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In a nutshell 

HDFC AMC's investments team has put together a comprehensive note which 

highlights how the Budget takes forward the 5 priorities of this Government, namely 

(1) Fiscal prudence (2) Targeted subsidies (3) Improving agriculture (4) Social 
infrastructure and (5) Improving infrastructure investments 

The note highlights key tax changes and sectoral impact of various budget provisions 

 

The Union Budget 2016 was largely on expected lines. This is welcome as budget should not 

become a guessing game for individuals and businesses alike. Both individuals and businesses 

need stability of policies and taxation. 

The key priorities of this government, in our assessment, are as follows - 

Fiscal Prudence 

The table below gives the fiscal deficits over the last 5 years. What is interesting is the 

consistency with which the deficits are falling. Even in this budget, despite several opinions and 

expectations to the contrary, government has stayed firmly on fiscal moderation path. This is a 

welcome development as this will create a substantial room for lower interest rates and will 

also leave more resources for the private sector. 

Subsidies for the Deserving Only 

There is a silent revolution underway in the way in which subsidies are delivered in India. We 

are quickly moving away from subsidizing goods for rich and poor alike and instead replacing 

subsides with targeted cash transfers (DBT or direct cash transfers). This has very positive 

medium and long term implications: 

1. Reduction in leakages and costs 



2. Limiting beneficiaries to the deserving only 

3. Less hassle and more choice for the beneficiaries 

4. Lower fiscal burden 

In that regard, after the success of LPG, a pilot for extending the DBT to fertilizers has been 

announced in the budget. 

Improving Agriculture 

2/3rd of Indians directly or indirectly depend on agriculture. Improving the income of this 

segment has both social and economic positives. The approach of this government is to do it on 

a sustainable basis by raising the productivity and reducing costs. Several initiatives are being 

mooted with this objective 

1. Widen irrigation coverage, more watershed development 

2. Soil health card to bring more objectivity to crop selection and use of nutrients 

3. Creating an e-market for agriculture produce to bring more value to farmers 

4. Effective crop insurance for farmers to reduce their risk. 

Social Infrastructure. 

This budget continues with higher allocation in key areas of health, education, low cost housing 

etc. 

Improving Infrastructure Investments 

It is difficult to grow in a sustainable manner without improving investments in the economy. 

With this in mind, there is for the second consecutive year a healthy increase in the allocation 

towards roads, railways etc. between the union budget, railways budget and the various 

entities like NHAI, public sector companies. 

In summary, full marks to this budget for not deviating from the course of setting the Indian 

economy on not just a growth path but on a sustainable growth path. The Indian economy 

should experience better days ahead. Low oil prices driving down CAD, steadily falling fiscal 

deficit and low inflation have set the stage for lower interest rates. Steps taken in the key areas 

of roads, railways, mining, power and housing should start yielding results now and lead to 

faster economic growth. 

The outlook for the equity and fixed income markets is also very positive. Indian markets have 

not done well for now eight years and this is reflected in the low market cap to GDP ratio as the 

following chart depicts. 



In view of this and the improving outlook for the economy and specifically after the recent 

correction, markets are attractively poised for those with a medium to long term view. 

Interest rates have fallen much less than inflation so far. With low commodity prices, low 

inflation and with the government having delivered yet again on fiscal front, the expectation of 

lower rates going forward is a very reasonable one. Thus there is merit in adding duration to 

one's fixed income portfolio. 

The following pages give a more detailed point wise impact of the various announcements in 

the budget complied by the HDFC AMC team. It is sincerely hoped that this will be useful. 

Key Direct Tax changes in the Budget 

1. Presumptive tax scheme turnover limits raised 

    Businesses - Rs. 1 Cr earlier; Now Rs 2 Cr. 

    Professionals - Rs. 25 lakhs earlier; Rs 50 lakhs now. 

2. Income Declaration Scheme, 2016 (IDS) from 1st Jun to 30th Sep 2016 

    Pay tax at 30%, surcharge at 7.5% and penalty at 7.5%, a total of 45% 

    Immunity to assessee's declaring under the scheme from prosecution in future. 

3. Addressing concerns from earlier retrospective tax amendment 

    High Level Committee chaired by Revenue Secretary to oversee fresh cases where 



assessing      officer applies the retrospective amendment. 

    One-time dispute resolution for ongoing cases - only tax arrears to be paid; interest 

and       penalty to be waived. 

4. 13 cesses, levied by various Ministries in which revenue collection is less than Rs 50 Cr in 

a year to be abolished. 

5. Contribution by employer towards employee PF of more than Rs. 150,000 p.a. will be 

taxable. There was no limit earlier. 

Alleviating Rural Stress & Allocations to Social Sector 

1. Recognizing the need for income security for farmers. Goal of doubling net income of 

farmers by 2022. 

2. Irrigation - Creation of Long Term Irrigation Fund in NABARD with initial corpus of Rs 

20,000 Cr. Fast-tracking of 23 irrigation projects. Productive use of MNREGA funds. 

3. Fertilizer subsidy under Direct Benefit Transfer (DBT) - Pilot for fertilizer subsidy being 

rolled out, after success in cooking gas. 

4. Greater vigour in soil testing - To cover all 14 Cr farm holdings by March 

2017. Improving market access and income for farmers - Development and deployment 

of Unified Agriculture Marketing Scheme in selected 585 wholesale markets. APMC 

reforms made mandatory for states to join this platform. 

5. Crop Insurance scheme - Rs 5,500 Cr provided in Budget for Prime Minister Fasal Beema 

Yojana. Scheme, announced recently, provides for full cover for crop damage with 

premium subsidized by government. 

6. Widening of Minimum Support Price (MSP) procurement - States that were not 

participating in the decentralized procurement are now being encouraged to do so. 

Introduction of online procurement by Food Corporation of India, ushering in 

transparency. Effective arrangements being made for pulses procurement. 

7. Promoting dairying activities to supplement farmers' income - 4 schemes and Rs 850 Cr 

allocation. 

8. Significantly higher allocations to Gram Panchayats and Municipalities. 

9. Swachh Bharat - Provision of Rs 9,000 Cr. Priority allocation of central government 

schemes to villages becoming free from open defecation. 

10. Digital Literacy in rural India - Creation of National Digital Literacy Mission Scheme for 

rural India to cover around 6 Cr additional households within the next three years, out 

of total 12 Cr households who currently do not have access to computer. 

11. Digitizing Land records - Creation of integrated land information management system 

and provision of Rs 150 Cr from FY17 Budget for it. 

12. FDI in food processing - 100% FDI allowed for food products produced and 

manufactured in India. 

13. Universal coverage of LPG cooking gas - Provision of Rs 2,000 Cr to meet initial cost of 

providing LPG connections to 1.5 Cr households below poverty line. Scheme to continue 



for two more years to cover at least 5 Cr households. 

14. Health insurance - New scheme to provide health protection up to Rs 1 lakh per family. 

Sector Specific Impact 

Banking sector - Budget Impact: Positive. 

Lower fiscal deficit, likely lower interest rates and focus on capital expenditure are positive for 

banking sector as a whole. 

Capitalization & Consolidation of PSU banks 

1. Public Sector Bank (PSU) bank recapitalization at Rs 25,000 Cr, in line with 

'INDRADHANUSH'. The capital requirements of the PSU banks have been reassessed at 

Rs 170,000 Cr as against earlier estimate of INR 240,000 Cr done by RBI. Out of this, Rs 

70,000 Cr of capital would be infused by Government over four years. Road Map for 

consolidation in PSU banks. - As an initial step, Government considering to dilute stake 

in IDBI bank below 50%. 

2. Bank Board Bureau operationalized - to improve governance of PSU banks. 

Addressing NPA concerns 

1. Strengthening Debt Recovery Tribunals (DRTs) by investing in infrastructure for speedy 

disposal of cases. 

2. 100% FDI in Asset Reconstruction Companies (ARC) allowed under automatic route. 

3. Existing sponsors allowed to own 100% stake in the ARCs. Non-institutional investors 

permitted to invest in securitization Receipts. 

Strengthening financial markets structure 

1. A comprehensive Code on Resolution of Financial Firms to be introduced to handle 

winding down of distressed financial institutions. 

2. Comprehensive central legislation, to deal with illicit deposit taking schemes planned. 

Changes in FDI & FII policies 

1. FII investment up to 49% in insurance & pension sector brought under automatic route. 

2. Increase in foreign ownership limit in Indian stock exchanges from 5% to 15% on par 

with domestic institutions. 

Measures for Deepening of Corporate Bond market 

1. LIC of India will set up a dedicated fund to provide credit enhancement to infrastructure 



projects. The fund will help in raising the credit rating of bonds floated by infrastructure 

companies and facilitate investment from long term investors. 

2. RBI will issue guidelines to encourage large borrowers to access a certain portion of 

their financing needs from bond markets instead of the banks. 

3. Investment basket of foreign portfolio investors will be expanded to include unlisted 

debt securities and pass through securities issued by securitisation SPVs. 

4. A complete information repository for corporate bonds, covering both primary and 

secondary market segments will be developed jointly by RBI and SEBI 

5. New derivative products will be developed by SEBI in the Commodity Derivatives 

market. 

Information Technology - Budget Impact: Neutral. 

1. Sunset clause for SEZ was extended from 2017 to 2020. In theory this gives an extended 

period of lower taxes for the IT sector. 

2. However, impact limited as share of onsite revenues rising. 

Housing / Real Estate - Budget Impact: Marginally Positive. 

1. Higher interest deduction from taxable income for first time home buyers for houses 

valued less than Rs50 lakh and loan value of less than Rs 35 lakh. 

2. Lowering of tax rates for "affordable housing" from normal tax rate to MAT, for flats up 

to 30 sq. mt. (300 sq. ft.) in top 4 metros and up to 60 sq. mt. (600 sq. ft.) in other towns 

and cities, all the projects registered between Jun 2016 to March 2019 will pay only 

MAT (instead of normal taxes) provided they complete the construction in three years. 

3. Service tax exemption for affordable housing: Service tax to be 0% (earlier 5.6%) on all 

the construction of houses under Housing for all, Pradhan Mantri Awas Yojana, Public 

Private Partnership based projects, or any house up to 60sq mt in any state government 

schemes. 

Infrastructure - Budget Impact: Positive. 

Measures to review PPP Investments & resolution of pending issues 

1. Introduction of Public Utility (Resolution of Disputes) bill, 

2. Guidelines for renegotiation of PPP concession agreements and 

3. Introduction of new credit rating system for infrastructure projects 

Measures to help developers raise capital 

1. Exemption of Dividend distribution tax on REITs and INVITs. 



Roads and Railways 

1. Higher allocation on roads sector with Pradhan Mantri Gramin Sadak Yojana allocation 

of Rs 19,000 Cr (+33% YoY) or total capex of Rs. 27,000 as balance is payable by states. 

2. Rs 55,000 (+28% YoY) allocation for Roads/Highways under NHAI/MoRTH and NHAI 

allowed to raise bonds of Rs 15,000 cr. 

3. 10,000 km of NHAI projects to be approved in FY17 and completion target of 10,000 km 

as well. 

4. 50,000km of State highways to be taken up for up-gradation as National Highways in 

future. 

5. Positive for developers and EPC companies. 

6. Railways capital expenditure increased to Rs 121,000 Cr from Rs 82,100 Cr in revised 

estimates of FY16. 

7. Total outlay for infrastructure stands at INR 221,200 Cr (+22.5% on RE). 

Power 

1. 100% village electrification to be achieved by May-18 - allocation to Deendayal 

Upadhyaya Gram Jyoti Yojana (DDGUJY) & Integrated Power Development Scheme 

(IPDS) has been increased by ~60% to Rs 8,500 Cr - positive for Power demand & 

therefore power developers / OEM manufacturers. 

2. Increased allocation to renewable energy funded by increase in coal cess INR 400/t 

(from INR 200/t), which is a negative for developers with merchant power. 

3. This increase could lead to tariff increase, but coal grade / price rationalization should 

mitigate impact partially. 

4. Transmission sector has been allowed to claim 20% additional depreciation in initial year 

under income tax. Dividend Tax of 10% in the hands of recipient - Negative for SPV 

structures and also negative for dividend yield stocks. 

5. Phasing out of 80IA from FY18 onwards is a marginal negative for developers. 

Logistics - Budget Impact: Marginal Positive. 

1. Medium term plan to remove permit raj in public road transport through appropriate 

amendment in Motor Vehicle Act. 

2. Rs. 800 Cr to be allocated for development of Inland waterways transportation. 

Metals - Budget Impact: Positive. 

1. Increase in custom duty on primary aluminium to 7.5% from 5% and for other 

aluminium products to 10% from 7.5%. 

2. Increase in custom duty on zinc alloys to 7.5% from 5%. 

3. Removal of export duty on iron ore (with Ferrite content below 58%) from earlier rate of 

30% (for lumps) and 10% (for fines). 



4. Reduction in export duty on bauxite to 15% from 20% earlier. 

5. Removal of export duty on chromium ores and concentrate from 30% earlier. 

Fertiliser - Budget Impact: Neutral. 

Introduces direct benefit transfer (DBT) for fertiliser consumption on pilot basis in few district. 

Oil and Gas - Budget Impact: Negative 

1. Cess on crude oil 

    Earlier Rs. 4,500/t (~$9/bbl); Now 20% ad valorem. 

    Short-term relief but long term negative if crude goes above $45/bbl. 

    Negative for upstream companies. 

2. Gas pricing for new output in Deepwater, difficult areas 

    Calibrated marketing freedom for companies 

    Sale of gas subject to a pre-determined ceiling price based on landed price of 

alternative fuels. 

    Positive for upstream companies who have stranded gas discoveries. 

Telecom - Budget Impact: Marginal Negative 

1. Basic Custom Duty on telecom equipment and optical fibre cable 

2. Now 10% vs. nil earlier. Negative for incumbents Proceeds from spectrum auction seem 

to be assumed at Rs 65,000 cr. 

3. 0.5% increase in service tax would be negative if not passed through. 

4. Service tax on spectrum cost 

    Positive for large players who have revenues to offset the cost 

Aviation - Budget Impact: Negative 

1. Excise duty on ATF 

    Earlier 8%; Now 14%. Fuel cost is 30% of revenue. 



    6% excise duty increase will need ~2% fare hike. Negative for airlines. 

2. Maintenance, Repair and Overhaul (MRO) 

    Tools and tool kits exempted from Basic Customs duty, CVD and SAD for DGCA 

certified       aircrafts in India. Incentivises MRO operations in India. 

Media - Budget Impact: Neutral 

1. Import duty on Set Top Box 

    Cut to zero now. 

    This is positive for new entrants vs. existing DTH/cable operators. 

Consumer - Budget Impact - Neutral. 

1. Imposition of excise duty of 2% without input credit (from 0% earlier) or 12% with duty 

credit (from 6% earlier) on the tariff value of branded apparel with retail sale price of Rs 

1000, tariff value being set at 60% of retail sale price - Negative for brand owners 

Imposition of excise duty @ 1% on jewellery other than plain silver jewellery. Negative 

for organized jewellers 

2. Increase in excise duty by 10% on cigarettes. 

Automobiles - Budget Impact - Negative. 

1. Positive for Commercial Vehicle /Light Commercial Vehicle players with outlays on roads 

enhanced. 

2. Duty on large UVs/cars enhanced from 30% to 34% 

3. Duty on small diesel vehicles from 12% to 14.5% 

4. For small cars duty enhanced from 12% to 13%. 

5. Passenger Vehicles where value exceeds Rs 10 lakh will attract a 1% TDS. 
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