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PREAMBLE


The crisis of confidence that plagued the Indian tax system until recently has passed, and full credit for this must go to 
 the Government. It was only a few years ago that tax issues were foremost on the minds of investors, both domestic and 
 international, and confidence in the Indian economy itself was being shaken by developments in the tax space.


This is no longer the case today. We have seen several positive measures, both through legislative changes and through 
 administrative action that have helped reduce uncertainty and address some key long-standing issues. Engagement 
 with  taxpayers  has  improved,  and  attitudes  and  perceptions  on  both  sides  have  begun  changing,  albeit  gradually. 


Though several controversial issues still remain to be addressed, the efforts of the Government in the tax space certainly 
 deserve to be commended. 


These naturally lead to increased expectations, and also set the stage for long-term systemic reforms that will usher in 
 stability, certainty and predictability in the Indian regime. The forthcoming budget offers the Government the perfect 
 opportunity to kick-start this process. 


There are several provisions in the law, which need to be revisited and revised in order to make them more certain, 
 taxpayer friendly and effective. These are discussed in detail in the enclosed Memorandum, which we submit for your 
 kind consideration.


Changing  specific  statutory  provisions  may  be  the  easier  part  of  undertaking  tax  reform.  This  will  however  prove 
 inadequate unless we address certain fundamental issues surrounding how we conceptualize, legislate and enforce tax 
 law. We have taken the liberty of setting out our thoughts on some of these aspects in the ensuing paragraphs. 



1.1. From Simplification to Sophistication 


If one looks at tax law today and surveys the litigation arising out of it, three broad trends stand out. First, there are 
 several provisions that are drafted in a manner that leads to uncertainty as to their exact scope and applicability. This 
 leads to field officials taking divergent approaches, and the Courts being called upon to adjudicate what are essentially 
 policy questions. Two examples from the Income-tax Act will help illustrate this point; the scope of section 56(2)(viia) 
 remains uncertain, especially as regards its applicability to conversions, rights issues, buybacks etc.; similarly, the scope 
 of section 2(24)(xviii) (dealing with subsidies) is extremely open ended, and could potentially lead to a tax on any benefit 
 that arises from anything done by Governments and local authorities to support businesses. 


Second, there are several important issues that are not addressed in the law at all. This leads to uncertainty, as taxpayers, 
 tax officials and the Courts struggle to apply the law to situations that it never intended to address. Examples include 
 depreciation on finance leases, attribution to permanent establishments etc. 


Third, one notices that there are several provisions in the law that have little economic or policy justification. For instance, 
 permitting carry forward of losses only in case of amalgamation of companies that own ‘industrial undertakings’ is 
 unnecessarily restrictive, that too in an economy that is dominated by the service sector. A corollary to this is that fine 
 print often does not sub-serve the underlying policy objectives. A simple example relates to the Circular issued to clarify 
 the treatment of gains from sale of unlisted shares. This was intended to put to rest disputes on the subject, but this 
 inexplicably excludes cases where the sale of shares leads to a change in management and control. As a result, this 
 may not achieve its intended purpose of putting an end to litigation. Similar issues exist in relation to taxability offshore 
 funds, AOPs, investment allowance under section 32AC and others. 


In essence, this highlights the fact that our tax laws need to keep pace with our sophisticated, growing economy. In 
other words, our sophisticated, growing economy needs a sophisticated and indeed, much more comprehensive tax 
code. We can no longer legislate in broad generic strokes and leave it to the Courts and the field officials to do the rest. 
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1.2. Timely Public Consultation


Another key feature of our regime is the near absence of public consultation and debate prior to enactment of law. 


This is compounded by the fact that guidelines and rules take time to evolve, and are often put in place much after the 
 legislation has come into force. 


For example, in the context of the Place of Effective Management test, the final guidelines and transitory provisions 
 are yet to be released despite the law having come into force from 1 April 2017. Similarly, the amendments relating 
 to indirect transfers came into force on 1 April 2015, but the valuation guidelines were notified only in June 2016. To 
 some extent, this may be due to delays in the public consultation process on the guidelines post enactment, but there 
 is no reason why this process cannot be undertaken before the law itself is brought into force. This will go a long way in 
 highlighting policy gaps that need to be addressed in the law and will help in the evolution of a sophisticated tax code. 



1.3. Bridging the Trust deficit


Subjectivity is inherent in tax law around the world. For instance, the United States has had a substance over form 
 doctrine in place for decades, several countries have General Anti-Avoidance Rules, and corporate residency tests based 
 on highly fact specific subjective factors have long existed globally. Yet, when these are sought to be introduced in an 
 Indian context, there is widespread fear and consternation among taxpayers. 


This essentially arises due to a trust deficit between the taxpayers and the tax administration. As a result, subjectivity 
 in the law leads to fear of arbitrariness in enforcement. Bridging this deficit will be the single most important aspect 
 of tax reform in India. This will also be the single most difficult aspect of tax reform, since this cannot be done through 
 legislative or administrative diktat. This needs a mindset change i.e. by taxpayers gaining confidence in the way tax law 
 is administered and enforced, and by tax administrators adopting a trust-based, rather than an adversarial approach 
 towards taxpayers. As FICCI has often stated, an undue focus on meeting revenue targets is the biggest obstacle in this 
 regard. 


Rationalizing the arrest provisions in indirect taxes is another area which will go a long way in bridging this deficit. Today, 
 the threat of arrest, even in cases of genuine interpretational disputes, is brandished to induce taxpayers to deposit tax 
 pending the adjudication process. This will need to be addressed on a priority footing. 


Another important aspect that exacerbates this issue is the divergence in the interest rates charged and paid by the 
 Government on tax dues. In Income-tax, interest is charged by the Government at 12%, while it pays only 6% on refunds 
 (which is increased to 9% in certain cases of delayed refunds). In the context of indirect taxes, the Government charges 
 15% while paying only 6% on refunds. The dichotomy between what is charged and what is paid out is untenable. In any 
 event, there ought to be consistency between direct and indirect tax laws on this point.


We, at FICCI, look forward to closely working with the Government in this journey and are committed to provide all 
possible support in this regard.
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ECONOMIC OVERVIEW



2.1. Current State of Economy


2016 has been a challenging year for the global economy. The assessments made at beginning of the year, which 
 indicated some likelihood of an improvement, were revised over time - inclining towards a weaker scenario amidst 
 persisting headwinds. 


The Global Economic Prospects report released by the World Bank in June 2016 revised the global economic growth 
 forecast for 2016 to 2.4% from 2.9% projection made in January 2016. 


The advanced economies continued to witness disparities in the pace of recovery. Further, with United Kingdom making 
 the unprecedented move to exit the European Union, chances of an another bout of volatility remain on the anvil.


The prospects for Emerging Markets and Developing Economies (EMDEs) also remain subdued given the general sense 
 of weakness in the global environment and typical / structural conditions marring the domestic front. 


Merchandise trade flows have been strained reflecting weak demand conditions. The industrial activity in China has 
 faced a significant brunt manifesting into a visibly moderating growth for the country. Nonetheless, China is gradually 
 rebalancing its economy and has taken steps towards greater policy accommodation.


The commodity prices remain muted dampening the outlook for commodity exporting EMDEs. According to World 
 Bank’s latest estimate (June 2016), the commodity exporting EMDEs are projected to grow at 0.4%, which is a downward 
 revision by 1.2% from the January 2016 forecasts. Both Brazil and Russia remain in the recessionary mode. 


The  times  have  been  difficult  and  India  has  not  remained  unscathed.  However,  even  amid  persisting  uncertainty 
 globally, India has emerged as the fastest growing economy in the world. The country has been able to hold on to a 
 steady growth by constantly working to maintain a sound macro-economic policy framework and anchoring itself to a 
 committed reforms path.


India’s GDP growth picked up from 7.2% in 2014-15 to 7.6% in 2015-16 and the Economic Survey pegs an estimate of 
 7.0-7.75% growth for 2016-17. Though the latest available numbers for Q1 2016-17 reported a GDP growth of 7.1%, 
 which was lower than 7.9% growth observed in Q4 2015-16; growth is expected to witness an uptick in the latter part 
 of the current fiscal year.


An  anticipated  improvement  in  agriculture  and  industry  sector  performance  is  likely  to  aid  the  recovery  process. 


Monsoons have been normal this year with good spatial distribution, which is a big positive. Kharif acreage has been 
 reported to be much higher vis-à-vis the previous year according to the data available till date. 


Also, some signs of stimulation in the domestic demand pulse have been evident. Domestic demand is likely to get an 
 additional impetus as the benefits of a good monsoon and award of Seventh Pay Commission pan out going ahead.


In fact, this pickup in demand is also corroborated in the results of various FICCI Surveys conducted recently. The 
 survey results indicate some improvement in the capacity utilization rates of reporting companies. The participants also 
 expected greater buoyancy in demand going ahead. 


However, what remains a matter of concern is the continuing apprehension amongst members of India Inc. to undertake 
 fresh investments. The domestic capex cycle is yet to gather full momentum. 


The trend in industrial activity is still underlined with volatility and firm signs of a turnaround are awaited. IIP growth 
numbers have been weak, reporting a growth of (-)0.3% over the first five months of the current fiscal year, vis-à-vis 
4.5% growth reported during the same cumulative period (April-August) last year.
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 causing some uneasiness. 


Prices of pulses have been a key pressure point treading in the double digit terrain for 21 consecutive months beginning 
 January 2015. A surge was also noted in vegetable prices between May and July 2016 raising fresh concerns. However, 
 latest numbers indicate food prices abating. The government has been keeping a close a vigil on price movements, 
 following up with appropriate measures to improve supply side management.


As  for  other  commodities  (crude  and  metals),  even  though  a  marginal  build  up  in  prices  came to  fore  off  late, the 
 situation is expected to remain benign given that countries continue to grapple with the issue of overcapacity.


The Reserve Bank of India in its latest Monetary Policy Report (October 2016) envisages a trajectory taking headline CPI 
 inflation towards a central tendency of 5 per cent by March 2017.


At this juncture therefore it remains imperative that precedence is given to pushing growth. On the investment side, it is 
 essential that the cost of capital is made more competitive. The Reserve Bank of India has cut the repo rate by 175 bps 
 since January last year. The Government had also announced a cut in the small saving rates earlier this year. It remains 
 critical that Banks take cognizance of the situation and transmit these cuts by lowering the lending rates. 


Interest  sensitive  sectors  such  as  consumer  durables,  automobiles  and  housing  will  notice  an  uptick  in  a  moderate 
 interest rate regime and it is important that all policy levers are put in place to propel growth. 


On  the  external  front,  India’s  merchandise  exports  have  been  contracting  since  December  2014  with  an  exception 
 of  a  mild  recovery  noticed  in  June  2016.  India’s  non-petroleum  non-gold  and  silver  imports  have  also  been  in  the 
 negative terrain since August 2015, with the only exception of positive growth noted in February 2016. Even though, the 
 government has taken steps to address the concerns of exporters, a recovery in exports is contingent on a consolidated 
 recovery shaping up in the global economy which is still sometime away.



2.2. Government Continues to move along the Reforms Path


Government is almost half way through its tenure and the progressive approach it has adopted towards bringing 
 a change is laudable. The reform agenda of the Government has been very comprehensive and what is even more 
 praiseworthy is the commitment displayed to carry forward this agenda.


In 2016, the Government continued to move ahead in the direction of policy announcements made over the course 
 of past two years, working in sync with the overarching objective of assuring a conducive environment for businesses. 


The year started with the announcement of Start-up India campaign in January 2016. The initiative provides an excellent 
 platform to a large number of young entrepreneurs in the country to come forward and concretize their ideas. The 
 incentives offered as a part of this strategy are very encouraging. 


Then,  one  of  the  biggest  achievements  this  year  has  been  the  enactment  of  the  Constitution  (122nd Amendment) 
 Bill to introduce the Goods and Services Tax (GST). The Constitution Amendment Bill for GST was cleared in both the 
 houses of the Parliament, ratified by the requisite number of states and has also received the President’s consent. The 
 implementation of GST will be the single biggest reform in India’s history and could add 2 percentage points to India’s 
 GDP growth in the medium term. GST is expected to become operational by April 2017. 


The Government took a step further in 2016 to position India as one of the most liberalised countries in the world by 
further overhauling India’s FDI regime. In June 2016, the Government further simplified the policy framework governing 
investments in a whole host of sectors including strategic sectors like defence and aviation. This is a huge positive for 
the economy. While a host of sectors have been opened up under the automatic route, FDI limits have been increased 
for those sectors that require approval.
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 year. The passage of the Bill is a major step towards assuring ease of doing business and will help assure greater legal 
 certainty and speed in closure of businesses that need winding up due to genuine reasons. 


India’s monetary policy framework finally went through the major overhaul with the Monetary Policy Committee coming 
 into force at the fourth bi-monthly policy announcement on October 4, 2016. A six member committee has been put in 
 place, with three members from the Reserve Bank of India and three external representatives to jointly decide on the 
 policy course. This is expected to further reinforce the partnership between the Government and the Central Bank with 
 the objective of managing inflation dynamics.


Other landmark reforms this year included passage of the Real Estate Bill and announcement of the much awaited 
 Intellectual Property Rights Policy.



2.3. Union Budget 2017-18


Last year’s Union Budget was a step forward towards achieving the development agenda set out by the Government 
 and carried forward the reforms program. The Budget gave due cognizance to the need to address the issue of weak 
 demand and aptly emphasized on pump priming demand in the economy by laying adequate focus on the agriculture, 
 rural and infrastructure sector. 


Between the last year’s Budget and the forthcoming one, what remains unchanged is the fact that the impetus for 
 generating growth will have to come from the domestic economy. The Government will have to continue playing the 
 role of a catalyst to give a boost to the economy. Weak investments and subdued demand conditions remain major 
 concern areas. 


While detailed proposals for various sectors are given in the following pages, some of the broad suggestions which FICCI 
 would like to make for government’s consideration are as follows – 


(a)  Continue the focus on ease of doing business: Assuring ease of doing business has been a top priority for the 
 Government and several initiatives have been taken to provide for a conducive environment for businesses. The 
 Government should continue the work on this front and should consider – 


-  Setting up of a Regulatory Review Committee to review business regulations, laws and processes and do 
 away / amend those regulations that are no longer relevant or create multiplicity or lead to over-reach. 


Introduction of a sunset clause for periodic review of any new legislation / rule is also desired.


-  Government should create an inter-ministerial forum that meets on a quarterly basis, where industry, 
 banks and other stakeholders can seek quick resolution on issues involving more than one ministry.


-  Ease  of  doing  business  is  extremely  important  for  MSMEs,  who  face  time  and  capability  constraints  in 
 adhering to complex procedures and compliances. There is a need to have a single window mechanism for 
 MSMEs that serves as one-stop shop service for all business related compliances, with in-built provisions 
 for time bound and deemed clearances.


(b)  Continue with the thrust on infrastructure: Infrastructure development is one of the most critical prerequisites 
 for driving economic growth and accelerating infrastructure activities in the country has been a key focus for the 
 Government. 


-  Given the huge fund requirements for infrastructure financing, the Government may consider launching 
funds similar to the National Investment and Infrastructure Fund, perhaps, with other countries as co-
investors. Such funds can be managed by professional fund managers and leveraged multiple times by 
providing equity for large projects across sectors. 



(12)-  The Government could look at encouraging States to sign ‘State Support Agreements’ for large projects as 
 this will commit states to ensure timely implementation of projects.


(c)  Continue work on cleaning bank balance sheets: Indian banking system is going through a challenging phase 
 due to build-up of a large volume of stressed assets. Several steps have been undertaken by the Reserve Bank of 
 India and the Government over the past two years to address the situation. While remedial actions are underway, 
 the focus has to be on the preventive measures as well that can help us keep a check from falling back into a 
 similar situation.


-  For an effective resolution of stressed assets, there is a need to look beyond the existing system and address 
 the  specific  nature  of  the  problem  through  a  specialized  ARC  framework.  FICCI  once  again  reiterates 
 creation of a specialized entity called National Asset Management Company (NAMCO) to effectively tackle 
 the issue of large NPAs. 


-  It is proposed that a National Asset Management Advisory be formed to facilitate effective execution and 
 bring in the needed expertise to the Strategic Debt Restructuring process.


(d)  Continue  on  the  path  of  widening  the  tax  net: The government needs to take steps to improve the tax to 
 GDP ratio that continues to hover close to the 10% mark. Widening of the tax base and formalization of the 
 informal economy should be given priority in the forthcoming Budget. There is a need to tax all sectors which are 
 presently outside the scope of the tax net albeit at much higher levels of income/wealth. There is no economic 
 justification to not tax persons who have income above the threshold of maximum marginal rates payable by 
 other tax payers.


-   Consider making filing of returns / declaration of all incomes mandatory over a particular threshold (say 
 Rs. 10 lakh), irrespective of source of income.


(e)  Continue giving an impetus to domestic manufacturing: India is well poised to take advantage of restructuring of 
 the world manufacturing base. India has opened up its foreign direct investment regime. Also, the Government 
 has undertaken significant reforms to provide a conducive environment for businesses. Further, India has already 
 developed  a  very  large  engineering  and  manufacturing  capability.  It  is  time  to  leverage  these  strengths  and 
 reaffirm India’s position in the global manufacturing landscape.


-  Take adequate safeguard measures to ensure that Indian players in sectors such as steel, tyres, chemicals, 
 paper etc. can have a level playing field vis-à-vis imports especially from countries with which we have a 
 FTA.


-  Review and take stock of existing FTAs. There must be a clear shift in balance towards providing greater 
market access to our companies abroad. Disseminate information amongst the domestic industry on the 
market access opportunities that follow any FTA India signs. 
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SECTORAL ISSUES



AGRICULTURE



3.1.1. Unified National Market for Agricultural Commodities (e- NAM)


Government  of  India  boldly  put  forth  the  vision  of  creating  a  unified  national  market  for  agricultural  commodities 
 through the launch of the e-NAM initiative in April 2016. However, the progress so far has been slow. Farmers and 
 corporates alike await the unleashing of e-NAM’s full potential to provide greater selling choice to farmers and reduce 
 transaction costs and improve quality for buyers. It is therefore suggested that the following steps may be taken in the 
 forthcoming Budget to revitalize e-NAM to ensure the full delivery of its benefits:


i)  Creation of a joint venture company with 50:50 public and private holding and allocation of the mandate to roll 
 out e-NAM to this entity. Government of India should offer free equity from the public shareholding to all States. 


ii)  Free e-NAM from bondage of APMC market yards and allow trading hubs (with minimum prescribed criteria) to 
 be created at Gram Panchayat/village haat level, linked to e-NAM portal. This will unleash a marketing revolution 
 in the country and create huge employment potential in rural areas. 


iii)  Enactment of a special legislation under the “trade” entry of the Union List of the Constitution to enable smooth 
 and seamless passage of agricultural goods traded on e-NAM across State borders. This will help to override the 
 physical barriers erected by APMC legislation in various States. 


iv)  Cap  the  fee  payable  on  inter-State  transactions  on  e-NAM  at  1%  to  incentivize  large  buyers  to  get  onto  the 
 platform.


v)  Provide a financial incentive to States for the number of e-NAM trading points they facilitate (say Rs. 10 lakhs per 
 point, subject to a ceiling of 200-500 points in the State, depending on size).



3.1.2. Crop Insurance and Related Measures


With PMFBY (Pradhan Mantri Fasal Bima Yojana), Government of India has taken a big step towards insurance of crops. 


However, for the success of the scheme it is important that States as well as Central Governments should make provision 
 for timely subsidy to insurance companies. This would be important to serve the additional features such as prevented 
 sowing on account claims and localized claims.


There is a need for insurance in agriculture allied sectors also. Therefore under PMFBY, flagship program for livestock and 
 fisheries should also be included. This will help in bringing investment in newer technologies supported with hedging 
 of risks using insurance instruments.


Under PMFBY, the state governments should invest in a series of automatic weather stations (AWS) or rain gauges (ARG) 
 to identify the weather conditions at local level. As per few studies, India needs to have one AWS at every 5 km and one 
 ARG at every 2 km or one AWS in every village. This requires considerable investment at state and central level.



3.1.3. Separate Category for Organic Products under Central Excise Tariff with nil Rate of Duty


Since the introduction of Bio products from about last 10-15 years (such as organic fertilizers, antagonistic microbes , 
organic extract, which are the cultures of microorganisms other than yeast which aid plant growth or natural Organic 
extracts produced from plant, animal or vegetable origin) the tariff classification under Central Excise Tariff is same 
and no effort has been made to categorize them in distinct group  based on their composition  and mode of action 
especially from the synthetic / chemical products. These bio products have a completely different mode of action than 
the fertilizer; therefore they need to be separately classified as Organic Product with nil rate of duty.
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3.1.4. Agri Warehousing


The post – harvest value chain of the Indian agriculture and food sector is a vital part of Indian economy .The country 
 loses about 8-10% of food grains every year due to post harvest wastages. The losses/wastages in fruits and vegetables 
 segment are even more alarming. This not only leads wastage of food grains but also depresses farmer incomes. Due to 
 lack of storage facilities, Agricultural produce is often stored in the open leading to deterioration. Further, the inadequacy 
 of storage facilities causes farmers to sell their produce immediately upon harvest when the Mandi prices tend to be 
 the lowest. To alleviate these problems, it is important to provide appropriate incentives to set up good warehousing 
 facilities and allied benefits to the post-harvest ecosystem. Suggested measures are as follows:-


1.   To  promote  efficiency  in  procurement  operations  the  Government  of  India  (GOI)  has  recently  announced 
 a new policy of engaging private sector players for Eastern states. The same should be extended for pulses 
 procurement where GOI has announced its policy for creation of a buffer stock for 2 million MT of pulses. Along 
 with procurement under MSP, credible private sector entities should also be outsourced for stock management 
 services to improve efficiencies and ensure improved quality of preservation of food grains.


2.   Approximately 15 MMT of Agro warehousing has been built or contracted under FCI 7/10 year guaranteed 
 scheme. However, still there is estimated gap of 15 MMT in agro warehousing in the country. In this context the 
 policy recommendations are as follows:-


a)  The capital subsidy under the Grameen Bhandaran Yojana should be restored. In the interim the projects 
 where the loans have been sanctioned should be restored.


b)  The tenure of Warehousing construction lending is low and Return of Income (ROI) is high. It is suggested 
 that the terms from NABARD to fund agro warehouses should be revisited. It is suggested that repayment 
 period should be increased to 10 years and the ROI should be in the range of 7.50 % to 8%.


c)  Multiple regulations/registration requirements make agro warehousing an unviable business. There should 
 be single regulator in WDRA (Warehouse Development and Regulatory Authority) to bring much needed 
 transparency and hence, better regulations and investments in the sector.


d)  Capital subsidy for cold stores should be enhanced and also extended to all capital investments in back end 
 supply chain logistics to reduce the losses in fruits and vegetables.


e)  Investment in Solar Technology Applications for Cold Chain to Reduce Dependence on Electricity in Rural 
 Areas should be increased.



3.1.5. Farm Machinery


A.  Waiver of basic import duty, CVD and applicable cess for the following equipment not manufactured in India: 


1.  Machines for Forage Harvesting, Maize Harvesting and Mechanized rice transplanting,
 2.  Combine Harvesters (above 200 horse power & 15’ cutter bar), 


3.  Tractors above 80 horse power to be used in specific heavy duty applications like operation of bigger balers 
 etc.


B.  Government support for promotion of Custom Hiring Centers


To increase productivity, farmers need to use modern farm machinery. However, it is unviable for small and 
marginal farmers to buy the necessary machinery. To facilitate usage of such equipment, Custom Hiring Centers 
(CHCs) are now gaining acceptance where farmers can hire equipment on pay-for-use model without incurring 
the capital cost and maintenance expenses associated with such equipment. To promote setting up of Custom 



(15)Equipment subsidy may be provided in a phased manner as follows:


 1st year: 75% subsidy on 50 Lacs investment
  2nd year: 50% subsidy on 50 Lacs investment
  3rd year: 25% subsidy on 50 Lacs investment


To ensure viability of the investors, they must be provided autonomy on the operations and setting of hiring 
 rates.



CEMENT 3.2.1. Excise Duty Rationalization and Simplification


Duty rates on cement are one of the highest and next only to luxury goods such as cars. Other core industries such 
 as coal, steel attract duty at around 6% Cement is one of the core infrastructure industries and it requires large-scale 
 investments and capacity additions in view of the expected GDP growth and projected demand for cement over the 
 medium to long term. The excise duty structure for both cement as well as cement clinker has become quite complicated 
 in the last few years. Earlier it was at a specific rate per MT. Now, it has attracted ad-valorem cum specific duty and is 
 further also related to the declared MRP of the product. There is surplus capacity of cement in the country and cement 
 market is on bearish trend. 


To encourage Cement Industry and bring it at par with other core and infrastructure industries, the Excise Duty rate 
 on Cement should be rationalized and reduced from the current 12.5% plus specific duty to 6-8% without addition 
 of specific duty. Also, the duty structure be simplified to be either on specific rate per MT or on advalorem basis and 
 without relating to MRP etc.



3.2.2. Increase of Abatement Percentage 


As per Section 4 of Central Excise Act, Excise duty on Cement is levied on transaction value. In case of bags on which 
 Maximum Retail Price (MRP) is printed, MRP is considered as transaction value. Since MRP consists of excise duty, VAT, 
 freight component, post sales expenses and discount etc. MRP works out very high as compared to transaction value. 


Moreover in cement industry, billing is done at a higher price and subsequently credit note is issued for all types of 
 discounts/incentives viz. Rate difference, Cash discounts, annual incentives etc. which ultimately result in reduction of 
 net realization of the company whereas excise duty is paid at a higher value which is 70% of MRP.


In view of the above facts, it is suggested that existing abatement of 30% may be increased to 55% as the expense to 
 the cement industry is more than the benefits availed of due to abatement. Abatement of 55% was also recommended 
 by NCAER. Even for other sectors, like Readymade garments and made up articles which are covered in Chapter 61, 62 
 and some specified under 63, abatement is applicable at 70%.



3.2.3. Levy of Customs Duty on Cement Imports


Since 2007-08 import of cement into India is freely allowed without having to pay basic customs duty whereas all the 
 major inputs for manufacturing cement such as Limestone, Gypsum, Coal, Pet coke, Packing Bags etc. attract customs 
 duty. Presently due to low demand of cement in the country more than 116 million tons of domestic cement capacity is 
 lying idle and duty free import of cement causes further undue hardship to the Indian cement industry already reeling 
 under low capacity utilization apart from the security concerns inherent in the import of cement from Pakistan. 


Therefore, it is requested that to provide a level-playing field, basic customs duty be levied on cement imports into India. 



3.2.4. CENVAT Credit of Clean Energy Cess on Coal


Clean Energy Cess has been levied on coal peat and lignite w.e.f. 1.7.2010. Energy Cess is one of the major cost drivers 



(16)for production of cement. Though levied as a duty of excise, no CENVAT credit is being allowed against this cess. Further, 
 now even Excise Duty has been levied on coal. This cess, along with state VAT etc. is putting further pressure on an 
 industry faced with surplus capacity, falling realizations and increasing costs.


It is requested that CENVAT credit be allowed on Clean Energy Cess so as to mitigate the impact on costs.



3.2.5. Withdrawal of Excise Duty on Fly Ash


Excise duty has been levied on fly ash, which is a waste product generated on burning of coal in the boiler of power 
 plant.


In this regard the decision of the Hon’ble Supreme Court in case of Union of India vs. Ahmadabad Electricity Co. Ltd., in 
 2003 (158) ELT 3 (SC) has settled the issue that use of coal as fuel to produce steam resulting in fly ash as a byproduct 
 cannot amount to manufacture. There is no change in the process of generation of fly ash viz. a waste generated on 
 burning coal in the boiler. Therefore, the above judgment still holds good and hence fly ash generation is not to be 
 treated as manufacture and no Excise Duty on fly ash be levied.



CHEMICALS AND PETROCHEMICALS 3.3.1. Background


Chemicals industry is a diversified industry and covers more than 80,000 commercial products. It provides key building 
 blocks to a host of downstream industries as a result it plays a key role in the economic and social development of the 
 country. It is a critical element of the manufacturing industry. Indian chemical industry is estimated to be valued at 


$147 bn in 2015 and contributes to 3% of the global chemical industry. India’s chemical’s trade balance is negative with 
 imports being significantly higher than the exports. Net imports have grown at 17% p.a. during the 2011-15 period. 


The chemical industry continues to face several challenges. Availability of feedstock at competitive cost remains a key 
 concern. Lack of domestic manufacturing of several intermediates increases lead times and lowers competitiveness of 
 downstream producers. Lack of adequate physical infrastructure and sub-par chemical logistics infrastructure makes 
 material production and movement cost intensive. Uninterrupted power supply remains a challenge for the energy 
 intensive chemical industry. To add to above, significant glut in global chemical capacities has led to growth of imports 
 in India. Large capacity additions in Middle East and USA are another cause of concern for the domestic players. The 
 duty structure needs rationalization for several products value chains in order to boost domestic value addition. PCPIRs 
 implementation is yet to take off as expected. Only four states, Gujarat, Andhra Pradesh, Orissa and Tamil Nadu have so 
 far shown interest in developing PCPIR regions, but implementation in spirit is lacking.



3.3.2. Feedstock for Chemical Industry


(a) Reduction in Customs Duty on Feedstock Ethyl Alcohol 


Ethyl Alcohol or Ethanol (HS code: 22072000) is a versatile feed stock for the chemical industry. It has applications in 
 fuel blending, potable liquor, Pyridine, Mono Ethyl Glycol (MEG- further used for Polyester Fibre and Films, Packaging 
 Films and Pet bottles etc.). Ethyl Alcohol is also used for making Acetic Acid, Ethyl Acetate and Acetic Anhydride. Most of 
 these products (Pyridine, Ethyl Acetate etc.) are exported out of country and are major building block for various agro 
 chemicals and pharmaceuticals products.


India  faces  shortage  of  Ethyl  Alcohol,  for  reasons  of  lower  production  compared  to  the  demand,  which  is  further 
increasing, in view of the policy of the Government to encourage Ethanol blending with petrol. In 2015-16, molasses 
based ethanol production is estimated to be lower compared to previous year because of the lower sugar production 
in the country which will further widen the deficit. Launch of 5% Ethanol Blending Programme with the requirement 



(17)industries. Due to the inadequate supplies of ethanol in the domestic market, Indian Chemical industry is forced to 
 import  ethanol.  In  the  past  five  year,  ethanol  has  been  continuously  imported  and  with  the  existing  scenario,  the 
 chemical industry would be dependent on ethanol imports for its major requirement. Removal of Duty will further 
 boost the export of such products and will increase the forex revenue for the country. 


It is recommended that Import duty for Industrial Ethanol be fully exempted in line with duty on other competing feed 
 stock to make ethanol based chemical industry compete with alternate petro route and in global markets for its finished 
 products.


(b) Reduction in Customs Duty on Feedstock Methyl Alcohol 


Methanol (HS code : 29051100) is an important feed stock for manufacture of Acetic Acid, Formaldehyde, Di Methyl 
 Ether, Methyl Tertiary Butyl Ether, Gasoline etc. which are major basic building blocks for majority of chemicals in India. 


Methanol consumption in country is estimated at 1.8 - 2.0 million tonnes and is expected to reach 2.5 million tons by the 
 end of the 12th five-year plan. The current production capacity in the country is 0.385 million tonnes/annum thereby 
 creating a significant gap which would primarily be met through imports from Middle East and China. The removal in 
 duty on methanol will surely boost the downstream industry and will reduce outgo of foreign exchange from country 
 also the resultant lower cost of production will increase the profitability of end products exported out of country. 


There exists strong opportunity in investment in methanol capacity in the country, but these are limited by feedstock 
 (naphtha and natural gas) availability. In such a scenario, the government can incentivize the development of downstream 
 industry by removing customs duty on methanol and thus facilitating availability. It is accordingly recommended that 
 Basic customs duty on Feedstock Methyl alcohol should be fully exempted as this will promote growth of downstream 
 chemical industry products. 


(c) Reduction in Customs Duty on Feedstock Acetic Acid 


Acetic acid (HS code: 29152100) is an important organic chemical and critical building block/raw material for various 
 downstream industrial chemicals like ethyl acetate, acetic anhydride, poly vinyl acetate etc. India is net exporter of 
 these downstream products. India’s total Demand of acetic acid is ~1 Million MTPA growing at 7.5% of which domestic 
 production is ~15%, rest ~85% is import dependent. India is net exporter of acetic acid derivatives like Ethyl Acetate, 
 acetic anhydride, PTA and other acetic acid derivatives. Acetic Acid is important feedstock for these products and to 
 remain competitive in exports, a zero duty acetic acid imports are highly required. Basic import duty on Acetic Acid 
 should be reduced to Nil (from current level of 7.5%).


(d) Inverted Duty issue - Ethyl Acetate 


India is among the top 5 global producers and is a net exporter of ethyl acetate (HS code: 29153100). India is dependent 
 on Singapore for acetic acid imports. In view of the lopsided FTA, the company which supplies the acetic acid as well 
 ethyl acetate has a cost and logistic advantage. India is not able to compete with them.


Under  the  Singapore  FTA,  import  of  Ethyl  acetate  suffers  0%  duty  whereas  Acetic  acid  which  is  used  as  input  in 
 manufacture of Ethyl Acetate is subject to 5% duty. Hence, there is an inverted duty structure which needs rectification. 


Hence, customs duty on Ethyl acetate needs to be introduced on par with acetic acid. 


(e) Inverted Duty on Acetic Anhydride 


India is net exporter of Acetic anhydride (HS code: 29152400) but net importer of the raw material Acetic acid. Our 
current capacity of this chemical is sufficient to meet domestic demand. Under Singapore FTA Acetic Anhydride is zero 
duty while its key feedstock is imported at duty of 5 to7.5%. Though current imports are low but such duty structure is 



(18)a probable threat for domestic industry.


It is suggested to keep Acetic Anhydride duty rebate to be revoked and exclude it from any ongoing/under-negotiation 
 FTAs providing duty free imports of the feedstock Acetic Acid (HS code: 29152100). It is further requested that MEIS 
 benefits should be given at 5% to make Acetic Anhydride manufacture competitive



3.3.3. Chlor Alkali Industry


Caustic soda, soda ash and chlorine are basic building blocks that find applications in products of everyday use. Though 
 India’s share of global manufacturing capacity is very small, these are important segments that will grow, driven by mass 
 consumption and growing aspirations of our people. 


The present global capacity of Caustic Soda is estimated at 102 million MTPA while India’s capacity is only 3.4 million 
 tonnes i.e. a mere 3.3% of the world capacity, while China has a capacity of 40 million tonnes i.e. almost 40% of the 
 world capacity. Similarly the global Soda Ash capacity is 60 million MTPA. China has the largest capacity at 25 million 
 MTPA or 41.5% of total global capacity, while India’s capacity is only 3.1 million tonnes i.e. 5.2%. Global PVC Capacity 
 is estimated at 55 Mn MTPA and India’s capacity is stagnant at 1.4 Mn MTPA (2.5%). In comparison, China’s capacity is 
 23.89 Mn MTPA (42% of global capacity).


(a) Caustic Soda and Soda Ash 


Caustic soda and soda ash are basic building blocks in which the domestic industry has adequate capacities to meet 
 domestic demand in full. The Indian industry has invested substantially in upgrading to the latest and most energy 
 efficient membrane cell technology for producing caustic soda. The industry continues to be at a disadvantage as high 
 cost of power adds to overall manufacturing costs.


India offers a huge market which will continue to grow with expectations of a healthy GDP growth in the coming years. 


This market potential coupled with the high domestic manufacturing costs gives an unfair advantage to countries with 
 low power costs and having surplus unutilised capacities. The absence of a level playing field to the domestic industry 
 provides ready access to countries like China, Korea, Taiwan, Middle East, etc. who are able to easily service the Indian 
 market.


An increase in customs duty from 7.5% to 10% will partially offset the disabilities the Indian industry suffers.


(b) Clean Environment Cess on coal 


The Clean Environment Cess on coal was increased to Rs.400 per MT in the last Union Budget. The alkali industry is 
 energy-intensive and most manufacturers have set up coal-based power plants at considerable investments as supply 
 from the grid is erratic and not of consistent quality. The increase of Clean Energy Cess to Rs.400 per MT is a major 
 burden which will further weaken the competitiveness of the Indian industry. The industry requests that this cess should 
 be removed totally or be made cenvatable.


(c) Customs Duty on Import of Power Equipment for Captive Power Plants 


Caustic soda  manufacturing  is  power intensive  with  power  constituting  nearly  60% of  total  production  cost.  Erratic 
 supply and non-availability of quality power has resulted in manufacturers setting up captive power plants at huge 
 investment costs (per MW cost being about Rs.6 crores for coal-based power plants). Additionally state governments 
 have imposed cess, electricity duty and various other taxes which add to the cost of power.


The industry requests that power equipment imports for setting up captive power generation be fully exempted from 
 customs duties.



3.3.4. Agrochemicals /Crop Protection Chemicals Industry - Pesticides 



(19)pests and diseases as also for public health. According to the Standing Committee Report of Ministry of Chemicals & 


Fertilizers, annual crop losses in India due to pests and diseases is worth Rs. 90,000 crores, a major part of which can 
 be saved by judicious use of pesticides. Due to increased rate of various duties and taxes, pesticides are becoming 
 expensive to farmers particularly to small land holders. Usage of pesticides in the country is very low. Judicious usage 
 can result in enhanced production. It is important to support agriculture production in the country as about 60% of its 
 population still depends on Agriculture directly or indirectly. It is requested that Excise Duty on Pesticides (including 
 Bio Pesticides) be reduced from the present level of 12% to 4 %. It is pertinent to note that agricultural inputs other 
 than pesticides, such as Fertilizers, farm implements, Seeds etc. enjoys various concessions including exemption from 
 levy of excise duty. Pesticides are also one of the key inputs to protect the crops from pests and diseases, but similar 
 concessions are not given to pesticides. 



3.3.5. Oleo Chemicals and Toilet Soap Industry

 (a) Review ASEAN Free Trade Agreement

Oleochemicals and Toilet Soaps are manufactured from vegetable oils such as Palm Kernel / Palm oils and its fractions. 


India is a net importer of vegetable oils, both for edible consumption and industrial uses. Main oleochemicals are Fatty 
 Acids, Fatty Alcohols which are environmentally friendly chemicals derived from vegetable oils. Its main uses are in 
 Toilet Soaps, Personal and Home care industry and hence its domestic production compliments growth of Personal and 
 Home Care products manufacturing in India. However, ASEAN FTA has adversely affected domestic competitiveness 
 of Oleochemical and Toilet Soap Industry sector as FTA import duties on these products have become zero but import 
 duties on its raw materials, viz. Palm Kernel/Palm Oil and its fractions for industrial consumption continue to be as high 
 100%. This has not only resulted in an inverted duty structure but has threatened the existence of this industry sector 
 in coming years, unless corrective action is taken to remove this anomaly.


South East ASEAN (SEA) countries like Malaysia, Indonesia and others are world’s largest producers of Palm Oil, Palm 
 Kernel oil and its fractions. These countries have imposed export duty as high as 25% (linked to the price of Crude Palm 
 Oil) and Biofuel Levy of USD 50 per MT on export of such raw materials and hence given indirect economic incentives 
 to their domestic manufacturers of downstream products like fatty acids, fatty alcohols, soap noodles, toilet soaps, 
 surfactants and other value added derivatives. These measures have resulted in building up of huge manufacturing 
 capacities  in  these  countries  and  have  disturbed  the  demand  supply  balance  resulting  in  oversupply  of  the  above 
 mentioned finished products. Domestic manufacturing is adversely affected because of non-competitiveness against 
 the aggressive imports from ASEAN countries and particularly from Indonesia, Malaysia and Thailand. There are several 
 hundred small and medium scale manufacturers of soaps, surfactants and Oleochemicals, who have employed several 
 thousand  people  and  have  no  capability  to  shift  their  base  to  South  East  Asia.  They  would  continue  to  suffer  if  no 
 corrective measures to provide them level playing field are taken by the government.


The suggestions to revive the industry are as follows:


•  ASEAN FTA needs to be urgently reviewed and duty structure hurting Oleochemicals, Surfactants, Home and 
 Personal  Care  Products  needs  to  be  corrected  by  imposing  reasonable  import  duties  to  protect  domestic 
 manufacturing industry. 


•  Chapter 3401 and 3402 which cover all the surfactants, Soap Noodle, Personal and Home Care Products that 
 use raw materials imported from Indonesia / Malaysia should be removed from ASEAN FTA and should be listed 
 under normal track and an import duty of 15-20 % (as it was applicable prior to its inclusion in ASEAN FTA) should 
 be imposed immediately to save extinction of this industry segment.


•  Chapter  headings  382370  and  290517  which  cover  Fatty  Alcohols,  which  also  depend  on  the  raw  materials 
imported from Malaysia / Indonesia should also be removed from the ASEAN FTA and be listed under normal 
track and an import duty of 15-20% be imposed on its import to India. 



(20)(b) Customs Duty on Vegetable Oils used for Oleochemical and Toilet Soap Manufacturing


South East Asian manufacturers use natural quality raw materials like Crude Palm Oil (HS Code 1511), Palm Kernel Oil 
 (HS code 1513) for manufacturing high quality finished products. Considering the sensitivity of the imported oils,
 especially Crude Palm Oil for edible application, Government by Notification No. 12/2014-Cus dated 11-07-2014 has 
 allowed Indian manufacturers of Soaps and Oleochemicals to import of Crude Palm and Palm Kernel Oil with minimum 
 20% FFA content at NIL rate of duty on actual user conditions. However, there are several difficulties in getting such 
 blended oil from these countries and have following issues for the same.


1.  Indonesia is currently the largest exporter of Crude Palm oil/Crude Palm Kernel Oil and its fractions viz. Naturally 
 produced Palm Oil has FFA of less than 5% and hence to make 20% FFA containing Palm/Palm Kernel oil, Fatty Acid 
 Distillates/Crude Fatty Acids are blended in natural Crude Palm/Palm Kernel oil. Therefore, it attracts additional 
 cost of making such blended oil and also Export Duty and Biofuel Levy making it costly for Indian importers.


2.  Indian manufacturers incur substantial cost to process such 20% FFA oils that are not natural but are blended/


mixed oils containing Fatty Acid Distillates (Palm Fatty Acid Distillate (PFAD) or Palm Kernel Fatty Acid Distillate 
 (PKFAD)]/ Fatty Acid Residues/ Crude/ Split Fatty acids. This not only makes them non-competitive in the market 
 but they also face quality issues in meeting global standards and finding it difficult to meet the competition from 
 Malaysia/Indonesia.


3.  Therefore, the customs duty exemption granted for vegetable oil having 20% or more FFA is not at all beneficial 
 to the Indian Importers due to the increased processing cost, higher incremental export duty (in Indonesia) 
 on the blended product as per the revised rules and limited availability of such oils. Ultimately, these imports 
 will only benefit the tax kitty of Indonesian Government that is collecting additional export duty on the 25% of 
 quantity of Fatty Acid Distillates/split fatty acids of the said blend.


4.  Considering the sensitivity and (unfounded) fear of diversion of Crude Palm Oil for edible purpose, Government 
 can consider selectively exempting Crude Palm Kernel Oil, which a unique oil used by this industry, from the 
 requirement of minimum 20% FFA condition as this oil imports are less than 1% of the total import. This oil 
 is a critical raw material for soap and oleochemical industry without any alternative available in the domestic 
 market.


5.  Since Sl.No.51 of Notification No.12/2012-Cus dated 17.03.2012 as amended by Notification No.12/2014-Cus 
 dated 11.07.2014 already permits imports of these Oils with Free Fatty Acid (FFA) 20 per cent or more at NIL 
 rate of duty to the manufacturer importers on the basis of requisite certificates issued by excise authorities that 
 the imported goods are for use in the manufacture of Soaps and Oleo chemicals, by removing this condition 
 of  minimum  20  %  FFA  would  not  have  any  negative  impact  on  the  revenue.  On  the  contrary  it  will  reduce 
 incremental FOREX outflow and will also give level playing field to domestic manufacturers with those from 
 Malaysia/ Indonesia and would also support to Government’s Make in India imitative.


Therefore, to overcome this issue and as the duty exemption Notification No.12/2014-Cus dated 11.07.2014 is given on 
actual user condition (no 5), we request the Government to remove this additional condition of “Free Fatty Acid (FFA) 
20 per cent or more” and allow Toilet Soap and Oleochemicals manufacturers to import at least only crude palm kernel 
oil (HS Code 1513) as their raw materials in its natural form without the condition of FFA at NIL rate of duty. This change 
would help our industry to become more competitive against the imports of Toilet soaps and Oleochemicals, boosting 
domestic manufacturing without any additional burden on the Governments revenue and would support Government’s 
initiative of “Make in India”.
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(c) Review of Customs Duty differential of Crude Oils and Refined Oils


India is importing over 15 MMT of vegetable oils which are mainly for edible consumptions. Amongst these imports, 
 large part constitutes import of Refined Oils due to economic advantage and lower export duties in Indonesia/Malaysia 
 on export of refined oils. Currently customs duty differential between Crude Oils and Refined Oils imported for edible 
 consumption is only 7.5%. This duty differential is not sufficient to convert imported Crude Oils in to Refined Oils in India 
 as its refining cost is more than the duty saved on its imports. India has a very large installed capacity of vegetable oil 
 refining. This low duty differential has resulted in to very low capacity utilization of the Indian Vegetable Oil Refining 
 Plants and which are totally idling.


The Customs Duty Differential between Crude Oils and Refined Oils should be minimum 15% which will immediately 
 help in increased refining of vegetable oils in domestic market and reduce imports of Refined Oils, thereby reducing 
 outflow of the incremental FOREX. Increased Vegetable oil refining in domestic market will also result in to increased 
 production of refining by-products like Fatty Acids Distillate (viz. PFDAD from Palm Oil) which are used for the production 
 of Oleochemicals and Toilet Soaps. This will also help the local industry to source these raw materials at competitive 
 prices.



3.3.6. Paint Industry - Reduction in Customs Duty on Titanium Dioxide 


This is an important input for the Paint industry. Customs duty on majority of the chemicals is 7.5% except Titanium 
 Dioxide (Tio2) which is charged @ 10%. Customs duty on Titanium Dioxide needs to be brought down in line with the 
 other chemicals. Ti02 constitutes more than 80% of the imported chemicals used for paint manufacturing. 



3.3.7. Chemical Clusters


The Chemical Industry has special requirements of dealing with toxic effluent discharge. This sector is important being 
 facilitator of national economic development. Big part of Indian Chemical industry is in small and medium sector and 
 same restricts the capability of investment of entrepreneurs for adoption of newer technologies. Same is essential to 
 be globally competitive, both on cost and quality aspects. The provision of common facilities in the form of good quality 
 power/water supply, effluent treatment/incineration, testing and other logistic facilities such as chemical storage tanks, 
 telecom/firefighting and rail/road connectivity/boilers etc. can facilitate the sector. Further if related industries are set 
 up in close proximity in an industrial estate, they could be vertically integrated resulting in a saving on the transfer cost 
 of feedstock and finished goods. This, coupled with lower investment on infrastructure as a result of sharing, would 
 tremendously improve their cost competitiveness. This will also help in containing the environmental load linked to 
 the chemical industry. Such clusters could also be the points where migrating industry from west lands. Existing hubs 
 (brown field) will need slightly different approach. About 3-4 such chemical clusters based on the best models, could 
 be set up in different regions of the country and these could become the role model for replication. Department of 
 Chemicals and Petrochemicals is already facilitating cluster approach in plastics sector. A similar approach is required 
 for the chemical sector.



3.3.8. Technology Up-gradation Fund for Chemicals Industry


To remain globally competitive and comply with requirements of international conventions, Indian chemical industry 
needs to upgrade its technology to meet world standards and show improved performance in global trade. The industry, 
especially the micro, small and medium enterprise sector, does not have access to capital to upgrade technology on 
its own. Also, non-availability of technology leads to imports in some technology-intensive sub-segments. To address 
these issues, the government may establish a “Technology Up-gradation & Innovation Fund” (TUIF) that can address 
specific  technology  issues,  faced  by  the  industry.  The  fund  should  also  support  setting  up  of  common  chemicals 
infrastructure (e.g. effluent treatment plants, chemical waste disposal plants, etc.), which would benefit industries and 
the environment. From this fund support may be extended to the chemical industry for technology up-gradation at 



(22)lower rate of interest. This will help industry in improving quality of output and become more competitive. The same 
 can be similar to Technology Upgradation Funding scheme in the Textile sector.


3.3.9. Petrochemicals


Petrochemicals are chemicals made from petroleum and natural gas and play a vital role in economic development & 


growth of the country as it enables the growth of other sectors in economy which includes agriculture, infrastructure, 
 healthcare,  textiles  and  consumer  durables.  The  petrochemical  industry  is  currently  facing  difficulty  with  pressure 
 on  prices  and  margins.  However,  despite  the  difficult  business  environment  the  domestic  industry  has  made  huge 
 investments  in  creating  new  capacities  for  products  like  Polyethylene  and  Polypropylene.  In  order  to  maintain  the 
 financial viability of these new investments, appropriate fiscal support is critical. In certain key products like Poly Vinyl 
 Chloride, investment has been severely lagging demand growth due to a lack of a facilitative fiscal structure. This is 
 undermining the “Make in India” campaign and the vision for India’s leadership in manufacturing. There are already 
 large imports and huge outflow of foreign exchange. The situation would get aggravated as the trade gap continues to 
 widen. 


In the above back-drop, FICCI would like to make the following submissions for the Government’s consideration for 
 Budget 2017-18. The net impact of our proposals is revenue positive.


i.  Import duty on polymers like Polyethylene, Polypropylene, and Polystyrene in India are way below the same 
 in peer countries as is the duty differential between polymers and feedstock naphtha. Moreover, India already 
 has substantial surplus of Polypropylene and is in the process of adding massive new Polyethylene capacities 
 this year which will create huge surplus for Polyethylene as well. In view of the surplus in Polyethylene and 
 Polypropylene import duty on polymers like Polyethylene, Polypropylene, and Polystyrene, be increased from 
 the existing level of 7.5% to 10%. 


ii.  Polyethylene Terephthalate (PET) is derived through polymerization like other plastic raw-materials in chapter 
 39. However, while most of the major plastic raw-materials attract 7.5% duty, the same on PET continues to be 
 5%. PET is a vital raw material used both by textile and the packaging industry. Import duty on PET (HS code: 


39076010, 39076020 and 39076090) may be raised from the existing level of 5% to 7.5% (10%, if duty on other 
 polymers are raised to 10% as proposed) to bring this at par with other major commodity plastics. 


iii.  ABS  and  SAN  are  engineering  plastics  -  advanced  materials  with  superior  properties  mainly  used  in  critical 
 applications in automotive, appliances, electrical, lighting and electronic sectors. Domestic manufacturers have 
 made significant investments over the years in creating ABS and SAN capacity in the country for meeting the 
 requirement in these critical applications. It is proposed that import duty on ABS (HS code: 39033000) and SAN 
 (HS code: 39032000) be increased from 7.5% to 10% aligning this with other major plastic raw-materials.


iv.  Polyester is the key pillar of India’s robust synthetic fibre industry. Indian manufacturers have made substantial 
 investments in creating domestic capacities of fibre intermediates like PTA and MEG. However massive Chinese 
 surplus capacity of PTA and MEG pose a serious threat to these investments today. To support the investments, 
 it is proposed that duty on PTA (HS code: 29173600) and MEG (HS code: 29053100) may be raised from existing 
 level of 5% to 7.5%. 


v.  Consequently, to rationalize the tariff structure for the entire value chain and avoid instances of duty inversion, 
 import duty on POY (HS code: 54024600), FDY (HS Code: 54024700), PTY (HS code: 54023300), IDY (HS code: 


54022090), TOW (HS code: 55012000) and PSF/FF (HS code: 55032000) be raised from the existing 5% to 7.5%.


vi.  As consumption levels in India continue to grow, sectors like automotive have witnessed an upsurge in demand 
which is projected to continue. The growth in automotive has been supported by growth in the tyre and rubber 
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 as well. In view of this import duty on Isobutylene Isoprene Rubber (IIR) (HS code: 40023100) and Halo Butyl 
 Rubber (Halo Isobutene Isoprene Rubber-HIIR; H S code: 40023900) be raised from the existing 5% to 10% to 
 rationalize the duty structure in the synthetic elastomers sector.


vii.  Feedstock cost accounts for a major part of cost of production in petrochemicals. In Budget 2014-15, duty on 
 most key petrochemical feed-stocks was reduced to 2.5% with the exception of Naphtha. Naphtha is one of the 
 most widely used feed-stocks in India with over 55% of India’s cracking capacity being Naphtha-based. Naphtha 
 is also used for power and fertilizer production, wherein for fertilizer production it is exempt from import duty. 


Import duty on Naphtha in India at 5% is one of the highest, and consequently, the duty spread between the 
 feedstock and end-product polymers in India is one of the lowest globally. In most countries, import duty on 
 Naphtha is nil as it is the basic input for the industry. Import duty on key petrochemical feedstock Naphtha (HS 
 code: 27101290) may therefore be reduced to 2.5% to bring it at par with other petrochemical feedstock. 


viii.  Mixed Petroleum Gas is a basic input to the chemical and petrochemical industry. In order to enhance the cost 
 competitiveness of the industry, import duty on Mixed Petroleum Gases (HS code: 27112900) also be brought 
 down from 5% to 2.5%. Similarly, duty on Kerosene (HS code: 27101910), another key input to the industry, may 
 also be reduced from the existing 5% to 2.5%. 


ix.  LNG is the cleanest fossil fuel and a key input to the petrochemical industry. In the recent past, Government of 
 India has reduced the customs duty of some of the alternative fuels to 2.5%. Coal also attracts 2.5% duty. LNG 
 deserves a similar concessional duty. While power generating companies (other than captive generating plants) 
 are entitled to import LNG at nil rate of duty, the captive power plants are deprived of such benefit. Ideally this 
 disparity should be removed and captive power plants be made at par with other power generating companies. 


However, if reducing the duty to 0% is not acceptable, the duty on LNG (HS code: 27111100) should be at least 
 be lowered to 2.5%. 


x.  Styrene  is  the  principal  raw  material  for  Polystyrene.  There  is  no  domestic  production  of  Styrene  and  the 
 entire  Styrene  requirement  of  the  country  is  imported.  Polystyrene  margins  are  under  severe  pressure  and 
 manufacturers are facing significant hardship. To provide relief to the product through reduction in input cost, 
 import tariff on key petrochemical inputs Styrene (HS code: 29025000) may be brought down from the existing 
 2% to zero.



3.3.10. Poly Vinyl Chloride (PVC)


Poly Vinyl Chloride (PVC) is probably the most important plastic, a segment facing huge challenge in the country. Today 
 unfortunately more than 1.7 million tons of PVC, representing almost 60% of the local demand, is imported into the 
 country due to lack of local investment. The lack of incentive for creating local capacity in India has meant that, while 
 PVC demand in India is growing at a rapid rate, same is being serviced by imports – by companies who are serving the 
 Indian market from their overseas locations, rather than by setting up capacities in India. 


This is also starkly brought out by the alarming increase in imports on a YoY basis – while imports in Q1 of FY 2014-15 
 was at 290 kt, it rocketed up to 408 kt in Q1 of FY 2015-16, a whopping increase of 41%., and further to 526kt in Q1 of 
 FY 2016-17, an increase of a further 29%. Following proposals may be considered in this behalf:-


(a) Duty on Poly Vinyl Chloride


Indian import duty on PVC, at 7.5%, is still far lower than that prevailing in comparable economies. This is resulting in 
very poor margins for domestic manufacturers, leading to a complete disinterest in capacity additions. 



(24)Thus, India is even today excessively reliant on imports to meet its PVC demand, with demand expected to exceed 3 mn 
 mt in the current financial year, while capacity is virtually stagnant at 1.4 mn mt. The gap is likely to widen more and 
 more in future years as demand is growing at a CAGR of almost 12% while no capacity additions are on the anvil. 


To redress this situation, it is requested that duty on PVC be raised to 10% from the present level of 7.5%. 


(b) Duty on Key Intermediates EDC & VCM 


We request that import duty on these items which is currently at 2%, be brought down to 0%. There is no local 
 manufacture of these products for merchant sale in the Indian market; hence no Indian manufacturer will be affected 
 by bringing down customs duty to nil. Facilities to manufacture these intermediates are usually set up only for captive 
 use. This proposal will therefore not impact setting up of such facilities. In countries with developed petrochemical 
 infrastructure, these are sourced off pipeline; in India, VCM is shipped under highly specialized conditions involving 
 huge logistics cost, making domestic manufacturers uncompetitive compared to their international counterparts. The 
 revenue impact is reasonably small at around Rs. 90 crores, which is more than made up by the increased revenue that 
 can accrue from an increase in Basic Customs Duty (BCD) on PVC resin. 



3.3.11. Synthetic Fibre Industry (MMF)


Indian Textile Industry is one of the leading industries. It contributes about 14% to industrial production, 4% to the 
 GDP, and employs 45 million strong work force. Synthetic fibre (man-made fibre) is about 30% of same. Textiles bear 
 differential duty treatment: manmade fibre, filament and yarn attract Central Excise @ 12.5% while natural fibres like 
 cotton attract nil duty. The differential duty structure was primarily built with the perception that cotton was a fabric 
 of the poor whereas man-made was otherwise. However, over the years, due to various technical development and 
 low crude price, manufacturing cost of man-made fibre / yarns have drastically gone down. Globally the output ratio 
 between man-made fibre and cotton is 70:30, whereas in India this ratio is reverse (30:70). This has been achieved 
 globally on the back of fibre-neutrality. The industry has the potential to grow. To achieve this, India needs to have fibre 
 availability of 22 – 25 Million Tons, from the present level of only around 10 Million MT. 


It is suggested that an Intermediate Excise Duty regime i.e. Excise Duty rate of 2-6% with entire textiles chain in CENVAT 
 be introduced. The present duty of 12.5% be reduced to 6% on MMF and its raw materials. The fibre forward chain 
 which is currently Zero duty be brought under 2% excise across the Textiles Value Chain. 


Further Customs duty structure should be a cascading structure i.e. the duty differential should be progressive at each 
 stage of value chain. To save highly unorganized weaving industry from cheap Chinese imports, increase Customs duty 
 on fabric falling under Chapters 54, 55 and 60 (made of manmade fibres) to 20% from the present 10%. Also the specific 
 duty which is missing under the relevant HS codes be introduced at Rs.50/- per meter or Rs. 600/- per kg in line with 
 other fabrics.



3.3.12. Plastics Processing Industry


This is an important segment of Indian industry with huge unrealized potential, going by the present very low levels of 
 consumption in the country. Per capita usage is only about 11 kg in India as compared to about 105 kg in USA and 40 kg 
 in China. The sector is also highly employment intensive, with above 3.6 million employment and is a big contribution 
 of the sector to sustainable environment.


•  6000 MT of plastic furniture saves 140,000 cubic meter of wood or 32000 hectares of forest.


•  Plastic crates have substituted almost 95% of wooden crates used in the soft drink industry.


•  The only viable alternative to the wooden furniture is plastic moulded furniture. 


•  PVC doors and windows, plastics crates, plastics furniture can save at least 17.5 million trees from cutting. Plastic 
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