SPEECH OF MR.RAKESH SHAH, CHAIRMAN

ENGINEERING EXPORT PROMOTION COUNCIL OF INDIA

EASTERN REGION AWARD PRESENTATION FUNCTION

ON 3RD AUGUST 2005 AT KOLKATA
At the outset let me join Mr Sehgal in welcoming Shri S.N.Menon, Commerce Secretary, Ministry of Commerce & Industry, Government of India. My special welcome to Shri Subrata Basu and Smt Sunipa Basu.

I feel extremely proud to be present on this occasion to felicitate and reward those who are the builders of a strong and vibrant India - the distinguished engineering exporters from the Eastern Region. Needless to say, through their excellent export performance, they have done the Nation proud.

Friends, it is a matter of great pride that the exports of engineering products from India has recorded a phenomenal growth of over 35 % during the fiscal year 2004-05. According to provisional data released by Directorate General of Commercial Intelligence & Statistics (DGCIS), exports of engineering products has touched a mark of US$ 14.9 billion against the target of US$ 12.75 billion fixed for the year. With this growth, the share of engineering goods in the overall merchandise exports has gone up to 18.62%. This is also significant compared to the 24% growth rate achieved in the total merchandise exports in the fiscal 2004-05. This growth is the result of untiring efforts made by all of you and I congratulate you for this achievement. 

Taking note of the unprecedented growth in the export of engineering goods achieved during 2004-05, your Council has fixed a target of US$ 17.25 billion for 2005-06.The performance during the last fiscal was the combined effort from all of you and I seek your active support this year too so that engineering exports can touch a new high.

EEPC Initiatives

Dear Friends I firmly believe, EEPC too could claim a little credit for its tireless efforts to remove hurdles in the path of exports. I compliment the Council Secretariat led by Shri Shukla for their initiative. The council is committed to providing quality service to its members. Some steps taken are

· Third sub-regional office in Hyderabad is operational to provide faster service to member exporters from Andhra Pradesh. 

· We will shift to our own premises in Chennai next month, which will have state-of-the-art facilities to facilitate export promotion.

· In Africa, the existing office has been shifted from Lagos to Johannesburg, since South Africa is the largest market in Africa for Indian products.

· India Engineering Centre at Chicago a permanent display cum warehousing outfit is about to be operational. Council proposes to set up a similar Centre at Durban. This will not only ease export of engineering goods to Africa, but will also prove an effective gateway for the markets of LATAM countries.

· China Desk has been set up at the Head Office.

· Besides, the Council has an exciting calendar of events lined up for exporters. Next INDEE will be held in Mexico and 150 exporters have confirmed participation.

· EEPC is committed to make use of Information Technology to keep pace with leading organizations. Our new exporter friendly website will be launched soon, Members’ CD Rom directory is already released, E-Bulletins are regularly sent and now we are looking towards implementing an ERP in our council.

Straws in the wind

Ladies & Gentlemen, today, the Eastern region finds itself in the cusp of opportunity. The Government of India is enthusiastically pursuing the Look East policy, with ASEAN nations. 

Our esteemed Prime Minister Dr. Manmohan Singh is a great votary of ASEAN co-operation because that is where India’s immediate destiny lies. 

If we look beyond our north eastern borders, the strategically important Stillwell Road, which starts from our North Eastern borders and runs through Myanmar to connect with the whole of South East Asia, is poised to become the golden gateway to Asian prosperity in this millennium. It will open up exciting trade possibilities with both China and Myanmar.

But perhaps the most exciting development of recent times is the opening up of the Nathu La pass. The opening up of the pass can let loose floodgates of trade opportunity with China. This will give a fillip to the local economy and encourage border trade on both sides.
In anticipation of volume growth in trade between India and China, the Council will undertake sector specific studies mainly to identify the market of various products. EEPC also plans to take sector specific exhibitors to China to promote their products.

Sir, While these developments augur well for exporters of this region and the country, the ground reality is somewhat different. Unfortunately, some of these are our own creation, which seems intent on scoring same side goals! 

I would like to bring up a few of these vexing issues for your consideration.  

Section 80HHC
Sir, we thank you for your kind support in getting the issue of deduction u/s 80 HHC referred to the Prime Minister’s office. While taxability of income from sale of DEPB u/s 80 HHC is under consideration by the PM’s Economic Advisory Council, the contentious issue of Negative Profits needs immediate attention. A large number of exporters are facing harassment due to attachment of their accounts by the tax authorities or undergoing mental trauma in anticipation of such proceedings. 

Sir, the basic issue is what constitutes ‘Negative Profits ’. Is it to be calculated after adding export incentives with profit directly from export? Or does it mean loss in exports excluding export incentives?

Sir, to understand this issue better, an exporter who has received Rs.20 lakhs as Duty drawback or DEPB benefit will be entitled for benefits U/s 80 HHC if he has earned a profit of Rs.20,00,001 and will be denied such benefit if his profit is Rs.19,99,999 i.e. even if he makes Re1 loss without taking such incentives in account. Sir, is it fair that for a meager Re1 loss an exporter will have to pay Rs 7 lakhs as tax for the year when 100% export income was exempted from Income Tax. 

Further Sir, the special bench of ITAT Mumbai has observed – 

Quote

“ Whether the result of such interpretation is equitable or not is beyond the domain of the court. It is for the Policy Makers or legislatures to consider and to make necessary changes, wherever so thought necessary.”

Unquote 

Sir, this observation of the court clearly suggests that the interpretation is not equitable and we would earnestly request you to kindly save the exporting community from this trauma.

Fringe Benefit Tax 

Friends, your Council has urged the Government to reconsider keeping the  exporters’ export promotion efforts whether in India or abroad totally exempt from the ambit of Fringe Benefit Tax. Our belief is exactly in line with the philosophy of Government that no taxes and duties should be exported. Travel, participation in Trade fairs are costs incurred for export promotion. On one hand Government is promoting participation in trade fairs etc by giving grants under MDA & MAI and on the other hand such activities are taxed.

Sir, the task force report on Transaction cost mentions of a disability factor of 20% of Indian exports while our neighbours the South East Asian countries suffer only 3-3.50%. This FBT will make our goods further expensive by a few percent points. The question is are we trying to offset the transaction cost or make ourselves totally uncompetitive.       

VAT
Sir, VAT was introduced to eliminate the incidence of Sales Tax in Export product. We understand from Govt. of West Bengal that exporters will get refund of VAT only after annual assessment, which amounts to refund after 2 years. Only 100% EOU will be allowed to avail of a quarterly refund. This will amount to a huge blockage of funds and increase the working capital requirement and result in very high cost of interest. Sir, it is important that a proper VAT refund mechanism is put in place to ensure monthly refunds. 

DEPB AVTAR

The recently reconstituted Board of Trade has formed five Working Groups viz. Export Promotion Schemes, Trade Facilitation, Manufacturing, Sectoral Study and Export Oriented Units/ Special Economic Zones (SEZ).

I have the honour of heading the Working Group on Export Promotion Schemes. The Group will study various existing schemes, ways & means to simplify procedure and also suggest alternate scheme to DEPB which is  WTO compliant. 

Sir, our Council strongly feels that the existing DEPB scheme may be continued for the next 2 years since by that time GST is expected to be in place and customs duty  will come down to ASEAN levels. Further the new scheme as we understand is not an alternate to the DEPB scheme but a scheme to refund state level taxes like Electricity duty, octroi etc. which will operate parallel to the DEPB if retained or Duty Drawback scheme.    

Ladies & Gentlemen, the case for a shipping regulator grows stronger by the day. Foreign shipping companies have formed a virtual cartel to call the shots in international maritime trade. Frequently rates are hiked unilaterally. This has been an area of major concern for exporters. To counter this development, a Regulatory Mechanism needs to be urgently devised by the Government or the decks should be cleared for the establishment of a National Carrier, which could provide firm competition to foreign companies, thereby keeping rates under control.

I also have pleasure in announcing that the Council has received the final report of the Strategy Paper from A.F. Ferguson on export promotion. An action plan is being prepared for implementing various suggestions contained in the Strategy Paper in consultation with the Government. We will be presenting this paper to the Government shortly.

Ladies & Gentlemen, before I conclude, I am pleased to inform you India has been invited to be a partner country for the largest Engineering Show The Hanover Fair in Germany. Indian engineering exports will get prime exposure. Your Council has been given the responsibility to co-ordinate and organize this mega event. Thank you Sir for this honour. We can assure you Sir, that the Council will leave no stone unturned for putting up a truly world class show. 

Finally I assure you that we exporters are committed to exceed the targets set by the Govt. if we are left with the task of Exports only. Sir we need your kind intervention in addressing such issues.

With these words I welcome you all once again and thank you for a patient hearing. 

