P A R T  -  1

EDITORIAL

We have been commenting in our Newsletters about increase or decrease in prices of steel products.  At the moment, the Pencil ingot prices are varying from Rs. 20,000 to Rs. 21,200 per tonne at various locations in India.  The prices have, therefore, come down marginally over the previous fortnight.  We have learnt that there is considerable imports of bars, rods and billets which has affected the pencil ingot prices.  It is learnt that Hot Rolled (HR) coil prices in international market have come down considerably but Indian Steel producers have not reduced their prices.  According to Chairman, SAIL “prices may remain stationery for sometime”.

We learnt from newspaper reports that there will be considerable capacity build up due to increase in the capacity of Primary producers, additional capacity being sanctioned by State Governments and secondary producers increasing their capacity by 2010.  The existing capacity of main producers is 20 million tones.  The capacity of major secondary producers is not reported/published.  In regard to secondary steel producers - the Electric Arc and Induction Furnace capacities are also somewhat uncertain.  However, it is noted that the total installed capacity of both Electric Arc and Induction Furnaces may be nearly 18 million tones but the capacity utilization is nearly 60%.  It appears that by 2010, the total installed capacity in India from all sources will vary from 75 – 80 million tones and the production may be around 60 million tones.  POSCO the South Korean steel giant may install 12 million tonne capacity by 2010.  However, the various State Governments should be cautious about the sanctioning too much of capacity which may not be fruitful due to constraint in regard to iron ore, coking coal and power.  Most of the capacity is being built up according to the National Steel Policy.  

We are reproducing our views in regard to amendment in Electricity Act 2003.  It seems that UPA Government is bound to continue the cross-subsidy by amending the Electricity Act 2003.  Due to political expedience, they want to continue cross-subsidization which according to Electricity Act 2003 was to discourage cross subsidy to bring it to zero.  We are also reproducing in this issue the Editorial of the Economic Times, Delhi Edition, dated 26.05.2005 which has clearly stated that Electricity Regulators do not have expertise to fix power tariffs, etc.

NOTICE TO AIIFA MEMBERS

I. Branches of  AIIFA will now be called “CHAPTERS”

We may like to convey to you the decision of AIIFA members taken in the XIX Annual General Meeting held at Cochin on 23rd December 2004.  According to the decision, the regions of AIIFA will now be named as “CHAPTERS”.  In view of the same, the Association will be addressing chapters for matters connected with membership, etc.   Our Articles of Association and Memorandum has been changed in para changing regional branches as AIIFA  Chapters. This is for information of members.

II. 2ND FERRO ALLOYS INDIA CONFERENCE -12-14 September 2005, New Delhi

AIIFA has been informed about the above  conference by  The Indian  Ferro Alloy Producers Association.  Those members who are interested may consider this note.  We are reproducing below the letter received from The Indian Ferro alloy Producers Association:-

“It gives us great pleasure to inform you that The Ferro Alloy Producers Association (IFAPA) is organizing the 2nd Ferro Alloys India Conference in association with Metal Bulleting (MB), London on 12-14th September 2005, at Taj Palace New Delhi, the capital city of the country.   1st  Ferro Alloys India organized by Metal Bulleting and IFAPA on 8-10th February 2004, at Hyderabad was  a thumping success, with IFAPA organizing an international Conference fro the first time in India.  Over 370 delegates including about 50 overseas delegates participated in the 1st Ferro Alloys India.  This Conference was success because of the overwhelming support from the participants and the quality papers presented by eminent speakers at the Conference.  

This Conference is aimed at providing common platform to review and discuss all key issues related to Ferro Alloy Industry such as Market, Technology, Raw Materials, Logistics, Energy, Environment etc. and chart out a road map for the future.  It is expected that there will be over 400 delegates both from India and overseas at the conference.  For details of the conference, please click the link below:-

http://www/ifapaindia.org/conf1.cfm
We would be grateful if you could kindly inform your Members, and circulate the link for details of the Conference.  We look forward to your support and Members’ active participation and advertisement in the souvenir at the conference”

GLEANINGS FROM THE PRESS

Overhaul Power Regulation – Regulators Mess Up, Sans Expertise

Oversight of the market for electricity is flawed, as pointed out by Sudha Mahalingam on 24/05/2005.  Lack of expertise, resources and real independence shackle state regulatory commissions, leading to unfair, opaque tariffs.  Often enough, the regulatory mandate itself is limited: existing power purchase agreements are deemed outside regulatory  purview.  Also glaring is the absence of transparency in determining  tariffs.  The very process of pass-through of purported costs calls for review.  Currently, the policy guarantees returns on costs.  The guidelines presuppose proactive, stand-alone regulators who enforce cost discipline.  But without the requisite depth of expertise,  regulators cannot second-guess the declared cost schedules of independent producers and distributors.  It’s a perverse inventive to pad costs and short-circuit reforms.

The key objective of achieving efficiency, fair prices and quality power critically depends on in-house regulatory expertise.  Regulators must have the financial independence to tap the right skills.  The whole idea of making the sector efficient, of attracting much-needed investments and reducing costs, all require top-notch techno-economic and market savvy on the part of the regulator.  Concurrently, we urgently need to garner the political will to put paid to everyday theft and giveaways.  After years of power sector reforms, there is no finance of the state  power sector needlessly jack up risks and come in the way of large scale coagulation of funds in the sector.  There is a huge and growing investment backlog in power.  Further, we need to move to a system in which multiple producers and sellers compete for custom.  For the purpose, the Electricity Act, 2003 already mandates ‘open-access’ of line capacity.  But the actual implementation of the provision needs to be done posthaste.  Cutting-edge regulation is crucial,  true.  Ultimately though, a competitive market for power requires multiple, cut-rate producers and sellers.

(Source: The Economic Times Editorial dated 26th May, 2005)

Shortage of Coking Coal

All companies are reporting not only shortage of coking coal availability in the country but also its high prices.  Vishakhapatnam Steel Plant (VSP) has predicted that its profit in 2005 will be less due to costly coking coal.  Rashtriya Ispat Nigam Ltd. (RINL) – which is VSP’s holding company imports nearly 3.0 million tonne of low ash coking coal every year.  RINL is exploring the possibility of setting up a joint venture with National Mineral Development Corporation (NMDC) for mining of iron ore in the State of Orissa.  RINL is also trying for four more blocks in the state’s ore-rich Keonjhar and in Rowghat in Chhattisgarh.

(Source: The Economic Times, dated 10.05.05)

Stabilization of steel prices in next 6-12 months

Steel Authority of India Ltd. (SAIL), Chairman Mr. V.S. Jain is hopeful that steel prices may stabilize in next 6-12 months time.  According to him, the demand for steel may grow by 8% in the current fiscal year.  Export of steel is also expected to increase during 2004-05 on account of higher domestic demand along with increasing its global sales.  During the year, significant profits made by SAIL in 2004-05, the company has announced a final dividend of 18 per cent for 2004-05, which is in addition to the 15 per cent interim dividend declared in January this year.  

(Source:  The Hindustan Times, Delhi Edition, dated 26.05.05)

ASSOCHEM suggests Govt. to buy coal and iron ore mines abroad.

Associated Chamber of Commerce and Industry (Assochem) has observed that steel demand and prices will continue to stay firm for at-least next few years.  These industries are likely to be construction sector, Automobile and Engineering industries.  At the same time, global demand for steel is growing by 7 – 8% per annum.  The production of steel in the world is not keeping pace with the growing demand.  Raw materials, therefore, play an important role in providing for more production.  In view of the same, the Chamber suggests that Government should buy more ore mines and coking coal mines in foreign countries.  120 million tones of iron ore is produced in India and nearly 60 million tones is used by our Integrated Steel Plants.  Iron ore reserves are nearly 15 billion tones whereas coking coal reserves are nearly 5 billion tones.  The demand for more steel is likely to come from growing economies such as China, US and Europe.  In India also there would be significant growth in demand on account of 2010 Commonwealth Games.

(Source: The Economic Times, Delhi Edition dated 25.05.05)

AIIFA Views

Assochem is aware that we are earning valuable foreign exchange by exporting iron ores having less than 64% iron content to countries like Japan, South Korea and China.  What the Government should do is not to export iron ore to any country from-where we are not importing valuable minerals or other materials such as coking coal.  There should be bilateral agreements in such cases.  At the same time, steel demand as foreseen by Assochem in India may not materialize.  We must acquire coking coal mines abroad.  The point, however, is whether importing of coking coal would be better than acquiring mines.  A study may be made in this regard.  No country will sell its mines unless it is a profitable venture in the long run and may ask more prices for mines.  The coking coal prices will be governed by the International Market from time to time.
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We are giving below the relevant portions of Customs Notification No. 36 (N.T. Serious) dated 02.05.05 (Duty drawback) for information.

	Chapter 72

	72                                                                    Iron and steel

	Tariff  Item
	Description of goods
	Unit
	Drawback when Cenvat  Facility has  not been availed
	Drawback when Cenvat  Facility has been availed

	
	
	
	Drawback Rate
	Drawback cap per unit in Rs.
	Drawback Rate
	Drawback cap per unit in Rs.

	
	I Primary Material; products in granular or powder form
	
	
	
	
	

	7201
	Pig iron and spiegeleisen in pigs, blocks or other primary forms
	MT
	2.5%
	480
	2.5%
	480

	7202
	Ferro alloys
	MT
	2.5%
	650
	2.5%
	650

	7203
	Ferrous products obtained by direct reduction of iron ore and other spongy ferrous products, in lumps, pellets or similar forms; iron having minimum purity by weight of 99.94%, in lumps, pellets or similar forms
	MT
	3.5%
	350
	2.5%
	260

	7204
	Ferrous waste and scrap; remelting scrap  ingots of iron or steel
	
	Nil
	
	Nil
	

	7205
	Granules and powders, of pig iron, spiegeleisen, iron or steel
	MT
	2.5%
	380
	2.5%
	380

	
	II Iron and Non-alloy steel
	
	
	
	
	

	7206
	Iron and non-alloy steel in ingots or other primary forms (excluding iron of heading 7203)
	MT
	2.5%
	615
	2.5%
	615

	7207
	Semi-finished products of iron or non-alloy steel
	MT
	2.5%
	615
	2.5%
	615

	7208
	Flat-rolled products of iron or non alloy steel, of a width of 600 mm or more, hot-rolled, not clad, plated or coated
	MT
	2.5%
	650
	2.5%
	650

	7209
	Flat-rolled products of iron or non-alloy steel, of a width of 600 mm or more, cold –rolled (cold reduced), not clad, plated or coated
	MT
	2.5%
	700
	2.5%
	700

	7210
	Flat-rolled products of iron or non-alloy steel, of a width of 600 mm or more, clad, plated or coated
	MT
	2.5%
	950
	2.5%
	950

	7211
	Flat-rolled products of iron or non-alloy steel, of a width of less than 600 mm, not clad, plated or coated
	MT
	2.5%
	750
	2,5%
	750

	7212
	Flat-rolled products of iron or non-alloy steel, of a width of less than 600 mm, clad, plated or coated
	MT
	2.5%
	980
	2.5%
	980

	7213
	Bars and rods, hot-rolled, in irregularly wound coils, of iron or non-alloy steel
	MT
	2.5%
	650
	2.5%
	650

	7214
	Other bars and rods of iron or non-alloy steel, not further worked than forged, hot-rolled, hot-drawn or hot-extruded, but including those twisted after rolling
	MT
	2.5%
	650
	2.5%
	650 

	7215
	Other bars and rods of iron or non-alloy steel
	MT
	2.5%
	650
	2.5%
	650

	7216
	Angles, shapes and sections of iron or non-alloy steel
	MT
	2.5%
	650
	2.5%
	650

	7217
	Wire of iron or non-alloy steel
	MT
	2.5%
	680
	2.5%
	680

	
	III Stainless Steel
	
	
	
	
	

	7218
	Stainless steel in ingots or other primary forms; semi-finished products of stainless steel
	
	
	
	
	

	721801
	Stainless steel in ingots or other primary forms; semi-finished products of stainless steel (Having Ni more than 8%)
	MT
	3.4%
	4100
	3.4%
	4100

	721802
	Stainless steel in ingots or other primary forms; semi-finished products of stainless steel (having Ni more than 4% but less than 8%)
	MT
	3.2%
	2350
	3.2%
	2350

	721803
	Stainless steel in ingots or other primary forms: semi-finished products of stainless steel (chrome Stainless Steel)
	MT
	3.0%
	620
	3.0%
	620

	7219
	Flat-rolled products of stainless steel, of a width of  600 mm or more
	
	
	
	
	

	721901
	Flat-rolled products of stainless steel, of a width of 600 mm or more (Having Ni more than 8%)
	MT
	3.2%
	2500
	3.2%
	2500

	721902
	Flat-rolled products of stainless steel, of a width of 600 mm or more (having Ni more than 4% but less than 8%)
	MT
	3.2%
	2500
	3.2%
	2500

	721903
	Flat-rolled products of stainless steel, of a width of 600 mm or more (Chrome stainless steel)
	MT
	3.0%
	750
	3.0%
	750

	7220

	Flat-rolled products of stainless steel, of a width of less than 600 mm
	
	
	
	
	

	722001
	Flat-rolled products of stainless steel, of a width of less than 600 mm (Having Ni more than 8%)
	MT
	3.4%
	4225
	3.4%
	4225

	722002
	Flat-rolled products of stainless steel of a width of less than 600 mm (having Ni more than 4% but less than 8%)
	MT
	3.2%
	2500
	3.2%
	2500

	722003
	Flat-rolled products of stainless steel of a width of less than 600 mm (Chrome Stainless Steel)
	MT
	3.0%
	750
	3.0%
	750

	7221
	Bars and rods, hot-rolled, in irregularly wound coils, of stainless steel
	
	
	
	
	

	722101
	Bars and rods, hot-rolled, in irregularly wound coils, of stainless steel (Having Ni more than 8%)
	MT
	3.4%
	4125
	3.4%
	4125

	722102
	Bars and rods, hot-rolled, in irregularly wound coils, of stainless steel (having Ni more than 4% but less than 8%)
	MT
	3.2%
	2400
	3.2%
	2400

	722103
	Bars and rods, hot-rolled, in irregularly wound coils of stainless steel (Chrome Stainless Steel)
	MT
	3.0%
	700
	3.0%
	700

	7222
	Other bars and rods of stainless steel; angles, shapes and sections of stainless steel
	
	
	
	
	

	722201
	Other bars and rods of stainless; angles, shapes and sections of stainless steel (Having Ni more than 8%)
	MT
	3.4%
	4125
	3.4
	4125

	722202
	Other bars and rods of stainless steel; angles shapes and  sections of stainless steel (having Ni more than 4% but less than 8%)
	MT
	3.2%
	2400
	3.2
	2400

	722203
	Other bars and rods of stainless steel; angles, shapes and sections of stainless steel (Chrome Stainless Steel0
	MT
	3.0%
	650
	3.0%
	650

	7223
	Wire of stainless steel
	
	
	
	
	

	722301
	Wire of stainless steel (Having Ni more than 8%)
	MT
	3.4%
	4125
	3.4%
	4125

	722302
	Wire of stainless steel (having Ni more than 4% but less than 8%)
	MT
	3.2%
	2400
	3.2%
	2400

	722303
	Wire of stainless steel (Chrome Stainless Steel)
	MT
	3.0%
	650
	3.0%
	650



	
	IV Other alloy steel: hollow drill bars and rods of alloy or non-alloy steel
	
	
	
	
	

	7224
	Other alloy steel in ingots or other primary forms; semi-finished products of other alloy steel
	MT
	3%
	650.00
	3%
	650.00

	7225
	Flat-rolled products of other alloy steel, of a width of 600 mm or more
	MT
	3%
	650.00
	3%
	650.00

	7226
	Flat-rolled products of other alloy steel, of a width of less than 600 mm 
	MT
	3%
	650.00
	3%
	650.00

	7227
	Bars and rods, hot-rolled, in  irregularly wound coils, of other alloy steel
	MT
	3%
	650.00
	3%
	650.00

	7228
	Other bars and rods of other alloy steel; angles, shapes and sections, of other alloy steel; hollow drill bars and rods, of alloy or non-alloy steel
	MT
	3%
	660.00
	3%
	660.00

	7229
	Wire of other alloy steel
	MT
	3%
	660.00
	3%
	660.00


CUSTOMS CIRCULAR

NO. 22/2005-Cus. DATED: 2ND MAY, 2005(F.NO. 609/38/2005-DBK

To,

All Chief commissioners of Customs

All Chief Commissioners of Customs & Central Excise

All Commissioners of Customs/Customs(Prev)/

Customs & Central Excise/Central Excise

DG, CEIB, New Delhi

DG, Central Excise Intelligence/DGRI/DG (Export Promotion)/

DGI/DG, NACEN/DG (systems & Data management)

Chief Departmental Representative, customs, Excise & Service Tax

Appellate Tribunal, West Block-2, RK Puram, New Delhi

All Industry Rates of duty Drawback, 2005-06 – Reg.

The Ministry has announced the revised All Industry Rates of Duty Drawback vide notification No. 36/2005-Cus(NT) dated 2.5.2005.  These rates shall come into force with effect from 5.5.2005. The notification may be downloaded from CBEC website www.cbec.gov.in and perused for details.

The drawback rates have been determined on the basis of certain broad parameters including, inter alia, the prevailing prices of inputs, standard input/output norms (SION) published by DGFT, share of imports in the total consumption  of inputs and the applied rates of duty.  As education cess is being collected as duties of excise/customs, the element of education cess has been factored  in the drawback rates.  The incidence of duty on HSD/Furnace Oil has also been factored in the drawback calculation.  The production, import and price data used for calculation of drawback rates have been obtained from the various sources, such as, the field  formations of Central Excise/Customs, the Export Promotion Councils and trade bodies, Government publications and other reputed journals.  The changes in drawback rates reflect the changes in applied duties and changes in prices.

A significant feature of the new Drawback Schedule is that barring a few exceptions the rates on all export products have been expressed in ad valorem terms in lieu of earlier specific rates, i.e. Metric Tonne/Kg etc.  Though the weight based drawback is reported to be less vulnerable to abuse, the ad valorem rates have the dual virtue of first being fair to the exporters and secondly, serve the policy objective of encouraging the export of  value added items.  Therefore, as a conscious policy decision,  it has been decided to express drawback rates  in ad valorem terms.  The associated drawback caps have, however, been fixed in specific items, i.e. weight or piece, as the case may be.

The existing Drawback Schedule is based on a mixed classification that has grown out of precedent and convenience over the decades.  Basically, the first two digits reflect the chapter heading while the subsequent two digits are in most cases arbitrary, derived from precedent and convenience.  It has been felt that the classification system to be used for notifying the All Industry Rates of Duty Drawback should be insulated from any charge of classificatory confusion.  It has, therefore, been decided to adopt the HS classification as the basis for fixing drawback rates.  Thus, the new  Drawback Schedule is now fully aligned with the HS Nomenclature at the four digit level.    While for major  export items the drawback rates have been worked out at four digit/six digit/eight digit level, for others a mixed classification, based on precedent and convenience, has been used for prescribing the drawback rates.  In several cases, a residual entry has been created so that no export item is left out from a particular heading.

The new Drawback Schedule now covers about 2620 entries comprising 685 entries at the four-digit level and 1935 entries at the six-digit/eight digit/modified six/eight-digit level.  Though the entries add to a total of 2620 only, the number of manufactured products covered by these entries would be many times this figure.  In terms of product coverage, the new Schedule has much wider scope in comparison with the existing Schedule which covers about 1050 entries only.  In view of switchover to HS Nomenclature, the Schedule now covers several new products in chemicals, plastics, textiles, steel and machinery sectors.  The advantages of adopting HS classification are many.   Apart from transparency and completeness of coverage, it would now be easier to compile revenue foregone figures tariff line-wise.  Communication with various agencies dealing with international trade will, henceforth, be smooth.

As the Duty Drawback Scheme is designed to reimburse the exporters for the incidence of customs and excise duties borne  by an exported article, the practice hitherto has been to identify this incidence separately and then debit them to the respective heads of collection, viz.  Customs and Central Excise.  Thus in the existing  Drawback Schedule the drawback rates have been shown separately for a product, that is to say, a higher amount when CENVAT  facility has not been availed (which is inclusive of Customs and Central Excise allocation) and a lower amount when CENVAT facility has been availed, representing the Customs portion of drawback.  As a measure of simplification and to avoid repetition of entries, in the new Schedule the format of the Table has been changed to show the drawback rates separately i.e. when CENVAT facility has not been availed and when  CENVAT facility has been availed.  The latter entry denotes the Customs portion of drawback only whereas, the former entry denotes the Central Excise and Customs portion put together.  The difference between the two is Central Excise portion of drawback.

The drawback rates have undergone significant changes in sympathy with the changes in prices of inputs, duties etc.  The Drawback Schedule may be perused for details.  The more important changes are outlined below:-

i)
Base Metals and Articles of Base metals (Chapters 72-83)

A significant feature of the new Drawback Schedule is that drawback rates have now been provided for all items of iron & steel in Chapter 72 and 73. The new rate for semi-finished steel, HR coils,  CR Sheets, GP Sheets and bars & rods is 2.5%(all customs) with drawback caps varying from Rs. 615/MT to Rs. 980/MT.  In chapter 74 (Copper and Articles thereof), the drawback rates on copper cathodes, wire bars and rods have been revised from Rs. 6.50/kg (customs) to 4.5% with a cap of Rs. 7.70/kg(customs).   Taking into account the duty incidence and prices of inputs, the drawback rate on brass builder hardware and handicrafts of brass has been revised from Rs. 24.10/kg to 9% with a cap of Rs. 33/kg.  The same is the case with artware/handicrafts of copper where the drawback rate has been revised from Rs.  31.60 per kg to 11% with a cap of  Rs. 44/ kg.

9.  Kindly acknowledge receipt of this Circular.
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