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Chapter 7: Electronics and  IT policy & Procedures

1. Introduction

In the fast paced technology sector such as Electronics and IT, the characteristics which underpin the industry and services are fast technological developments, reducing business cycle times, just-in-time and  time to market. The policy framework alongwith the procedures and their implementation determine the velocity of business.

The process of embracing economic and industrial policies reforms which was initiated during 1991 was aimed at integrating with global economy.  In this context it is important to appreciate that Global business must be conducted  in a manner which respects  the global concerns be it technology, quality, delivery, service, price etc. This in turn requires a competitive business environment as an enabler.

It would not be appropriate to tailor the policy and procedures for achieving a certain targets.  It is not an exercise of optimization.  The policy and procedures should be such that they enable the industry to grow in the fastest possible manner.


It is often that well meaning initiatives, policy, procedures fall by wayside due to their not being implemented in the spirit they are pronounced.

During the fourth year of the Ninth Five Year Plan (2000-01), total production in the Electronics and IT sector was Rs. 68780 crores against the target of Rs. 99150 crores, representing an achievement of 69.3%.
While the software services sector has grown at a  C.A.G.R. of 43 % reaching 104 % of the cumulative target in the  first four years, in the hardware sector achievement of the target (first four years) has been only  59%  (Table-1).   During the period, Electronics IT Hardware manufacturing units have faced difficult times with  many discontinuing operations.  Imports, trading and grey market operations have been on the upswing.  According to the DGCI&S, Kolkata imports of electronics goods (hardware) increased from Rs. 7759.3 crores in 1997-98 to Rs. 11,505.6 crores ($ 2.86) in 1999-2000.  During the seven month period of April'2000 till Nov'200 the imports were placed at Rs. 10827.0 crores which increased to about Rs.16000/- Crores ($3.5 b)during 2000-01. Thus imports of electronics hardware were about 41% of total hardware production in 1999-2000 increased to 52% in the year 2000-01.

The opening of imports regime, lowering of tariffs, coupled with number of disability factors including high finance cost, inadequate infrastructure at ports, long cycle time for the working capital, high incidence of duties/taxes, insufficient differentials between import duty on raw material, piece, parts, components and sub-assemblies and finished products  etc, has resulted in manufacturing becoming unattractive.  Manufacturers in order to remain in business are tempted to become importers/traders or even grey market operators.

Policy and Procedures should be looked at as if they provide only broad and general basic framework in which business is to be conducted.  It is perhaps not possible to visualize and anticipate all the business requirements especially in technology oriented sector such as Electronics and IT.  The interpretation of the policy procedures should be in a user friendly manner aiding velocity of business.

Table 1 : Electronics Production Targets and Achievements  for Ninth Plan

(First Four Years)

(Rs.Crores)

	SECTOR
	1997-98
	1998-99
	19990-00
	2000-01
	Total

	ELECTRONICS HARDWARE

	TARGET
	30150
	38280
	48700
	62850
	179950

	ACTUAL
	22100
	25250
	28100
	30780
	106150

	% ACHIEVEMENT
	73.3
	66.0
	57.7
	48.8
	59.0

	SOFTWARE EXPORTS

	TARGET
	5850
	9250
	14600
	23100
	52800

	ACTUAL
	6500
	10940
	17150
	28500
	63090

	% ACHIEVEMENT
	111.0
	118.2
	117.5
	123.4
	119.5

	DOMESTIC SOFTWARE

	TARGET
	3900
	5850
	8800
	13200
	31750

	ACTUAL
	3470
	4950
	7200
	9500
	25120

	% ACHIEVEMENT
	89.0
	84.6
	81.8
	72.0
	79.0


2. Review of  the Existing Policy Framework and Constraints in Growth

The economic reforms programme initiated by the Government in 1991 aims at rapid and substantial economic growth and integration with the global economy.  The industrial approval, foreign investment, EXIM policies have been liberalised, the process of further liberalisation, economic reforms and simplification of policy, procedures and efforts towards making them responsive to the needs of industry continued during the Ninth Five Year Plan.

In the following only salient features of the policies - procedures are given.  

Industrial Approval Policy

During the Ninth Plan Period, Consumer electronics products have been taken out from the ambit of licensing.  As a result Industrial Licensing has been virtually abolished in the electronics - IT sector except for manufacturing of aerospace and  defence equipment.  Industries exempted from licensing are only required to file an IEM with SIA (Ministry of Industry).

Foreign Investment Policy
Foreign Direct Investments and Technology Collaborations (TC) can be approved either through automatic route (by RBI) or otherwise by the Government.  Automatic  approval is applicable to FDI/NRI, OCB investment except for (i) proposals that require an industrial license either under IDR Act 1951 or in terms of locational policy and for foreign investment in excess of 24% in industrial units manufacturing items reserved for small scale (ii) Proposal for which foreign collaborator has an existing tie-up and (iii) Proposals falling outside the notified sectoral policy/caps.

Automatic approval is also accorded by RBI to TCs in electronics - IT except aerospace and defence  equipment, provided lump sum payment for the technology does not exceed US $ 2 million and royalty payments (net of taxes) do not exceed 5% of domestic scales and 8% for exports subject to certain stipulation for the period of payment.


'Foreign Investment Promotion Board' (FIPB) considers Foreign investment proposals outside the purview Automatic Route.

Export-Import Policy


The import of raw materials, intermediate, components, parts, consumables spares, Capital Goods and other items required by industrial, non-industrial norms is governed by Export-Import Policy which is a 5 year policy for assuring continuity to the users.    The present policy is applicable for the period April 1, 1997 - March 31, 2002.  The ITC (HS) classification of various items alongwith policy governing their imports is published in  a volume.  The policy classically listed items under restricted, SIL and Free (OGL) category.  Over the Ninth Plan the policy has been annually reviewed and items were progressively moved towards  free imports.  In the Policy for the year 2001-02 the 'SIL' category has been abolished.   The few items  which remain on the restricted category would be progressively moved to OGL (Free) Category by 2003.


The EXIM policy also covers schemes  which are aimed at promoting exports.  Some of the important ones are briefly discussed in the following;

Export Promotion Capital Goods (EPCG) Scheme


Under the scheme units in electronics and software can import C.G. at 5% import duty on the basis of self-declaration basis, regarding the nexus between C.G. imported with items to be exported.  The export obligation is 5 times the CIF value of C.G. on FOB basis or 4 times the CIF value of C.G. on NFE basis to be fulfilled over a period of 8 year.

Duty Exemption Scheme


Under the scheme imports of inputs are permitted duty free for export production.   Annual Advance Licences can be obtained either on the basis of SION or on self-declaration basis.  The imported inputs are ratified against norms fixed subsequently by Special ALC.


The Duty entitlement Pass Book (DEPB) schemes entitles exporters to claim custom duty credit as a specified percentage of FOB value of exports made in freely convertible currency.   DEPB rates for 93 items have been fixed (Annexure 28A Item No. 83, Handbook of Policy and Procedures).


Special Imprest licence is granted to main contractor for the import of inputs required for manufacture of goods to be supplied to the specified categories of 'Deemed Exports' covered in the EXIM Policy.


Certain specified categories of supply of goods by the main/sub-contractors are regarded as 'Deemed Exports' under EXIM Policy, provided the goods are manufactured in India.

 Special Economic Zones (SEZ)


During the Ninth Five  Year Plan a policy package for Special Economic Zone was announced.  Special Economic Zone (SEZ) is a specifically delineated duty free enclave  and is deemed to be foreign territory for the purposes of trade operations and duties and tariffs.  
Goods going into the SEZ area from DTA are treated as deemed exports and goods coming from the SEZ area into DTA are treated as if the goods are being imported.  SEZ units may be set up for the manufacture of goods and rendering of services, production, processing, assembling, trading, repair, remaking, reconditioning, re-engineering.

Export and Importability of Goods in SEZs


SEZ unit may import without payment of duty all types of goods, including capital goods, as defined in the Policy, whether new or second hand, required by it for its activities or in connection therewith, provided they are not prohibited items of imports in the ITC(HS).   The units shall also be permitted to import goods required for the approved activity, including capital goods, free of cost or on loan from clients.


SEZ may import, without payment of duty, all types of goods for creating a central facility for use by software development units in SEZ.  The central facility for software development can also be  accessed by units in the DTA for export of software.


SEZ unit shall be a positive net foreign exchange earner.  Net Foreign exchange Earning (NFE) shall be calculated cumulatively for a period of five years from the commencement of commercial production according to the formula given in Paragraph 9.A-4 of the Handbook (Vol-I).


All activities of SEZ units, unless otherwise specified, shall be through self certification procedure.  
SEZ unit may sell goods, including by products, and services in DTA in accordance with the import policy in force, on payment of applicable duty.

DTA sale by service/Trading units shall be subject to achievement of positive NFE cumulatively.  Supplies from the DTA to SEZ units will be regarded as 'deemed exports' and interalia will be eligible for the reimbursement of Central Sales Tax; Exemption from payment of Central Excise Duty on all goods eligible for procurement; Discharge of export performance (EO), if any, on the supplier.

Duty/Tariff Structure


During the Ninth Five Year Plan, the duty/tariff structure for Electronics and IT sector has been reviewed and rationalized as part of Annual Union Budget.  The Custom duty has been reduced to 4 slabs of advalorem rates of 5,15,25 and 35%.  The Capital Goods and specified raw materials and components required by electronics industry are allowed to be imported under concessional rate of Customs duty.

India is signatory to ITA and is committed to bring down custom duty in a phased manner.  The Central Excise Duty has been rationalized to a single slab rate of 16%.

The changes in Import-Tariff structure for Electronics & IT items during the period 1996-97 till 2001-02 alongwith the prevailing excise duty rates are summarized in Table 2.

Constraints in Growth

· The software export sector has almost trippled every two years and domestic software sector  has doubled every two years, the electronics hardware industry has only grown to 1 1/2 times in three years.   While the growth of software sector has been supported through the natural advantage India has in terms of scientific/engineering manpower  the hardware industry is faced with number of constraints.

Some of the major ones are as follows;

· Infrastructural constraints

· Inverted tariff structure  (Table-3)

· High incidence of overall duty/taxes and other cascading effect 

· High cost of finance

· Policy and procedural issues related to Industrial, Fiscal and EXIM policy' Labour laws and Inspector Raj

· Low volumes of production

· Requirement of large inventory  levels

· Longer business cycle time

· Low technology level

· Lack of investment in the Electronics and  IT Hardware sector

· Emerging competition from multinational corporations

· Inadequate investments in R&D

Table2 : Years Tariff Structure for Electronics & IT  Items

	
	1996-97
	1997-98
	1998-99
	1999-2000
	2000-01
	2001-02


	Ex.Duty

	Finished Equipment
	50%
	40%
	40%
	40%
	35%
	35%


	16%

	Capital Goods
	
	
	
	
	
	
	

	i. Project Imports
	25%
	25%
	20+2%
	25%
	25%
	25%


	16%

	ii.Micro Electronics
	15%
	15%
	10-5%
	15%
	5%
	5%


	16%

	(iii)Micro Electronics(68 items)
	
	
	10%
	0%
	0%
	0%


	16%

	Moulds, Tool,Dies
	25%
	25%
	25%
	25%
	25%
	25%


	16%

	Electronic Compo- nents
	20%
	20%
	20+5%
	15%
	15%
	15%


	16%

	i)CPT
	35%
	30%
	30+5%
	35%
	35%
	35%


	16%

	ii)Floppy Diskettes
	20%
	20%
	20+5%
	20%
	15%
	15%


	16%

	iii).CD- ROMS
	10%
	10%
	10%
	5%
	0%
	0%


	16%

	iv)IC's
	20%
	20%
	5-10%
	5%
	0%
	0%


	16%

	Piece Parts
	10%, 20%
	10%,20%
	10-35%
	5-35%
	0-35%
	0-35%


	16%

	Raw Materials


	10%,20°/i
	10%,20%
	10-35%
	5-35%
	5-35%
	5-35%


	16%



	Computer Systems and Peripherals
	20%
	20%
	20+2%
	20%
	15%
	15%


	16%

	a)HDD, FDD& CD ROM Drive
	10%
	10%
	5%
	5%
	0%
	0%


	16%

	b)Carmdge Tape drive DVD Drive
	10%
	10%
	10%
	5%
	0%
	0%


	16%

	Computer software
	10%
	10%
	0%
	0%
	0%
	0%


	Zero%

	Parts Of Computers
	35%
	20%
	10%
	5%
	5%
	5%


	16%

	Consumer Electronics
	50%
	40%
	40%
	40%
	35%
	35%
	16%

	Electronics
	
	
	
	
	
	
	

	Telecom Equipmt
	50%
	40%
	40%
	25%
	20-25%
	15%
	16%

	
	
	
	
	
	
	
	

	Parts of  Telecom
	50%
	40%
	40%
	20-25%
	15%
	5%*
	16%



*Only on some parts  Others are at duty 15%/35%
Table 3 :  Inverted Tariff Structure in India
	Duty on inputs often more than that on finished goods

	High incidence of overall customs duties

	Capital Goods
	25%

	Raw materials/inputs
	0-35%

	Components
	0-15%

	Finished goods
	15-35%


Comparative summary of customs duty on RM/Components/Inputs for electronics and IT industry is given in Table 4, 5

Cascading Effect of Taxes/Duties

Globalisation calls for mass production, Finished consumer product can be divided into four stages of production and two stages of marketing for efficient operations.  Cascading effect of 4% CST and other miscellaneous duties & taxes including service tax, high rate of interest & high cost incurred due to weak Infrastructure increases cost of indigenously manufactured product (Table-6).  Impact of taxes/duties and disability factors coming to 46% of  MRP.  This has resulted into manufacturing in vertically Integrated unit or at such locations where taxes are exempted.  In this process production efficiencies have to be compromised.  This also gives enough incentives for tax evasion there by creation of unfair competition.  This impacts global competitiveness.

Raw Material Availability

The requirement of the electronics industry for items of chemical, petrochemicals and metals is of high purity and grades, smaller quantities, proprietary in nature, of high value and manufactured world over by a limited number of suppliers.  The Chemical and Petrochemical items manufactured locally in the organised sector are for general applications, non-electronic grades, and not found suitable for electronic applications.  The local industry does not venture into manufacturing electronic grade chemicals because of the low volume requirement, thus making it highly priced and uncompetitive.  Therefore, allowing duty free import of electronic grade chemicals, petrochemicals, ferrous and non-ferrous metals in smaller quantities will not be  detrimental to indigenous industry.

Small Scale  Industries Sector in Electronics and IT Sector 

Many of the existing units in consumer electronics, components and IT had started their ventures in the Small Scale Sector.  Over the years they have grown to the organized sector and are presently the leaders in their respective areas.   During the Nineties number of initiatives have been taken to encourage the small scale sector and enhance their competitiveness.  Some of these include;

· A Technology Development and Modernization Fund by SIDBI

· Increased focus on tool rooms with latest  equipment and machinery to address tooling requirements of small units.

· Reimbursement scheme in respect of ISO 9000 Quality Certification for individual SSI units.

· IT based initiatives for information souring.

· Excise exemption upto Rs. 100 Lakhs.

· Technology  upgradation - 12% Capital subsidy scheme

Electronics Products Reserved for Production in the Small Scale Sector

1. Radio/Car Radio-Low cost upto Rs. 250 each

2. TV antennas

3. TV tuners excluding electronic tuners

4. TV booster amplifiers

5. Amplifiers for entertainment and public address system

6. Electronic fan regulators

7. Dimmers & Twilight switches

8. Telescopic aerials for radio receivers

9. Battery eliminators

Table 4: Custom Duty on Raw Materials/Inputs for IT/Electronic

Components in Selected Countries

	COUNTRY
	CUSTOM TARIFF RANGE (%)
	COUNTRY
	CUSTOM TARIFF RANGE (%)

	USA
	0-2
	CHINA
	0-5

	JAPAN
	0-2
	BRAZIL
	0

	SOUTH KOREA
	0-2
	THAILAND
	0-5

	EU
	0-2
	MEXICO
	0-2

	MALAYSIA
	0-5
	PHILIPPINES
	0

	SINGAPORE
	0
	INDIA
	0-35

	TAIWAN
	0
	
	


Table:  5  Custom Duty on Capital Goods for IT/Electronic Components in Selected Countries

	COUNTRY
	CUSTOM TARIFF RANGE (%)
	COUNTRY
	CUSTOM TARIFF RANGE (%)

	USA
	0
	CHINA
	0

	JAPAN
	0
	BRAZIL
	0

	SOUTH KOREA
	0-2
	THAILAND
	0-5

	EU
	0
	MEXICO
	0

	MALAYSIA
	0
	PHILIPPINES
	0

	SINGAPORE
	0
	INDIA
	25

	TAIWAN
	0
	
	


	Table- 6  CASCADING EFFECT OF VARIOUS  TAXES & DISABILITY FACTORS 0N    EX-FACTORY    PRICES OF FINISHED TYPICAL ELECTRONIC EQUIPMENT *




                (  Manufacturers of   )

	 
	Stage
	Total Impact
	Piece

Part
	Components
	Sub-Assy
	Finished Product
	Distributor
	Retailer
	Consumer

	1
	Basic Price
	
	18
	48
	72
	85
	
	
	

	2
	Custom Duty @35%
	8.3
	6.3
	
	
	
	
	
	

	3
	Impact of CST@4%
	20.5
	1.13
	2.23
	3.34
	3.94
	4.64
	5.22
	

	4
	Impact of High Rate of Interest @7%
	9.17
	2.52
	2.52
	2.38
	1.75
	
	
	

	5

**
	Impact of Other Misc. Taxes-Services, Electricity, Land, Building, Octroi, T.O Etc nn SP@0.8%
	3.1
	1
	0.9
	0.7
	0.5
	
	
	

	6

**
	Higher Cost Due To Weak Infrastructure
	6.2
	2
	1.8
	1.4
	1
	
	
	

	7
	Other Manufacturing Costs
	
	17.05
	16.55
	5.18
	7.81
	
	
	

	8
	Appx. Share of  SP (A)
	
	48
	72
	85
	100
	130.64
	150.88
	150.86

	9
	Excise Duty @16%
	16
	7.68
	3.84
	2.08
	2.4
	
	
	

	10
	Impact of S.T. @12
	18.1
	
	
	
	
	
	
	18.1

	11
	Freight
	
	
	
	
	
	5
	5
	

	12
	Marketing Mark Up
	
	
	
	
	
	5
	10
	

	
	Total
	79.37
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	MRP
	168.96

	
	I.Tax @5% on Profit
	5.33
	0.84
	1.26
	1.48
	1.75


SAY    170


** Impact  based on industry average

Assumptions:

1. Rate of interest of 14% against International rate of around 7%.

Impact of differential rate of 7% (14-7) in considered while calculating impact on Sale Price.

2. Cost of Distributor =A+16%(ED)+(5)Freight +(4%)CST + Mark up 5

3. Cost of Retailer = A+(5)Freight +(4%)CST + mark up 10

4. Cost of Customer = A+ (12%)ST.

Comments

1. Impact of all taxes & disability factors


79.37

a) Post manufacturing impacts (4.64+5.22+16.00+18.1)
43.96

b) Impact upto Manufacturing stage (79.37 - 43.96)

35.41

2. In case taxes are removed/reimbursed & disabilities are corrected export price of same product can be less than 64.59 (100-35.41=64.59), since inventory cost at each level will also reduce.

3. Impact of total taxes on MRP is 46.7% (79.37/170)

4. Impact of Income tax upto manufacturing level is 5.33.  This is not considered in above comparison.

*Contributed by Shri B.S. Sethia, Director, ELIN Electronics

ITA-I


India is a signatory to the Information Technology Agreement (ITA-I).  For large scale and faster  proliferation of IT in the country, India had voluntarily announced advancement of zero duty regime on all IT products covered under ITA-I (217 tariff lines) by two years.  Therefore, ITA-I expected to be fully implemented by 2003.  As a result, if all the electronic components will be at zero duty and if the inputs for their manufacture remain at a duty ranging from 5% to 35%, the already inverted tariff structure will be further stressed and will adversely affect the indigenous manufacture of electronic components.

Velocity of business

The present procedures and regulations pertaining to exports, imports and inspections are complex and time consuming.  While the companies abroad work on Just in Time inventory and are able to rotate working capital in 6 weeks in India inventory of imported items is required for 6-12 weeks and working capital cycle time to 3-4 months.


For the hardware industry, with fast changing prices and technology obsolescence, all procedures for imports, exports licensing and inspection should be in a time frame which is  conducive for increase in the velocity of business.

Availability of Capital Goods

The Electronics Industry mostly requires special purpose machines and test equipment.  The general purpose tool room machines are generally procured locally unless these are part of the total project.  None of the machines and equipment required in the manufacture of electronics hardware including tools, moulds, dies etc. are available locally.  High import duty on such imports makes the end product price incompetitive.

The duty structure does not encourage manufacture of populated PCBs.  This in turn affects demand for local components.   There is a need to have a competitive climate for investment and production in comparison with that present in the competing countries including those related to customs, foreign exchange regulations, labour laws, banking facilities and support infrastructure.

High duty/taxes encourage grey market, which create unfair competition .

Incentives to Electronics and IT Sector

1. 
Export Promotion Capital Goods scheme (EPCG) has been rationalised and extended uniformly to all sectors without any threshold limit on payment of 5% duty. 

2. Approvals for all foreign direct investment proposals relating to the Information Technology sector, with the exception of Business-to-consumer (B2C) e-commerce are under the automatic route.  

3.
EHTP and STP schemes are implemented under the aegis of the Ministry of Information Technology through a single window mechanism of the Inter-Ministerial Standing Committee (IMSC). 

4.  DTA access upto 50% of the FOB value of export is permitted for electronics hardware units under EOU/EPZ/EHTP schemes and the software units under EOU/EPZ/STP schemes. Broadbanding is permitted in the DTA sales of Hardware units for items covered in the Letter of Permission. 

5. Accelerated depreciation norms for computers and computer peripherals for electronic units under Export Oriented schemes (EOU/EPZ/STP/EHTP) have been enhanced. These shall stand depreciated to overall limit of 90% over a period of 3 years instead of around 5 years earlier.

6. Special Economic Zones are being set up to enable hassle free manufacturing and trading for export purposes.

7. Value addition norms for Rupee exports to Russia reduced from 100% to 33% under Advance Licensing Scheme.

8. The Depreciation on Computers has been allowed @ 60%.

9. In the Budget 2001-02, the peak rate of customs duty continues @35%. Customs duty surcharge @ 10% has been abolished on all imports, in general but Special Additional  Duty (SAD) @ 4% continues on all imports, except specific exemptions. In the 2000-01 Budget, Customs duty on Computers and Peripherals had been reduced from 20% to 15% and continues to be same. The Customs duty on all storage devices, integrated circuits, microprocessors, data display tubes and deflection components of colour monitors also continues at 0%. In the 2001-02 Budget, Customs duty on Information Technology Agreement (ITA-1) items of WTO (IT and Telecom products)  has  been reduced from existing  20-25% to 15%. The concessional rate of customs duty for specified raw materials for the electronics industry continues.  Customs duty on certain  parts of Telecom reduced to 5%.  32 items (additional) of Capital Goods allowed at a concessional duty of 5% for the manufacture of semiconductors.

10. In the Budget 2001-02, the Central Excise duty structure has been rationalised from multiple rates to single rate of 16% and single rate of Special Excise Duty (SED) @ 16%.  

11. Information Technology Software is exempted from Customs and Excise Duty.

12. Second hand capital goods upto 10 years old have been made freely importable.

13. EOU/EPZ/STP/EHTP units are exempted from payment of Income Tax on export profits, upto 2010, in terms of Sections 10A and 10B of the Income Tax Act.

14. Exemption of withholding tax on interest on External Commercial Borrowings (ECBs) has been extended to the IT sector. 

15. Definition of Computer Software, as in Section 80 HHE of the Income Tax Act has been widened to include transmission of data.

16. Benefit of  Section 80 HHE is available to supporting  software developers.

17. IT Enabled Services have been made eligible for Income Tax  benefit under Sections 10A, 10B and 80HHE of the Income Tax Act.

18. The donation of computers, imported duty free by EOU/EPZ/STP/EHTP units to recognised non-commercial educational institutions, registered charitable hospitals, public libraries, public funded research and development establishments, etc., two years after their use by the said units has been permitted.

19. The second-hand computers and computer peripherals donated by an outside donor to Government schools have been exempted from customs duties. 

20. Income by way of dividends  or long-term capital gains of a Venture Capital Fund or Venture Capital company from investment made by way of equity shares in a Venture Capital Undertaking, which has been expanded to include the Software and IT sectors, will henceforth not be included in computing the total income.

21. To give thrust to Venture Capital finance, SEBI has been made the single point nodal agency for registration and regulation of both domestic  and overseas venture capital funds.

22. There will be no tax on distributed or undistributed income of Venture Capital Funds.  The income distributed by the VCFs will only be taxed in the hands of the investors at the rates applicable to the nature of the income. VCFs will continue to be eligible for exemption even if the shares of the VC undertaking in which the VCFs have made the initial investment are subsequently listed in a recognised stock exchange in India.
23. Under policy on portfolio investment, Foreign Institutional Investors (FIIs) are permitted to invest in a company upto an aggregate  of 24% of equity shares, extendable upto 40% subject to approvals. This limit has been raised from 40% to 49% in the Budget 2001-02. 

24. Under the Employee Stock Option Scheme, income tax payable on income from GDRs purchased in foreign currency by a resident employee of IT software and service companies, shall be at a concessional rate of 10%.  

25. Tax holiday  under provisions of Section 80-IA (Infrastructure Status) has been extended to Internet Service Providers (ISPs) and Broadband Network providers. 

26. Two-way fungibility has been permitted for ADRs/GDRs. Local shares can now be reconverted into ADRs/GDRs, subject to sectoral caps. 

27. To induce more investment for R&D activities, a weighted deduction of 125% on the sums paid to any university, college or an institution or a Scientific research association for the purposes of scientific, social or statistical research has been provided.  

28. A National Venture  Fund for Software and IT Industry (NFSIT) has been set up with a corpus of  Rs. 100 crores, out of which MIT shall contribute Rs. 30 crores.  

29.
STPI has set up a business support centre in the USA, which is operational since November,1999,  to promote business for STP units and provide marketing support to SMEs.

30. 
Information Technology Act 2000 has been enacted.  This act deals with Cyber Security, Cyber Crime and other information security related legal aspects.  This will encourage expansion of  e-commerce through internet.

3. Summary of Suggestions received from Members for Electronics  and IT Hardware Sector


Key to competitiveness is  creating an environment which is conducive to manufacturing.  The velocity of business must increase this will reduce transaction cost.  Business cycle times be compressed and made comparable globally.

· All imports and exports should be on the basis of self-declaration (on Actual User basis) as in the case of excise duty collections.

· Customs must  work 24x7x365 and there should be no cooling off period

· Encourage industry to build global volumes by facilitating exports and domestic market access from the same unit.

· In this regard electronics and IT hardware manufacturing units be given the status of EHTP (the eligibility criteria may be laid out).  There should be no export obligation. They may be permitted 100% access to the domestic market at 50% of the applicable  duties.  This will ensure localisation of the manufacturing in the country.  This is expected to compensate the  units for cascading of taxes on the inputs and other disability factors like high finance cost in addition to those related with the weaknesses in infrastructure etc.

· Rate of depreciation on IT products be increased to 100% from existing 60%.

· Eight percent  Excise duty on all IT products.  Pending implementation of VAT Nil Sales Tax on all IT products in all States

· Sales of IT products to educational institutions be exempt from local levies/VAT.

· Incentive packages be offered to telecom manufacturers and large investment projects to ensure local sourcing of components.

· Zero duty on all inputs including items of dual usage for manufacture of IT and  telecom equipment (217 items covered under ITA-WTO).

· Deemed export status for Telecom equipment manufacturers.

· CST is the single largest levy which has a large cascading effect, in worst case even reaching over 20% depending upon the interstate transactions in raw material, parts, components, sub-assemblies and finished product (ref. Table-6). The levy needs to be abolished.

· Adoption of 10 digit product classification to simplify charging of appropriate tariffs and to away with discretionary powers of the assessing officers.   

· The anomalies in customs duty structure  resulting in negative duty differential be removed.

· Excise duty on grey market prone products like PCs, mobile phones, low end TV sets etc. to be reduced to 8%.

· Total incidence of Duties/Taxes on Consumer electronics products be reduced and be made comparable to those prevailing in the competing  countries.

· Success in hardware sector  is due to formation   of clusters.   These clusters provide informal, intense and intimate knowledge banks.   The Government should invest in creating infrastructure for such clusters. 

· Value Added Tax should be adopted at the earliest preferably encompassing Central and State levies.  For each product category such as Electronics and IT, the on maximum limit be notified.

· The re-imbursement schemes for  taxes and duties on exports be flexible to cover CBU, sub-assemblies, CKD etc.   The re-imbursement period should be targetted at two weeks at the most.

· There appears to be a move to discontinue DEPB scheme w.e.f. 1st April, 2002, since it is a preferred export promotion scheme at present, unless there is a viable alternate scheme  in place, DEPB scheme should not be discontinued.

· While the customs duty  on equipment/components have been lowered, the duties on modules, components/raw-material, piece parts continue to be on higher side (This coupled with other disability factors such as high cost of finance, infrastructural problems and local levies/sales tax etc. seriously affecting the competitiveness of domestic production vis-à-vis imports.

WTO - ITA



India's Commitments on the IT Agreement (ITA-1) under the aegis of WTO would lead to zero duty tariff regime on 217  tariff line, covering electronic components.  While the commitment to WTO is for implementation by 2005, India has  voluntarily advanced the time frame by 2 years.


Since the industry continues to face the inverted tariff structure and no preparation has been done to enable the industry  in withstanding the zero duty regime, it is suggested that the original time frame of 2005 and the duty phase out plan as committee internationally under ITA-WTO should not be changed.

Others

· Component manufacturers have invested in production of their piece parts as raw material are allowed to be imported at concessional duty.  If production capacity of piece parts is larger than production of component, industry would like to sell these piece parts to others in order to utilise their investments to maximum extent.  Presently these piece parts are not allowed to be sold  to other end users as the  concessional duty  on inputs is for manufacture of  components  and not their piece parts.  As a result these piece parts which  are also allowed to be imported under reduced  duty,  these get imported, even though spare capacity exists in the country for producing these piece parts.   The industry, therefore,  may be permitted to sell the piece parts in domestic/export markets.

· The industry strongly feels problems arising out of need to deal with number of Government Departments which makes them prone to periodic visits by Inspectors.  Some of the interactions are as follows:*

1. Under Factories Act

2. From Labour Department

3. Sales Tax

4. Central Excise

5. Customs

6. Pollution Control Board

7. Director General Foreign Trade

8. Reserve Bank of India

9. Concerned Ministry

10. The Licensing Authority

11. Regional Transport Office

12. Collectors office. etc.

Considerable time, effort is involved in dealing with these multiple agencies.  The number needs to be reduced.  Self-declaration must be introduced.

Case for Modified EHTP Scheme



Amongst  the  major  problems   faced   by   electronics IT Hardware manufacturers are the inverted duty structure, high duty on Capital goods, problems arising out of dual usage's of inputs, high incidence of overall duty/taxes/levies, high cost of finance, delays at the ports and ambiguities at assessment level, high cost of infrastructure like power, transportation etc.


All the above problems can be addressed giving the status of an EHTP unit to electronics and IT hardware manufacturers.  The eligibility criteria based either on investment or turnover could be laid out.  Further, the EHTP scheme may be modified as follows;

· All imports and exports by these units should be on the basis of self declaration (on AU basis) as in the case of excise duty collections.  Provision for self declaration for imports exists in the Policy under the Duty Exemption Scheme.  


This would enable the units in getting all their raw material, parts, components, capital goods at zero percent import duty.  Also imports sourced locally would be eligible to deemed exports benefits.


*Article by Shri J.O. Patel, in CETMA News, Jan'01

· Additionally the EHTP scheme be modified to permit 100% sales in the domestic market at 50% of the applicable duties.  This is expected to compensate the units for cascading of taxes on inputs and disability factors like high finance cost, longer business cycles   apart from the weaknesses in infrastructure.

· This approach would help industry in building volumes of production as it facilitates production for exports and domestic market access from the same unit.

· Further conditions such as net foreign exchange positive (NFEP) and  export performance (EP) should be removed.  This would enable in preparing the industry to meet the challenge of impending zero duty  regime.

· In order to encourage such units in looking at global markets it may be ensured that the exporters are provided with finance, infrastructure at costs which are internationally competitive.

Suggested Implementation Structure


There is a need for setting up of an Implementation Committee or Task Force comprising of senior officials from Ministry of IT, Ministry of Finance, Ministry of Commerce, Ministry of Communications along with Industry association representatives - ELCINA, CETMA, MAIT, TEMA, ESC and NASSCOM.  This will lead to active interface amongst the critical government agencies engaged in implementation of policies concerning the Electronics and IT industry.  This Committee/Task Force may focus on all policy recommendations jointly made by the MIT and the industry associations and work on an implementation Time Table.  The Committee may meet at least once in 3 months with three-fold objectives:

· Taking up the most critical policy issues requiring immediate implementation.

· Take stock on the growth, capacity utilisation and new investment in the industry in response to the existing policy environment.

· Deliberate on specific policy issues which involves multiple government agencies (Ministries of IT, Finance, Commerce and Communications) for implementation.


Most crucially, the modified EHTP scheme (recommended in the Report), which will have far-reaching positive impact, in promoting Electronics and IT Hardware industry, (faced with nil customs duty regime) can be quickly implemented through such Committee structure.

The Telecom industry has been pleading for deemed export status for local supplies made to the industry.  This objective would be achieved if the entire electronics and IT hardware industry is given the status of EHTP units.

Monitoring System


For decision making, availability of complete data on industry like installed capacity for the various electronic items, number of units in that area, total investment, level of technology being used, foreign collaboration etc. is very critical.  In the regulatory regime number of mechanisms were available to compile such data for example industrial licences, approval for import of capital goods and foreign collaboration, phased manufacturing programme etc.  However, subsequent to introduction of liberalised economic regime in 1991, such mechanisms are no longer available.


In the current economic regime, it may still be possible to get some information on new units through study of Industrial Entrepreneur Memorandum issued by SIA, foreign collaboration approvals issued by RBI under automatic route, approvals issued by SIA after clearance by FIPB and approvals issued by SIA for 100% EOU, EHTP, STP and EPZ units etc.  It is suggested that copies of all such approvals be sent to MIT.  Further it should be mandatory on the part of industry to inform MIT as and when they commence production and to send production returns periodically.


Computerisation of all the records, in particular with excise and custom departments would greatly help in study of market trends.

Infrastructure Related to Testing, QC

The Study Team has deliberated in detail on various aspects of infrastructure requirements to meet the goal of hardware export, and noted that for hardware export to EU and EFTA countries some mandatory techno-regulatory obligations (e.g. CE Certification) are required to be met by hardware manufacturers of this country.   Study Team also noted that at present no formalised procedures exist on accreditation of Indian testing laboratories by the "Competent Body" of EU authority  for the purpose of compliance to various mandatory Directives being followed by EU & EFTA countries.   It was also noted that without having adequate infrastructure for testing the export oriented products as per requirements stated above, it would be a very hard task to meet the estimated export goal.

It is therefore essential to initiate  certain actions as suggested below for formulation of appropriate policies and procedures to promote export:

a) Appropriate infrastructure of laboratory facilities to be created for testing of hardware and software export products as per the requirement of relevant international standards .  Various capital goods required to be imported for this purpose may be brought under a special incentive scheme which would expedite establishment of such testing laboratories within the next two years.   Manufacturers-cum-exporters who are willing to establish in-house testing facilities to adopt self certification scheme for mandatory compliance may be given a special financial concession to encourage the quality compliance for export products.

b) Government of India may explore the possibility of entering into Mutual Recognition Agreements (MRA) with international agencies (viz., EU authority) for accreditation of Indian test laboratories for the purpose of CE Certification.  This would help export-oriented units to cut short turn over time immensely.  National Accreditation Board of Laboratories (NABL) may be suitably empowered to take up MRA issues with the EU & EFTA authorities and agreements be made within a reasonable time.

c) Appropriate regulations for Electromagnetic Compatibility (both intra-system and inter-system compatibility) may be considered for Indian manufacturers within a reasonable period.  This would enable Indian hardware products to compete with the globally standardised imported products being used by Indian consumers.   In this regard, Bureau of Indian Standards have already issued various EMC Standards promulgated by International  Electrotechnical Commission (IEC) for voluntary use of Indian manufacturers.  Industry should be encouraged to adopt them.

LABOUR LAWS


As the Indian IT product industry will increasingly have to compete with countries like Taiwan, Singapore, Korea and Philippines, the Indian Labour Laws in this limited sector should not be adverse as compared to the Labour Laws in the competing countries.  In view of this, the following modifications in the Labour Law specifically applicable to the electronics and IT Products manufacturing sector, may be enacted with due consideration to the ILO recommendations

i) Women shall be allowed to work in three shifts subject to provisions of all the ILO specified conveniences including transportation from and to the door steps of the employee.

ii) Temporary status will apply for 720 days out of 3 years instead of 240 days out of one year as per the existing labour laws.

iii) Manufacturers will be allowed to downsize employee rolls by upto 10 percent of total employee strength in any year without permission.

iv) Contract Labour Abolition Act will not be applicable to the IT Sector.

v) In order to be able to run 3-shift/4-shift operations, labour law should allow upto 12 hour shifts without overtime as long as total number of hours worked per week averages the current norms of 48 hours per week.

 Encouragement to R&D


The growth of Electronics and IT industry would in future be driven by technology.    The growth drivers are expected to knowledge, engineering skills, creativity, R&D base, semiconductors and software for both value engineering as well as innovating/adapting technology.  Competitiveness in the global markets would be conditioned by ability to leverage technology.


The investments in R&D in the industry leave much to be desired.  The industry requires nurturing and hand holding.  Support for R&D to industry would encourage them to also commit funds for technology/product development.  There is a need to orchestrate long terms and short term strategies.  A Mega R&D project (Long Term) need to be  complemented by a large number of smaller projects (short term) which would help in building R&D strengths/temper.


It is suggested that the support to R&D in industry should be in the form of grant-in-aid.   The amount or percentage of support may vary depending upon the nature of the project.   A royalty may be charged on its commercialisation.

As a further incentive to commercialisation of R&D a 50% concession in excise duty may be considered for three years after the beginning of commercial production.  This should be applicable for products designed and manufactured indigenously.

Capitalised R&D expenditure should be recognised as assets for purposes of Institutional finance .

Income-tax exemption should be given on  export earnings from royalty on intellectual property.


Innovation needs to nurtured otherwise the economic growth would remain limited by the available physical resources.  The strategy of growth and competitiveness needs to be centred around technology.


As the H/W sector would increasingly be using embedded software there is a need to encourage HRD in micro-electronics which would be useful for designing ASICs/VLSIs for the H/W sector.

Encouragement to Eco-friendly practices.


In the electronics and IT sector, India has lagged behind the international efforts be it in technology, process certification (ISO 9000), Quality Certification, taking initiatives in anticipating and responding to the market requirements.


Yet another opportunity is coming in our way, which if effectively managed can provide the country a sought after position in the international market.  This concerns  Environmental Management Systems (EMS) Certification.


Worldover, the industries are becoming increasingly concerned about achieving and demonstrating their environmental performance because of the growing compulsions from tough legislations and mounting public pressures.


Business leaders whose initial response to environmental management was reactive are now convinced of the need for a more proactive approach towards environmental issues.


Since the mid-80's in the West, and more recently in Central & Eastern countries, industries are taking a more  proactive stance and recognising that sound environmental management on a voluntary basis can enhance corporate image, increase profits and competitiveness, reduce costs and obviate the need for further legislative measures by the authorities.  Evidence of this is seen in the move towards "green products" with the increasing use of "life cycle analysis looking at the environmental management tools, such as environmental auditing and environmental management systems, which largely started  as voluntary in-company initiatives but are now affecting the policies and regulatory approach of the European Union, governments, and the risk management policies of national and international banks and insurance companies.


The global electronics and IT industry is characterized by complex supply chains and high levels of international souring.  The electronics industry was traditionally thought to be a relatively clean industry.  But this image has taken a dent with greater realisation of the ecological hazards emanating from the sector.  The ecological hazards come not only from the product, but also from the processes of electronic commodity production.  The generic production process of most electronic items involves the use of chemicals, glass and metal parts, all of which could be harmful to the environment.  This raises issues of waste management, reuse and recycling, raw material use minimisation and waste reduction.  The electronic product itself presents a number of problems, particularly as the waste stream of obsolete products grows with the rapid advent of new technology.  This has given rise to issues of product disposal, product take back, recycling of product components  and producer responsibility extending over the entire lifecycle of the product, from creation to consumption and destruction. An EU Directives on Waste from Electrical and Electronic Equipment (WEEE) and, restriction of the use of certain hazardous substances in electrical and electronic equipment (ROS) directives is anticipated.   The directives are expected to come into force in 2008 and will have serious implications on the production processes of component manufacturers exporting to the European Union.  Prior to then, major international companies are likely to introduce comparable requirements into their supply chain policies, and some are already underway.


The electronic industry in India currently has a reactive stance towards sustainability agenda.


One of the most important activities of the last few years is perhaps the development of standards in the environment field, especially those being undertaken by the International Organization for Standardization (ISO).  These are essential if EMS (and related activities) is to be applied within the context of the "level playing field as required by international trade agreements both within the EU and Worldwide.


Environmental Management Systems (EMS) certification is an opportunity that can enable companies acquire the label of environmentally conscious enterprise.  With a systematic approach, the environment challenges can be converted into opportunities.  Increasingly companies are discovering that good environmental performance is also good business.   ISO 14001 is the standard against which companies can bet the EMS certification to demonstrate their sound environment systems. 
These standards do not lay down specific environmental performance criteria, but these are system standards, like ISO 9000 series, which describes the management of environment based on company's environmental policy, objectives and targets defined on the basis of their significant environmental effects.


In most countries the implementation of structured environmental management in companies remains voluntary.   Companies world-wide, however, are carefully assessing not only the potential financial benefits (identification of savings, improved production efficiency, new market potential, etc.)  which may arise from such activities, but also the risks of not addressing organizational as well as technical solutions to environmental problems (accidents, inability to obtain bank credit and private investment loss of markets and customers.


The Study Team suggests that in order to prepare the industry for environment management related impending trade restrictions, electronics and IT  industries which get conformance to ISO 4001 may be given some relief in excise duty / income tax paid by them as an encouragement.

4. Suggestions for the Software and Services Sector


Software industry in India has shown a sustained growth at over 50% during the last 5 years.  Its production has increased from Rs. 9970 Cr. In 1997-98 to Rs. 38000 crores in 2000-01 while in exports the achievements during four years 1997-2001 have been 119.5%, in domestic Software the achievement has been 79% only.


The National Task Force on IT and SW Development and NASSCOM-McKinsey Study has set the following targets for 2008.

	Sector
	Total Production ($b)
	Export Target ($b)

	IT Services
	38.5
	23.0

	Software Products
	19.5
	 8.0

	IT Enabled services
	19.0
	15.0

	E-business
	10.0
	 4.0

	Total
	87.0
	50.0



Various incentives for encouraging growth of the software industry have already been  summarised earlier in the report. The suggestions received from NASSCOM for encouraging growth of the software sector are summarised in the following;

5.
Summary of suggestions received from NASSCOM for Software sector

Income Tax Related Issues

· Sub-section 9 of Section 10A/10B read with Explanation 1 is posing hurdles in the case of reorganisation of business T(especially mergers and acquisitions).  Hence, it is suggested that the sub-section 9 read and Explanation 1 be omitted both for Section 10A/10B of Income Tax Act.

· In case a 100% EOU, STP or EPZ unit sub-contracts  IT software and services work to another 100% EOU, EPZ or STP or to a domestic unit (under the 25% overall ceiling of domestic sales allowed), then both the undertakings be allowed tax holiday under section 10A/10B of the Income tax act (in a similar way as allowed in Section 80 HHE of Income tax act).

· The explanation to Section 10A/10B and Section 80 HHE of the Income Tax announced in the Finance Bill 2001 shall be applicable with retrospective effect.

· The term "Technical Service" under section 80 HHE of the Income Tax Act may be defined to exclude the following:

· Expenses incurred in developing software onsite.

· Expenses in foreign currency on marketing offices outside India.

· Expenses incurred in foreign exchange on  travel.

· The provisions under Sec. 80 HHE, clause (4A) sub-section (ii) be amended as follows:


A certificate from the exporting company   containing such particulars as may be prescribed and verified in the manner prescribed that in respect of the export turnover mentioned in the certificate, the exporting company has not claimed deduction under this section in respect of the export turnover attributable to the supporting software developer.


The wordings of Section 80 HHE also include services rendered in India by a supporting software developer.

· Amendments  be made in Section 80 HHE and 10A/10B of the Income Tax Act, that when Indian IT software and service companies get dividends from its overseas subsidiaries, which is also engaged in the same business of software and services, then the dividend so received should be treated as an export of software and continue to get tax exemption.

· Central Board of Excise and Custom may issue a notification defining online information and database retrieval services as follows:

· "Online Information and database retrieval services" means any information on database   which is purchased, provided or sold online.

· Employees Stock Option Scheme which has brought into effect prior to the announcement of SEBI guidelines on the stock options will continue to enjoy the exemption as stipulated under proviso to Sub Section 2, Clause III of Section 17 of the Income Tax   Act.

· A clarification    may be made  for the purposes of Section 4 of the Income Tax Act, cost of acquisition means the perquisite value as computed under section 17 and cost of acquisition of those shares.  Such clarification should be with retrospective effect.

· Suitable amendment in the Act be made to modify the cost of acquisition for non-resident employees who have been granted shares in Indian Company.   Such cost of acquisition could be taken as the value on which the tax, being tax on perquisite value, has already been suffered in the host country of the residence (either at the time of exercise or vesting).

· Currently, benefit provided by a company either free of cost or at concessional rate to its employees by the way of allotment of shares etc. are not taxed as perquisites if the allotment is part of Employees Stock Option Plan or Scheme of the Company.  The budget proposed to restrict this by adding that the Employee Stock Option Scheme needs to be in line with the guidelines issued by SEBI.  The first proviso to Section 17(2)(iii) be amended by inserting the words "directly or indirectly including any welfare trust created for this purpose by the company" after word "benefit provided by the company" contained in the said proviso.

· As per the proviso to section 92C(4),  where an upward transfer pricing adjustment is made to the income of an assesses availing deduction under sections 10A, 10B or under Chapter VI-A, the deduction shall not be allowed in respect of the amount by which the income is enhanced pursuant to a transfer pricing adjustment.  The proviso to section 92C(4) as proposed in the Finance Bill, 2001.   This would ensure that the transfer pricing provisions impact assesses enjoying tax holidays, only subsequent to the expiry of the tax holiday period.

Suggestions for Promotion of ITES 

· Need for definitions of various IT Enabled Services

· Need for inter-connectivity between call centres and other service centres at various locations for load sharing, disaster recovery.

· Need for inter-connectivity across networks of different service providers.

· ITES sector should be permitted setting up of international Gateways for captive needs.

· Need for 24x7 support of DOT links.

· The ITES being a 24x7 operation.  The support of local authorities is a must.  The issues range from problems in working hours, women not being allowed to work in night shifts, use of ACs and backup generators, registration with multiple authorities, requirement of ESI etc.

· Currently domestic and International Call Centres require a separate licence.  There is a need to treat them as a single entity for uniform distribution of load.

· Awareness be created for ITES as a profession and suitable training programs initiated in Medical transcription, Animation, Data digitization etc. upto Degree level.

· Single window clearance for setting up of a ITES.

· For Indian Brand promotion a special fund be created.

· Venture Capital Fund for start ups in ITES

· Interaction of Centre-State Government to develop quality infrastructure in various parts of the country (Smaller towns) for location of ITES.

· Encourage women entrepreneurs in ITES through special policies for Loan/VC and also encourage tele working.

Suggestion for Exim Policy

1. Removal of Physical bonding.  IT software developers/exporters should be exempted from physical bonding of their premises/equipment by customs under the various export promotion schemes including STP/EOU/EPZ etc.

2. Donation of Imported computers.  Amendment/clarification to Customs Notification 47/98 be issued to permit donation of loaned computer systems to specified institutions on confirmation from the foreign client, who had loaned the equipment, that they do not want back.

3. Depreciation on Computers  and Peripherals.  The ceiling of 90% of depreciation on computer be removed and instead 100% depreciation be allowed.

4. DTA Sales.  Sales of software, IT services and IT Enabled services into Domestic Tariff Area (DTA) be permitted through blanket approval up to the entitlement limit which, if need be, can be verified post facto.  The provision of case-by-case approval be dispensed with.

5. Incentives similar to SIL.  EOUs be permitted to import similar goods, as are being exported by it, upto 25% of their export turnover at NIL import duty, and be allowed to sell into DTA at NIL duty.  This measure would benefit the exporters without attracting any WTO provisions.

6. Relaxation in Customs bonded Certificate.  In respect of an EOU occupying different floors within the same building, a Single Private Customs Bonded Warehouse (PCBW) Licence should be adequate.  Also a single B-17 Bond should be allowed for monitoring value and duty for all PCBW under the same range of any division.  In addition, the requirement of 100% surety or 5% bank guarantee should be waived as was done the case of 3-in-1 bond.

7. Flexi-time Working.  Global concept of flexi-time working should be accepted with no restrictions on EOUs on their working schedules.

8. Enhancement in powers of Superintendent of Customs.  Superintendent of Customs monitoring STPI, EHTP, EOU units be empowered to permit bonding of premises, Re-export, Inter unit transfer and others such transactions and these be approved by Deputy Commissioner of Customs post facto.

9. Enhancement of powers of Director STP.  The facility of sub-contracting part of their process in DTA as is allowed with the permission of Assistant Commissioner of Customs be extended to STP units also with the permission of Director STP.

Suggestion for Human Resource Development 

· With a view to integrate the core competencies/expertise of the country and innovative information technologies, re-engineering of the technical education and training system of the country with focus on IT education should be undertaken.

· Strategic intervention (through National Program for Human Resource Development in IT) under a definite plan of action with emphasis on critical infrastructure like computer and networking facilities, faculty, curriculum, courseware, promotion of innovation.

· Monitoring the capacities of institutions periodically with the objective of trebling the intake in IT/IT related programs by 2003-2004 for the system as a whole with strategic  use of various institutions for different purposes.   Whereas a cautious approach is proposed for self financing institutions, the premier institutions shall be encouraged and facilitated to increase in intake of IT/IT related programs, introduce new programs and use new technologies for increase their reach and enhancing effectiveness through a networking approach.

· A multi pronged approach for increasing the availability, improving quality and retaining quality faculty in IT should be undertaken.    A flexible and modular approach in curriculum design to facilitate students mobility both horizontally and vertically, developing a mechanism of equivalence of program/courses, special emphasis on courseware in Indian languages and for laboratory activities and web based courseware is proposed.    Immediate implementation of the recommendations of PG Review Committee for promotion of postgraduate education and research in all fields of engineering and particularly in IT/IT related areas.

· Continuous review of trends in IT manpower, both for IT hard core sector and it enabled services is suggested with a view to create public information on IT manpower so that the system can make periodic adjustments

Encouragement to E-Commerce in India 


E-Commerce is expected to play an important role in shaping the economy, influence the way business are run (reduced procurement costs, reduced inventory costs, lower cycle time for launch of new products, lower marketing costs etc.) and bring about significant increase in productivity.  Certain initiatives required by the Government to promote e-adoption in India are;

· Resolve legal and regulatory issues for e-commerce transactions e.g. legal enforceability of electronic contracts, legal jurisdiction of contracts involving international parties, customs duty on cross border transactions etc.

· Address security and trust issues associated with e-commerce

· Promote on-line payments.

· Encourage more players to set up communication infrastructure.

· Become a facilitator for establishment of consistent, internationally interoperable standards related to e-commerce
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