A handbook on Special Economic Zones

Rajkumar S. Adukia
B.Com (Hons.), LL.B, ICWAI, FCA
radukia@vsnl.com/rajkumarfca@gmail.com
093230 61049/ 093221 39642
Preface

Realizing the need to enhance foreign investment and to boost exports from the country, the Government of India (GoI) first introduced the concept of Special economic zones (SEZ) in the Export -Import Policy 2000.
Special economic Zones are considered as growth engines that can boost manufacturing, augment exports and generate employment. Components of a Special Economic Zone include infrastructural facilities like roads, airports, ports, transport system, generation and distribution of power, telecom, hospitals, hotels, educational institutions, leisure and entertainment units, residential/industrial/commercial complexes, water supply sanitation and sewerage system and any other facility required for development of the Zone.
Special economic Zones enjoy a number of fiscal benefits including benefits under Income Tax, Customs, Excise, VAT, Service Tax, etc and hence are considered a very promising business destination.

In this book, I have made an attempt to provide an insight to the concept of special economic zones and the recent developments since the enactment of the Special Economic Zones Act, 2005 and Special Economic Zones Rules, 2006.

I hope the book will benefit the readers immensely. Any suggestions for further improvement to the book are welcome. 
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Introduction
Export processing zones are typically an enclave of units operating in a well-defined area within the geographical boundary of a country where certain economic activities are promoted by a set of policy measures that are not generally applicable to the rest of the country.

These zones are known by different names such as Free Trade Zones (FTZ), Industrial Free Zone, Export Processing Zones (EPZ), Bonded Free Zones, Maquiladoras (Mexico) and Special Economic Zones (China).

The concept of export processing zones is not a new one. An International Labor Organization (ILO) report, states that some of the earliest references of export processing zones date back to thirteen century in Spain. As per the report, The Free Zone Consortium of Cadiz was founded in 1929.In Spain a free zone was set up before the First World War, but it took off only after the Second World War.
In recent times, the first export processing zone (EPZ) was set up in 1959 at Shannon, in Ireland and in 1962 Puerto Rico established an EPZ in the island.

India is one of the first countries in Asia to recognize the effectiveness of the Export Processing Zone (EPZ) model in promoting exports. Asia’s first EPZ was set up in Kandla in 1965. The proposal for setting up the Kandla Free Trade Zone (KAFTZ) was mooted in 1961, for the following reasons:

a) To facilitate the development of the Kutch region,
b)  to ensure greater utilization of Kandla Port and
c)  To create employment opportunities in the Kandla- Gandhidham area.
These zones offer the following facilities:

· Financial incentives like tax holidays, duty free imports and exports; 

·  High quality infrastructure; 

· Abundant and relatively cheap labour; 

· Strategic location and market access.
However, the EPZ concept had some limitations like

· Fixed geographical area,

· Non-suitability for medium and large industrial units

· Non-suitability for units which intended to set up units near the source of raw material or specialized labour.

Special Economic Zones in India

The concept of EPZ was later complemented by schemes like Export oriented scheme which was introduced by the Ministry of Commerce in 1980 vide resolution dated 31st December 1980. The scheme is contained under Chapter 6 of Foreign Trade Policy as amended from time to time and Chapter 6 of Handbook of procedures, vol 1.amended from time to time and chapter 6 of Handbook of procedures, vol 1.

Over the years the Scheme underwent various changes and its scope also expanded substantially as compared to the initial Scheme, which was basically for manufacturing sector with certain minimum value addition in terms of export earnings.

In the late 1990s, when the then Commerce Minister of India, late Murasoli Maran, visited the special economic zones (SEZs) in China, he was inspired by what he saw. Accordingly, The Government of India (GoI) first introduced the concept of SEZ in the Export -Import Policy 2000 with a view to provide an internationally competitive and hassle free environment for exports. 
As the performance of EPZs fell far short of expectations due to various reasons, the SEZs were conceived as a much larger and more efficient form.  The policy provides for setting up of SEZ’s in the public, private, joint sector or by State Governments.

After the introduction of SEZ scheme in the EXIM Policy from 01.04.2000, all existing FTZ/EPZ have been converted to SEZ.
 What is Special?
The word "Special" mainly means special economic systems and policies. In other words, the central government gives the special economic zones special policies and flexible measures, allowing them to utilize a special economic management system. 

· Special tax incentives for foreign investments in the special economic zones. 

· Greater independence on international trade activities. 

· Economic characteristics are represented as "4 primacies": 
1) Constructions primarily rely on attracting and utilizing foreign capitals;
2) Primary economic forms are Sino-foreign joint ventures and partnerships as well as wholly foreign-owned enterprises;
 3) Products are primarily export-oriented; 
4) Economic activities are primarily driven by market. 

· Special economic Zones are listed separately in the national planning (including financial planning) and have province-level authority on economic administration. 

   The main objectives of SEZ scheme can be briefly stated as:

1.  Attract Foreign Direct Investment (FDI)

2.  Earn foreign exchange and contribute to exchange rate stability

3.  Boost the export sector, especially non traditional exports

4.  Create employment opportunities

5.  Introduce new technology

6.  Develop backward regions 

7.  Stimulate sectors such as electronics, information technology,
R & D, tourism, infrastructure and human resource development    that are  regarded as strategically important to the economy

8.  Create backward & forward linkages to increase the output and raise the standard of  local enterprise that supply goods and services to the zone
      The Salient features of Special economic zones include 

1. No License required for import 

2.   Manufacturing, trading or services activities allowed 

3.   Full freedom of subcontracting 

4. No routine examination of export import cargo by customs authorities

5. SEZ units to have positive net foreign exchange earner 

6. Financial incentives like tax holidays, duty free imports and exports

7. Single window clearance

8. high quality infrastructure

9. Strategic location and market access

 Special Economic Zones in India are governed by provisions of Special Economic Zones Act, 2005 and Special Economic Zones Rules 2006. 

Up to the end of October, 2006 the Board of Approval has given formal approval to 237 special economic zones and in principle approval to 166 special economic zones.  
Currently there are 948 units in operation in the 15 functional SEZs. The SEZ units provide employment to about 1.10 Lakhs persons (out of which 40% are Females)

Exports from SEZ

  Year 



Export (Rs Crores)

  2003-04



13,854

  2004-05



18,309

   2005-06                                       22309

Organization structure

The various modes in which an enterprise can be started are as follows:

1) Proprietorship

2) Partnership

3) (a)  Private limited companies

      3)   (b) Public limited companies

4) HUF

5) Trusts

6) Co-operative societies

Distinguishing characteristics of each of the above are given below:
1) Proprietorship-

a) It is a single person operation. There is no difference between the owner and the company.

b) It is the easiest to establish
c) Profit of the company is the owner’s income.

d) Liability is Unlimited i.e. Losses may have to be made good out of the personal assets of the proprietor
e) The greatest advantage of such an organization is that it requires minimal legal documentation.

2) Partnership

a) Two or more persons can start a partnership

b) The maximum number of partners which are permissible in a firm is 20 and in the case of banking firms it is 10

c) A Partnership deed in writing Paper must be made clearly specifying the name of the partnership firm, the names of the partners, the capital to be contributed by each partner, the profit or loss sharing ratio between partners, the business of the partnership, the duties, rights, powers and obligations of each partner and other relevant details.

d) It must be signed by all partners and witnessed by independent persons.

e)  The partnership deed must clearly specify the duties and authorities of all partners.

f)  Details of salary and other payments to partners must also be clearly specified in the partnership deed.

g) It is not compulsory for registration of partnership deeds; however, registration ensures certain legal rights to the firm and its partners.

h) The advantages of this form of set-up are that two or more people can come together and start a new business. The disadvantages of this set-up are more or less the same as that of a sole proprietorship concern.

i) The liability of partners in Indian partnerships is joint and several.

j) There is no minimum capital to be subscribed for a partnership. 

k) A partnership may be dissolved with the consent of all the partners or in accordance with the provisions in the partnership agreement.

3) Companies

a) Company as a legal person – can borrow, lend, enter into contracts, can sign, can sue and be sued

b) Has a life beyond the life of the promoters

c) Can hold assets of its own

d) Company seal acts as its signature

e) Comes into existence through a formal and legal “incorporation” process.

f) Promoters, share holders are called “members”

g) The liability of shareholders of a limited company is limited to the extent of unpaid share or to the tune of the unpaid amount guaranteed by the shareholder.

h) Memorandum and Articles of Association-The Memorandum of association is the charter of the company and specifies the name of the company, the business and activities it can carry, its address, the capital of the company and details of the persons who have formed the company.

i)  The Articles of association of the company specify the rules and regulations of the company, the rights, duties and liabilities of the members and directors

j) A memorandum of association and articles of association have to be filed with the Registrar of Companies in order to incorporate a company

In India, companies are broadly classified as Public Sector (Government owned) and Private Sector Companies. Private Sector companies may further be classified as Private Limited and Public Limited Companies.

3) ( a) Private Limited Companies

Private Limited Company means a company formed with the word ‘private’ in its name .A private limited company can be formed with a minimum of 2 members. 

The Articles of Association of such companies includes the following restrictions:-

i. Articles of association restricts the right to transfer its shares 

ii. Limitation to the number of shareholders to 50 (excluding employees and former employees) 

iii. Prohibition towards invitation to the public to subscribe to shares and debentures 

iv. shares of private limited companies may not be quoted in the stock exchange 

v. The minimum paid up capital for a private company would be Rs. 100,000.

Following are some of the privileges and exemptions of a private limited company: 

1) Minimum number of members required is 2 (7 in case of public companies)

2) The prohibition of allotment of the shares or debentures in certain cases unless statement in lieu of prospectus has been delivered to the Registrar of Companies does not apply to a private limited company/
3)
Restriction contained in Section 81 related to the rights issues of share capital does not apply. A special resolution to issue shares to non-members is not required in case of a private company.

4)
Restriction contained in Section 149 on commencement of business by a company does not apply. A private company does not need a separate certificate of commencement of business.

5)
Provisions of Section 165 relating to statutory meeting and submission of statutory report do not apply.

6)
one (if 7 or fewer members are present) or two members (if more than 7 members are present) present in person at a meeting of the company can demand a poll.

7)
In case of a private company which is not a subsidiary of a public limited company or in the case of a private company of which the entire paid up share capital is held by the one or more body corporate incorporated outside India, no person other than the member of the company concerned, shall be entitled to inspect or obtain the copies of profit and loss account of that company.

8)
Minimum number of directors is only two. (3 in case of a public company)

3) (b) Public Limited Companies

Public Limited Company means a company which is not a private limited company. It does not carry the word ‘private’ in its name and also do not have the restrictions as carried out in the private limited companies. Public limited companies are generally large companies with widespread shareholding with shares being quoted in the stock exchange. The minimum paid up capital for a public company would be Rs. 500,000.

Distinction between Company and Partnership

1.
A Partnership firm is sum total of persons who have come together to share the profits of the business carried on by them or any of them. It does not have a separate legal entity. A Company is association of persons who have come together for a specific purpose. The company has a separate legal entity as soon as it is incorporated under law.

2.
Liability of the partners is unlimited. However, the liability of shareholders of a limited company is limited to the extent of unpaid share or to the tune of the unpaid amount guaranteed by the shareholder.

3.
Property of the firm belongs to the partners and they are collectively entitled to it. In case of a company, the property belongs to the company and not to its members.

4.
A partner cannot transfer his shares in the partnership firm without the consent of all other partners. In case of a company, shares may be transferred without the permission of the other members, in absence of provision to contrary in articles of association of the company.

5.
In case of partnership, the number of members must not exceed 20 in case of banking business and 10 in other businesses. A Public company may have as many members as it desires subject to a minimum of 7 members. A Private company cannot have more than 50 members.

6.
There must be at least 2 members in order to form a partnership firm. The minimum number of members necessary for a public limited company is seven and two for a private limited company.

7.
In case of a partnership, 100 % consensus is required for any decision. In case of a company, decision of the majority prevails.

8.
On the death of any partner, the partnership is dissolved unless there is provision to the c
ontrary. On the death of the shareholder the company’ existence does not get terminated.

4)  Hindu Undivided family- HUF

This form of organization exists under Hindu law and is governed by the law of succession. The joint Hindu family form is a form of business organisation in which the Family possesses some inherited property. The inheritance of the property is among the male members. The share of ancestral property is inherited by a member from his father, Grandfather and great grandfather.

The important features of the joint Hindu family business are as follows:

(i)
Membership by birth: Membership of the joint Hindu family business is automatic by birth of a male child and is not created by an agreement between persons.

(ii)
Management: The management vests in the Karta, the eldest member of the family. However, the Karta may associate other members of the HUF to assist him.

(iii)
Liability: The Karta has unlimited liability, i.e., even her/his personal assets can be used for payment of business dues but every other coparcener has a limited liability up to his share in the HUF property.

(iv)
There is no restriction on the number of coparceners of the HUF business. However, the membership is restricted to three successive generations.  A male child at the time of birth becomes a coparcener. Thus, an HUF does not restrict membership to minors.

(vi)
 Unaffected by death: The HUF business continues even after the death of a coparcener including the Karta. The next senior most surviving male member of the HUF becomes the Karta. However, it may come to an end if all the members notify that they are not members of the joint Hindu family.

5) Trusts

A Trust is created when a donor attaches a legal obligation to the ownership of certain property based on his confidence placed in and accepted by the donee or trustee, for the benefit of another.

The person who intends to create the trust with regard to certain property for a specified beneficiary and who places his confidence in another for this arrangement is called the Author of the Trust; the person who accepts the confidence is called the Trustee; the person whose benefit the confidence is accepted is called the Beneficiary; the subject matter of the trust is called Trust Property.

The Trustees control the trust’s assets and decide how the income (and capital) of the trust is to be distributed, and ensure that it is in line with the charitable purposes of the trust.

The author of the trust must indicate with reasonable certainty the following:

·        Intention to create trust

·        Purpose of the trust

·        Beneficiaries of the trust, and

·        The trust property

A trust can be created-

a. By any person competent to contract

b. With the permission of a principal civil court of original jurisdiction by or on behalf of a minor 

c. Any person or corporation capable of transferring property or interest in property can create a Trust

d. A company can create a Trust provided it is intra vires the objects of the company and within the powers mentioned in its Memorandum of Association.

Trust can be a public trust, set up for the benefit of the general public or a private family trust that is restricted to specified individuals

Trusts are governed by The Indian Trusts Act, 1982 

6) Co-operative Societies

A cooperative form of business organisation is different from other forms of organisation. It is a voluntary association of persons for mutual benefit and its aims are accomplished through self help and collective effort. 

The main principle underlying a cooperative organisation is mutual help, i.e., each for one and all for each. A minimum of 10 people are required to form cooperative society. It must be registered with the Registrar of Cooperative Societies under the Cooperative Societies Act.

 The capital of a cooperative society is raised from its members by way of share capital. It can also obtain additional resources by way of loans from the State and Central Cooperative Banks.

Although a cooperative society has much in common with partnership there are differences between the two types of organization. In a partnership mutual benefit is restricted to partners only, but in a cooperative society it extends to its member as also the public. For example, in a consumer cooperative store or a cooperative credit society, the benefits are available to the members as well as the general public. Besides, partnership requires the existence of some business activity whereas a cooperative may be formed whenever individuals have common needs which are difficult to fulfill single handed. Also, registration is optional in the case of partnership but it is compulsory for a cooperative society.

The main advantages of a co-operative society are

· Easy formation

· Open membership

· Democratic management

· Limited liability (to the extent of capital contributed by the members)

· Stability (as it enjoys separate legal existence)

· Economic operations

· Government patronage

Cooperative society are governed by the Co-operative Societies Act, 1912 and Multi-State Co-Operative Societies Act, 1984

Choice of the business structure:

The choice of the business structure depends on a number of factors including nature of business, finance involved, degree of control and risks desired and government regulations. However, a private limited company with its inherent advantages can be considered as the most suitable form of organization

Overview of the Special Economic Zones Act, 2005

The Special Economic Zones Act, 2005 consists of 8 chapters, 58 sections and 3 schedules

The provisions of this Act shall have effect notwithstanding anything inconsistent therewith contained in any other law for the time being in force or in any instrument having effect by virtue of any law other than this Act. (Section 51)

The following table provides an insight to the Special Economic Zones Act 2005

	Chapter
	Sections
	Title

	I
	1-2
	Preliminary

	II
	3-7
	Establishment of SEZ

	III
	8-10
	Constitution of Board of Approval

	IV
	11-12
	Development Commissioner

	V
	13-25
	Single Window Clearance

	VI
	26-30
	Special Fiscal provisions for SEZ

	VII
	31-41
	Special Economic Zone Authority

	VIII
	42-58
	Miscellaneous

	The First Schedule
	Enactments

	The Second Schedule
	Modifications of the Income Tax Act-1961

	The third schedule 
	Part  I
	Amendments to certain Enactments

	 
	Part  II
	Amendments to the Banking Regulation Act,1949

	 
	Part III
	Amendments to the Indian Stamp Act,1899


 The Special Economic Zones Act 2005 provides for the following:

1) Procedure for making proposal to establish SEZ( Sec 3)

2) Establishment of SEZ with the approval from Board of Approvals

      (Sec 4)

3) Notifying an area as SEZ by Central Government ( Sec 5)

4) Approval by Board of Approval for establishment of SEZ ( Sec 8 to 10)

5) Development Commissioner as administrative Authority for the SEZ ( Sec 11 and 12)

6) Approval Committee to approve setting up of an unit in SEZ( Sec 13 and 14)

7) Single window clearance by Approval Committee for setting up unit in SEZ, setting up an OBU and setting up an IFSC.( Sec 15 to 20)

8) Enforcement officer or agency for notified offences( Sec 21 and 22)

9) Special civil courts and criminal courts to try notified offences and appeal to High Court ( Sec 23 and 24)

10) Special Fiscal provisions for special economic zones(Sec 26 to 30)

11) Establishment of SEZ Authority( Sec 31 to 41)

12) Reference of dispute to arbitration( Sec 42 and 43)

13) Exemptions and relaxations from provisions of some Central Acts ( Sec 49 and 54)

14) Power of the Central Government to make rules and to remove difficulties( Sec 55 and 56)

Given below are a few important Definitions in the Act

“Developer” means a person who, or a State Government which, has been granted by the Central Government a letter of approval and includes an Authority and a Co-Developer (Section 2(g))
“Domestic Tariff Area” means the whole of India (including the territorial waters and continental shelf) but does not include the areas of the Special Economic Zones (Section 2(i))
“Export” means – 

(i) taking goods, or providing services, out of India, from a Special Economic Zone, by land, sea or air or by any other mode, whether physical or otherwise; or 

(ii) Supplying goods, or providing services, from the Domestic Tariff Area to a Unit or Developer; or 

(iii) Supplying goods, or providing services, from one Unit to another Unit or Developer, in the same or different Special Economic Zone;( Section 2(m))
“Free Trade and Warehousing Zone” means a Special Economic Zone wherein mainly trading and warehousing and other activities related thereto are carried on; (Section 2(n))
“Import” means
(i) bringing goods or receiving services, in a Special Economic Zone, by a Unit or Developer from a place outside India by land, sea or air or by any other mode, whether physical or otherwise; or 

(ii) Receiving goods, or services by, Unit or Developer from another Unit or Developer of the same Special Economic Zone or a different Special Economic Zone( Section 2(o))
“Infrastructure facilities “means industrial, commercial or social infrastructure or other facilities necessary for the development of a Special Economic Zone or such other facilities which may be prescribed (Section 2(p))
 “International Financial Services Centre” means an International Financial Services Centre which has been approved by the Central Government under sub-section (1) of section 18; (Section 2(q) )
“Manufacture” means to make, produce, fabricate, assemble, process or bring into existence, by hand or by machine, a new product having a distinctive name, character or use and shall include processes such as refrigeration, cutting, polishing, blending, repair, remaking, re-engineering and includes agriculture, aquaculture, animal husbandry, floriculture, horticulture, pisciculture, poultry, sericulture, viticulture and mining; (Section 2(r))
“Person” includes an individual, whether resident in India or outside India, a Hindu undivided family, co-operative society, a company, whether incorporated in India or outside India, a firm, proprietary concern, or an association of persons or body of individuals, whether incorporated or not ,local authority and any agency, office or branch owned or controlled by such individual, Hindu undivided family, co-operative, association, body, authority or company( Section 2(v))
“Services” means such tradable services which,- 
(i) Are covered under the General Agreement on Trade in Services annexed as IB to the Agreement establishing the World Trade Organization concluded at Marrakes on the 15th day of April, 1994; 

(ii) May be prescribed by the Central Government for the purposes of this Act; and

(iii) Earn foreign exchange (Section 2(z))
“Unit” means a Unit set up by an entrepreneur in a Special Economic Zone and includes an existing Unit, an Offshore Banking Unit and a Unit in an International Financial Services Centre, whether established before or established after commencement of this Act (Section 2 (zc))
Overview of the Special Economic Zones Rules, 2006

The policy relating to special economic zones is contained in Special Economic Rules, 2006 notified in the Gazette of India, Extraordinary No. GSR 54 (E), dated 10.2.2006. The Rules contain 8 chapters, 77 rules, 11 forms - A to K and 2 Annexures 

The following table provides an insight to the Special Economic Zones Rules, 2006

	Chapter
	Rules
	Title

	I
	1-2
	Preliminary

	II
	3-16
	Procedure for establishment of SEZ

	III
	17-21
	Procedure for establishment of an unit

	IV
	22-46
	Terms and conditions subject to which entrepreneur and developers shall be entitled to exemptions, drawbacks and concessions

	V
	47-52
	Conditions subject to which goods may be removed from a SEZ to DTA

	VI
	53-54
	Foreign Exchange earning-Requirements and Monitoring

	VII
	55-69
	Appeal

	VIII
	70-77
	Miscellaneous


The Special Economic Zones Rules, 2006 provides for the following: 

1. Simplification of procedures for development, operation, and maintenance of the   Special Economic Zones and for setting up and conducting business in SEZs;

2. Single window clearance for setting up of an SEZ; 

3. Single window clearance for setting up a unit in a Special Economic Zone;

4. Single Window clearance on matters relating to Central as well as State Governments;

5. Simplified compliance procedures and documentation with an emphasis on self-certification; and

6. A wide range of services can be rendered from SEZs.

Other significant features of the Rules are:

1. Documentation for various activities of the units has been reduced to the barest minimum with an emphasis on self-certification.

2. No requirement for providing bank guarantees, thereby reducing transaction costs;

3.  Contract manufacturing for foreign principals allowed;

4. Option to obtain sub-contracting permission at the initial approval stage;

5. Import-Export of all items, through personal baggage has been allowed

Important definitions in the Rules include:
   “Special Economic Zone for multi-product “means a Special Economic Zone where Units may be set up for manufacture of two or more goods in a sector or goods falling in two or more sectors or for trading and warehousing or rendering of two or more services in a sector or rendering of services falling in two or more sectors (Rule 2(za))

“Special Economic Zone for specific sector” means a Special Economic Zone meant exclusively for one or more products in a sector or one or more services in a sector (Rule 2(zb))

“ Special Economic Zone in a port or airport “ means a Special Economic Zone in an existing port or airport for manufacture of goods in two or more goods in sector or goods falling in two or more sectors or for trading and warehousing or rendering of services (Rule 2(zc))

Recent developments on Special economic zones
A) Special Economic Zones (Amendment) Rules, 2006
B) Removal of caps on SEZ
C) List of authorised activities in non-processing area of  SEZ’s  to be notified
D) Criteria for approval of SEZ developers
E)   No SEZ on prime agriculture Land
An amendment has been made in the Special Economic Zones Rules by way of -The Special economic Zones (Amendment) Rules, 2006 which came into force on 10.08.2006.

The relevant notification is reproduced hereunder:

A) Special Economic Zones (Amendment) Rules, 2006

Special Economic Zones (Amendment) Rules, 2006 - Amendments in rules 5, 11, 18 and 76; insertion of rule 5A
Notification NO G.S.R. 470(E), dated 10-8-2006

In exercise of the powers conferred by section 55    of the Special Economic Zones Act, 2005 (28 of     2005), the Central Government hereby makes the following rules to amend the Special Economic Zones Rules, 2006, namely:—

1. (1) These rules may be called the Special Economic Zones (Amendment) Rules, 2006.

(2) They shall come into force on the date of their publication in the Official Gazette.

2. In the Special Economic Zones Rules, 2006 (hereinafter referred to as the principal rules), in sub-rule (2) of rule 5,—

  (1)  in clause (a), for the third proviso, the following proviso shall be substituted, namely :—

Provided also that at least thirty-five per cent of the area shall be earmarked for developing the processing area, which may be relaxed up to twenty-five per cent by the Central Government on recommendations of the Board for the reasons to be recorded in writing;”;

  (2)  In clause (b) in the second proviso, for the words “the area shall be ten hectares or more”, the following shall be substituted, namely:—

         “The area shall be ten hectares or more with a minimum built-up area as under:

           (i)  forty thousand square meters in case of a Special Economic Zone proposed to be set up exclusively for bio-technology and non-conventional energy sectors including solar energy equipments/cells but excluding a Special Economic Zone set up for non-conventional energy production and manufacturing;

          (ii) fifty thousand square meters in case of a Special Economic Zone proposed to be set up exclusively for the gems and jewellery sector.”

  (3)  In clause (c),—

           (i)  For the first proviso, the following proviso shall be substituted, namely:—

“Provided that in a stand alone Free Trade and Warehousing Zone at least fifty per cent of the area shall be earmarked for developing processing area :

“Provided further that a Free Trade and Warehousing Zone may also be set up as part of a Special Economic Zone for multi-product;”;

          (ii)  in the second proviso, for the words “provided further”, the words “provided also” shall be substituted.

3. After rule 5 of the principal rules, the following rule shall be inserted, namely:—

“5A. Infrastructure requirements relating to information technology.—In case of a Special Economic Zone relating to information technology, the following facilities shall be ensured, namely :—

          (a)  twenty-four hours uninterrupted power supply at stable frequency in the zone;

          (b)  Reliable connectivity for uninterrupted and secure data transmission;

           (c)  Provision for central air-conditioning system; and

          (d) a ready to use, furnished plug and pay facility for end users.”.

4. For sub-rule (10) of rule 11 of the principal rules, the following sub-rule shall be substituted, namely:—

“(10) No vacant land in the non-processing area shall be leased for business and social purposes such as educational institutions, hospitals, hotels, recreation and entertainment facilities, residential and business complexes, to any person except a co-developer approved by the Board 
Provided that the developer or co-developer may lease the completed infrastructure along with the vacant land appurtenant thereto for such purposes:

Provided further that infrastructure for business or social purposes in the Special Economic Zone, as may be approved by the Board, shall be eligible for exemptions, concessions and drawback.”.

5. In sub-rule (4) of rule 18 of the principal rules, after clause (f), the following clause shall be inserted, namely:—

“(g) the use of any plant or machinery previously used for any purpose in Domestic Tariff Area.”

6. In rule 76 of the principal rules,—

           (i)  For the words “sub-clause”, the word “clause” shall be substituted;

          (ii)  The following Explanation shall be inserted at the end, namely:—

“Explanation.—the expression “Trading”, for the purposes of the Second Schedule of the Act, shall mean import for the purposes of re-export.”

The effect of this notification which is mainly on area requirements and processing area can be summarized as below.

Area requirements for different SEZ can be summarized as under

	S.No
	SEZ Type 
	Minimum Area 


	Minimum Area   for Specific State(s)


	Minimum Processing Area

	
	
	OLD
	NEW
	
	OLD
	NEW

	1
	Multi Product
	1000 hectares
	1000 hectares
	200

hectares
	25%
	35%

	2
	Multi Service 
	100   hectares
	100   hectares
	100

hectares 
	25%
	25%

	3
	Specific Sector 
	100  hectares 
	100  hectares
	50  

hectares 
	50%
	50%

	4
	Electronic Hardware and Software 
	10 hectares

 (with 1 Lac square meter built up area)
	10 hectares

 (with 1 Lac square meter built up area)
	10

hectares

(with 1 Lac square meter built up area
	50%
	50%

	5
	Bio Technology/Non conventional energy 
	10 hectares
	10 hectares

 ( With  a minimum built-up area of forty thousand square meters)
	10

hectares

( With  a minimum built-up area of forty thousand square meters)
	50%
	50%

	
	Gems and Jewellery Sector
	10 hectares
	10 hectares

( With  a minimum built-up area of fifty thousand square meters)
	10

hectares

( With  a minimum built-up area of fifty thousand square meters)
	50%
	50%

	6
	Free Trade and warehousing Zone 
	40 hectares

 (with 1 Lac square meter built up area)
	40 hectares

(with 1 Lac square meter built up area)
	40

hectares

(with 1 Lac square meter built up area
	-
	-

	
	Stand alone 
	40 hectares

 (with 1 Lac square meter built up area)
	40 hectares

 (with 1 Lac square meter built up area)
	40

hectares

(with 1 Lac square meter built up area)
	-
	50 %

	
	Specific sector
	No minimum area requirement but subject to max area not exceeding 20% of the processing area
	No minimum area requirement but subject to max area not exceeding 20% of the processing area
	No minimum area requirement but subject to max area not exceeding 20% of the processing area
	-
	-


Besides the above, the other changes made are as follows:

a)  Infrastructure requirements relating to information technology

A new rule – 5 A has been inserted detailing infrastructure facilities that a Developer of Information Technology specific SEZ should provide. They include: 

1) Twenty four hour uninterrupted power supply at stable frequency;

2)  Reliable connectivity for uninterrupted and secure data transmission;

3) Central air-conditioning system;

4)  Ready to use, furnished plug and pay facility for end users.

b)  A Developer was earlier permitted to allot land in the non-processing area for business and social purposes.

The SEZ Amendment Rules have amended the above condition to the effect that no vacant land in the non processing area shall be leased for business and social purposes to any person except a Co-developer approved by the Board. Further, it has been provided that a Developer or Co-developer may lease completed infrastructure along with vacant land appurtenant thereto. 

c) Previously used Plant & Machinery

It has been provided that any proposal for setting up SEZ Unit by using plant and machinery previously used for any purpose in the Domestic Tariff Area (“DTA”) shall not be considered.

d)  Trading activity in the SEZ
The SEZ Rules have been amended to provide to the effect that for claiming Income-tax benefits, the term trading shall mean import for the purpose of re-export. This means profits from trading (exports) of locally procured goods shall not be eligible for Income-tax benefits.

B) Removal of caps on SEZ

The empowered Group of Ministers on Special Economic Zones, headed by the Defence Minister, Mr Pranab Mukherjee, decided on 23.08.2006   to remove the existing cap of 150 for the number of SEZs that can be established within the country. 

C) List of authorised activities in non-processing area of SEZ’s to be notified and 
                                        D) Criteria for approval of SEZ developers
The Board of Approvals in its meeting held on 21st September, 2006 discussed and decided the procedure to be adopted by the Board of Approval while approving infrastructure in the non-processing area of the Special Economic Zones.   In this regard, it was decided that the Central Government will notify a list of authorised operations (Annex. I). This list would be used by the Board of Approval for authorizing operations which only would qualify for exemptions, concessions and drawback.  

            The Board of Approvals also agreed on certain criteria (Annex. II) to  be followed by the Board for approval of  SEZ Developers  

Annexure-I 

List of authorised operations eligible for approval by the Board of Approval  
(A)        IT/ITES, Bio-technology & Gems & Jewellery SEZ: 

i. Roads with Street lighting, Signals & Signage
ii. Water treatment plant, water supply lines (dedicated lines upto source), sewage lines, storm water drains and water channels of appropriate capacity 
iii. Sewage and garbage disposal plant, pipelines and other necessary infrastructure for sewage and garbage disposal, Sewage treatment plants
iv. Electrical, Gas & PNG Distribution Network including necessary sub-stations of   appropriate capacity, pipeline network etc 
v.  Security offices, police posts, etc, at entry, exit and other points within and along the periphery of the site. 
vi.  Effluent treatment plant and pipelines and other infrastructure for Effluent treatment
vii.  Office space
viii.  Parking including Multi-level car parking (automated / manual)
ix.  Telecom and other communication facilities including internet connectivity
x.  Rain water harvesting plant
xi. Power (including power back up facilities) 
xii.  Air conditioning
xiii.  Swimming pool
xiv. Fire protection system with sprinklers, fire and smoke detectors
xv.  Recreational facilities including club house, Indoor/Outdoor    games, gymnasium 
xvi.  Employee welfare facilities like ATMs, Crèche, Medical center and other such facilities 
xvii. Shopping arcade/Retail space 
xviii.  Business/Convention Centre
xix. Common Data centre with inter-connectivity
xx. Housing/Service apartments 
xxi.  Play ground
xxii.  Bus bay
xxiii.  Food Services including Cafeteria, food court(s), Restaurants,   coffee shops, canteens and catering facilities
xxiv.  Landscaping and water bodies 
xxv. Clinic & Medical Centers
xxvi. Wi Fi/Wi Max Services
xxvii. Drip and Micro irrigation systems
xxviii.  Any other operation ancillary or incidental to operations specified above from  (i) to      (xxviii) which the Board of Approval may authorise from time to time.
 
(B)        Sector Specific SEZs  

i)          Roads with Street lighting, Signals and Signage. 

ii)        Water treatment plant, water supply lines, sewage lines, storm water drains and water channels of appropriate capacity 

iii)       Sewage and garbage disposal plant, pipelines and other necessary infrastructure for sewage and garbage disposal and Sewage treatment plants

iv)       Electrical, Gas & PNG Distribution Network including necessary sub-stations of appropriate capacity, pipeline network etc 

v)         Security offices and police posts at entry, exit and other points within and along the periphery of the site. 

vi)        Effluent treatment plant and pipelines and other infrastructure for Effluent treatment

vii)       Office space/Shopping arcade/Retail space/ Multiplex 

viii)       Housing 

ix)        Hotel/Service apartments  

x)         Clinic / Medical Centers/ Hospital

xi)        School/Technical Institution/Educational Institution  

xii)        Parking including Multi-level car parking (automated / manual)

xiii)       Telecom and other communication facilities including internet connectivity

xiv)       Business/Convention Centre

xv)        Common Data centre with inter-connectivity

xvi)       Rain water harvesting plant

xvii)      Power (including power back up facilities

xviii)     Rail head

xix)       Access control and Monitoring system

xx)        Swimming pool

xxi)       Fire Station, Fire protection system with sprinklers, fire and smoke detectors

xxii)      Recreational facilities including club house, Indoor/Outdoor games and  gymnasium

xxiii)      Employee welfare facilities like ATMs, Crèche, Medical center and other such facilities 

xxiv)      Play grounds

xxv)       Bus bays

xxvi)     Food Services including Cafeteria, food court(s), Restaurants, coffee shops, canteens and catering facilities

xxvii)      Landscaping and water bodies 

xxviii)      Wi Fi/Wi Max Services

xxix)      Drip and Micro irrigation systems

xxx)       Any other operation ancillary or incidental to operations specified above from  (i) to (xxix) which the Board of Approval may authorise from time to time.

 

(C)        Multi Product SEZs
 

i. Roads with Street lighting, Signals and Signage
ii.  Water treatment plant, water supply lines, sewage lines, storm water drains and water channels of appropriate capacity 
iii. Sewage and garbage disposal plant, pipelines and other necessary infrastructure for sewage and garbage disposal and Sewage treatment plants
iv. Electrical, Gas & PNG Distribution Network including necessary sub-stations of appropriate capacity, pipeline network etc 
v. Security offices and police posts at entry, exit and other points within and along the periphery of the site. 
vi.  Effluent treatment plant and pipelines and other infrastructure for Effluent treatment
vii. Office space/Shopping arcade/Retail space/multiplexes 
viii. Housing
ix. Hotel 
x. Clinic /Medical Centers / Hospital
xi. School/Technical Institution/Educational Institution  
xii. Parking including Multi-level car parking (automated / manual)
xiii. Access control and Monitoring system
xiv. Telecom and other communication facilities including internet connectivity
xv. Rain water harvesting plant
xvi. Power (including power back up facilities) 
xvii. Swimming pool
xviii. Fire Station, Fire protection system with sprinklers, fire and smoke detectors
xix. Rail head within the SEZ
xx. Port
xxi. Airport/Air Cargo Complex
xxii. ICD
xxiii.  Banks
xxiv.  Recreational facilities including club house, Indoor/outdoor games and gymnasium.
xxv. Employee welfare facilities like ATMs, Crèche, Medical center and other such facilities 
xxvi. Play grounds 
xxvii. Golf course
xxviii. Bus bays
xxix. Food Services including Cafeteria, food court(s), Restaurants, coffee shops, canteens and catering facilities
xxx. Landscaping and water bodies 
xxxi. Wi Fi/Wi Max Services
xxxii. Drip and Micro irrigation systems 
xxxiii. Any other operation ancillary or incidental to operations specified above from  (i) to (xxxii) which the Board of Approval may authorise from time to time. 
Annex. II
Criteria to be followed by the Board for approval of SEZ Developers 

1.         Minimum Investment or Net worth of the Promoter Company & all Group companies & Flagship companies as follows 

a)            Sector specific SEZs:    

Minimum investment of Rs.250 crores or net worth of Rs.50 crores  

b)           Multi product SEZs:  
Minimum investment of Rs.1000 crores or net worth of Rs.250 crores             

Proposals not meeting the above minimum investment or net worth criteria with enough justification for the same, to be considered on merits by the Board of Approvals.  
No SEZ on prime agriculture Land
Land being a state subject, the Centre has directed the states that mainly waste and barren land and if necessary single crop agricultural land alone should be acquired for the SEZ. 

It has been further clarified that if perforce a portion of double-cropped agricultural land has to be acquired to meet the minimum area requirements, the same should not exceed 10% of the total land required for the SEZs.
Flowchart for Establishment of SEZ
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With in 45 days 


 with in Six months








With in 30 days






Guidelines for notifying SEZ

The Central Government, while notifying any area as a Special Economic Zone or an additional area to be included in the Special Economic Zone and discharging its functions under this Act, shall be guided by the following, namely:-

a) Generation of additional economic activity

b) Promotion of exports of goods and services;

c) Promotion of investment from domestic and foreign sources;

d) Creation of employment opportunities;

e) Development of infrastructure facilities; and

f)
Maintenance of sovereignty and integrity of India, the security of the State and friendly relations with foreign States.

Flowchart for setting up a unit
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Checklist for the proposals to be taken by Board of Approval

“A checklist in the following format may be submitted by the applicant in respect of all the proposals of SEZs, besides the existing requirement of submission of Form A and project reports.

1. Name of the Developer. 

2. Proposed area of the location of the SEZ. 

3. Status of recommendation of the proposal by the State Government (if available). 

4. Whether proposal is for formal or in-principle approval? (In case land is in possession of the promoter, it is considered for formal approval) 

5. Is it a multi-product SEZ? 

6. If it is a sector specific SEZ, the sector is. 

7. Whether it meets the area requirements. 

8. Area of the SEZ (in hectares) 

9. Whether Form- A has been filed? 

10. Whether undertaking and affidavit has been submitted? 

11. Whether project report has been submitted? 

12. Whether land is owned/ leased and is in possession of the Developer? 

13. Does the proposal meet the area requirements of the Rules? 

14. Whether the land has existing structures or is vacant? 

15. Whether the land is contiguous? 

16. Projected investment in the project. 

17. Projected exports from the project. 

18. Projected employment from the project. 

19. Share capital and Reserves of the Developer Company. 

20. Source of funds for the project. 

21. Audited Accounts of the Developer for last 3 Years (for all the constituents in case the Developer is a SPV). If the company is a new company, audited accounts of Flagship Company may be provided. 

22. Extent of FDI 

23. Source of FDI 

24. Whether provisions contained in the Press Note No. 5 (2005 Series), issued by the Ministry of Commerce and Industry have been followed in respect of Telecom/IT SEZ development? 

Proposals not to be considered- Rule 18(4)

 (a)
Recycling of plastic scrap or waste:

(b) Enhancement of the approved import quantum of plastic waste and scrap beyond the average annual import quantum of the unit since its commencement of operation to the existing Units;

(c ) Reprocessing of garments or used clothing or secondary textiles materials and other recyclable textile materials into clipping or rags or industrial wipers or shoddy wool or yarn or blankets or shawls:

(d) Import of other used goods for recycling

Reconditioning, repair and reengineering may be permitted subject to the condition that exports shall have one to one correlation with imports and all the reconditioned or repaired or re-engineered products and scrap or remnants or waste shall be exported and none of these goods shall be allowed to be sold in the Domestic Tariff Area or destroyed;

(e)
Export of Special Chemicals, Organisms, Materials, Equipment and Technologies unless it fulfils the conditions indicated in the Import Trade Control (Harmonized System) Classifications of export and import items; 

(f) If there is any instance of violation of law or public policy by the promoters, having a bearing on the merits of the proposal.

(g)  the use of any plant or machinery previously used for any purpose in Domestic Tariff Area.(Inserted by Special Economic Zones (Amendment) Rules,2006

Points to be noted after Notification of SEZ

1) Grant of Approval for authorized operations:

All exemptions, drawbacks and concessions shall be available as per procedure laid down in Rule 12 after the SEZ has been notified in the Gazette (Rule 9 of The Special Economic Zones Rules, 2006). The normal time period for a SEZ to be notified is one month from date of approval

2) Permission for procurement of items: (Rule 10 of The Special Economic Zones Rules,2006 )

a)  These benefits will also be available to the contractors appointed by the developer/co-developer and all the documents in such cases shall bear the name of the developer or co-developer along with the contractor and these shall be filed jointly in the name of the developer or co-developer and the contractor. 

b) The developer or co-developer shall be responsible and liable for proper utilization of goods in all cases. 

3) Processing and Non-processing area:

a) The  Development Commissioner of the SEZ shall be the authority for demarcating the areas within the SEZ(Rule 11(1) of The Special Economic Zones Rules,2006)

b) Only authorised persons shall be allowed to enter the processing area of the SEZ(Rule 11(4) of The Special Economic Zones Rules,2006)

c) The land or built up space in the processing area or FTWZ shall be given on lease only to the entrepreneurs holding a valid Letter of Approval issued under Rule 19 and the lease period shall be co-terminus with the validity of the Letter of Approval(Rule 11(5) of The Special Economic Zones Rules,2006)

d) The Developer may with the prior approval of the Approval committee grant on lease land or built up space for creating facilities such as canteen, public telephone booths, first aid centres, crèche and such other facilities as may be requires for the exclusive use of the unit(proviso to Rule 11(5) of The Special Economic Zones Rules,2006)

e) The developer may allot land in the processing area on lease basis to a person desiring to create infrastructure facilities for use by prospective units.( Rule 11(8) of The Special Economic Zones Rules,2006)

f) The developer shall not sell the land in a SEZ( Rule 11(9) of The Special Economic Zones Rules,2006)

g) No vacant land in the non-processing area shall be leased for business and social purposes such as educational institutions, hospitals, hotels, recreation and entertainment facilities, residential and business complexes, to any person except a co-developer approved by the Board. However, the developer or co-developer may lease the completed infrastructure along with the vacant land appurtenant thereto for such purposes ( amended Rule 11(10) of The Special Economic Zones Rules,2006)

h)  Infrastructure for business or social purposes in the Special Economic Zone, as may be approved by the Board, shall be eligible for exemptions, concessions and drawback. (amended Rule 11(10) of The Special Economic Zones Rules,2006)

4)  Cancellation of letter of approval to entrepreneur: Sec 16 of The Special Economic Zones Act, 2005
(i) The approval Committee may at any time if it has any reason to believe that the entrepreneur has persistently contravened any of the terms and conditions or its obligations subject to which the letter of approval was granted to the entrepreneur, cancel the letter of approval

(ii) No such letter of approval shall be cancelled unless the entrepreneur has been afforded a reasonable opportunity of being heard.

5) Monitoring- Rule 15 of The Special Economic Zones Rules,2006
The utilization of the goods imported or procured from the Domestic Tariff Area by the Developer shall be monitored by the Approval Committee.

6) Letter of Approval to a unit- Rule 19 of The Special Economic Zones Rules,2006
a) The Letter of Approval shall be valid for one year within which period the Unit shall commence production or service or trading or Free Trade and Warehousing activity and the Unit shall intimate date of commencement of production or activity to Development Commissioner
b) further extension may be granted by the Development Commissioner for valid reasons to be recorded in writing for a further period not exceeding two years on a request by the entrepreneur
c) The Development Commissioner may grant further extension of one year subject to the condition that two-thirds of activities including construction, relating to the setting up of the Unit is complete and a chartered engineer’s certificate to this effect is submitted by the entrepreneur.
d) If the Unit has not commenced production or service activity within the validity period or the extended validity period the Letter of Approval shall be deemed to have been lapsed with effect from the date on which its validity expired.
e)  The Letter of Approval shall be valid for five years from the date of commencement of production or service activity and it shall be construed as a licence for all purposes related to authorized operations, and, after the completion of five years from the date of commencement of production, the Development Commissioner may, at the request of the Unit, extend validity of the Letter of Approval for a further period of five years, at a time.
f)  If an enterprise is operating both as a Domestic Tariff Area unit as well as a Special Economic Zone Unit, it shall have two distinct identities with separate books of accounts, but it shall not be necessary for the Special Economic Zone unit to be a separate legal entity:
7) Bond cum Legal undertaking- Rule 22 (1) of The Special Economic Zones Rules, 2006
(iii) The Unit shall execute a Bond-cum-Legal Undertaking in Form H, with regard to its obligations regarding proper utilization and accountal of goods, including capital goods, spares, raw materials, components and consumables including fuels, imported or procured duty free and regarding achievement of positive net foreign exchange earning;

(iv) Bond-cum-Legal Undertaking executed by the Unit or the

Developer including Co-Developer shall cover one or more of the following activities, namely: -

(a) The movement of goods between port of import or export and the Special Economic Zone;

(b) The authorized operations, as applicable to Unit or   Developer;

(c) temporary removal of goods or goods manufactured in Unit for the purposes of repairs or testing or calibration or display or processing or sub-contracting of production process or production or other temporary removals into Domestic Tariff Area without payment of duty;

(d) Re-import of exported goods.

(iii) The Bond-cum-Legal Undertaking, where the entrepreneur or

Developer is a company shall be executed by the Managing Director of the company or the Director(s) or any person who has or have been duly authorized for this purpose by a resolution of the Board of Directors of the company and shall be affixed with the common seal of the company

(iv)  The value of the Bond-cum-Legal undertaking shall be equal to

the amount of effective duties leviable on import o procurement from the Domestic Tariff Area of the projected requirement of capital goods, raw materials, spares, consumables, intermediates, components, parts, packing materials for three months as applicable but which will not be levied on account of admission of such goods into the Unit or the amount of effective duties leviable on import or procurement from Domestic Tariff Area of the projected requirements of goods for the authorized operation by the developer but will not be levied on account of admission of such goods into the Special Economic Zone;

(v) If the value of Bond-cum-Legal undertaking executed falls short on account of requirement of additional goods, the Unit or the Developer shall submit additional Bond-cum-Legal Undertaking;

(vi) If no communication is received within seven working days from the date of its submission, the duly completed Bond-cum-legal undertaking executed by the Unit or Developer, in accordance with the rules above, as the case may be, shall be deemed to have been accepted, 

  8) Maintenance of accounts and submission of performance report- Rule 22(2) of The Special Economic Zones Rules, 2006
(i) Every Unit and Developer shall maintain proper accounts, financial year wise, 

(ii) Such accounts which should clearly indicate in value terms the goods imported or procured from Domestic Tariff Area, consumption or utilization of goods, production of goods, including by-products, waste or scrap or remnants, disposal of goods manufactured or produced, by way of exports, sales or supplies in the domestic tariff area or transfer to Special Economic Zone or Export Oriented Unit or Electronic Hardware Technology Park or Software Technology Park Units or Biotechnology Park Unit, as the case may be, and balance in stock

(iii) Unit and Developer shall maintain such records for a period of

Seven years from the end of relevant financial year

(iv)      The Unit shall submit Annual Performance Reports in Form I, to the Development Commissioner and the Development Commissioner shall place the same before the Approval Committee for consideration.

   9 ) Utilization of goods – Rule 34 of The Special Economic Zones Rules, 2006
(i) The goods admitted into a Special Economic Zone shall be   used by the Unit or the Developer only for carrying out the authorized operations
(ii)   if the goods admitted are utilized for purposes other than for the authorized operations or if the Unit or Developer fails to account for the goods as provided under these rules, duty shall be chargeable on such goods as if these goods have been cleared for home consumption

 10 )  Movement of goods to and from non-processing area- Rule 40 of The Special Economic Zones Rules, 2006
The movement of goods to and from non-processing area to a processing area and from one processing area of Special Economic Zone to a different processing area of the same Special Economic Zone shall be under serially numbered challans preauthenticated by the owner or Managing Director or working partner or the company secretary or by any person duly authorized in this behalf by the company or firm, as the case may be, and the challans shall contain complete description of goods.

11)  Monitoring of performance- Rule 54 of The Special Economic Zones Rules, 2006
(1) Performance of the Unit shall be monitored by the Approval Committee 

(2) In case the Approval Committee finds that a Unit has not achieved positive Net Foreign Exchange Earning or failed to abide by any of the terms and conditions of the Letter of Approval or Bond-cum-Legal Undertaking, the said Unit shall be liable for penal action under the provisions of the Foreign Trade (Development and Regulation) Act, 1992(without prejudice to the action that may be taken under any other law for the time being in force)

  12)    Identity Cards -Rule 70 of the Special Economic Zones Rules, 2006
(i)  The entry of persons to the processing area of the Special Economic Zone shall be   regulated by the Development Commissioner through issue of identity cards.

(ii) This identity card shall be valid up to a period of five years and shall be issued, in the format given in Form K, to the entrepreneurs and regular employees of the Units:

(iii)  If any employee who has been issued an identity card ceases to be in employment of the Unit or Developer, the said identity card shall be surrendered forthwith and shall be deemed to be invalid from such date

(iv) Temporary identity card may be issued by the Development Commissioner to the casual visitors and contractors and a proper record of such entries shall be maintained at the Special Economic Zone Gate;

13) Foreign Exchange Remittances- Rule 71 of the Special Economic Zones Rules, 2006

 Export value of goods, software and services may be realized and repatriated as per instructions of the Reserve Bank of India issued from time to time.

Facilities/ exemptions/ benefits to special economic zones

1) Exemption from Taxes, Duties or Cess – Sec 7 & Sec 54 of the Special Economic Zones Act, 2005
2)  Special fiscal provisions for Special Economic Zones- Chapter VI of the Special Economic Zones Act, 2005 
I. Custom Duty
II. Cenvat
III. Service Tax
IV. Central  Sales Tax
V. Securities Transaction tax 
VI. Stamp duty

3)    Income Tax provisions 

I. Unit

II. Developer and entrepreneur

III. Exemption of capital gains from transfer of capital assets

IV. Income of a non-resident

V. Offshore banking unit and International Financial Service centre

VI. Industrial park scheme

VII. Investors in SEZ

VIII. Undertaking developing and building housing projects

IX. Newly established undertakings in free trade Zones

X. Newly established 100 % export oriented units.

4) Other related provisions

I. Environment clearances

II. Labour policy

III. Drugs, Pharmaceuticals & Narcotics

IV. Textile policy

V. Companies Act

VI. FEMA

VII. Amendments in Insurance Act

VIII. Amendments in Banking Regulation Act

1) Exemption from Taxes, Duties or Cess – Sec 7 & Sec 54 of the Special Economic Zones Act, 2005

Any goods or services exported out of, or imported into, or procured from the Domestic Tariff Area by, - 

(i) A Unit in a Special Economic Zone; or 

(ii) A Developer; 

Shall, subject to such terms, conditions and limitations, as may be prescribed, be exempt from the payment of taxes, duties or cess under all enactments specified in the First Schedule

THE FIRST SCHEDULE 

(See sections 7 and 54) 

Enactments 

1. The Agricultural Produce Cess Act, 1940 (27 of 1940). 

2. The Coffee Act, 1942 (7 of 1942). 

3. The Mica Mines Labour Welfare Fund Act, 1946 (22 of 1946). 

4. The Rubber Act, 1947 (24 of 1947). 

5. The Tea Act, 1953 (29 of 1953). 

6. The Salt Cess Act, 1953 (49 of 1953). 

7. The Medicinal and Toilet Preparations (Excise Duties) Act, 1955 (16 of 1955). 

8. The Additional Duties of Excise (Goods of Special Importance) Act, 1957 (58 of 1957). 

9. The Sugar (Regulation of Production) Act, 1961 (55 of 1961). 

10. The Textiles Committee Act, 1963 (41 of 1963). 

11. The Produce Cess Act, 1966 (15 of 1966). 

12. The Marine Products Export Development Authority Act, 1972 (13 of 1972). 

13. The Coal Mines (Conservation and Development Act, 1974 (28 of 1974). 

14. The Oil Industry (Development) Act, 1974 (47 of 1974). 

15. The Tobacco Cess Act, 1975 (26 of 1975). 

16. The Additional Duties of Excise (Textile and Textile Articles) Act, 1978 (40 of 1978). 

17. The Sugar Cess Act, 1982 (3 of 1982). 

18. The Jute Manufactures Cess Act, 1983 (28 of 1983). 

19. The Agricultural and Processed Food Products Export Cess Act, 1985 (3 of 1986). 

20. The Spices Cess Act, 1986 (11 of 1986). 

21. The Research and Development Cess Act, 1986 (32 of 1986). 

2) Special fiscal provisions for Special Economic Zones- Chapter VI of the Special Economic Zones Act, 2005

I.     CUSTOM DUTY
Every Developer and the entrepreneur is entitled to
(a) exemption from any duty of customs, under the Customs Act, 1962 or the Custom Tariff Act, 1975 or any other law for the time being in force, on goods imported into, or service provided in, a Special Economic Zone or a Unit, to carry on the authorised operations by the Developer or entrepreneur- Sec 26(1)(a) of the Special Economic Zones Act,2005

(b) exemption from any duty of customs, under the Customs Act, 1962 or the Customs Tariff Act, 1975 or any other law for the time being in force, on goods exported from, or services provided, from a Special Economic Zone or from a Unit, to any place outside India- Sec 26(1)(b)

Points to note:

1) Exemption is available on both goods imported from SEZ and goods exported from 
SEZ by developer or Entrepreneur 

2)  Exemption is available only for carrying authorized operation by the entrepreneur or 
developer 

3)  Benefit is also available to contractor appointed by developer or co-developer provided all documents are in joint name of developer and Contractor   – Rule 10  

II.        CENVAT

Exemption from CENVAT and Special duty of Excise 

Every Developer and the entrepreneur is entitled to exemption from any duty of excise, under the Central Excise Act, 1944 or the Central Excise Tariff Act, 1985 or any other law for the time being in force, on goods brought from Domestic Tariff Area to a Special Economic Zone or Unit, to carry on the authorised operations by the Developer or entrepreneur – Sec 26(1) (c) of the Special Economic Zones Act, 2005.

Points to note: 

1) Exemption is available only for carrying authorized operation by the entrepreneur or developer 

2) Benefit is also available to contractor appointed by developer or co-developer provided all documents are in joint name of developer and Contractor   – Rule 10 of the Special Economic Zones Rules, 2006

III. SERVICE TAX

Every Developer and the entrepreneur is entitled to  exemption from service tax under Chapter-V of the Finance Act, 1994 on taxable services provided to a Developer or Unit to carry on the authorised operations in a Special Economic Zone; – Sec 26(1)(e) of the 

Special Economic Zones Act, 2005

Further, this exemption is also available to Unit under construction as per Rule 31 of the Special Economic Zones Rules, 2006

IV. Central sales tax 

Every Developer and the entrepreneur is entitled exemption from the levy of taxes on the sale or purchase of goods other than newspapers under the Central Sales Tax Act, 1956 if such goods are meant to carry on the authorized operations by the Developer or entrepreneur. – Sec 26(1) (g) of the Special Economic Zones Act, 2005

However this is subject to the condition as per Proviso to Rule 32 of the Special Economic Zones Rules, 2006 that the dealer selling goods in the course of inter state trade or commerce to a registered dealer under the Central Sale Tax Act, 1956 shall furnish a declaration in Form – I prescribed under the Central Sales Tax (Registration and Turnover) Rules, 1957. 

V. SECURITIES TRANSACTION TAX 

Securities Transaction Tax means tax leviable on taxable securities transaction.

Every Developer and the entrepreneur shall be entitled to exemption from the securities transaction tax leviable under section 98 of the Finance (No. 2) Act, 2004 in case the taxable securities transactions are entered into by a non-resident through the International Financial Services Centre. Sec 26(1)(f) of the Special Economic Zones Act,2005

VI. STAMP DUTY
Proviso (3) to Section 3 of Indian Stamp Act, 1899 has been inserted vide Special Economic Zones Act 2005 Third Schedule Part III
PROVIDED that no duty shall be chargeable in respect of-

     (3) Any instrument executed, by, or, on behalf of, or, in favour of the Developer, or Unit or in connection with the carrying out of purposes of the Special Economic Zone. 

Explanation.- For the purposes of this clause, the expressions “Developer”, “Special Economic Zone” and “Unit” shall have meanings respectively assigned to them in clause (g), (za) and (zc) of section 2 of the Special Economic Zones Act, 2005.

2) Income Tax provisions

I. Unit

II. Developer and entrepreneur

III. Exemption of  capital gains from transfer of capital assets

IV. Income of a non-resident

V. Offshore banking unit and unit in  International Financial Service centre

VI. Industrial park scheme

VII. Investors in SEZ

VIII. Undertaking developing and building housing projects

IX. Newly established undertakings in free trade Zones

X. Newly established 100 % export oriented units.

I. Exemption to new units in SEZ



Sec 10 AA of Income Tax Act, 1961 provides for exemption to newly established units in Special economic zones on or after 01.04.2005.

The conditions are as follows:

a) Assessee should be an entrepreneur (i.e. person who has been granted approval by Development Commissioner) as per Sec 2 (j) of SEZ Act,2005

b) Unit should begin to manufacture or produce articles or things or provide any services during the PY relevant to any AY commencing on or after 01.04.2006 


c) Assessee should export his goods or services by any mode-physical or otherwise

Deductions allowable:

100% of Profits from export will be available for 5 consecutive years and 50% of Profits from exports   for further 5 assessment years. For eleventh to fifteenth assessment year deduction of 50% of Profits for as credited to “Special Economic Zone Re-investment Reserve Account” will be available. This Special reserve can be utilized for Acquiring machinery or plant within three years .Until the acquisition of the machinery or plant, the amount can be utilized for the purposes of the business of the undertaking other than

· for distribution by way of dividends or profits or 

· for remittance outside India as profits or

· for the creation of any asset outside India

Amalgamations and demerger:

 Where an undertaking is transferred to another company under a scheme of amalgamation or demerger, the deduction under section 10AA shall be allowable in the hands of the amalgamated or the resulting company. However, no deduction shall be admissible under this section to the amalgamating company or the demerged company for the previous year in which amalgamation or demerger takes place

Conversion of free trade zone or export processing zone into a Special Economic Zone 

In such cases, the period of ten consecutive assessment years referred to shall be reckoned from the assessment year relevant to the previous year in which the Unit began to manufacture, or produce or process such articles or things or services in such free trade zone or export processing zone. If period of ten years is completed it shall not be eligible for deduction from income. 

II. Exemption to Developer of Special Economic Zones

     a)     Exemption to developer of Special Economic Zones will be available under Sec 80- IAB of the Income Tax Act in respect of developers of SEZ notified on or after 01.04.2005

Deductions allowable: 

A deduction of an amount equal to 100% of the profits and gains derived from such business for 10 consecutive assessment years will be available. The assessee has the option of claiming the said deduction for any 10 consecutive assessment years out of 15 years beginning from the year in which a SEZ has been notified by the Central Government

Transfer of undertaking

If a taxpayer who develops a special economic zone on or after April 1, 2005 (“transferor”) transfers the operation/maintenance of such zone to another developer (“transferee”), then deduction shall be allowed to the transferee for the remaining period of 10 years as if the operation and maintenance were not so transferred. 

Audit report

Accounts of the undertaking for the Previous year relevant to the Assessment yeat  for which the deduction is claimed must  have been audited, and the assessee  must furnish, along with his return of income, the report of such audit in the prescribed form – Form 10 CCB duly signed and verified by  the accountant

b)  Exemption from Dividend distribution tax 

Sec 111-O (6) provides that No tax on dividends would be chargeable in respect of the total income of an undertaking or enterprise engaged in 

        (a) Developing a SEZ or 

         (b) Developing and operating a SEZ or

         ( c) developing, operating and maintaining a SEZ

IF such dividend (whether interim or otherwise) is  declared, distributed or paid by such Developer or enterprise, on or after the 1st day of April, 2005 out of its current income Further, there will be no tax  either in the hands of the Developer or enterprise or person receiving such dividend 

III. Exemption of  capital gains from transfer of capital assets

The exemption is available to all categories of assesses on capital gain arising on the transfer of certain capital asset of industrial undertaking from urban area to SEZ. (Whether developed in an urban area or not) under Sec 54 GA of the Income Tax Act, 1961.

Conditions

The Asset transferred should be machinery or plant or building or land or any rights in building or land 

The capital gain should be utilized within one year before or three years after the date of transfer for the specified purpose.

The amount of capital gain which is not so utilised for the specific purposes should be deposited in an account with any specified bank or institution and utilised in accordance with the scheme notified by the Central Government

Exemption

The amount of exemption will be equal to a) Amount of capital gains in shifting or b) cost and expenses incurred in shifting etc. whichever is lower.

IV. Income of a non-resident

a)  Interest received on a deposit made on or after the 1st day of April, 2005, in an Offshore Banking Unit by 

1. Non resident or

2. a person who is not ordinarily resident in India


Is exempt under (Section 10(15) (viii))

  b) Offshore Banking Unit is not required to make any tax deduction from the interest paid


(a)
On deposit made on or after the 1st day of April, 2005, by a non-resident 
or a person not ordinarily resident in India; or


(b)
On borrowing, on or after the 1st day of April, 2005, from a non-resident 
or a person not ordinarily resident in India. (Sec 197 A (ID))

V. Offshore banking unit and unit in International Financial Service centre

 Sec 80 LA of the Income Tax Act, 1961 provides for full exemption from income to offshore banking unit and unit in International Financial service centre for first five years and 50 % exemption in subsequent five years.

The income includes the following incomes:

 (a) From an Offshore Banking Unit in a Special Economic Zone; or

(b) from the business referred to in sub-section (1) of section 6 of the Banking Regulation Act, 1949 (10 of 1949) with an undertaking located in a Special Economic Zone or any other undertaking which develops, develops and operates or develops, operates and maintains a Special Economic Zone; or

(c) From any Unit of the International Financial Services Centre from its business for which it has been approved for setting up in such a Centre in a Special Economic Zone.

Conditions: 

a) A report from a Chartered Accountant in Form No. 10CCF certifying that the deduction has been correctly claimed in accordance with the provisions of this section should be submitted along with the return of income.

b) A copy of permission obtained under section 23(1)(a) of Banking Regulation Act should be submitted along with the return of income

VI. Industrial park scheme

The Central Government framed the scheme for industrial parks,-Industrial Park Scheme, 2002 in exercise of the powers conferred by clause (iii) of sub-section (4) of section 80 IA of the Income-tax Act, 1961 (43 of 1961)

This scheme was applicable for any undertaking which develops, develops and operates or maintains and operates an Industrial Park for the period beginning on the 1st day of April, 1997 and ending on the 31st day of March, 2006.However this has been extended up to 31.03.2009 by the Finance Act,2006

Any undertaking which develops, operates or maintains an industrial park as notified in this scheme will be eligible for a deduction of 100 % profits derived from such business for ten consecutive years. The deduction can be claimed by the assessee for any ten consecutive years out of fifteen years beginning from the year in which the undertaking develops/operates/maintains the Industrial park.

VII. Investors in SEZ

Exemption is provided to investors in special economic Zones under Sec 10 (23G) of the Income Tax Act, 1961.

Incomes not included in total income 

10( 23G) any income by way of dividends [, other than dividends referred to in section 115-O], interest or long-term capital gains of an infrastructure capital fund or an infrastructure capital company [or a co-operative bank] from investments made on or after the 1st day of June, 1998 by way of shares or long-term finance in [any enterprise or undertaking wholly engaged in the business referred to in sub-section (4) of section 80-IA or sub-section (3) of section 80-IAB] or a housing project referred to in sub-section (10) of section 80-IB] [or a hotel project or a hospital project] and which has been approved by the Central Government on an application made by it in accordance with the rules made in this behalf and which satisfies the prescribed conditions :

 [Provided that the income, by way of dividends, other than dividends referred to in section 115-O, interest or long-term capital gains of an infrastructure capital company, shall be taken into account in computing the book profit and income-tax payable under section 115JB.]
VIII. Undertaking developing and building housing projects

Sec 80- IB (10) - Deduction in respect of profits and gains from certain industrial undertakings other than infrastructure development undertakings

The amount of deduction in the case of an undertaking developing and building housing projects approved before the 31st day of March, 2007 by a local authority shall be hundred per cent of the profits derived in the previous year relevant to any assessment year from such housing project if,

(a) Such undertaking has commenced or commences development and construction of the housing project on or after the 1st day of October, 1998 and completes such construction,

(i) In a case where a housing project has been approved by the local authority before the 1st day of April, 2004, on or before the 31st day of March, 2008;

(ii) in a case where a housing project has been, or, is approved by the local authority on or after the 1st day of April, 2004, within four years from the end of the financial year in which the housing project is approved by the local authority.

 (b) The project is on the size of a plot of land which has a minimum area of one acre:

 (c) the residential unit has a maximum built-up area of one thousand square feet where such residential unit is situated within the city of Delhi or Mumbai or within twenty-five kilometres from the municipal limits of these cities and one thousand and five hundred square feet at any other place; and

(d) The built-up area of the shops and other commercial establishments included in the housing project does not exceed five per cent of the aggregate built-up area of the housing project or two thousand square feet, whichever is less.]

IX. Newly established undertakings in free trade Zones

A deduction of such profit and gains as are derived by an undertaking from the export of article or thing or computer software shall be allowed from total income of assessee.

Essential Conditions:

(i) It should begin manufacturing or producing articles/things or computer software during previous year

        (a) Assessment Year 1981-1982 or thereafter in any free trade zone.

        (b) 1993-94 or thereafter in any EHTP or STP

        (c ) 2000-01 or thereafter in any special Economic Zone

(ii) It should not be formed by splitting up or reconstruction of an existing business.

(iii) It should not be formed by transfer of machinery or plant, previously used for any purpose to new business.

(iv) The sale proceeds of the article or thing should be brought into India by assessee in convertible foreign Exchange within 6month from the end of previous year.

Period of Tax Holiday:

The profits and gain will not be included in the total income of the assessee in respect of any 10 consecutive assessment years beginning with the year in which undertaking begins to manufacture ,produce article or thing or computer software

Section 10A (1A) Units established in special Economic Zone on or after 1.4.2002

1) A deduction of 100% of profit and gains from such business from the total income for first 5 assessment years.

2) Thereafter 50% of such profits and gains for next 2 yrs.

3) Deduction beyond 7 year mentioned above for next 3 years can be claimed if certain conditions satisfied. 

Consequent to insertion of new section 10AA providing for a tax holiday in respect of newly established Units in SEZ, sub-section (7B) has been inserted in section 10A, 

“The provisions of this section shall not apply to any undertaking, being a Unit referred to in clause (zc) of section 2 of the Special Economic Zones Act, 2005, which has begun or begins to manufacture or produce articles or things or computer software during the previous year relevant to the assessment year commencing on or after the 1st day of April, 2006 in any Special Economic Zone.”

X. Newly established 100 % export oriented units.

Special provisions in respect of newly established hundred per cent export-oriented undertaking- Sec 10 B

Salient Provisions of Sec 10 B

a) A deduction of profits and gains as are derived by a hundred per cent export-oriented undertaking from the export of articles or things or computer software for a period of ten consecutive assessment years beginning with the assessment year relevant to the previous year in which the undertaking begins to manufacture or produce articles or things or computer software, as the case may be, shall be allowed from the total income of the assessee:

b) where in computing the total income of the undertaking for any assessment year, its profits and gains had not been included by application of the provisions of this section as it stood immediately before its substitution by the Finance Act, 2000, the undertaking shall be entitled to the deduction referred to in this sub-section only for the unexpired period of aforesaid ten consecutive assessment years 

c) For the assessment year beginning on the 1st day of April, 2003, the deduction under this sub-section shall be ninety per cent of the profits and gains derived by an undertaking from the export of such articles or things or computer software:

d) No deduction under this section shall be allowed to any undertaking for the assessment year beginning on the 1st day of April, 2010 and subsequent years 

e) No deduction under this section shall be allowed to an assessee who does not furnish a return of his income on or before the due date specified under sub-section (1) of section 139.

f) This section applies to any undertaking which fulfils all the following conditions, 
namely:

(i) It manufactures or produces any articles or things or computer software;

(ii) It is not formed by the splitting up, or the reconstruction, of a business already in 

(iii) It is not formed by the transfer to a new business of machinery or plant previously used for any purpose.

g) This section applies to the undertaking, if the sale proceeds of articles or things or computer software exported out of India are received in, or brought into, India by the assessee in convertible foreign exchange, within a period of six months from the end of the previous year or, within such further period as the competent authority may allow in this behalf.

h) The profits derived from export of articles or things or computer software shall be the amount which bears to the profits of the business of the undertaking, the same proportion as the export turnover in respect of such articles or things or computer software bears to the total turnover of the business carried on by the undertaking

i) The deduction under sub-section (1) shall not be admissible for any assessment year beginning on or after the 1st day of April, 2001, unless the assessee furnishes in the prescribed form ( Form No. 56 G) along with the return of income, the report of an accountant,  certifying that the deduction has been correctly claimed in accordance with the provisions of this section.

4) Other related provisions

I. Environment clearances

SEZ units are required to obtain no objection certificates from the State Pollution Control Board. 

Environmental Impact Assessment is required for 30 notified industries such as petroleum refineries, chemical fertilizers, pesticides, petro-chemical complexes, bulk drugs and pharmaceuticals, oil exploration, synthetic rubber, distilleries, raw skins and hides, dyes, cement, foundries, electro plating etc. In such cases clearance from the Ministry of Environment and Forest are required. However, the requirement of public hearing in such cases has been exempted for the units in SEZ.
II. Labour Policy

Although Normal labour laws of the land apply to the units in Special Economic Zones., the respective State Governments may delegate the power of the Labour Commissioner to the Development Commissioner of SEZ and declare the Zone as public utilities.

III. Drugs, Pharmaceuticals & Narcotics

SEZ units have been exempted from the requirements of Import licence, import registration and import through notified ports in respect to drugs and cosmetics under Drugs and Cosmetics Rules, 1945 vide Dept. of Health Notification GSR 528(E) dated 8.7.2003 . 

IV. Textile Policy

SEZ units engaged in export of Cotton Waste and import of Cotton are not required to register with the office of Textile Commissioner

V. Companies Act, 1956

Schedule XIII of the Companies Act, 1956 contains two Parts 

· Part I Conditions relating to appointment of managing or whole time director or a manager without approval of Central Government 

· Part II Remuneration Payable by companies having Profits / No Profits /Inadequate Profit

Changes have made in both of them for Special Economic Zone 

A) There are no restrictions on appointment of non-resident as Managing Director/Whole time Director. He should have a proper employment visa from Indian Mission abroad and should furnish details of company, principal employer and terms of appointment along with visa application.( Notification No GSR 670(E) dated 30-09-2002

Resident in India  includes a person who has been staying in India for a continuous period of not less than 12 months immediately preceding the date of employment as a managerial  person and who has come to stay in India 
(i)For taking up employment in India 

(ii)For carrying on a business or vocation in India 

B) Managerial Remuneration under Companies Act 1956- In Schedule XIII Part II section II of Companies Act, 1956 there are maximum Limits for Maximum managerial remuneration in case  of companies having no profit or inadequate profit depending on effective capital of the company with prior approval of Central government  Maximum Limit is Rs.4,00,000 p.m for companies

Restriction in respect of managerial remuneration under companies Act has been relaxed in case of companies in SEZ. The remuneration can be up to Rs 20 lakhs per month (Rs 2.40 crores per annum) without approval of central Government. The relaxation is applicable if:

(a) The company has not raised any money by public issue of shares or debentures in India.

(b) The company has not made any default in India in repayment of any of its debts (including public deposits) or debentures or interest payable thereon for continuous period of 30 days in any financial year.

(Notification No GSR 565(E) dated 14-08-2002)

VI. FEMA

a) FDI100% FDI is allowed through automatic route for all manufacturing activities in SEZ  except 
i) Arms and ammunition, Explosives and allied items of defence equipments, Defence aircrafts and warships

ii) Atomic substances, Narcotics and Psychotropic Substances and hazardous Chemicals

iii) Distillation and brewing of Alcoholic drinks and

iv) Cigarette/cigars and manufactured tobacco substitutes.

b) Articles reserved for SSI 

SEZ Unit can manufacture articles reserved for SSI even if foreign equity exceeds 24%.No License is required (Department of Industrial License Press Note No 5 dated 29-03-2000 Notification 7(11)/2000-IP dated 04-12-2000)
c) No limit for receipts of export proceeds

 No Time Limit for export of export proceeds which is normally 6 months for others (Foreign Exchange Management (Export of Goods and Services) Regulation 2000)
d) Branch /Office /Unit in SEZ by person resident outside India Branch office may be set up in SEZ to undertake manufacturing and service activities without permission of RBI in those sectors where 100% FDI is permitted Such unit should function on stand alone basis i.e. it should be isolated and restricted to SEZ and it should not carry on business outside SEZ. (Foreign Exchange Management (Establishment in India of Branch or other place of businesses) Regulation 2000) 
e) DTA units can pay for goods in Foreign Exchange for which goods are supplied by SEZ to DTA –

 RBI Circular 8/2005-06 dated 01/07/2005
f) Netting off by SEZ unit- 

In some cases, SEZ unit may have transactions of import and also export with the same foreign customer .In such case, exporter can net off export receivables against import payments. The transactions should be between same two properties and there should be proper documentation. This permission is only for SEZ units.   (RBI Circular 8/2005-06 dated 01/07/2005)
g) ) Foreign Exchange Derivative Contracts

 A Unit in SEZ can enter into contract in commodity exchange or market outside India to hedge the price risk in the commodity on export/import without prior approval of RBI (Foreign Exchange Derivative Contracts) Regulation, 2000
i) External commercial Borrowings (ECB) by SEZ

 SEZ can raise ECB for its own requirements and borrowed funds shall not be transferred to its sister concern or any other Unit in DTA (RBI Circular 2/2005-06 dated 01/07/2005)

j) Direct dispatch of Documents to Foreign Buyer

  SEZ Units can dispatch export documents direct to consignee outside India. These need not be routed through authorized dealer Remittance should be obtained and GR/SDF form should be submitted to authorized dealer with in 21 days for monitoring RBI Circular 8/2005-06 dated 01/07/2005

k) Job Work abroad 

 SEZ Units can undertake Job work abroad and export goods from that country itself Exporter has to make satisfactory arrangement for realization of full exports proceeds (RBI Circular 8/2005-06 dated 01/07/2005)
(l) Payment to SEZ by DTA unit in Foreign Exchange

  A EOU/SEZ/STP/EHTP/BTP may supply goods to unit in DTA. In such case the DTA unit can pay for the goods in foreign exchange, for which foreign exchange can be released by authorized dealers (RBI Circular 8/2005-06 dated 01/07/2005
(m) Foreign Currency Account

 A unit located in SEZ can hold, open and maintain a Foreign Currency Account with authorized dealer in India. All Foreign Exchange Funds received by SEZ are credited to this account. However, Foreign exchange purchased in India against Rupees can not be credited to this account without permission of RBI .the funds in the account can be used for any bona fide trade transactions with person resident in India or otherwise. The balances in the account are exempt from all restrictions in respect of current account transactions. Restrictions on EEFC account in respect of current account transactions are not applicable to SEZ accounts, except that gifts exceeding US $ 5,000 and donations exceeding US $ 10,000 per remitter/donor per annum are not permitted. Funds in these accounts shall not be lent or made available to any person or entity resident in India, except to another SEZ unit.

(Regulation 6A of FEMA(Foreign Currency accounts by a person resident in India)Regulations ,2000  and RBI Circular 8/2005-6 dated 01/07/2005)

VII. Amendments in Insurance Act, 1938

A proviso has been added in Sec 2C (1) after the third proviso by the Third Schedule- Part I of the Special Economic Zones Act, 2005 and a new Sec 2 CA has been inserted.

Accordingly, an insurance company can carry on insurance business in special economic zone and the Central Government has the power to apply provisions of this Act to Special Economic Zones. 
VIII. Amendments in Banking Regulation Act, 1949

Power to exempt in certain cases

S 53 provides that The Central Government may, on the recommendation of the Reserve Bank, declare, by notification in the Official Gazette, that any or all of the provisions of this Act shall not apply to any banking company or institution or to any class of banking companies or any of their branches functioning or located in any Special Economic Zone established under the Special Economic Zones Act, 2005.


A copy of every  such notification shall be laid in draft before each House of Parliament, while it is in session, for a total period of thirty days which may be comprised in one session or in two or more successive sessions, and if, before the expiry of the session immediately following the session or the successive sessions aforesaid, both Houses agree in disapproving the issue of the notification or both Houses agree in making any modification in the notification, the notification shall not be issued or, as the case may be, shall be issued only in such modified form as may be agreed upon by the both the Houses

Useful web-sites

1. http://www.sezindia.nic.in- SPECIAL ECONOMIC ZONES

2. www.seepz.com- SEEPZ

3. www.kasez.com- KANDLA

4. www.csez.com- COCHIN

5. www.mepz.com- MADRAS

6. www.vepz.com- VIZAG

7. www.fepz.com- FALTA,KOLKATTA

8. www.nepz.com- NOIDA

9. www.sursez.com -SURAT

10. www.sezindore.com- INDORE

11. www.riico.com- Jaipur

12. www.mahindraworldcity.com- MAHINDRA WORLD CITY

13. www.commerce.nic.in/- DEPARTMENT OF COMMERCE
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SEZ can be formed in three ways 





Central Govt may suo-motto set up  and notify SEZ 





By Applying to State Govt





By applying to Board of Approval





After consulting the State Government and identifying the area





Obtain the concurrence of State Govt





State Govt forward the Proposal to Board of Approval





Board of Approval approves the proposal





Central Government shall issue letter of Approval to developer





Developer shall furnish to Central Govt information about area 





Central Govt will notify the area as SEZ





Application in Form F (5 copies) to Development Commissioner with a copy to developer along with Project report 





If Proposal relates to Foreign Collaborations and FDI in SEZ or granting license to industrial undertaking 





Development Commissioner shall scrutinise proposal and place before approval committee





Development Commissioner shall place the proposal before Board





Boards shall approve the proposal 





Approval Committee approve the proposal 





Development Commissioner will issue a letter of approval in Form G for setting up the unit 
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