ANNUAL SUPPLEMENT 2005
TO THE FOREIGN TRADE POLICY 2004-09

PREAMBLE

On August 31, 2004 the Government spelt out a bold vison to double Indids share in world trade
within five years and to focus on the geneaion of additiond employment in the process The
current trade figures indicate that India is nat only on the right path but approaching the god a an
accelerated pace.

Indiato beamajor gainer from emerging global trends

In the fagt changing internationad trading scenario, outsourcing of manufacturing activities in the
skill intensve sectors has become an essentid business drategy for the developed countries. India
with its large skilled work force, growing domestic market, rav maerid avalability and the
emergence of a mature supply base is st to gan enormoudy from this trend snce the Indian
advantage goes well beyond the low wage rates. While there is no doubt that knowledge based
indudries such as information technology offer India a smooth route to world markets, greet
potential and opportunities exigt in the manufacturing sector dso.

FTP strategy is on the right track

When the five year Foreign Trade Policy was announced on August 31, 2004, the Government took
cognizance of the fact that a bold and dearly ddineated agpproach was needed to tap such
opportunities. The Foreign Trade Policy articulated two basic objectives that would enable India to
achievethese godls.

The fird objective was doubling our percentage share of globd merchandise trade within five
years. To achieve this, an average annual growth rate of about 16% was envisaged. The DGCI& S
trade datistics show that the actud growth of the merchandise trade in the very first year of the
policy period has been of the order of 24%, which has far surpassed the target we s for ourselves.
This growth has been unprecedented in Indids economic higory, and if we can mantan the
momentum, the Government is confident thet India will cross the 150 billion dollar milestone
subgtantialy earlier than the target dete.

FTP as a generator of employment

The second objective of the FTP was providing thrust to employment generation paticulaly in
semi-urban and rurd aess. The FTP announced specid focus initiatives in the employment
intendve areas of agriculture, handicrafts, handlooms, gems & jewelery and lesther & footwear
sectors. The employment generation has been encouraging not only in these sectors, but in other
sectors across the board. A study commissoned by the Ministry reveds tha exports generated an
incremental direct employment of 10 lakh jobs in the year 2004-05, over the previous year. The
total employment generated during the year corregponding to export activity vaued a 78 hillion
was 1 crore jobs — 86 lakhs of direct employment, and 14 lakhs of indirect employment in the
logitics, transport and related sectors. The study further reveds that if we achieve our target of 150



dollars over the next four years, we shdl be adding a further 1 crore jobs 85% of it direct
employment, and 15% indirectly associated jobs.

A policy of partnership

The FTP provided a road map that could help Indian companies become globaly competitive and
smultaneoudy amed a gving Indian consumers world dass products and sarvices. Specific
sectord initiatives have hdped in creating more jobs higher exports and an enhanced levd of
confidence for Indian products and servicesin the globa economy.

| believe that it is the new equation of partnership and co-operation engendered by the FTP last year
tha hes pad the rich dividends we are now encountering. Business and industry have responded
remarkably.

Government is committed to resolving al outstanding problems and disputes pertaining to the past
policy periods through the Grievance Redressd Committee set up last year, for condoning ddays
regularizing bresches by exporters in bonafide cases, resolving disputes over entittements, granting
extendons for utilization of licences etc. The amosphere of partnership between Government and
Business will be enhanced and taken forward.

Changing international trade dynamics

The dynamics of globd trade and the opportunities provided by the multilaerd trading platform
necesstate a continuous redignment of our internationd trade drategies and priorities. While
Indids internetiond trade will continue to function under the overdl framework of the Foreign
Trade Policy 2004-09 amnounced on 31% August 2004, some fine-tuning needs to be done to take
into account the changing internationd trade dynamics. This Annud Supplement endeavors to
incorporate additiond policy initiatives and samplify procedures, thereby fadlitating and enhancing
Indid sinternetiond trade.

The spedific initigtives undertaken in this Annud Supplement to the Foreign Trade Policy, 2004-09
are given in this compendium.

NEW DELHI KAMAL NATH
8" APRIL 2005 MINISTER FOR COMMERCE & INDUSTRY

GOVERNMENT OF INDIA



ANNUAL SUPPLEMENT TO THE FOREIGN TRADE POLICY 2004-09
1. INTER STATE TRADE COUNCIL

In order to achieve our Foreign Trade Policy objective of becoming a mgor player in world trade,
a comprehengve view needs to be taken for the overdl devdopment of the country’s foreign trade.
Coherence and conggency among trade and other economic policies of both the Union and the
State Governments is important for maximizing the contribution of such polices to development.
State Governments are increasingly required to partner with the Union Government in the process.

Some Sates have formulated export policies recognizing the need to focus on the removd of
impediments in promoting trade, employment and economic activity. But a lot needs to be done to
coordinete this.

It is therefore proposed to engege the State Governments in providing an engbling environment for
boogting internationd trade, by setting up an Inter State Trade Council. It is hoped tha the Council
would provide an gppropriate inditutiondized dia ogue mechanism on the subject.

2. REMOVAL OF EXPORT CESS

The Department of Commerce has taken a consstent stand from a policy perspective that taxes and
duties should not be exported. The cess levied under the different Commodity Board Acts is a tax
on exports, which is a handicgp and a mgor irritant to our exporters and erodes the competitiveness
of Indian agriculture exports. Depatment of Commerce proposes to abolish cess on export of dl
agriculturd and plantation commodities levied under various Commodity Board Acts.

3. EXPORT PROMOTION CAPITAL GOODS SCHEME

a For providing a thrugt to the Agricultural sector, concessiond duty imports made by agro units
under the EPCG Scheme dhdl be dlowed to fulfill the export obligation over a longer period of
time with a reduced export obligation i.e 6 times the duty saved over a 12 year period ingead of
the norma window of 8 timesthe duty saved in 8 years.

b. To promote cgpacity expanson and qudity up-gradation in the SSI sector, import of capita
goods a 5% Cusoms duty shdl now be dlowed subject to a fulfillment of an export obligation
equivdent to 6 times the duty saved on capitd goods imported under the EPCG Scheme over a
period of 8 years. (At present the export obligation under the EPCG Scheme is 8 times the duty
saved and reducing the export obligation for smal manufacturing units to 6 times shdl provide an
impetus to indudries to modernise their plant and machinery which will enhance our overdl export
competitiveness in the medium term).

c. To create modern infrastructure in the retail sector, concessona duty benefits under EPCG
scheme shdl be extended for import of capitd goods required by retalers having a minimum
covered shopping area of 1000 sq metres. The retaller shdl fulfill the export obligation under the
Scheme from payments received againg ‘counter sdes in free foreign exchange through banking
channelsas per RBI guiddines.



d. With a view to accderate exports under the Scheme and to incentivise fast track companies,
firms making 75 % or more of the exports under the EPCG Scheme (including average level of
exports) in hdf or less than hdf the origind export obligation period, shdl be freed from the
balance export obligation.

e. Payment received in Rupees for the Port Handling services are counted for export obligation
discharge under the EPCG Scheme. This fadlity is now being extended to indude minor ports
incdluding ICDs and Container Freight Stations (CFS) dso. This will enable augmentation of the
feclities avalable a the seconday ports with modern equipment and thereby reduce cargo
handling turnaround time and related transaction cogs.

f. The present requirement of submitting an Ingtallation Certificate for machinery imported under
EPCG Scheme will now not be required for units which are not registered with Centrd Excise. In
lieu of a Centrd Excise Cetificate, a Chatered Engineer Cetificate will now suffice Firms

importing spares under EPCG shdl dso be required to submit a Chartered Engineer certificate only
instead of a certificate from Centra Excise authorities.

g. The fadlity of clubbing of EPCG licences has been further liberalized and redrictive conditions
relating to same licenang year and same products/services have been ddeted. Henceforth, al
EPCG licences issued under the same Customs Notification can be clubbed. This will consderably

reduce papework both for the exporter and the licensng authorities and lead to esder
monitoring.

4. SERVICE EXPORTS

a To enable the Service providers to upgrade the infragtructure in their associate companies, the
goods imported under the ‘Served from Indid Scheme shdl be trandferable within the Group
companies and managed hotdls subject to Actud User condition.

b. At present, Hotels & Restaurants are required to submit a Chartered Accountant certificate that
the entire duty benefits availed under the ‘Served from Indid Scheme have been passed on to the
consumer. From now on, only a declaration will be submitted by the Hotds & Restaurants that the
duty benefits shdl be passed on to the consumer and no CA cetificate will be required to be
submitted.

5. AGRI EXPORTS

a Bendfits under ‘Vishesh Krishi Upg Yojand shdl dso be extended to exports of poultry and
dary products in addition to export of flowers fruits, vegetables, minor foret produce and ther
vaue added products.

b. Procedurd guidelines for the Scheme tave dso been natified and the exporter has been given the
flexibility to obtan duty credit cetificates in split form that will make utilization of the licences
eager.



6. GEM AND JEWELLERY EXPORTS

a Entittement for Duty Free imports of Gems and Jewdlery samples have been enhanced to Rs. 3
lakhs in a financid year or 0.25% of the average of the last three years exports turnover or gems
and jewd lery items, whichever islower. Earlier thislimit was Rs. 1 lakh.

b. Supply of gold of 0.995 and above purity shdl dso be adlowed for rdease by nominated agencies
for export purposes. Ealier this fadlity was only avalable for supply of gold in the domedic
market.

c. The notiond rate for fixing the US $ rae for cdculaing gold jewelery exports shdl now be
based on a certificate which is not older than 7 working days from the date of shipping. The present
provisons mandated thet the notiond rate certificate issued by the nominated agency should not be
older than 3 working days.

d Exporters of plan/duddedprecious metd jewdley will be dlowed to import
plan/sudded/precious metd jewdlery (Gold jewdlery of 18 caat and bdow/platinum and gerling
slver jewdlery) for the purposes of exports.

7. PACKAGE FOR MARINE SECTOR

a Duty free import of specified specidized inputs/chemicas and flavoring oils as per a defined ligt
shdl be dlowed to the extent of 1% of FOB vaue of preceding financid years export. Use of these
gpecid ingredients for sesfood processing will enable us to achieve a higher vaue addition and
enter new export markets.

b. To encourage the exiging mechanized vessels and degp sea trawlers to adopt modern technology
for scientific exploitation of our marine resources in an ecofriendy manner and boost marine
sector exports, it is proposed to dlow import of monofilament long line sysem for tuna fishing & a
concessond rate of duty.

c. The present system of digposa of waste of perishable commodities like seafood after ingpection
by a customs officid is very cumbersome and leads to development of unhygienic conditions. To
overcome this, a sdf removad procedure for clearance of waste shdl be agpplicable, subject to
prescribed wastage norms.

8. ADVANCE LICENSING SCHEME

a No saeguard and antidumping duty shdl be levied on inputs under Advance Licence for deemed
export supplies made to ICB projects. With this different categories of Advance licences i.e
advance licence for physicd export, advance licence for intermediate supplies and advance licence
for deemed exports have been merged into a single category for procedurd facilitetion and eesier
monitoring.

b. The scope of Advance Licence for Annua requirement has been extended to dl categories of
exporters having past export performance. Ealier, the option was limited to Status Holders only.



The earlier limit of obtaining Advance Licence for Annuad reguirement has dso been enhanced to
300% of FOB/FOR value of exports made in the previous year from 200%.

c. Clubbing of advance licences for export regularizetion purpose has been dlowed even for
licences pertaining to 1992-97 period.

d. Units regigered under BIFR shdl be dlowed export obligation extenson as per the rehabilitation
package or a period upto five years reckoned from the date of issuance of the advance licence,
whichever is higher.

e. Trander of Duty Free materid imported or procured under Advance Licence from one unit
of the company to another unit of the same company to be dlowed with prior intimation to
the jurisdictiond centrd excise authority. Ealier prior pemisson of the juridictiond
centrd excise authority was required.

f. In cases the Bank Guarantee/LUT has been redeemed under the Advance licence, the
Licensee may be dlowed to get duty free inputs processed from any manufacturer under
actud user condition subject to centra excise procedures rlating to job work.

g. Remova of requirement of ARO for taking supplies from EOU/EHTP/STP/BTP units and
dlowing direct debit of the advance licence by the Bond Officer of these units. A detled
procedure in this regard shal be prescribed by the CBEC.

9. DUTY FREE REPLENISHMENT CERTIFICATE
a. Lig of Sengtive Items has been pruned down to nine items. Brass screp, Additives,

Paper/Paper Board and Dye Stuffs shdl be removed from the Sengtive List of items
prescribed for import of items under DFRC.

b. Provison for re-credit on account of rgjections of itemsimported under DFRC shdl be
amilar to the facility available to DEPB and Advance Licence. While dlowing re-credit,
95% of the value of the DFRC shdl be credited.

10. DEPB

DEPB benefits shdl be available for supply of goods from DTA to SEZsfor the period 1.04.2003
to 11.05.2004.



11. EXPORT ORIENTED UNITS

a Duty free spares up to 5% of the vaue of Capitd Goods imported for
excavation purposes in the Granite sector will be dlowed to be removed to
the quarries.

b. The de-bonding procedure for EOUs has been amplified. A sdf-assessment
procedure dong with time bound digposd of gpplicaions of such exiting
EOUswill be put in place.

c. Cgitd Goods will be dlowed to be trandferred or given on loan bass to
other units under intimation to both Excise and Development Commissoner.

d. Trander of samples to other EOUs on returnable bass within a period of 30
days to be dlowed.

e. EOUs to be permitted to clam IT exemption in respect of income on export
proceeds redlised within a period of 12 months from date of export.

12. TARGET PLUS SCHEME

a The Taget Plus Scheme amed a rewarding incremental exports would continue in the year
2005-06 with such modifications as will be notified, separaidy for preventing misuse, if any.

13. BANK GUARANTEE

Quantum of Bank Guarantee in respect of "Other Manufacturer Exporters' category is being
reduced from 25% to 15%. Units in Agri Expat Zones (AEZS) shdl dso be digible to submit a
Bank Guarantee of 15%. In addition, only a 15% Bank Guarantee shdl be required for ‘established
sarvice providers who have free foreign exchange earnings of Rs50 lakhs or more during the
preceding finarcid year and have a clean track record.

14. PROCEDURAL SIMPLIFICATION & REDUCTION OF TRANSACTION COSTS

Importers and exporters have to fill multiple gpplication forms a various sages of their busness
activity to meet the procedurd requirements of different DepartmentsMinistries under different
Acts. It is our endeavor to Smplify procedures and reduce the documentation requirements so as to
reduce the transaction costs of the exporters and thereby incresse their competitiveness in the



internationd markets. With this in mind, a Committee to look into procedurd smplification and
reduction of transaction costs was st up under the Chairmanship of Director Generd of Foreign
Trade. The Committee has submitted its report and some of the key recommendations made are:

a. Internd process reenginearing to endble grester deegation and smplification of forms and
documents;

b. EDI linkage of dl community trade patners like DGFT, Cusoms Banks Export
Promotion Councils eic to fadlitate web based filing, retievd and verificaion of
documents;

c. A fast track mechanism for clearances, examindion, testing, quarantine, packaging efc. to
be st up by dl agencies to facilitate import/export of perishable cargo;

d. Laying down time limits for giving gprovassanctions for different import and export

activities by different agencies to ensure a trangparent sysem of working in Government
Departments and ensure continuous improvement in quality of services rendered.

As a firg sep towards this exercise, the DGFT has devised a single common gpplication form
cdled ‘Aayaat Niryaat' Form. This 50 page st of forms, as againg the 120 page s&t currently in
exigence, provides avalability of information on DGFT relaed documentation a a sngle place
and has a web inteface for ondine filing by the exporter and retrievd of documents by the
licenang authorities

15. EDI INITIATIVES

a DGFT dhdl drive to move towards an automated dectronic environment for filing, retrievd and
authentication of documents based on agreed protocols and message exchange with other
community trade partners induding Cusoms and Banks. Increesed use of information technology
for interacting with the trade through video conferencing, doing away with manud filing of
documents by usng digitd sSgnature and introducing a Specid Purpose Vehide for dectronic
license utilization and trandfer mechaniam is dso envisged. In addition, online web based
information shal be made avalable for dl Export and Import related policies and proceclres on the
DGFT webgite to enable the internationd trading community to access information from a single
source.

b. A time frame of six months for complete EDI linkage between Customs and DGFT has been
goecified. After completion of this project the manud submisson of shipping bills and rdated
documents will be done away with and veificaion of licences shdl be done online which shdl
consderably reduce transaction cods.

c. Fadlity of issuing Importer Exporter Code number (IEC) online is dso being provided by
linking the DGFT database with the Income Tax PAN database and use of digitd signature
technology. To add trangparency in the system, other e-governance initiatives ae dso beng
planned to provide ddivery of sarvices to the user community without any human interface with the
DGFT offices.



16. TRADE FACILITATION

a To enable the users to make commerciad decisons in a more professona manner, DGCI& S
trade data shdl be made avalable with minimum time lag in a query based dructured
format on commercid criteria

b. All DGFT offices shdl continue to provide fecilitation to exporters in regad to
devdopments in internationd trade i.e. WTO agreements, Rules of Origin and SPS
requirements, anti dumping issues ec. to hep the exporters drategise their import and
export decisons in an internationdly dynamic environment.

c. To promote export of ‘Minor Forest Produce products Shellac Export Promotion
Council has been designated as anoda EPC for minor forest produce.

d All EPCs ddl open a sepaate Cdl to involve and encourage youth and women
entrepreneurs in the export effort.

e. Handloom — Gover nment hasdecided to develop atrademark for Handloom on lines
similar to ‘“Woolmark’ and ‘ Silkmark’. Thiswill enable handloom productsto develop
anichemarket with adistinct identity.

f. Tea - In ode to mantan qudity and retan the brand equity of Indian tess, the
Government has issued a new Tea (Didribution and Export) Control Order, 2005 which
prescribes gtrict norms for tea. All teas, whether imported or exported would be required to
conform to the specifications cited in the new Order. Tea has been classfied for the purpose
of issue of non-preferential Certificate of Origin into three categories:

i.  Teawhally produced or obtainedin Indiawill only be dassfied as"Indiatea”
ii.  Where the Indian tea content in the export is not less than 90% by weight, it will be
classfied as"Indiatea (not less than 90% by weight of teg)".
iii. In caxe of tea not wholly produced or obtained in India and where the content of
Indian tea is less than 90% by weight, it will be dassfied as "Blended tea of
different origin and packed in Indid’".

The new Order dso prescribes a minimum vaue addition norm of 50% on export of dl imported
teaand dipulates atime period of 6 months from the date of import for the export of imported tea.



