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Indian Auto Component Industry Snapshot: 2018-19

Turnover:
USD 57 Billion
INR 3,95,902 crore

Contribution to GDP:
2.3%

Exports:
USD 15.16 Billion
INR 1,06,048 crore

Share in India’s Exports:
4%

Domestic Aftermarket:
USD 10.1 Billion
INR 67,491 crore

Employment:
50 Lakh ( Approx )




Auto Corrﬁbo'hénts Industry Performance: H1 FY20
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(Turnover includes supplies to OEMs, aftermarket sales and exports)
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Au-to Components Industry Export Performance: H1 FY20
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Auto Components Industry Exports Performance: H1 FY20

Exports in (USD Million)
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Auto Components Industry Import Performance: H1 FY20

Imports in INR’ Crore (USD Billion)
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Auto Components Industry Import Performance: H1 FY20

Imports in (USD Million)

6000

4000

2000

Region-Wise Performance

5344 5303
12%
689 650 2%
e | | .72“66‘ .63‘49. 8 9
Asia North America South America Africa Australasia
=4 H1-Fy2019 E=aH1-Fy2020 —Growth Rate
Origin of Imports: Top 8 Countries performance: H1 FY 2020
Country Share Growth Rate Country Share Growth Rate T
China 26% -5% USA -1%
South Korea 13% 25% Thailand 4% S—
Germany 12% -28% Singapore -7%
Japan 9% -16% Italy -11%

20%

0%

-20%

-40%

78%



Auto Com'ﬁonents Industry Aftermarket Performance: H1 FY20
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1. 18% GST for Chapter 84, 85 and Chapter 87 auto components and 5% for xEVs auto
components

» Auto Components attract two different rates- 18% and 28%, 2.5 — 3 X compared to other emerging &
developed markets

»GST Council reduced rate to 18% on approx. 60% auto components tariff lines over a period of time,
rest continue to attract higher GST rate of 28%

» 28% GST on aftermarket- encourages Grey market; Challenge of compliance

» All critical and safety items falls under chapter 84, 85 and 87

» GST rate on Electric Vehicles are at 5% whereas xEV components are 18% and 28%
Recommendations:

» Auto component industry is an intermediary - Uniform GST rate of 18% across all product categories

»5% GST rate for XEV components to encourage industry and avoid unnecessary credit over-flow at the
end of value chain



Recommendations on
Direct Tax



1. Extending concessional tax rate to existing manufacturers and to individuals/ partnerships

» Government reduced effective tax rate on existing domestic companies to 25.17% (22% tax + 10%
surcharge + 4% cess: section 115BAA) and newly set up companies ( domestic + foreign) which
are engaged in manufacture effective tax rate to 17.16% (15% tax + 10% surcharge + 4% cess:
Section 115BAB) — This is indeed a welcome step.

» Marginal relief for small manufacturers as their tax rates reduced from 26% (25% + 4% Cess) to
25.17%.

» Individuals and Partnerships/ LLPs still attract higher rate of 34.9% ( 30% tax + 12 % + 4% Cess)
Recommendation:

» It is recommend said concessional tax rate should be made available to all
individuals/partnerships/ LLPs in auto business, which constitute major strata in the automotive
components Industry.

» Additionally, Government should consider allowing the concessional tax rate of 15% u/s 115BAB
to existing automotive component manufacturers that are MSMEs.



2. Investment Allowance

» Investment Allowance under section 32AC was available at 15% to manufacturing companies
whose new investment in plant and machinery was more than INR 25 crores, if acquired and
installed on or before March 31, 2017

Recommendation:
» Re-introduction of provision will encourage new investments

» Scope of investment allowance if reintroduced should be enlarged to include investments in new
building used for manufacturing, as it constitutes a major portion of the total investment. In such
cases, the benefit should be allowed on completion of building.

> The minimum amount of investment to be considered for investment allowance should be INR 5
crore for MSMEs.

» This benefit should be in addition to lower rate of tax allowed u/s 115BAA & 115BAB to ensure
industry’s global competitiveness.



3. Encourage Research and Development

>

>

Frequent regulatory and technological changes require enhanced spend on R&D in the following
key areas in the sector:

a) Emission; b) safety; c) Industry 4.0; d) Electric Mobility e) Increasing electronics in vehicles

Budget 2016-2017, reduced weighted deduction benefit to 150% and further restricted the
deduction to 100% from 15t April 2021.

Recommendation:

>

Weighted deduction for R&D investment should be extended beyond 1 April 2020 and rate should
be increased to 200% to encourage R&D spend

Weighted Deduction should be extended for R&D outsourced to Third-Party Service Providers.

This benefit should be in addition to lower rate of tax allowed u/s 115BAA & 115BAB.



4. Additional Incentive under Direct Tax to expand scope of FAME-2 Policy

» The Government of India announced the Faster Adoption and Manufacturing of Electric Vehicles (
FAME2) in March 20109.

» The policy includes incentives for generation of demand of electric vehicles in India.

» Although Government through Finance Act 2019, has introduced deduction of interest payable on
loan taken from any financial institution for purchase of EV subject to maximum of INR 1.5 lakh
from FY 2019-20, there is no incentive given by the government for promotion of manufacture of
EV components although it was announced in the Budget speech it would do so

Recommendation:

» Amend the Act to provide direct tax incentives for the manufacturers of EV components and
infrastructure related to the same.

» Such incentives will robust the supply chain and foster usage of EV in India.



5. Enhancement of depreciation rate on plant & machinery

» Considering the Auto Industry is capital-intensive industry and the cost of plant and machinery is
very high, 15% rate of depreciation on plant & machinery is quite low

» Further, current depreciation rate of 15% does not assist auto companies in meeting the objective
of timely accumulation of funds for replacement of assets.

Recommendation:
» Current depreciation rate should be increased to at least 25%.

» Further, to boost the demand of domestically manufactured plant & machinery, we recommend
that depreciation rate for manufacturer using domestic plant & machinery should be increased to
40%. This will give impetus to local Capital Goods industry.

» Also, additional depreciation u/s 32(1)(iia) should be extended to companies opting for tax regime
u/s 115BAA & 115BAB.



MSME definition - Notification

In the Budget 2018, the Union Cabinet had approved amendments to the law to change the criteria
for classifying MSMEs from ‘investment in plant and machinery' to 'annual turnover'.

Recently, Ministry of Finance also recommended single definition for MSME Sector

Final notification is awaited

It is suggested that MSME will be categorized on the basis proposed definition i.e. annual turnover
instead of investment in plant & machinery/equipment as under:

» Micro enterprise - annual turnover that does not exceed Rs. 5 crore.
» Small enterprise - annual turnover more than Rs. 5 crore but does not exceed Rs 75 crore.

» Medium enterprise - annual turnover that is more than Rs. 75 crore but does not exceed Rs.
250 crore.

Notification for Change in MSME definition needs to be issued urgently




Thank you!
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