Rs 16,752 crore provided for Railways, which is about Rs.950 crore more than last year.

The spending on social sector has been gradually increased to Rs.1,37,674 crore in 2010-11, which is 37% of the total plan outlay in 2010-11. Another 25 per cent of the plan allocations are devoted to the development of rural Infrastructure.

Plan allocation for school education increased by 16 per cent from Rs.26,800 crore in 2009-10 to Rs.31,036 crore in 2010-11. In addition, States will have access to Rs.3,675 crore for elementary education under the Thirteenth Finance Commission grants for 2010-11.

Plan allocation to Ministry of Health & Family Welfare increased from Rs 19,534 crore in 2009-10 to Rs 22,300 crore for 2010-11.

Rs. 66,100 crore provided for Rural Development. An amount of Rs.48,000 crore allocated for rural infrastructure programmes under Bharat Nirman. Allocation for Mahatma Gandhi National Rural Employment Guarantee Scheme stepped up to Rs.40,100 crore in 2010-11. Unit cost under Indira Awas Yojana increased to Rs.45,000 in the plain areas and to Rs.48,500 in the hilly areas. Allocation for this scheme increased to Rs.10,000 crore.

Allocation for Defense increased to Rs. 1,47,344 crore including Rs 60,000 crore for capital expenditure is up by about 8% only.

IIFCL’s [India Infrastructure Finance Company Limited] disbursements are expected to touch Rs 9,000 crore by end March 2010 and reach around Rs 20,000 crore by March 2011.
In addition to the ten mega food park projects being set up, the Government has decided to set up five more such parks. External Commercial Borrowings to be available for cold storage or cold room facility, including for farm level pre-cooling, for preservation or storage of agricultural and allied produce, marine products and meat.
Tax Proposals
Direct Taxes in Detail:

Up to Rs.160,000 NIL
Rs.160,001 to Rs.500000 10 per cent

Rs.500,001 to Rs.800,000 20 per cent
Rs.800,001 and above 30 per cent.

Deduction of an additional amount of Rs. 20,000 allowed, over and above the

existing limit of Rs.1 lakh on tax savings, for investment in long-term infrastructure

bonds as notified by the Central Government
• in the case of a woman assessee basic exemption, from Rs. Rs.190,000;

• in the case of a senior citizen, from Rs. 240000.
Surcharge of 10% on personal income tax eliminated last year itself

Current surcharge of 10 per cent on domestic companies reduced to 7.5 per cent.

Rate of Minimum Alternate Tax (MAT) increased from the current rate of 15 per cent to 18 per cent of book profits.

To further encourage R&D across all sectors of the economy, weighted deduction on expenditure incurred on in-house R&D enhanced from 150 per cent to 200 per cent. Weighted deduction on payments made to National Laboratories, research associations, colleges, universities and other institutions, for scientific research enhanced from 125 per cent to 175 per cent. Payment made to an approved association engaged in research in social sciences or statistical research to be allowed as a weighted deduction of 125 per cent.

Benefit of investment linked deduction under the Act extended to new hotels of two-star category and above anywhere in India to boost investment in the tourism sector.

Allow pending projects to be completed within a period of five years instead of four years for claiming a deduction of their profits, as a one time interim relief to the housing and real estate sector. Norms for built-up area of shops and other commercial establishments in housing projects to be relaxed to enable basic facilities for their residents.

Limits for turnover over which accounts need to be audited enhanced to Rs. 60 lakh for businesses and to Rs. 15 lakh for professions. Limit of turnover for the purpose of presumptive taxation of small businesses enhanced to Rs. 60 lakh.

Interest charged on tax deducted but not deposited by the specified date to be increased from 12 per cent to 18 per cent per annum.

To facilitate the conversion of small companies into Limited Liability Partnerships,transfer of assets as a result of such conversion not to be subject to capital gains tax.

Proposals on direct taxes estimated to result in a revenue loss of Rs. 26,000 crore for the year.

Indirect Taxes:

Customs: 

Customs duty on crude petroleum up from 0% to 5%. On Diesel and Petrol at 7.5% and on other refined products at 10%.

Provide project import status with a concessional import duty of 5 per cent for the setting up of mechanised handling systems and pallet racking systems in ‘mandis’ or warehouses for food grains and sugar as well as full exemption from service tax for the installation and commissioning of such equipment.

Provide project import status at a concessional customs duty of 5 per cent with full exemption from service tax to the initial setting up and expansion of Cold storage, cold room including farm pre-coolers for preservation or storage of agriculture and related sectors produce; and Processing units for such produce.

Provide full exemption from customs duty to refrigeration units required for the manufacture of refrigerated vans or trucks.

Provide concessional customs duty of 5 per cent to specified agricultural machinery not manufactured in India.

Provide a concessional customs duty of 5 per cent to machinery, instruments, equipment and appliances etc. required for the initial setting up of photovoltaic and solar thermal power generating units and also exempt them from Central Excise duty. Ground source heat pumps used to tap geo-thermal energy to be exempted from basic customs duty and special additional duty.

Import of compostable polymer exempted from basic customs duty.

Project import status to ‘Monorail projects for urban transport’ at a concessional basic duty of 5 per cent granted.

On gold and platinum from Rs.200 per 10 grams to Rs.300 per 10 grams. On silver from Rs.1,000 per kg to Rs.1,500 per kg. Basic customs on Rhodium – a precious metal used for polishing jewellery reduced to 2 per cent.

Basic customs duty on gold ore and concentrates reduced from 2 per cent ad valorem to a specific duty of Rs.140 per 10 grams of gold content with full exemption from special additional duty. Further, the excise duty on refined gold made from such

ore or concentrate reduced from 8 per cent to a specific duty of Rs.280 per 10 grams.
Excise: Excise duties on all non petroleum based products enhanced from 8% to 10%.

Central Excise duty on Petrol and Diesel enhanced by Re 1 per litre each.

The specific rates of duty applicable to portland cement and cement clinker also adjusted upwards proportionately. Similarly, the ad valorem component of excise duty on large cars, multi-utility vehicles and sports-utility vehicles increased by 2 percentage points to 22 per cent.

Excise duties on cigarettes, cigars, cigarillos increased. Also excise duty on all non smoking tobacco products raised.

Provide central excise exemption to specified equipment for preservation, storage and processing of agriculture and related sectors and exemption from service tax to the storage and warehousing of their produce.

Provide full exemption from excise duty to trailers and semi-trailers used in agriculture.

To ease the cash flow position for small-scale manufacturers, they would be permitted to take full credit of Central Excise duty paid on capital goods in a single installment in the year of their receipt. Secondly, they would be permitted to pay Central Excise duty on a quarterly, rather than monthly, basis.

To build the corpus of the National Clean Energy Fund, clean energy cess on coal produced in India at a nominal rate of Rs.50 per tonne to be levied. This cess will also apply on imported coal.

Exempt a few more specified inputs required for the manufacture of rotor blades for wind energy generators from Central Excise duty.

Central Excise duty on LED lights reduced from 8 per cent to 4 per cent at par with Compact Fluorescent Lamps.

A concessional excise duty of 4 per cent provided to “soleckshaw”, a product developed by CSIR to replace manually-operated rickshaws. Its key parts and components to be exempted from customs duty.

To encourage the domestic manufacture of mobile phones accessories, exemptions from basic, CVD and special additional duties are now being extended to parts of battery chargers and hands-free headphones. The validity of the exemption from

special additional duty is being extended till March 31, 2011.

Uniform, concessional basic duty of 5 per cent, CVD of 4 per cent with full exemption from special additional duty prescribed on all medical equipments. A concessional basic duty of 5 per cent is being prescribed on parts and accessories for the manufacture of such equipment while they would be exempt from CVD and special additional duty.

Reduction in central excise duty on replaceable kits for household type water filters other than those based on RO technology to 4 per cent;

Reduction in central excise duty on corrugated boxes and cartons from 8 per cent to 4 per cent;

Reduction in central excise duty on latex rubber thread from 8 per cent to 4 per cent; and

Reduction in excise duty on goods covered under the Medicinal and Toilet Preparations Act from 16 per cent to 10 per cent.
Service Tax:

To exempt the testing and certification of agricultural seeds from service tax.

The transportation by road of cereals, and pulses to be exempted from service tax. Transportation by rail to remain exempt

Proposals relating to Indirect Taxes estimated to result in a net revenue gain of Rs.46,500 crore for the year.
Sector Impact:

Power : The resources allocated to the sector are much lower. The Finance Ministry has raised the cess on coal, that will impact the raw material costs of thermal power generators. Obviously once the bidding for coal blocks is done, some of these producers will have access to captive coal after those mines are developed.

Comments: Very little done. Much more needs to be done.  We will reach nowhere in this sector despite tall claims and that will stifle our growth. 
Metal Industry: Spending on Railways and Infrastructure could boost some demand but the rise in allocation is just around 7% for Railways. Though the allocation for infrastructure is high, the amount of actual spending will be important. The costs of steel manufacture will go up due to higher coal prices and final price will be higher due to higher excise.

Comments:  The metal sector mainly depends on international prices for making good profits. So, if something happens in China and prices come down, even with higher consumption, the metal sector could make lower profits.

Fertilizer Sector: To ensure balanced application of fertilizers, the Government intends to move towards a nutrient based subsidy regime instead of the current product-pricing regime from April 01, 2010.  It will lead to availability of innovative fertilizer products in the market at reasonable prices.  This unshackling of the fertilizer-manufacturing sector is expected to attract fresh investments in this sector. In due course it is also intended to move to a system of direct transfer of subsidy to the farmers.

Comments:  In India use of fertilizer is skewed highly in favour of Urea. If the new policy is developed we could see more usage of potash and phosphatic fertilizers. Keep an eye on stocks like Coromandel Fertilizer, Zuari, Deepak Fertilizers etc.

Roads and Infrastructure: The allocation is good and if implemented will help the infrastructure companies. However the cost of infrastructure companies is expected to go up due to higher costs of cement, steel, labour, interest rates etc. So the margins could be under pressure. However volumes could go up compensating for that.

Comments:  Infrastructure companies at lower levels could be good bets. Go for L&T etc at lower levels.

 
Oil and Gas: The recommendations of Kirit Parekh committee will be discussed and implementation could be done in due course of time. The Government has raised customs and excise on crude, petrol, diesel etc. The prices of the fuels will go up from today night itself. Government last year talked about National Gas Grid but has not talked about it this time around. Rise in MAT will increase tax liability of some of the Petroleum companies like RIL etc.

Comments: We feel that once the prices are raised, the revenues will go to Government and they can then pass on the revenues to the Oil Companies in the form of cash. IOC, HPCL or BPCL at declines could be bought for long term investments and do not target short term gains.

Auto Sector: The excise duties raise will have marginal impact.

Comments: Marginal impact. We have to see how well is the infrastructure developed in next few years and that will drive Auto sector. 

Tobacco Industry: Excise duties on Tobacco products have gone up.

Comments:  Negative for ITC and may be we will start seeing impact of higher excise now on tobacco products sales.

Food Processing Sector: Various exemptions given both on customs and excise front as mentioned in the customs and excise proposals. Exemptions on cold storage chains, mechanised handling systems for agriculture, other agricultural machinery could help the companies setting up new facilities. 

Comments:  We feel that India has the potential to be a very big food processing hub but unfortunately we do not have many good companies in this sector but this sector could be watched for very good growth in coming years. As and when we identify companies in the sector, we will convey it.

IT Sector: Rise in MAT will impact the PAT by about 3%.
Comments:  However the sector could be full taxed from 2011-2012. 2010-11 is the last year for tax exemption. Much will depend on the global environment, U.S. policies and even $/Re equation in coming days. So from next year onwards they will be charged at the full rate of about 30.9%.

Defense sector: The outlay on Defence has gone up by just 8%. 

Comments:  So companies in the sector may not have much of an impact.

Gold Refining Sector: The excise duty on refined gold made from such ore or concentrate reduced from 8 per cent to a specific duty of Rs.280 per 10 grams. That will have gold refiners like Shirpur Gold [AGEE GOLD] do well, when they start their refinery.
Renewable Energy:

Comments:

 
Conclusion and Comments:  The budget seems to have overestimated revenues and underestimated expenditure and that could result in higher fiscal deficit at the end of the year. The interest payment is now at 37% of the revenue receipts and that was 31% last year. It is continuously on a rise. That is a serious cause of concern.  Government needs to move fast on deregulating prices of fertilizers and fuel prices. If they don’t we could have problems going forward.

Secondly, repeatedly we have seen that planned allocations are not being utilized due to lack of resources raising doubts about the credibility of the figures presented.

The Government has shown good intentions of moving on fertilizer and fuel subsidies. If they do that in a swift manner, we could see Government have more resources for developmental projects. If they do that, the economy may turn out to be very good.

Infrastructure an Food processing sectors have been given extra focus. So companies in this sector could be eyed once we see more concrete action and once stock prices come down.

We are disappointed w.r.t. total absence of agenda on gas pricing policy and National Gas Grid from the budget speech.

The inflation is headed higher and that will push inflation rates in coming few months. Higher inflation could reduce demand and interest rates could further stifle demand for products. So be careful. Next six to nine months could be challenging for the economy.

The Government has also not addressed the supply side problems. Rivers needs to be linked across the country. Canals needs to be made and mad industrialization of agricultural areas need to be stopped. We have no shortage of cars , Television, Computers, Mobiles etc but we have shortage of food, good roads etc . The Government needs to device concrete policies to increase the supply side.
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