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The tax break announcements today were a big shot in the arm though a tax reform.  

However, one needs to see this with a bit of pragmatism. Several key sectors like Cement, Power, Steel, Mining have incentives from capex 
under sections such as 80 IA; while sectors like Auto are broadly between 27-32% - but need efforts on the demand side to deliver growth.  

Hence the  beneficiaries of these will be limited to select sectors and companies. 

The government had already moved to 25% tax (in Budget June 2019) for companies having revenues upto Rs 400 crores which, as per 
government data, would have covered 99.3% of the companies.  

We analysed the data of companies listed on BSE with turnover greater than Rs 1 cr – these totalled to 6082 companies – and the total tax 
payout as of their financial year end accounted to totally Rs 202,592 cr (on a standalone basis) 

 4874 companies (80% of companies) with turnover from Rs 1cr – 400cr, contribute to 2.4% of the total tax paid by these – the 
companies had already received the benefit in Budget in June 2019 for 25% tax 

 1207 companies (20% of the companies) with turnover of Rs 400 cr and above contribute to 97.6% of the total tax paid  i.e. 
Rs.197,737cr  – and are now falling under the purview of the new benefit, subject to incentives  

 

The move is a positive reform for BFSI stocks – “the biggest beneficiaries” - (though not intended for them alone), as they will see a direct 
reduction in their tax outgo, which will directly and positively impact ROEs and internal accruals, which in turn will add to the core Tier 1 
capital. There will be write down of deferred tax assets for companies, hence will impact P&L to that extent. Net impact from tax benefit 
announced will be lower this year i.e. FY20 in a scenario of DTA writeback and higher from FY21 onwards. 

 

These reforms are definitely sentimentally positive and a signal to the government’s inclination to addressing issues of various industries. 
However we expect fiscal deficit to be closely watched and would need fast paced efforts from the government to address the same in the 
form of large divestments in PSUs, listing of large unlisted PSUs such as IRCTC and divestment of land holding under central government 
amongst others. 
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Expect “Make in India” to witness a significant boost with competitive tax rates in South East Asia.  
 
The tax cut to 15%+ surcharge for new manufacturing units / setups, makes India’s tax rate more competitive than some of its Asian peers 
(like China and Malaysia).  It’s virtually an invitation to global corporations to setup their operations in India at the most competitive tax 
rate than peers. 
 
India is now even more competitive than Bangladesh, which has been quite competitive in textiles.  
 
India however would be lesser attractive than Vietnam, which recently had cut its tax rates to woo large corporates affected by the US-China 
trade dispute.  
 
The President of the US-India Strategic and Partnership Forum (USISPF) Mukesh Aghi in recent media interactions indicated that they are in 
talks with ~200 American companies, which are willing to move their manufacturing base from China to India.  
 
Also, in June 2019, as per a survey conducted by quality control and supply chain auditor QIMA on companies leaving China, 80% of American 
and 67% European Union companies have showed their intent.  
 
With a reduction in the corporate tax rates, gates for India open up as India would now look attractive. Also, higher labour costs in China 
make India a better alternative.  
 
 
 
 
 
 
 
 
 
 
 
 
 
Our quick view on impact and analysis – sector wise and company wise follow hereunder 
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Country Corporate tax rate 

South Korea 11.00-24.20% 

Taiwan 17.00% 

Malaysia 24.00% 

Thailand 20.00% 

Indonesia 12.50- 25.00% 

China 25.00% 

India 25.17% (15%+ for new setups) 

Vietnam 20.00% 

Source: Company, IndiaNivesh Institutional Research 



 Our simple understanding is that savings in a company’s tax outflow, especially Auto companies which are struggling in even retaining 
actual monthly production, is not a trigger for them to invest in enhancing further capacities. 

 We will await some demand trigger as a real booster to growth, rather than believing that resolving supply-side issues and easing cash 
flows for companies will trigger demand. 

 We believe the strong rally in auto stock prices won’t sustain till we witness real positive demand pick up 

 Companies which stand to gain from this provision are as under: 

Automobiles 

Company  Tax rate FY 19 (%) New Rate (%) Savings in earnings (%) 

Maruti Suzuki 28.3 25.2 3.1 

Eicher Motor 34.3 25.2 9.0 

TVS Motor Company 30.2 25.2 5.0 

Bajaj Auto 31.5 25.2 6.3 

Hero MotoCorp 33.1 25.2 7.9 

Ashok Leyland  20.5 - - 

Escorts Ltd.  33.8 25.2 8.6 

V.S.T Tillers Tractors Ltd. 35.6 25.2 10.4 

Swaraj Engines Ltd. 35.6 25.2 10.4 

Atul Auto Ltd. 35.2 25.2 10.0 

Exide Industries Ltd. 33.9 25.2 8.7 

Apollo Tyres Ltd. 23.5 - - 

Balkrishna Industries Ltd. 33.9 25.2 8.7 

CEAT Ltd. 27.2 25.2 2.0 

JK Tyre & Industries Ltd. 32.1 25.2 6.9 

MRF Ltd. 31.8 25.2 6.6 

TVS Srichakra Ltd. 32.7 25.2 7.5 
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Corporation tax lowered | Big benefit to banks  
 

 The government's decision to lower corporate tax rate to an effective 25.17% (including cesses and surcharges) will benefit bank 
profitability in a big way. 
 

 Most banks in our coverage universe currently pay the top marginal tax rate (see Exhibit 1 below). 
 

 Though the fine print of the tax measures is awaited, we believe most banks will benefit from this move and their  effective tax rate is 
likely to shift to ~25% from the current ~34%. 
 

 This will also result in marginal improvement in the banks' CET1 ratios. 
 

 Nevertheless, we also believe banks carrying meaningful DTAs on their books will have to revalue the DTA stock and charge the difference 
to their P&L. 
 

 Hence, the initial benefit of reduced tax rate will be lower in FY20E with full benefit accruing from FY21E. 
 

 The impact of this charge on capital is likely to be nullified as lower profit benefit will be offset by a lower deduction of DTA stock from 
the CET1 capital. 
 

Key exhibits 
 

Banking and Financial Services 

Exhibit 1: Effective tax rate (tax paid/PBT *100) Exhibit 2: Net DTAs in FY19 balance sheet 

Bank Tax rate (%) Bank Rs mn 

AXSB 32.9 AXSB 76,407 

HDFCB 34.5 HDFCB 43,521 

ICICIBC 11 ICICIBC 10,437 

IIB 33.7 IIB 12,307 

YES 27 YES 2,533 

SBIN 46.4 SBIN 1,04,225 

DCBB 35.8 DCBB 886 

FB 34.8 FB NIL 

KVB 34.6 KVB NIL 

RBK  33.3 RBK  2,095 

SIB  34.9 SIB  415 
Source: Company, IndiaNivesh Institutional Research Source: Company, IndiaNivesh Institutional Research 
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For Indian pharma companies, with 15% tax rate on new manufacturing units, they will be on par with China's tax rate of ~16%.  

China, with its low tax rate and liberal financing, has been adding huge capacities to take on Indian companies in export markets.  

  

Pharma companies present tax rate 

Pharmaceuticals 

Companies Tax rate (guided in FY20) Standalone Tax rate (FY19) 

Abbott India 36% 35% 

Alkem Labs 15% 24% 

Ajanta Pharma 25% 21% 

Cadila Healthcare 25% 18% 

Cipla 29% 23% 

Dr Reddy's Labs 16% 17% 

Eris Lifesciences 8% 22% 

Indoco Remedies 15% 0% 

IPCA Labs 20% 22% 

JB Chemicals 28% 28% 

Lupin 32% 34% 

Sun Pharma 15% 0% 

Torrent Pharma 25% 21% 
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Assumptions: We have taken standalone numbers of FY19 for our pharma companies, given their presence in the export markets. Besides, 
most companies avail 150% R&D deduction in their R&D spend. If the companies forego the benefit of R&D and are not subject to MAT, then 
this development is negative to neutral for them. On the other hand, companies just paying MAP stand to benefit the most, should they chose 
to avail this proposal. Notable companies are Lupin (highest tax payer, will benefit from lower tax rates) and Sun Pharma (lowest tax rates, so 
no impact). 

MAT paying companies largely in the domestic business like Ajanta, Alkem, Abbott, Cipla, and Eris will benefit the most. 

  

As on FY19 numbers 

Cos. (Rs mn)  

Standalone 

Sales R&D  PBT Tax Tax 

rate% 

PAT New Tax 

rate 

New Tax New 

PAT 

New 

EPS 

Old EPS % EPS 

incremental 

Abbott  36,403 0 6,989 2,459 35% 4,530 25% 1,759 5,230 249 212 18 

Ajanta  17,314 1,760 5,131 1,239 24% 3,892 15% 770 4,361 50 44 12 

Alkem  56,314 4,622 9,440 2,004 21% 7,436 15% 1,416 8,024 67 62 8 

Cadila Healthcare  62,070   19,285 3,443 18% 15,842 15% 2,893 16,392 16 15 3 

Cipla  1,19,684 9,282 24,928 5,764 23% 19,164 15% 3,739 21,189 26 24 11 

Dr Reddy's  1,04,667 11,295 17,007 2,818 17% 14,189 15% 2,551 14,456 87 85 2 

Eris   7,323 8 3,119 689 22% 2,430 15% 468 2,651 19 18 9 

Indoco  9,677 515 -92 0 0% -92 15% -14 -79 -1 -1 -15 

Ipca  36,332 1,002 5,574 1,199 22% 4,375 15% 836 4,738 38 35 8 

JB Chemicals  15,012 340 2,693 750 28% 1,943 25% 678 2,015 25 24 4 

Lupin  1,13,563 15,731 23,424 7,950 34% 15,474 25% 5,896 17,528 39 34 13 

Sun Pharma  1,03,032 7,109 7,195 16 0% 7,179 15% 1,079 6,115 3 3 -15 

Torrent Pharma  57,625   9,351 1,938 21% 7,414 15% 1,403 7,949 47 44 7 
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Shree Cement 

 It avails of 80IA incentives (through WHRS). Hence, it is estimated that no material benefit will accrue to the company.  
 

UltraTech Cement 

 We estimate that it is a MAT paying company and hence will benefit to the extent of reduction in MAT rate.  

 On coming out of MAT, it will be subject to the revised corporate tax rate i.e. 25.17% 
 

Holcim Group - Ambuja & ACC 

 We estimate that both companies are subject to the revised corporate tax rate i.e. 25.17%.   

 Despite the incremental cash flow generated due to tax saving, the existing issue of cash deployment will continue.   
 

Dalmia Bharat  

 We estimate that it is a MAT paying company and hence will benefit to the extent of reduction in MAT rate.  

 On coming out of MAT, it will be subject to the revised corporate tax rate i.e. 25.17% 
 

The Ramco Cement 

 Provision for current tax is 26.5% in FY19. Hence, the benefit is not estimated to be material.  
 

HeidelbergCement India 

 It is estimated that it is a MAT paying company and hence will benefit to the extent of reduction in MAT rate.  

 On coming out of MAT, it will be subject to the revised corporate tax rate i.e. 25.17%. 

 

There is no change in our recommendation for any of these stocks.  

Cement 
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Radio (Impact: Positive) 

 Companies we cover are currently paying full tax. It is unclear if the tax benefit arising out of the difference in depreciation in the books 

as per the Income-tax Act and the Companies Act will have to be forgone. Moreover, the depreciation difference is only material for 

Phase 3 stations. 
 

Retail (Impact: Positive) 

 V-Mart is paying full tax, but it avails of tax benefits under 80JJAA (deduction in respect of employment of new employees), which may 

not be allowed if they switch to the new regime. V2 had carried forward losses till last year and is soon expected to come under the full 

tax regime when it turns PAT positive again. 
  

Hotels (Impact: Positive) 

 Some hotels enjoy 35AD (accelerated depreciation) benefits, and it is unclear whether they can be carried forward under the new regime.  

 Other hotels like IHCL, East India Hotels, and Royal Orchid, which are paying full tax will benefit. 
  

Casino gaming (Impact: Positive) 

 Companies we cover are currently paying full tax under most vessels, so they should see ~14-15% higher EPS.  

 Daman is loss-making, so there is no impact there.  
  

Textile (Impact: Positive) 

 Companies we cover are paying full tax as of now.  

 It is unclear if the capital subsidy under TUFS falls under the purview of the exclusions. Further clarity is awaited to gauge the extent of 

impact. 

Retail, Media, Hotels & Textiles 
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We believe that few more steps need to be taken to make India look as an attractive proposition. Further initiatives like the roll-out of land 
and labour reforms, aggressive roll-out of skill development programmes, and cut in the interest rates would lead to a full-fledged capex cycle 
revival. This in turn should lead to strong growth prospects for capital goods companies, which have seen muted financials for the last few 
years. 
 
Within our coverage universe, the table tells us that benefit would accrue more to consumer durables companies (with the exception of Blue 
Star) and less to the defence and water-focused companies (with exception of Ion Exchange). 
 
 

Capital Goods, ACs and Defence Sector 
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New Tax Rate 

(%) 

FY19- Tax rate 

(%) 

Savings  

(%) 

JC-Hitachi AC 25.17% 33.8% 8.63% 

Voltas - 24.1% - 

Blue Star  - 15.6% - 

Astra Microwave - 25.1% - 

Bharat Elec. 25.17% 28.7% 3.53% 

HAL 25.17% 37.1% 11.93% 

Premier Exp. 25.17% 28.1% 2.93% 

Solar Ind. 25.17% 31.1% 5.93% 

ION Exchange 25.17% 35.5% 10.33% 

VA Tech Wabag - 18.7% - 

Santosh Yellapu 
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Valuation Sheet (1/4) 
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Valuation Sheet (2/4) 
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Valuation Sheet (3/4) 
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Valuation Sheet (4/4) 
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Accu=Accumulate, Redu=Reduce, S=Standalone, C=Consolidated, UR=Under Review, NR=Not Rated CMP as on 20 September, 2019 closing 
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CS = Coverage Suspended. INSL has suspended coverage of this company. 
UR=Under Review. Such e invest review happens when any developments have already occurred or likely to occur in target company & INSL analyst is waiting for some more 
information to draw conclusion on rating/target.  

 

One year Price history of the daily closing price of the securities covered in this note is available at www.nseindia.com and 
www.economictimes.indiatimes.com/markets/stocks/stock-quotes. (Choose name of company in the list browse companies and select 1 year in icon YTD in 
the price chart) 
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