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" Abenign budget
)}_‘or rubber industry

The rubber industry has been spared of resource

Laugmentation measures and given some

Areliefs and incentives to enhance production

| in the Union Budget

I'Thomas Ouseph

Uniied Fronl Minisir>"s
maiden budget for hns

een s>inpnilielic lo the rubber
indusm. The fiscal niensurcs largely
leave tlie ftnishcd products initoiichcd

~Nand allow fiinher cuts on customs

and excise duties on raw materials
and mnnufactured inicrmcdiarics.
The reduction in the custouts duty
onnatural nibber by 5 per cenl and by
15 per cent on nylon filament yarn
will contain the cost of production in
the t\re sector as IUcsc Uvo consUlulc
about 65 per cent of the raw material
cost. The tyre industry also derives
benefits through duty reliefs on other
raw maierials and componenls.
though the excisc duly on finished
tyres remains at the high pilch of
over 50 per cent ad valorem cxcept-
for the t>res of power tillers. Tlie
t)re industrv will derive benefit out of
the reduction of customs duty on
caprolacium as the nylon lyre cord's
cost of production will come down

~n-espondingly. The indigenous pro-

Jucers ofcaproiactum like the Gujarat

Customs dut>'

(i) Exemption : All
chcmicals used for the
manufacture of contra-
ceptives have been fully
cxcinpicd front ihc cus-
toms duty. Such chcmi-
cals made within the
coiintr) have also been
exempted from excisc
duly.

(ii) Peak rate reduc-
tion : Peak rate of duly
has been brought down
from 50 per cent to 40
per cent on organic chem-
icals and inorganic chemicals under
Chapters 28 and 29 of the Customs
Tariff. Acceleralors. antioxidants and
peplisers imported for the nibber in-
dustry will get Ihe benefit of this
reduction. At ihe same time their
indigenous producers may bring down
price lo match the landed cost of
imported material and improve the
quality in order to stay competitive in
the market.

(tii) Reduction: Reduction in

, Fertiliser Corporation and FACTystoms dut> has been effected in the

" jyili now be forced lo bring down

price to the level of duty

educed landed cosi of imported
'Prolactum.

~he rubber industry' has been

to of the resource augmentation

j It has been gi\en some

and incenti\ es to enhance pro-
ucnon. The following are broadly
J.~?j/*icnsurcs which influence the
ff. , jndustrv in the Union Budget
5L1996.97;

following cases.
a) Petroleum
crude from 35% to
b) Cyclohexane, toluene,
cumene and acrvionitrile
from 20% to 10%
c) Caprolactum from 45% to 30%
d) Phenol and vinyl pyridine

20%

monomer from 40% to 20%
e) Linear alkyl
benzene from 40% to 30%

(*hulambaram =The rubber industry has been spread

0 Polyester filament
yam from 45% to 35%

g) Nylon filament

yam from 45% to 35?0
h) Natural
rubber from 25% lo 2U°b

i) Retreaded
aircraft tvres from 50% to 30°/0

(iv) Fresh levy: A surcharge as
special dut>’ of customs on imported
goods and 2 per cent of the vsilue of
goods imported has been introduced.
This will be for the period ending
March 31. 1999. Goods that are ex-
empted from the whole of customs
dut>' or chargeable to nil dut>" will be
exempted from this levy.

Excise duty
The budget has made changes in
the excise dut> structure of many
goods. Items that relate to the nibber
industry' are indicated below with the
e\tent of modification.



a) Exemption : All the chcmicals
used for liie production of contracep-
tives have been fully exempted from
excise dut>-. In the case of footwear,
the exemption limit for excise duty
has been raised from Rs. 50 to Rs. 70
per pair. Tlus would offer consolation
to the hawai chappal producers.

b) Reduction ;

Excise duty on specified

animal drawn vehicle

t>res. off the road t>res

aero t>res and aero

tubes from 35% to 30%

Reduction in basic

excise dut>' on polsester

filament yarn from 50% to 40%
¢) Enhancement :

Excise dut>' on petroleum
products other than
kerosene and petroleum

gases from 10% to 15%
Basic cxcisc duly

on viscose

filanicni from 15% lo 20%

Reduction in the import duly of
peiroleum crude will generally bring
down pricc of petroleum feaislocJ®
for rubber chcniic'ils. nylon and rayon
\am. s>nlhciic nibber. etc. With the
reduction in duly of cyclohcxane.
lulucnc. auucncand acr> lonitrilcs. the
cost of production for solvcnis. addl-
incsand nilrile rvibberwill come down.

Modified phenol is utilised to nuikc
antioxidanls. Vinyl pyridine mono-
mer is the feedstock for \inyl p\ri-
dinc raicN used by lhc t>rc industry.
The duty reduction would benefit the
t>rc induslf).

Reduction of customs duty and
excise duty on polyester filament yarn
and lowering the cxcise duly on vis-
cose filament yarn will also help the
raw material cost of the t>re induslr>-
lo come down. Matched against ail
these measures the enhancement of
cxcisc duty by 5 per cent on pctro-

O .ver 1000 companies
w/iose tofa/ income /5
below 30 per cent of the
book profit are liable
to pay the minimum

alternative tax (MAT)

leum products and the introduciion of
2 per cent surcharge as special dut>'
on imported goods will not be a bur-
den on the rubber industr>'.

The import dut>" on natural nibber
has been reduced by 5 per cent. This
has evoked sharp reactions from some
of the politicians \\ho. without under-
standing the issues involved, vilify
the reduction. Though natural rubber
import attracted 25 per cent customs
duty, the dut>~ was exempted in the
past two years to make the landed
cost of imported nibber competitive.
Natural rubber price is currently rul-
ing high in India by about Rs. 6 at Rs.
50 per kg. for the RSS 4 grade com-
pared to the international price of Rs,
44 per kg. Even 20 per cent duly on
imponed rubber will put the landed
cost of the nibber above the hidian
price. Not much import is expecied lo
ijike place during 1996-97. Even ihe
import recommendation of 40.000
tonnes was not utilised since demand
dcclincd owing to power cuts in the
Southern States and Iltc credit
squeeze. On!) a few thousand tonnes
was imponed under tlie advance li-
cence against export of nibber goods.
Tiiis does not attract any impon duty.
Now thal the pcack production sea-
son for natural nibber is round the
corner, it is doubtful whether the
Government would allow any quan-
tum to be brought down apart from
the imports under the advancc li-
ccnce. In this contingency the hue
and cry over reduction of import duly
on natural nibber by 5 per cent is
meaningless.

Corporate (ax

Under corporate tax proposals the
Finance Minister. Mr. Chidambaram,
has proposed a minimum altcmnlivc
lax (MAT) on companies which are
not liable to pay any tax at present. If
the total income of such a company is
less than 30 per cent of ihe book
profit after the eligible deductions,
then 30 per cent of the book profit is
to be taxed at a rate of 43 per cent
which conies to an effective tax rate
of 13 per cent. However, surcharge
on the corporate lax has been reduccd
to half; from 15 per cent to 7.5 per
cent. There is also reduction on iong-
icrm capital gains in the case of do-
mestic companies, from 30 per cent
to 20 per cent

On a rough estimate, over 1.000
companies whose total income is be-
low 30 per cent of tlic book profit arc
liable lo pay MAT. MAT will not
allow ihem lo write down laxes conj-
plctely agalnsl depreciation. Some of
the companies arc from the rubber

industr>". but their total liabiliiTT'
M.AT may noi be sizable. A roug?
calculation indicates that in the non
i>re sector zero tax companies at'
trading MAT may earn about
Rs. 18.3 crores of taxable income a
year with liability lo pay MAT for a
little over Rs. 2.3 crores. In the t\re
sector the total taxable income of
such companies comes about Rs 92
crores a year. Their MAT “

would be nearly Rs. 12 crores. All the *
major tyre units are existing tax pay:
ing concerns. Units under the E.xport
Processing Zone and the 100 per cent

e\port oriented units arc exemoted
from the le\y.

New units
Large companies used to set up

¥V industrial units in notified back-
ward areas to lake ad\antage of the i
tax exemption. This had tlie indlrea
advantage of developing the undevel-
oped arcji. Tlic tax deduction also con-
tributed lo the development ofinfta.’
stniclure facililies in the backward
region and improvement in rural era-
plo>'menl. Some ofthe industrial houses"
have remarked that ihey will now pre-
fer lo pul up addition:!] \'cniiu'es in the
dc\elopcd arais. If Ihal happens, MAT]
may deal a blow lo the rural develop:!
mcnt. However, companies set up \,
dcNclop infrastniclurc facilities stand*
exempted from the Ic\y. S

There arc al.so views against MAT®
that the cash flow of the weaker comj
panics will be adversely afiected, thaP
the Governmenl is introducing fresK
ambiguities by forcing difTcrent tax*
structure for different categories of!
firms having similar operations andi
Ihal the new measure will afTect in®
\estmcnls in expansion and diversifi:f
cation of existing companies. Despite";
Ilhe divergent criticism, it is a farf
thal the companies capable of reasoii®
able performance "wiU not be hard wt]
by MAT. The impact of the levy nay,
perhaps rcduce the dKidend pay ou'j
or delay It until the unit gains strengtn
to make allocable surplus.

E\'cn in the midst of the criticis™
there are people In the corporate se™
tor who have wclcomcd
doyen among them Is from the
industry, Mr. Onkar S Kanwar. M
aging Director of Apollo Tyres. . j

wclcomced Ihc measure and in
catcd lhal his cojnpan\
bear the additional burden
the social obligations. Though
lo Tyres is already a tax
pany. his other firm, ApoHo J*!
i.onal, has a liability of aroun™"r
Rs. 2,4 crores under MAT._
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