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Editorial

Dear readers,

Greetings for the fourth quarter of 2018-19!

I am delighted and proud to present the 40th edition 
of Cutting Edge, PwC India’s Aerospace and Defence 
(A&D) newsletter. The quarterly publication was 
started over 10 years ago and there was no other 
such newsletter at that time. Over these years, we 
have highlighted important regulatory issues, offered 
suggestions to policy-makers, some of which were 
accepted, and participated in the growth of this 
nascent sector. This is a complex and sensitive sector; 
the issues are complicated and stakeholders many. 
However, national defence and security are paramount. 
Much has been reformed and liberalised, but there is 
still much to be done.

The last quarter has seen several important events and 
developments in the market in the defence and aviation 
sectors with the release of the Interim Defence Budget, 
amendments made in the Defence Procurement 
Procedure 2016, the release of UAV Version 2.0 and the 
success of Aero India 2019.

The Government has allocated an all-time high 
budget of more than INR3 lakh crores (US$ 43.4 to 
meet the requirements of modernisation programmes 
initiated on defence platforms. The Interim Defence 
Budget for 2019-20 has seen an increase of 6.87% 
over last year’s Budget and accounts for 9.3% of 
the total Budget allocation. It constitutes 1.44 % of 
India’s GDP, and seems inadequate in view of the dire 
security-related hazards being faced in India and its 
neighbourhood. However, we are happy to note that 
unlike in previous years, when the capital allocated to 
the defence sector was not fully utilised, the Interim 
Budget 2019 revealed that the entire capital allocation 
of almost INR94,000 crores (US$ 14.7) for last year 
was actually spent on making requisite acquisitions. 
This was our pre-Budget expectation. We do see an 
increase in capital expenditure by 10% in 2019-20, but 
with the Indian Armed Forces taking multiple initiatives 
to modernise its various functions and military units, 
the amount seems inadequate.

The Defence Ministry has made certain amendments 
to the Defence Procurement Procedure 2016 through 
notice (MoD ID No.1 (13)D(Acq)/16-Vol.III), dated 7 
March 2019, to make  the procedure more flexible 
and transparent to facilitate procurement of the 
operationally urgent requirements of the armed forces. 
Amendments such as inclusion of taxes in evaluation 
of commercial bids, allowing Letter of Credit (LC)  
through multiple banks and provisional acceptance 
of vendors’ letters to their governments for export 
licenses will provide flexibility to vendors and sellers 
and improve ease of doing business with the Ministry 

of Defence (MoD). Moreover, provisions such as 
detailed calculation of Late Delivery (LD) and defining 
the date of delivery in Standard Contract Documents 
will increase the transparency of the process.  Inclusion 
of Defence Public Sector Undertaking (DPSUs) and 
the private sector along with the Ordnance Factory 
Board (OFB) for cases relating to Buyer Nominated 
Equipment (BNE) is a step taken toward providing a 
level playing field to all participants in the domestic 
defence ecosystem. A significant amendment made 
in December 2018 was the provision made for 
benchmarking by a costing committee. According 
to the provision, concurrent benchmarking would 
be carried out by a Costing Committee headed 
by the Advisor (Cost) and the representatives of 
the Service Head Quarters (SHQ) Directorates on 
receipt of the SHQ’s Trial Report. The benchmarking 
recommendations will be an input for the Commercial 
Negotiation Committee (CNC) and is expected to result 
in increased transparency in pricing negotiations.

In order to expand into the global Unidentified Aerial 
Vehicle (UAV) ecosystem, the new Drone Ecosystem 
Policy Roadmap1 was released by the Directorate 
General of Civil Aviation (DGCA) for optimum utilisation 
of drones. The roadmap mainly focuses on Beyond 
Visual Line of Sight Operations (BVLSO). The draft note 
seeks to create an ecosystem for drone operations 
in the commercial marketplace with wide-ranging 
applications such as in delivery of human organs 
and medical specimens, and supervision of food and 
construction sites. The roadmap seeks to align CAR 
1.0 with global Unmanned Aircraft Systems (UAS)
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1. Source: https://www.globalaviationsummit.in/documents/DRONE-ECOSYSTEM-POLICY-ROADMAP.pdf
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standards. Recommendations in the roadmap include 
expansion of operational airspace (embedding of high-
tech algorithms for safety, security and privacy of the 
ecosystem), establishment of infrastructural capabilities 
to segregate the ecosystem from civil aviation and a 
proposal for 100% FDI in the industry.

Aero India, Asia’s largest air show. was held in India 
in February 2019.  It showcased India’s prowess 
in air defence and provided a platform for private 
aviation companies, defence sector companies and 
the Government to forge new alliances and contracts. 
The event witnessed  the participation by 549 
companies (270 Indian and 279 foreign) exploring  key 
opportunities  in the Indian market due to increasing 
government expenditure on modernisation projects, 
India’s expanding defence ecosystem and its defence 
services planning to acquire diverse aircraft as well as 
the need for life-cycle and obsolescence-management 
technologies. The event was very successful, with 500 
B2B meetings  and 50 MoUs being signed between 
local as well as foreign OEMs, PSUs and government 
bodies. Apart from private companies signing business 
deals, the other highlights of the event included  the 
National Skill Development Corporation (NSDC) of India 
entering an agreement with Singapore’s polytechnic 
institutes to skill India’s defence sector, and A&D 
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PSUs (HAL, BEL and BEML) entering agreements  for 
export and import orders with major foreign players 
including Hughes, Elbit Systems and Lockheed Martin. 
The air show also showcased the expansion of India’s 
aerospace with the incorporation of UAVs at the first 
ever Drone Olympics. Over 120 applications were 
received for the competition, from which 57 were 
selected to compete for cash prizes worth INR38 lakhs.

We trust that you will find this edition of Cutting Edge 
useful. Your feedback, trust and support are immensely 
encouraging for us. I would like to thank you all for your 
continued support and trust in PwC.

On a personal note, after spending more than 11 years 
with PwC, I will be retiring on 31 March this year. I have 
great satisfaction and pride in acknowledging that 
we have built the largest A&D practice at PwC, in the 
country, which has grown more than ten times in the 
past nine years and is now poised to move to the next 
level. 

Sincerely,
Dhiraj Mathur
Partner and Leader - Aerospace and Defence
PwC India
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Glossary
A&D Aerospace and Defence

ADA Aeronautical Development Agency

AESA Active Electronically Scanned Array

AIATSL Air India Air Transport Services Limited

AoN Acceptance of Necessity

ATF Aviation turbine fuel

BADP Border Area Development Programme

BARC Bhabha Atomic Research Centre

BEL Bharat Electronics Ltd

DAC Defence Acquisition Council

DDR&D Defence Research and Development

DRDO Defence Research and Development Organisation

DTAA Double Taxation Avoidance Agreement

EPF Employee Provident Fund

ERP Enterprise resource planning

ESI Employees’ State Insurance

FOC Final Operational Clearance

GOCO Government-Owned Contractor-Operated

GRSE Garden Reach Shipbuilders and Engineers

HAL Hindustan Aeronautics Limited

IAF Indian Air Force

IOC Initial operational clearance

ITR Integrated test range

KBK Kalahandi-Bolangir-Koraput

LCA Light combat aircraft

MoCA Ministry of Civil Aviation

MoD Ministry of Defence

MPATGM Man Portable Anti-Tank Guided Missile

MSC Mountain Strike Corps

MSSA Management Support Services Agreement

OEM Original equipment manufacturer

PSU Public sector units

QRSAM Quick Reaction Surface-to-Air Missile

RCS Regional Connectivity Scheme

RDCA Research and Development Co-operation Agreement

RFP Request for proposal

SANT Spike anti-tank

SME Small and medium enterprise

SP Strategic partnership

TSA Technical service agreement

UAV Unidentified aerial vehicle

UDAN Ude Desh Ka Aam Nagrik
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Select news items
Paramilitary forces to get sleeping bags to 
fight cold
All troops of the paramilitary forces will finally get sleeping bags, which will not 
only make their loads lighter by around half a kilogramme, but also give them 
better protection from the cold, reported government officials. These sleeping 
bags have been a long-standing requirement for the paramilitary forces, 
especially the Indo-Tibetan Border Police (ITBP), which is deployed in very cold 
climate regions along the India-China border. Until now, sleeping bags were 
only given to troops who are deployed above certain altitudes. However, in 
2018, the Ministry of Home Affairs (MHA) gave its approval for procurement of 
sleeping bags for troops posted below these altitudes as well.

Source:  http://www.indiandefensenews.in/2019/02/paramilitary-forces-will-get-sleeping.html

India to close US$800 deal with Israel for 
airborne early-warning systems 
India is close to approving a US$800 million deal to purchase the Phalcon 
airborne warning and control system (AWACS) from Israel, shortly after it 
inked a deal to purchase additional air-defence systems from the country. The 
Times of India reported that New Delhi is likely to approve a multi-million deal 
with Israel Aerospace Industries to acquire two additional Phalcon AWACS 
aircraft from Israel Aerospace Industries. According to the report, the second 
deal with IAI to acquire the system is currently being studied by the Finance 
Ministry after it was approved by the Defence Ministry. The final approval will 
be granted by the Indian Government’s Cabinet Committee on Security.

Source:  http://www.indiandefensenews.in/2019/02/india-to-close-800-deal-with-israel-
for.html

UK to invite India to co-develop sixth-
generation fighter aircraft Tempest
The sixth-generation fighter Tempest is expected to become operational 
around 2035-2040 and will replace the earliest version Eurofighter Typhoons, 
which are currently used by the air forces of Germany, the UK, Saudi Arabia, 
Italy, Spain and Oman. Although the configuration and capabilities of the 
Tempest are still being worked out, it is clear that the sixth-gen fighter will be 
far more technologically advanced than fifth-gen aircraft such as F-22, F-35, 
J-20 and J-31.

Source:  http://www.indiandefensenews.in/2019/02/uk-to-invite-india-to-co-develop-
sixth.html

India inks deal to obtain uranium 
from Uzbekistan 
India has signed a deal with Uzbekistan for long-term supply of uranium from 
the resource-rich Central Asian country to power its domestic atomic reactors. 
The deal was signed on 18 February 2019, during Uzbek President Shavkat 
Mirziyoyev’s visit to the Vibrant Gujarat business summit in Gandhinagar, his 
second trip to India since October 2018. After Kazakhstan, Uzbekistan will 
become the second Central Asian country to supply uranium to India.

Source:  https://economictimes.indiatimes.com/news/defence/india-inks-deal-to-get-
uranium-supply-from-uzbekistan/articleshow/67596635.cms
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Select news items
Dassault-Reliance aims to roll out falcon 
jets in 2022 
As controversy swirls around the INR59,000-crore Rafale deal, Dassault 
Reliance Aerospace Ltd (DRAL) aims to assemble Falcon 2000 business jets 
at Nagpur for international customers by early 2022. According to its senior 
executives, the joint venture company is upgrading infrastructure at its 31-
acre facility to meet its target. DRAL, Dassault’s joint venture (JV) with Anil 
Ambani’s Reliance Group, has taken the first steps in the three-year journey 
reported its executives, referring to the first locally built cockpit section and 
fuel tanks that are  set to be dispatched to France for final assembly of Falcon 
jets at Dassault’s Argenteuil facility. The cockpit section was displayed at 
Asia’s largest air show, Aero India-2019, which was held near Bengaluru from 
February 20-24.

Source:  http://www.indiandefensenews.in/2019/02/dassault-reliance-aims-to-roll-out.html

India clears procurement of 5,000 anti-tank 
guided missiles from France
India’s Defence Acquisition Council, the Ministry of Defence’s (MoD’s) principal 
procurement body chaired by the Defence Minister, approved procurement 
of 5,000 French-made second-generation MILAN anti-tank guided missiles 
(ATGM) on 31 January 2019. The total value of the defence deal is estimated 
at over US$167 million. The MoD has not announced when the new ATGM 
systems are expected to be operational.

Source:  http://www.indiandefensenews.in/2019/02/india-clears-procurement-of-5000-
anti.html

Indian Navy to buy mine counter-measures 
from Thales Australia
As reported by The Times of India ((dated 7 February 2019), the Indian Navy 
will equip its fast interceptor crafts, which are scheduled to be delivered in 
2021-2022, with suites that have infrasonic advanced acoustic generators. 
The suites will only be used until the navy acquires advanced minesweepers 
or mine counter-measure vessels (MCMVs), which are 1,000-ton vessels that 
can detect, track and destroy underwater mines laid by enemy forces to choke 
harbours and offshore installations, disrupt shipping and marine trade.

Source:  http://www.indiandefensenews.in/2019/02/indian-navy-to-buy-mine-counter.html

US approves sale of two missile defence 
systems for Air India One
The US has agreed to sell two state-of-the-art missile defence systems to 
Air India One at an estimated cost of US$ 190 million. This will enhance 
the security of planes flying the Prime Minister and the President of India. 
According to the Pentagon, the sale will support the foreign policy and national 
security of the US by helping to strengthen the US-Indian strategic relationship.

Source:  http://www.indiandefensenews.in/2019/02/us-approves-sale-of-two-missile-
defence.html
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Select news items
Successful launch of GSAT-31, India’s latest 
most and advanced communication satellite 
Weighing around 2,535 kilogrammes, the satellite will provide continuity 
to operational services in some in-orbit satellites. According to the space 
agency, it will augment the Ku-band transponder capacity in Geostationary 
Orbit. ISRO’s Chairman Dr K Sivan said, “GSAT-31 has a unique configuration 
of providing flexible frequency segments and coverage. It will provide 
communication services to the Indian mainland and island.”

Source:  http://www.indiandefensenews.in/2019/02/gsat-31-indias-latest-most-
advanced.html

India to commit huge resources on 
modernising its defence equipment
According to India’s Minister of State for Defence, a substantial amount 
of defence equipment is currently being imported. He called for enhanced 
collaboration between the defence sector and the industry to reverse this 
trend. He also urged industry leaders to invest in the country’s defence sector 
while speaking at a seminar on ‘Defence Industry Indigenisation’, which was 
jointly organised by defence-related website bharatshakti.in and the Mahratta 
Chamber of Commerce, Industries & Agriculture, where industry leaders and 
officials from various defence organisations were present.

Source:  http://www.indiandefensenews.in/2019/02/india-to-commit-huge-resources-on.html

Centre’s push for ordnance factories
The Centre has approved 15 projects (worth INR1,000 crore) to upgrade and 
modernise ordnance factories across the country. Sharing this information 
with The Times of India, the Secretary of the Department of Defence 
Production Ajay Kumar said, “We have cleared all proposals recently regarding 
modernisation in terms of machine procurement, new infrastructure projects, 
among others, of various ordnance factories. This is the highest amount 
approved by the Government in the last four years”.

Source:  http://www.indiandefensenews.in/2019/02/centres-push-for-ordnance-
factories.html

Need for simplification of Air Force 
acquisition process
According to the Comptroller and Auditor General (CAG), overall, the capital 
acquisition system, as it is today, is unlikely to effectively support the Indian Air 
Force (IAF) in its operational preparedness and modernisation initiatives.  While 
referring to the Rafale deal, he felt that the entire process of acquisition needs 
to be simplified. In the Performance Audit report by the CAG, on acquisition 
of capital for the IAF in the Rafale fighter jets deal, tabled in Parliament on 6 
February 2019, the CAG recommended that the IAF should improve its process 
of formation of Air Staff Qualitative Requirements (ASQR) to ensure that these 
correctly reflect the IAF’s functional parameters.

Source:  http://www.indiandefensenews.in/2019/02/air-force-acquisition-process-needs.html
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Select news items
Army launches hunt for 56,000 Night Sights for 
assault rifles 
According to official sources, the army wants 40,000 image intensifier-
based night sights and 16,000 thermal imaging-based night sights. Original 
equipment manufacturers (OEMs) were asked to respond to both requests for 
information (RFI) by 15 March 2019. According to officials, the Indian Army has 
issued two RFI to equip thousands of assault rifles with two different types of 
night sights to improve the night-fighting capabilities of its soldiers. The army 
has launched a hunt for image intensifier and thermal imaging-based night 
sights for a total of 56,000 7.62 X 51 mm assault rifles. Image intensifier-based 
night sights amplify ambient light to detect targets, while thermal imaging 
sights spot targets by their body heat.

Source:  http://www.indiandefensenews.in/2019/02/army-launches-hunt-for-56000-
night.html

Indian navy gets breakthrough as Defence 
Ministry issues expression of interest for 
procurement of 111 Naval Utility Helicopters
The Indian Navy’s modernisation initiative has got a big boost with the 
MoD finally issuing an Expression of Interest on 12 February 19 2019 for 
procurement of 111 Naval Utility Helicopters (NUHs), and mandating that the 
bulk of manufacturing will be in India. The MoD wants to shortlist potential 
Indian Strategic Partners and foreign OEMs for this purpose. These helicopters 
will replace Chetak Helicopters and will be used for SAR, CASEVAC, LIMO, 
passenger roles and torpedo drops.

Source:  http://www.indiandefensenews.in/2019/02/indian-navy-gets-breakthrough-as.html

Russia to the rescue of IAF; offers it 21 MiG-29s 
Faced with its depleting number of MiG-29 fighter aircraft, the Indian Air Force 
(IAF) is in talks with Russia to buy 21 MiG-29 fighter aircraft that have been 
lying in Moscow since the late 1980s. Top IAF sources told The Print that the 
Russians will upgrade the aircraft to the standard India requires. According 
to an official source, “The price offered by the Russians is good. Even though 
it was built at the same time when we bought the earlier MiG-29 squadrons, 
they have never been flown”. India currently has three squadrons of MiG-
29 —twin-engine single-seat air superiority fighter aircraft. One squadron 
comprises 18 aircraft.

Source:  http://www.indiandefensenews.in/2019/02/russia-to-rescue-of-iaf-offers-21-
mig.html

Fully loaded and home-made: Tejas gains 
FOC; IAF to receive four more IOC Tejas’ in 
March 2019
Almost a quarter of a century after the project was first conceived, India has 
begun production of its own Light Combat Aircraft (LCA), Tejas. The Ministry 
of Defence has announced that the fighter jet has obtained Final Operational 
Clearance (FOC) in February 2019. The Aeronautical Development Agency 
(ADA) handed over FOC configuration documents to Hindustan Aeronautics 
Limited on 31 December 2018. According to Subhash Bhamre, Minister 
of State for Defence,  this has been “duly cleared by the Centre of Military 
Airworthiness and Certification (CEMILAC) to go ahead with production of 
FOC fighter aircraft. Accordingly, HAL has taken up production of LCA, FOC 
fighter aircraft”.

Source:  http://www.indiandefensenews.in/2019/02/fully-loaded-and-home-made-india-
begins.html
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Select news items
HAL places order with Thales for 135 precision 
guided rockets for helicopters 
According to the company, Thales’s fully certified, field-proven and competitive 
rocket launchers are suitable for use on both light and combat helicopters. 
Seeking to boost the tactical capabilities of the Indian armed forces, HAL has 
awarded French aerospace and defence company Thales a contract to supply 
135 2.75-inch (70-mm) rocket launchers to India.

Source: http://www.indiandefensenews.in/2019/02/hal-places-order-with-thales-for-135.html

Aero India 2019: Defence entity Lockheed 
Martin broadens its manufacturing capabilities 
in India; ties up with Indian public sector 
company BEML
India is hard pressed hard to build advance defence equipment, but 
significant technology gaps and issues pertaining to transfer of technology 
are two major impediments in its path. Therefore, the public sector company 
BEML’s agreement with Lockheed, the world’s largest defence equipment 
manufacturer, will give the much-needed boost to the growing Indian entity 
to help it scale up its advance platforms. BEML is a Miniratna-Category 1 
Company that manufactures advance equipment in India.

Source:  http://www.indiandefensenews.in/2019/02/aero-india-2019-worlds-leading-
defence.html

Aero India 2019: Russian Mi-171A2 and KA-
226T choppers to be made in India shortly 
In addition to presenting its products, Russian Helicopters will focus on 
discussing after-sales support of rotorcraft operated by foreign customers. 
Mi-38 is used for operations in a wide range of climatic conditions including 
maritime, tropical and cold climates. India will be the first foreign operator of 
Mi-171A2 for Russian Helicopters Holding Company (part of State Corporation 
ROSTEC). The holding company is in the process of finalising joint TC 
validation activities with the Indian authorities. The first Mi-171A2 will be 
handed over to India in 2019.

Source:  http://www.indiandefensenews.in/2019/02/aero-india-2019-russian-mi-171a2-
and-ka.html

Make in India: French giant Safran to set up 
INR323 crore unit to make aircraft engine 
parts in Hyderabad
French defence and aerospace giant Safran will set up a facility at Hyderabad 
to manufacture parts of the LEAP turbofan aircraft engine. This unit will be 
located next to Safran’s electrical wiring facility in the GMR special economic 
zone (SEZ) at Hyderabad’s international airport. According to Safran’s 
Global Chief Executive Philippe Petitcolin, the new manufacturing facility, 
the first of its kind in India, will require an investment of around €40 million 
(approximately INR323.3 crore) and have the capacity to manufacture around 
20,000 units a year.

Source: http://www.indiandefensenews.in/2019/02/make-in-india-french-giant-safran-to.html
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Select news items
US keen to buy defence equipment 
from DRDO 
The Defence Minister said during a press briefing on the eve of the Aero 
India 2019 Airshow that the US has expressed an interest in buying defence 
equipment from India’s Defence Research Development Organisation (DRDO). 
Details of the list of items considered by the US are being discussed. The 
Defence Minister added, “Indonesia, the UAE and Vietnam have also shown 
an interest in missile systems like BrahMos and Akash. Different countries are 
asking for different DRDO equipment. But we can’t disclose anything unless 
the deal has been concluded”.

Source:  http://www.indiandefensenews.in/2019/02/us-keen-to-buy-defence-equipment-
from.html

SAAB ready to transfer technology for critical 
programmes in India
SAAB has made a comprehensive ‘Make in India’ offer for long-term job 
creation with substantial production, maintenance and development capability. 
Ola Rignell (Saab India Chairman and MD) in a discussion with financial 
express on relationship with IAF and HAL said that, “We have also provided a 
comprehensive technology transfer programme which is more of a capability 
transfer, going well beyond just the mechanics of transferring technology, 
including supporting current and future indigenous fighter programs, for 
example, the Advanced Medium Combat Aircraft (AMCA)”. Transfer of 
technology will be provided at a competitive cost and cover the entire life cycle 
of the aircraft and the systems to HAL and IAF.

Source: http://www.indiandefensenews.in/2019/02/saab-ready-to-transfer-technology-for.html

MBDA to offer maritime next generation air 
combat capabilities for Indian Navy 
MBDA, a European developer and manufacturer of missiles, will offer next 
generation air combat capabilities to ramp up the Indian Navy’s maritime 
superiority and for the Indian Army’s ‘Battlefield Engagement’. It has entered 
a joint venture through the merger of the guided missile divisions of Airbus, 
Leonardo and BAE Systems. MBDA showcased defence systems and its 
missile portfolio, MMP (anti-task missile), Exocet (Anti-ship missile) and Naval 
Cruise Missile, at the air show.

Source: http://www.indiandefensenews.in/2019/02/mbda-to-offer-maritime-superiority.html

HSL secures INR 230 crore order from 
Indian Navy
Hindustan Shipyard Limited (HSL), which is under the Ministry of Defence, 
has bagged a major contract worth INR260 crore from the Indian Navy for 
construction of four 50-tonne bollard pull tugs. According to HSL’s Chairman 
and Managing Director Rear-Admiral (Retd.) LV Sarat Babu, the company won 
the contract in competition with several PSUs and private shipyards in the 
country. The signing ceremony was held in New Delhi on 14 february 2019 and 
senior officials of the Defence Ministry, the CMD and senior HSL officials took 
part in the event.

Source: http://www.indiandefensenews.in/2019/02/hsl-gets-rs-230-cr-order-from-navy.html
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Select news items
Increased sales witnessed by India’s 
defence PSUs 
If the third quarter’s results are an indication, India’s defence sector seems 
to be picking up after a slump, with apprehensions about the growth of and 
margin-related pressure on defence firms . The recent financial performance of 
defence public sector undertakings (PSUs) has been encouraging. Compared 
to a mere 2% year-on-year (YoY) growth in sales in the June 2018 quarter, the 
financial results of eight PSUs in the defence sector showed an aggregate 12% 
spurt in sales in the third quarter of the year. According to analysts, the trend 
looks favourable, backed by a healthy order book, which provides visibility on 
revenues and an increasing emphasis on execution, even amidst the recent 
geopolitical uncertainty.

Source:  http://www.indiandefensenews.in/2019/03/indias-defence-psus-record-pick-
up-in.html

Isro set to launch 1 military and 29 foreign 
satellites in 3 orbit mission with PSLV-C45
Indian Space Research Organisation (ISRO) is set to launch PSLV-C45 and 
30 satellites in three different orbits. The PSLV-C45 will carry a satellite for 
electronic intelligence. Speaking to ANI, ISRO’s Chairman K Sivan said, “On 
March 21 we will have the PSLV-C45 launch. It is going to launch an electronic 
intelligence satellite, along with 29 customer satellites from other countries. The 
speciality of this mission is that for the first time PSLV will launch satellites in 
3 different orbits”. Talking about the launch of Chandrayaan-2, India’s second 
moon mission, Sivan said that the Bangalore-based space institute plans to 
launch the mission by the end of April 2019.

Source:  http://www.indiandefensenews.in/2019/02/isro-set-to-launch-military-29-
foreign.html

India to have procure DNS for safe browsing 
The Government plans to roll out a public Domain Name Server (DNS) in India, 
which will provide a faster and more secure browsing experience to internet 
users in the country, while ensuring that their data is stored locally. DNS is a 
like an internet directory. It helps to convert domain names into IP addresses 
that are easy for people to remember. These are used by computers and 
machines to communicate. If a DNS is either slow or fails to work, users will 
not be able to locate web addresses.

Source:   http://www.indiandefensenews.in/2019/02/india-to-have-own-dns-for-safe-
browsing.html

India and Russia close to inking agreement for 
AK-103 assault rifles
India and Russia are close to concluding an Inter-Governmental Agreement 
(IGA) deal for the former to manufacture AK-103 assault rifles in bulk in the next 
few months. Victor N. Kladov, Director International Cooperation and Regional 
Policy of ROSTEC State Corporation gave this information to the The Hindu at 
the ongoing Aero India event. He brushed aside concerns about US sanctions 
on the defence deals and flagged money transfers as the real issue. India has 
signed several multi-billion dollar defence deals with Russia in the last couple 
of years and more deals are in the pipeline.

Source:  http://www.indiandefensenews.in/2019/02/india-russia-close-to-inking-multi.html
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Select news items
MoD inks 99 contracts with Indian vendors 
Giving a push to ‘Make in India’ projects in the defence sector, the Ministry of 
Defence has signed 99 contracts (worth around INR65,471 crore) with Indian 
vendors for procurement of defence equipment for the armed forces between 
2015 and 2018. Under the ‘Make in India’ programme, the Defence Research 
and Development Organisation (DRDO) has built the medium range surface-to-
air missile system ‘Akash’, which can target aircraft up to 30 kilometres away at 
an altitude of 18,000 metres. The missile is currently with the Indian Army and 
the Indian Air Force.

Source:  http://www.indiandefensenews.in/2019/02/mod-inked-99-contracts-with-
indian.html

Aero India 2019: India set to acquire US 
ISTAR Jet
India made an official request to buy two ISTAR aircraft in a government-to-
government deal within a month of US Defence Secretary Jim Mattis’ visit to 
India in October 2017. A formal letter of request was sent to the US Defence 
Department, expressing India’s intent to procure two intelligence, surveillance, 
target acquisition and reconnaissance aircraft via the Foreign Military Sales 
programme. A MoD official said, “This is a priority programme as many of the 
[Indian Air Force’s] surveillance programmes have been delayed.” The ISTAR 
aircraft is a critical requirement and will be operated by the Air Force. The deal 
is estimated at US$1 billion.

Source:  http://www.indiandefensenews.in/2019/02/aero-india-2019-india-set-to-
acquire-us.html

After MIG-29, Indian Air Force to procure 
additional squadron of SU-30MKI jets
The Indian Air force (IAF) has made a request to Russia for procurement of 
a new squadron of Su 30 MKI jets from it. Apart from this, the IAF is also 
in the process of procuring an additional squadron of MiG-29 UPG fighters 
from Russia. According to The Economic Times, Anatoly G Punchuk, Deputy 
Director of the Russian Federal Service for Military-Technical Cooperation, has 
confirmed this and said, “We have got an official request from the Indian side 
to supply 18 more kits of the Su-30MKI. This request came in January and now 
we are preparing our commercial offer.”

Source: http://www.indiandefensenews.in/2019/02/after-mig-29-indian-air-force-to.html

Adani Defence bags UAV contract worth 
US$2 billion
Adani Enterprises’ shares surged by over 7% after Adani Defence bagged a 
UAV contract (worth US$2 billion) from the Indian Army. “The MALE UAV is 
being produced in India and offered by Adani & Elbit’s joint venture company 
under the IDDM category of DPP 2016 to the Indian Armed Forces. Adani has 
established India’s first Unmanned Aerial Systems manufacturing facility for 
HERMES 900 MALE at Adani Aerospace Park in Hyderabad, Telangana,” the 
company reported in its media release. “Adani Defence & Aerospace is well 
positioned to transition to system integration of larger platforms including 
UAVs, Rotary-wing and Fixed-wing aircraft,” said Ashish Rajvanshi, Head of 
Adani Defence & Aerospace.

Source:  http://www.indiandefensenews.in/2019/02/adani-defence-bags-uav-contract-
worth-2.html
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Select news items
Aero India 2019: UK looking for B2B 
partnerships in defence 
The UK is looking for industrial partnerships between British and Indian companies 
in the defence sector. “We are looking for greater industrial co-operation between 
Indian and British companies. In fact, we are looking at a situation where Indian 
companies can become suppliers to the British army as well,” a senior UK 
government official told a reporter from the Deccan Herald. According to the 
official, the Make In India programme is expected to give an impetus to such B2B 
partnerships. “We have our delegation at the Aero show. We have been talking to 
SMEs in India and telling them to explore Britain as a market,” the official added. 
Out of the total defence procurement budget in the UK, 40% is spent on non-UK 
companies. In 2017-18, UK’s defence budget was £35,948 million.

Source:  http://www.indiandefensenews.in/2019/02/aero-india-2019-uk-looking-for-b2b.html

HAL-L&T consortium to start integrating PSLVs 
for ISRO soon
Hindustan Aeronautics Limited (HAL) is set to start manufacturing the Polar 
Satellite Launch Vehicle for the Indian Space Research Organisation (ISRO). 
Recently, HAL’s public sector unit formed a consortium with Larsen and Tourbo to 
take forward this initiative. Speaking to The Indian Express, Shekhar Srivatsava, 
Chief Executive Officer of HAL’s Bangalore Complex, said the company was 
in the process of finalising an agreement with ISRO to start manufacturing the 
launch vehicles. “It is one of the prestigious projects we are associated with,” he 
said. He also said that they were expecting to start production of the vehicles 
soon. One of the primary objectives of outsourcing the manufacture of PSLVs to 
companies such as HAL is to reduce manufacturing costs. “ISRO still has to give 
us requirements of the number of launch vehicles they require,” he said.

Source: http://www.indiandefensenews.in/2019/02/hal-l-consortium-to-start-integrating.html

Aero India 2019: Boeing holds talks with HAL; 
Mahindra Defence on F/A-18 super hornet 
‘Make in India’ plan
Aerospace company Boeing has held discussions with its partners, Mahindra 
Defence Systems (MDS) and Hindustan Aeronautics Limited (HAL) on 
the proposed F/A-18 Super Hornet ‘Make in India’ plan. The partners are 
developing comprehensive plans to set up a new ‘factory of the future’ to 
manufacture Super Hornet in India, a spokesperson from Boeing said after the 
discussions at the Aero India air show at the Yelahanka air base in Bangalore. 
The program is expected to work with several Indian suppliers to grow a 
thriving defence aerospace base which could accelerate other programmes, a 
statement issued by Boeing.

Source:  http://www.indiandefensenews.in/2019/02/aero-india-2019-boeing-holds-talks-
with.html

Aero India 2019: Russia joins the party, offers MIG-
35 and SU-35, selects HAL as preferred partner
If India narrows its options to MiG-35 and Su-35 fighter machines, Russia 
has decided to work with government-owned Hindustan Aeronautics Ltd. as 
its Strategic Partner (SP) under the Make in India programme. The Russian 
aircraft from the MiG and Sukhoi series are competing for a huge contract for 
114 machines from the Indian Air Forc . Talking to a select group of journalists 
at Aero-India 2019, Anatoly G Punchuk, the Deputy Director of the Russian 
Federal Service for Military Technical Cooperation, said, “Our relationship 
with HAL has been for several decades. We are in talks with them for the 
programme of MiG-35, which is a state of art fighter jet.”

Source: http://www.indiandefensenews.in/2019/02/aero-india-2019-russia-joins-party.html



Glossary   |   Select news items   |   Regulatory   |   Direct Tax   |   Indirect Tax   |   Contact us

14 PwC Cutting Edge: Aerospace and Defence

Select news items
Boeing offers India futuristic Super 
Hornet factory 
Boeing has promoted its industrial capabilities in India as it eyes potential 
deals to sell the F/A-18E/F Super Hornet to the Indian Airforce and the Indian 
Navy. Speaking at the Aero India show near Bangalore on 21 February 2019, 
company officials said Boeing would build a “factory of the future” in India 
to produce the Super Hornet. New Delhi has two separate requirements for 
combat aircraft―110 for the Indian Air Force and 57 for the Indian Navy. 
Boeing also announced that it has held discussions with its partners Hindustan 
Aeronautics and Mahindra Defence Systems at the show. “Our partners are 
developing comprehensive plans to set up a new ‘factory of the future’ to 
manufacture Super Hornet locally,” said a Boeing spokesperson. He added, 
“The programme is expected to work with several Indian suppliers to grow a 
thriving defence aerospace base, which could accelerate other programmes. 
The facility will create a world-class, highly-trained aerospace workforce”.

Source: http://www.indiandefensenews.in/2019/02/boeing-offers-india-futuristic-super.html

Ready to localise MiG-35 production
Russian aerospace major RAC MiG, which is offering the new MiG-35 fighter 
jet to India, has said that it is ready to produce the jet in India. At Aero India, 
MiG’s Director General Tarasenko Ilya said, “At present, we are the number one 
plane in the world and offer to localise MiG-35 production in India.” He added, 
“We have been here for more than 50 years (MiG-21 arrived in India in 1963). 
We have had excellent cooperation with India in the past and will continue it”. 
MiG is one of the seven companies in the race for the MoD’s tender seeking 
110 fighter jets. Tarasenko also said, “We will meet all requirements of the 
MoD.” The company has already made a presentation on new technologies, 
showcasing the technological advantages of the MiG-35. 

Source:  http://www.indiandefensenews.in/2019/02/ready-to-localise-mig-35-
production.html

Russia ready to discuss deliveries of SU-57 
Fifth-Generation fighter jets to India
Russia is ready to hold a dialogue with India on delivery of Sukhoi Su-57 fifth-
generation fighter jets to the country, Director for International Cooperation and 
Regional Policy of the state hi-tech corporation Rostec Viktor Kladov told TASS 
on Monday. “On our part, we are ready to continue the deliveries of generation 
4+ and 4++ planes and for the work on the delivery of fifth-generation aircraft. 
At the same time, Russia’s Air Force is a top priority for us. The plane [the latest 
Su-57 fifth-generation fighter jet] has been tested in combat conditions in Syria 
and its deliveries to the Russian troops have begun,” the ROSTEC official said.

Source: http://www.indiandefensenews.in/2019/02/russia-ready-to-discuss-deliveries-of.html

Aero India 2019: BEL wins $33M for EOIR 
payloads from Elbit Systems 
Bharat Electronics Limited (BEL) has won a US$33 million (INR230 crore) 
contract from Israel’s Elbit Systems Electro-Optics Elop Ltd (ELOP) for Electro 
Optic Infra Red (EOIR) payloads during the Aero India 2019 airshow. The 
systems are being manufactured under license from and using the technology 
supplied by the Israeli company. The contract includes manufacture and supply 
of CoMPASS Rev III and CoMPASS III variants of EOIR payloads for Airborne 
applications, reported BEL in a statement.

Source:  http://www.indiandefensenews.in/2019/02/bel-wins-33m-for-eoir-payloads-
from.html
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Select news items
Cabinet clears INR4,500 crore plan for regional 
air connectivity 
In a move to boost regional air connectivity, the Union Cabinet has given 
its approval to extend the time and scope for the revival and development 
of unserved and underserved air strips under the jurisdiction of various 
organisations. According to a Civil Aviation Ministry release, these air strips 
are being administered by various state governments, the Airports Authority of 
India (AAI), civil enclaves and central public sector undertakings (CPSUs), and 
include helipads and water aerodromes.

Source:  https://www.ndtv.com/india-news/cabinet-clears-rs-4-500-crore-plan-for-
regional-air-connectivity-2004357

India Signs pact with Russia on Chakra-3 
attack submarine
India has sealed a US$3 billion deal with Russia to lease a nuclear-powered 
attack submarine for the Indian Navy for a period of 10 years. The two 
countries signed an inter-governmental agreement, capping months of 
negotiations on price and various other aspects of the deal. Under the pact, 
Russia will have to deliver the Akula class submarine, to be known as Chakra 
III, to the Indian Navy by 2025. It will be the third Russian submarine to be 
leased to the Indian Navy.

Source:  https://economictimes.indiatimes.com/news/defence/india-signs-pact-with-
russia-on-chakra-3-attack-submarine/articleshow/68307218.cms

India’s air travel to triple by 2037
The number of air travellers in India could triple by 2037 and the country 
must urgently improve aviation processes to keep pace with the increased 
demand. The International Air Transport Association (IATA) has issued a study 
on Indian aviation in which the world’s fastest growing aviation market has got 
tips on how to handle the growing rush of air traffic. India is facing a crippling 
shortage of airport infrastructure. While air traffic has doubled in the last five 
years, airport capacity has remained almost static. The largest hubs such as 
Delhi, Mumbai and Bangalore are completely choked; the runways at most big 
Indian airports cannot handle heavy aircraft movement, and the terminals are 
bursting at the seams with serpentine queues from the entry point to security 
and immigration.

Source:  https://timesofindia.indiatimes.com/business/india-business/indias-air-travel-
to-tripe-by-2037-need-to-urgently-improve-airport-processes-says-iata/
articleshow/68287688.cms

Women officers to get permanent commission 
in all 10 branches of Indian Army 
The MOD has announced that women officers will now be granted a permanent 
commission (PC) in all 10 branches of the Indian Army. It has taken the 
necessary steps to ensure that women, who were earlier inducted on a short 
service commission (SSC), will now be granted a PC in the Armed Forces. A 
PC will also be granted to women officers working in Signals, as engineers, in 
army aviation, in army air defence, as electronics and mechanical engineers, in 
the Army Service Corps, in the Army Ordnance Corps and Intelligence.

Source:  https://www.indiatoday.in/india/story/women-officers-to-get-
permanent-commission-in-all-10-branches-of-indian-army-defence-
ministry-1470967-2019-03-05
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Indian Army to get three indigenous guns 
The recent clearance from the Indian Army and the MOD for production 
of 114 ‘Dhanush’ artillery guns has given a fillip to India’s indigenous gun-
manufacturing industry. The guns, called the ‘Desi Bofors’, will form part of 
a trio of artillery weapons, along with the K9 Vajra and the Advanced Towed 
Artillery Gun System (ATAGS), which will be manufactured in the country. The 
Dhanush guns (the first indigenously-produced long-range artillery guns) will be 
made by the OFB. The Defence Acquisition Council (DAC) has also cleared the 
production of 100 K9 Vajras and 150 ATAGS at a cost of INR3,365 crore.

Source: http://www.indiandefensenews.in/2019/03/indian-army-to-get-made-in-india.html

India and Russia strike historical deal 
A joint venture between India and Russia will produce a large number of AK-
203 Kalashnikov assault rifles at the Kalashnikov plant in the northeastern 
Indian town of Korwa. This increased manufacture of weapons comes in the 
wake of accelerated strife between India and Pakistan with bot the countries 
carrying out aerial bombing missions last week. The two countries both own 
nuclear weapons. 

Source:  https://www.express.co.uk/news/world/1095439/India-news-russia-news-
military-weapons-vladimir-putin-pakistan-kashmir

India to manufacture Russian Kalashnikov rifles
India has signed a joint venture agreement with a Russian firm and is set to 
set up a factory to manufacture the latest series of Russia’s Kalashnikov rifles. 
The plant will operate under the name of Indo-Russia Rifles Pvt Ltd, and will 
be located in Korwa,near Amethi in eastern Uttar Pradesh. It will reportedly 
produce around 7,50,000 AK-203 rifles, the most recent version of the famous 
AK-47 rifles. The move is aimed at strengthening India-Russia defence ties and 
technical collaboration. The unit, along with the planned ‘defence corridor’ in 
Uttar Pradesh that will connect up to six cities in the northern Indian state, will 
boost India’s defense capabilities.

Source:  https://www.businessinsider.in/india-to-make-ak-203-enters-joint-venture-with-
russia/articleshow/68249716.cms

Six armoured cars to cover IGI security
Delhi’s IGI Airport will soon become the first airport in the country to have 
bullet-resistant vehicles on its premises. Equipped with state-of-the-art 
weapons, deployment of these vehicles is aimed at countering vehicular and 
lone-wolf attackers in and around the airport. An official said that each unit 
will cost between INR25 lakh and INR40 lakh and have a light machine gun 
mounted on it. These vehicles will be bomb-resistant and will be deployed with 
trained staff at locations that are vulnerable to attack.

Source:  http://www.indiandefensenews.in/2019/03/from-next-week-six-armoured-cars-
to.html
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India’s defence exports continuing to grow
India’s defence exports continue to thrive due to continued support through 
government reforms, according to the MoD’s recently published annual report 
for fiscal year (FY) 2017–18. According to the report, Indian military exports 
reached INR19.37 billion (US$277 million) in the first nine months of FY 2017–
18 to December 2017. This represents a 75% YoY increase over INR 11.05 
billion defence exports up to December 2016. The latter figure was detailed 
in the MoD’s FY 2016–17 annual report. According to the latest annual report, 
Indian defence exports in the fiscal years 2015–16 and 2016–17 stood at 
INR20.59 billion and INR15.21 billion, respectively.

Source:  http://www.indiandefensenews.in/2019/03/indian-defence-exports-continue-to-
grow.html

Civil Aviation Ministry launches first GI store
Promising 101 more stores, the Civil Aviation Ministry has launched India’s 
first Geographical Indication (GI) store at Dabolim International Airport in Goa. 
The store, which has stocks of cashews and other products from Goa was 
launched by the Union Minister for Civil Aviation Suresh Prabhu, who said, 
“Some geographies have expertise available which are not seen in any other 
place. In the case of Goa, it is the culture, a geographical indicator, but also 
something which is coming out of nature like its cashews”.

Source:  https://indianexpress.com/article/cities/goa/goa-civil-aviation-ministry-
launches-first-gi-store-5558562/

India needs 2,300 civil aircraft by 2040: 
Suresh Prabhu
As India races to be the front-runner in the civil aviation sector, the country 
will need 2,300 new planes over the next 20 years, said Union Civil Aviation 
Minister Suresh Prabhu. He added, “The aviation sector is not just growing, 
but booming by almost 20 per cent month-on-month. We have 103 operational 
airports and will add 100 more in the coming years to connect even remote 
parts of the country”.

Source:  https://www.livemint.com/news/india/india-needs-2-300-civil-aircraft-by-2040-
prabhu-1550665452936.html

Aviation sector grows by over 18% YoY
The domestic aviation sector grew by 18.6% on a year-on-year basis in 
December 2018, compared to the same period in 2018, carrying almost 139 
million passengers during the year. According to the latest figures provided 
by the DGCA, airlines carried close to 13 million passengers in December 
2018, compared to 11.2 million in November 2018, rising by close to 13% 
(month-on-month).

Source:  https://www.moneycontrol.com/news/business/companies/aviation-data-
sector-grows-over-18-yoy-indigo-tops-in-market-share-3419971.html



Glossary   |   Select news items   |   Regulatory   |   Direct Tax   |   Indirect Tax   |   Contact us

18 PwC Cutting Edge: Aerospace and Defence

Select news items
Tamil Nadu eyes US$15 billion in investments 
in the aerospace and defence sectors
The Tamil Nadu Government is eyeing investments worth US$15 billion in the 
aerospace and defence sectors in the next 15 years, which will make the state 
the hub of the two industries. This was revealed in the ambitious aerospace 
and defence policy unveiled by Defence Minister Nirmala Sitharaman at the 
inauguration of the second Global Investors Meet. The objective of the policy is 
to make Tamil Nadu the preferred hub for the aerospace and defence industries 
in India in the areas of engineering, design, manufacturing and allied activities.

Source:  https://economictimes.indiatimes.com/news/defence/tamil-nadu-eyes-usd-15-
billion-investments-in-aerospace-defence-sectors/articleshow/67668874.cms

Aero India 2019: India and Singapore to sign 
pact to upskill Indians in aviation 
India and Singapore have signed an agreement at the Aero India Show 
to upskill Indian youths in the aviation sector. Academies will be set up in 
Bengaluru and other places in India that will act as regional hubs for training of 
Indian youths for domestic and overseas jobs in this sector. The National Skill 
Development Corporation of India’s (NSDC’s) Aerospace and Aviation Sector 
Skill Council, in collaboration with Singapore Polytechnic and a Singapore-
based private sector company, signed an MoU on 22 February 2019 to 
establish skill development centres in India.

Source:  https://economictimes.indiatimes.com/jobs/india-singapore-to-sign-pact-for-
skilling-indians-in-aviation/articleshow/68022520.cms

Israel Aerospace Industries announces 
agreement worth US$93 million with 
Indian Navy 
Israel Aerospace Industries entered agreements worth US$93 million with the 
Indian Government to provide Naval Medium Range Surface-to-Air Missile 
systems to India.  The contracts for the air defence system were entered with 
the Indian Navy and the Cochin Shipyard. 

Source:  https://economictimes.indiatimes.com/news/defence/israel-aerospace-
industries-announces-agreement-worth-93-million-with-indian-navy-cochin-
shipyard/articleshow/67759884.cms

Aero India 2019: Saab inks MoUs with Indian 
aerospace companies
Saab, a global company providing products, services and solutions, with a 
footprint extending from military defence to civil security, has taken another 
step forward to expand its presence in India by signing MoUs with three 
aerospace manufacturers. The MoUs with CIM Tools and Sansera are aimed 
at expanding India’s existing relationships with Saab on making commercial 
aero-structures for the Gripen fighter and other defence-related products in the 
Saab portfolio.

Source:  https://www.thehindubusinessline.com/economy/logistics/saab-inks-mous-
with-indian-aerospace-firms/article26332578.ece
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Manufacturing of defence aerospace and 
warship items to be covered by IDRA
According to a government notification, manufacturing of products for defence 
aerospace and warships will now be covered by the Industries (Development 
and Regulation) Act and will not require a licence from the Ministry of 
Commerce and Industry. The Department of Industrial Policy and Promotion 
(DIPP), under the Ministry, in consultation with the Ministry of Home Affairs 
and the Department of Defence Production, has issued a notification clarifying 
the defence products’ list requiring a compulsory licence under the Industries 
(Development & Regulation) Act, 1951 (IDRA), and Arms Act, 1959.

Source:  https://economictimes.indiatimes.com/news/defence/manufacturing-
of-defence-aerospace-warship-items-to-be-covered-by-idra-dipp/
articleshow/67339682.cms

Airbus opens pilot training centre in Gurugram 
Global aerospace major Airbus has opened its training centre for commercial 
pilots and maintenance engineers at Gurugram (in Haryana) in the National 
Capital Region (NCR). “Through the centre, we aim to train 8,000 commercial 
pilots and 2,000 maintenance engineers over the next 10 years,” an 
Airbus spokesperson told IANS at the Aero India air show. However, the 
spokesperson did not disclose the investment being made by the company in 
the training centre.

Source:  https://economictimes.indiatimes.com/industry/transportation/airlines-/-aviation/
airbus-opens-pilot-training-centre-in-gurugram/articleshow/68080357.cms

Russian embassy to train Indian students for 
space missions 
In a bid to boost ties with India, the Russian Embassy announced that it will 
train Indian students to participate in space missions. Addressing the media, 
the Rector of Moscow Aviation Institute (MAI), Mikhail Pogosyan, said, “MAI 
is engaged in all major partnership projects. Since the foundation of MAI, 
more than 1,60,000 professionals have graduated. More than 70 per cent of 
MAI graduates work for industry-based corporations. MAI holds the record 
among universities in the number of graduates who have become space and 
test pilots. There are 23 pilot-cosmonauts who have spent more than 15 years 
performing space missions”.

Source:  https://www.indiatoday.in/mail-today/story/russian-embassy-to-train-indian-
students-for-space-missions-1465040-2019-02-26

Budget 2019: Centre sets aside INR4.56 lakh 
crore for infrastructure
Continuing with the momentum set in pace over the last five years, the Finance 
Minister Piush Goyal has apportioned approximately INR4.56 lakh crore for 
the infrastructure sector for financial year 2019-20 in the Interim Budget. 
This includes roadways, railways, shipping and aviation. “Infrastructure is 
the backbone of any nation’s development and quality of life. Whether it is 
highways or railways or airways or even digi-ways, we have gone beyond 
incremental growth to attain transformative achievements,” Goyal said while 
presenting the Interim Budget 1 February 2019.

Source:  https://www.moneycontrol.com/news/business/economy/budget-2019-
govt-increases-allocation-to-railways-by-21-aviation-sectors-grant-cut-
by-54-3465641.html



Glossary   |   Select news items   |   Regulatory   |   Direct Tax   |   Indirect Tax   |   Contact us

20 PwC Cutting Edge: Aerospace and Defence

Select news items
Indian airlines’ heavy debt a problem: IATA chief 
According to the International Air Transport Association (IATA), the balance 
sheets of most Indian airlines show heavy debts, and therefore, India needs 
to fix the issues faced by the industry quickly to realise its “enormous 
potential”. Replying to questions on Jet Airways, which is struggling to keep 
its financials intact, the IATA chief said, “We are following the situation of 
our members, especially those who are apparently or publicly facing some 
financial difficulties. We are doing that everywhere and doing that for Jet also. 
We are following the situation with them very closely and trying to see their 
problems because they participate in our payment and billing system. We 
have a permanent exchange of information with our members participating in 
our billing and settlement plan (BSP). So we keep an eye on those who could 
be in trouble”.

Source:  https://economictimes.indiatimes.com/industry/transportation/
airlines-/-aviation/heavy-debt-of-indian-airlines-a-problem-iata-chief/
articleshow/67581273.cms

Civil Aviation Ministry moots corridor for 
flying drones 
Seeking to develop an ecosystem for drone operations, the Government has 
suggested establishment of a corridor for flying drones as well as setting up of a 
separate directorate for licensing and authorising unmanned aircraft systems. In 
its draft policy note, the Civil Aviation Ministry has proposed construction of drone 
ports to facilitate their take-off and landing and a stricter regulatory framework, 
including features for protecting “personal data by design”. A Digital Sky Platform 
for registration of drones is already operational under Civil Aviation Requirement 
(CAR) 1.0. The Ministry has also issued a draft policy note on CAR 2.0.

Source:  https://timesofindia.indiatimes.com/business/india-business/civil-aviation-
ministry-moots-corridor-for-flying-drones/articleshow/67544201.cms

Arunachal Pradesh’s capital Itanagar to finally 
be on aviation map 
With the setting up of Hollongi Airport, India’s northeast region is set to fly high! 
The Prime Minister has laid the foundation stone of the airport in Arunachal 
Pradesh on 9 February 2019. Operationalisation of the airport will give the 
region better air-connectivity, spur economic activities and boost the tourism 
potential of the state. Since Hollongi Airport will be 25 kilometres away from 
Itanagar, people going to and returning from the state capital will not have to 
travel a long distance. At present, the nearest airport to Itanagar is at Lilabari in 
Assam. The distance between Lilabari airport and Itanagar is 80 kiloemtetres

Source:  https://www.financialexpress.com/infrastructure/airlines-aviation/hollongi-
airport-arunachal-pradesh-capital-itanagar-pm-narendra-modi-foundation-
stone-laying-ceremony/1481151/

India and the US looking to develop unmanned 
aerial vehicles
According to a top Pentagon official, India and the US have identified small 
air launch unmanned aerial vehicles (UAVs) and a lightweight small arms 
technology project (along with aircraft maintenance) for a defence-related 
collaboration. Defence officials from the two countries held their latest round of 
Defence Technology and Trade Initiative (DTTI) talks held in Washington on 15 
March 2019. The India-US DTTI meeting focused on encouraging the relevant 
US and Indian industries to work together and develop next-generation 
technologies. Ellen Lord, who co-chaired the meeting along with the Indian 
Government’s Secretary of Defence Production Ajay Kumar, said the teams are 
looking at very specific deliverables on specific dates and key individuals will 
be given the responsibility for ensuring this.

Source:  https://www.thehindu.com/news/national/india-us-looking-to-develop-
unmanned-aerial-vehicles-pentagon/article26553446.ece



Glossary   |   Select news items   |   Regulatory   |   Direct Tax   |   Indirect Tax   |   Contact us

21 PwC Cutting Edge: Aerospace and Defence

Select news items
Air India to be financially attractive before divestment
Additional investments (with strict riders) are planned to make Air India 
financially attractive before starting a new round of divestment, Union Minister 
Suresh Prabhu has said. According to the plan, Air India will be allowed to add 
more aircraft to grow its market share, while a search-cum-selection committee 
will scout for the best management talent for the company. The airline group, 
with a consolidated debt of around INR55,000 crore, will also be required to 
sell its non-core assets, and comply with an INR2,000 crore cost-saving plan. 
According to the Minister, the financially challenged airline will purchase three 
aircraft on a dry-lease basis within the next two months.

Source:  https://www.cnbctv18.com/aviation/air-india-to-turn-financially-attractive-
before-divestment-2628751.htm

Indian growth rates to slow as airlines cut 
their capacity
With airline seating capacity throughout India seeing a dip of around 20% from 
its peak, it seems that it is set to lose its position as the world’s lowest airfare 
market. About 100 airliners are now grounded or out of service. This suggests 
that the aviation sector will almost certainly not see the near 19% growth many 
forecasters projected for 2019. The Ethiopian Airlines Boeing 737 crashing 9 
March 2019  near Addis Ababa prompted Indian authorities to ground around 
13 Max jets flown by SpiceJet and five by cash-strained Jet Airways, an airline 
with 56 airplanes that have been grounded due to financial troubles. Other 
airlines include GoAir, nine of whose Airbus A320neos await engine spares; Air 
India, which has grounded 17 airplanes for similar reasons; and IndiGo, which 
has taken out of service 10 airplanes and cut some 100 flights a day due to 
shortage of  pilots.

Source:  https://www.ainonline.com/aviation-news/air-transport/2019-03-19/indian-
growth-rates-slow-airlines-cut-capacity

Air India suffers massive losses due to 
Pakistan airspace closure 
The government owned airline Air India has suffered massive losses due to the 
closure of Pakistan’s airspace. Air India has been affected more than any other 
airline due to the closure of Pakistan airspace, with a loss of more than Indian 
Rs 60 crore as of March 16.Pakistan shut its airspace on February 27, the day 
it shot down two Indian aircraft for violating the airspace. Flights of several 
airlines around the world have been either re-routed or cancelled.

Source:  https://www.thenews.com.pk/latest/446076-air-india-suffers-massive-losses-
due-to-closure-of-pakistan-airspace 

IAF Demonstrates HAL Tejas LCA Fighter Jet’s 
Flying Power at LIMA, Malaysia
India projected the Tejas aircraft in a big way at the five-day Langkawi 
International Maritime and Aerospace Exhibition (LIMA) in Malaysia as it has 
been manufactured indigenously at the Hindustan Aeronautics Limited (HAL) 
and designed by the Aeronautical Development Agency (ADA) for the Indian Air 
Force and the Indian Navy. Hon’ble PM of Malaysia, Dr Mahathir Bin Mohamad 
& the Defence Minister of Malaysia, Mohamad Sabu also visited the Tejas 
aircraft & interacted with team IAF.

Source:  https://www.news18.com/news/auto/iaf-demonstrates-hal-tejas-lca-fighter-
jets-flying-power-at-lima-malaysia-watch-video-2080277.html
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Select news items
IIT Roorkee ties up with ISRO for space 
tech cell
A spokesperson of the Indian Institute of Technology (IIT) Roorkee in 
Uttarakhand said it had tied up with the Indian Space Research Organisation 
(ISRO) to set up a Space Technology Cell at IIT, Roorkee campus. IIT will 
provide the infrastructure and administrative support for setting up of the cell. 
The research facility will comprise faculty members, visiting scientists, experts, 
research personnel, and technical, administrative and support staff. Bengaluru-
based ISRO has been undertaking several student outreach programmes over 
the past few months to develop a ‘scientific temper’ among the country’s youth

Source:  https://www.business-standard.com/article/news-ians/iit-roorkee-ties-up-with-
isro-for-space-tech-cell-119031500822_1.html

Etihad makes offer to sell its entire stake in Jet 
Airways to SBI
According to an informed source, Etihad Airways PJSC has offered to sell its 
entire 24% stake in Jet Airways (India) Ltd to State Bank of India (SBI), even 
as the Qatar Government held an emergency meeting on 19 March 2019 to 
discuss the unfolding crisis at the cash-strapped Indian airline. Etihad’s Chief 
Executive Tony Douglas met SBI Chairman Rajnish Kumar in Mumbai to 
discuss the Jet Airways bailout plan prepared by a group of lenders.

Source:  https://www.livemint.com/companies/news/etihad-offers-to-sell-its-entire-
stake-in-jet-airways-to-sbi-1553023022586.html

In-flight Wi-Fi: High cost of deployment may 
deter airlines 
The Government may have started giving out licences to operators for offering 
Wi-Fi services in domestic flights, but it may be a while before passengers get 
to access to the internet at 30,000 ft. The high cost of deploying the service 
(round INR3 crore) on an aircraft, the bleak financial condition of the aviation 
sector and lack of clarity about the business model may come in the way of 
airlines offering in-flight Wi-Fi services. 

Source:  https://www.thehindubusinessline.com/economy/logistics/in-flight-wi-fi-high-
cost-of-deployment-may-deter-airlines/article26626208.ece 

Flights from Ghaziabad airport to start in 
April 2019
The new civilian terminal at Hindon Airbase in Ghaziabad, which was 
inaugurated by the Prime Minister in early March 2019, is likely to start 
operations by the end of April. According to an Airports Authority of India 
(AAI) official, the terminal will see the commencement of commercial flight 
operations under the Ude Desh ke Aam Nagrik (UDAN) initiative. The 
scheme seeks to connect the farthest corners of the country by flights at an 
affordable cost.

Source:  https://www.businesstoday.in/sectors/aviation/good-news-for-delhi-ncr-flyers-
flight-operations-from-hindon-airport-will-soon-start/story/329274.html
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Regulatory
Interim Defence Budget 2019

India’s Defence Budget over the last five years  
(figures in INR thousand crore)

2018-19 2018-19 2019-20

(Budget 
estimate)

(Revised 
estimate)

(Budget 
Estimate)

Interim Defence 
Budget (INR crore) 

282,733 285,423 305,296

Growth of Defence 
Budget (%) 

7.7%*  6.9%**

Revenue expenditure 
(INR crore) 

188,723 191,431 201,902

Growth of revenue 
expenditure (%) 

7.3%*  5.4%**

Share of revenue 
expenditure in 
Defence Budget (%) 

67% 67% 66%

Capital expenditure 
(INR crore) 

94,011 93,992 103,394

Growth of capital 
expenditure (%) 

8.6%*  10.0%**

Share of capital 
expenditure in 
Defence Budget (%) 

33.3% 32.9% 33.8%

* Growth rate in comparison to actuals for 2017-18 
** Growth rate in comparison to revised estimates for 2018-19

Capital

2014-15
0.0 0.0%

50.0 2.0%

100.0 4.0%

150.0 6.0%

200.0 8.0%

250.0 10.0%

300.0 12.0%

350.0 14.0%
12.4%

7.7%

1.0%

5.3%

8.8%

7.0%

94.6

134.4

94.6

152.1

86.3

162.8

86.5

175.9

94.0

191.4

103.4

201.9

2015-16 2016-17 2017-18 2018-19 2019-20

Revenue Growth

CAGR: 
3%

CAGR: 
9.5%
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Highlights of the Interim Budget Implications of these changes
• India’s defence budget has grown at a CAGR of 5% 

over the last six years, whereas its revenue has grown 
by 9.5% and capital by 3% over the same time. In 
actual terms, the growth in the capital budget has been 
stagnant and inflation has increased by ~3%.

• The capital outlay of the Air Force for 2019-20 is the 
highest among the three forces at INR39,302 crore, 
compared to INR 24,811.61 crore in the revised budget 
for 2018-19. Of the total capital outlay allocation, 
nearly two-thirds (INR 24,807.19 crore) will go into 
buying and upgrading aircraft and aeroengines. 
The capital outlay for the Indian Army is INR 29,447 
crore, of which INR18,562.15 crore will be used for 
procurement of equipment. The capital outlay of the 
Indian Navy is INR23,156 crore, which will be spent to 
enhance its naval fleet (warships and submarines).

• The Interim Budget 2019 allocated INR10,484 crores 
to Research and Development (R&D), which is an 
increase of 8% from last year’s revised budget of 
INR 9,681 crore, to meet India’s continued focus on 
indigenous defence manufacturing.

• The Government continues to focus on modernisation 
and enhancement of the operational capabilities of 
the defence forces by developing intrinsic defence 
production capabilities and promoting private 
investment in defence production by allocating an 
additional of INR50 crores for Indian Army projects and 
INR45 crores for the Indian Air Force under the Make in 
India category.

• The Government has increase its budget allocation 
of 14% from INR2,028 crore to INR2,321 crore for 
development of Border Roads under the Border Roads 
Organization (BRO). 

• Increased capital allocation to the Indian Air Force to 
purchase aircraft from Hindustan Aeronautics Ltd. and 
France’s Dassault Aviation

• Increase in R&D expenditure to boost indigenous 
defence manufacturing

• Promotion of Make in India initiative to assist in 
development and nurturing of intrinsic defence 
production capability 

• Meets the Government’s strategic objective of 
strengthening road infrastructure on our borders
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i. An amendment has been made in Para 5(c) of Appx 
A of Chapter Il (Defining Attributes of Buy and Make 
Category) in view of promulgation of the Strategic 
Partnership Model. 

j. An amendment has been made in Para(a)(ii) of 
Appendix F to Schedule-I of Chapter  IV

k. An amendment has been made to incorporate the 
applicability of the latest legislation, change, amendment 
or enforcement of any Act, law, rules or regulations.

Additional amendments proposed in 
March 2019
a. Revision of Evaluation Criteria and Price Bid Format 

(L1 determination): As per the amendments, all costs, 
taxes and duties will be considered for evaluation of 
commercial bids.

b. LC payment permitted through all banks authorised 
by RBI for government transactions: Going forward, a 
Letter of Credit (LC) from any public or private sector 
Indian bank authorised for government transactions 
by RBI will be acceptable, compared to only the four 
public sector banks (State Bank of India/ Bank of 
Baroda/ Canara Bank/ Syndicate Bank) being allowed to 
conduct transaction before this.

c. Date of delivery to be calculated from date of release of 
advance payment: Date of delivery has been defined in 
the Standard Contract Document.

d. Provisional acceptance of vendors’ letters of application 
to their governments for export license in lieu of export 
license for release of advance payment in ‘Buy (global)’ 
cases: Vendors’ letters to their governments for export 
license, in lieu of export license, in cases where an export 
license needs to be submitted by a seller prior to release 
of advance payment has been provisionally provided.

e. Exclusion of cost of buyer nominated equipment 
(BNE) sourced from single vendor while determining Ll 
vendor: In addition to the OFB, DPSUs and the private 
sector have been named for provisions related to Buyer 
Nominated Equipment (BNE).

f. Amendment made in Integrity Pact Bank Guarantee 
(IPBG) amount: An IPBG table is added which provides 
transparency to bidders.

g. Amendment made in provisions of the Fast Track 
Procedure (Chapter V of DPP 2016): This provides clarity 
on the empowering committee’s rules.

h. Amplification or amendment made in Para 72 of Chapter 
II of DPP-2016: This states that the AoN will be valid for 
six months from the date of approval of the SQR.

i. Approval of extension up to 15 days for submission 
of Technical Oversight Committee (TOC) Report by 
DG(Acq): Earlier, the Defence Secretary’s consent was 
required, but now it is provided by the DG (Acq).

j. CNC exempted from furnishing Reasonability of 
Cost Certificate for DPSU equipment already priced by 
committee constituted under orders of the Raksha Mantri (RM).

k. Amendment to undertaking from vendor on never having 
been debarred in the past: This provides transparency 
as the vendor needs to submit an undertaking.

l. The AoN cost is to include all taxes and duties.
m. Period of payment of guaranteed sum by banks in Pre-

contract Integrity Pact (PCIP) and Integrity Pact Bank 
Guarantee (IPBG) is aligned. 

n. This incorporates full form of additional abbreviations. 
o. Amendment to increase effectiveness of Liquidation 

Damage (LD) clauses: Detailed calculation of LD on non-
performance adds transparency to the process.

Regulatory
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Amendments: Defence Procurement Policy 2016

Certain amendments have been proposed in DPP 2016 in 
a continuous effort to streamline the defence procurement 
procedure to make it industry-friendly and ensure timely 
delivery of equipment to the armed forces. Recent 
achievements enabled by these reforms have given hope 
to micro and small enterprises (MSEs) and start-ups. The 
amendments were approved by the DAC in January 2019 
and are applicable with immediate effect. Some of the key 
highlights of the amendments are as follows:

There were 13 amendments proposed in DPP 2016 in December 
2018 to make them transparent  to both buyers and OEM’s.

a. Amendment to ‘Repeat Order’ clauses: The Acceptance 
of Necessity (AON) for repeat orders must be obtained 
within five years of the date of completion of the 
warranty on final delivery against the previous contract.

b. Reassessment of AoN cost on receipt of DPRs in Make 
in India cases: This enables transparency in pricing

c. Incorporation of ‘Denial Clause’ in RFP and Standard 
Contract Document: This empowers buyers and adds 
to risk to buyer or OEM.

d. Conduct of benchmarking on receipt of trial report 
by SHQ: Benchmarking by the costing committee 
provides transparency in pricing mechanism.

e. The reckoning date of the Emergency Response Vehicle 
(ERV)for the option clause should be the last date for 
submission of commercial bids in original case. 

f. Details of Independent Monitors (IMs) are to be 
included in the RFP. 

g. The amendments seek to bring clarity on imposition of LD 
and constitution of POVs in contract amendment cases. 

h. Additional BGs for EPB have been eliminated and trials 
evaluated during the Field Evaluation Trial (FET). 



26 PwC Cutting Edge: Aerospace and Defence

Glossary   |   Select news items   |   Regulatory   |   Direct Tax   |   Indirect Tax   |   Contact us

Drone Ecosystem Policy Roadmap

The Drone Ecosystem Policy Roadmap released by the 
DGCA focuses on factors such as the safety and security 
of drone applications, and promotion of innovations and 
entrepreneurship, as well with tapping on various business 
prospects. With India expecting to become a US$886 
million drone market by 2021, and the global market 
standing at US$21.47 billion2, changes are liberalising 
India’s administration, which is tapping potential uses of 
drones in the commercial space.

The Roadmap suggests development of designated 
‘drone corridors’ for uninterrupted movement of drones 
as well as airworthiness standards that are independent 
of operational and environmental risks, limitations on the 
life-cycle of drones, and issues pertaining to obtaining 
‘Proof of Concept’ license to operate drones at night and 
professional certificates for operating independent drones.

Regulatory

Proposed amendments to CAR 1.0
Design
The Roadmap mandates standards under which the privacy 
principles must be rooted into the functional design of 
the Unmanned Aircraft Systems (UAS). CAR 1.0 does not 
stipulate privacy standards that need to be complied with 
by RPA operators, although they are under an obligation to 
not compromise the privacy of any bodies. 

The Design Principles include:

• Safety by Design : A UAS to be designed, 
manufactured, remanufactured, refurbished or rebuilt 
with design- and manufacturing-related considerations 
prescribed under current civil aviation standards.

• Security by Design: Security software should be embedded 
to implement end-to-end safe monitoring of the UAS.

• Privacy by Design: Technical measures are being 
introduced that enable privacy as the default setting.

Infrastructure
Policy proposes development of infrastructure such 
as drone corridors, droneports and Unmanned Aircraft 
System Traffic Management (UASTM). 

• Drone Corridor: Roadmap suggests that a corridor, i.e. 
an airspace segregated from the sight paths of manned 
aircraft (with an adequate safety buffer), should be 
provided for UAS maneuvers. The Corridors can be 
defined by a member of DigitalSky in consultation with 
the Drone Directorate to include the airspace in which 
the vehicles can operate without the need to report to 
the Air Traffic Controller while in flight.

• Droneports: In addition to the designated airspace, 
areas dedicated to facilitate take-off and landing of 
the UAS must be built so that they are qualified to 
handle operations from that epicenter. Investments 
made in establishing droneports can be leveraged to 
enable efficient and effective management of cargo 
operations, and enable safety in the event of discharge 
and transfer of payload.

• Unmanned Air Traffic Management (UATM): 
A UATM should be established, which will be 
accountable for managing UAS-induced traffic, 
especially in drone corridors. This would require 
expansion of the ecosystem by induction of 
DigitalSky Service Providers.

• DigitalSky Service Providers (DSPs): DSPs are private 
or public entities registered in India to provide enabling 
services to UAS operators, the DigitalSky Platform, 
relevant law enforcement authorities and/or other 
stakeholders. One of the roles envisaged for DSPs is 
providing UTM services.

26 PwC Cutting Edge: Aerospace and Defence
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Air worthiness

FDI

Regulatory

Summary
The draft Drone Ecosystem Policy Roadmap recommends 
prescribing a maximum life cycle for each drone type and 
for operators to apply for re-certification at the end of a 
drone’s life cycle. This is over and above the requirements 
for equipment and maintenance under CAR 1.0.

The draft policy proposes 100% FDI under the automatic 
route in UAS and Remotely Piloted Aircraft System 
(RPAS)-based commercial civil aviation services. Under 
CAR 1.0, there is no preference given to FDI.

The draft Drone Ecosystem Policy Roadmap endorses 
establishment of a Drone Directorate within the Directorate 
General of Civil Aviation (DGCA), as the needs of the 
nascent drone industry may differ from that in a mature 
civil aviation industry.

The role of the Drone Directorate will be issuing the 
necessary guidelines, which would adapt to the changes 
being made in the global drone ecosystem.

The Drone Ecosystem Policy Roadmap is a welcome 
initiative undertaken for India’s infant drone industry. The 
Roadmap will be a benchmark to foster innovation in the 
UAS market by enabling commercial use of UAS, including 
autonomous UAS, and expanding its operability beyond the 
visual line of sight. Additionally, if the amendments are paid 
heed to, they will also provide a level playing field for foreign 
players interested in making investments in India and give a 
significant boost to the development of the UAV industry.

With the establishment of a drone directorate, the industry 
will come out of the shadows of civil aviation and create 
a completely new ecosystem. And gradually, the industry 
will be able to refocus its interest towards exports and 
minimalistic foreign investments.
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Freight capabilities
Under CAR 1.0, the potential to exploit drones for 
commercial purposes was restricted, for instance, through 
Visual Line of Sight (VLOS) requirements. Under the 
current CAR 1.0, Robotics Process Automations (RPA) 
operations are restricted to within VLOS and to a limit of 
400 feet above ground level (AGL). Roadmap endorses 
expanding operations to beyond VLOS and the current 
limit of 400 feet. This enables the development of an 
enabling framework for commercial players to provide 
delivery services by using drones. 

The draft policy is geared at exploring the commercial 
potential of drones, especially with respect to transport of 
temperature-sensitive commodities such as body organs, 
emergency or just-in-time deliveries of life-saving drugs 
or safe blood for transfusions, and collection of patients’ 
specimens for time-sensitive testing in laboratories.

Risks factors involved in carrying sensitive payload as 
indicated above would depend on the type, weight and 
the space occupied by the payload and its feasibility can 
be assessed accordingly. To mitigate risk, UAS Operators 
undertaking cargo operations are suggested to engage 
in self-regulations and formulating commercial operation 
and risk management manuals. Such steps should 
strictly prohibit delivery of prohibited payloads under the 
applicable regulations.
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Aero India 2019

Organised by the Ministry of Defence and Ministry of Civil 
Aviation, the 12th International Aerospace and Defence 
Exhibition, Aero India 2019, was inaugurated by the 
Defence Minister on 20 February 2019 at the Air Force 
Station Yelahanka in Bengaluru. 

The theme of the exhibition was ‘Runway to a Billion 
Opportunities’. The exhibition focused on showcasing 
India’s potential in the A&D sector and providing a 
platform for exploration and diversification of opportunities 
for stakeholders in the domestic industry. Such 
opportunities have been boosted due to the following:

• The Government plans to spend US$130 billion to 
modernise fleets across all the services in the next five 
to seven years. 

• India’s domestic market is moving towards 
indigenisation of the Light Combat Aircraft, 
Light Combat Helicopter and Advanced Light 
Helicopter fleets.

• The Indian Navy plans to acquire multi-role helicopters 
and manufacture National Utility  Helicopters under the 
strategic partnership route.

• The Government plans to acquire more than 100 multi-
role fighter aircraft under the Make in India initiative.

• The need for life-cycle and obsolescence management 
technologies is rising with expanding defence assets.

The aerospace and defence fair witnessed the 
participation of 549 companies (270 Indian companies 
and 279 companies from 51 countries). It saw the 
enthusiastic participation of industry players because of 
the Government’s incentives in terms of:

• Ease of doing business: A reduction in entry barriers 
and the establishment of the Strategic Partnership 
Policy (SOP) will make the procedure transparent 
and competitive, and ease the process for players 
seeking to transfer technologies to set up domestic 

infrastructure and supply chains

• Setting up of Defence Investor cell: This will provide 
investment opportunities, and ease procedures and 
regulatory requirements for investments in the industry.

• Easing export procedures: This will enable online 
applications and provide a Standard Operating 
Procedure to avoid confusion.

• Infrastructural development: Industrial corridors 
will be set up in Tamil Nadu and UP for defence 
manufacturing.

• Fostering innovation:  The Government will develop 
defence innovation hubs across the country to 
engage a large number of MSMEs, startups, individual 
innovators and R&D institutes.

• Connectivity schemes:  Implementation of schemes 
such as UDAN will make air travel affordable and 
widespread while boosting national and economic 
development, job opportunities and infrastructure 
development, targeting all regions and states in India.

Regulatory
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Key highlights
India-Singapore skilling initiative

BEL signs teaming agreement with Hughes Thales to supply rocket launchers to HAL

Drone Olympics:

BEML and Lockheed Martin sign 
Certificate of Partnership

Export order for BEL

The National Skill Development Corporation of India’s 
(NSDC) Aerospace and Aviation Sector Skill Council in 
collaboration with Singapore Polytechnic, a Singapore-
based private sector company, has signed an agreement 
for setting up academies in Bengaluru that will be regional 
hubs for training the youth for domestic and overseas 
jobs in aviation. Via the ‘Centers of Excellence’ route, 
advance Skilling will provide training on  and certification 
for modules synced with the Singapore Polytechnic’s 
curriculum and standards in sectors including aerospace 
and aviation, disruptive technologies, automotive and 
logistics.

Such opportunities Acts as a supporting ground for both 
“Make in India” and “Skill India” schemes to boost skilling 
in Aerospace and Defence sector.

BEL and Hughes India have entered a teaming agreement 
for design, development, supply, installation, integration 
and commissioning of Satellite Communication 
(SATCOM) solutions for helicopters under the MoD, 
Government of India.

The agreement will enable the MoD’s strategic users to 
be enabled with helicopter-based satellite communication 
links for real-time and assured communications, using 
ISRO’s Ku band satellites. Via this agreement, BEL and 
Hughes India are collaborating by using their respective 
state-of-the-art technologies and capabilities to develop 
these integrated and sophisticated helicopter solutions.

HAL has signed a contract with France’s Thales to buy 
135 70 mm 12-tube rocket launchers for installation on 
two types of indigenously developed combat helicopters.

The order includes rocket launchers for 18 Rudra 
Advanced Light Helicopter Weapon System Integrated Mk 
IV helicopters and 15 Light Combat Helicopters that will 
each be armed with four 70 mm rocket launchers.

The  ‘Drone Olympics’ for Unmanned Aerial Vehicles 
(UAVs) was a showstopper at the event where national 
and international players demonstrated their potential.

More than 120 applications were received, of which 
57 applicants who were found suitable were invited to 
participate in the event.

The event witnessed a number of innovative solutions 
and the use of the latest related technologies by the 
participants. The winners of the competitions were 
honoured with medals and cash prizes worth a total of 
INR 38 lakhs.

Team ‘Dhaksha’ from the  Centre for Aerospace Research, 
the MIT campus and the Anna University in Chennai 
had already conducted several surveillance missions for 
disaster management during the floods in Chennai. It won 
the first place in the ‘surveillance hybrid design’ category.

Bharat Earth Movers Limited (BEML) and a US-based 
Lockheed Martin Aeronautics company has signed a 
‘Certificate of Partnership’. The partnership has opened up 
avenues for collaboration between the two companies to 
explore manufacturing of support aerospace equipment.

Diving deep into BEML’s capabilities, the two companies 
have designed and developed various ground- handling 
support equipment for the HAL’s Tejas LCA project. BEML 
also manufactures aircraft towing tractors, crash fire 
tender, aero-bridges and different kinds of installation and 
removal equipment for use in airports. BEML’s Aerospace 
Division facilitates precision machining and fabrication 
of exotic alloys. In addition, the division has NABL-
accredited metrology, testing and inspection facilities for 
airborne sheet metal structures and is equipped with CNC 
routers, an Elasto form press, a solution heat treat furnace 
and related assembly infrastructure.

Navratna Defence PSU Bharat Electronics Ltd (BEL) has 
received export orders valued at about US$33 million from 
Elbit Systems Electro-Optics Elop Ltd (ELOP), a subsidiary 
of Elbit Systems Ltd in Israel.

BEL is to manufacture and supply state-of-the-art next 
generation EOIR payloads (CoMPASS Rev III, Trade Mark 
of ELOP) and other variant of EOIR payload (CoMPASS III, 
Trade Mark of ELOP) for airborne applications.

The company has recently entered a Technical 
Collaboration Agreement (TCA) with ELOP for transfer 
of technology for manufacture of EOIR payloads and 
to provide lifetime maintenance support at BEL’s 
manufacturing facility at Chennai

Regulatory
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Key highlights
Atmospheric water generator Overall impact
Inaugurated by the Chief of the Army Staff, General Bipin 
Rawat, Bharat Electronics Limited (BEL)’s Atmospheric 
Water Generator can be used to generate water 
straight from the humidity in the atmosphere. It uses 
heat exchange technology to condense the moisture 
in the atmosphere to produce pure, safe and clean 
potable water. This is made possible with the use of a 
Mineralisation Unit, which is used to add minerals that are 
needed  to make water potable.

Generator is configured in static and mobile (vehicular) 
versions and is available in 30 litre per day, 100 litres per 
day, 500 litres per day and 1,000 litres per day versions 
and can be used to provide drinking water in community 
centres and public places.

It is being manufactured by BEL, in collaboration with the 
Indian Institute of Chemical Technology, the Council for 
Scientific and Industrial Research (CSIR-IICT) and Maithri 
Aquatech, a start-up company based in Hyderabad.

The air show was totally in sync with its tagline ‘The 
Runway to a Billion Opportunities’, with 500 B2B meetings 
taking place and 50 MoUs being signed during the event. 
The most significant strategic business opportunities 
included public-private partnerships (PPPs) between 
Indian PSUs and foreign OEMs. Expanding business 
opportunities will help PSUs in resolving the financial 
crunch. The Make in India initiative saw a head start 
as domestic and foreign OEMs signed pacts to boost 
sectoral growth in India by setting up manufacturing units 
in the country.

Aero India was successful in terms of business and 
capability development in the sector by providing a 
platform where major stakeholders connected with 
individual innovators in the industry.

Regulatory
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The Government of India and the Republic of the Hong 
Kong Special Administrative Region of the People’s 
Republic of China signed a Double Taxation Avoidance 
Agreement (DTAA or Treaty) on 19 March 2018. This is 
is effective for tax years beginning on 1 April  2019. The 
following provides you a glimpse into the vital provisions 
of the DTAA:

• As per Article 4 (Resident) of the DTAA, a person other 
than an individual is considered a resident of Hong 
Kong if it is constituted or incorporated in Hong Kong. 
If it is incorporated or constituted outside Hong Kong, 
it is normally managed or controlled in in the city. If a 
person (other than an individual) is a resident in both 
the contracting countries, the Competent Authorities 
will determine its residency with regard to its place 
of effective management, the place where it was 
incorporated or constituted, and any other relevant 
factors. This provision is in line with the Organisation 
for Economic Co-operation and Development’s 
(OECD’s) Multilateral Instrument (MLI).

• Article 5, Permanent Establishment(PE)) of the DTAA, 
among other types of PEs, also covers the following 
types of PEs under its ambit:

 - Construction of PE: A six-month threshold is 
provided for construction of a PE, which includes 
acquisition of a building or site, initiation of a 
project or supervisory activities. 

 - Service  PE:  In this case, services, including 
consultancy services, are furnished for the same or 
connected projects for an aggregate period of more 
than 183 days within any 12-month period

Direct Tax

Double Taxation Avoidance Agreement between India and Hong Kong notified 

 - Agency PE:  This includes the authority to conclude 
contracts (except preparatory or auxiliary activities), 
maintain a stock of goods or merchandise for 
regular delivery and secure orders wholly or almost 
wholly for the principal or its associated enterprises.

While the DTAA does not provide for the arms 
length requirement to qualify as an independent 
agent, it is applicable when the activities of an 
agent are devoted wholly or almost wholly on 
behalf of an enterprise. However, the person is not 
considered an agent of an independent status.

The Article also provides for certain activities that 
are not be construed as PE, e.g. storage or display 
of goods, maintenance of stock of goods, purchase 
of goods or collection of information.

• Article 7 (Business profits):  This Articles relates to 
source-based taxation under which business profits 
are taxable in the source country. While the provisions 
of this Article are in line with Article 7 of the UN Model 
Treaty, the force of attraction rule is absent. As per 
Article 7(5) of the DTAA, no profits are to be attributed 
to a PE due to mere purchase of merchandise or 
goods by it.

• Article 8 (Shipping and Air Transport) provides for 
taxability of the profits of an enterprise from its 
operations of ships and aircraft in international traffic in 
its resident country. However, such profits may also be 
taxed in the source country but the tax imposed in the 
source country will be reduced by an amount equal to 
50% thereof,

• Articles 10, 11, 12 and 13 relate to taxability of income 
in the nature of dividends, interest, royalties and Fee 
for Technical Services (FTS). As per these articles, 
the income mentioned above is generally taxable in 
the resident country. However, it may also be taxed 
in the source country according to its prescribed 
rates. In congruence with the principal purpose test 
(PPT) specified in the MLI, the DTAA also specifies 
that the beneficial tax rates of these provisions will 
not be available if the main purpose or one of the 
main purposes of any person concerned with such an 
arrangement is to take advantage of these Articles. As 
regards FTS, the DTAA does not include an condition.

• Article 14 (Capital Gains) of the DTAA provides for 
taxability of capital gains arising from alienation of 
property. According to the Article, gains derived from 
alienation of immovable property and sale of the shares 
of a company, which derives 50% of its value directly 
or indirectly from immovable property, may be taxed in 
the country in which the property is located. The gains 
from sale of other shares may be taxed in the country 
in which the company is a resident. The PPT provision 
specified in Articles 10, 11, 12 and 13 of this DTAA is 
also incorporated in this Article.
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• Article 22 (Other Income) of the DTAA deals with 
taxabilty of ‘Other Income’, i.e. income that has not 
been dealt in other Articles in the DTAA. As per the 
provisions of the Article, ‘Other income’ is taxable in 
the resident country, may also be taxed in the source 
country in which this income is earned.

• Article 23 (Methods for Elimination of Double Taxation) 
of the DTAA includes methods that may be used to 
eliminate double taxation of an income.  The Article 
provides for Foreign Tax Credit for taxes paid in the 
other country.

• Article 28 (Miscellaneous Rules) of the DTAA provides 
for refusal of DTAA benefits, if the main purpose 
or one of the main purposes of any of the persons 
concerned is non-taxation or reduced taxation through 
tax evasion or avoidance (including through treaty-
shopping arrangements aimed at obtaining relief 
provided in the Agreement for the indirect benefit of 
residents of third jurisdictions). Moreover, legal entities 
that are not engaged in bona fide business activities 
are also to be covered by the provisions of this Article

The provisions of the India-Hong Kong DTAA will improve 
transparency in taxation matters, prevent use of tax 
evasive or avoidance techniques, as well as improve 
trade and economic relations and flow of investment in 
both the countries.
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GST updates GST updates

Other updates

DGFT Notification No. 57/2015-20 
dated 20 March 2019

ITAT: Deletes INR2800cr+ AMP-adjustment for 
PepsiCo, a full-fledged manufacturer ; rejects 
PSM/BLT for benchmarking

Key findings enunciated by ITAT in its order

• The Government has extended the benefit of 
exemption of IGST & Compensation Cess for all 
imports made under the Advance Authorization 
scheme, the EPCG Scheme and the EOU scheme of 
FTP 2015-20 up to 31 March 2020 (which was earlier 
till 31 March 2019). The assessee has been inter alia engaged in 

manufacturing soft drinks, juice-based concentrates and 
other agro products, and has been supplying concentrates 
for aerated and non-aerated soft drinks to its third-party 
bottlers.

The Hon’ble ITAT, while adjudicating on international 
transactions entered by establishment of an arrangement 
between the entities, has thoroughly and repeatedly 
highlighted the importance of ‘functions performed and 
risks assumed in India’ by the assessee in India and the 
non-resident AE.

The key findings of the ITAT with respect to the above is 
reproduced below:

• “Accordingly we would first dwell upon whether the 
incurring of expenditure of account of AMP amounts to 
international transaction or not. In a succinct manner 
we would like to analyse the functions and the profile 
of the assesse company”  

1. Analysis of functions performed and risks assumed 
in India of utmost importance in establishing the 
roles of an assessee and its AE

• The Government, vide Notification No.05/2019-
Customs dated February 2019, allowed temporary 
import of aircraft (without furnishing a bank guarantee 
or cash deposit) for their participation in the Aero Show 
organised by it.

• The Government has revisited certain amendments 
made in SEZ Rules, 2006 on 19 September 2018 and 
notified further amendments to revert to status quo or 
give relief to SEZs. Some of the key highlights include 
inclusion of services provided in Domestic Tariff 
Area (DTA) in Net Foreign Exchange Earning (NFE), 
exclusion of domestic input from computation of NFE, 
and additional guidelines to ensure strict compliance 
with its work from home policy.

• The Government has recently released new GST return 
formats, which include the updated format for monthly 
or quarterly returns (GST RET-1), along with relevant 
annexures. With the GSTR 1 and GSTR 3B returns 
extended till June 2019, the new return formats are 
expected to be effective from July 2019.

Background 

• “All the necessary functions of strategizing, advertising 
and marketing activities, its implementation and 
controlling across the country is conducted by the 
assessee company alone for market penetration in 
India. Thus, in a way assessee is the economic owner 
of the brand….”

• “..the risk and reward of incurring the AMP expenditure 
lied entirely with the assessee company and the 
foreign AE was completely insulated from such risk 
and rewards arising from the manufacturing activities 
carried on by the assessee company in India.”

• “The assessee has been independently performing 
the functions…development of advertising and 
marketing strategy, determination of marketing 
budget, design concept and content of advertisement, 
choice of media, pricing of the concentrate and sale 
of concentrate to retailers and distributors. All the 
rewards for such functions and the return associated 
with the commercial exploitation of the brand is 
completely enjoyed by the Assessee Company.”

• “PepsiCo Inc. which is legal owner of the trademark 
license to the assessee has not performed any relevant 
functions or used any assets or assumed any risk 
albeit has acted only as a title holder. It is not even 
entitled to any return for holding such title and in such 
circumstances, there seems to be no reason as to why 
it should compensate its subsidiary in India for the 
marketing activities…”

• “it has been well established over the period of time 
that detailed FAR analysis has to be carried out to 
identify all the functions of resident tax payer and 
the non-resident AEs pertaining to all international 

33 PwC Cutting Edge: Aerospace and Defence

Glossary   |   Select news items   |   Regulatory   |   Direct Tax   |   Indirect Tax   |   Contact us



34 PwC Cutting Edge: Aerospace and Defence

Glossary   |   Select news items   |   Regulatory   |   Direct Tax   |   Indirect Tax   |   Contact us

Indirect Tax

transactions…Further it needs to be seen, whether 
marketing activities relating to DEMPE functions 
reflected in any such expenditure incurred by the 
resident tax payer company and the non-resident 
AE in India are in conformity with the functions and 
risk profile and the benefits derived by the tax payer 
company and the AE. It is also relevant to examine, 
whether the AE is assuming any kind of risk in the 
Indian market or is benefitting from India in one way 
or the other. Thus FAR analysis is the key which needs 
to be seen what kind of functions is being carried out 
by the AE in India, the nature of assets which have 
been deployed and the risk which have been assumed. 
If there is no risk of such attributes which is being 
carried out by non-resident AE in India then there is no 
question of AE compensating to its subsidiary in India 
for any marketing expenses.”

Therefore, it is important to clearly articulate the complete 
supply-chain, starting from legal ownership and protection 
of a brand to final sale of a product to consumers, and 
allocating activities amongst the group entities as well 
as third-parties (if any) undertaking such activities in 
the supply-chain.  In addition, it is also important to 
demonstrate the decision-making matrix followed by the 
Group, and how, in particular, decisions with respect to 
its marketing activities are undertaken in the Group to 
demonstrate its control over such functions.

activities are carried out in the industry in which the 
assessee operates.

The key findings of the ITAT with respect to above is 
reproduced below:

• “Since assessee company is mainly based in India 
where game of cricket is immensely popular, therefore, 
it was agreed amongst the group companies that the 
expenditure incurred for sponsoring the ICC cricketing 
events, all the group companies which had benefitted 
from cricketing events in the form of advertisement…
The said cost was purely for promoting assessee’s own 
business…”

• “The reason being, the amount of Rs. 202.34 crores 
have been incurred by the assessee on its own volition 
and business requirement to be in competition with 
other big players in the field of aerated and non-
aerated beverages and food products. It is acclaimed 
fact that industry in which assessee company is 
operating has to face stiff competition not only from 
the Indian companies but also from many multinational 
companies; and to remain in the competition as lead 
brand it has to aggressively promote its product under 
the brand to remain in the competition and to segment 
its sale”

• “Marketing of such an impulse product like beverage 
had to be managed locally as per the ethos, customs 
and preference/ choice of the local population and 
neither the content nor the quantum can be remotely 
managed by a non-resident AE”

Different companies and industries have diverse 
approaches to their marketing philosophies, product 
launches and/or product dependence or interdependence.  
What can be defined as ‘routine’ in one context may 
not be ‘routine’ in another.  This creates very different 

2. Analysis of business and the industry in which 
an assessee operates and how the specific 
characteristics of the industry and competition 
in which the Assessee operates may govern 
marketing strategies 

3. Existence of international transactions 

Another critical aspect that was discussed by the ITAT 
was on the business of the assessee and how marketing 

The definition of a transaction (under section 92F) has to 
be read in conjunction with the definition given on section 
92B, which means that the transaction has to be first of all 
of the nature given in section 92B(1).

Conjoint reading of both the sections leads to an inference 
that in order to be categorised as an international 
transaction, it has to be demonstrated that it arose 
pursuant to an arrangement, understanding or action 
taken in concert. Such an arrangement has to be between 
the two parties and not through any unilateral action by 
one of the parties without any binding obligation on the 
other and any mutual understanding or contract. If one 
of the parties on its own volition enters an expenditure 
for its own business purpose, then without there being 

levels of AMP expenditure in different industries.  In this 
context, it should be noted that AMP is one of the factors 
affecting companies’ level of sales, and is an important 
factor in sustaining a particular level of sales and retaining 
their share. Therefore, their control on decision-making 
in their marketing activities can be further strengthened 
by demonstrating the typical strategies or nuances of a 
particular industry in a particular market.

In continuation of the above, based on the analysis of 
functions performed, a business and an industry, it can be 
established that direct control over marketing functions 
can only lie with an Indian company.  Consequently, the 
role of AE is only restricted to protecting its brand’s equity, 
i.e. by ensuring that brand guardrails are followed.

Role of non-resident AE
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any corresponding binding obligation on the other or 
any kind of arrangement actually existing in writing or 
entered orally or otherwise cannot be characterised as an 
international transaction within the scope and definition of 
Section 92B (1).

The onus is on the Revenue to show that the twin 
requirement of Section 92B exists, that is, firstly, the 
transaction involved was between two AEs, one of whom 
is a resident and other a non-resident; and secondly, the 
transaction relating to AMP expenses has taken place 
between the two AEs.

A mere review of marketing material by the AE 
does not indicate that there is existence of any 
international transaction.

In continuation of the above, based on the analysis of 
functions performed, a business and an industry, it can be 
established that direct control over marketing functions 
can only lie with an Indian company.  Consequently, the 
role of AE is only restricted to protecting its brand’s equity, 
i.e. by ensuring that brand guardrails are followed.

A filing requirement in respect of a Country-by-Country 
Report (CbCR) arises in India for an inbound constituent 
entity (i.e. a constituent entity, a resident in India of an 
international group, the parent entity of which is not 
resident in India) if any of the circumstances mentioned in 
section 286(4) of the Income-tax Act, 1961 (Act) apply to 
that constituent entity (CE). Such circumstances include a 

Until today, it was understood that a Bilateral Competent 
Authority Agreement (BCAA) for exchange of CbCRs was 
being negotiated between India and the US). However, it 
was unclear whether the two countries would finalise and 
sign the BCAA by 31 March 2019. 

Accordingly, it was anticipated that inbound CEs with 
parent entities resident in the US would be required to 
undertake filing of CbCR in India (in respect of RAYs 
ending up to 28 February 2018), if no such agreement was 
to be signed by 31 March 2019.

However, a press release issued by the Central Board 
of Direct Taxes (CBDT) confirmed that the BCAA for 
exchange of CbCRs between India and the US was 
finalised and signed before 31 March 2019.

According to the release,  the exchange5 will be effective 
with respect to CbCRs pertaining to RAYs commencing on 
or after 1 January 2016.

In view of the press release, inbound CEs whose parent 
entities have filed CbCRs in the US with respect to 
RAYs commencing on or after 1 January 2016, will not 
be required to undertake any CbCR filing in India. This 
includes any CbCR that was not filed on a voluntary basis 
in the US.6 

However, if the US parent entity of an international group 
has not undertaken any voluntary filing of CbCR in the US, 
a CbCR would need to be filed in India and be undertaken 
by an inbound CE of the international group.

A formal announcement from the CBDT regarding 
signing of the BCAA between India and the US has 
been long awaited and has relieved many inbound CEs 
of international groups with parent entities in the US4 
from the CbCR filing obligation in India. In fact, providing 
access to CbCRs through an international exchange 
mechanism has been the preferable option for most 
international groups over a potential local filing. This has 
been made possible with the BCAA between India and the 
US being signed before 31 March 2019.

BCAA for exchange of CbCRs between India and 
the US  finalised and was to be signed before 31 
March 2019

Background

CBDT’s press release regarding signing of BCAA 
between India and the US…

Implication for inbound CEs

Conclusion

situation where the parent entity of an international group 
is a resident of a country with which India does not have 
an agreement for exchange of CbCRs. 

The due date3 for filing of a CbCR in India by an inbound 
CE to which section 286(4) of the Act applies is 12 months 
from the end of the reporting accounting year (RAY). 
However, as a one-time measure, this due date was 
extended4 to 31 March 2019 for RAYs ending up to 28 
February 2018. 
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3.   Notification No. 88/2018/ F. No. 370142/17/2018-TPL, dated 18 
December 2018, which amends Rule 10DB(4) of the Income-
tax Rules, 1962.

4.  Circular No. 9/ 2018 dated 26 December 2018.
5.   The exchange shall be with respect to CbCRs filed by parent 

entities of international groups in the respective jurisdictions 
(i.e., from the US to India and vice versa).

6.   Voluntary filing in the US is applicable only for RAYs commencing 
between 1 January 2016 and 29 June 2016.
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