
A Week in Retail & 
Consumer

August 27 to 31, 2012

Contents

Executive summary 2

A sneak view of small town Indian consumer 3-4

Tax and regulatory insights 5

1



Executive summary

Small town Indian consumer

The smaller Indian towns are leading the demand surge. 
As one of the inherent strengths of the Indian 
economy, private consumption expenditure continues to 
remain the strongest pillar of the growth story. 
Sustaining this consumption story is the rise of the small-
town consumer. 

This issue discusses the changing dynamics and 
consumption pattern of the Indian consumer in small 
towns. 

Tax and regulatory insights

This issue discusses goodwill arising 
on amalgamation being an 
'intangible asset' eligible for 
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'intangible asset' eligible for 
depreciation



The small town Indian 
The changing dynamics

It has been observed over a three-year period from 2009 to 2011, that middle India (towns with a population of one 
lakh to 10 lakh) has been leading the pack in value growth.  

From an FMCG perspective, within the same year (Q4 over Q1 2011), it was found that 42 out of 83 categories in 
middle India grew at least 10% or more in same-store sales. 

Growth in sales per point of distribution in 2011 for towns with a population of one lakh and below stood at 16% versus 
11% for the metros. Demand pull today is undoubtedly the strongest in the smallest of Indian towns.

Some of the fastest growing categories from a pure consumer pull perspective include many specialty and evolved 
categories like pre-post wash, hair conditioners, air fresheners, prickly heat powder and cheese. Smaller towns want to 
shop like the metros. 
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Middle India will grow from an FMCG market worth 287 billion INR 
(5.74 billion USD) today to over 4 trillion INR (80 billion USD) in 
value by 2026.
Middle India, a region made up of approximately 400 towns each with 
a population of one lakh to 10 lakh, is home to 100 million Indians 
and today constitutes up to 20% of the country’s FMCG consumption.

Key  statistics

The universe of small towns covered 
include
�Eight thousand towns
�Six hundred and thirty thousand 
villages
�Over eight million stores
�Around 1.2 billion people 

Source
CII Nielsen India Report-Rise of small town Indian
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The small town Indian consumer
Selected observations

The consumer 
pull story

Increased exposure to the media and a gradual improvement in infrastructure have played 
a substantial role in introducing the middle India population to what was earlier only a 
‘metro’ lifestyle, fuelling a desire to improve their standard of living. These 
factors, combined with an increased spending capacity, are rapidly pushing up the 
demand for a vast consumer product profile in middle India.

These cities are ready to behave like the metros of tomorrow. Of the total 1.4 trillion INR 
(28 billion USD) in FMCG sales in 2010, goods worth about 287 billion INR (5.74 billion 
USD) were consumed by the population of middle India. This number makes up more 
than 20% of the overall FMCG sales, and 30% of the urban FMCG sales. Middle India is 
also home to 30% of all urban stores, comprising over 900,000 stores today. In addition to 
this, the annual per capita FMCG consumption of middle India towns touched 2,800 INR 
(56 USD), which exceeded the national average by 1,600 INR (32 USD). This is a 
significant achievement for these smaller towns, considering the fact that the metros 
breached the 2,800 INR (56 USD) mark as recently as 2009.
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breached the 2,800 INR (56 USD) mark as recently as 2009.

Learning  about 
Middle India 
consumer

The consumer fabric in small towns is changing and it is imperative for marketers to know 
about their  aspirations. Factors affecting the change in their profile are as follows:
•Education: Growing awareness about the importance of education has resulted in an 
increasing number of people  taking up higher studies.
•Health and wellness: Consciousness is on a high and so is the spend.
•Personal grooming: Affordability, awareness and access have contributed to the rapid rise 
of the personal care segment.
•Home improvement and hygiene  Eating out and experimentation in the kitchen

Implications on 
the business

•The focus needs to be on building distribution infrastructure as current trends indicate that 
selling products in smaller packs through local business partners will drive the sales for 
FMCG companies.
•Companies that offer youth-centric products can leverage social media marketing to 
popularise their offerings, especially gadgets, personal care products, and cell phones.
•More than one half of middle India households own a bicycle, about one-third own a two-
, three- or four-wheeler and much less than one in 20 households own a car. With income 
levels on the rise and a steady increase in both vehicle options and financing, consumers 
will gradually upgrade their vehicles benefitting the automobile industry



Tax and regulatory insights
Goodwill arising on amalgamation is an 'intangible asset' eligible for depreciation
Recently, the retail and consumer sector is witnessing a lot of business acquisitions and one of the key tax 
issues arising out of this is deductibility of goodwill. The Supreme Court of India (SC) held that goodwill 
arising on amalgamation is covered within the meaning of an intangible asset entitled to depreciation under 
section 32 of the Income-tax Act, 1961 (the Act).

The taxpayer entered into an amalgamation, duly sanctioned by the Bombay and the Calcutta High 
Courts, with YSN Shares and Securities P Ltd (amalgamating company). The assets and liabilities of the 
amalgamating company were transferred and vested in the taxpayer. The latter treated the difference 
between the consideration paid by the taxpayer and the net value of assets acquired of the amalgamating 
company, as  ‘goodwill’ arising on amalgamation and claimed depreciation on it.

The assessing officer (AO) disallowed the taxpayer’s claim on the basis that  ‘goodwill’ was not an  ‘asset’ as 
defined in explanation 3 to section 32(1)(b) of the Act and the latter had not actually paid anything for it. 

The Commissioner of Income-tax (Appeals) (CIT(A)) came to a finding that the difference between the cost 
of an asset and amount paid is considered as goodwill and entitled to depreciation.  The taxpayer, in the 
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of an asset and amount paid is considered as goodwill and entitled to depreciation.  The taxpayer, in the 
process of amalgamation, acquired a capital right in the form of goodwill because of which the market worth 
of the taxpayer increased.

The Income-tax Appellate Tribunal (Tribunal) upheld the finding by the CIT(A).

The Calcutta High Court (HC) rejected the revenue department’s contention and upheld the decision of the 
Tribunal. 

However, the SC ruled in the favour of the taxpayer and held that goodwill is covered by the expression ‘any 
other business or commercial right of a similar nature’, based on the principle of ejusdem generis (reference 
can be made to explanation 3 to section 32(1)(b) of the Act which states that the expression  ‘asset’ shall 
mean an intangible asset, being know-how, patents, copyrights, trademarks, licences, franchises or any 
other business or commercial rights of similar nature).  

CIT vs Smifs Securities Ltd [TS-639-SC-2012]
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