SPECIAL ECONOMIC ZONE

Introduction

Special Economic Zones (SEZs) are growth engines that boost manufacturing and international trade, augment exports, generate employment and create better infrastructure facilities and thus contribute to overall economic growth. They are intended to make available goods and services, free of taxes and duties and to provide the best possible infrastructure facilities for export activities. The SEZ Rules, 2006 provide the legal framework and procedure for availing various incentives, facilities and the simplified work procedures, including a single window service mechanism to ensure a hassle free working environment in the SEZs. SEZ developers and entrepreneurs do not have to pay customs duties on their imports and local levies on domestic procurements. They have the freedom to get their equipments and inputs from their preferred sources – from international or domestic sources without any license and at minimum of costs. They are also eligible for direct tax benefits. Fiscal incentives available to SEZ developers and entrepreneur are as under:
History of SEZ schemes in India:

The first Free Trade (FTZ) / Export Processing Zone (EPZ) experiment of the country was launched in Kandla in the year 1965. The then Prime Minister of India, late Shri Lal Bahadur Shastriji declared Kandla Free Trade Zone opened on 7th March, 1965. Later on, Government set up six more EPZs at Mumbai (in 1972), Chennai ( in 1984), Cochin ( in 1984), Noida (in 1984), Falta (in 1984) and Vishakhapatnam (in 1990). The first EPZ in the private sector was also set up in 1992 at Surat by the diamond and Gems Development Corporation (DGDC) and the second one by the Gujarat Industrial Development Corporation (GIDC) at Sachin, near Surat in 2005.
Government of India announced its SEZ Policy in April 2000, allowing setting up of SEZs in the private and joint sectors. Simultaneously, the existing FTZ / EPZs were converted into Special Economic Zones. Thus, Kandala Zone became an SEZ w.e.f. 01.11.2000. Development Commissioner, KASEZ is also in charge of the other SEZs being set up in Gujarat.

1.Indirect Tax benefits:

(a) exemption from any duty of customs under the Customs Act, 1962 or the Custom Tariff Act, 1975 or any other law for the time being in force, on goods imported into, or service provided in, a Special Economic Zone or a Unit to carry on the authorized operations by the Developer or entrepreneur;
(b) exemption from any duty of customs under the Customs Act, 1962 or the Customs Tariff Act, 1975 or any other law for the time being in force, on goods exported from, or services provided from a Special Economic Zone or from a Unit, to any place outside India. 
(c) Exemption from any duty of excise under the Central Excise Act, 1944 or the Central Excise Act, 1985 or any other law for the time being in force, on goods brought from Domestic Tariff Area to a Special Economic Zone or Unit, to carry on the authorized operations by the Developers or entrepreneur;
(d) Drawback or such other benefits as may be admissible from time to time on goods brought or services provided from the Domestic Tariff Area, into a Special Economic Zone or Unit or services providers located outside India to carry on the authorized operations by the Developer or entrepreneur ;
(e) Exemption from service tax under Chapter-V of the Finance Act, 1994 or taxable services provided to a Developer or a Unit to carry on the authorized operations in a Special Economic Zones;
(f) Exemption from the securities transaction tax leviable under section 98 of the Finance (No. 2) Act, 2004 in case the taxable securities transaction are entered into by a non-resident through the International Financial Services Centre;
(g) Exemtion from the levy of taxes on the sale or purchase of goods other than newspapers under the Central Sales Tax Act, 1956 if such goods are meant to carry on the authorized operations by the Developer or entrepreneur.

2.Direct Tax Benefits :-

Income Tax exemptions for SEZ units, Developers and OBUs / IFSCs as under:-
For SEZ Units:-
(i)100 % exemption on Income Tax for a period of five consecutive years.
(ii) 50 % exemtion for the next five years
(iii) 50% exemtion for the next five years of the profit as may be credited to the reserve account to be called the “ Special Economic Zone Re-investment Reserve Account” to be created and utilized for business purposes as laid down in the Second Schedule of the SEZ Act, 2005.
(iv) Exemption of capital gains on transfer of assets in cases of shifting of industrial undertaking from urban areas to an SEZ as provided under new Section 54GA of the Income Tax Act, 1961.

FOR SEZ Developers :
(a) 100% exemption on Income Tax for ten consecutive years out of 15 years block from the date of notification of the SEZ as per new section 80IAB of the Income Tax Act, 1961.

For off shore Banking units and International Financial Services Centre in SEZ:-

(a) 100% exemption on income tax for five consecutive years.

(b) 50% exemption for the next five consecutive years.

Minimum area requirement of a new multi product SEZ is 1000 hectares. For section specific SEZ, this requirement is 100 hectares. A minimum of 35% area of a multi product SEZ and 50% of a product specific SEZ shall have to be demarcated as Processing Area where industrial units are to be located.

