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herewith.

2. All Stakeholders are requested to send their comments on the
recommendations of the report along with the requisite formulations, if any, to

email id: moc_epz@nic.in latest by 30" January, 2019.

3. Ttwould be appreciated if the comments are sent only by e-mail along with
a soft copy in MS- Word format by 30.01.2019.







Revitalising SEZs: From islands
of exports to catalysts of
economic and employment
growth

Proposed Policy Framework for Employment and
Economic Enclaves (3Es) in India

November 2018




Acknowledgements

At the outset the committee wishes to extend its sincere thanks to Shri Suresh Prabhu, Hon'ble Union Minister
of Commerce & Industry and Shri C.R. Chaudhary, Hon'ble Minister of State, Commerce & Industry, Government
of India, for giving us the opportunity to review the SEZ Policy and provide suitable recommendations.

The Committee was constituted on 4™ June, 2018, with a stringent time schedule. A number of people sincerely
and tirelessly contributed to the preparation of this Report over the last four months. During our study of more
than four months, we interacted with officials from both the Central and State Governments. We have been
immensely benefited from their advice and thoughtful inputs.

We hereby would like to particularly extend our deep gratitude for the support and guidance provided to us by
Shri Anup Wadhawan, Secretary, Ms. Rita Teotia, Ex-Secretary and Shri Bidyut Behari Swain, Additional
Secretary (In-charge of SEZ Division), Ministry of Commerce & Industry (‘MOCI’).

We would like to place on record our sincere thanks to Shri Sushil Chandra, Chairman, Central Board of Direct
Taxes (‘CBDT') and Shri S. Ramesh, Chairman, Central Board of Indirect Taxes and Customs (‘CBIC’) for
extending their kind cooperation to the committee by nominating senior representatives to give us the perspective
of the Ministry of Finance. We would like to particularly express our sincere gratitude to Shri Rashmi Ranjan
Das, Joint Secretary, TPL-1, Ministry of Finance and, Shri Prem Verma, Addtl. Director General (SEZ), DGEP,
Ministry of Finance, for joining the consultations and offering their valuable guidance to the committee.

The committee also thanks valuable support received from the senior representatives from the States of Andhra
Pradesh, Gujarat, Karnataka, Maharashtra and Tamilnadu, during the course of this study.

We would like to place on record our deep appreciation of their continued administrative support received
through this period from Shri Senthil Nathan S, Deputy Secretary, MOCI, Shri G Srinivasan, Under Secretary,
MOCI, Shri Aditya Narayan, Under Secretary, MOCI and Shri Piyush, Section Officer (SEZ), MOCIL.

Yours sincerely,

Name, designation and orgamzation wsition in Commitiee

Smt. D Thara, Vice Chairman & MD, GIDC, Govt. of Gujarat
* Shri Sanjay Korabu, Joint Director of Industries, Officcofthe
. Development C: i nemflnduhim,ﬂwt. ufHaharanhtra

i ke b B el i e e

“Dr ‘u"ir-m-;f S-harmla Chairman, Export Promotion Euunml for EuUs& SEZS ‘Member
 Shri Senthil Nathan S, Deputy Secretary, MoCI, Govt.of India ~ Coordinating Officer




Foreword

During the period 2000-05, the World GDP increased
by about 40% from USD 33.57 Trillion to USD 47.41
Trillion, China increased its GDP by about 9o% from
USD 1.21 Trillion to USD 2.2g Trillion and, India
registered an increase by about 75% from USD 460
Billion to USD 810 Billion. In the backdrop of
sustained global economic expansion, the two large
developing economies from Asia, China and India,
were expected to continue to grow at a fast pace and
increase their share of World GDP in the decade
ahead. During the same period, 2000-05, China
increased its share of world merchandize goods
exports from approx. 1.8% to 6.7% beginning to make
a mark as the “factory of the World". Such increase in
China’s merchandize trade activity was largely being
attributed to the success of the country’s Special
Economic Zones developed alongside the eastern
provinees along the sea coast.

With this backdrop, recognizing the need to promote
exports to propel GDP growth of the country, the
Government of India, announced the Special
Economic Zones (SEZ) Policy in April 2000, as part of
the EXIM Policy. A comprehensive legislation, the SEZ
Act, was then passed in the parliament in 2005
followed by, the SEZ Rules promulgated in February
2006. The objective, was to bring in foreign
investment, develop world-class infrastructure and
create a globally competitive and hassle free
environment for companies engaged in exports of
goods & services; thus, making India an epicenter of
manufacturing and services activity, generating
multitude of employment avenues for its large young
workforce,

Since then, while China’s merchandize goods exports
has continued to flourish in size from about USD 690
Billion in 2005 contributing 6.7% of world exports to
about USD 2.2 Trillion in 2017 commanding 12.7% of
world exports, India's merchandize goods exports
grew from approx. USD 100 Billion to approx. USD
300 Billion in the same period with corresponding
share of world exports growing from a measly 1% in
2005 to approx. 17% in 2017. The Indian
Manufacturing Sector’s contribution to overall GDP
has also languished around 15-17% over the last
several years as against the stated objective of 25%.
However, on the Services front, Indian services
exports grew from approx. USD 52Billion in 2005 with
1.9% world share to approx. 180Billion in 2017 with a
3.4% world Services share,

Proposad Policy Framework for Employment and Economic Enclaves (3Es) in India

It is arguably evident that while the SEZs policy has
been leveraged well by companies in the Services
sector to garner greater share of world markets,
companies in the Manufacturing sector have been
unable to replicate a similar export led growth success,
thus building a compelling case to review India's SEZ
policy and examine what would foster competitiveness
in the sector and propel greater economic activity.

Today, as we look ahead to transform India into a USD
5 Trillion economy by 2025 and, target to provide
adequate employment and growth avenues to a
growing young workforce, it is imperative that the
country follows a holistic growth path achieving
targeted USD 1 Trillion in manufacturing and about
USD 3 Trillion contribution of Services. On the
Manufacturing front, a 3-4 fold increase in
Manufacturing Value Add can be envisaged only if we
are successful in providing an enabling environment
and a thriving ecosystem for entrepreneurs and
companies to do business and achieve
competitiveness. We would thus have to shift from a
purely cost competitiveness paradigm based on
incentives and tax sops, to a paradigm that provides
world-class infrastructure with seamless access to
gateways, state of the art technology, skilled
manpower, flexible labour laws ete. all of which
together enhance ease of doing business and increase
the competitiveness in the world market. On the
Services front, again, a 2-3 fold increase can be
envisaged by attracting investments from new priority
sectors with sizeable domestic and exports
opportunity like financial services, legal services, tech-
enabled healthcare, MRO facilities and several more
beyond IT/ITeS.

Taking cognizance of aspirations of a New India set by
the Hon'ble Prime Minister and the current global geo-
political and macro-economic outlook, the committee
reviewed the relevance of existing SEZ policies of the
Government and followed a comprehensive approach
(detailed in the main report), focused on secondary
data review and primary consultations from various
stakeholders including developers, unit holders,
service providers ete. and identified salient
recommendations. As a first, the committee has
suggested a set of exclusive recommendations for
stakeholders operating in/for the Manufacturing
sector and for those operating inffor the Services
sector.
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On 4th June 2018, the SEZ Division, Department of
Commerce constituted a High Level Committee
comprising multiple stakeholders to examine to
review the SEZs Policy of India in accordance with the
Terms of Reference listed in the said order (enclosed
as Appendix 1). The Committee deliberated upon
relevant issues in depth and drew upon its own
research as well as studies and inputs made available
from different sources to arrive upon certain
recommendations on possible future approach. It is

our pleasure to present the Report to the MOCI for its
consideration.

PricewaterhouseCoopers  Private Limited was
appointed as a knowledge partner to support the
committee in this endeavour. I would like to thank all
the committee members and our knowledge partners
for their valuable contributions in bringing out this
report. Further, we sincerely thank senior officials
from MOCI, Ministry of Finance and from the
Industries Departments of various State Governments
for providing us with their valuable feedback and

inputs during the course of our study.

Baba Kalyani,
Chairman & MD, Bharat Forge Ltd.
Chairman of the constituted group to study the
SEZ policy of India
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International Financial Services Centre

Information Technology enabled Services

Micro & Small Enterprises — Cluster Development Programme

National Industrial Corridor Development & Implementation Trust

Non Processing Area
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Philippines Economic Zone Authority
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1. Executive Summary
1.1 Background and Objective

The Government of India has set a target of creating 100 million jobs and achieving 25% of GDP from the
manufacturing sector by 2022, as part of its flagship ‘Make in India’ programme, Furthermore, the Government
plans to increase manufacturing value to US$ 1.2 Trillion by 2025°. While these are ambitious plans to propel
India into a growth trajectory, it requires evaluation of existing policy frameworks to catalyse manufacturing
sector growth. At the same time, policy needs to be complied with the relevant WTO regulations.

In 2005, India enacted the Act and notified the SEZ Rules in 2006. The main features of the policy included tax
holidays, exemption from import duties and single window clearances for central and state approvals. Currently,
the operational SEZs (225) in India and their sectoral breakup is provided below.

SEZs in India: 1035 Sectoral Distrubution of Operational SEZs
as on June 2018 as on June 2018

Multi-
Product
Formal IT/ITES / _~11%
Wm Electronic /._!npg:ﬂﬂs
%
l“ .‘ Pharma /
58% . Chemicals
\\——__55__.1'%
\ Aviation/  Appare
Aerospace 3%
T~ In-principle \5
32

Q

Notified

SEZs Others

55 Approvals 12% \ Footwear /
lﬂﬂlﬂr

34% 3% “F::z 2%

Source: Fact Sheet on Special Economic Zones, www.sezindia.nic.in

It is arguably evident that while the SEZs Policy in India has been leveraged well by companies in the Services
sector to garner greater share of world markets, companies in the Manufacturing sector have been unable to
replicate a similar export led growth success, thus building a compelling case to review the SEZ policy and
examine what would foster competitiveness and propel greater economic activity.

Several reasons and challenges that potentially can be attributed to this constrained performance of SEZs include:

« Complexity in undertaking domestic and international business through same units impacting viability of
SEZs for manufacturing;

» Uncertainty in government policies, specifically tax e.g., withdrawal of Minimum Alternate Tax and Dividend
Distribution Tax exemptions, announcement of sunset date, etc.;

¢ Multiple regulatory stakeholders (direct tax, indirect tax, exchange controls, State Governments and SEZ
authorities) need not necessarily aligned at all times;

* Some provisions of SEZ law not operationalized, though enacted to be single legislation for development of
SEZs; and

* NITT Aayog presentation
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» Procedural delays and infrastructural bottlenecks.

As compared to India, certain countries leveraged exports as a key driver of economic growth—focusing
simultaneously on import substitution and export-led growth. They adopted a differentiated economic policy to
attract investments (especially foreign investments), and promote manufacturing and trade. This led to the
development of economic zones—with several successful examples in Asia and Latin America. Some of the

* China focused on enabling a limited number of zones (to manage over-supply issues), large size to achieve
agglomeration benefits and maintained long-term focus on these zones (for more than three decades).

* Indonesia developed its economic zones in a steady manner to first showcase tangible results and then attract
further investments into existing zones, which resulted in a sizeable economic activity offering economies of
scale.3

¢ Vietnam has also leveraged the economic zones concept to propel economic growth and attract FDI by
imposing minimum constraints and creating favourable conditions for high-profile anchor investors, who
brought their own supporting investors.
In view of these challenges and lessons learnt from past experiences, the MOCI and Industry, Government of
India, constituted a Committee headed by Mr. Baba Kalyani, Chairman & MD, Bharat Forge Ltd. to
study the existing SEZ policy of India and prepare a policy framework to adopt strategic policy measures, which
are future ready, investor friendly, and correspond to global market needs and at the same time uphold the best
interest of the country. It will be important to create an ecosystem, which helps India to capitalise on global
growth opportunities while developing its own highly competitive manufacturing and service base and at the
same time generating quality employment avenues.

The key objectives for the committee were:

The committee reviewed the relevance of existing SEZ policies of the Government and followed a comprehensive
approach (detailed in the main Report)—focused on secondary data review and primary consultations, to come
up with recommendations. PricewaterhouseCoopers Private Limited was appointed as a knowledge partner to
support the committee in this endeavour,

3 At present Indonesia has g operational SEZs, and plans to increase the number to 25 by 2019
f fwoww indonesiabri .com/ news,/manu ing-setup-i i
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1.2 Key recommendations: strategic shift

In view of the key objectives of this study outlined in the chapter, the Committee had a series of consultations and
inputs from various stakeholders to arrive at a set of recommendations, which are broadly categorised into 2X2
matrix categories, that is:

Fiscal interventions regarding institutional and regulatory alignment

Fiscal interventions regarding infrastructural inputs

Non-fiscal interventions regarding institutional and regulatory alignment

Non-fiscal interventions regarding infrastructural inputs

Given the recommendations towards fundamental shift in purpose and principles of the SEZs in India, appropriate
amendments may be required in the Act to incorporate changes and achieve the purpose set out in the very first
sentence of the Act, reproduced below:

“An Act to provide for the establishment, development and management of the Special Economic Zones for the
promotion of exports and for matters connected therewith or incidental thereto.”

With the objective of moving from islands of exports to catalysts of
economic and employment growth, the Committee proposed to rename
SEZs in India as 3Es — Employment and Economic Enclaves. Today,
SEZs are viewed as zones promoting only Exporters with special
privileges; rechristening the name to 3Es will enable bringing together
all categories of investors that enable economic activity or job creation,
not just exporters but also investments targeted towards leveraging the
domestic demand.

The other key view of the committee is to review requirements of Manufacturing enclaves and Services enclaves
separately. Given that business nuances and enablers for the manufacturing and services sector are different, the
committee recommends separate development frameworks including formulation of separate set of operational
rules and procedures for these two types of enclaves.

The committee also recommends that area & sector based requirements (e.g., multi products, sector specific etc.)
should be reviewed, and to promote higher demand for sector specific enclaves, similar nature industries or non-
polluting industries sectors could be allowed in certain sector focussed enclaves . MOCI could review formulations
of rules to this effect.

Manufacturing 3Es and Services 3Es recommendations are therefore categorised into those specific to
manufacturing and services sector. Besides, the committee has also suggested general recommendations, which are
common to both manufacturing and services with specific reference to 2X2 matrix discussed above. Relevant case
studies have been enclosed in Annex 1 and 2.

In addition to amendment in SEZ Act, necessary legislative changes should be undertaken in other applicable laws,
simultaneously, to avoid any ambiguities or uncertainties in implementation of proposed framework. This may
include FEMA, Income Tax Act, GST regulations, Customs & Excise Act, Foreign Trade Policy, State Laws and
relevant sectoral laws etc.
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1.2.1 Employment and  Economic Enclaves: Strategic
Recommendations for both Manufacturing and Services

sectors
Smmmnﬂjegnﬂfmmd,ﬁmmmm“fummmmmmdrlbﬂmrmhﬂmm
managing demand between domestic or export market. The Committee recommends moving away from island

of exports to more integrated hub for employment and economic activities enabled by quality
infrastructure and ease of doing business. The key recommendations from a policy framework perspective
have been summarised in the below table:

Table 1: Strategic Recommendations for both Manufacturing and Services sectors

Recommendations

|Pmmntedamaud : » Tightening the approval process for new enclaves based on minimum

. driven approach j development obligations, time-bound investments and operationalisation of
 instead of supply i, businesses with finite number of extensions to deadlines.

|ﬂisﬁ_n.ginmm{lrof » Beyond private sector driven Enclaves, Central Government could plan
land parcels in various focusing on a few but large zones as future zones of excellence in
Government initiatives. manufacturing (similar to Institute of eminence program in Education sector).

| These zones can be developed closer to port and in key manufacturing hubs to

' enable growth of manufacturing and can be supported by anchor investments

for trunk and link infrastructure by the Government. Around 5 to 6 zones

' could be developed by the Government with highest quality infrastructure and

| connectivity. Till these projects are saturated, no new projects may be taken

| up by the Central Government. Such priority sector zones may be considered

from ready for investments zones in DMICDC, Chennai Bengaluru Industrial
Corridor (CBIC) and VCIC, etc.

+ Develop a system to map and monitor operational zones before permitting
new Zones and put a geographical restriction between Zones to avoid
clustering

wﬁ‘ﬁ%-&ﬁ.rﬁﬁ §‘1L -+ _\
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Infrastructure Status to . mmm&mmdwdm
improve access to Affairs, has granted “Infrastructure Status” to five main infrastructure sectors
improved financing and 29 infrastructure sub sectors. This status allows these sectors to be
options . entitled to a number of benefits and concessions. Further, it gives access to

improved foreign finance through external commercial borrowing.
Infrastructure Status can be extended to all components of a 3E
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1.2.2 Employment and Economic Enclaves for Manufacturing
Sector: Policy Framework

The Committee recommends incentives to be used for ecreation of manufacturing ecosystem delinked
from exports with seamless interface with domestic economy, which in turns promotes exports in
mm:'m; The key recommendations from a policy framework perspective have been summarised in the table

Table 2: Key identified focus areas/recommendations for manufacturing sector

any level to the executive summary) as has been done in EOU framework for DTA
clearances. This facility should also be made available to SEZ units operating
{ | under SEZ framework, to be continued once migrated into 3E framework.
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Export duty should not » Inthe amendments on 19 September 2018, for goods subjected to export duty,
be levied on goods _ such supplies by domestic seller to businesses in zones is made subject to
supplied to developer export duty as well. However, such duty under Customs law is levied on export
and used in of goods out of India. Hence, supplies to zones cannot be considered as
manufacture of goods “exports” as defined in Customs law. In fact in past this aspect has been subject
~exported ——of litigation and courts have struck down such levy. The levy should be
| reviewed, and if it all it needs to be levied, following categories of supply should
be excluded from levy:

| o Supplies made to the developer/ co-developer
o Supplies used for manufacture leading to emergence of a different finished
j goods (involving substantive transformation/ processing, tariff shift
~ | between inputs and finished goods, value addition, etc) = '

& ” ﬂmm. .'. J x dan ' e . ] = f

lease for developers I looking to develop zones including associated infrastructure. Therefore, they

| Gnd Sansitts . opt for alternative options or destinations with more generous terms

' | »  Hence, flexibility of lease period for units and developers will enable taking a
E longtarmviawunthepm]a:tnndemhleﬂnmmtngfortheirdwelnpmmt

Note:

*  Noexport linked bengfits

*  Annexure 2 to the executive summary sets out indicative chart of tax structure in the proposed incentive framework that would
help integrate units in 3E zone to mainland seamlessly
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1.2.3 Employment and Economic Enclaves for Services sector: Policy
Framework
The Committee recommends continuing with the present SEZ policy dispensation framework for services

and broad-banding with strategic focus on some services. The key recommendations from a policy
framework perspective have been summarised in the table below:

Table 3: Key identified focus areas/recommendations for services sector

Focus Arca Recommendations

$ h‘ W 3 '.-
Beoad banding A Almﬂfmnm&nmastratepcnnﬂgm“ﬁperspeﬂwemu]dbedmloped.

definition of through detailed studies involving relevant stakeholders. Such list potentially
aemiamfaﬂm_\nng could be bunched together as:

multiple services to Type a: IT / Fintech / Design / Legal / Financial Services / Healthcare /
come together MROs for global aviation or electronics industry / Biotech / Tourism / audio-

visual services /[ legal / communication / media entertainment/education, or

Type b: Services for manufacturing entities, Logistics / MRO / leasing /
environmental / recycling

« Analyse current regulatory and procedural bottlenecks restricting growth of
the identified services and develop enabling framework e.g., regulatory
restrictions on Financial Services or requirement of prior environment
clearances approvals for Service 3Es

= Dispense with the present sectoral based classification/ categorization of
services and allow multiservice SEZ. In the proposed framework, allow 3Es
the flexibility to house services which can potentially co-exist e.g. healthcare,
R&D, etc. or has locational relevance from logistics or turn around
perspective e.g. port based logistics services, MRO for ships and electronic
goods, ete. as envisaged in flexibility extended in amendments undertaken in

2!:::13
T T e A TR
Mﬂﬁ | mwtmmmmf innmﬁon, Indumﬂtf, Value addition

ete. to identified strategic industries on same lines as in mauuﬁcm:mg

+  Provide procedural relaxations ineluding simplification of processes, ease in
day to day operations, etc. Annexure 7 to the main report sets out a detailed
list of recommendations of the committee. Few examples are stated below:

o Sharing of duty exempted assets and infrastructure should be allowed to
‘entities with specific approval as presently allowed to EOUs/ STPs

o The requirement of receipt in foreign exchange for services provided in
DTA should be dispensed with and should be brought at par with

: treatment given to clearance of goods to the DTA specially since such

| services are no longer counted towards NFE

o Asall IFSC units are licensed by Financial Services Regulator to carry out
permissible activities, it is proposed that requirement of Net Foreign
Exchange under the existing regulations should be exempted for IFSC
Units in the proposed framework. For instance, a Re-insurer operating
from IFSC receives premium in foreign currency, however, in case of
global claim, would be required to pay in foreign currency and thereby it
may not be able to achieve positive NFE earning
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1.2.4 Employment and Economic Enclaves: Common Policy
Framework

The key recommendations common to manufacturing and services 3Es from a policy framework perspective have

Tuﬂ:q.'.l..'cy Wmmmmﬁrm the sectors

' Dispute resolution = Provide for a swift resolution of disputes through arbitration mode or through i

'thmughlrhmm-nd commercial courts over other dispute redressal mechanism. Existing legal
|mnmrmlm | framework may be amended and aligned with the Arbitration & Conciliation |

, | Act, 1996 permitting parties to appoint an arbitrator (Annexure 4 to the |
i executive summary sets out the indicative mechanism of dispute resolution)

A i g ) PP 1 R el 8 WA M o e S W R e e g D e, ki e i o 0 o el g

Instead of upfront exemptions, specific methodology may be evaluated for
incentivising the service provided to users in the PA

Unitswithlntheendmtubepmidadwiﬂ:mmpeﬁﬁmuﬁljﬁuhriﬁstn|
ensure are not paying rates higher than available

Note: The proposed recommendations are for developers as well as units
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1.3 Transition of existing SEZs to 3Es framework

Existing SEZ stakeholders (developer or co-developer and units) are currently enjoying fiscal and non-fiscal
benefits under SEZ framework. On transition to new framework per the timeline as may be agreed, the policy
framework should have a ‘transitional clause’ ensuring the following to enable a seamless transition, amongst other
things:

Status quo on duty or tax benefits already availed including export benefits;
No additional conditions on existing operations;
No penal consequences including recovery proceedings on such transitions;

Existing SEZ units to migrate to 3E framework and for establishment of new businesses or expansion of
operations in 3Es; and
Pending litigations or disputes to be dealt under the old regime.

Apart from requirement of transition clanse as discussed above, specific provisions/ regulations/ procedures under
various laws e.g., SEZ, FEMA, Foreign Trade Policy, Customs and GST, etc. will require a review and realignment
to adopt the proposed 3E framework.

(This space has been intentionally left blank)
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1.4 Indicative action points for proposed Zone
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No export duty should be levied on supplies
from Domestic Tariff Area to SEZ as
“exports” in terms of Customs Act, 1962 is for
goods exported out of India

ufﬂavernmmuﬂndmtnbe integrated with
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- Amendments in FEMA, Income Tax Act, GST -

Note: The proposed recommendations are for developers as well as units
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Annexure 1

Case study: Developing an ecosystem for electronics
manufacturing in Economic and Employment
Enclaves (3Es)

Opportunity at hand:

The electronics sector imports in India is among the third highest, in
terms of share in India’s total imports bill, after petrolenm and gold
which are resource-based products. Domestic demand for electronics is
expected to grow at 41% CAGR till 2020. However, import dependency is
expected to increase from 60% to 74%. It is anticipated that in the
absence of any corrective measure, electronics imports bill might surpass }
oil imports expenses by 2020. The Government would need to look at
ways to reduce this imports dependency, through a sector-focused
roadmap encouraging domestic manufacturing.

At present, of the country’s total demand for electronics, imports + Dioaratsc mssdacterg i USD bille
comprise of 50-60% finished products and 70-80% of components.+ Doty demassd i bl 1N
Compared with other Asian electronics manufacturing economies like

China, Singapore, Japan, Thailand etc., India is mostly an assembler for electronic goods, rather than a participant
in the global supply chain as a high value added manufacturer. This can be substantiated with the example of mobile
phones (HS-851712). From a finished product exports perspective, China’s exports (US$ 48.3 Billion) are
approximately 100 times of India’s exports (US$ 0.48 Billion) in 20175, But, a further comparison in terms of
exports of components for mobile phones such as displays (HS-851770), shows that China’s exports (US$ 116
Billion) are a whopping 800 times that of India (US$ 0.14 Billion of exports). Clearly, there is an opportunity to
develop domestic manufacturing capability in this sector, especially around components/intermediates.

Key issues facing the sector

There are multiple issues facing the growth of indigenous manufacturing capabilities in the electronics sector, which
are broadly across availability of quality infrastructure, competitive utility costs, logistics costs, skilled labor
availability, ecosystem of R&D and regulatory concerns, These have been showcased in the below exhibit.

Some of these issues are enmeshed with each other, for instance, factors like lack of quality infrastructure, high
utility costs and regulatory issues are considered as some of the key reasons for inability to attract the component
manufacturing (semiconductors, displays, printed circuit boards, ete.) units. This in turn has resulted in absence of
component supply base, which leads to higher logistics cost for components imports; further reducing country’s
attractiveness to the finished goods manufacturers to invest. Currently, India has two fabrication units, however
none of them are used for commercial use®, and this makes the country a net importer of semiconductor chips.
Semiconductors are estimated to form about 30% of the cost of an electronic product/system.”

4 hittpss/ v livemint.com/Opinion/Cs8Ax DoChBxbd EhYZUKafP/Electronics-manufacturing-needs-a-policy-push.html
5 ITC Trade Map, PwC analysis

hgmmnmmmmmmmhummwmwmmmmmmnm
shiow

* hitp://niti.gov.in/writereaddata/files/document _publication/Electronics%20Policy®20Final %20Circulation. pdf
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Further, it is important to note that specific issues around these broader concerns vary across the value chain of
electronics manufacturing. For example, product design and innovation driven companies perceive lack of highly
skilled workforce as an issue in India, which in turn is emanating from the lack of an ecosystem of manufacturing
capabilities and industry-academia linkages. On the other hand, companies involved in assembly, packing and

testing, which typically look for tier 2/3 cities as location to save on real estate costs, are grappling with availability
of medium skilled manpower in the vicinity.

How Employment and Economic Enclaves can address the issues?

Government can help address the above mentioned industry concerns through 3Es development framework, which
looks at harmonizing the regulatory environment, create an ecosystem of collaborative R&D and provides other
enablers like skilled workforce development, access to finanee ete, For example, extension of “infrastructure status”
to all the components of 3Es will enable the units to access cheaper finance through External Commercial
Borrowing (ECB), especially addressing the concern of capital intensive segments of electronics manufacturers.
Similarly, the improved external and internal infrastructure in these enclaves, can address the issues around
infrastructure bottlenecks and logistic inefficiencies.

Ability to have one unit serve both domestic market and international market. Component manufacturers can also
enjoy the benefit and therefore the market becomes attractive for entire manufacturing ecosystem.
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manufacturing units Benefits to developers Benefits to country
Access to quality infrastructure at Availability of support for link Increased economic activity
competitive rates, leading to overall infrastructure development and
other infrastructore development
Improved ease of doing business Improved ease of doing business Creation of quality jobs
| and harmonized regulations
(especially for component
manufacturing)
Access to suppliers and predictable Economies of scale and predictable Development of quality
bum?ng demand for land offtake infrastructure, with improved
connectivity
Availability of a collaborative Availability of skilled workforee Participation in global value chain
research ecosystem providing and improved image of the country
access to highly skilled workforce
Access to cheaper financing options Access to cheaper financing options
for capital intensive manufacturing for capital intensive infrastructure
investments developments
Access to domestic marketand
removed dependencies on exports
for benefitting from incentives
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Annexure 3
Administrative Framework: 3Es
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Annexure 4

Dispute Resolution: 3Es

transactions
Outsourcing & financial
services

Consultancy agreements
Joint Venture agreement
Construction &
infrastructure contracts
Technology development
agreements

IPR issues

Insurance & Re-

insurance

Franchisee agreement
Service contract

Rent & tenancy
transactions relating to
aircraft, aircraft engines,
aircraft equipment

and helicopters,
including sales, leasing

***For dispute with the
authorities involving:

- Approvals

EODB

Interpretational issues
Violation of the policy &
regulations
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2. Background

As compared to India, certain countries leveraged exports as a key driver of economic growth—focusing
simultaneously on import substitution and export-led growth. This involved adopting a differentiated economic
policy to attract investments (especially foreign investments), and promote manufacturing and trade. This led to
the development of economic zones—with several successful examples in Asia and Latin America.

Globally, there are around 4,300 economic zones®, following different nomenclatures based on their area of focus
or development objectives, location, incentives provided and type of activity undertaken by them. To state a few,
Commercial Free Zones or Free Trade Zones and Free Zones (Colon Free Zone, Panama), Export Processing
Zones (Shannon Free Zone, Ireland and Masan Free Zone, Korea), Free enterprises (FEs) or single factory or
single unit free zones (Mauritius Export Processing Zone, Africa), Free-ports (Agaba Special Economic Zone and
Chinese SEZs).?

Although several countries experimented with the economic zones concept, through various models of
development, only a few have been successful in leveraging the concept to drive manufacturing and export
growth. To begin with, China’s experience with Special Economic Zones (SEZs) is one of the most successful
examples of economic transformation using the SEZ concept. China started with only four zones at the initial
stage to experiment with market-oriented economic reforms, and eventually rolled out these relevant reforms
and zone program throughout the country in more diversified forms. Therefore, China focused on enabling a
limited mumber of zones (to manage over-supply issues) and maintained long-term focus on
these zones (for more than three decades).

US$ 1.4 trillion of exports from six SEZs, 2014

600 390 445

480 200
hae 160 g1 110

S LI B S

Source: Experience Gained in the Development of China's Special Economic Zones, China Development Bank*®
Note: US$ billion

Similarly, Indonesia developed its economic zones in a steady manner to first showcase tangible results and
then attract further investments into existing zones, which resulted in a sizeable economic
activity offering economies of scale. Among developing countries, Vietnam serves as a good example;
having leveraged the economic zones concept to propel economic growth. A key observation is around the
framework adopted for according incentives to the investors, which is based on the nature of
proposed manufacturing activity, and the choice of location where investments are made, and is
not just limited to exports.

The existing SEZ policy of India requires consideration of such relevant lessons from various global experiences

of economic zone development, to identify relevant policy measures suiting the Indian context. The Government

of India announced its SEZ policy in the year 2000. A comprehensive legislation, the SEZ Act was passed in 2005

(the Act) and SEZ Rules came into force in February 2006 (the SEZ Rules). The main features of the policy

~included tax holidays, exemption from import duties and single window clearances for central and state
approvals. Subsequently, various states across India enacted state-level SEZ policies, acts and rules.
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Currently, the number of operational SEZs in India stands at 225. As shown in the exhibits below, the IT and ITeS
sector is dominating with approximately 58% of total operational SEZs and hosting 4,886 approved units.=2
Multiproduct SEZs account for 11% of all SEZs in the country, followed by sector-specific SEZs in Engineering
(5%) and Pharmaceuticals or Chemicals (5%) sectors.

SEZs in India: 1035 | Sectoral Distrubution of Operational SEZs

as on June 2018 as on June 2018
Operational
SEZs
= \
22%
Approvals
420
1%
SEZS Approvals
453 32
34% %

Source: Fact Sheet on Special Economic Zones, www.sezindia.nic.in

From a performance evaluation perspective, SEZs in India have on an overall basis have contributed to
employment generation, investments garnered and exports'3; however, in terms of its objectives of boosting
exports led by manufacturing, the performance did not meet the initial expectations. SEZs generated around 1.9
million jobs by FY 2018, which seems significantly lower than the Government’s target of creating 100 million
new jobs by 2022 under the ‘Make in India’ program. SEZ performance snapshot outlined in Appendix 2

One of the reasons for low employment figures is due to below participation of manufacturing units in SEZs.
Similarly, total investment in SEZs (both private and government) stands at INR 4.74 lakh crore as on 31 July
2018, which is much less when compared to the cumulative investments attracted by other economies such as
China, Vietnam, Indonesia, etc., in their respective economic zones. Exports from SEZs stands at INR 5.8 lakh
crore in 2018; however, share of goods exports from SEZs remains relatively low compared to SEZ
services exports. It is only 15% (FY 2016-17) of total SEZ exports. Notably in the service sector, it was primarily
the IT and ITeS sector that significantly contributed to the exports while the focus on other value added services
was completely missing, despite regulations allowing host of services, which could have been part of the
landscape.

Several other reasons and challenges have been attributed to this limited performance of SEZs in India over the
years, which vary from:

» process inefficiencies such as lack of single window mechanisms;

« regulatory hurdles such as inflexibility in usage of Non-Processing Area (NPA), lack of export benefits on
DTA exports by FTWZ units, mandatory foreign exchange earnings for services provided in DTA, ete.

* infrastructure bottlenecks such as lack of quality link infrastructure within SEZs to name a few.
A detailed list of such issues have been showecased in Appendix 3.

Having said that, a key reason attributed to limited performance of SEZs in India is the inconsistency in
government policies in terms of bestowing incentives to investors. For example, initially, there was no sunset date

zindia.nic.in/upload /sh67f4c187566 FACT-SHEET.pd
13 hitp: indis.nic.i FACT-SHEET . pdf
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for Minimum Alternate Tax (MAT) exemption', However, this exemption was withdrawn on developers of SEZs
and units operating in SEZs with effect from 1 April 2012% at rate of 18.5% and exemption from dividend
distribution tax (DDT)* offered to SEZ developers was also rolled back.

By 31 December 2015, the numbers of approved and notified SEZs declined to 412 and 329, respectively. More
than 15,000 hectares of SEZ land was de-notified between July 2012 and January 2015.7 The misalignment of
the regulations by multiple stakeholders/authorities such as Reserve Bank of India (RBI), Customs, Income Tax
department, and MOCI including States has affected the SEZs adversely.

Integration of SEZ area with the mainland is still a challenge for SEZs in India. Further, the commitment from
developer is present only inside the zone and there is no concentrated approach of development capturing the
both the inside and outside area as a whole. Furthermore, the Act and SEZ Rules were notified as an all-
encompassing legislation for growth and operation of SEZs. However, in realty the law has not been effective in
meeting the objective as some of the provisions were either not operationalised completely or remained more of
a policy objective. Some of the key examples are illustrated in the box below -

Although some of the operational issues/challenges were addressed through amendments in the SEZ Rules, these
were largely facilitated through ad hoc instructions. Nevertheless, this occasionally, led to difference in
interpretation by the stakeholders, the Customs, and other Tax authorities. Lack of corresponding amendment
to the SEZ Rules at times, also led to divergence in practice followed by the authorities in different geographieal
regions. This flip-flop and uncertainty has reduced the sheen of SEZs in India. Some of such illustrations are
outlined in the box overleaf.

In fm:t changes in SEZ Ru]es effected in September 2018 has further impacted operational feasibility of certain

In view of these challenges and lessons learnt from past experiences, the MOCI and Industry, Government of
India, constituted a Committee headed by Mr. Baba Kalyani, Chairman & MD, Bharat Forge Ltd. to
study the existing SEZ policy of India and prepare a policy framework to adopt strategic policy measures, which

14 The MOCI amended the Income-tax Act, 1961 through Special Economic Zones Act, 2005 to provide that MAT should not
apply to the income accruing or arising on or after 1 April 2005 from any business carried on or services rendered by an
entrepreneur or a developer, in a unit or a SEZ.

5 vide Finance Act, 2011

L] Exempnun frum DDT under Sa:tlun 115—0 uH]le lncume Tax Ant wils mtl‘idmwri from :s:l:.lune 2011
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are future ready, investor friendly, and correspond to global market needs and at the same time uphold the best
interest of the country. It will be important to create an ecosystem, which helps India to capitalise on global
growth opportunities while developing its own highly competitive manufacturing and service base and at the
same time generating quality employment avenues.

(This space has been intentionally left blank)
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3. Setting the objectives

The Government of India has set a of creating 100 million jobs and achieving 25% of GDP from the
manufacturing sector by 2022, as part of its flagship ‘Make in India’ programme. Furthermore, the Government
‘plans to increase manufacturing value to US$ 1.2 Trillion by 2025. While these are ambitious plans to propel
India into a growth trajectory, it requires evaluation of existing policy frameworks to catalyse manufacturing
sector growth. More so, when several indicators do not convinee of an accelerated pace of manufacturing sector’s
growth, some of which are discussed below.

First, India's manufacturing competitiveness has not improved much over the years. In the last two decades,
significant global trade liberalisation have been carried out both multilaterally as well as through preferential
trade agreements route. Nevertheless, the trade deficit has been significantly increasing over the years as imports
have been continuously rising despite aggressive tariff intervention by the Government, as can be seen from the
table below —

Import values in US$ million

Certain sectors are showing high domestic demand and needs to have a plan for import substitution. One of them
being Electronics sector where it is anticipated India will have an excess of US$ 100 Billion dollars of import by
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2020, and this sector can be attracted to the employment and economic enclaves. An illustrative case study in
this context is outlined in Appendix 4.

Compared to other major economies such as China, India has not been able to achieve much on its manufacturing
growth front, which is evident from the stagnant growth in manufacturing contribution to overall GDP of the
country. Countries such as China and Korea have maintained their contribution from net value addition to GDP
L el TSR ratios at a high level (~25% and above). India, on

T .“.I... facturi the other hand, remained stagnant at lower levels
ns?;suhﬁfﬂﬂaﬁmmguhumm" (15-16%). Furthermore, even at lower levels, other
stagnant at low contribution of manufacturing to challengers such as Bangladesh and Vietnam were

GDP able to increase this. Secondly, Indian SEZs did not

bear the same results as Chinese economic zones.
350 Tl v early twenty first century were set with an agenda
to become part of the global trade. The promotion
of export-oriented units and later on SEZs, under
the ambit of the Act, was therefore, a strategic and
relevant move during that period, aligned to this
agenda. It was expected that SEZs will trigger a
large in-flow of foreign and domestic investment in
infrastructure and production capacity, thereby

% contribution to GDP

i : RSl TN . spurring additional economic activity and creating
employment opportunities. However, it became

e clear that these strategies were not enough for the

B ﬁ' — Indian SEZs to have a competitive edge over the

Chinese mega economic zones, which by then had
capitalised on the opportunity to create
T e manufacturing hubs providing economies of scale.
2000 2005 2010 2015 2017 As gross SEZ exports and employment increased

1.0 — =

s Bangladesh === China e il phenomenally in absolute terms, their growth
rates were not encouraging over the last decade. In
== Korea, Rep, ====Thailand ====Vietnam the current scenario, there is a situation of over
N e S . | Sa— e mmwlﬂlmu[m -I- mﬁ I
issues of low utilisation.

Source: Study team analysis; World Bank database

As global and technological challenges related to
sustaining India’s export growth are continuously on the rise, the Government will need to relook at their
economic policies, especially around SEZs, to improve their manufacturing competitiveness. India is unarguably
seen as one of the major consumption centres by global companies. However, focusing only on exports under
SEZs may lead to this opportunity being lost. The policy framework will need to evaluate existing approaches of
creating such facilities (which is largely supply driven) and identify ways to respond to the market scenario to
make such facilities more attractive to investors. At the same time, it will be important to plan for future
modalities for quality supply creation (land bank) to cater to industrial demand.

Even though it is argued that the SEZs in India had limited impact on achieving their intended objective of
encouraging manufacturing exports, IT and ITeS SEZs contributed significantly to overall SEZ exports. The
Government has also set its target of increasing its services sector GDP to US$ 3 Trillion by 2025. The key enablers
for growth in the services sector are different from that of manufacturing—requiring broad basing of sectoral
focus to include other services such as financial services, medical tourism, eco-tourism, legal services, repair
services, etc. Accordingly, the Government may not require to completely overhaul its existing SEZ policies
towards services, rather devise measures in consultation with industry and other stakeholders to make it more
attractive for the investors.

In view of these, the MOCI and Industry, Government of India, constituted a Committee comprising of eminent
persons, headed by Mr. Baba Kalyani, Chairman & MD, Bharat Forge Ltd., to study the SEZ policy of
India and prepare a policy framework to address the requirements mentioned below:,
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The Committee reviewed the relevance of existing SEZ policies of the Government and followed a comprehensive
approach (detailed in Appendix 5)—focused on secondary data review and primary consultations, to come up
with recommendations. PricewaterhouseCoopers Private Limited was appointed as a knowledge partner to
support the committee in this endeavour

Proposed Policy Framework for Employment and Economic Enclaves (3Es) in Indla Page 34 of 133




4. Committee recommendations :
Strategic Shift

In view of the key objectives of this study outlined in the chapter, the Committee had a series of consultations and
inputs from various stakeholders to arrive at a set of recommendations, which are broadly categorised into 2X2
matrix categories, that is:

1. Fiscal interventions regarding institutional and regulatory alignment

2. Fiscal interventions regarding infrastructural inputs

3. Non-fiscal interventions regarding institutional and regulatory alignment
4. Non-fiscal interventions regarding infrastructural inputs

Given the recommendations towards fundamental shift in purpose and principles of the SEZs in India,
appropriate amendments may be required in the Act to incorporate changes and achieve the purpose set out in
the very first sentence of the Act, reproduced below:

“An Act to provide for the establishment, development and management of the Special Economic Zones for the
promotion of exports and for matters connected therewith or incidental thereto.”

With the objective of moving from islands of exports to catalysts of
economic and employment growth, the Committee proposed to
rename SEZs in India as 3Es — Employment and Economic Enclaves.
Today, SEZs are viewed as zones promoting only Exporters with
special privileges; rechristening the name to 3Es will enable bringing
together all categories of investors that enable economic activity or job
creation, not just exporters but also investments targeted towards
leveraging the domestic demand.

The other key view of the committee is to review requirements of Manufacturing enclaves and Services enclaves
separately, Given that business nuances and enablers for the manufacturing and services sector are different, the
committee recommends separate development frameworks including formulation of separate set of operational
rules and procedures for these two types of enclaves.

The committee also recommends that area & sector based requirements (e.g., multi products, sector specific etc.)
should be reviewed, and to promote higher demand for sector specific enclaves, similar nature industries or non-

polluting industries sectors could be allowed in certain sector focussed enclaves . MOCI could review formulations
of rules to this effect.

Manufacturing 3Es and Services 3Es recommendations are therefore categorised into those specific to
manufacturing and services sector. Besides, the committee has also suggested general recommendations, which
are common to both manufacturing and services with specific reference to 2X2 matrix discussed above. Relevant
case studies have been enclosed in Annexure 1 and 2 to the executive summary.

In addition to amendment in SEZ Act, necessary legislative changes should be undertaken in other applicable
laws, simultaneously, to avoid any ambiguities or uncertainties in implementation of proposed framework. This
may include FEMA, Income Tax Act, GST regulations, Customs & Excise Act, Foreign Trade Policy, State Laws
and relevant sectoral laws ete.
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4.1 General Consideration

4.1.1 Focus on compliance with WTO Agreement on Subsidies and
Countervailing Measures

The WTO Agreement on Subsidies and Countervailing Measures (the SCM Agreement)'® is based on the
fundamental principle that a subsidy that distorts allocation of resources within an economy should be subject to
its discipline. Where a subsidy is widely available within an economy, such a distortion in the allocation of
resources is presumed not to occur. Therefore, only “specific” subsidies are subject matter of compliance with the
SCM Agreement while non-specific subsidies are exempted's.

a. Enterprise-specificity — A government targets a particular company or companies for subsidisation.
b. Industry-specificity — A government targets a particular sector or sectors for subsidisation.
¢. Regional specificity — A government targets producers in specified parts of its territory for subsidisation.

d. Prohibited subsidies — A government targets export goods or goods using domestic inputs
for subsidisation.

All the specific subsidies fall into below categories*" —
L Prohibited subsidies:

The specific subsidies that directly affect trade and therefore are most likely to have adverse effects on the
interests of other members are prohibited. For example, specific subsidies contingent whether wholly or as one
of several conditions on export performance are prohibited (“export subsidies”)=. Likewise, specific subsidies
contingent upon the use of domestic over imported goods (“local content subsidies”) are also prohibited.

II. Actionable subsidies:

Actionable subsidies are not prohibited. However, they are subject to challenge in the WTO, either through
multilateral dispute settlement or through countervailing action, in the event that they cause adverse effects to
interests of another WTO Member. It has been seen that most member countries affected by imports of products
benefiting from actionable subsidies resort to impose countervailing duties.

Export subsidies are prohibited under the SCM Agreement. Limited exception to this rule is for specified
developing countries (referred to in Annexure VII of the WTO Agreement) that may continue to provide export
subsidies temporarily until they reach a defined economic benchmark. The said exception is applicable to the
developing country members which:

s Are least developed countries (LDC) designated as such by the United Nations, which are Members of
the WTO; and

s Have Gross National Income (GNI) below US$ 1,000 (at constant 1990 dollars), for three consecutive
years.=

# Article 1 of the SCM defines subsidy to mean a financial contribution by a government or a public body. The definition
contains three basic elements i.e. (i) a financial contribution (ii) by a government or any public body within the territory
of a Member (jii) which confers a benefit. All three of these elements must be satisfied in order for a subsidy to exist — See
text of the SCM at https:/ /www.wio.org/english/docs_e/legal _e/24-sem.pdf

w https: / /www.wto.org/english /tratop_e/scm_e/subs_e.htm

=0 https:/ f'www.wto.org/english /tratop_e/scm_e/subs_e htm

2 Article 3 of the SCM

22 Exception under Art. 27.2 of the SCM provided LDCs and developing countries with per capita income of less than US$
1000 (Annexure V1I). In Doha round WTO adopted an alternate methodology for calculating threshold in constant 1990
dollars
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Furthermore, export subsidy needs to be phased out in eight years when a country reaches at least 3.25% share
in global exports of a certain product for two consecutive years.= In 2010, the US made a formal request to the
WTO to check export competitiveness of the Indian textiles sector.

Recently, the US requested consultations with India in the WTO alleging that subsidies through various export
promotion programmes, including the SEZs,* appear to be inconsistent with Articles 3.1(a) and 3.2 of the SCM
Agreement, as India has graduated from the Annexure VII list of countries on account of crossing the threshold
GNI of US$ 1,000. On 23 March 2018, Canada and the European Union requested to join the consultations.
During WTO consultations, India provided a detailed understanding of the schemes implemented under its
Foreign Trade Policy by the US. Nevertheless, the country moved forward its request to the WTO Dispute
Settlement Body to constitute the Panel, which was constituted on 23 July 20182,

In this context, it is important to note that the WTO members are very active in dispute settlement, both as
complainants and as respondents. The subject matter of disputes brought to the WTO continues to span a wide
range of agreements, including the SCM. The table below lists top WTO members actively involved in disputes,
from 1995 to 2017;

Respondent Complainant
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Given that India is one of the top countries that faces disputes at the WTO and the US, the EU and Canada are
actively pursuing the case before the WTO Dispute Settlement Body, any export contingent subsidy is at the risk
of potentially becoming prohibitive.

Further, both GATT Article XVI and Article 1 of the SCM Agreement allow duty-free import of intermediate goods
used for products destined for exports. These are not treated as subsidies in the WTO=%, This may allow duty-free
import of intermediate goods and other inputs that are used and embedded in the export items by SEZs. However,
imports of capital goods (or duty drawbacks) are not treated in the same way as physical inputs, Therefore,
exemptions and remissions of duties and indirect taxes given to import of capital goods are at the risk of being
construed as subsidy under the SCM Agreement. Hence, it is essential to evaluate the requirement of a
new framework, suggest measures to cater to the needs of manufacturing business in the present
economic scenario aligned with WTO framework on subsidy and countervailing agreement.

In the said context, Dominican Republic is a classic example of regulatory reforms aimed to eliminate
incentives contingent on export performance for entities in the SEZ. The regulations in the Dominican Republic
placed restriction on local sales in the Domestic market as these placed Bo% of export share requirement. The
General Council of the WTO established December 2015 as the final deadline for elimination of export subsidies
in the Dominican Republic®,

= Article 27.5 of the SCM

% The Consultation document uploaded at WTO website specifies the US' allegation as below -
“It appears that India provides export subsidies through: (1) the EOU Scheme and sector specific schemes, including
Electronics Hardware Technology Parks Scheme,1 (2) the Merchandise Exports from India Scheme, (3) the Export
Promotion Capital Goods Scheme, (4) Special Economic Zones, and (5) a duty-free imports for exporters program.”

25 hittps:/ fwww.wio.org/english/tratop_e/dispu_e/cases_e/ds541_e.htm

6 Footnote 1 of the SCM Agreement says that “the exemption of an exported product from duties or taxes borne by the like
product when destined for domestic consumption, or the remission of such duties or taxes in amounts not in excess of
those which have accrued, shall not be deemed to be a subsidy”.

*7 hitps:/ /www.wto.org/english/news_e/news12_e/scm_230ct12_e.htm
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In order to comply with the WTO discipline on prohibition on export subsidies, the country reformed its SEZ
Scheme in a phased manner as described below:

Specific changes in the SEZ Regulations in the Dominican Republic is tabulated in Appendix 6.

In this context, it is highlighted that most of the developing countries listed in Annexure VII have incentives for
their SEZ/FTZ/EPZ/1PZs. Amongst these, only Pakistan has lower GNI per capita compared to India in the Asia-
Pacific region. Notably, countries such as Indonesia, the Philippines, Sir Lanka, Egypt, Bolivia, etc. are at much
higher GNI levels compared to India and are continuing with their SEZ policies without any phase out plans (for
these incentives) as of June 2018. Despite the lower per capita GNI status of India compared to some of the other
Annexure VII countries, the US has initiated formal request before WTO against India and no other country (refer
Appendix 7).

Keeping in view the current challenge from a WTO perspective, this report outlines a framework
that may be adopted by the Government for economic development. This report also outlines
other policy and procedural interventions for improving manufacturing and services related
activities. Realizing the need to move away from the present policy focus on exports, this report proposes
following roadmap for future:

e
===

First, given the recommendations towards fundamental shift in purpose and principles of the zone (proposed as
3Es), appropriate amendments may be required in the Act, SEZ Rules and other relevant regulations to
incorporate changes including the purpose set out above.

Secondly, business nuances and enabler requirements for the manufacturing and services sector are different.
Therefore, the Committee recommends separate framework including formulation of separate set of rules and
procedures for these two sectors. The Committee also recommends that area & sector based requirements (e.g.,
multi products, sector specific, etc.) should be done away with. Manufacturing SEZ and Services SEZ
recommendations are therefore categorized into those specific to manufacturing and services sector. Besides, the
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committee has also suggested general recommendations, which are common to both manufacturing and services
with specific reference to 2X2 matrix discussed above.

In addition sector-specific as well as general inputs/ recommendations as received from various stakeholders
including trade associations, developers, units, government authorities, etc. are captured in Appendix 8.

(This space has been intentionally left blank)
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4.2 Recommendations — Manufacturing

SEZs are currently export focused, this impacts utilisation of units and limits their ability to be flexible around
managing demand between domestic or export market. The Committee recommends moving away from
island of exports to more integrated hub for employment and economic activities enabled by
quality infrastructure and ease of doing business. The key recommendations from a policy framework
perspectives have been provided below.

4.2.1 Facility of sub-contracting for businesses outside 3Es may be
considered to overcome idle capacity of units

The present statutory provisions permit sub-contracting on behalf of DTA for exports. SEZ units have been
requesting permission to allow subcontracting facility for the DTA units for the domestic market needs. This
would help to utilise their surplus or idle capacity and will in turn, increase manufacturing activities and
employment in SEZs including providing seamless support business outside 3Es/ SEZ.

Given the demand from industry, it is suggested that this recommendation is re-evaluated and a flexible approach
is adopted in supporting the business. This may be subject to specific safegnards including, if required, potential
reversal of duty or tax benefit availed on inputs used in manufacture of such goods, as has been done in case of
DTA clearances by EOUs#®, The same is outlined at Annexure 2 to the Executive Summary earlier.

4.2.2 Domestic supplies critical for specific projects and economy to
be considered for NFE computation

Specified supplies to domestic customers is considered for computation of NFE Earnings (‘'NFE’).2* However, by
recent amendments on 19 September 2018, modifications/ exclusions were made in these categories. Some of
these modifications could potentially impact the business feasibility of the units. To illustrate the revised Rule
53(d) permits supply of goods to any project or for any purpose in respect pf which Ministry of Finance notifies
from time to time, permitting import of such goods at zero Customs duty subject to conditions specified in the
above and provided such supplies are made under procedure of International Competitive Bidding.

The inclusion of requirement of International Competitive Bidding projects of national importance e.g. Ministry
of Defence programme for Buy Indian and Buy and Make in India initiative encouraging domestic offset industry.
Hence, the requirement of International Competitive Bidding may be removed for project of national importance
encouraging “Make in India” programme. Alternatively, the status quo prior to 19 September 2018 may be
retained.

Similarly, Rule 53 (n) of the SEZ Rules, which earlier permitted domestic supplies of goods in foreign exchange
either by the customer (through his EEFC account) or from overseas is removed. This removal can encourage

direct imports by the customer and may not help make in India. Hence, this provision may be reinstated and
restricted to goods manufactured by the units and supplied to domestic customer.

4.2.3 Export duty should not be levied on goods supplied to
developer and used in manufacture of goods exported

In the amendments on 19 September 2018, for goods subjected to export duty, such supplies by domestic seller
to businesses in zones is made subjected to export duty. Export duty under Customs law is levied on export of

out of India. Hence, supplies to zones cannot be considered as “exports” as defined in Customs law. In fact in
past this aspect has been subject of litigation and courts have struck down such levy.

The levy should be reviewed, and if at all it needs to be levied, following categories of supply should be excluded
from levy:

s Supplies made to the developer/ co-developer

28 Notification No 52/2003-Cus dated 31 March 2003 as amended
29 Rule 53 of SEZ Rules,2006
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* Supplies used for manufacture leading to emergence of a different finished goods (involving substantive
transformation/ processing, tariff shift between inputs and finished goods, value addition, ete.)

4.2.4 Flexibility of long term lease for developers and tenants

The developer is prohibited to sell land in zone and can only enter into lease arrangements with stakeholders e.g.,
units/co-developers, etc. The current practice of 30 years lease is unattractive for potential investors looking to
develop zones including associated infrastructure. Therefore, they opt for alternative options or destinations with
more generous terms

Hence, flexibility on lease period for units and developers will enable taking a long term view on the project and
enable financing for their development.

4.2.5 Support funding for link infrastructure development and
maintenance to be provided

Link Infrastructure forms a vital part of industrial area development to boost industrial activity. An excellent
infrastructure can be considered to act as a fundamental incentive for both developer and tenant or manufacturer.
This includes smooth and efficient transport infrastructure, last mile connectivity, uninterrupted supply of
quality power and water, and waste management facilities The Government should enhance competitiveness of
the 3Es by enabling ecosystem development by funding high- speed multi modal connectivity, business services
and utility infrastructure. It is critical to provide support to create high-quality infrastructure within or linked to
the zones e.g., high-speed rail, express roadways, passenger/cargo airports, shipping ports, warehouses etc.

Stakeholder consultations also reveal that various SEZs face last mile connectivity issue, which results in added
logistics costs, and delayed deliveries. Absence of proper connectivity results in failure of SEZ developers to
attract manufacturing units, leading to demand shifting to competing areas.

SEZs in immediate or close proximity with trade gateway infrastructure place do not give enough importance on
the last mile connectivity issue. Other SEZs consider it to be one of the major hurdles to remain competitive,
Select developers from such zones are ready to develop the last mile connectivity on their own; however, it is
beyond SEZ borders and thus, falls under the state government's purview, which is not always on the top of
priority list for development.

For development of link infrastructure in enclaves, MOCI may create pool of funds and have a full time Project
Management Unit for disbursement of these funds.

Link infrastructure development for 3Es to be facilitated through MOCI and
State Government schemes for infrastructure development

CASES IN HAND

| R&pubhuﬂfﬁum mmmwmmmmwmfm
. meinﬁ‘mmtmdmaimmetm].ﬁ

Government of Gujarat under its scheme, ‘Assistance to Industrial Infrastructure’
provides around 60-80% of the project cost (up to INR 25 crore) to develop or
upgrade infrastructure facilities required in an industrial estate, industry clusters or
industrial area and/or linked infrastructure/last mile connectivity for industrial
estate/cluster/area.

30 Arpita Mukherjee, SEZ in India: Perception vs Reality
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4.3 Recommendations — Services

The Committee recommends continuing with the present SEZ policy dispensation framework for
services and broad-banding with strategic focus on some services. The key recommendations from a
policy framework perspective have been provided below.

4.3.1Consolidate the gains in service exports by extending the sun-
set clause AND considering other enablers

It is widely perceived that certain Asian countries are using their competitive tax landscapes to attract businesses
from India. To illustrate, the Philippines is attracting Indian IT and ITeS Companies to set up their outsourcing
hubs in their country.

Services from the SEZ is a key contributor to foreign exchange and employment generation. Furthermore, IT and
ITeS SEZ forms approximately 58% of overall operational SEZs in India. Given the contribution of service to
overall exports and GDP of India (53%), it is imperative that these gains are not lost in future, especially as low-
cost skilled hub. While the long term objective is to diversify our service bouquet profile, to consolidate and
safeguard our advantage of a low-cost skilled hub in the short term, it is necessary that the sun-set clause on
existing benefits is revisited as demanded by various stakeholders in their recommendations/ suggestions

Additionally, following may be considered:

* Lower tax rates or exemption to identified “sunrise” sectors to be considered for diversification based on
specified parameters e.g. concessional rate of 9% MAT and exemption from DDT extended to IFSC.

* Enablers or facilitation measures linked to employment, investment, technology, value addition,
infrastructure development, ete. including in terms of deductions on account of capital expenditure, skill
development, employment of women/ special category workforce e.g. specially abled, location with
potential development (priority districts/ zones), ete.

These benefits/ enablers can be extended basis operationalization achieved vis-i-vis milestone communicated at
the time of establishment of 3Es or businesses in 3Es. Similar considerations are adopted in extending benefits/
incentives in other countries and illustrated in Section 4.4.3.1.

4.3.2 Diversify sectoral focus to “sunrise” services

Develop large employment generating services to attract global players in 3Es

The present sectoral dispersion of the SEZs indicates that the biggest beneficiary of the service SEZs in India has
been the IT and ITeS sector. The overall export performance of SEZs (both the manufacturing and service SEZs
together) over the years further shows that majority of exports are from this sector. In other words, the SEZ
scheme in India has flourished for the IT and ITeS sector and the contribution of this sector to India’s service
exports is also well known. While the success story for the IT and ITeS sector in the service SEZs may partially be
attributed to India’s comparative advantage and competiveness in this sector, the sector has also received positive
intervention from the Government through specific enabling framework. For example, by way of periodic
amendments to the SEZ Rules, the Government dispensed with the minimum land requirement criteria for IT
and ITeS SEZs, took measures for promoting IT and ITeS SEZs in smaller cities and as a step towards ease of
doing business issued instructions for allowing authorized employees of these units to Work from Home or place
outside of SEZ3, ete.

Given that employment generation was one of the key objectives of the existing policy, it is important that the IT
and ITeS SEZs continue to play its vital role in the service exports. However, it is equally important that the future
3Es diversify export base of services in order to generate more number of employment opportunities for different
strata of workforce in India, such as employment in the high technology and knowledge-intensive sectors aside
from employment for semi-skilled, unskilled and highly skilled workforce. For that reason, it is important to
identify service sectors, which are capable of growing fast internationally on providing requisite enablers in the
3Es.

# Instruction No. 85
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Paragraphs below outline some of the strategies that could be used to achieve a sustainable expansion/ broad
basing of services —

1) The Government will need to reorient its policies and enablers towards service sectors
where India has competitive advantage in the existing global business environment or
where India has a potential to grow in the near term —

India was the eighth largest exporter of commercial services in the world in 2016 with a share of 3.4%, which
is double the share of India’s merchandise exports in the world at 1.7%. Despite the visible importance of the
service sector exports for the Indian economy, the sector as a whole employs relatively lesser population.
According to an estimate by the ILO, services sector accounted for over two-thirds of total employment in
2016 in most of the top 15 economies3?, except India and China, with India's share of 30.6% being the lowest23,
Therefore, the sector has vast employment potential in India, more so when the sector can also absorb and
generate both semi-skilled as well as highly skilled /educated workforce in highly complex and sophisticated
industries (quality employment).

Secondly, Information and Communication Technology (ICT) service exports from India, which comprises
significant share of service exports, is facing increasing competition from economies like Philippines, Israel,
Brazil, etc.3 Recognizing these aspects, the Government can adopt two pronged strategy to boost and
diversify service sectors in the 3Es —

a. Adopt measures for sustainable growth and improvement of the sectors where India
already has competitive advantage such as IT and ITeS by way of retaining existing
benefits:

In order to promote this sector, the Government is already undertaking numerous initiatives such as
establishment of BPO Promotion and Common Services Centres to help create digital inclusion
mostly in the small towns with the employment target of 1.45 lakh persons; setting up a separate
Northeast BPO promotion scheme with 5000 seats and having employment potential of 15000
persons. 3Es can tie-up with these programmes for participation and provide an already established
technology base and infrastructure, especially the existing zones3s,

With the objective of retaining the current level of growth in the face of stiff global competition,
measures as discussed in Section 4.3.1 above can be considered.

b. Identify service sectors that could be promoted through 3Es and create an ecosystem
for their integrated growth in tandem with other initiatives of the Government such
as ‘Champion Services Sectors Initiative":

The SEZ regulations carry an exhaustive list of services, however, most of them have not experienced
the same growth as IT and ITeS service exports. Thus, as a first step towards diversification, it would
be essential to evaluate the eligible list of services contemplated in the SEZ regulations, WTO and
GST.

Second, from the list of eligible services, the Government may identify service sectors having global
and domestic demand to create a consolidated or “sunrise” list that will be promoted through 3Es.
Such a “sunrise” list can be based on thrust service sectors that the Government has already identified
for promoting their export growth under initiatives like Champion Service Sectors Initiative, etc. In
this context, some of the important services for India based on their significance in terms of GDP,
Gross Value Added (GVA), employment, current dominance in the service exports and future export
prospect in terms of global market potential are listed below as an example for the “sunrise” list.

Below “sunrise” list of service sectors may be considered by the Government promotion through 3Es.
The method of arriving at the “sunrise” list is detailed in Appendix 9.

52 Top 15 economies being USA, China, Japan, Germany, UK, France, India, Italy, Brazil, Canada, South Korea, Australia,
Russia, Spain and Mexico per UN National Accounts Statistics data

3 Eponomic Survey 2017-18 Volume 2 issued by the Ministry of Finance, Government of India

¥ Economic Survey 2017-18 Volume 2 issued by the Ministry of Finance, Government of India

35 The Report does not cover an exhaustive list of measures, technology upskilling, policy initiatives to push the IT sector in
general nor does the Report provide any strategic insights for the sector to survive and thrive in a global market that is
focusing on developing Artificial Intelligence and other innovative technology
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i.  Tourism and Hospitality Services;
ii.  Healthcare and medical tourism;
iii.  Transport & Logistics services such as services at port based service SEZ and dry port service SEZ,
iv.  Accounting and Finance Services;
Audio Visual Services;
Legal Services;
Construction and Related Engineering Services;

Recycling Services — Electronic Waste;
Defence and aviation sector services;
Media & Entertainment services;

Education services such as training of technicians, paramedical and medical professionals, skill
universities, ete.

xiii.  High technology areas such as nanotechnology, etc.

Thereafter, the Government can prepare a roadmap to overcome all kinds of bottlenecks viz. policy related,
procedural, infrastructural, demand-related, etc. faced by these sectors in the “sunrise” list. To illustrate, pre-
approval requirement under Environment law for services can be dispensed with e.g. in cases the projects acquire
“environment accreditation”. Alternatively, the requirement could be made part of post approval compliances,
which can be verified before operationalization of 3Es.

The 3Es will provide the necessary platform, existing infrastructure and certain common enablers available
within the framework to these “sunrise” sectors.

In addition, enablers or facilitation measures would need to be customized depending upon the need of the sector
as each service has its uniqueness. For instance, for Design &Iunmuunmm,ﬂmrewu]dbequuementof
RE&D/lab equipment, prototyping equipment, etc., whereas in the port related/logistics sector, a well-trained
manpower may be guintessential for handling these services. Thus, government may envisage customised
enablers or facilitation measures for each of the “sunrise” sector during the incubation/gestation period
depending upon nature of services, investment needs, skill requirement of the sector, assets, etc. To illustrate,
the tax benefits/ incentives can be considered for a minimum time to start with and could be extended further
depending on performance of the sector. Other sector-specific initiatives/ enablers recommended by the
stakeholders are outlined in Appendix 8.

In addition, these sectors in the 3Es should be entitled to benefit from the incentives under other schemes of the
Government such as the Champion Service sector Initiative and other programmes such as Skill India, etc.
Accordingly, under skill development program of GOI, specific courses should be drauwn up
depending upon services, which are identified for fast track growth.

v
vi.
vii.

viii. Environmental Services;
ix
X
xi
xii
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A pictorial representation of the proposed approach/recommendation is summarized below -

Box overleaf further illustrates some of the strategies/ measures that were adopted for promoting growth of
financial services sector in India and successful efforts of the Costa Rican Government in attracting the global
multinational Company, Intel’s investment in setting up semi-conduction plant in Costa Rica. These case studies
illustrate dimensions that may be adopted for cross-cutting action plans (across existing schemes) for specified
service sectors in the 3Es -

3 Although the case-study involves manufacturing sector. However, the strategy and approach to attract investment may be
relevant to the service sector as well,
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CASE STUDIES

27 Theodore H. Moran. 2011. “International Experience with Special Economic Zones; using SEZs to Drive Development in
Countries around the World”. Centre for Development and Enterprise

Whttps:/ 'www.reuters.com/article /us-intel-costa-rica/intel-closes-costa-rica-operation-cuts-1500-jobs-
idUSBREA3T1TJ20140409

# Page 206~ 207, Thomas Farole. 2o11. “Special Economic Zones in Africa; Comparing Performance and Learning from Global
Experience”. The International Bank for Reconstruction and Development/ The World Bank
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Egypt — Media public free zone
Key features

e The main activities are Media Production Services and Information, Television and Radio
broadcasting

Key enablers

¢ All Suez Canal (SC) Zone investors benefit from a one-stop shop to streamline the

| mgsmﬂn.hoensmgmdgmnungnfpmmltsmthefomufthem&mlmmmcl

| Development General Authority; ,

¢ The SC Zone Authority has been given autonomy over all matters in the zone except national
security;

40 https:/ /www.financialexpress.com/industry/technology /intel-investing-rs-1100-crore-in-india-afresh /717106
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¢ The zone is surrounded by a network of highways to facilitate commodity transfer and
shipment movement as well as tourism and travel movement (for guests/workers in the

project)
2) Clustering approach for similar/compatible units — Concept of broad-banding to be further

The Government introduced some provisions for sectoral broad-banding for specified categories of sectors to
encompass similar/ related areas in 20134, Although the said amendment in the Rules conceptually allows
broader category of similar/compatible units that could be grouped in a sector specific SEZ, this parl:lyaddre:-;ses
the issue. For example, the current provisions allow inclusion of ancillary units and R&D service units in a sector-
specific SEZ say Engineering.+* Now, say hypothetically the local region has potential / comparative advantage for
audio-visual services. However, sector-specific SEZ as a concept allows clustering of similar products or services
of that sector alone, in this case Engineering. Therefore, the current provisions create an embargo to house an
audio-visual service unit in an Engineering SEZ. Similarly, another example could be coexistence of Engineering
Design R&D unit with Pharmaceutical R&D unit. Thus, a better economies of scale can be achieved by adopting
a clustering approach for similar/ compatible units that enables an efficient value-chain, at the same time, not
disallowing inclusion of any sector where the region/location oftheaEhaswmpamweadwntage For example,
Sector specific Electronics SEZ in Gujrat can go for broad-banding with gems and jewellery or any other sector
based upon demand

To sum up, broad-banding can be addressed in below manner —

a. Encourage broader category of types of units that can be set up together, eg.
I'I[Fmtechfbes:gnf Legal /Financial ~Services/Healthcare, etc. - Guidelines on housing of
similar/compatible units in 3Es can be prescriptive in nature and not a mandate;

b. Do not prescribe any specific sectors for SEZs. As sector specific SEZs have issues of limited export
demand. Therefore, explore the possibility of allowing alternate sectors to invest in sector specific SEZs
subject to fulfilment of conditions as may be prescribed.

¢. Mandate a negative list of sectors that cannot be clustered together for reasons of security, environment
standards, safety norms, ete. For example, R&D service unit for chemicals along with a chemical unit may
not be set-up with the electronics manufacturing unit. The MOCI may issue a negative list consultation
with the guidelines/ requirements of the Ministry of Home Affairs and the Ministry of Environment,
Forest and Climate Change. Further, any additional state-specific requirement with respect to the
negative list should be addressed at the local authority level (depending on location of the 3E).

The approach outlined above will not only enable optimal utilization of infrastructure, lower costs and
competitive value chain but also create diversified job opportunities.

4.3.2.1 Key recommendations — International Financial Services
Centre (‘IFSC’)

Recognizing the potential of exports from the Financial Services sector, it was in the year 201743 that the
Government permitted setting-up of IFSC within an SEZ. Given that such Government initiatives for this sector
are relatively recent, India currently remains a net importer of financial services. However, it is estimated that
the sector has a potential of generating about 10-11 million jobs and GDP contribution of US$ 350-400 Billion by
2020. The government may provide a focused approach of making IFSC as hub for a number of international
financial services such as Aircraft / Shipping Leasing and Financing hub, International Reinsurance hub,

# See Page 112 of Annual Report 2017-18 issued by the Department of Commerce, MOCI;

42 See proviso to the definition of “sector” in Rule 2(1)(x) of the SEZ Rules, 2006 introduced via amendment Notification
G.5.R 540 (E) dated 12.08.2013. The amended definition of single sector now also covers products or services, similar or
compatible with each other, including related ancillary services and Research and Development services of the sector and
additional combination of products and services of a similar or compatible nature

41 The definition of service was expanded via amendment to Rule 76 of the SEZ Rules on 03.01.2017, whereby legal and
aceounting services by a unit in SEZ, including an International Financial Services Centre (IFSC) set up within an SEZ, was
permitted. Prior to the amendment, legal and aceounting services were excluded from the list of eligible services permitted
to be rendered through a unit in SEZ. Accordingly, Indian and foreign law firms and accounting firms were previously not
allowed to operate in an SEZ.
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International Trading Hub, International Bullion / Gold Trading hub, Global Fund business & Fund
administration hub, Legal Services / Professional Services, Global Accounting Hub, etc.

Further, it would be imperative to analyse current regulatory and procedural bottlenecks restricting growth of
the identified/niche services like financial services and develop enabling framework. In this regard, the
Government has operationalised a successful IFSC known as Gujarat International Finance Tec-City,
International Financial Services Centre, Special Economic Zone (GIFT IFSC SEZ) for banking, insurance and
capital account services. The Government may consider providing various enablers/facilitation measures to boost
this sector including:

Notification of Unified Regulator for IFSC

Providing longer period of tax regime

Exemption from filling income tax return by the non-resident participants in the I[FSC

Exemption from the NFE requirement for IFSC Units

Incentives for availing Services from IFSC SEZ by domestic institutions instead of availing such services
from overseas centres

OSTEOIN X

Some of the key recommendations for IFSC are outlined below:

¥ Unified Regulator- Globally, international financial centres have a separate singular regulator looking after the
financial services businesses. The creation of this Unified Authority would help in bringing global businesses and
institutions in IFSC.

¥ Utilizing Multi Services SEZ IFSC for all the inbound and outbound investment of the country-
At present potential of IFSC is not fully utilized for the benefit of the country. Globally financial centres
contribute between 5 to 30% to the GDP and create large number of jobs. The well-defined vision, with
aligned efforts of Gol and Regulators is critical for the success of IFSC SEZ in India. China is operating under
the same model by creating Hong Kong for all inbound and outbound investment.

¥ Incentivesfor availing Services from IFSC SEZ by domestic institutions instead of availing
such services from overseas centres- In order to reduce import of financial services and to develop such
services in IFSC SEZ, it is proposed that the institutions based in India availing such services from IFSC SEZ
be provided 125% deductions on services availed through IFSC SEZ.

¥ IFSC SEZ units be eligible for Services Export Incentives Scheme (SEIS)- Financial Services can
be a key driver of services export from India. In order to expand such services exports from IFSC SEZ it is
important to provide SEIS benefits as it would encourage large institutions to set up base in IFSC SEZ and
expand global business thereby creating jobs and exports from the IFSC SEZ.

¥ Exemption for filing income tax return by non-resident participants in IFSC- It is proposed that
for Non-Resident Participants tax be deducted at source by the intermediary and they be not required to
obtain PAN card or file Income tax return in India

4.3.3 Other regulatory & process related enablers

4.3.3.1 Optimal utilization of assets and infrastructure sharing
between units —

The present statutory provisions allow units to import or procure from DTA all types of goods and services,
without payment of duty, taxes of cess for creating a central facility for use by units in SEZ and where such facility
is created for software development, the same may also be accessed by software exporters of DTA.4 However, no
detailed guidelines is provided in relation to applicability or operationalization of the provision discussed above.
Hence, as a consequence, the units seeking optimization of infrastructure costs, delivery cost, ete. are required to

44 Rule 27 (5) of the Special Economic Zone Rules, 2006 (‘the SEZ Rules’) provides as follows:
“(5) A Unit may import or procure from Domestic Tariff Area, all types of goods and services, without payment of duty,
taxes or cess for creating a central facility for use by Units in Special Economic Zone and where such facility is created for
software development, the same may also be accessed by software exporters of Domestic Tariff Area.”
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approach Unit Approval Committee for specific approvals which are given on a case to case basis and entirely
dependent on the discretion of the Development Commissioner and the UAC

In case of EOUs/ STPs, the Foreign Trade Policy 2015-2020 in terms of para 6.12(g) permits sharing of
mfrastructura! facilities among EOUs / STPs on specific approvals.

Given that businesses at times looks to optimize their infrastructure cost or delivery cost,
flexibility for sharing of infrastructure or assets should be allowed under the proposed
dispensation as presently given to EOUs/ STPs. This is becoming more critical under current
business environment, as world is moving towards sharing economy. We will see more and more
need for the same in technology enabled office space wherein companies can enjoy benefits of
cost efficiencies in sharing infrastructure, especially start-ups.

CASE STUDAY

:A multinational Company decided to demerge its operations due to alignment of business globally.
[ Post demerger, equity in both the business divisions will remain with the same global Group,
 although both the divisions will operate as separate SEZ units and undertake separate activities.

I

l .
' Due to the present infrastructure layout, it is operationally challenging to completely segregate 1
network infrastructure, common areas and assets and carries incremental cost.

\ Similarly, dismantling the existing infrastructure items listed below shall cause significant business
disruption, delay in commencing business operations, incurrence of additional fixed costs such as
t‘Im:lpult:n:,-*mﬂx\’ salaries, etc. —

Vs Common area e.g. Cafeteria, Reception, Security Room, Academy Area
tﬂ? e Data Centre/ Hub Rooms

s Server - Server equipment such as domain servers, print server
h’fL * Common Network Infrastructure
E Presently, the UAC considers and permits request for sharing of common infrastructure strictly on
case to case basis, depending on the merit of the case, which results in significant business delays.
Situations like these impacts business continuity as well as attractiveness of doing business in the
' SEZs. Therefore, it will be a good practice to have elaborate guidelines/ operating procedures
" incorporated under Rule 27(5) of SEZ Rules, 2006 so as to outline the circumstances, conditions
' and safeguards under such sharing of area and assets by different units can be allowed with adequate
 safeguards vis-a-vis NFE, exports, etc.

4.3.3.2 Domestic services payment to be allowed in INR to units

In terms of definition of services 45 provided in the SEZ Act, an SEZ unit rendering services to a DTA customer
requires receipt in foreign exchange. However, the SEZ regulations dealing with DTA sale procedure do not lay
down any requirement of foreign exchange earning either for goods or services. In fact, there is no mandatory
requirement for receipt in foreign exchange for manufactured goods cleared into DTA.

Hence, the requirement for services is discriminatory vis-a-vis goods. MOCI was aware of the issue since 2012
and after due consultation with RBI an A. P. (DIR Series) Circular No. 46 dated 23 October 2012 and A.P. (DIR
Series) Circular No 68 [(1)/23 (R)] dated 12 May 2016 was issued allowing Authorised Dealer (AD) to sell foreign
exchange to a unit in the DTA for making payment in foreign exchange to a unit in the SEZ for the goods and
services rendered by a unit in SEZ to a DTA unit. The Circular required that in Letter of Approval (LoA) issued
to the SEZ unit by the Development Commissioner (DC) of the SEZ, mentions specific provisions pertaining to

45 Defined in terms of Section 2(z) of the SEZ Act, 2005
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the goods / services supplied by the SEZ unit to the DTA unit and for payment in foreign exchange for the same
are mentioned.

It is pertinent to note that aforesaid Circular by RBI permits AD to sell foreign currency to a unit in DTA to make
payment against services received from a unit in SEZ but after ensuring the fact that provisions pertaining to the
goods/services supplied by SEZ unit to the DTA and for payment in foreign exchange are mentioned in LOA
issued by DC of the SEZ. However, this dispensation did not result in significant benefit to units and led to dispute
with penal consequences as well.

Further, purchasing foreign exchange from AD does not lead to any enhancement of foreign exchange balance of
the country. Also, recently i.e. on 19 September 2019, through amendments in the SEZ Rules, the services
rendered in DTA against foreign exchange is no longer to be considered for NFE computation. Therefore,
requirement of earning foreign exchange does not lead to any significant overall benefit to economy.

Given the above, in the proposed framework, the requirement to earn foreign exchange on
services provided to customer outside 3Es and within 3Es should be dispensed with and aligned
with the practice as applicable to clearance of goods.

(This space has been intentionally left blank)
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4.4 Recommendations — Common enablers

4.4.1 Bring a paradigm shift from export focus in SEZ to focus on
economic growth and employment generation

SEZs, being deemed foreign territories, require compliances and documentation in terms of importation,
domestic clearances, approvals, ete. This creates several types of operational, regulatory and demand related
issues. Thus, there is a need for a changed approach wherein incentives and enablement are provided to the
developers and manufacturers based on investment, priority areas and/or employment. Hence, there is
requirement to promote investments that create economic activities in terms of value added activities and job
creation, and do not limit it to promoting exports. Accordingly, following recommendations have been
articulated:

1) Shift from incentives based on exports to enablers/facilitation measures linked to
investments, employment generation and exports for units —

In the current regime, incentives are accorded at two levels viz. -

a. Central tax/ duty incentives accorded to firms investing in economic zones (domestic or export
oriented zones) is mostly based on exports generated. For example, incentives provided to the SEZ
units are based on exports and fulfilment of the NFE criteria; and

b. Incentivesunder Sectoral/ product specific incentive policy administered by the Central Government
and State incentive.

Instead, below incentive regime may be considered for:-

+ For central tax/ duty incentives (at Point a), the Government may adopt a mechanism to provide
incentives (including possibly tax deductions) and other enablers linked to investment, employment
commitment, inclusivity- promoting women in job, technology development, product innovation,
priority industry/sector, infrastructure development, trade potential, etc. made by individual units/
developers investing in the proposed enclaves. A Project Management Unit (PMU) within the MOCI may
be set up to enable disbursement of incentives.

The mechanics of proposed changes in the central tax/ duty incentives depicted in the diagram below:

Prosposad 3F fromeework @ Seenario Progamed AF frammework | Seenario 2
(s exeimigtion continmesl) Do ity wxormapition )
e Yo T [Ee—— | o Y
Unidsishe Unitsdale
s | 4 -~ SRR } AR
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:""J""ai-'. Y Y
i | |
1 - 'Lmqunmb I
‘_J ] ,"._-:.... I...- _:‘I-"-dl :;“M
ar ot F '
'r'a:':.- - ! e -
Lol LRI 1 T LRI VAT GET MENT |

Note: Scenario 1 and 2 are two suggested alternative framework for central tax/ duty incentives
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As for sectoral/ product specific incentives at Point b), same may be retained and integrated within the
overall framework. The enabling mechanism for this may be developed by MOCI in coordination with other
Ministries and departments including state governments.

In this context, it is important that proposed incentive regime does not lead to substantive curtailment of existing

benefits available to the stakeholders. Hence, the impact of dispensing with the current central tax/ duty
incentives should be closely evaluated (to ensure that such measures should not jeopardize the stakeholders).

2 from the identified priority sectors can be promoted largely through non-
fiscal intervention (including procedural relaxations and coordinated approach between various authorities)
and limited intervention mainly in relation to procedures. For example, a of

manufacturer-exporter
automobile sector in the 3Es, which is also focus sector in the Make-in-India programme of the Governments¢,
‘may be extended some of additional non-fiscal incentivesass:

L. MthMdemthmbukhﬂdmeaﬂﬂmﬁmmuh
reduce the number of clarifications sought by the authorities.

Il. Countering dollar unavailability in key African and Latin American markets hampering exports from
India on the lines of China’s agreement with African countries for payment in RMB;

111 Nﬂhwm@ﬂmmnmgmmwmﬁaﬂm
JNPT, Chennai & Ennore.

Likewise, sector-specific non-fiscal initiatives may be adopted for other identified priority sectors in the 3Es.

46 25 forus sectors have been identified as focus sectors for the Make-in-India programme. See
http:/ fwww.makeinindia.com/sectors

47 Reviving and Accelerating India’s Exports : Policy issues and suggestions (2017 report of Department of Economic
Affairs) and 2013 report of DGFT on Inter-ministerial Committee for boosting exports from MSME

48 http://www.peza_gov.ph/index.php/homepage/2-uncategorised /29-the-peza-edge
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MmﬂﬂﬂeﬂmﬂthH-pwwumﬂb&WMM
development,

Some of the international examples for incentives based on employment, investment, technology, value-addition,
etc. are discussed in the table below:

CASES IN HAND

« In Philippiness°, key fiscal incentives available to business operations and
entities registered in the PEZA includes':

« Income tax holiday for 4 years, 6 years, 3 years, which can be extended on fulfilment of
certain conditions. For most sectors, 100% exemption is available from corporate income
tax; |

¢ Tax and duty free importation of raw material, capital goods and spare parts;
e Exemption from wharfage dues and export tax;

s Zero percent (0%) value added tax (VAT) on purchases of goods and services for use in the
registered activity;

. Exaempuun from mthhnldm,g taxes on paym-ts of local bnye.rs from customs terrﬂnr_',r. |

4% The Costa Rican zone regime places a minimum requirement of 50% exports in case of services sector.
so Philippines require export manufacturing entities registered in PEZA to export at least 70% of production. However, the
plehubeenmnsideredduetomdnhlmrufhmmfﬁsmlmdmu ﬁnmlmmuhves
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« Exemption from payment of any and all local government fees, imposes, licenses, or taxes;

¢ Other sector-specific fiscal incentives available in PEZA are detailed in Appendix 13.

= Key non-fiscal incentives include following:

« Simplified import - export procedures;

« Employment of non-resident foreign nationals in supervisory, technical or advisory
positions; and,

« Special non-immigrant Visas to non-resident Foreign Nationals such as investors, company
officers, and employees with families with multiple entry privileges

For the table of incentives offered by Vietnam and Thailand, see Appendix 10 and 14 respectively.

4.4.2 Shift from supply-driven to demand-driven approach for
3E’s development

India needs to move to a demand-driven approach for creating new zones for manufacturing and services. India
has 473 notified SEZs, more than 3,000 Industrial parks and 1,832 EOUs.5* Furthermore, several large scale
projects in the form of CEUs, corridor nodes and National Investment and Manufacturing Zones (NIMZ) are in
advanced stages of planning.

¢ The Government may consider tightening the approval process for the new 3Es based on minimum
development obligations, time-bound investments and operationalisation of businesses. Moreover,
relaxation on commitments may be defined and limited to one-time extension;

¢ The Government may focus on a limited number of large-sized enclaves to create future hubs of
excellence in manufacturing. Some of the criteria that may be considered are:

= Enclaves with ready masterplan or being operational;
= Enclaves with completed land acquisition—by private and/or Government

For the success of these enclaves, it may be ensured that not more than five such enclaves are planned and
implemented across the country. After land in these enclaves are exhausted, new enclaves may be added. The
Government may need to show commitment to such new enclaves by investing heavily (more than US$ 1 Billion)
in each of these enclaves over a period of 10 years;

* Another approach, which the Government can follow, is to promote sectoral or regional hubs for
manufacturing by promoting specific enclave within a state, and ensuring no competing land supply is
created in immediate vicinity.

e [In addition to above, a system can be developed to map and monitor operational enclaves before
permitting new enclaves and put a geographical restriction between enclaves to avoid clustering

4.4.3 Enabling framework for ease of doing business in 3Es

4.4.3.1 MOCI to anchor and partner with state and other
stakeholders

One of the main impediments in achieving a fast track development of economic zones is requirement to obtain
a host of statutory clearances such as building permission, occupancy certificate, water, power, centralised
cooling, height, environment approvals, ete. Such approval processes are not only lengthy but cumbersome too,
as it involves interface with multiple authorities both at the central and the state level, and variance in practices

5 To be updated
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followed by authorities in different jurisdictions. For instance, all the SEZ projects require approvals from several
authorities including the MOEF, Special Planning Authority, ete.

While the environment clearance process has been streamlined to a certain extent (which may be improved
further), there are other clearances, which may need to be tackled immediately. For some of these laws/statutes
there is a need for consolidation of multiplicity of approvals e.g. labour laws, Industries (Development &
Regulation) Act, 1951, Explosives Act, 1884 and clearances required under municipal acts of various states for
basic infrastructure development. Although mandatory clearances, such as clearance under the Explosives Act,
1884, can be obtained on a case-to-case basis, the clearances under municipal laws can be dealt with far more
smoothly and easily.

On one hand, there are various timelines to be complied with by the SEZs, such as sunset dates for direct tax
benefits, etc. on the other hand obtaining approval from various government authorities itself is a long-drawn
process. As a result, the concept of Single Window Mechanism and coordination amongst departments at the
Central and State Government level, as envisaged under the Act becomes ineffective to a great extent.

As a matter of fact, under the current provisions of the SEZ Act, 2005, the Central Government is empowered to
prescribe a single application form for obtaining any licence, permission or registration or approval by a
developer, or an entrepreneur under one or more Central Actss3. The SEZ Rules further contemplate that a
consolidated application may be made for setting up of a unit and other clearances such as below:5

a, Setting up of unit in a SEZ;

b. Annual permission for sub-contracting;

¢. Allotment of Importer-Exporter Code number;

d. Allotment of land/industrial sheds in the SEZ;

Water connection;

Registration-cum-membership Certificate;

Small Scale Industries Registration;

Registration with Central Pollution Control Board;

Power connection;

Building approval plan;

GST registration;

Approval from inspectorate of factories;

Pollution control clearance, wherever required;

n. Any other approval as may be required from the State Government

Furthermore, the approvals for establishment of SEZ and units are dealt by Board of Approvals (‘BoA’) at the
Central level and the Unit Approval Committee (‘UAC) at the zone level. The functions of the BoA and the UAC

are listed below, respectively —

fal

o

-

= M

5 See Section 19 of the SEZ Act, 2005
3 See Rule 17 of the SEZ Rules, 2006
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However, in actual practice, the role of BoA and UAC has historically been confined to grant approvals for
authorised operations and establishment of zones and units. Furthermore, the BoA and UAC typically considers
proposals for establishment of SEZ or units in SEZ bi-monthly and monthly basisss, respectively, subject to
agenda and availability of its members.

For other approvals as stated previously, the developers and units still have to approach local and state bodies at
multiple levels such as labour, environment, etc. Hence, despite the enabling provision, the single-window
approval system remains a concept restricted to paper in the current SEZ landscape. In other words, in the current
set-up, aside from procedural hassles, considerable time involved, the stakeholders also incur significant cost in
the process of establishment,/ seeking approvals. Therefore, these concerns may be solved through any of the
alternate institutional mechanism discussed below:

¥ Option a) Set up an authority or a committee at the state-level with the MOCI as an anchoring
authority; or

55 Based on minutes of meetings of BOA and UAC meetings during last 2 vears as available in public domain
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¥ Option b) Re-align institutional framework of BOA and UAC into a single integrated online

The paragraphs below outlines these options for improving the business regulatory environment.

For option a), an authority or a committee may be set up at the state-level which may closely work with various
State Investment Promotion Boards to facilitate the approval process. The Committee or Authority may consist
nfmmed%dopnmtﬂomﬁﬂmmuﬁempmﬂﬂwduﬂm,wuﬁm&mmmm

Government and the representatives from department of State for corresponding industries.

The Committee or authority so constituted may be an official committee so that the concerned state governments
may notify them for the specific purpose(s) for which they have been constituted.

T simrificanss Of coviibetion of e iRt Body 1o The eaciss o Raie Trogst Tribenstionaliy i Tast
seen in the examples below.

In Serbia, the Zone administration is responsible for monitoring and assessing compliance with
EU state aid rules. The Free Zones Administration has the overall supervisory and co-ordination
authority and serves generally as a first point of contact for investors, along with the Serbian |
Development Agency. The agency also drafts yearly reports on the functioning and performance of
the zones and works together with the Ministry of Finance to propose changes in the zone operations |
and incentives granted to the zone users. It is also responsible for negotiating incentive packages
with each investor. (Appendix 15)

I In the Philippines, Philippines Economic Zone Authority (PEZA) has signed a Memorandum of
Agreement with the Department of Environment and Natural Resources (DENR), which has eased
environment clearances.

56 hitp:/ /www.fez.go krfassets/pdf/kfez_e-brochures-eng.pdf
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As an alternative option b), the powers and functions of BoA and UAC may be reviewed and aligned so as to
implement the stated objective of consolidation of requisite approvals in a single application (as originally
envisaged in the SEZ Act and the Rules57).

The specifics of suggested realignment is discussed in the table below —

57 See Section 19 of the Act read with Rule 17 of the SEZ Rules, 2006
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UAC to be renamed
as “Integrated 3E
Council” with
Developer as

- member

Units

Dne-stnpapprwa] andfafﬂjmturﬁrrunnsnlung with

nther participating government agencies at State and local
level with empowerment to developer for establishing

integrated development authority like GIFT City SEZ;

. Monitoring of units and providing day-to-day

assistance on operational matters; and

. Monitoring of 2zone operations including
development and maintenance of infrastructure inside the

Zones

The approval processes of BoA and UAC needs to move from manual to online platform by upgrading the
current SEZ online platform (to be named as 3E Portal). The 3E Portal may provide below facilities -

= Single application for all approvals both for State and Central government;
* Online application submission with facility to upload e-documents

+ Monitoring and closure of proposals within a stipulated time;

» Resolving issues through web-chat or e-chat;

s Real-time updating of information/uploading of documents; and

» Real-time tracking of application status to the applicants: SMS/e-mail notification to the applicant as
and when the application is submitted and/or query is raised and/or application is approved /rejected;

= Proper escalation matrix in case of repeat nature of queries/ unnecessary delays;

» Payment and approvals;
= Online renewal of approvals;

Proposed Policy Framework for Employment and Economic Enclaves (3Es) in India Page 60 of 133




A diagrammatic representation of the proposed mechanism is depicted below —
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As can be seen in the digram above for proposed 3E portal based approval/authorization
process, such an integrated platform would require coordination between the Central
Government level as well as States and efforts towards system integration. It will be relevant
to mention here that such integrated platforms are already being provided by the Government
of India under the GST and the single-window project of Indian Customs knoun as Single
Window Interface for Facilitating Trade (SWIFT) wherein importers and exporters can file their
clearance documents online at a single point. The major import regulatory agenciess® in India which are
involved in issuing clearances or “No Objection Certificates” for live consignments i.e. post import are being
brought in under the ambit of SWIFT. Examples of back-end integration features of GST Network and SWIFT
are discussed in Appendix 17,

4.4.3.2 Simplification of approval and exit process

In global context, fast-track approval of entry and exit processes in the zone programmes is one of the key
attraction for investors. Timelines for approvals followed in some of the popular zone programmes of countries
that are often considered comparable with India’s economic zoness, exhibit much faster approval processes than
India -

# Foz:tlrﬁ]afm (FSSAI), Drug Controller, Plant Quarantine, Animal Quarantine, Textile Committee and Wild Life Crime
Co Bureau

# SEZs in Select Countries: A Comparison with India- Springer at Page 17 ; Per the said report, country selection was based
on suggestions by the Department of Commerce, MOCI, with the rationale that: (a) some of these countries have similar
manufacturing and/or factor advantages (such as labour abundance); (b) they specialise in the production of similar
commodities such as textiles and apparel; (c) these countries are integrating with each other through trade agreements;
and (d) they have institutional engagements to promote physical connectivity in the region through initiatives like the
Greater Mekong Sub-region Economic Cooperation Programme of the ADB, which will enhance connectivity between
SEZs in China, Thailand and Vietnam and enable the development of production networks across these countries.
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Bangladesh — within a week®®
Philippines — within 30 days
Thailand — 40 days® and
Vietnam — 50 days

Meanwhile, in India, the entry and exit approval processes in the SEZ scheme entail multiple steps, elaborate
information and documentation requirement, and multiple interactions with different authorities. Another issue
that renders the current scheme unattractive for investors is delay involved in such approvals, which leads to
delay in commencement of infrastructure development and associated business cost. In most cases, there is a
stark variance is seen in the timeline prescribed at each step of the approval process in the establishment of SEZ
vis-i-vis actual completion of approvals, which typically takes anything between 9-11 months as outlined in
Appendix 18 Similarly, it takes about 9-10 months for de-notification of SEZs.

Since, the lengthy processes (both on entry and exit) discourage new entrants or stakeholders exploring zones as
business opportunity, it is recommended to provide simplified and time-bound approval and exit process
in 3Es.

Through the proposed 3E portal, it is recommended that all Government authorizations for establishment,
upm'nnnnsin3Esandmdtpmmdummbemhfmdmﬂ:maungeufmmwdwshyhﬁn@ngmmmmd
system based efficiency, faster access to documents and reduced human interface as discussed below:.

Some of other simplification steps could be:

¥ Concept of provisional exit can be introduced on the lines of EOUs wherein in-principle exit is allowed
based on legal undertakings=,

¥ In case a unit decides to exit or sublet unutilised manufacturing capacity, it fetches nothing against the
investment done on land and the building constructed on it. According to existing rules, the land will
fetch the rates at which it was allotted after deducting a fixed percentage from it. This is seen as an
injustice to entrepreneurs who has invested heavily in the SEZ for setting up manufacturing unit.
Therefore, units should be allowed to sell-off the whole unit to another unit or sublet a part of its unit,
without affecting the conditions of allotment.

The expedited timeline and procedure for entry and exit procedures in the future 3Es is described in the below
diagrams:

Sohttp:/ /siteresources. worldbank org /INTEXPCOMNET/ Resources/Walkenhorst,_Special_Economic_Zones_in_South_A
sia_Industrial_Islands_or_Vehicles_for_Diversification.pdf

Shttps:/ fwww.google.co.in/search?q=the+role+of+special+economic+zones+in+improving +effectiveness+of + GMS+corrid
ors&rlz=1C1GCEA_enINS8ooIN8oo&og=the+role+of+special+economic+zones+in+improving +effectiveness+of+GMS+¢
orridors&ags=chrome..69i57.20034j0j7&sourceid =chrome8die=UTF-8&safe=activelssui=on#

% In terms of Appendix 6 K of Foreign Trade Policy 2015-20 dealing with exit procedure of EOUs provides that in case the
unit has failed to fulfill the terms and conditions of LOA and penal proceedings are to be taken up or are in process, a legal
undertaking for payment of penalties, that may be imposed, will be executed with the concerned Development
Commissioner in the prescribed format.
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Scenario 1 —

= Approval to be granted in routine cases within 12 days;

# If approvals & clearances are not granted within stipulated timeline of 12 days without recording any
valid reason for delay, deemed approval status may be updated/ assumed on the 12th day. In such cases,
final approval/ rejection decision (with the reasons) to be communicated by 17% day. The details of the
procedure is explained in the diagram below—
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Scenario 2 -
= Due to complexity of business proposal/ investment or need for detailed scrutiny that entail rounds of
discussion with the authorities over web-chat or a face-to-face interaction, in which case approval to be
granted by 17t day. See the diagram below for details of the procedure -

CASES IN HAND
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In Odisha, Single Window Portal “GO-SWIFT" for Investor Facilitation & Tracking promotes conducive
business environment by bringing in transparency, improving efficiency and assuring time-bound clearances to
the investors. The Single Window Clearance System in the State categorises the proposed projects into three |
.mnbmdmmw&mmmm&dmmmﬂdupadﬂppmmmham#edﬁkm
avem;epm'iodofzudm SeeAppmdhuforapprmﬂﬁnuhmsm '

Intnmatinnnl benchmarks

CASES IN HAND
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| The Philippines sets an exemplary example for both entry and exit procedure for a SEZ unit where the
| processing time for entry is 30 days and for exit is 15-20 days. (See Appendix 22 for the step-chart of how
| Pﬂ&mntsmchemdnedappmvﬂls}

Generalion of Application Reference Number
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4.4.3.3 Imparting flexibility in operations and management of 3Es
through decentralized model -

a) Authorized operations:

In the proposed framework, ease of doing business can considered through self —certification and trust based
compliances on 3E portal. The stakeholders basis specific criteria like past track record, performance, investment
and employment generated, focus sector, etc. can be given “Green Channel” status for priority treatment by all
authorities (as presently extended to status holders in the Foreign Trade Policy 2015-20 or Authorized Economic
Operator Scheme of Customs).

Some illustrative examples of such facilitation could be:
+ Approval for authorised operations:

o There can be broad guidelines issued to a Unit/Developer for the activities that it can undertake
along with a list of impermissible activities (a kind of negative list outlining don’ts). Therefore,
the stakeholder will not need to go back to the authorities for any increased/ new activity within
the ambit of the guidelines. For example, a unit undertaking engineering design services can
expand to research and development services without seeking a specific approval.

o Alternatively, a concept of one-time approval may be brought in where any expansive/ increased
activity can be undertaken by the stakeholder by way of filing an intimation with the authorities.
Such an intimation may be considered as deemed approval so long as the expansion is in line
with the initial approval. For example, if approval for manufacture of mobile chargers is given
initially, diversification to manufacture of TV or set top box chargers should not be required

= Approval of list of goods and services:

Since benefits are to be de-linked with exports and upfront exemption based on exports are to be replaced with
enablers linked to employment and investment, the requirement of approval for procurement of goods and
services should be dispensed with and allowed on self-declaration with maintenance of records Similarly,
movement of goods and services can be on self-assessment and certification basis with periodic audit and the
requirement of physical intervention in 3E by authorities should be dispensed with so long as the transactions
are in line with the project approved.

b) Development of standard planning and regulations norms to promote Integrated
industrial and urban development:

Currently, industrial corridors approval management is under the National Industrial Corridor Development &
Implementation Trust (NICDIT) framework. Similarly, port-based Coastal Economic Units (CEUs) are managed
under the Sagarmala development framework, while SEZs are under the Board of Approval (BoA). All these
institutional approaches can align with one standard development approach, to allow for holistic and integrated
planning (for both industrial and urban clusters) and development of industrial hubs in the country.

The institutional framework adopted for the Delhi-Mumbai Industrial Corridor (DMIC) project and GIFT SEZ
are a few examples of enabling Special Purpose Vehicles (SPV) to promote integrated development and manage
municipal functions at the 3Es level to handle day to day operational issues and coordination with local
authorities

GIFT INSTITUTIONAL FRAMEWORK

mmm&nuﬂﬁmmmmmmmmwpmﬁrMMﬁmeSEth
unified development. GIFT SEZ has constituted a development committee for grant of permissions in GIFT
SEZ Area comprising of following members —

= Managing Director, GIFT SEZ - Chairman;
+ Development Commissioner, SEZ —-Member; and
General Manager, District Industries Center, Gandhinagar — Member
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The Government may use similar frameworks for planning and regulation of various economic zones in the
country in future.

4.4.4 Dispute resolution for all 3Es-related matters through a
robust arbitration regime, commercial courts and civil
courts, in that order

Provide for a swift resolution of commercial disputes through arbitration mode preferred
over other dispute redressal mechanism. Therefore, amend and align the existing legal
framework with the Arbitration & Conciliation Act, 1996 and the Commercial Courts,
Commercial Division and Commercial Appellate Division of High Courts Act, 2015. Civil and
legal disputes (other than commercial) may be resolved at the court level

In the changing face of India’s litigation, steep increase in commercial disputes and Government of India’s
increasing commitment to and initiatives under the Ease of Doing Business (EODB), arbitration is becoming a
preferred mode for settlement of commercial disputes. In order to achieve faster resolution of matters relating to
commercial disputes, the Government has also enacted the Commercial Courts Act, 2015 for setting-up
commercial courts and commercial divisions of high courts to adjudicate commercial disputes with a minimum
threshold value of Rupees three lakhs.5 In terms of the said Act, all commercial disputes compulsorily need to
go through mediation process before a suit can be filed in the courtés,

Similarly, at the state-level, Governments have taken plethora of steps towards an efficient and easy dispute
resolution mechanism to create an attractive business environment for investors. Over 10 states (including
Telangana and Andhra Pradesh) have implemented reforms such as e-filing, issue of e-summons, e-cause, e-
payment of fee and digital signed orders, among others and many have started adopting these in a phased
manner, Chhattisgarh has built a separate facility at Naya Raipur with infrastructure facilities such as Arbitration
centre, Mediation room, Arbitrators and Lawyers waiting room, video conference hall, separate record room,
library, ete.

% The Commercial Courts Act was amended in 2018 to achieve below objectives -
a) Reduce the pecuniary jurisdiction of commercial courts from Rs 1 crore to Rs 3 lakh so as to provide option of using
commercial dispute resolution to smaller traders also.
b) Establishment of Commercial Courts at district Judge level for the territories over which respective High Courts have
ordinary original civil jurisdiction i.e in the cities of Chennai, Delhi, Kolkata, Mumbai and State of Himachal Pradesh.
¢) State Government to notify Commercial Appellate Courts at District Judge level in territories where High Courts do
not exercise original civil jurisdiction.

& In specified exceptional circumstances, a suit can be instituted without the mediation process where urgent interim relief
iz sought
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Nevertheless, the dispute mmmmrﬁmmmmu%hmmm
stereotypical issues faced by the legal system in India as costs, delays, etc. Aside the land acquisition
related legal matters, it is seen that most of the disputes that arise in SEZs are commercial in nature, followed by
administrative matters involving implementation of regulations by various state agencies. Despite the
commercial nature of dispute in most cases, these are best left to civil/ local courts for resolving the same.

= TR A { T R e R R T
measures of accelerated and efficient dispute resolution

. A party has to mandatorily seek

. dispute redressal at the designated court if
dispute can be settled by such court has been set-up by the State
arbitration - ' Government. It is another thing that none

; Circumstances when

‘Government  has  not |, Maine it legally mandatory for the
; :Wmﬁmm&mhmm.wm
| party ia settlement designated court, where in some cases the
|  dispute arbitration parties in dispute may be mutually willing |
' process®é to choose arbitration mode of dispute
| settlement, is against the very spirit of the
! Arbitration Act and EODB. Such a provision
| creates a legal embargo to the right of the
| party to settle a commercial dispute by
arbitration mode.

&5 Section 42 read with 23 of the SEZ Act
6 Section 42(1)(b) read with Proviso to Sub-section (1) of the Section 42 of the SEZ Act
&7 Bee Section 42(2) of the Act
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provisions in the provisions of the Arbitration Act
be

In view of above, it may be recommended to leverage upon and integrate the dispute resolution mechanism for
3Es with the arbitration and the commercial courts’ framework so that there is minimal intervention of courts.

I e

Act may reduce intervention of the courts to a large extent. This is because some of the commercial disputes
between developers and entrepreneurs in the 3Es and administrative matters between SEZ entities with the
Government authorities may be resolved by way of mediation/ arbitration as diagrammatically depicted below.
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**For developers &
entrepreneurs for
disputes/contracts involving:
- Banking & finance
transactions
- Outsourcing & financial
services
- Consultancy agreements
-~ Joint Venture agreement
- Construction &
infrastructure contracts
- Technology development
agreements
IPR issues
Insurance & Re-
insurance
= Franchisee agreement
- Service contract
- Rent & tenancy
- transactions relating to
aircraft, aircraft engines,
aircraft equipment
and helicopters,
including sales, leasing

***For dispute with the

auﬂmritws involving:
Approvals

- EODB

- Interpretational issues

- Violation of the policy &
regulations
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4.4.5 Extension of fiscal benefits to power units in NPA after
commencement of operations

According to the stated guidelines, power plants, including non-conventional energy power plant set up in
processing area, is entitled to all benefits available to the SEZ developer and additionally there will be no
obligation for positive NFE. However, if the plant is located in a non-processing area, then fiscal benefits will be
limited to initial setup. Hence, no exemption or reduction is provided for operation and maintenance.

Furthermore, power plants in SEZs can supply power to the processing and non-processing facilities of the same
and other SEZs and also supply power in excess of SEZ requirement to DTA areas after getting approval from the
Development Commissioner and after paying duty as applicable on import of such power.

Fiscal benefits to power units in NPA should be extended beyond commencement of operations.

4.4.6 Sharing common-user facilities/need for flexibility of land
utilisation in NPA as per business or market requirements

There are restrictive policies around utilisation of non-processing area (NPA) and several SEZ including SEZ
units have reported idle capacity. Globally, most of the zone programs or SEZs are part of the broad urban
development agenda in terms of infrastructure and social services. SEZs with lagging social and urban services
(health and education services) or locational disadvantage (distant from their host cities like an “isolated island™)
with few cultural and leisure activities, have problems attracting high-quality investments and talent. Such zones
face challenges in sustaining their growth or upgrading their industrial infrastrueture.™ Therefore, social and
w infrastructure complement the processing area for a SEZ, and are therefore, essential elements for

Presently, the non-processing area in SEZs in India is being used for creation of support infrastructure, This was
envisaged to ensure that existing social and other infrastructure in urban centres is not placed under undue
pressure due to increased economic activity on account of emerging SEZs. The SEZs, especially the large
multisector SEZs, were encouraged to become independent self-contained townships. However, historically the
SEZ Rules required that the infrastructure facilities in the non-processing area were to be utilised exclusively for
the SEZ. Hence, owing to the limited use, many developers were discouraged from making huge investments to
set up facilities such as hospitals, hotels and educational institutes, since it would render them commercially non-
viable. To this end, the Government amended the SEZ Rules™ which now provides the option of dual usage of
infrastructure facilities in the non-processing area for both SEZ and non-SEZ clients (provided in case of later,
no duty benefit is availed or it is refunded).

Despite certain relaxation introduced regarding dual-usage of the NPA by SEZ as well as DTA entities, there has
not been any significant instances of such dual-use. This may be primarily due to variance in the percentage of
land use for social and commercial infrastructure (NPA) of the SEZ Rules notified by the Government of India
and various other states. One such comparative example for UP is described in the table below:

Preseribed Norms

Land-use purposc

L Housing,/ Residential Maximum of 25% of NPA Maximum of 30% of NPA

2. Commercial Maximum of 10% of NPA  Maximum of 20% of NPA
3. | Open area and circulation area  Minimum of 45% of NPA Minimum 25% of the Processing
& NPA

7 The Commerce Ministry issued GSR 5(E) on January 2, 2015
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Prescribing stringent thresholds for usage of Non-Processing Areas may limit the cohesive growth of SEZs/ 3Es
in so far as the social or commercial infrastructure needs of every SEZ/3E will be different based on its location,
existing infrastructure around the SEZ, progress of the states, etc. Hence, with a view to encourage better
utilisation and development of the NPA, it is recommended that dual-usage norms for NPA should be made
flexible according to the needs of the proposed enclave in a given State. It is also recommended to review the local
development regulations in deciding the area mix for NPAs. Further, to improve the economic viability of various
senriuefaci]itim{fuodmum,m&hm.mmhm,m.].mmmmfanﬂiﬁummehmngmmbe
allowed to DTA entities, provided such services facilities have not availed tax benefits.

Additionally, the reimbursement mechanism for taxes / duties may be evaluated for developers to incentivise
utilisation of assets in NPA by businesses in PA since there is no upfront duty/ tax exemption on assets used in
NPA.

Following recommendations may also be considered for extending operational flexibility:

Flexiblity to denotify and sale the land in NPA for usage as per local demand,/ development requirement on
payment of duty/ tax benefits on depreciated value if availed, and develop infrastructure and facilities for use
by 3E and non-3E customers or vendors supporting manufacturing or service activities of 3Es,

* Requirement of providing infrastructure facility by co-developer to be dispensed off. Flexibility to permit
facility or infrastructure development in NPA by person with proven track record and duly appraised by
Integrated Authority

4-4.7 “Infrastructure” status to improve access to cheaper

Jfinancing options

Infrastructure and Policy & Finance Division of Department of Economic Affairs, has granted ‘Infrastructure

Status’ to five main infrastructure sectors and 29 infrastructure sub sectors.”™ This status allows industry to be

entitled to a number of benefits and concessions. Furthermore, it gives access to concessional financing through

external commercial borrowing (ECB). The ECB allows developers to get commercial debt at reduced rate and
cannot be converted to equity, further protecting the borrower from dilution of his share. This enables developers

to get credit at competitive rates and on long-term basis with enhanced limits. 7

At present, social and commercial infrastructure in SEZs has been granted Infrastructure status.” Furthermore,
SEZ units are also permitted to access ECB for their own requirements.” However, SEZ developers are allowed
to avail ECB, under the approval route for providing infrastructure facilities within the SEZ such as:

i. Power

ii. Telecommunication

iii. Railways

iv. Roads including bridges

v. Sea port and airport

vi, Industrial parks
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vii. Urban infrastructure (water supply, sanitation and sewage projects)
viii. Mining, exploration and refining

ix. Cold storage or cold room facility, including for farm level pre-cooling, for preservation or storage of
agricultural and allied produce, marine products and meat.™

Infrastructure status may be extended to all components of 3Es.
4.4.8 Subsidised utility tariffs to 3E’s tenants

Globally the SEZ tenants enjoy subsidised utility tariffs, which makes presence in SEZs attractive. In India there
is a uniform utility subsidy available; however, additional power tariff subsidies are extended by some State
governments. E.g., Maharashtra. Therefore, units within the enclaves to be provided with competitive utilities
tariffs to ensure they are not paying rates higher than available through other means.

As part of proposed framework, utility subsidies may be introduced at the
Central level. Units may be given autonomy to choose between central or state
subsidy, whichever is higher.

Note: The feature of Deemed Distribution Licensee status for developer, as provided in Electricity Act 2003 and
Special Economic Zones Act 2005 - should be "maintained” under the amended policy.

g

 Economic Zone A me the ttional gridand eslls o
mmﬁdﬁﬁh&m wﬁa:ﬁ%m&mmmmwh mﬁmm&

zone.™

4.4.9 Support to enable “smiciﬁmﬁnn” qf mmtqfacnm'ng in 3Es

With increased ‘servicification’ of manufacturing, services used by 3E units can be subsidised. Subsidies can be
given to compensate for logistics services costs, labour transport costs, labour training costs, advertising and
marketing costs, to name a few. A fund to support dmbpmentofmnhalsemmsmsﬂmhepmwdadby
MOCI.

4.4.10 Research & Development Incentives

R&D incentives are WTO non-actionable, and also form the basis of various start-ups in India. Hence, provision
of several incubator facilities can act as a further boost to high- precision and technology-based industries, such
as medical devices, electronic and hybrid vehicles and unmanned aerial vehicles to name a few.

4.4.10.1 Aiding through various manufacturing enabling services,
with focus on MSME

On-site infrastructure, or internal infrastructure is not limited to power and water supply infrastructure alone.
To ensure competitive business environment, industrial areas adopt development of facilities to provide various
manufacturing enabling services. They may include variety of facilities, depending on the nature of hosted
manufacturing units, for example, 3D design, prototyping and rapid tooling facilities, trade logistics facilities,
high-speed telecommunications facilities and internet services, standardisation and testing labs, gamma
irradiation service providers, biomaterial testing facilities and more.

T

ttos:/ bani T ——
7 Arpita Mukherjee, SEZ in India: Perception vs Reality
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CASE IN HAND

4.4.10.2 Aiding through advisory, ‘1 cmd br:mdmg
services to 3E units

Manufacturing entails some ancillary services, which are quite critical for overall functioning of manufacturing
units. They may include services from location advisory to providing them branding and marketing support. This
becomes more important in case of MSME units, which are currently located in public zones, as many private
developers are already providing such dedicated facilities to their units (for example, Mahindra World City).

Several countries have realised the importance of provision of such services, and have been successful in this
aspect. Some examples include, Taiwan, which provides various services—legal, business planning, marketing,
mmw.mmmmmtmwm,mm
other support services.

CASE IN HAND

Certain services can be provided to all or, at least restricted to MSME units, at subsidised, or no costs.

Facilities to provide manufacturing enabling services should be promoted for development
within 3Es and made available to units at subsidised rates.

4.4.10.3 Additional support to highly advanced technological
sectors

Certain industries require additional support from the Government, due to their nascent stage of development.
In the Indian context, this will include, genomics (pharmaceuticals), medical devices and semi-conductor chips
{e!actrum],eiacmm and hybrid vehicles (automobiles).
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CASE IN HAND

Specific enablers or facilitation measures can be given to promote investments in such industries, through
subsidising utility, and or R&D costs.

4.4.10.4 Skilling support

Skilling of workforce acts as an investment to the firm as well as to the country. Acknowledging various
government initiatives taken in this regard both at sectoral as well as macro level, have been successful in
generating employment.

CASE IN HAND

4.4.10 'Enablers or ' to te .
technology and green energy

With the advent of an integrated approach to development and environment, fiscal incentives for promotion of

green technology are WTO non-actionable. Therefore, the Government can promote use of renewable energy and

green manufacturing technologies in zones through provision of appropriate fiscal and policy initiatives.

4.4.11 Integrating MSMEs in 3Es

Government needs to integrate MSMEs as part of 3Es by linking with MSME
schemes of government of India and provide focused enablers or facilitation

measures
MSMEs account for more than half of all formal jobs worldwide, according to a World Bank publication.®s

The Indian MSMEs play a significant role in the overall economy of India and account for around 45% of the
manufacturing output and 40% (28.24% for SEZ for FY 2016-17) of the country’s total export.®® The MSMEs
accounted for 28.77% share in GDP for 2015-16 with an approximate growth of 7.62% over the previous vear.

The major advantage of the sector is its employment potential at low capital cost. On an overall basis
(manufacturing and non-manufacturing) this sector employed an estimated 1109.8g lakh people during the year
ending 2015-16%7, making it the largest employer in India after the agriculture sector.

The MSMEs manufacture numerous products, from traditional to high technology items and are considered as
the drivers of innovation and competition in a lot of economic sectors such as precision engineering design, food

% SEZs in Select Countries: A Comparison with [ndia- Springer

# https:/ /'www.moigov.tw/english/print.aspx?print=eng_newslsn=11614&type=taiwan

% Entrepreneurs and Small Businesses Spur Economic Growth and Create Jobs published on 20 June 2016 at
http:/ fwww.worldbank.org/en/news/feature/2016 /06 /20 /entrepreneurs-and-small-businesses-spur-economic-growth-
and-create-jobs

# MOCI - Promotion of exports by MSMEs, PIB - Delhi posted on 27 December 2017

87 Annual Report 2017-18, Government of India — Ministry of Micro, Small and Medium Enterprises — 73rd round of National
Sample Survey (N55)
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processing, retail, IT and ITES, agriculture and services sector. Hence, the Government has initiated host of steps
to provide an impetus to the MSME such as —

» Establish technical centres with bilateral collaboration with Government of Germany and Denmark to
provide right stimulus to growth of industries in India

# Set up Technology Centre Systems Programme to expand and upgrade the network of Technology
Centres

Despite such importance of MSMEs in the Indian economy and host of steps being taken by the Central
Government to promote this sector, the current SEZ policy has significant constraints for MSMEs,
given the ecosystem and scale they operate in. Some of these constraints include minimum area
requirement, infrastructure costs, disintegrated sourcing pattern and other associated costs along with host of
compliance requirements.

MSMEs can be powerful instruments of economic development and skill-development provided there is an
inclusive approach for MSMEs in the SEZ landscape in terms of sustained policies, programmes, institutional
and infrastructural support. Inclusion of MSMEs can foster a collaborative working model across different
players along the value chain. For example, clustering of small and large manufacturers (essentially customers
and suppliers between themselves) operating in close proximity with units (including those providing support
services for manufacturers) will enable creation of high value goods.

4.5 Transition of existing SEZ to new framework
Existing SEZ stakeholders (developer or co-developer and units) are presently enjoying fiscal and non-fiscal
benefits under the SEZ framework.
On transition to new framework, the policy framework should have a ‘transitional clause’ ensuring the following:
» Status quo on duty or tax benefits already availed including export benefits
s No additional conditions on existing operations

» No penal consequences including recovery proceedings on such transitions

s Sunset to be defined for claiming benefit under SEZ framework including establishment of new business
or expansion of operations or projects under implementation

«  Pending litigations or disputes to be dealt under the old regime

# This will help a seamless transition into the new framework. In fact transitional mechanism or ‘grand
fathering clauses’ are part of any new legislation introduced to replace an existing legislation. Illustrative
examples of such measures in the past are provided below.

« In 2002 existing Export Processing Zones of Noida, Vizag, Falta, Chennai, Cochin, Kandla, Surat, etc.,
were converted into SEZs to promote exports from SEZs under new legislation. Pursuant to this
conversion, revised guidelines for benefit of 8o IA under Income Tax issued vide 5.0.100(E) dated 24
January 2002 gave exemption from minimum area requirement to EPZ converted to SEZs.

» GST regulations has specific transitional provisions in terms of migration of taxpayers, credit of tax,
refunds, job work, dispute, stock, price revision, etc.

On notification of new industrial policy, i.e., ‘Package scheme of incentives 2013’ by Maharashtra Government,
through grandfathering provisions it was ensured that existing industrial units availing benefits under erstwhile
‘Package Scheme of Incentive — 2007" will continue to enjoy benefits according to the respective scheme.
However, for all administrative purposes, the new ‘Package scheme of incentives 2013" will continue to apply to
existing industrial units,

Apart from requirement of transition clause as discussed above, specific provisions/ regulations, procedures
under various laws e.g. SEZ, FEMA, Foreign Trade Policy, Customs and GST, etc. will require a review and
realignment to adopt the proposed 3E framework.
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5. Indicative action points - proposed
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Amendments in FEMA, Income Tax Act, GST - Respective regulators
regulations, Customs & Excise Act, Foreign
24. Trade Policy, State Laws and relevant
sectoral laws to be  undertaken
simultaneously { S
Note: The proposed recommendations apply to developers as well as units
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Appendix 1. Government of India order sanctioning
Jor the constitution of a group of eminent

personalities to study the SEZ policy of India
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Appendix 2. SEZ performance snapshot

=  Employment Generation: SEZs in India have witnessed incremental generation of employment from around
0.1 million jobs in FY 2006 to around 1.9 million in FY 2018. This is significantly lower when compared to
Government's target of creating 100 million new jobs by 2022 under the ‘Make in India’ program. Apart from
stringent labour laws, which disincentivise units to employ labour for their seasonal and cyclical requirements, the
low employment figures can also be explained by low participation of manufacturing units in SEZs.

Cumulative Employment, mn
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Source; Fact Sheet on Special Economic Zones, wiww.sezindio,nic.in

» Investment generation: Total investment in SEZs (both private and government) stands at INR 4.74 lakh crore
as on 31 July 2018 as compared to INR 4,035 crore as on February 2006. Although this is a large number when
viewed in isolation, and implies manifold growth over the decadal period, these investment figures are much lower
when compared with the cumulative investments attracted by other economies such as China, Vietnam, Indonesia,
etc., in their respective economic zones.

Cumulative Investment (INR crore)
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Source: Fact Sheet on Special Economic Zones, www.sezindio.nic.in
« Exporis:

Exports from SEZs amounted to INR 0.2 lakh crore in FY 2005-06 and grew at a CAGR of 31% by FY 2017-18,
when they stood at INR 5.8 lakh crore; thereby accounting for ~25% of India’s total exports.

Share of manufacturing exports from SEZs, however, remains relatively low as compared to SEZ
services exports. It is only 15% (FY 2016-17) of total SEZ exports (excluding exports from Reliance
Jamnagar SEZ and Gems & Jewellery SEZs). On the other hand, global peers like China, Indonesia and
Vietnam have developed a strong ecosystem of manufacturing led-exports through their economic zones. This
remains a key area of consideration for India as it aims to increase the share of manufacturing to GDP to 25% from
the current 16% levels.
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Appendix 3. Key challenges in SEZs in India

Some of the key challenges reported by various s 2rs and units operating out of SEZs in India—
classified across three broad categories—process, regulatory, and infrastructure.

J"ut'l'll‘l i‘\"-'!'l_"‘- 1\!\ ISSUCs Tace

» Remove the sector-specific limitation and identify sectors that need sector-

|
| | » Inflexibility relating to usage of non-processing areas and idle capacity - SEZ|
I Units are prohibited to undertake Job work/ subcontracting from the DTA.

+  Rigidity in interpretation and application of concept of “authorised operations”

+  Limited focus on other value added services other than IT and ITeS services

«  Withdrawal of MAT and DDT exemption and no alternative benefit with IT
exemption approaching sunset in 2020

|
= Mandatory foreign exchange earnings for services provided in DTA ‘
«  No export benefits on DTA exports by FTWZ units |

|

»  DTA sales disadvantageous vs. stiff competition from imports through Free Trade
Agreements

|
| »  VISA regulations for skilled expats

‘ | - Gumnmmshnuidinm:hmemploymenthuedinmnthminsumm‘
|

export of services and generate employment.

»  Need for separate set of rules for FTWZ — there are issues around PE (Permanent |
| Establishment) for Overseas Entity using FTWZ Unit for their business without
| any establishment in India

» The Developer should be allowed to maintain the part of the processing area as
‘incubation centre’ for the prospective IT and ITES units- who intend to take the
SEanﬁneunleasefﬂrsumehmmﬂwutclalmmgwtaxbeneﬁts for the
purpose to experience the ease of working within the SEZ, before their taking

decision to app]}rfurregularSEZumL
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Appendix 4. Developing an  Ecosystem for
Electronics Manufacturing in Economic and
Employment Enclaves

0 et it Al
The electronics sector imports in India is among the third highest,
in terms of share in India's total imports bill, after petroleum and
gold which are resource-based products. Domestic demand for
electronics is expected to grow at 41% CAGR till 2020. However,
import dependency is expected to increase from 60% to 74%. It is
anticipated that in the absence of any corrective measure,
electronics imports bill might surpass oil imports expenses by
2020, The Government would need to look at ways to reduce this
imports dependency, through a sector-focused roadmap
encouraging domestic manufacturing.

At present, of the country’s total demand for electronics, imports
comprise of 50-60% finished products and 70-80% of
components.®® Compared with other Asian electronics manufacturing economies like China, Singapore, Japan,
Thailand etc., India is mostly an assembler for electronic goods, rather than a participant in the global supply chain as
a high value added manufacturer. This can be substantiated with the example of mobile phones (HS-851712). From a
finished product exports perspective, China's exports (US$ 48.3 Billion) are approximately 100 times of India’s exports
(US$ 0.48 Billion) in 2017%. But, a further comparison in terms of exports of components for mobile phones such as
displays (HS-851770), shows that China’s exports (US$ 116 Billion) are a whopping 800 times that of India (US$ 0.14
Billion of exports). Clearly, there is an opportunity to develop domestic manufacturing capability in this sector,
especially around components/intermediates.

Key issues facing the sector

There are multiple issues facing the growth of indigenous manufacturing capabilities in the electronics sector, which
are broadly across availability of quality infrastructure, competitive utility costs, logistics costs, skilled labor availability,
ecosystem of R&D and regulatory concerns. These have been showcased in the below exhibit.

Some of these issues are enmeshed with each other, for instance, factors like lack of quality infrastructure, high utility
costs and regulatory issues are considered as some of the key reasons for inability to attract the component
manufacturing (semiconductors, displays, printed circuit boards, etc.) units. This in turn has resulted in absence of
component supply base, which leads to higher logistics cost for components imports; further reducing country's
attractiveness to the finished goods manufacturers to invest. Currently, India has two fabrication units, however none
of them are used for commercial use, and this makes the country a net importer of semiconductor chips.
Semiconductors are estimated to form about 30% of the cost of an electronic product/system. s
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Further, it is important to note that specific issues around these broader concerns vary across the value chain of
electronics manufacturing. For example, product design and innovation driven companies perceive lack of highly skilled
workforce as an issue in India, which in turn is emanating from the lack of an ecosystem of manufacturing capabilities
and industry-academia linkages. On the other hand, companies involved in assembly, packing and testing, which
typically look for tier 2,/3 cities as location to save on real estate costs, are grappling with availability of medium skilled
manpower in the vicinity.

How Employment and Economic Enclaves can address the issues?

Government can help address the above mentioned industry concerns through 3Es development framework, which
looks at harmonizing the regulatory environment, create an ecosystem of collaborative R&D and provides other enablers
like skilled workforce development, access to finance ete. For example, extension of “infrastructure status” to all the
components of 3Es will enable the units to access cheaper finance through External Commereial Borrowing (ECB),
especially addressing the concern of capital intensive segments of electronics manufacturers. Similarly, the improved
external and internal infrastructure in these enclaves, can address the issues around infrastructure bottlenecks and
logistic inefficiencies.

Ability to have one unit serve both domestic market and international market. Component manufacturers can also enjoy
the benefit and therefore the market becomes attractive for entire manufacturing ecosystem.
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connectivity
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Appendix 5. Approach adopted for this study

Aligned to the set objectives above, a comprehensive approach was adopted—focused on secondary data review and
primary consultations with some of the key stakeholders. This has been illustrated in the exhibit below.

Eview L ormimittes

- TR LY e T il T
. -J.ﬂ&&rmm&mhmi of Finance

P Lo

 State Representatives
+ VO &MD, GIDC

. Comm . Industries, Govt, of

«  Speclal Secretary, Industries, Gevt. of Tamil Nadu

. mmrm__lmmulm

+  Principal-Secretary, Indusiries & Commerce, Govi. of
Telangana

_ Industries, Gov. of Karnataka

I i

Manufacturing Services Manufacturing Services il
10 5 8 6

Inputs were collected through primary sources whereby a survey was conducted during August 2018, to understand the
key nuances and challenges facing stakeholders. Using a structured questionnaire to gather the views of different
stakeholders—including the SEZ developers, units, government officials, business associations and chambers—key
insights were obtained on different aspects of the functioning of SEZs, current issues faced by these stakeholders, their
expectations from the Government, and also inputs on possible interventions to improve the SEZ scenario. The
questionnaire was disseminated to operating SEZs inclusive of developers and units situated across India. Furthermore,
in order to understand and document the information, meetings were also conducted with the concerned entrepreneur
or officials. During this course, 28 responses were received, with valuable insights, which have informed some of the
recommendations emanating from this study. The details of key SEZ stakeholders surveyed as part of this study have
been provided in the Appendix 23.

The study reviewed the existing SEZ policy documents and analysed various parameters such as operational status,
sectoral distribution, exports generated, employment, among others from various reliable secondary sources including
MOCI and other Government databases and reports. Moreover, it looked at the performance and global experiences of
economic zones development, across key performing economies, to draw lessons which may be contextualised for India.
Insights from such analyses, in tandem with insights from stakeholder consultations, were used to identify some of the
key recommendations as part of this study.
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Appendix 6. Changes in SEZ in the Dominican
Republic for WTO compliance

Period National Priority Sectors Non-priority Sectors

2006-  Bo0% Export Share Requirement (ESR); duty-free imports of intermediate inputs
2007 and capital goods; full exemption of gross sales, registration, construction,
corporate income and value-added (ITBIS) tax for 15 years (20 years for firms in

SEZ - border SEZ)

firms 2008- @ ESR fully removed; duty-free 80% ESR remains; duty-free access on
2011 | access to domestic market domestic sales if product is not produced
in DR or has at least 25% of local input

content

'zo12-  Domestic sales remain free of import ESR fully removed; Domestic sales are
2014 dutiesbutare subjecttoa 3.5% taxon  subject toimport duty, 3.5% tax on gross
gross sales and 18% VAT sales and 18% VAT

' 2006~  No ESR; subject to national customs regime

2007
Non-

SEZ (R008- | o . o o 126 "oriority” = N change

firms | 2011 | ooimediate inputs; exemption of
VAT (ITBIS)
2012-  Nochange
2014
Source: World Bank Report at hitp:

Ban

OO =V e =CIl ] 115~

ECONOTNIC=L0E
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Appendix 7. Annexure VII countries with higher
GNP vs India
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Appendix 8. Key recommendations of stakeholders

« Rule 30(8) of SEZ Rules provides that drawback shall be admissible to Renault
DTA supplier only if payments for supplies are made from foreign =~ PHD Chamber
currencies account of unit. Where goods are supplied by DTA suppliers ICC .

' to the Indian entities operating within FTWZ, such transactions are TASID !
i done in INR. However, final export from the FTWZ is being done in

, foreign currency. Nevertheless, DTA supplier is unable to get drawback |
| . dmmtemmﬁﬂmszmanmnw Amend Rule 30 (8) to
| ‘

allow duty drawback to DTA supplier based on final export from FTWZ. |

« DTA sale of goods against payment in foreign exchange from Exchange |
EaranoreignUunmqr{‘EEFc}nmnt.thmmdnddfnrﬂFE
computation - Treat manufacturing SEZ at par with Service SEZ and |
condition to receive payment from EEFC should be removed

« Supplies to Nepal, Iran and Bhutan are allowed in INR as per FTP and |
denied for supplies from FTWZ — Allow such supplies in INR _

. HRDsmSEZsmmqmmdtnmmmedmnﬂhcmﬂmmmUﬂmﬂm-
than INR - Earning foreign exchange should not be interpreted as a
mandatory criteria under the definition of service so long as positive
NFE is achieved

s Relaxation of NFE criteria for units in certain sectors (oil & gas, defense,
_ electronics, etc.) which would primarily cater to domestic market
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4 . Appmﬂl.prmfurSEZsetupmmquength}raspermlssmm ~ Phoenix
required from multiple authorities. FICCI
Entmepromstakmalmnstgmuuthﬁcnumngdela}rmmmmemment Adani

of operations - The investors and units have to approach multiple PHD Chamber
authorities to get information as well approvals. For example, TATA Steel

Environmental approval process is varying between 2 -3 months, even Raheja
after notification of SEZs. There should be consolidated application at RR Das
one-stop wherein the administration assumes role of facilitator. Mahindra
Some of the specific suggestions are — Lifespaces
a) Option of submitting single application for formal approval and
notification of the SEZ
b) List of goods which developer can procure without the UAC
approval should be provided

¢) Maximum 5,000 Hectare land restriction should be removed

d) Delegation of power to approve Co-developer to UAC

e) Connected infrastructure to SEZ should be provided by State
Government

* Requirement of industrial license and its approval
As per SEZ Rules, issuance of Industrial licence is within the powers of
BOA. However, as per past BOA meeting minutes, LOA can be issued
by DC office, whereas there is no specific provisions in SEZ rules for the
same, Therefore, suitable rules may be incorporated to assign powers to
DC/UAC for issuance of LOA post approval of industrial license by BOA.

» Requirement of approval from UAC for procurement of goods for
undertaking authorised operations
Developers are required to take approval of the same. Provision to be
made for such procurement by giving a formal intimation instead of
approval.

* Rule shall be inserted enabling a SEZ Unit in one particular sector to

switch over to another sector and shall be permitted to seek change of |
its authorized operations.
Permission for procurement should not be required if such approvals
are part of the approved, default authorized operations. A negative list
of permission for procurement can be considered to remove the need
for specific approvals. Further Rule 37 provides that in case of
Developer, goods admitted to SEZ shall be utilized within a period of
one year which is very short period. It should be made as 5 years instead
of one year as applicable to the SEZ units as utilization takes longer time
and further depends on the demand of the clients.

¢ New Rule 11 A has been inserted in SEZ Rules, 2006 effective 2nd
January 2015. Its applicability has to be prospective in operation. Rule
11 A approves bifurcation of Non-Processing Area into two parts, 11A
should not made applicable for the projects already implemented and
completed, projects under implementation in multiple phases in which
some of the phases have been completed and housing units handed over |
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shall be made applicable for the all the projects for which LOA obtained
after the notification of Rule 11A.

Rule to be inserted enabling take over of authorized operations of one
mdmdmbymﬁum—dmhpmmﬂnHPAmhuwﬁhluhm-.
A of SEZ Rules.

Rule to be inserted for de-notification of SEZ notified lands in the NPA. |

with no SEZ restrictions and subject to refund of duty benefits if any
already availed. |
Rule shall be provided enabling sale instead of lease for transactions in
the NPA catering to dual use where no duty benefits are allowed. |
Cuneminnnlmﬂumdutymﬂ!&ﬂﬂulewgymdmm

on DTA sale. Similar to EOU scheme, 50% sale be allowed as DTA sale

ansn!ﬁrﬂeaflpglﬂ:hhmmduw OR Domestic sale should be |

MEIS benefits is specifically restricted on supplies made to FTWZ - As
goods held in FTWZ are exported outside India, therefore MEIS benefit
WhMmmﬁhmﬂeﬁMWwﬁnﬂm
Trading of commodities such as cotton, pulses, agro-products, etc. are
denied from FTWZ although these commodities are not restricted or

prohibited

PE (Permanent Establishment) clarity for Overseas Entity using FTWZ

Unit for their business without any establishment in India. Suitable

notification to be issued to promote and to make more clarity to

Overseas Entity using FTWZ Unit

Sdhn;upufFreeTrudeZuneaﬂntemaﬂonaMh‘pumhnungfam]m
for warehousing, and distribution facilities for trade,
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Example, the SEZ online system does not provide facility for online
payment and manual duty payment is a tedious, time taking and costly
affair -Integration of SEZ online system with ICEGATE and providing
EDI connectivity in the SEZ.

Development of service SEZ inside FTWZ to provide all value added
logistics with State of Art facilities like On-line Custom Clearance
suitable for miero , small and medium companies

No specific option available in SEZ portal to maintain e-bond register-
It is recommended to have e-bond register option so as to avoid
reconciliation issue

Every electronic data filed has to be submitted in the hard copy as well.
:Immmth: same lhmld be restricted to electronic and online
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« Difficulty in transfer of assets online from One SEZ unit to other SEZ
' unit due to business reasons within the statutory threshold.

l o There should be clarity in transfer of assets rules (Rule 74A) regarding
| its applicability, sale of goods lying for recovery of dues etc.

1 e Entry points at SEZ to be linked with RFID access points

Units face delay in obtaining ID card for entry to the processing area of

a Zone (stipulated section 46 of the SEZ Act). Further, almost all the

unmt.plruuullrly Hfltu,htmthdrmmmdnhaedupunﬂm

such cards i y units

Mdutyhlmmedmmpdummm BCD on scrap should
be waived off as no industry can function without generating scrap.
Further, realization of such sales proceeds to be allowed in INR

Colinshah
DLF

Cmem]awdoeanntpemutﬂleumttompﬂﬂfhﬂﬂtﬂfm"mm | o
before purchase - viewing/ procurement area in SEZ where DTA |

: Colin shah
L | suppliers can show the goods to the representatives of SEZ unit. | -
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W S ot ST e

Provision of loan to SEZ units by banks at hhherm{wmpmdtu
interest rate applicable in other countries).Subsidized interest

should be allowed on borrowings by SEZ units.

Finance should be made available to the m

mﬁwmwmﬂummm
~players-

1
j

[ -

DﬂumdfothTExempﬁnnubevelopmmdmnuﬂmgtthEZa
as the government has imposed MAT on manufacturing units located in
SEZ- MAT should not be levied on SEZ units as it is against the concept
of providing tax concession to industry for promoting investment and
exports from India.

Sunset clause (Developer) 80 IAB/10AA of the IT Act

The tax holiday for developer has been withdrawn on 1st April 2017.
Further, the word “Development” has not be defined either in Income
Tax Act to SEZ Act. The attractiveness of SEZ developer is taken out. As
per Union Budget SEZ Units who undergoes into operations before 1st
April 2020 shall be getting Income tax benefit. This is deterrent to SEZ
Demand. Removal of Sunset clause for Services SEZs in India. It is
proposed that the Sunset clause under the income tax act for Services
SEZ be removed. Various services units in the SEZ may start finding
global low-cost operating hubs and shift to that location based on the
competitive tax incentives offered in that location e.g. Philippine is
attracting lot of Indian IT and ITeS companies to set up their
outsourcing hub. If SEZ policy does not address the issue, it is possible
that many of the units in SEZs post April 01, 2020 may start locating
their operations overseas. It would be very easy for IT and ITeS units to
shift because most of these units don't have large investments in the
SEZs and operate on a lease rental

Income tax benefits on additional capital investment

Income tax benefits should be given to existing SEZ Unit on additional
capital investment/product addition which would reduce the
duplication of activities for claiming benefits by setting a new unit

Tax benefits to Exporters in SEZs employing women and handicapped
workforce irrespective of level of export performance, based on the
number of employees.

Tax benefits to companies involved in helping supply chain network
development (cluster based approach within or outside the zones).
Income tax at a predetermined level to transportation companies
providing end to end transportation service companies

Companies providing services in terms of prototype development,
market research and business development services to companies in
export business located in SEZs can be exempt from certain direct and
indirect taxes

Companies supplying green technologies/clean energy products to
developers/ companies located in SEZs will be eligible for certain tax
benefits.

Govt should extend the subsidy for generation of employment,
producing the goods or services. In case of SEZ operational units are
more than certain operational units with a certain investment and
employment then capital subsidy should be granted to Developer/ Co
developer. Likewise, an incentive should be given to SEZ units on
achievement of given employment/ investment, export.
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I » Currently IT and ITES SEZ Units are denied indirect tax benefits on
setting-up of cafeteria facility within their premises. They must be
Mmm&&mmmmwmr
should be part of setting-up of IT and ITES Unit.

. mmmmmmmmmﬁﬂuml
area as ‘incubation center’ for the prospective ITand ITES units- who
intend to take the SEZ office on lease for some time without claiming
any tax benefits, in order to experience the ease of working within the
SEZ, before taking final decision to apply for SEZ unit approval.

. 'Ihapronauuin‘gnfanfta:fm‘m:sguneru]]jr-au;nadtmm(:mDCnfliﬂe.=
However, in few SEZs, the processing of softex forms is through
Authorised Officer—wherein the units are facing difficulties. I

» Employment Based Incentive Scheme
Government should introduce employment based incentives in SEZ to
encourage export of services and generate employment. Eg.
&mmbwﬂﬁmmﬂmumhmwghmddmnf
1.25 times of the investment made,

* Removing the requirement of creating boundary wall for Services SEZ

| The requirement of creating boundary wall in SEZs was mainly for |

manufacturing SEZs as it would have regular movements of goods in

‘ and out from SEZ. Services sector should be exempted from this

reqnhmmnsitinﬂmhugamstmmhthemofmdary

‘ . DﬂnbmhmwhmmbymmmSEz

. At present, SEZs only focus on export of services from SEZs. However,

' mnftheub]emmofmSEZpoﬁcyinmdmmtugmmm|
employment in the country. This element can be developed when global |
players are encouraged to set up base in India for serving domestic |
market. As a recommendation, introduce incentives for serving

- domestic market in India through SEZ in India (incentives be provided

| on the 50% of the revenue generated through serving domestic market
mIndm
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Iy

unit mmplle.s W‘Iﬂ.’l NFE criteria

At present, the office of DC is held by officers from various backgrounds

forest, Ordinance factories etc. However, the post of DC

including

should only be reserved from either 1AS or from ITS only.
orientation of all officers in theSEZatfmqumti:ﬁervﬂswmhelp
mwmmdmﬁnﬂhﬂm

Since there are mo tax benefits available to developers on the
development and maintenance of area in NPA marked for dual use, the
restriction in the use of such area should be removed.

The sub clause 3(c) of Rule 11A wherein celling has been provided for
area use should be replaced with the following:" the development in
NPA will be carried out by the developer as per the area usage policy of
the state and will submit the copy of approved master plan within 6
months or such extended time as allowed by Development
Dummlmuner

The Development Commissioner may permit a Unit, as one time option,
to exit from the Special Economic Zone on payment of duty on capital
goods under the prevailing Export Promotion Capital Goods scheme
under the Foreign Trade Policy subject to the Unit satisfying the
eligibility criteria under that scheme.

Time Bound and simplification process for merger of two or more unit
in SEZ including seamless transfer necessary for consolidation of units
Various closed unit have not been able to exit due to pending disposal
of assets, the consultation should be done either for revival of such unit
or exit from the SEZ so that space can be used by the new entrepreneur.
There should be proper process for transfer of assets at the time of exit
of units under section 74.

The EOUs should be given the option of conversion in SEZ at same place
or for shifting of business to SEZ to bring everyone under one roof. The
option should also be given for the merger of EOUs in SEZ in case the
EOU are adjacent to the SEZ. Such options will help in usage of vacant
space and authorities will not have to monitor two schemes.

Absence of guidelines in respect of EOU Merger

There are no proper guidelines and timelines relating to merger of
EOUs. Also, procedural lapses should be viewed leniently where the

dmhpﬂil»furmkms mﬁmwﬁr&n ‘
:Aireraft / Shipping Leasing mmnmmg

hub Iﬁmrna:tlmul itainsurm hub, International 'l'mding |

mmmﬁnﬂiunfﬂnlﬁm&nghuh Global Fund bus
administration hub, Legal Services / mfmnml Services, mubul |
Accounting Hub andﬂnln:ﬁng Company Structure

Unified Regulator - Globally, international financial centres have
separate single regulator for financial services business. Hon'ble |
Finanee Minister has already announced in the Union Budget 2018 for
setting up of Unified Regul,ntcrr for IFSC. Early creation of theAuthorltjr
would helpin bringing global institutions in IFSC

Incentives for availing Services from IFSC SEZ by domestic institutions
instead of availing such services from overseas centres.Introduce
incentives for providing financing services to domestic market in India |
through IFSC SEZ in India (incentives be provided on the 50% of the
revenue generated through serving domestic market in India.In order |
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Itshmldhamdthnt,dupemﬁngonthnhmhmoftheml
mqﬂmﬂu{umuiwmdﬂmmwmldmthm{wiﬂl
urban locales having requisite inventory of social facilities). :
Considering the focus on ‘Employment’, it would be pertinent to
encourage domestic industry in the surplus area of the non-processing
zone. This would also ensure ‘optimum utilization of infrastructure’
meﬂed{umhudﬁ:mhﬂﬁm,wﬂummdn,w&ﬂﬂmm'

nmhnﬂnplmtu,etc]ﬁurthemﬁrem

infrastructure /platforms.

‘secluded’ area and are permitted to operate from home. Therefore, co-
existence of exporting and domestic units within the same zone

‘With the advancement of technology and advent of remote work-place
models such as “cloud computing”, the concept of “Virtual Zones”

would be a reality. Hence, the Service Zones may be permitted to host
mmmmmmmmmmh
mrtside premises

ﬁhmmﬂudeﬁﬁﬁmdmﬁmunﬂumﬂrmmmw 1|
For creating an enabling environment for new services, tax concessions
(as applicable to IFSC) such as DDT exemption, concessional rate of
MAT should be introduced

Dedicated Service SEZs( IFSC ) covering other areas like financial,
banking, insurance, non-financial /business, outsourcing, research and
development, courier and technical test analysis , trading and product
dwalupmtmtra.mmhmmdumﬂﬁuﬂhum;thm

This minimum BUA criterion needs to be eliminated. This is necessary
for notified and operational SEZs which would require insulation from
the ‘Sunset Date’ (31/03/2020) if it is made applicable.
Alternatively, a stipulation for ‘employment generation’ within a |
location by EOUs & Domestic Units needs to be identified to qualify for
‘"SEZ [ 3E Status”, !
Operational SEZs with part occupancy and existing BUA should be
allowed to function as “3E enclaves” (enjoying the duty benefits and
without recovery of taxes / levying penalty for non-compliance of BUA)

_ after sunset date of 31/03/2020, if the same is not extended. ]
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e The restriction of 30 years for lease period of co-developer needs to be |
Since,

within the

; creation and is responsible for managing specific

» Considering the work-load and resource constraints within the i
system of judiciary, it would be handicapped for the disposal of matters
related to SEZs on a fast-track™ mode.

. Dui;nntedmummihun:kmhumTwiﬂlmhﬁur
mega-cities of the country) will be aimed for expediting the process of

rudntlmu ‘Provision for appeal in the Supreme Court

s Permission be granted within the ambit of ‘Deemed Distribution
Licensee’ for supply of power to the adjacent area (related to industry, '
mmmmm}mmﬁm |

|

Infrastructure to be created for services zone is investment intensive,

Vacancy of space created by existing units would lead to idle

infrastructure and stressed assets

To address this issue, mixed occupancy would ensure revenue

generation _

To promote 3E Status, utilization of subsidized infrastructure can be
with Employment stipulation

Cunﬂnuaﬂmofdirectmdm&mdhxbmeﬁlsfnrthemtmg

SEZ Units must prepare manufacturing cost statement (MCS) for each
in order to prove local value content and/or change in tariff
The MCS shall be certified by a Chartered Accountant or Cost

Accountant. The MCS shall be valid for a period of One Year.

After MCS approval, the manufacturer must apply for preferential CO

for each shipment. The manufacturer must then sign the CO and send

the original copy to the DTA importer, for them to claim tariff =~

ummmmmahaﬂbeohhmedﬁ'omthezmmhpment ;

« Health care city (service SEZ): Formation of Single Product dedicated |
Health Care SEZ combined with medical education, tourism and |
hospitality Industry. Eg DUBAI Health Care City.

« Formation of Med Tech Service Zone providing services like Telehealth

: and Telemedicine platform, Health Informatics, Pharmacovigilance

i i ~and Drug safety and social care (non —medical), Skill Development |
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Modernisation of multi modal Transport system to handle the Dry
Cargo by containers. Eg Nagpur, tagged as the centre point of the nation
could soon become the epicenter of giant logistics arena.

W&mmaﬂwhg&uﬁawﬁfﬂmhmuﬂn;’ the interstate and country

Creation of dedicated cold chain service SEZs

Pilot trial can be performed for semi-trailer swapping with bonded
warehouse which can reduce time with strict control and monitoring of
custom electronic seal within built GPS functions to traces the trucks.
Creation of Service SEZ clubbing with kaladan multimodal project
developing under act east policy with unique feature of road-river-port-
cargo transport project and services can be further extended to Rest of
ASEAN market through Myanmar
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Formation of Hi -Skill Universities in and around Industrial cities for =~

imparting education and skills to lower educated employees of labour
intensive segments. Eg Skill University in Mahendra SEZ , Jaipur

JV with renowned world Educational Institutions for specialized hi tech
courses. Setting up the educational Campus without disturbing
domestic educational services.

Specialized education in the field of life science, drone technology,
Nursing, paramedical services like physiotherapy and occupational
therapy. Eg, Drone Pilot (DP) and Drone Data Processor (DDP) in
Visakhapatnam. Andhra Pradesh is the first state in the country to
mmmmmmmm

C-DAC Centre for Development of Advance

Services to build up Industrial human Capital development systems.

To upgrade Film City Mumbai and Ramoji Studios as Service Sez
Creation of Special Entertainment Zones in service SEZ for only foreign
tourist for gaming like Casinos and other entertainments.
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Appendix 9. Method of identification of thrust
Service Sectors for promotion via 3Es

Parameter 1 — Reference to the spread of top 10 service categories in terms of highest recipient of FDI inflows
(value) in India. The spread depicts importance of these sectors to bring in investments.

See the figure below —

FDI inflows to the Services sector during
FY 2016-17

& Telecommunications

® Computer Software & Hardware
® Trading

® Construction

8 [Information & Broadcasting

# Hotel & Tourism

® Hospital & Diagnostic Centres

® Sea Transport

® Consultancy Services

® Other services

Source: Based on Department of Industrial Policy and Promotion (DIPP) data

Notes -

1. Other services includes Financial, Banking, Insurance, Non-financial business,
Outsourcing, R&D, Courier, Technology testing and analysis

2. Construction includes infrastructure activities & townships, housing, built-up
infrastructure and construction development projects

Parameter 2 — Reference to the 12 identified service sectors under the Champion Services Sectors where the
Government will focus to promote their competitiveness, encourage their exports which in turn will create more
jobs and contribute to the GDP growth. Department of Commerce would coordinate the proposed initiative for
the Champion Sectors in Services. See the table overleaf for the service categories.

Parameter 3 — Service sectors identified by the MOCI for promotion through SEZs in its Study on Service Sector,
SEZs and EOUs in October 2017. See the table overleaf for the service categories.
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Parameter 4 — Feedback from the authorities (Development Commissioner). See the table below for the service

categories.
S. No. | Champion Service Sectors | Sectors identified by Feedback from the authorities
the MOCI

1 Information Technology & Healthcare Healthcare services
Information Technology
enabled Services (IT & ITeS)

2 Tourism and Hospitality Education Logistics services at port based on
Services service SEZ

3 Medical Value Travel Tourism and Hospitality Logistic services at dry port service

SEZ

4 | Transport and Logistics Media and Entertainment | FTWZ at the International airports

5 Accounting and Finance Banking and Financial Tourism and hospitality sector

6 Audio Visual Services Information Technology Education sector

7 Legal Services Aviation-related services Defence and aviation segment

services
8 Communication Services Recycling Services — Media and entertainment
Electronic Waste

9 Construction nnd_ Related . 5
Engineering Services

10 Environmental Services - -

11 Financial Services - -

12 Education services - -
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Appendix 10. Vietnam Case Study
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Appendix 11. Central Government Schemes

i Bt 35 S vt s
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Appendix 12. Free Trade Zone regime in Costa Rica

Companies eligible for the scheme:
: manufacturing

4. Companies or organizations enigaged in scientific research
5. Manufacturing firms which may export

I 'aration Small Scale

100 **For example, Advanced Manufacturing and Life Sciences Projects, R&D activities, Innovation Projects

10 For US$ 150,000 in fixed assets within FZ Park or US$ 2,000,000 outside FZ Park

w2 Investrment in depreciable fixed assets (land is not included). Company must comply with an investment plan to be
accomplished between 1 and 8 years; which could be reached at any time during the 8 year period. Upon completion,
PROCOMER will verify the $10MM investment in fixed assets according to its value in books in the year the investment
amount was completed. Additionally, once the company has complied with the investment plan, the company must
maintain the fixed assets which were part of the plan. Substitution of the fixed assets is permitted only in the new
depreciable assets have the same value in the books as the fixed assets to be replaced when the investment plan was
completed

w3 For USS 100,000 in fixed assets within FZ Park or US$ 500,000 outside FZ Park

w4 Additional 8-year renewal may be granted if significant reinvestment is made

5 Additional 6/12-year renewal may be granted if significant reinvestment is made
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Remittances Within GMA/ NoLimit  100% ' 100%
Repatriation outside of Exemption Exemption
g s LGMAY P UODIIT o b St enn ol Lo

For Service Companies:

iscal Incenlives

" Atleast 50% of the services must be
WRAY . SNSRI ae DR R

wh Additional B-vear renewal may be granted if significant reinvestment is made

Proposed Palicy Framework for Employment and Economic Enclaves (3Es) in India

Page 109 of 133




Appendix 13. Fiscal Incentives to PEZA-Registered
Economic Zone Enterprises

» Income Tax Holiday (ITH) — 100% exemption from corporate income tax
» 4 years ITH for Non-pioneer
» 6 years ITH for Pioneer Project

s  Upon expiry of the Income Tax Holiday - 5963pem]TuunGrmInmmamdmmpuon&um
all national and local taxes. (“Gross Income” rﬁsmmmmmmd&ﬁvﬂ'
from the registered activity, nﬂﬂulm&mumﬂhmﬂﬂmmdm|

incidental losses during a given taxable period)\
» Tax and duty free importation of equipment and parts.
« Exemption from wharfage dues on import shipments of equipment.
e VAT zero-rating of local purchases of goods and services,

cost of sales or direct costs but before any deduction is made for administrative expenses or |

land-based

telecommunications, electrical power, water bills, and lease on the building, subject to

compliance with Bureau of Internal Revenues and PEZA requirements

« Exemption from payment of any and all local government imposts, fees, licenses or taxes.

, HmweverwhilemﬂerlnmmeTuHuhﬂa]rmmmpuunﬁnmmnlmtatem,
' but machineries installed and operated in the economic zone for manufacturing, processing |
or for industrial purposes shall not be subject to payment of real estate taxes for the first three |

(3) years of operation of such machineries. Production equipment not attached to the real |

mteshaﬂbeexemptﬁnmmlpmpertytam.
l :I- i 1|ln|r d |-
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lmm%uﬁngaﬁmmﬂapumﬂ o S
| '+ Tax and duty-free importation of medical equipment, including spare equipment |
f supplies, mqmmdﬁ:rthebe&niulvhbﬂinrmdumﬂunufthnw:m“qrﬂunfﬂm

:

|

|

! uhswdhmmhmhﬁnumyﬁc&onnmﬁeﬁrwmuw
| 1

|'

|

|

5 e VAT Zero Rating on local purchases of goods and services, including land-
' hndtdewmmnhﬁommmmdmhﬂh

+ Exemption from duties and taxes on raw materials, semi-finished goods for re-sale to - m'for
Wmmmhmtmmrmwml
Manufacturing Enterprises, for direct export or for consignment to PEZA-registered export

B VATmmmmmmm&mmmmmmmﬂ
h mbemroad ally

e ) Fy 2 LK

7B IT Park Developer / Operator 5
, = Special 5% Tax on Gross Income and exemption from all national and local taxes, except real
: property tax on land owned by the IT Park Developer. (“Gross Income” refers to gross sales
I or gross revenues derived from the registered activity , net of sales discounts, sales returns and
! allowances and minus cost of sales or direct costs but before any deduction is made for
, administrative expenses or incidental losses during a given taxable period)

I . VATZu'nmhngnﬂnm]purcham
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| « Special 5% Tax on Gross Income and exemption from all national and local taxes, except real

I property tax on land owned by Medical Tourism Zone Developer. (“Gross Income” refers to
gross sales or gross revenues derived from the registered activity , net of sales discounts, sales

s returns and allowances and minus cost of sales or direct costs but before any deduction is

. made for administrative expenses or incidental losses during a given taxable period)

e VAT Zero rating of local purchases f
:.h“i-llllﬁl.ll DA naed Y

;-_1 [thino |||; *U

7F veloper / Operator -

s Special 5% Tax on Gross Income and exemption from all national and local taxes, except real
property tax on land owned by the Retirement Economic Zone Developer. (“Gross
Income” refers to gross sales or gross revenues derived from the registered activity , net of
sales discounts, sales returns and allowances and minus cost of sales or direct costs but before
any deduction is made for administrative expenses or incidental losses during a given taxable

jes Enterprise '

. Spedﬂs%hxmﬂrmmmmemdmﬁmﬁmanmﬁmdmﬂhmlm.mptrﬂl
property tax on land owned by developers. (“Gross Income” refers to gross sales or gross |
revenues derived from the registered activity, net of sales discounts, sales returns and
allowances and minus cost of sales or direct costs but before any deduction is made for
administrative expenses or incidental losses during a given taxable period)

s VAT Zero rating of local purchases
ni— 1 fmm . ' 1) e
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» Special 5% Tax on Gross Income and exemption from all national and local taxes, except real
property tax on land owned by developers. (“Gross Income” refers to gross sales or gross
revenues derived from the registered activity , net of sales discounts, sales returns and
allowances and minus cost of sales or direct costs but before any deduction is made for
administrative expenses or incidental losses during a given taxable period)

s VAT Zero rating of local purchases

¢ Exemption from expanded withholding tax

(This space has been intentionally left blank)
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Appendix 14. Incentives available in Thailand’s SEZs
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Appendix 15. Institutional framework in Serbia

Source: 2017 Report titled, “Tracking Special Economic Zones in the Western Balkans” by the OECD
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Appendix 16. Institutional framework in Former
Yugoslav Republic of Macedonia

Source: 2017 Report titled, “Tracking Special Economic Zones in the Western Balkans” by the OECD
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Appendix 17. Back-end integration features of GST

Network and SWIFT

GST




4\
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Swift, Costless, Transparent, predictable, Competitive
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“ippendix 18. SEZ vis-a-vis actual completion of
approvals

Timeline prescribed at each step of the approval process in the establishment of SEZ provisions is depicted




‘ASIB’_SEZEntahIishmentApprovalems (India) as seen in practice, which takes

{
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Appendix 19. Pre-establishment stage approvals
and clearances in Andhra Pradesh

« To start an industry a subset of 24
different clearances may be required. Of

Mame of the

Department *ermiissible Time Limats
Clearance | Approva :

STp , MR To be based on the

| length of the HT line
| = Elecn'iml Inspacturnta statutory l Chief Electrical | 7days
| ~approval for drawings | Inspectorate- !
| | Deputment of Ener;jr |

4 Bulldmg ,J’Srte Permussiorn from Department of Panchaym 15 days / Deemed
- Gram Panchayat Itn] & Rural Develnpmt

w? Urban Development Authority
w0 Directorate of Town & Country Planning
w4 Urban Local Bodies




Red leaxurr

Licence for manufacture of bulk Dmgcantml
drupnrﬁnrmu.‘latiuuor
cosmetics

e,
Depuhmntnfkma

7 days
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‘Appendix 20. Pre-operation stage

cearancesmAndhmPradesh

Authorisation of units

Licence for possession and use
of Rectified Spirit and
Denatured Spirit

' Commissionerate of
Labour—
Department of Labour
Employment
Training and Factories

Commissionerate of
Labour -

Department of Labour
Empl

Training and Factories

Prohibition & Excise

' Department

. of Revenue i




Appendix 21. Approvals in Odisha

The State of Odisha has
implemented the ‘Ease of Doing
Business' framework through a
robust single window clearance
mechanism.

The System enables the investor to
approach a single designated
authority and seek all clearances and
approvals to set-up and
operationalise an industry.
Combined Application Form (CAF)
has been created wherein all
departments and authorities are
mandated to accept for a host of
clearances and approvals.

A three-tier single window clearance

To facilitate time bound approvals, time limit for disposal of application by each of the concerned Departments
have been stipulated in the Odisha Industries (Facilitation) Amendment Rules, 2015. The stipulated timelines for
approval(s) have also been incorporated in the Odisha Right to Public Services Act (ORPSA), 2012.

In case of failure in adherence to the stipulated timelines, such approvals shall be deemed to have been issued i.e,
the entrepreneurs may proceed with the implementation of the projects. Crucially important, unnecessary delays
can also lead to action being taken against the Authority responsible for unjustifiable delay.




Timelines for various approvals

Fime Limit
(Working Davs)

.mm&mrmﬁrmﬁmhhﬂmhLT t R TR 7
1 i.  Where infrastructure is available 15
ii.  Where infrastructure is not available

;
555 8%&

(Handling & Management) Rules
wﬁwmmmmnmmm 90
nmummnmﬁmm .

:Intpmtiocnnf&:ﬂurs&imuufpmﬁninmlm&entnupermboﬂms

- ' 'Eﬂorsenmﬂufﬁer&ﬁcnmnfﬂuﬂwﬁpmmnmm&nler | SE |
: ﬁttendmtsandWal&wsissuedhyuthersmtu

| Gmmfcmmtefmummmnfnoﬂmmdmm ok Pry |
_ 9s mmpnnentaundarthn Boﬂemﬁct. 1923 ;

LR, A | —— e




ﬂmmﬂﬁmm mdStumnndn'ﬂm

Boilers Act, 1023

Directorate of Labour

Contract Labour (Rehabilitation & Abolition) Act, 1970
i Registration (one time)

fi. Licence .

iii. Renewal (annual)

Decision on Land Allotment within IDCO Estates outside
BMC Area

Execution of Lease Agreement subject to compliance of Terms and
39- | conditions of allotment

BMC Area

Allot
G

dtion ITOm il

Nent Letter atter re B i
MARL LEULCL AUV BRARAE UL IV
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Appendix 22. Entry and exit process of zones in th.
Philippines

The Philippines: SEZ entry process

The Philippines: SEZ exit process




Amity Shiplog
| 10. Indim :

12. Indian Chemical Council

14.

Artha Infratech Private Limited

16, | Federation of Tdian Chaunber of Commercs and Indwsiry

xerrymumm.
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