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EDITORIAL

Members who are in the production and trading of Pencil ingots produced through Induction Furnaces are aware about the sudden depression in the market.  In about 6 – 7 weeks, the prices have dome down from Rs. 23,000 to Rs. 18,500 at Delhi and also reduced in similar proportion in other parts of India. This is causing worry to the industry very much.  However, the price of imported steel melting scrap is quoted at $180 – 190.  Sponge iron prices have also come-down.  The recovery of the prices may take two months time as predicted by experts in the JPC, Ministry of Steel.  According to the government sources, it is estimated that the funds now released for development of infrastructure may find a way in the construction activities and increase the demand for steel.  We hope that this may fructify.   

In the international market, China is in the news, this time from net importer to exporter of steel products.  The price of its various products is quoted very low.  Some traders have imported HR coils and billets for long products at very low prices which is almost like dumping steel in Indian market.  While Government of India and Ministry of Steel has been drafting its Steel Policy for the last six years and is shuttling from one Govt. department to other and not being finalized (for political reasons), China is on the verge of unveiling its first Steel Policy in a week or two.  In our editorial in the last issued of IFNL, we have already commented regarding the delay in finalizing the National Steel Policy.

Many states are increasing Power tariffs of various sectors of consumers.  The casualty is again the bulk and HT industrial power consumers like Induction Furnaces.  The Regulatory Commissions of various States only look into the losses suffered by the Generators, Transmission and Distribution companies rather than looking into realistic cost of power supply to various sectors of consumers.  In case more generation of power through Private Sector increases, perhaps, this anomaly may go and like telephone tariffs, the power tariffs may come down due to competition.

OBITUARY

The All India Induction Furnaces Association regrets to inform members about the sad demise of Shri Satya Pal Gupta, grand-father of Shri Gopal Gupta, President of AIIFA on 13th July 2005 at New Delhi.  We mourn the sad demise of Shri Satya Pal Gupta and convey our condolence to be bereaved family.  We pay our floral Tribute with heavy heart and to bestow eternal peace to the departed soul.

MEETING ATTENDED BY AIIFA REPRESENTATIVES

Interactive Meeting with Ambassador of China at Chandigarh

PHD Chamber of Commerce and Industry organized an Interactive Meeting with Chinese Ambassador on 24.06.2005 at Chandigarh.  Mr. R.P. Bhatia, Sr. Vice-President, AIIFA attended the meeting on behalf of AIIFA and discussed many points.  The salient points are reproduced below for information of all members:

(a)
The infrastructure activities in China had undergone drastic changes as mentioned the car drive from Delhi to Chandigarh took about 4½ hrs whereas the same distance in China can be easily covered with 1½ hrs only.

(b)
Year 2006 is declared “Year of India & China Friendship” and Visas will be easily issued with 3 to 4 hrs only and more and more tourism and culture activities shall be developed for better get-together.

(c)
There is tremendous scope for development of herbal medicines as well as ancient medicine system in both countries and there is a good scope for cooperation in this area.

(d)
Bio-Technological parts are being set up in China and there exists good scope of Indo-China collaborations

(e)
China had got great potential for import of textile garments, foot-wears and Petrochemicals

(f)
We do appreciate the very fast development of steel industry in China and as discussed, Steel castings for different engineering products can be a good scope for import into China along with this Alloys, Steel and Stainless Steel of different grades also do offer vast scope of import & export business.  Of course, China’s steel industry as today stands in good position for building up good exports to other countries having developed better technology with lower cost of production.

POWER CROSS-SUBSIDY TO CONTINUE

In what could be a trade-off with the Left for going ahead with the disinvestment in Bharat Heavy Electricals Ltd, the United Progressive Alliance government has circulated a Cabinet note to amend the Electricity Act, 2003 to allow for continuation of cross-subsidization of power tariffs. The Electricity Act says that cross-subsidization will be reduced gradually, and eliminated eventually. But the Left parties had objected to the provision on elimination. Left leaders had taken up the matter with Prime Minister Manmohan Singh and had several rounds of discussions with Power Minister PM Sayeed.  The Centre has also agreed to the Left's demand not to shift the onus of rural electrification on states. The amendments to the Electricity Act specify that rural electrification will be the joint responsibility of the Centre and states. The Bill to amend the Electricity Act is expected to be introduced during the monsoon session of Parliament starting July 25. 

NO INCREMENTAL REVENUE GROWTH DUE TO VAT

State level value added tax has not bought incremental revenue growth. An average of about 12 % in April- June revenue collection of 21 states is clumsier than the traditional growth rate of sales tax revenue.  The first quarter revenue of VAT showed a declining trend in growth. Pertinently, there has been substantial deceleration in growth in major states like Andhra Pradesh (3%) and Maharashtra (less than5%). Also, higher growth rates have been reported by smaller states like Delhi (30%). Therefore, the weighted average growth is reckoned to be lower than 12%. The Union Finance ministry had committed to compensate the VAT-inducted revenue losses of states as per tired formula- 100% compensation in first year, followed by 75 % in second year and 50% respectively in second and third years. In budget 2005-06, Rs.500 crore was provisionally earmarked for this purpose.

GLEANINGS FROM THE PRESS

Chinese Steel Exports at low prices

We have been keeping the members informed in regard to China’s production of Steel and imports & exports.  In China, there is nothing like cost of production.  It appears China wants to export considerable quantity of steel products to various countries including India.  In India, the finished steel imports have risen by about 34% during April/June in the current fiscal.   It is reported that the present price glut is due to cheap imports from China which are said to be at very low prices.  The rise in imports has been high despite Indian Primary steel producers reducing prices twice this fiscal year.  The average price of HR coils in the country is hovering around Rs. 22,000 to 25,000 per ton.  Indian Steel Alliance (ISA) have written to Ministry of Steel asking it to restore customs duty of steel to the earlier level of 20% instead of 5% on the ground that the global steel price decline.  Defective steel also gets imported at 5% customs duty.  Anti-dumping duty can also be imposed but it is a long process whereas increase in customs duty will prevent the cheap imports.

Decrease in Prices of Steel

We have come across a news item appearing in the Economic Times, Delhi Edition, dated 02.07.2005 which is reproduced below for information of all members.  Perhaps, the decrease in prices of steel may affect the Induction Furnace industry also. 

“Following the price cut announced by the SAIL, Tata Steel, Essar Steel and Ispat Industries today announced price reductions.  The cut is in line with international price trends.  The price reductions were in the range of 5 – 8%.  Effective today, SAIL has reduced prices by Rs. 500 – 2,000 attributing it a global inventory build-up as well as China turning into a net exporter.  China’s steel imports stood at 23.93 MT during the last quarter of fiscal 2004-05 which is down 15.17% or 4.28 MT compared to the corresponding period in the previous fiscal.  The Chinese steel exports registered a growth of 67.09% or 3.47 MT year-on-year to 8.63 MT as on March 31 this year and the projection is that the country’s steel exports would touch 10 to 11 MT in the coming months.  The steel behemoth termed the price cut a “temporary correction” in response to the demand-supply situation.  Essar Steel also revised prices downwards and the reduction was between Rs. 2,250 – 2,500 for products in the domestic market.  “Import duty now stands at just 5%, bringing domestic steel prices on a par with international rates.  Therefore, any price revision is based on international prices”, said an Essar Steel spokesperson.   Ispat Industries also lowered prices by 7% today.  This was followed by Tata Steel which cut prices for branded products by Rs. 2,000 – 3,000 per ton but did not interfere with the prices of long term contracts.  Its branded products include Tata Tiscon, Steelium, Wiron, Agrico and Pipes and earns revenues of Rs. 3,362 crore from this segment which accounts for 26% of the domestic sales of the company”.

EU Steel Group may seek duties on India, Taiwan to aid Arcelor

European Union Steel group may seek EU “anti-dumping” duties on two stainless steel products from India and Taiwan to protect manufacturers including Arcelor, SA.  The European Confederation of Iron & Steel Industries plans to accuse Indian exporters of cold finished bars and Taiwanese shippers of wire rods of selling at unfairly low prices in the 25-nation EU.  The automobile and chemical industries, among others, use the products.  “The situation seems to be serious”, Christian Mari, a spokesman at the Brussels-based steel confederation, said by telephone.  “We are preparing a possible complaint”.

Kalyani Steel moves HC against withdrawal of Anti-dumping duties

Kalyani Steel Limited has moved the Delhi High Court against the withdrawal of anti-dumping duties on certain steel imports from Russia, China and Ukraine.  The designated authority, directorate-general of anti-dumping and allied duties, in its final finding had recommended withdrawal of the duty on imports of seamless grade alloys and non-alloy, steel billets, bars, etc. from these countries, saying that imports did not inflict any material injury to the local industry.  Besides, it has suggested that the industry had failed to substantiate its claim with regard to surplus production capacities in exporting countries.  Kalyani had argued that the imposition had helped the domestic industry in improving its performance and withdrawal would cause “irreparable harm and injury” to the industry.  The designated authority in December 2000 had recommended imposition of provisional anti-dumping investigations on imports and in June 2001, definitive anti-dumping duty was imposed by Customs.  

China Scrap VAT exemption for export-oriented steel products

China which is the world’s largest steel makers has announced scrapping of the Value Added Tax (VAT) exemption for its home made steel products used for exports, said the China’s Finance Ministry officials at Beijing.   A document issued by the ministry in cooperation with the state administration of taxation noted that the tax privilege had been very helpful in supporting domestic steel firms in turning out steel products in short supply in the country and improving their industrial mix.  But things have changed in terms of the steel trade situation at home and abroad as steel prices in China are lower than that of the world market.  Also steel production causes too much pollution and consumes too much energy and other resources.  With permission from China’s state council, or the Central Government, the two government departments, therefore, decided to call off the tax privilege to ease the country’s energy shortage and growing environmental pressure from industrial pollution.  China’s steel sector is expected to produce a record 350 MT of steel this year.  We are keeping out members informed about the International and China’s steel scenario which effect prices of steels.

Output from NTPC’s Coal based Plants up by 7%
Coal-friend stations of National Thermal Power Corporation (NTPC generated 35,431 million units during the first quarter of the current fiscal (April 1 – June 30, 2005).  The Public Sector Undertaking, thus recorded an increase of 6.96% in power generation as compared to the corresponding period last year, when those stations had generated 33, 124 million units. According to an NTPC release, the plant load factor for coal based stations of the company for the quarter ended June 30, 2005 improved to 87.31% as compared to 87.13% during the same period in the previous fiscal.  The operational performance of the gas station too have registered an improvement.  During the quarter ended June 30, 2004, gas stations generated 5,974 million units as against 5,741 million units during the same quarter in the previous financial year.

Increase in installed capacity of Steel Plants in India

We have been informing members about the increase in capacity of all Steel manufacturers in India, as a result of announcement of Steel Policy by Ministry of Steel, Government of India.  By 2011-12, the demand will be of the order of 60 million ton and in another five-six years, it may rise to 100 million ton.  Lot of green-field capacities are coming up in States like Orissa, Jharkhand and Chattisgarh.  All these capacities besides expansion of their existing capacities, new technology such as COREX, ROMELT Process, FINEX, etc.  along with Electric Arc Furnace or BoF routes.  With all the increase in capacity as envisaged by various companies, the demand of steel in India will be fully met and also export nearly 8-10 million ton.   

Essar Steel is going to set-up a 3.5 million tone steel plant in Bastar in Chattisgarh.  According to a company source, the plant would be set-up in two phases of 1.6 million ton each and the final project proposal would be submitted to the Chhattisgarh government within three months of the signing of the MoU.  The increase in capacity through Induction Furnaces will depend upon its competitiveness and quality of production.  Members may plan the capacity increase accordingly.  It would be advisable to have Concast along with Induction Furnaces.  Diversification of production will be advantageous.

Posco to help infrastructure facilities in Orissa

Members are already aware that Government of Orissa has signed an MoU with the South Korean Steel giant Posco in the month of June 2005.  The plant will be installed near Paradip.  The company will develop roads and rails to connect Paradip port and other parts of India.  The Posco are not averse to participating in the Railway ministries special purpose vehicle (SPV), Rail Vikas Nigam Limited, set up to speeding work on the de-bottlenecking of critical rail projects, including the provision of port connectivity.  This infrastructure will also benefit to other companies in that region.

Power Ministry for Evolving Transparent Tariff Policy 
IN a bid to attract private investment in the areas of power distribution, transmission and generation, the Union Ministry of Power has decided to introduce a transparent national tariff policy indicating the likely cost of power in each State. Although a draft tariff policy has been circulated to all stakeholders for discussion, the Ministry is keen to announce the tariff policy, ensuring that the power sector is made attractive for investments. 

Mr Ajoy Shankar, Additional Secretary in the Union Ministry of Power, said that the rate of return in the electricity sector should be such that it allows generation of reasonable surplus for growth of the sector. Mr. Shankar said that the Power Ministry was committed to ensuring that 100 per cent requirement of quality power to all consumers is met by 2012, while efforts are on to provide electricity to all households in the country within the next five years. Moreover, per capita availability over 1,000 units would be ensured, and to achieve this target by 2012, an additional capacity of about 1,00,000 MW needs to be created, entailing in investment of about Rs 9,00,000 crore. 

Ministry studying plan for uniform pricing of iron ore 
The Ministry of Steel is examining the possibility of having a uniform price of iron ore for export and the domestic market. The National Mineral Development Corporation (NMDC) exports iron ore under long-term commitments at a lower price compared to what it charges the domestic steel manufacturers.  The Ministry is also examining whether the NMDC has incurred losses because of this dual pricing policy. The NMDC has not yet increased its ore prices for the current financial year in its annual contracts. However, once the Ministry takes a decision, the NMDC will effect a price hike. Steel manufacturers are worried because, in the global market, some of the biggest iron ore producers have increased their ore prices by more than 70 per cent this year. 

Jindal Steel wraps up MoU with Jharkhand

Jindal Steel and Power Limited has proposed to set up an integrated steel plant of 5-million ton with an estimated investment of Rs. 11,500 crore in Jharkhand.  An MoU between the steel giant and the state government was signed on 05.07.2005 in the presence of the group’s vice-chairman and M.P. Naveen Jindal and Chief Minister Arjun Munda.  The proposed plant would provide direct employment to a total of 4,500-5,500 people and would create about 30,000 ancillary jobs.  Naveen Jindal said the group’s thrust would not only be on setting up the plant but also on its social responsibility and it will contribute its bit in education, health and infrastructural development.  Chief Secretary PP Sharma said the government would facilitate land/mines/water rights acquisition to the private sector and the group would get power till it set up its own power plant.

NEW MEMBERS

We are reproducing below the names and addresses of new members who have joined AIIFA recently.  The Association is grateful to these companies for their becoming members of the Association.

(i)
Name and Address

:
SIDHI SMELTERS PVT. LTD.

for Correspondence


A-3, SIPCOT Industrial Complex







GUMMIDIPOONDI – 601 201 (T.N.)







Tel: 04119-221709







Fax: 04119-221709




Membership No.


:
560

Name of Chief Executive
:
Mr. K.B. Ramesh

Products made


:
M.S. Ingots

(ii)
Name and Address

:
JEWELS SEAMLESS LTD.

for Correspondence


Abhay Prashal, 10, Race Course Road







Near Indian Airlines Office







INDORE – 452 001 (M.P.)







Tel: 07422-243 6351







Fax: 07422-253 8115







E-Mail: m.karan@satyam.net.in
Membership No.


:
561

Name of Chief Executive
:
Mr. Karan Mittal, Director

Products made


:
M.S. Ingots
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POWER POLITICS

The Association is keeping its members informed about the power being given free to farm sector and stopping cross-subsidy, etc.  Voicing our views almost identical the Financial Express, Delhi Edition, dated July 11, 2005 has given in its Editorial which is reproduced for the information of all members.  In case they wish, they may also write directly to Ministry of Power regarding cross-subsidy, etc.

The recent move by two Congress-ruled states to provide below cost power to select consumers, emanating from vote-bank politics, goes completely against the spirit of power sector reforms.  That both Punjab and Himachal Pradesh have chosen to do this despite Prime Minister Manmohan Singh speaking out against free power is eloquent testimony to their lack of commitment to reforming the power sector.  It is no consolation that such freebies are being targeted at specific consumers.  Himachal Pradesh provides subsidized power to only those consumers below the poverty line.  While in the case of Punjab, free power is likely to be supplied to only those farmers whose land holding is below eight acre.  However, as the experience, first with the public distribution system (PDS) and then with the targeted PDS (TPDS) has shown, it is very difficult to ensure that the largesse is restricted to the target category.  In which case the bill for such vote bank politics will be much higher than envisaged.  At a time when the finances of both the states is in a precarious position, this can cause immense damage to their long-term fiscal health.  

The current cost of supply is plagued with the inefficiencies of the system – both technical as well as commercial losses. Like theft.  So, raising tariffs without adequately reducing losses in a stiff time-bound manner will only result in civil unrest, as is happening in Delhi.  And, central intervention in states has so far been only technical in nature, involving replacement of capital assets, like transformers.  The need of the hour is to convince states that power reforms is a double-edged weapon.  To reap the benefits and ensure that the vote bank swells up would demand Centre-State cooperation of an unprecedented order.  To begin with, central utilities, like NTPC and BHEL, must undertake management contracts for distributing power in select big cities.  Bad eggs need to be dealt with a mix of carrot and stick.  And, PSU resistance to distribution ventures in tough places must be overcome by insulating them from commercial losses, besides handsomely rewarding good management.   Couple with this a strong dose of ‘open access’ power that will ensure that inefficient supply and service by the state utility is met with loss of consumers to alternate suppliers.  The trick, however, lies in phasing this reform measure.  And, here is where the Centre needs an institutional mechanism to hold the states’ hands and deliver goods.  Not, simply talk about free power and its ills.

VAT IN ITS PRESENT FORM AND ITS APPLICATION IN MOST OF THE STATES

Mr. T.R. Rustagi, of Ministry of Finance has voiced his views in regard to VAT.  We are reproducing below his note published in the Economic Times, dated 31.06.2005 for information of all members.  He has also stated that local taxes, etc. should also be included in the VAT and then only it can be implemented properly and the public in general will be benefited.

The framers of the Constitution handed down a two-tier structure of commodity taxation.  They empowered the centre to levy and collect duties of excise on manufactured goods and to impose customs duties on imports and exports.  At the same time, in tune with the federal polity, they assigned the states the power to collect taxes on sale and purchase of goods within India.  They also evolved the concept of central sales tax (CST) to address the issue of inter-state sales.  The amplitude of commodity taxation they envisaged is pervasive.  Yet, the government decided to tax commodities on a selective basis.    The central government, in its wisdom, considered it appropriate to impose duties of customs and excise at mind- boggling rates.  Arguably, high rates of customs duties were justified to thwart the misuse of scarce foreign exchange even though draconian regulations on imports were also firmly in place.  Little did the policy makers realize that it would stifle innovation, competition and efficiency?  High rates of duties of excise defied much of the economic logic.  The consequences were not unexpected. 

The high duty regime fuelled evasion, corruption and collusion on a large scale.  Lobbyists clamored for exemptions to specific goods on one pretext or the other.  High tax rates suited them well to create political pressure to selectively reduce the duty or grant full exemption.  High rates greatly enhanced the incentive to discover loopholes in the tax system causing serious loss of revenue.  Rewind the clock to the ‘70s and 80s and recollect the plethora of disputes in excise.  By design, our judicial system is slow in operation.  The disputes dragged on for years.  And even this was not conclusive.  On several occasions the government had to bring in retrospective legislation to protect the revenue interest. On the whole, the tax system throttled voluntary compliance.  The complexity of the tax structure in the unholy company of opaque procedures created chaos.  Quite a few honest tax payers chose to part Company with morality and fall in line with the unscrupulous lest they face the threat of extinction.  Discretionary powers vested in the officials in the form of controls, permission and approvals only aggravated their avarice to shameful heights.  Corrupt officials amazed wealth misusing their power, contracts and positions with no fear.  Regrettably, many amongst their superiors would share the booty.  Many exhibited life styles that only the ugly neo-rich could match.  The truth is that the irrational tax system that continued for decades has had a devastating impact on the psyche of the taxpayers as well as tax officials.  The tax system impaired voluntary compliance.  Tax administration remained grossly arcane and insensitive to the genuine needs of taxpayers.  Thanks to the reforms initiated in 1991, the customs tariffs have crumbled from over 150% to 15%.  The numerous excise duty rates have been made to meekly converge to a single rate of 16%.  Manufacturers, importers, exporters have all gained from the gigantic reforms in central taxes.  The Centre also took the lead to initiate the process of reforming state-level taxes.  The state finance ministers and senior tax officials have struggled hard to sort out the complex issues.

The Empowered Committee of State Finance Ministers met on more than 85 occasions to finalize the VAT structure.  Through their efforts, the floor rates were introduced which paved the way for VAT.  The advantages of VAT are obvious.  It is a modern tax that ensures efficiency, buoyancy of revenues and helps integration of markets.  One major advantage is that it offers instant credit to traders on their purchases.  Effectively, they are required to pay tax only on value addition.  The states have also promised to go by self-assessment.  VAT legislation of some states, like Punjab, do not contemplate any penalty in the initial years of implementation of VAT.  Sales tax is plagued with problems.  Tax collection at the last stage alone is fraught with serious risk of evasion.  VAT operates at different stages of sale.  It acts as a self-policing mechanism.  VAT acts to the advantage of honest taxpayers as it makes tracking of evasion easier for the tax authorities.

However, VAT means rigorous accounting and its application necessitates the issue of sale invoices at all stages of sale. True, in its present form VAT is a truncated one, missing the elements of an ideal tax.  True, continuation of CST, along with VAT causes anomalies.  Ideally VAT should see the funeral of octroi, entry-tax and similar other local taxes.  It’s also true that some traders perceive difficulties in switching over to VAT.  Yet, it must be appreciated that reform measures involving minor simplification are not adequate.  India’s tax-GDP ratio is abysmally low.  It can be increased only through such reforms that are major and substantial.  Both the Centre and the States have to share the responsibility of reforming the tax structures and modernizing tax administration.  The Centre has introduced CENVAT which has reduced the cascading of excise in a big way.  To start with, the coverage was weak and compliance procedures complicated.  Gradually, it has become comprehensive in scope and simple in operation.  The Centre has also allowed credit across goods and services.   VAT holds the promise of change from the arcane to modernity.  VAT would not only integrate local markets and stabilize prices of goods across the country, it would help to relieve exports of the domestic taxes on a realistic basis.  The introduction of VAT would render the acceptance of a comprehensive service tax much easier.  Therefore, VAT deserves to be given a chance even in its present form.  Gradually, its shape can and will be refined.  Traders must put pressure on State Governments to improve tax administration and make it responsible and responsive.  That is their right.  But they should give the devil its due!  Already it is too late.
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