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Assets under management

(AUM) for the Indian mutual

fund industry rose from
323.79 lakh crore in March

2019 to ¥24.78 lakh crore in

April. While the growth rate
from March is over 4%, it is
half of the growth recorded
in the corresponding period
in the previous year

Note: Data as on April 30, 2019

PREFERENCE FOR DEBT

Debt schemes accounted for over half of the total
share of the AUMs. Equity schemes were a distant
second with a contribution of 29.8%, followed by

hybrid schemes at 13.6%
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INTERVIEW | SHYAM SRINIVASAN

‘RBI rate cut impacts
only a percentage of
bank’s cost of funds’

Federal Bank CEO says he believes
a 25-50 bps cut is possible this year

OOMMEN A. NINAN

Federal Bank, a leading
south Indian bank, envisag-
es to grow from presence to
prominence and from pro-
minence to dominance. Its
MD and CEO Shyam Srini-
vasan says that the bank
plans to grow organically,
and inorganically, if so-
mething comes up. Howev-
er, he says its mantra is
from prominence to domi-
nance in Kerala and from
presence to prominence in
the rest of India. The bank
plans more branches across
the country by offering va-
rious ways of servicing
client requirements. The
CEO believes in high-quality
governance to achieve 18-
20% growth per yeat.

What are your expectations

from the forthcoming Union
Budget?

m Fiscal deficit contain-
ment, increasing revenue
momentum (meaning wi-
dening tax basis), which
means better administra-
tion of existing reforms and
selective enablement of sec-
tors of the market that can
spiral growth. This is how I
would characterise a budget
that generates employment.
Employment  generation
should have a focus around
exports, because that is
what will trigger the coun-
try’s most immediate
requirements.

But we have been talking
about exports and
employment generation for
many years; and even
growth rate is tardy...

m It is true, but in part; we
are part of a global world. If
there is a slowdown world-
wide, it will have its impact
on domestic markets. The
second would be the finan-
cial sector related challeng-
es that have happened in
the last 3-4 years for a range
of reasons. If you take the
budget period, rather than
looking at the next five years
as a whole, the government
must look at it in two to
three tranches. So, you have
to work on certain realities
over the next three years
with laser-light focus.

Any changes in customer
behaviour on repayment of
loans?

m For years, customers
were told, as long as you pay

even after 100 days or 200
days, we’re all here to treat
you as a customer, provided
you pay one day with inter-
est. So the customer, those
with integrity, I mean, was
used to one kind of beha-
viour for many years. I'm
not talking about those who
have cheated. That is a sepa-
rate story. Our normal retail
SME customers are now ma-
naging their cash flows. The
fact that on the 91% day, as-
sets turn NPAs, if they fail in
repayment [is now on their
minds].

The Reserve Bank cuts rates
but banks are slow to pass it
on to customers. Why?

m Reserve Bank’s commen-
tary also suggests that there
is more room for cuts. And I
agree [we should] go for
more cuts. I think inflation
is fairly under control, but
growth is still a challenge. It
doesn’t mean that banks
will cut rates. A rate cut by
the central bank only im-
pacts a percentage of the
bank’s cost of funds. I
bought very little from the
repo. So when the repo
comes down, only a percen-
tage of my funding cost
comes down, I still pay 4%
or three-and-a-half percent
or 6%. In some cases, that
hasn’t changed. I still pay
7%. So, if I had to cut your
deposit rate, you will put it
in another instrument, post
office savings or govern-
ment small savings certifi-
cate in order, which is giving
a higher rate. So to keep you
with me, I have to pay you
this rate. When bankers are
told you’re not transferring
the cost benefit to the cus-
tomer, I’d agree. But trans-
mission takes time.

Do you believe another rate
cut is imminent?

m The regulator now has
many instruments in their
hand to do these things. One
is signalling by word, se-
condly rate cut, then they
can create other enablers.
So the armoury has in-
creased. I believe 25 to 50
basis points cut is possible
in this year.

You are a bank that attracts a
lot of remittances. What is
the present trend?
m The last one year, remit-
tances for India has been
strong. But the nature of re-
mittances and use of remit-
tances has changed. It is
less going into the
banking system as
savings [and]
more going in-
to consump-
tion for regu-
lar use
because a
large part of
the remittance

that comes
from Middle
East, after the

Kerala floods, has
gone into repair and
restoration.

SCHEME SPLIT

With a share of 38%, liquid funds have the largest share
of the total net assets of debt funds, followed by time
determined funds (32%). For equity funds, the largest
proportion of net assets is of multi cap funds

CORPORATE BOND FUNDS

TIME DETERMINED FUNDS*
CREDIT RISK FUNDS|

LIQUID FUNDS

MULTI CAP FUNDS
LARGE CAP FUNDS

ELSS MID CAP FUNDS

*Includes fixed term plan, low duration funds,
short duration funds and ultra short duration funds

Equity Schemes
(in ¥ lakh crore)

INSTRUMENT AND SECTOR-WISE DEPLOYMENT
Corporate debt papers had the highest share of
deployment of funds in debt mutual funds (4.2 lakh
crore). For equity mutual funds, almost a fourth of the
funds were deployed with banks
CORPORATE DEBT PAPER  BANK CERTIFICATES OF DEPOSITS
COMMERCIAL PAPER

Debt Schemes
(in ¥ lakh crore)

BANKS

FINANCE

CONSUMER NON-DURABLES
SOFTWARE

PSU BONDS/DEBT

Deployment of funds
by equity MFs
(% of AUM)

Deployment of
funds by debt MFs
(% of AUM)
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#Others include sectoral and thematic funds, value and
contra funds, large and mid cap funds among others
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Why nuclear when India has an ‘ocean’ of energy

Though the ‘highly harmful source is regarded as saviour on certain counts, the country has a better option under the seas

M. RAMESH

If it is right that nothing can
stop an idea whose time has
come, it must be true the
other way too — nothing can
hold back an idea whose
time has passed.

Just blow the dust off,
you’ll see the writing on the
wall: nuclear energy is fast
running out of sand, at least
in India. And there is so-
mething that is waiting to
take its place.

India’s 6,780 MW of nu-
clear power plants contribut-
ed to less than 3% of the
country’s electricity genera-
tion, which will come down
as other sources will gener-
ate more.

Perhaps India lost its nu-
clear game in 1970, when it
refused to sign - even if with
the best of reasons - the Non
Proliferation Treaty, which
left the country to boot-
strap itself into nu-
clear energy. On-
ly there never
was enough
strap in the
boot to do so.

In the
1950s, the legen-
dary physicist Dr. Ho-
mi Bhabha gave the country
a roadmap for the develop-
ment of nuclear energy.

Three-stage programme

In the now-famous ‘three-
stage nuclear programme’,
the roadmap laid out what
needs to be done to
eventually use the
country’s almost

inexhaustible

K. VAITHEESWARAN

¢ The historical goods and ser-
¢ vices tax (GST) which was im-
. plemented across the coun-
¢ try from July 1, 2017 is now
¢ two years old. India was not
: new to indirect tax levies, but
i consolidating Central and
: State levies and achieving un-
: iformity was no joke. Credit
: is due to the Central Govern-
¢ ment as well as each and ev-
: ery State Government and of-
i ficials who participated in
: this exercise.

: What industry got

i The industry loves GST for
¢ harmonising taxes, elimina-
: tion of cascading effect of
: tax, widening the scope of in-
¢ put tax credit and for achiev-
: ing a uniform tax rate for a
¢ product or service across the
: country. Tangible benefits in-
i clude faster refunds, less in-
i teraction with tax authori-
: ties, abolition of checkposts,
. etc. There are other intangi-
: ble benefits on account of
i GST. In the past, a manufac-
i turer in State A would lose a
i customer in State B if he
: made a CST supply.

To prevent the loss, the

¢ manufacturer would open a
¢ depot in order to effect a lo-
¢ cal supply in State B. The de-
i pot was not a business re-
i quirement, but one of tax.

Under GST, a supplier can

¢ supply goods from any part
: of India and tax or input tax
. credit is no longer an arbi-
¢ trage in competition.

The customer is now in a
position to source from any

Thorium resources. The first
stage would see the creation
of a fleet of ‘pressurised hea-
vy water reactors’, which use
scarce Uranium to produce
some Plutonium. The se-
cond stage would see the set-
ting up of several ‘fast breed-
er reactors’ (FBRs). These
FBRs would use a mixture of
Plutonium and the repro-
cessed ‘spent Uranium from
the first stage, to produce
energy and more Plutonium
(hence ‘breeder’), because
the Uranium would trans-
mute into Plutonium. Along-
side, the reactors would con-
vert some of the Thorium
into Uranium-233, which can
also be used to produce

supplier and the latter is in a
position to access markets
across India.

Industry gains include
elimination or dismantling of
structures created under the
pre-GST era for tax purposes,
supply-chain efficiencies, di-
rect customer access, and a
robust transparent trail for
the movement of goods. On
the flip side, the industry is
extremely unhappy with the
massive increase in com-
pliance requirements, fre-
quent battles with the GST
portal, wastage of manhours
in dealing with technical
glitches, and facing potential
loss of ITC on account of sup-
plier facing similar problems.

The industry is also not
happy with frequent changes
in law, including scenarios
where the portal does not
permit what the law permits.

What government got
Monthly revenue from GST
has crossed 31,00,000 crore,
even though the GDP growth
is low and the economy is
witnessing a slump. GST has
resulted in the widening of
the tax base. Excellent data
mining has resulted in identi-
fication of tax evasion at an
early stage. E-way bill system
has brought in an effective,
transparent movement trail.

Higher tax collections
even without intervention in-
dicates compliance. As more
and more vendors and ser-
vice providers walk into GST,
the formalisation of economy
takes place.

The walk-in is voluntary

energy. After 3-4 decades of
operation, the FBRs would
have produced enough Plu-
tonium for use in the ‘third
stage’. In this stage, Urani-
um-233 would be used in
specially-designed reactors
to produce energy and con-
vert more Thorium into Ura-
nium-233—you can keep ad-
ding Thorium endlessly.

Seventy years down the
line, India is still stuck in the
first stage. For the second
stage, you need the fast
breeder reactors. A Proto-
type Fast Breeder Reactor
(PFBR) of 500 MW capacity,
construction of which began
way back in 2004, is yet to
come on stream.

As more service providers walk into GST, the economy gets more formalised.

and sometimes compelled by
the bigger player, who pref-
ers only registered compliant
suppliers since ITC is linked
with vendor compliance.
The natural corollary
would be the increase in di-
rect tax collections from
these new assessees. Many
manufacturing states had an-
ticipated huge losses on ac-
count of GST compared to
their pre-GST collections.
This has not happened
probably due to significant
consumption of services in
such manufacturing States.
The government, howev-
er, is extremely unhappy
with the fake invoice racket
and rightly so. These players
provide a disservice to the
economy and also to honest
tax payers. While action is
welcome, the government
should pursue the route of

The problem is apparently
nervousness about handling
liquid Sodium, used as a coo-
lant. If Sodium comes in con-
tact with water it will ex-
plode; and the PFBR is being
built on the humid coast of
Tamil Nadu. The PFBR has
always been a project that
would go on stream “next
year”. The PFBR has to come
online, then more FBRs
would need to be built, they
should then operate for 30-
40 years, and only then
would begin the coveted
“Thorium cycle’! Nor is much
capacity coming under the
current, ‘first stage’. The
6,700 MW of plants under
construction would, some
day, add to the existing nu-
clear capacity of 6,780 MW.
The government has sanc-
tioned another 9,000 MW
and there is no knowing
when work on them will be-
gin. These are the home-

grown plants. Of
course, thanks to
the famous
2005 ‘Indo-
US. nu-
clear deal’,
there are
plans  for
more  pro-
jects with import-
ed reactors, but a 2010 In-
dian ‘nuclear liability’
legislation has scared the fo-
reigners away. With all this, it
is difficult to see India’s nu-
clear capacity going beyond
20,000 MW over the next
two decades.
Now, the question
is, is nuclear energy
worth it all?

o - i

adjudication, prosecution
and early conviction instead
of the threat of non-bailable
arrest provisions which have
a potential for misuse.

Unlike many other coun-
tries which faced massive in-
flation on account of intro-
duction of GST, India did not
face any inflation. This was
probably due to an effective
rate of tax policy, as well as
timely course correction.

The National Anti-Profi-
teering Authority had also
played a role, but has out-
lived its objective. There was
no necessity for a two-year
extension. The consumer has
gained the most in GST. From
an era of cascading taxes,
which had nearly 30% of tax-
es on goods; dual and multi-
ple levies on services, the
consumer is now seeing mas-
sive reduction in the rate of

There have been three ar-
guments in favour of nuclear
energy: clean, cheap and can
provide electricity 24x7
(base load). Clean it is, as-
suming that you could take
care of the ticklish issue of
putting away the highly
harmful spent fuel.

But cheap, it no longer is.
The average cost of electrici-
ty produced by the existing
22 reactors in the country is
around 32.80 a kWhr, but the
new plants, which cost 15-
20 crore per MW to set up,
will produce energy that can-
not be sold commercially be-
low at least ¥7 a unit. Nuclear
power is pricing itself out of
the market.

Nuclear plants can pro-
vide the ‘base load’ — they
give a steady stream of elec-
tricity day and night, just like
coal or gas plants. Wind and
solar power plants produce
energy much cheaper, but
their power supply is irregu-
lar. With gas not available
and coal on its way out due
to reasons of cost and global
warming concerns, nuclear
is sometimes regarded as the
saviour. But we don’t need
that saviour any more; there
is a now a better option.

Ocean energy

The seas are literally throb-
bing with energy. There are
at least several sources of
energy in the seas. One is the
bobbing motion of the wa-
ters, or ocean swells — you
can place a flat surface on
the waters, with a mechani-
cal arm attached to it, and it
becomes a pump that can be
used to drive water or com-
pressed air through a turbine
to produce electricity.
Another is by tapping into
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tax for goods and services.

In a typical restaurant,
where there used to be VAT
of 2% or 12.5% and a service
tax of 6%, the customer is en-
joying a flat 5% which is low-
er than the VAT rates applica-
ble in many countries in the
European Union. Awareness
of GST among consumers is
at an all-time high, thanks to
social media.

However, the downside to
this is tax evasion, which is
now driven by consumers. In
the past, when a customer
procured goods or services,
he was least bothered about
the tax rate since excise duty
was invisible. The VAT rate
was low and was not a signif-
icant deterrent. When the ov-
erall indirect tax levy was
30%, it was not reflected in
the invoice, but when the
rate has declined to 12% and

tides, which flow during one
part of the day and ebb in
another. You can generate
electricity by channelling the
tide and place a series of tur-
bines in its path. One more
way is to keep turbines on
the sea bed at places where
there is a current — a river
within the sea. Yet another
way is to get the waves dash
against pistons in, say, a
pipe, so as to compress air at
the other end. Sea water is
dense and heavy, when it
moves it can punch hard —
and, it never stops moving.

All these methods have
been tried in pilot plants in
several parts of the world—
Brazil, Denmark, U.K., Ko-
rea. There are only two com-
mercial plants in the world—
in France and Korea-but
then ocean energy has en-
gaged the world’s attention.

For sure, ocean energy is
costly today.

India’s Gujarat State Pow-
er Corporation had a tie-up
with U.K.s Atlantic Resourc-
es for a 50 MW tidal project
in the Gulf of Kutch, but the
project was given up after
they discovered they could
sell the electricity only at 13
a kWhr. But then, even solar
cost 18 a unit in 2009! When
technology improves and
scale-effect kicks-in, ocean
energy will look real friendly.

Initially, ocean energy
would need to be incentiv-
ised, as solar was. Where do
you find the money for the
incentives? By paring alloca-
tions to the Department of
Atomic Energy, which got
313,971 crore for 2019-20.

Also, wind and solar now
stand on their own legs and
those subsidies could now be
given to ocean energy.

§From baby steps to giant strides, GST gains momentum

The historical tax reform, which marks its second year today, has offered stakeholders a mixed bag thus far

18%, awareness about GST
makes the customer assume
it is a new levy which affects
his pocket, and the consum-
er opens the cash channel.

The law

GST law has turned out to be
the most complex one on ac-
count of design faults and fre-
quent tinkering. The distinc-
tion between goods and
services manifests itself in
GST in multiple segments.

The Advance Ruling me-
chanism has failed since
most rulings are in favour of
the revenue and in some cas-
es, against the provisions of
the statute. The constitution
of the AAR is the issue, since
it is not presided by a judicial
member and comprises sit-
ting officers of the tax depart-
ment. The GST Council has
played a stellar role in coop-
erative federalism since 35
meetings have taken place,
where resolutions have been
passed unanimously despite
political differences.

This kind of unanimity is
unseen even in flat associa-
tion meetings. In only two
years of existence, 32 amend-
ments to the CGST Act; 31
amendments to the CGST
Rules; 87 CGST rate Notifica-
tions; 179 CGST non-rate Not-
ifications; 90 IGST rate Notifi-
cations; 19 IGST non-rate
Notifications; 101 Board Cir-
culars; 10 Removal of Difficul-
ty Orders; matching Notifica-
tions from 29 States, do not
indicate a simple law.

(The writer is an advocate
and tax consultant)
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