	Schemes for encouraging Exports
Exports are given top priority in India, as India needs foreign exchange due to adverse balance of trade. In fact, practice of giving encouragement to exports is followed by almost all nations. Government gives encouragement to export through various schemes. Exports are mainly supported and supervised by ‘Commerce Ministry’ of Government of India. Export Promotion Councils have been formed for various product categories. Export and Import Policy 2002-2007 has been announced w.e.f. 1st April,  2002. The New policy for 2002-2007 is really continuation and refinement of earlier policy for 1997-2002. There are no radical changes in new policy. 
Broadly, the export incentives for manufacturers are -
(a)     Indigenous inputs without payment of excise duty 
(b)     No excise charged on final product 
(c)      Imported inputs without payment of customs duty 
(d)     No export duty on export of final product 
(e)      Bank finance on priority basis and at concessional rate of interest 
(f)       Exemption from Income tax 
(g)     Exemption from sales tax on final product (refund of CST paid on inputs in certain cases). 
WTO stipulation - As per stipulation of World Trade Organisation (WTO), no country can give 'export incentives' as such. The reason is that WTO intends to encourage free competition among nations. If incentives are given for exports, there will not be free competition. That is the reason why income-tax incentives on export income are being phased out. However, goods can be made tax free for export purposes, which is permissible under WTO stipulations. Hence, all our export promotion schemes are directed towards ensuring that inputs as well as final products are made 'tax free'.
Input duty relief schemes - Various schemes have been devised to obtain inputs free from duty or to grant refund of the same. In some schemes, the unit has to be isolated from domestic production units, while in some schemes, the units producing goods for domestic production are also entitled to get inputs free of cost.
Schemes where export production unit has to be isolated from domestic production units -  There are schemes where units producing goods for export purposes have to be isolated from domestic units. The schemes are - EOU, STP, EHTP and SEZ. 
Schemes where domestic production unit can get inputs free from taxes -  The schemes of EOU, SEZ, STP and EHTP are suitable where the unit is exclusively or at least predominantly for export purposes. There are other schemes where a unit producing goods for domestic purposes is also entitled to get inputs / capital goods without payment of customs duty / excise duty. These schemes are - * Advance License scheme * Duty Entitlement Pass Book scheme (DEPB) * Duty Free Replenishment Certificate scheme (DFRC) * Cenvat credit on inputs used in goods exported can be utilised for other products or refund can be obtained * Rebate of duty on inputs if final product is exempt from duty. Capital goods can also be obtained at concessional rate of customs duty under EPCG scheme.
Under duty drawback scheme, the customs duty and excise duty paid on inputs is returned as a rebate.
Highlights of EOU/SEZ scheme
The highlights of EOU (Export Oriented Unit) and SEZ (Special Economic Zone) are as follows –

SEZ unit has to be located within the specified zones developed, while EOU unit can be set up at any of over 300 places all over India. [Similarly, STP/EHTP unit can be situated within the zone specifically developed or at any place where EOU can be set up]
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The unit can import capital goods, raw materials, consumables, packing material, spares etc. without payment of customs duty. Similarly, these can be procured indigenously without payment of excise duty. Second hand capital goods can also be imported.
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They have to achieve positive NFE (Net Foreign Exchange Earnings). 
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Minimum investment in plant and machinery and building is Rs 100 lakhs for EOU. This should be before commencement of commercial production. There is no such limit for SEZ.
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A bond in prescribed form has to be executed. [B-17 in case of EOU and form prescribed in Special Economic Zone Rules, 2003 in case of SEZ]. There is no physical supervision of customs / excise authorities over production and clearances, but prescribed records are required to be maintained.
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Fast Track Clearance Scheme (FTCS) for clearances of imported consignments for EOU. In case of SEZ units, customs clearance for export and import is obtained within the zone itself.
[image: image6.png]



Generally, all final production should be exported, except rejects upto prescribed limit. 
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Sale within India should be on payment of excise duty. The duty  which will be equal to normal customs duty which would be payable on such goods, if imported. However, in certain cases, excise duty payable will be only 50%/30% of normal customs duty payable on such goods if imported into India.
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Sub-contracting of production outside on job work basis is permissible after obtaining necessary permission on annual basis
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Job work for exports is permitted
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Samples can be sold / given free within prescribed limit
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Unutilised raw material can be disposed of on payment of applicable duties
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The unit can exit (de-bond) with permission of Development Commissioner, on payment of applicable duties.
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Central Sales Tax (CST) paid on purchases is refundable (but not local tax). [In case of SEZ unit, supplier does not have to pay CST].
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Prescribed percentage of foreign exchange earnings can be retained in EEFC account in foreign exchange.
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100% foreign equity is permissible, except in a few cases. 
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Supplies made to EOU by Indian supplier are ‘deemed exports’ and supplier is entitled to benefits of ‘deemed export’. Supplies to SEZ are ‘exports’ and all export benefits are available.
[image: image17.png]



Restrictions under Companies Act on managerial remuneration are not applicable.
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No restrictions on External Commercial Borrowings.
STP / EHTP unit – Concept of STP/EHTP is similar to EOU/SEZ. The scheme is administered by Ministry of Information Technology. The STP/EHTP unit can be at a place specifically developed for the purpose or it can be located at any place where EOU can be set up. Thus, a STP/EHTP unit can be set up as an EOU unit anywhere in India or as a SEZ unit at specified developed locations in India.
Pros and cons of various schemes – It is true that no one scheme can be suitable to all. Each manufacturer has to weigh pros and cons of each scheme and determine which scheme is most beneficial to him.
Generally, if major production of the company is towards sale in DTA (Domestic Tariff Area) and only partly towards export, schemes like DEPB or DFRC or advance license are suitable. Other things being equal, scheme of duty drawback is simple and easy to operate particularly when All Industry Rate fixed is good.
Schemes like EOU (Export Oriented Unit)/SEZ (Special Economic Zones) are suitable (a) when the undertaking is predominantly export oriented (b) Requirement of imported capital goods and imported raw material is high. 
Flexibility in EOU - Benefits available to EOU and SEZ are comparable. Among EOU/SEZ, the SEZ unit has to be located at the specified locations where such zones are developed, while EOU unit can be set up at any place declared as ‘warehousing station’ under Customs Act. There are over 300 such places all over India. Thus, there is very wide choice of location. Even within the factory of manufacturer, a separate unit for EOU can be set up, thus saving considerably in administrative costs. Even use of common utilities is possible. - - If export orders dry up, conversion of EOU to DTA unit by exit (de-bonding) is comparatively very easy. On the other hand, if a unit is SEZ, it has to be physically moved out of the zone after exit (de-bonding).
Thus, flexibility in EOU is much more compared to SEZ unit.
On the other hand, generally, infrastructure available at SEZ unit is much better than infrastructure available to EOU unit. Customs clearance for exports is obtained within the zone itself, which is convenient.
An overview of EOU/SEZ scheme
EOU/SEZ schemes are under control of Ministry of Commerce, Government of India. Basic policy of EOU is stated in Chapter 6 of Export and Import Policy 2002-2007.
Chapter 6 of Handbook of Procedures Volume I contains procedural aspects.
Prescribed forms are given in Appendices to the Handbook of Procedures. These are given in earlier chapter.
EOU units are closely connected with Customs Law and Excise Law. They have to follow the prescribed procedures and statutory exemptions are given by way of notifications under these laws. Besides, Income Tax Act and Foreign Exchange Management Act are also very relevant for EOU units.
Basic provisions of scheme of EOU, EHTP, STP and SEZ are identical, though there are a few variations. The common features are discussed first.
SEZ units are located in specifically developed zones. EOU can be set up at various places in India declared as ‘warehousing stations’. There are over 300 such places. Thus, flexibility in locating EOU is quite wide. A STP/EHTP can be set up either in a specified zone (like SEZ) or at various locations where EOU can be located. 
Highlights of the EOU scheme are discussed in following paragraphs.
Policy for permission - Only project having an investment of not less than 100 lakhs and above in building and plant and machinery shall be considered for establishment under EOU scheme.  This will not apply to existing units and units in EHTP/STP/ agriculture/floriculture /aquaculture/animal husbandry/information technology, handicrafts, services and other sectors as may be approved by BOA (Board of Approvals). 
Minimum investment in plant and machinery and building is Rs 100 lakhs for EOU. This should be before commencement of commercial production. - - The unit may be engaged in manufacture, services, repair, re-engineering,  gold/silver/platinum jewellery, agriculture, aquaculture, floriculture, horticulture, poultry, granites etc.  
Units for generation and distribution of power may also be set up in EOU/STP unit. They can supply surplus power to another EOU/STP/EHTP/SEZ unit. They can also supply surplus power to DTA unit on payment of duty on consumables and raw materials used for generation of power so sold on basis of norms to be approved by Board of Approval. 
In service sector, duty free imports will be permitted only to units engaged in the export of services out of the country and not to those providing services within India. Further, no trading units are permitted. 
Each EOU must have its website and e-mail address.
100% foreign equity permitted except in certain cases – EOU/SEZ/STP/EHTP unit can be set up with 100% foreign investment, except in few sectors where compulsory licensing is required. 100% foreign investment in sectors like arms and ammunition, explosives, atomic substance, narcotics and hazardous chemicals, distillation and brewing of alcoholic drinks and cigarettes, cigars and manufactured tobacco substitutes is not permitted. In some sectors, there is sectoral cap. 
SEZ unit can manufacture articles reserved for SSI even if foreign equity exceeds 24%. No license is required. 
Inputs and capital goods without payment of customs / central excise duty - Material, machinery, packing material etc. imported in this zone is brought without customs duty in case of imported goods and excise duty in case of goods produced indigenously. Machinery can be obtained on lease.
Spares, fuel, lubricants and consumables can also be brought. These should be approved by Assistant Commissioner. 
Second hand capital goods can be imported without payment of duty. 
Procurement of imported goods - The goods can be brought from customs port under a transit bond or an insurance policy covering the duty involved. No bank guarantee is necessary. [MF(DR) circular No 41/97-Cus dated 19-9-1997 as amended vide No 38/98 dated 21.5.1998]. The imported goods can be cleared from port under ‘Fast Track Clearance Scheme’. 
Goods can also be procured from a public or private warehouse, where goods are kept without payment of customs duty. - MF(DR) circular No. 30/99-Cus dated 25-5-1999.
Procurement certificate to obtain imported goods - Procurement certificate is required to be obtained and submitted at the time of clearance. The procurement certificate should be signed by Range Superintendent. Even in case of industries in textile and chemical sectors, procurement certificate will be signed by Range Superintendent, if the record of assessee is clean, after power is delegated to him by  Assistant/Dy. Commissioner  – CBE&C circular No. 84/2001-Cus dated 21-12-2001, modified vide CBE&C circular No. 66/2002-Cus dated 8-10-2002.
Permissible capital goods – Capital goods, material handling equipments, captive power plants, office equipment, tools, prototypes,  air conditioning system, computers, laptops can be brought as 'capital goods' if these are essential in manufacture or production of goods.  -. - Personal computer can be obtained duty free. These should be located in registered office / administrative office. Intimation of location of computers should be informed to AC Customs / CE. Disposal is subject to same conditions as are applicable to other imported goods - CBE&C circular No. 41/99-Cus dated 30-6-1999. Leasing of capital goods is also permitted. 
No anti-dumping duty or safeguard duty - Anti-dumping duty or safeguard duty is not applicable for imports by EOU or SEZ units, unless it is specifically made applicable in the notification imposing anti-dumping / safeguard duty. [section 8B(2A) and section 9A(2A) of Customs Tariff Act]
CT-3 certificate for procuring indigenous material - The EOU/EHTP/STP unit can procure indigenous material without payment of excise duty.
Export/Import of defective inputs/final products - (a) It is possible that EOU may have to send replacement of goods exported by him. This is permissible, subject to grant of GR waiver by RBI. The rejected or damaged goods should be subsequently brought back to India. (b) If imported goods are found defective, free replacement can be obtained. The rejected / unfit goods should be re-exported later. The goods may not be re-exported if these are destroyed with permission, or cleared to DTA on payment of full customs duty. - CBE&C circular No. 60/99-Cus dated 10-9-1999.
Return of rejected goods to indigenous supplier – If goods supplied by Indian manufacturer to EOU are rejected, these can be returned on payment of excise duty. However, if Indian supplier had obtained benefit of ‘deemed export’, the return will be permissible only after the benefit obtained by Indian manufacturer is refunded.
Inter unit transfer – Inter unit transfers of manufactured goods and capital goods from one EOU/EHTP/SEZ/STP unit to another EOU/EHTP/STP/SEZ unit without payment of duty is permitted.  – confirmed in CBEC circular No. 71/2002-Cus dated 30-10-2002. Inter unit transfer of unutilized raw materials from one unit to another unit in EOU/STP/EHTP without payment of duty is permissible, if the unit is unable to utilise it for valid reasons. Sale to DTA on payment of full payment of duty is also permissible. – MFCA(DR) circular No. 91/2002-Cus dated 20-12-2002.
Bonding period – In case of EOU units, the whole factory is treated as a bonded warehouse. The bonding period is three years for raw materials, consumables and spares.  However, for capital goods, the bonding period is 5 years. Bonding period of three years means inputs/consumables should be consumed for manufacture of export product within three years. If not, application for extension should be made. This period can be reduced by Commissioner if goods are likely to deteriorate. 
The warehousing period can be upto five years in case of capital goods intended for use in  EOU unit, as per section 61(1)(a) of Customs Act. 
The warehousing period of 3/5 years can be extended by Commissioner without any upper limit, if the goods are not likely to deteriorate. [section 61(1) proviso (i)(A) of Customs Act]. 
Thus, if raw material is not consumed within three years or if capital goods are proposed to be retained beyond period of five years, permission from Commissioner should be obtained.
Activities that can be carried out by EOU - Besides manufacturing, the EOU can carry out following activities - (a) Import of goods for service activities (b) Reconditioning, repairs of imported goods and return to foreign suppliers (c) Destruction of waste and rejects with permission of Asstt. Commissioner even outside the premises (e) Undertaking job work of repairs and maintenance - Pune Commissionerate Public Notice 41/97 dated 8.8.1997. They can also import goods of any origin for reconditioning, repairs and re-engineering activities for export in freely convertible currency. 
Service has been included as 'export product' as per EXIM Policy.
Requirements of positive NFE - The units should have positive Net Foreign Exchange Earning. (NFE). There is no prescribed ‘Export Performance’. This requirement is done away with in April, 2003.
NFE = A – B, where A= FOB value of exports and B is the sum total of CIF Value of all imported inputs and capital goods and all payments made in foreign exchange.
NFE shall be calculated cumulatively for a period of five years from commencement of commercial production. While calculating foreign exchange outgo (‘B’ in the formula above), all the following has to be considered - * Capital goods * Raw materials * Consumables and spares * Dividend payable in foreign exchange * Royalty to collaborators * Design and know-how fee * Payment to foreign technicians * Training to Indian technicians abroad * Foreign travel * Interest paid on ECB / deferred payment credit * Any other payment in foreign exchange.
While monitoring NFE on yearly basis, amortised value of capital goods and technical know how fee should be considered.
If NFE is not achieved, duty and interest in proportion to default will be payable. – – MF(DR) circular No. 29/2003-Cus dated 3-4-2003. 
All purpose bond in form B-17 - The units have to execute a bond in for B-17 which is all purpose bond covering liability both of Central Excise & Customs. 
Disposal of reject, waste and scrap - Scrap / waste / remnants arising out of production within norms specified in Handbook of Procedures (HOP) are allowed to be sold in DTA. Where norms are not specified, these will be fixed by Board of Approvals. The reject, scrap and waste can be destroyed within the factory or outside, with permission of Assistant Commissioner. Such destruction can be even outside the EOU, with permission of Commissioner, if such destruction is not possible within the zone - MF(DR) circular No 18/98-Cus dated 16.3.1998. Scrap / waste remnants can also be destroyed within or outside the factory under supervision. Sale of rejects upto norms prescribed (often 5% of FOB value of exports) is not subject to achievement of NFE. – CBE&C circular No. 31/2001-Cus dated 24.5.2001.
Sending material outside for job work - The EOU units can send material outside in Domestic Tariff Area (DTA) as well as to other EOU/SEZ/EHTP/STP units for job work. They are permitted to sub-contract of production in DTA, as per EXIM policy.
Receiving material from outside for job work for export - The EOU units are allowed to receive material for job work from DTA units. After job work, the goods should be directly exported. These should not be sent back to DTA units. The facility is extended to all sectors from May, 2000. DTA units shall be entitled to avail the brand rate of duty drawback for such job work undertaken by EOU units concerned. They will have to apply for fixation of brand. The shipping bill will be filed in name of DTA and name of EOU unit will also be mentioned as a job worker. Assessment will be done by officer at gateway port in case of EOU. In case of EOU, ARE-1 should be signed by both parties. Name of DTA unit and job worker (i.e. EOU unit) shall be mentioned in ARE-1 and Invoice - MF(DR) circular No. 67/98-Cus dated 14-9-1998, amended vide No. 74/99-Cus dated 5-11-1999, 31/2000-Cus dated 20-4-2000 and 49/2000-Cus dated 22-5-2000. [As per DGFT circular No. 35 dated 3-9-1998, duty paid on inputs will be available as duty drawback. However, it seems that as per customs circular No. 74/99 dated 5-11-1999, no drawback/DEPB benefit will be available].
Refund of Central Sales Tax - The EOU, EHTP & STP units are entitled to obtain refund of Central Sales Tax paid by them on their purchases. The refund is obtained from Development Commissioner. They have to follow procedure as prescribed in EXIM Policy. Application should be submitted in form given in Appendix 14-G of Handbook of Procedures Vol. 1 of EXIM Policy 2002-2007. [SEZ units are exempt from CST on submission of H form duly certified by Development Commissioner].
Exit of EOU (Earlier known as Debonding) - The standard conditions for exit (debonding) of EOU/SEZ/EHTP/STP units are given in Appendix 14-I of Handbook of Procedures Vol 1 of EXIM Policy 2002-2007. 
Recovery of duty and penal action – Units are required to achieve NFE. If they fail to achieve it, duty and interest in proportion to default will be payable. 
Routine procedures by EOU unit – The routine procedures to be followed are as follows - 
Quarterly and annual report - Submit QPR (Quarterly Performance Report) and APR (Annual Performance Report) in prescribed form to Development Commissioner.
Maintenance of separate accounts - If the company has both domestic unit as well as EOU, separate accounts and balance sheet of EOU is required to claim Income tax benefits.
Customs procedures for manufacture under bond – EOU has to obtain licence as ‘private warehouse’ u/s 58 of Customs Act. Manufacture is under customs bond and procedures as prescribed under 'Manufacture and Other Operations in Warehouse Regulations' have to be followed. The manufacture need not be under physical supervision of customs authorities. There is no physical control of customs or excise authorities over clearances of raw materials / components to job workers, clearances to other EOUs, export and sale to DTA etc. However, proper records should be maintained. Accounts should be supervised by officers once in every month. Chief Commissioner can order audit of the unit by a cost accountant - CBE&C circular No. 88/98-Cus dated 2-12-1998.
Account of duty free goods can be kept on overall basis and not consignment wise.
The requirements are contained in Manufacture & Other Operations in Warehouse Regulations, 1966.
EOU and Customs Law - EOU/SEZ units have to import inputs and capital goods and have to export their final product. Hence, Customs law is very closely involved in implementation and execution of EOU scheme.
Day to day control over operations of EOU is exercised by customs authorities. In the interior areas, the administrative control is exercised by excise authorities. Exemption to imports by EOU is given through notifications issued by customs department.
Exemption notifications have been issued under section 25(1) of Customs Act, making statutory provisions for granting exemption from customs duties to goods imported by EOU / SEZ units. The important exemptions are as follows –
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Notification No. 52/2003-Cus dated 31-3-2003 [Earlier No. 53/97-Cus dated 3-6-1997] granting exemption to EOU units.
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Notification No. 5/94-Cus dated 18.1.1994, granting exemption from anti-dumping duty. 
[image: image21.png]



As per section 9A(2A) of Customs Tariff Act, anti-dumping duty imposed by any notification is not applicable to EOU/SEZ unit unless specifically made applicable. 
STP/EHTP units
Software Technology Park (STP) - STP is set up for development of software exports. The concept is similar to concept of EOU/SEZ and provisions in respect of EOU discussed earlier are applicable to STP also.
STP/EHTP scheme is administered by Ministry of Information Technology. 
An STP/EHTP unit may be a stand alone unit by itself (like EOU) or it may be one of such units located in area designated as STP/EHTP Complex. Thus, it is not essential that STP unit must be located in designated STP/EHTP complex itself.
Note that a software development unit can be registered either as a STP unit or EHTP unit.
The units in STP/EHTP can import their inputs and capital goods (except goods in prohibited list of imports) without payment of customs duty. Goods in negative list can also be imported. They can also import goods on loan from clients for specific period. These units can export software through data communication channel or through physical transport. Exports of professional services are also included. These units are in a duty free custom bonded area. 
The unit can carry out * development of computer software * data entry and conversion * data processing * data analysis and control * data management * Call centre services. 
They can also provide consultancy services. The consultancy fees received in free foreign exchange will also be considered as exports for fulfilment of export obligation. 
STPs can be set up by Government, private sector or public sector. Units in STPs can use computer system for commercial training also. They can import goods on loan from client for a specified period. The units in STPs have to export their products, but 25% of production in value terms can be sold in domestic tariff area. Such sale can be through data communication link or telecommunication link, subject to prescribed conditions. Sale within India to DTA against payment in foreign exchange is permissible. In such cases, such sale is considered towards fulfilment of export obligation. The unit must have 'Net Foreign Exchange Earning as a percentage of exports' (NEEP) of minimum 10%. 
These units can have 100% foreign equity participation. 
The scheme is administered by Ministry of Information Technology, Department of Electronics, Government of India through Directors of respective technology parks. STP is registered as a society under Societies Registration Act, 1860. Application for establishing unit in such park has to be sent to the Director of the concerned STP. Such parks have been developed at Bangalore, Pune, Jaipur, New Mumbai, Noida, Gandhinagar, Bhubaneshwar, Hyderabad and Thiruvanthapuram. A society 'Software Technology Parks of India' has been set up by Government of India. The society has its office at Electronics Niketan, 6, CGO Complex, Lodi Road, New Delhi - 110 003. Tel - 24362811, 24363596. - Internet - www.stpi.soft.net. email- info@stpi.soft.net
If the proposal is as per prescribed guidelines as specified in press note No. 5 dated 21.5.1997 of Ministry of Industry, as amended on 7.7.97, automatic approval is given within 15 days. The conditions are more or less similar to conditions of automatic approval for EOU/SEZ units. If proposal does not meet the conditions, approval from Inter Ministerial Standing Committee (IMSC) has to be obtained.
Electronics Hardware Technology Parks - Such parks are being developed for manufacture and development of electronics hardware and software, under EOU scheme. 
EHTP scheme is administered by Ministry of Information Technology. 
An EHTP unit may be an individual unit by itself or it may be one of such units located in area designated as EHTP Complex. Thus, it is not essential that EHTP unit must be located in designated STP park itself.
Capital goods, components and raw materials, spares for machinery, packaging materials etc. brought by units located in these parks will be exempt from excise duty. All their products should be exported. Provisions regarding sale in DTA (Domestic Tariff Area) are similar to those of EOU.
The unit should have positive 'Net Foreign Exchange Earning as a percentage of exports' (NFE).
As per announcement made on 31-3-2002 at EXIM Policy 2002-2007, supplies of ITA I (Information Technology Agreement I) items by Electronic Hardware units having zero duty in domestic market will be eligible for counting of export obligation. 
Supplies made by manufacturers in India to EHTP unit will be treated as ‘deemed exports’. Foreign equity upto 100% is permissible in EHTP units - (1995) 83 Taxman -144 (Stat).
Supplies to STP / EHTP units exempt from excise duty – Supplies made by Indian manufacturers to STP/EHTP units located in SEZ are exempt from excise duty, vide notification No. 1/95-CE dated 4.1.1995.
Other special sectors under EOU
EOU scheme has been suitably modified to suit requirements of some specific sector units.
Gem and Jewellery units - India has skilled manpower to make jewellery (plain and studded) and gold / silver / platinum products. The raw material e.g. gold, silver, gems, diamonds, precious stones etc. are imported and final products are exported. The general provisions applicable to EOU units are more or less applicable to gem and jewellery units also. However, provisions in respect of partial sale in DTA (Domestic Tariff Area) are applicable to these units only in restricted way. 
Diamonds and precious stones are allowed to be taken out for sub-contracting, i.e. job work outside is permitted. 
Statutory provisions in respect of gem and jewellery units are contained in customs notification No. 52/2003-Cus dated 31-3-2003 [Earlier Notification No. 277/90-Cus dated 12.12.1990 applicable to standalone EOU units and Notification No..3/88-Cus dated 14.1.1988 applicable to units located in Jhandewalan Complex, New Delhi].
Broadly, provisions are identical in all the three notifications.
Supplies to gem and jewellery units are exempt from excise duty – Supplies to gem and jewellery units can be made without payment of central excise duty. The exemption notifications are as follows – (a) No. 146/89-CE dated 19.5.1989, in respect of supplies to units located in SEEPZ. (b) Notification No. 22/2003-CE dated 31-3-2003, in respect of supplies to EOU units.
Supplies of jewellery, broken diamonds etc. in DTA – Jewellery, broken diamonds etc. can be supplied in DTA upto specified limits at concessional rate of excise duty, as prescribed in notification No. 23/2003-CE dated 31-3-2003 [Earlier No. 20/97-CE dated 11.4.1997]. 
No license for import of rough diamonds – Requirement of license for import of rough diamonds has been done away with w.e.f. 1-4-2002. Customs duty on rough diamonds is reduced to zero.
Value addtion - Value addition norms for export of plain jewellery are 7% w.e.f. 1-4-2002. [earlier 10% value addition was required]. Export of all mechanized unstudded jewellery is allowed at a value addition of 3% only. 
Aquaculture – Customs notification No. 52/2003-Cus dated 31-3-2003 [Earlier No. 196/94-Cus dated 8.12.1994] makes provisions in respect of aquaculture units. Supplies made to aquaculture units in EOU by Indian manufacturer are exempt from excise duty vide Notification No. 22/2003-CE dated 31-3-2003 [Earlier No. 10/95-CE dated 23.2.1995].
Granite quarry units – Customs notification No. 52/2003-Cus dated 31-3-2003 [Earlier Notification No. 58/2000-Cus dated 8.5.2000] makes provisions in respect of granite quarry units. Supplies made to granite quarry units in EOU by Indian manufacturer are exempt from excise duty vide Notification No. 22/2003-CE dated 31-3-2003 [Earlier No. 37/2000-CE dated 8-5-2000].
Floriculture and pisciculture – Customs notification No. 52/2003-Cus dated 31-3-2003 (earlier No. 126/94-Cus dated 3.6.1994) makes provisions in respect of aquaculture units. Supplies by Indian manufacturers to these units are exempt from central excise duty vide excise exemption notification No. 22/2003-CE dated 31-3-2003 [Earlier No. 136/94-CE dated 1.11.1994].
Specific provisions are made for these sectors, as in these cases, the capital goods and inputs cannot be taken into EOU premises. These have to be taken to field / farm, which can be done with permission of customs authorities.
Agri Export Zones - The EXIM Policy 2002-2007 has announced concept of Agri-Export Zones (AEZ). The intention is to promote agricultural export in sustained manner and will provide enhanced international market access to Indian farmers.
AEZ will be identified by State Government, who may evolve a comprehensive package of services to be provided in these zones.   The services would be managed and coordinated by State Government which would include pre/post harvest treatment and operations, plant protection, processing, packaging, storage and related developments etc. APEDA will supplement these efforts. 
Units in AEZ will be entitled for all facilities available for export of goods. 45 such zones have been approved. Work in 15 zones has already started and five zones have been approved in March 2002.
Unit in agro processing zone can obtain capital goods under EPCG scheme, on export obligation equivalent to 8 times of duty saved on capital goods. Export obligation is to be fulfilled in 12 years.
Transport assistance is proposed to be made available for export of fresh and processed fruits, vegetables, floriculture, poultry, dairy products, wheat and rice.
Special Economic Zones (SEZ)
EXIM policy announced on 31-3-2000 proposed establishment of 'Special Economic Zones', on the style of similar zones in China. Such zones have been very successful in China. However, one major difference is that such zones in China are free from labour laws, while Indian SEZ will have to comply with all Indian labour laws. 
Information about SEZ can be obtained on http://sezindia.nic. in . 
Supplies to SEZ will be ‘export’. Special Economic Zone Rules, 2003 and Special Economic Zone (Procedures) Regulations, 2003 made effective form 15-8-2003, make provisions in respect of SEZ.
Provisions for SEZ are much more liberal than provisions for EOU, STP and EHTP. 
As per section 76A of Customs Act, SEZ will be regarded as being outside Customs Territory of India, so far as duties of customs are concerned. As per section 3A of Central Excise Act, goods manufactured in SEZ are ‘excluded excisable goods’ and no excise duty is payable. [These sections are not yet brought into force].
Setting up a new SEZ - Central Government has liberal policy for setting up such zones. SEZ can be set up in public, private, joint sector or by State Government. Minimum area should be 1000 hectares. Developer of such SEZ can allocate fully developed plots to entrepreneurs on purely commercial basis. Developer of SEZ can provide services like water, electricity, security, restaurants, recreation etc. He can also develop township adjacent to SEZ. Policy for setting up the new SEZ is given in Appendix 14-I of Handbook of Procedures of EXIM Policy 2002-07 Vol 1.
Private/Joint/State sector units are permitted to develop infrastructure and construct standard design factory (SDF) buildings in SEZ. Guidelines in this regard are given in Appendix 14-H of Handbook of Procedures Vol 1 of EXIM Policy 2002-2007.
Policy in respect of unit in SEZ - The policy in respect of unit in SEZ is contained in Chapter 7 of Export Import Policy. The procedural aspects are contained in Chapter 7 of Handbook of Procedures, Vol. I. 
Highlights of the policy are discussed in following paragraphs.
Units treated as foreign territory - SEZ will be treated as foreign territory for trade operations and duties and tariff. No license is required for import. Items reserved for SSI can be manufactured in SEZ without license. As per section 76A of Customs Act, SEZ will be regarded as being outside Customs Territory of India, as far as customs duties are concerned.
Freedom of operations - SEZ unit may be manufacturing, trading or service activity. They have full flexibility of operations. There will be no routine examination by customs of export and import cargo. No separate documentation is required for customs and EXIM policy. Customs clearance will be in-house, at no extra charge. (i.e. no extra official charge).
The units in SEZ can bring back export proceeds in 365 days (instead of normal 180 days). – RBI circular No. 35 dated 11.6.2001. They can retain 100% of the proceeds in EEFC account (against 70% by EOU). They can dispatch export documents direct to consignee without routing through authorised dealer. The export proceeds should be routed through authorised dealer named in GR/SDF/PP/SOFTEX form. Duplicate copy of the declaration should be submitted to authorised dealer within 21 days from date of shipment. – RBI circular No. 10 dated 14-8-2002.
Procedural simplifications - There is procedural simplification for operations like record keeping, inter-unit transfer, sub-contracting, disposal of obsolete material and waste and scrap. There are no rigid wastage norms. - . - All activities of SEZ, unless otherwise specified, will be through self-certification procedure. They will have to maintain proper records and submit quarterly report in prescribed format to Development Commissioner as well as Customs. The SEZ units will have to execute all purpose bond in form prescribed under Special Economic Zone Rules, 2003.
Bill of Entry for imports should be marked ‘SEZ Cargo’. Assessment will be done without physical examination of goods. 
Foreign Direct Investment - 100% Foreign Direct Investment (FDI) in manufacturing sector is permitted except in few sectors like arms and ammunition, explosives, atomic substance, narcotics and hazardous chemicals, distillation and brewing of alcoholic drinks and cigarettes, cigars and manufactured tobacco substitutes. – Press Note No. 9 dated 8-9-2000 of SIA (FC Division). 
FDI upto100% is allowed through the automatic route for all manufacturing activities in Special Economic Zones (SEZs), except for the following activities : (a) arms and ammunition, explosives and allied items of defence equipments defence aircraft and warships; (b) atomic substances (c) narcotics and psychotropic substances and hazardous chemicals (d) distillation and brewing of alcoholic drinks; and (e) cigarettes/cigars and manufactured tobacco substitutes. 
For services, norms as notified, would be applicable.
However, 100% FDI in trading activity will not be permitted.
SEZ unit can manufacture articles reserved for SSI even if foreign equity exceeds 24%. No license is required. – Department of Industrial Policy press note No. 5 dated 29-3-2000. – Notification 7(11)/2000-IP dated 4.12.2000
Supplies to SEZ are exports - Supplies to SEZ from manufacturers in India (called DTA - i.e. Domestic Tariff Area) will be treated as 'exports’. Supplies from within India to SEZ units will be entitled to duty drawback u/s 75 of Customs Act [Section 76I of Customs Act]. As per section 76F(a) of Customs Act, suppliers from DTA will have to pay ‘export duty’ if applicable. - - Export benefits can be availed by the EOU/EHTP/STP unit if the DTA supplier gives a disclaimer. - - Payment received by unit in DTA in foreign exchange for supply of goods to unit in SEZ can be credited by the DTA unit in it’s EEFC account (i.e. EEFC account of DTA unit) (RBI circular No. 62 dated 17-12-2002).
No CST on supplies from DTA – Manufactures in India supplying goods to unit in SEZ are exempt from Central Sales Tax Act. The unit in SEZ is required to furnish declaration in prescribed form to Indian manufacturer as per amendments made in CST Act w.e.f. 11-5-2002. 
requirement of NFE - Units in SEZ have to be net foreign exchange earner (i.e. positive NFE). The NFE (Net Foreign Exchange Earning) shall be calculated cumulatively for a period of five years from the commencement of commercial production.
If positive NFE is not achieved, customs duty will be recovered only in proportion to shortfall.
No excise duty on goods manufactured in SEZ – As per section 3(1) of Central Excise Act (as amended w.e.f. 11-5-2002), there will be no excise duty on goods manufactured or produced in SEZ unit. They are ‘excluded excisable goods’ and not ‘exempted excisable goods’.
Trading units permitted – Trading Units are permitted in SEZ. The trading unit can sell goods in DTA on payment of applicable duty, subject to achievement of NFE cumulatively.
Repatriation of profits - Profits can be repatriated without any requirement of dividend balancing.
Exit i.e. De-bonding – A unit in SEZ can either exit (de-bond) or convert itself into EOU. In either case, it will have to physically move out of SEZ. - Chapter 22 Part V Para 36 of CBE&C’s Customs Manual, 2001. 
The SEZ units can also debond on payment of duty on capital goods under the prevailing EPCG scheme, if it satisfies the eligibility criteria of the scheme.
Income tax Exemption – As per section 10A(1A) of Income Tax Act, units in SEZ will be exempt from income tax for first five years from year of commencement of manufacturer. For subsequent two years, income tax exemption will be 50% of their export income.
Setting up unit in SEZ - Proposal for setting up unit in SEZ will be approved by Development Commissioner. In case of any change in approved activity, the unit shall intimate the Development Commissioner. Application in form prescribed in EXIM Policy should be submitted in five copies. The Development Commissioner will issue LOP (Letter of Permission) / LOI (Letter of Intent) which will be construed as a licence for all purposes. After approval, the SEZ unit will have to execute a legal undertaking with Development Commissioner in form given in Appendix 14-D of Handbook of procedures (Vol 1).
Labour Laws - Indian SEZ will have to comply with labour laws. However, State Government can declare units with the SEZ as public utility. It can also delegate powers of Labour Commissioner to another officer exclusively for SEZ or even to Development Commissioner of SEZ so that resolution of disputes can be expedited. [Indian labour laws which provide good working conditions and reasonable wages and security are acceptable to all. However, the laws are over protective to labour. This increases indiscipline and reduces productivity to such an extent that Indian goods become uncompetitive].
Managerial remuneration – Restrictions in respect of managerial remuneration under Companies Act have been relaxed in case of companies in SEZ. The remuneration can be upto Rs 20 lakhs per month (Rs 2.40 crores per annum) without approval of Central Government. The relaxation is applicable if (a) The company has not raised any money by public issue of shares or debentures in India. (b) The company has not made any default in India in repayment of any of its debts (including public deposits) or debentures or interest payable thereon for a continuous period of 30 days in any financial year. [GSR 565(E) dated 14-8-2002]. There are no restrictions on appointment of a non-resident as MD/WD. He should have a proper employment visa from Indian mission abroad and should furnish details of company, principal employer and terms of appointment along with visa application. – GSR 670(E) dated 30-9-2002.
Customs and Excise Provisions - The Goods admitted to SEZ are exempt from customs duty [section 76E of Customs Act]. Unit in SEZ is not required to be registered with Central Excise authorities.
Duty exemptions and conditions are contained in notification No. 58/2003-CE dated 22-7-2003 (earlier No. 52/2000-CE dated 19-10-2000). Conditions and procedures of SEZ have been specified in EXIM Policy and Handbook of Procedures. 
Duty free inputs / capital goods - There will be no customs duty on import of capital goods, raw materials, consumables, spares etc. Similarly, there is no excise duty on procurement of capital goods, raw materials, consumables, spares, DG sets, packing materials etc. from domestic market. Duty free import / procurement from DTA of goods for setting up factory in the zone is permitted.
Supplies made to SEZ by Indian manufacturers are exempt from excise duty. However, goods supplied to SEZ unit will be liable to export duty, if applicable. [section 76F(a) of Customs Act]. 
Indian manufacturer will be entitled to duty drawback u/s 75 on goods supplied to SEZ unit. [section 76I of Customs Act]. DTA supplier can get DEPB benefit in lieu of duty drawback. The supplies will be counted towards export obligation. – DGFT notification No. 7/2002-07 dated 5-6-2002.
Supply within India on payment of normal customs duty – As per section 76F(b) of Customs Act, basic customs duty  and CVD will be payable on goods removed for clearance to DTA (i.e. supplies within India). Goods are exempt from SAD if sales tax is leviable on such goods by State Government [Notification No. 114/2003-Cus dated 22-7-2003] [Does it mean that SAD is payable if sales tax is exempted from sales tax by State Government ? This appears to be ridiculous].  - - Supplies within India can be made without any restrictions. Even waste and scrap can be sold without any restrictions. Excise duty payable will be equal to normal customs duty on identical imported goods, i.e. as if these goods are imported (except SAD). Since this is treated as ‘import’, valuation is as per Customs Valuation Rules. The DTA sales are subject to same assessment and examination procedure as applicable to imported goods in DTA. Where import license is required, it will have to be produced before clearing goods into DTA. - Chapter 22 Part V Paras 24 to 26 of CBE&C’s Customs Manual, 2001.  
Foreign Exchange Management Provisions – Special provisions under FEMA in respect of SEZ units are as follows –
Supply to EOU/SEZ unit in foreign exchange – The SEZ unit can supply to EOU/SEZ unit and obtain payment in foreign exchange. They can also sale to DTA in foreign exchange if concerned authorities (probably Development Commissioner) permits. – RBI AP(DIR) circular No. 54 dated 25-11-2002.
Foreign currency account - A unit located in Special Economic Zone (SEZ) can open, hold and maintain a Foreign Currency Account with authorised dealer in India. All foreign exchange funds received by SEZ are credited in this account. However, foreign exchange purchased in India against Rupees cannot be credited in this account without permission of RBI. The funds in the account can be used for any bona fide trade transactions with person resident in India or otherwise. [i.e. with non-residents]. The balances in the account are exempt from all restrictions in respect of current account transactions. Restrictions on EEFC account in respect of current account transactions are not applicable to SEZ accounts, except that gifts or donations exceeding US $ 5,000 per remitter/donor per annum is not permitted.  - - The SEZ units can dispatch export documents direct to consignee outside India. These need not be routed through authorised dealer. However, remittance should be obtained and GR/SDF form should be submitted to authorised dealer within 21 days. – RBI circular No. 10 dated 14-8-2002. Provisions in respect of EEFC account are not applicable to units in SEZ. – RBI circular No. 28 dated 3-10-2002.
External Commercial Borrowings - In case of unit in SEZ, they can raise ECB even if maturity period is less than three years on ‘stand alone’ basis, i.e. they should be isolated from financial contacts with their subsidiaries or parent company in the mainland or within SEZs. There would be annual cap of USD 500 million for unit in SEZ. This will be treated as external debt of India.  – ECB division press release dated 15-9-2002.
Exemption from service tax for services provided to SEZ unit – If any service is provided to a developer or unit in SEZ zone, no service tax is payable by the service tax provider. The taxable service should be authorised to be rendered by service provider by Commissioner having jurisdiction over SEZ. – Notification No. 17/2002-ST dated 21-11-2002.
Central Excise and EOU/SEZ
Links between central excise and EOU/SEZ can be summarised as follows –
EOU unit and Excise – (a) EOU unit can sale their production in India at the rate applicable on imports of such goods i.e. excise duty is equal to customs duty leviable on imported goods. However, part of their production can be sold within India at lower rate of duty. (b) In respect of their domestic sale, they have to follow Central Excise procedures and file monthly return in form ER-2. (c) They can procure inputs and capital goods from Indian manufacturer without payment of central excise duty.
Supplier of EOU and Excise – (a) Supplies by Indian manufacturer to EOU/SEZ are treated as ‘deemed exports’ and the supplier is eligible to avail benefits available to ‘deemed exports’. (b) Supplier to EOU/SEZ is not required to pay excise duty on final products supplied to EOU/SEZ. (c) The supplier does not have to reverse Cenvat credit of duty paid on inputs which are used in final products supplied to EOU. He can utilise the Cenvat credit for payment of duty on other final products. [However, refund of Cenvat on inputs is not permissible]. (d) The DTA supplier to SEZ or SEZ unit can obtain benefit of DEPB in lieu of drawback. – DGFT notification No. 7/2002-07 dated 5-6-2002.
Buyer from EOU/SEZ – The buyer from EOU can avail Cenvat credit of excise duty paid by EOU/SEZ while clearing the goods. As explained later, in many of the cases, he is entitled to credit of almost full duty paid by EOU/SEZ unit.
Goods manufactured by EOU and supplied in DTA - Since export market is often fluctuating and uncertain, these units (except gem and jewellery units) are allowed to sell part of their products in DTA (Domestic Tariff Area) i.e. within India, provided that they achieve positive NFE even after sale within DTA. The guidelines for sale of goods in DTA is given in Appendix 14-F of Handbook of Procedures Vol 1 of EXIM Policy 2002-2007.
As per EXIM policy, they will be permitted to sale in domestic market upto 50% of the FOB value of preceding year. Units engaged in agriculture, aquaculture etc. can sell upto 50% of their production in DTA. By-products and scrap can also be sold in DTA within overall limit of 50% FOB Value of exports. 
The clearance by EOU to DTA at concessional rate will be permissible even if it is a ‘stock transfer’ and not a ‘sale’. – MF(DR) circular No. 38/2003-Cus dated 6-5-2003.
Effective excise duty payable by EOU – Though ‘tariff rate’ of excise duty payable is equal to aggregate duties of customs, there is partial exemption under excise notification No. 23/2003-CE dated 31-3-2003 [Earlier No. 2/95-CE]. 
The excise duty payable for sale in India is at rate of 50% of aggregate duties of customs payable if these were imported or normal excise duty payable if these were produced in India, whichever is higher. – Notification No. 23/2003-CE dated 31-3-2003 [Earlier No. 2/95-CE dated 4.1.1995].
If the products are exempt from customs duty under any notification, normal excise duty is payable.
Duty on non-excisable goods cleared in DTA – In case of non-excisable goods (e.g. flowers, computer software, data processing), the unit only has to pay customs duty equal to duty on inputs and consumables procured duty free, which have gone into production of non-excisable goods cleared into DTA.
Excise exemption notifications not applicable to EOU / SEZ – Excise exemption notifications issued u/s 5A are not applicable to goods brought to any place in India from EOU/SEZ unit, unless specifically extended to them. [section 5A(1)(ii) of CEA].
Goods manufactured with wholly indigenous inputs - If the goods sold within India are manufactured by using wholly indigenous raw materials (i.e. without using any imported raw material), the duty payable is equal to normal excise duty payable for similar goods in India. [Notification No 23/2003-CE dated 31-3-2003 – earlier No. 8/97-CE dated 1-3-1997]. 
Full customs duty payable if clearances above prescribed limit – The EOU unit is allowed to clear goods in DTA upto specified percentage. If clearances are above the limit, concessional rate of excise duty is not applicable. The unit will have to pay duty equal to full normal rate of customs duty. – MF(DR) circular No. 305/95/2002-FTT dated 25-11-2002.
Duty payable if final product exempt from excise duty - If final product made from wholly indigenous raw materials is wholly exempt from excise duty if manufactured in India, excise duty payable is equal to 30% of aggregate of customs duties which would have been payable if such final product was imported. Question of CVD does not arise as the final product is exempt from excise duty. The provision is applicable in case of finished products, rejects and waste or scrap. Sale of such final product or scrap should be permissible under Import Policy [Notification No 23/2003-CE dated 31-3-2003 – earlier No. 13/98 dated 2.6.1998]. 
Cenvat Credit of Goods supplied by EOU to Indian manufacturers - If a manufacturer in India procures goods from EOU, he is entitled to avail CENVAT credit of duty paid by EOU while clearing the goods. As per rule 3(6)(a), CENVAT credit in respect of inputs received from EOU/SEZ is restricted to the amount as prescribed in the rules. Detailed mode of calculation of CVD has been given. Broadly, It has been provided that in case of procurement of goods from EOU/EHTP/STP, the buyer will be entitled to avail 50 per cent of CVD. In case of procurement from SEZ unit, the buyer will be entitled to 100 per cent of the CVD. Formula for calculating the entitlement is given in the above rule itself to avoid possible disputes. The formula is given below for ready reference.
In case of procurement from EOU the entitlement of CENVAT credit is as follows:
50 per cent of [X multiplied by{( 1 + BCD /10) multiplied by (CVD/100)}], where BCD and CVD denote ad valorem rate in per cent, of basic custom duty and additional duty of custom leviable on the inputs or the capital goods respectively and X denotes the assessable value.
In case of procurement from SEZ, the formula is as follows: 
X multiplied by{( 1 + BCD /10) multiplied by (CVD/100)}, where BCD and CVD denote ad valorem rate in per cent, of basic custom duty and additional duty of custom leviable on the inputs or the capital goods respectively and X denotes the assessable value.
Thus it can be seen that in both the cases mode of calculation of entitlement to CENVAT credit is same. However, in case of procurement from SEZ, full, i.e. 100 per cent credit is available, while in case of procurement from EOU unit, only 50 per cent credit is available.
Goods supplied to EOU/SEZ by Indian manufacturers
Supplies to SEZ are 'exports' - Supplies from other manufacturers in India (i.e. in DTA) to the units in SEZ are treated as ‘exports’ and suppliers to the units in SEZ get eligible benefits. The DTA unit can supply goods to SEZ unit without payment of duty by following ARE-1 procedure as applicable for exports.
As per section 76I of Customs Act, goods supplied to SEZ are ‘exports’ and the Indian manufacturer supplying goods to SEZ unit will be entitled to ‘duty drawback’.
Duty drawback on goods supplied to SEZ unit – Indian Manufacturers who supply goods to units in SEZ will be entitled to duty drawback on goods supplied to SEZ units. [MF(DR) circular No. 23/2003-Cus dated 1-4-2003].
Goods supplied to SEZ/EOU are exempt from duty – The goods supplied by manufacturer in India to EOU/SEZ unit are exempt from excise duty. The Indian manufacturer can clear goods without payment of duty on strength of CT-3 certificate received from the EOU/SEZ unit. The CT-3 certificate is required to be signed by Central Excise Superintendent-in-charge of the EOU unit. – Notification No. 22/2003-CE dated 31-3-2003.
Deemed export benefit to supplier - The supplies are in India and supplier gets payment in Indian rupees. However, the Indian supplier is entitled to get deemed export benefits.
Income Tax and EOU/SEZ
EOU units are exempt from Income Tax, as per provisions contained in sections 10A and 10B of Income Tax Act. 
EOU/STP/EHTP units are exempt from income tax in respect of profit from export turnover u/s 10A and 10B of Income Tax Act. This exemption will be discontinued w.e.f. 1.4-2009 (AY 2010-11). 
In case of unit in SEZ, commencing manufacture on or after 1-4-2002, they will be entitled to full income tax exemption for first five years from year of commencement of manufacture, and 50% exemption will be available for next two years. [section 10A(1A) of Income Tax Act].
As per Finance Act, 2002, the income tax exemption in respect of export turnover is proposed to be restricted to 90% of profits for AY 2003-04 (FY 2002-03).
Income tax exemption to EOU - Section 10A of Income Tax Act makes provisions for exemption to units located in EHTP/STP. Section 10B is applicable to EOU units. Conditions for Income Tax exemptions under both the sections are identical, which are broadly as follows –
Not by splitting up or reconstruction – The business should not be formed by splitting up or reconstruction of business already in existence. Thus, if an existing unit converts part of its unit as EOU and transfers export business to it, it may be treated as ‘reconstruction’ and Income Tax exemption may not be available. 
Old machinery transferred shall not exceed 20% - Total value of old machinery transferred to new business should not exceed 20% of total value of machinery or plant used in the EOU business.
Imported old machinery permissible – Imported old machinery can be used without any restriction of 20%, if (a) it did not belong to assessee prior to importation (b) such machinery was not previously used in India (c) No depreciation was allowed earlier or is allowable prior to its installation by assessee.
Sale proceeds must be actually received – Sale proceeds must be actually received in convertible foreign exchange, in a separate account maintained for the purpose, within maximum 6 months from end of relevant financial year. Thus, for Financial Year 2001-02 (AY 2002-03), sale proceeds must be received before 30th September, 2002. The time limit can be extended by RBI or other competent authority. 
No transfer of ownership – There should be no transfer of ownership or beneficial interest of undertaking, except in case of company in which public are substantially interested or (b) disinvestments by venture capital fund / company.
Computer software – Computer software (a) means any computer programme recorded on any disc, tape, perforated data or other information storage device or (b) Any customized electronic data or any product or service of similar nature, as may be notified by Board; which is transmitted or exported from India to any place outside India by any means.
CBET has specified following IT enabled products or services for this purpose – (i) Back office operations (ii) Call Centres (iii) Content development or animation (iv) Data Processing (v) Engineering and design (vi) Geographic Information System Services (vii) Human Resource Services (viii) Insurance Claim Processing (ix) Legal databases (x) Medical transcription (xi) Payroll (xii) Remote maintenance (xiv) Support Centres and (xv) Web-site services.
The computer programme need not be actually written within the premises of the unit. It can be developed even at the client’s site abroad, as long as the software is a product of the unit.
On site development of computer software (including services for development of software) outside India shall be deemed to be export of computer software outside India.
Amount of deduction – The deduction in income tax allowable EOU/SEZ, (if all aforesaid conditions are satisfied) is – Profit of business of undertaking x Export turnover / Total turnover of business of the undertaking. 
Export turnover shall not include * freight * telecommunication charges * Insurance for delivery of goods * Expenses incurred in foreign exchange in providing technical services outside India.
Upto AY 2001-02, domestic sale upto 25% of total sale was deemed to be profits and gains derived from export. In other words, DTA sale upto 25% of total sale was treated as export sale for purpose of income tax exemption upto AY 2001-02. However, from AY 2002-03 (FY 2001-02), there is no income tax exemption in respect of profits from domestic sales.
Period of deduction – The deduction is allowed for a total period of 10 years. However, no deduction will be allowable after 1.4.2009 (i.e. Assessment Year 2010-11).
Conversion of firms into company permitted – As per section 10A(9A) and 10B(9A) of Income Tax Act, conversion of partnership firm or proprietary firm into company is permitted and the company will be entitled to income tax exemption which the firm would have got. However, the partners/proprietor should be holding at least 51% holding in the company so formed by conversion of firm.
Income Tax exemption to SEZ unit and developer of SEZ - Section 80-IA of Income Tax Act is proposed to be amended by Finance Bill, 2002. As per the proposed amendment, an assessee developing SEZ can claim deduction for any ten consecutive assessment years out of fifteen years beginning from the year in which the undertaking or enterprise develops and begins to operate SEZ. Thus, assessee who is developer of SEZ can avail this income tax benefit.
In case of manufacturing unit in SEZ, commencing manufacture on or after 1-4-2002, they will be entitled to full income tax exemption for first five years from year of commencement of manufacture, and 50% exemption will be available for next two years. [section 10A(1A) of Income Tax Act].


