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Foreword
The year 2013 was challenging for the Indian economy
which witnessed significant capital outflows on the back
of the Quantitative Easing (‘QE’) policy announced by
major central banks and a sharp depreciation of the
Rupee. However, India was not alone and most emerging
economies grappled with similar challenges.
Policymakers in India have proactively concentrated
their efforts to counter these effects evident from the
recent indicators of stabilization which have emerged.
In fact the Indian equities have performed better than
some of their global peers last month. This is being
primarily attributed to an improvement in foreign
exchange reserves and the current account deficit
position.
Despite the economic uncertainty and recent headwinds which have plagued the country, the general outlook
for 2014 continues to be positive, wherein most business leaders expect to witness a recovery especially post
the general elections scheduled early this year. The parliamentary elections on early part of 2014, shall be
decisive for existing investors while consolidating their presence in the Indian market as well as for new
investors, since expectations will be formed regarding the new government’s commitment to the pace for
reforms and deregulation.
Amidst a challenging macroeconomic global environment and current financial turbulence, there is still a
silver lining – most foreign players continue to be bullish on India as an investment destination in the long
run and believe that the country’s strong underlying macroeconomic fundamentals will provide the
necessary momentum to drive the business and economic growth in the coming years. Despite the significant
capital outflows, the total FDI in India grew by 17% in 2013. In fact in recent surveys conducted amongst
senior executives globally, India shifted to the top slot of the attractive destination list with China slipping to
the third spot and Brazil ranking second.
In the M&A space, although the deal volumes declined in the first half of 2013, an upswing was registered in
the second half of the year. 2013 also saw a few mega deals such as Unilever Plc’s USD 3.5 billion open offer
to Hindustan Unilever Ltd., ONGC Videsh Limited’s acquisition of Anandarko Petroluem Corp.’s 10% stake in
Mozambique gas field for USD 2.6 billion, Ambuja Cement’s acquisition of Holcim Ltd for USD 1.2 billion.
Experts are optimistic on the M&A sentiment and expect to see greater traction for the next 12 months
especially after the general elections.
The sectors with the highest level of anticipated investments include automotive, technology, media &
telecom (TMT) life sciences and consumer products.
Through this newsletter, we endeavor to provide a brief snapshot of the key changes in policies in 2013 and
major trends expected in the year ahead. We hope the same is insightful.

GM Corporate Solutions

© GM Corporate Solutions. All rights reserved

2

Key highlights of 2013
M&A Landscape

Sector

Despite the economic slowdown, India’s M&A
activity remained stable. There was an upswing in
M&A activity in the second half of 2013 which
compensated for the decline witnessed during
early 2013. In the third quarter of 2013, more than
123 deals were added to close the year with more
than 500 deals.
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PE activity remained strong during last year with
the Indian e-commerce space receiving continued
attention. The space saw almost 100 deals during
the year, the key being Flipkart, Snapdeal and
Zomato.

Deal Volume
Deal Value (USD billion)

The sectors which took the lead in deal activity
were oil & gas, telecom, pharma and healthcare
FMCG and IT & ITeS.

Few Key transactions of 2013

Unilever’s acquisition of Hindustan Unilever Limited for USD 3.09 billion
Mylan Inc’s acquisition of Agila Specialities for USD 1.8 billion
OVL’s acquisition of Anadarko’s 10% stake for USD 2.6 billion

Ambuja Cement’s acquisition of Holcim India for USD 512 million
Amtek Auto Ltd’s acquisition of Neumayer Tekfor Group for USD 665 million
Cipla Ltd’s acquisition of Cipla Medpro for USD 512 million
Ultra Tech Cement’s acquisition of Jaypee Cement’s 5 MTPA Gujarat facility for USD 590 million
Flipkart raised USD 360 million from PE investors
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Key highlights of 2013
Sector

Regulatory Highlights:
In a bid to attract foreign investors to India, the
Government announced several initiatives and
liberalization
measures
in
2013.
Consequently, many large global corporates such
as Tesco, Singapore Airlines, Etihad were
witnessed queuing up to invest in India. In this
section we are listing a few key highlights:
Relaxation of riders for FDI in Multi-Brand
Retail Trading: MBRT had been previously
opened to foreign investment by the Government
[up to 51% FDI under Government approval
route]. However, it did not find many takers due to
certain onerous conditions in relation to
mandatory local sourcing, investment in back-end
infrastructure etc.
During the year, the Government diluted these
conditions to a large extent. For instance, not only
small scale but medium scale industries with a
total investment not exceeding USD 2 million (up
from previous limit of USD 1 million) would also
qualify for sourcing of products. Further, this
threshold shall be determined only at the time of
first engagement with the local retailer.
Additionally, as per new policy, only 50% of total
FDI brought in the first tranche of USD 100 million
shall be required to be invested in back-end
infrastructure within three years as opposed to
50% of the total foreign investment. The current
rule of permitting supermarket chains in cities
with a minimum population of one million has also
been done away with.
Liberalization of sectoral caps: Several sectors
witnessed a relaxation in Foreign Direct
Investment cap in the last year. The Government’s
move to grant automatic entry to minority
investment of foreign investors in several sectors
was aimed at facilitating faster inflow of foreign
investments by removing the requirement for
approval. The key changes in sectoral caps are
summarized in the adjacent table.

Existing Ceiling

Revised Ceiling

Petroleum refining
by PSU

49% under
Government
approval route

49% under
Automatic
Route

Commodity, power
and stock exchanges,
depositories and
clearing corporations

49% [FDI + FII]
under
Government
approval route

49% under
Automatic
Route

Asset Reconstruction
company

74% [FDI + FII]
under
Government
approval route

100% [FDI + FII]
Upto 49%
under
Automatic
Route and
thereafter
Government
approval route

Credit Information
Companies

49% [FDI + FII]
under
Government
approval route

74% [FDI+FII]
under
Automatic
Route

Telecom Services

74% [upto 49%
under Automatic
Route and
thereafter upto
74% under
Government
approval route]

100% [upto
49% under
Automatic
Route and
thereafter upto
100% under
Government
approval route]

Courier Services

100% under
Government
approval route

100% under
Automatic
route

Defence

26% under
Government
approval route

26% under
Government
approval route
Above 26% on
case to case
basis which
ensures access
to modern and
‘state –of-the
art’ technology
in the country

Single Brand retail
trading
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100% under
Government
approval route

49% under
Automatic
route and
thereafter up
to 100% under
Government
approval route

Key highlights of 2013
ECB for general corporate purposes now
permitted: Previously, utilization of ECBs for
general corporate purposes was prohibited.
However, in September last year, RBI permitted
availing of ECB from the foreign equity holder
company under government approval route for
such purpose with a minimum average maturity of
7 years subject to certain prescribed conditions
such as, minimum paid up capital of 25% to be held
directly by the lender, no prepayment clause etc.
Changes notified in Overseas Direct Investment
(‘ODI’) Guidelines and Liberalized Remittance
Scheme (‘LRS’) : Previously, an Indian party was
permitted to undertake ODI not exceeding 400% of
its net worth as on date of last audited balance
sheet in all its Joint Ventures and/or wholly owned
subsidiaries abroad under the Automatic Route.
This limit was reduced to 100% [certain
exceptions were provided wherein the 400%
threshold would still apply].
In view of the economic situation, the RBI also
reduced the remittance limits made by resident
individuals under the LRS scheme from USD
200,000 to USD 75,000 per financial year.
Companies Act 2013
A new Companies Act was enacted in 2013. A part
of Act has already become effective with the
notification of 98 sections. The Government has
decided to enforce the provisions the provisions of
the Act in phases.
The Act is expected to facilitate more business
friendly corporate regulations, improve corporate
governance norms, enhance accountability on part
of the corporates and auditors, raise levels of
transparency
and
protect
interest
of
investors, particularly small investors.

Mergers & Acquisitions
The Act seeks to facilitate mergers, acquisitions
and restructuring and check misuse by
promoters by increasing transparency. Key
highlights involve permitting merger of Indian
company with a foreign company, introduction
of fast track merger for small companies and
between holding company and its wholly
owned subsidiary, valuation of shares to be
performed by a registered valuer.
At the same time, the Act also places restriction
on undertaking multiple buy back of securities
in a financial year as well as on multi-layer
investment subsidiaries.
Dividend:
Mandatory transfer of profits to reserves before
declaration of dividend has been done away
with. Companies may voluntarily transfer a
portion of its profits to reserves

Director: Requirement of having at least one
woman director for prescribed companies
introduced. The number of directorships which
an individual can hold has been increased from
12 to 15.
Management & Voting: The Act has simplified
the process of holding general meetings and
also recognizes voting by electronic means
Corporate Social Responsibility: 2% of the
average net profits of last 3 years to be
mandatorily spent on CSR by companies above
a certain threshold
National Company Law Tribunal: The Act
calls for the establishment of NCLT in place of
the Company Law Board
The draft Rules of the Act are currently under
deliberation and the Act is expected to be fully
operational from 1 April 2014.

Key highlights of a few provisions of the Act are
summarized hereunder:
One Person Company a new vehicle for
individuals for carrying on business with
limited liability conceptualized
Audit Mandatory audit rotation for listed and
prescribed classes of companies
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Key highlights of 2013
Key Tax Highlights
Basic corporate tax rates [30% for domestic
companies and 40% for foreign companies]
remained unchanged however, applicable
surcharge for income beyond a certain
threshold was increased
Domestic tax rate for Royalty and FTS increased
to 25% from 10%. This is however, subject to
reduced rate, if any, as per the applicable tax
treaty.
An additional income tax rate of 22.66%
introduced on net consideration paid by a
domestic company for buyback of its own
unlisted shares. This tax is payable over and
above the normal tax liability and cannot be
claimed as a credit. Income received by the
shareholder with respect to such buyback
would be exempt from tax.
The Finance Act 2013, did away with the
requirement of obtaining the TRC containing
certain prescribed particulars [introduced in
Finance Act 2012] for taxpayers to be eligible to
claim treaty benefits– taxpayers can continue to
obtain the TRC as issued by foreign authorities
and instead furnish certain details in a
prescribed form along with the TRC.

GAAR which were initially introduced in
Finance Act 2012 were amended in Budget
2013. GAAR has been deferred by two years and
the provisions are to apply from Financial Year
2015-16. Amendments were announced both
with respect to the scope as well as the
procedure.
As regards the Vodafone case, there was no
major movement which took place last year.
Vodafone had offered to settle the dispute
through conciliation to which the Government
of India had agreed, however, no significant
movement happened
India had unilaterally put Cyprus in the ‘notified
jurisdictional area’ category, leading to
suspension of treaty benefits, on account of the
island nation not being forthcoming on
information sought by the Indian tax
authorities. Both Governments are currently
discussing renegotiation of the tax treaty.

To reduce the increasing number of transfer
pricing audits and prolonged disputes, the
CBDT notified the ‘Safe Harbour Rules’ in
September 2013. The rules provide a “safe
harbour” under which the tax authorities will
accept transfer prices as declared for
international transactions.
The CBDT has amended the Rules to broaden
the requirement of collecting information and
reporting requirements for all remittances
outside India. The new notification expands the
scope of payments to include payments like
salary, interest on ECB, income from transfer of
foreign currency units held by offshore
funds, income from foreign currency
bonds/shares of Indian company , income of
FIIs from securities etc.
Cascading effect of tax reduced by excluding
foreign dividends received by Indian company
while computing, if such dividends received
from foreign subsidiary and used in the same
year for declaring further dividends.
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2014 ….the year ahead
Despite the past year being challenging for the
Indian market, the sentiment for the year ahead is
buoyant more so for the period after the elections.
We have summarized below the key events and
expected trends for the coming months
M&A Trends
Despite the sluggishness in the deal volume last
year, analysts expect a big uptick in the M&A
space in the current year. This is on account of
several reasons. Foreign investors still view
India as a robust market with favourable
demographics. Further, not only is India a low
cost market supported by a large domestic
demand but it is also an innovation hub.
Additionally,
the
current
Government’s
commitment to liberalization reforms and
opening of sectors to FDI has also made India an
attractive destination. Most investors are
hopeful that the trend will continue after the
general election with the new government as
well.
Most global buyers and investors believe that it
is a opportune time to do deals in India to
capitalise on the potential that the market offers
due to sharp devaluation of the rupee against
the US Dollar. Global investors believe that the
Indian economy is at the bottom of its economic
cycle and with the government elections along
with the present Government’s effort to
increase growth, they expect to see an upswing.
We expect the deal activity in the first quarter of
2014 to be moderate and subdued since
investors may take a cautious approach and
wait for greater clarity on the new
government’s approach to regulations and
reforms.

Outbound Deal Activity
In 2013, outbound deal activity although
moderate saw a few big ticket deals such as
ONGC and Oil India’s USD 2.5 billion acquisition
of a 10% stake in the Romuva gas field in
Mozambique and
ONGC Videsh Limited’s
acquisition
of
Anadarko
Petroleum
Corporation’s 10% stake for USD 2.6 billion.

Despite the rupee deceleration which resulted in the
assets
becoming
dearer
for
Indian
companies, outbound activity was primarily spurred by
availability of cheaper foreign currency loans and lower
domestic growth which made a few Indian companies
seek alternative markets.
Although the Indian currency has relatively
stabilized, we feel that in 2014, the Indian corporates
would continue to take a subdued approach towards
acquisitions overseas and would look at more niche
acquisitions which fit into their overall strategy rather
than pure increase in market size. The deal activity in
the energy sectors shall continue to remain active.
Deal News in 2014
-

Aditya Birla Nuvo Ltd., a unit of Aditya Birla Group
has agreed to sell its business process outsourcing
unit Minacs to a group of investors for USD 260
million

-

The proposed merger of Coimbatore based auto –
accessories maker Xenos Automotive Ltd. With
Pricol Ltd. Has been approved by the Board of both
companies

-

Japanese trading house Itochu Corp has exited
polyester manufacturer Indo Rama Synthetics by
selling its entire 3.5% equity stake in the company
to the promoters, the Lohia Group. The deal is
around INR 80 million

-

Alstom India Limited, a public listed local subsidiary
of French conglomerate Alstom, is selling
transportation unit to Alstom Transport India
Limited for INR 1,769 million.
FDI Trend
FDI in India grew by 17% in 2013, despite the
significant capital outflows from the emerging
markets in mid of last year. This was primarily due
to the liberalization reforms announced by the
Government and opening of several sectors to FDI.
The sectors which made the headlines with respect
to
FDI
were
hotel
and
tourism, pharmaceuticals, healthcare, chemicals, sin
gle brand retail trading, IT. The increasing trend in
FDI is expected to continue in 2014.
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Other News

Vote on Account: Since 2014 is the year of
elections, instead of a full budget, a vote –on-account
would be presented in early February. The tax
policies and incentives which would be announced
for the next few months needs to watched out for
Major Regulations/Reforms in the pipeline: It is
expected that no major reforms/regulations are
expected till May 2014. The following laws are in the
pipeline and are yet to be effective:

- Companies Act, 2013 – Although the Companies Bill
was passed in 2013, only 98 sections were notified
as being in effect from 12 September 2013 since
the draft rules are in midst of a consultation
process. It is now expected that the Act in its
entirety will be notified from 1 April 2014
- Goods & Service Tax – GST, a value added tax to be
implemented in India was expected to replace all
indirect taxes levied on goods and services by the
Indian central and State Governments. Heralded as
one of the most major reforms, the Bill is being
discussed by the Empowered Committee of State
Finance Ministers. The outcome of the Bill would
be clearer post the elections.
India- Japan seek to strengthen ties
India –Japan are looking to strengthen their
bilateral political and economic ties as evidenced
by the visit of Japanese Prime Minister Shinzo Abe’
Republic Day visit to India
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Glossary
Abbreviation
CBDT

Description

Abbreviation

Description

Central Board of Direct Taxes

IAA

Impermissible Avoidance
Arrangement

ECB

External Commercial Borrowing

LRS

Liberalized Remittance Scheme

FDI

Foreign Direct Investment

FII
FTS
GAAR

MBRT

Multi-Brand Retail Trading

Foreign Institutional Investment

ODI

Overseas Direct Investment

Fee for Technical Services

PE

Private Equity

General Anti Avoidance Rules

RBI

Reserve Bank of India
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