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INTRODUCTION

1, the Chairman of the Public Accounts Committee as authorised
by the Committee, do present on their behalf this Tenth Report on
‘Export of Engineering Goods’—Paragraph 28 of the Report of the

Comptroller & Auditor General of India for the year 1972-73, Union
Government (Civil).

The Report of the Comptroller & Auditor General of India for
the year 1972-73, Union Government (Civil) was laid on the Table
of the House on 30 April 1974, The Committee (1974-75) consi-

dered Audit Paragraph 28 at their sittings on 4 July and 5 July,
1974 (FN).

On 20 August, 1974, a Sub-Committee consisting of the follow-
ing Members was appointed to undertake a detailey examination
of the question of cash assistance and other incentives for export
performance during the years 1970-73 with reference to paragraphs
28, 29, 30 of the Report of the Comptroller and Auditor General of
Indla for 1972-73, Union Government (Civil)—

Shri Jyotirmoy Bosu—Chairman

Shri T. N. Singh—Convener

Shri Sasankasekhar Sanyal Members
Shri P. Antony Reddi

The Sub-Committee examined Audit Paragraphs 28 and 29 at
their sittings held on 8 and 14 January, 1975(AN). The Sub-Com-
mittee, however, did not examine paragraph 30. The Committee
(1975-76) presented their report (178th) on para 29 dealing with
‘Cash Assistance on Man Made Fabrics’ on the 30th April, 1976.
They could not however censider and finalise this Report dealing
with para 28 due to paucity of time. This Report also could not
be finalised by the Committee (1976-77) due to dissolution of Lok
Sabha on 18 January, 1977. The Committee (1977-78) considered
and finalised this Report at their sitting held on 12 September,
1977 based on the evidence taken by the Sub-Committee ang fur-
ther information furnished by the Ministry of Commerce. The
minutes of the sittings of the Committee form Part II* of the Report.

#Not Printed (One cyclos: i]ed copy laid on the Table of the House and five copies
placed in the Parliament Library)-

)



(vi)
For facility of reference the conclusions/recommendations of the

Committee have been printed in thick type in the body of the
Report. For the sake of convenience, the recommendations/obser-
vations of the Committee have also been reproduced in a consolida-

ted form in Appendix.

The Committee place on record their appreciation of the com-
mendable work done by the Public Accounts Committee (1974-75)
and the Sub-Committee on ‘Cash Assistance’ (1974-75) in taking
evidence and obtaining information for the Report.

The Committee also place on reeord their appreciation of the
assistance rendered to them in the examination of the Audit Para-
graphs by the Compiroller & Auditor General of India.

The Committee would also like to express their thanks to the
officers of the Ministry of Commerce for the cooperation extended
by them in giving information to the Committee.

C. M. STEPHEN,
Chairman,
Public Accounts Committee.

NEW DELHI;

September 30, 1977
Asvina 8, 1899 (S)




EXPORT OF ENGINEERING GOODS
Audit paragraph.

1:1. In recent years our exports of engineering goods have grown
impressively as follows:

Rs.

crores
1960-61 . . . . . ..o 13°4
1969-70 . . . . . .. . . . . . 89 5
1970-71 . . . . . . . . . . . . 130°4
971-72 . . . . . . . . . . . . 1184

April-December, 1972 . . . . . . . . . 96'0

1.2. For promoting exports, several measures have been under-
taken, viz, issue of import replenishment licence to the extent
of import contents against exports of selected products, cash assis-
tance (compensatory support to neutralise/reduce the gap in the
f.0.b. realisation in order to make the products internationally com-
petitive), export finance at concessional rate, drawback facilities
(i.e., refund of customs duty/central excise duty for imported/
indigenous steel was being made available to exporters of engi-
way freight concessions on export trade, etc. In addition, the
main raw material for engineering exports, viz., prime iron and
steel is made available at international prices or domestic prices,
whichever are lower. Upto 1971 and the early part of 1972, the
world prices (United Kingdom, Japan, European Common Market
countries) were generally lower than our indigenous base prices.
Indigenous steel was being made available to exporters of engi-
neering goods at the (lower) world prices. This was being done
by the Joint Plant Committee (of the main producers in India)
from out of its Engineering Goods Export Assistance Fund which
was fed by a levy of Rs. 3 to 16 per tonne included in the Joint
Plant Committee (f.o.r.) prices at which steel was being sold by
the main producers in India,

13. The rates of cash assistance and import replenishment
licence in 1972-73 for some of the important engineering goods



expores were as follows:

Rate of cagh assistance Import re-
' plenish-
Commodity 19732-73 1973-74 ment
per cent per cent (1972-73
an
1973-74)
- . per cent.
Steel Weld Mesh . . 20 20 5
“Transmission Line Towers:
(a) Mild Steel Towers . 25-+s Exports upto 50 per cent 20
of total production 10
Between 50 and 60
per cent s
Between 60 and 8o
per cent 20
Exceeding 80 per cent * 25
(b) High Tensile Steel Towers On casc to On case to case besis As required
case basis
Bright Steel Bars . . . 10 1045 40
Pipes and Tubes:
(a) Ungalvanised . . 30 30 3
(b) Galvanised . . . 30 30 20
Bicycles complete . . . 30 30 20
Bicycle components and ac-
cesSorieS . . . . 30 30 30

14. Up to 1970 prime iron and steel needed by exporters of
engineering products was being supplied from indigenous sources.
From 1971, however, scarcity of indigenous prime steel of some
varieties (for example flat products, round bars, etc.) began to be
felt and, in order that exports of engineering goods may not conse-
quently suffer a setback, Government has been permitting import
of prime steel and making it available to registered exporters of
engineering goods. Thus, in 1971 1.01 lakh tonnes of steel were
imported through Hindustan Steel Limited and made available to
the exporters of engineering goods.

1.5. According to Government, cash assistance (for exports) is
not normally allowed beyond 25 per cent of the ‘added value’
which is arrived at by deducting the cost of imported material
from the f.o.b. realisation due to the export product. However,
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because of import of steel and its allotment for engineering goods:
exports, the import content of these products went up. When the:
import content of an export product so goes up, the general policy
is to reduce the quantum of cash assistance—the reduction being.
proportionate tc the diminution of the value added indigenously
(the main argument in support of reduction being that import
prices are lower than indigenous prices). However, as an excep-
tion to that policy, Government decided (in April 1971) that there
need be no reduction in the existing rates of cash assistance for
exports of engineering goods. The principal considerations which
then weighed with Government in approving this departure (in

cavour of engineering goods exports) from the policy were as
follows:

(a) Increase in the import content in such cases was not
very large and, as such, considerable reduction of pro-
duction cost was unlikely.

(b) The import cost of certain steel item was not less than
the domestic prices.

(c) Certain local taxes, e.g.,, Octroi, etc. charged on the pro-

duction are not taken into account for determining the
rates of cash assistance.

1.6. The Engineering Export Promotion Council formulated an
ambitious scheme for export target of Rs. 200 crores for 1972-73.
The Council’s estimate was that, for that purpose, 8.10 lakh tonnes
of steel would be required, of that only 3.30 lakh tonnes would be
available indigenously and the balance 4.80 lakh tonnes would have
to be imported. It was decided that, to that end, steel would be
imported by Hindustan Steel in 1972-73 and issued to the engi-
neering goods exporters at the Joint Plant Committee (column 1)
price plus 2 per cent charge thereon. The loss incurred by Hindus-
tan Steel in importing the steel and selling it at the Joint Plant
Committee (column 1) price plus 2 per cent is to be made good
from the Marketing Development Fund which is financed from
Government revenues. Government also took the decision that, as
in the previous year and for the same reasons, the rate of cash

assistance would not be reduced for export of engineering goods
with higher import content.

1.7. Imported stee! is available through direct import by actual
users, registered exporters or their nominees or export houses and
by the canalising agencies like Hindustan Steel. Early in 1972-7T3,
it came to the notice of the Central Board of Excise and Customs
(while dealing with a drawback claim) that, for production of
exported steel weld mesh from which average f.o.b. realisation

-~
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was Rs, 1,255 per tonne, a company had imported during July 1971
to February 1972, 3,592 tonnes of prime mild steel rods at an
average assessable value (which is about the c.if. value) of Rs. 1,017
per tonne, and that—
(i) The company would, according to the existing sanction
ed rates, get cash assistance of Rs. 251 per tonne, although
if the principle that cash assistance should not exceed 25
per cent of the added value is to be observed cash assis-
tance should not exceed Rs. 31 per tonne.

(ii) For earning net foreign exchange wof Rs. 126 per
tonne, Government would be giving cash assistance of
Rs. 251 per tonne,

(iii) The assessable value of the imported mild steel rods had
gone up to Rs. 1,247 per tonne in January 1972, If that
value and the latest f.o.b. value of the exported steel
weld mesh were taken into consideration, the net foreign
exchange drain per tonne worked out to Rs. 129 and even
then the company would get cash assistance of Rs. 251
per tonne, .

1.8. Thig state of affairs had been brought about by, principally,
the following:

(i) very high quantum of imported steel going into the pro-
duction of the exported engineering goods.

(ii) liberal level of cash assistance (often ranging between
20 to 30 per cent of the f.o.b. value) for exports of engi-
neering goods, and

(iii) rise in the world (London Metal Bulletin) prices of
prime steel from the beginning of 1972-73.

1.9. In recent years, up to the end of 1971-72 the ex-works prices
of indigenous prime mild steel were usually higher than the world
prices. From the beginning of 1972-73, however, the world prices
began to rise—the rise being particularly steep from November
1972 onwards. As a result, from about July-August 1972 onwards,
the world (London Metal Bulletin) prices of prime mild steel
sometimes exceeded the Indian ex-works prices. For example, in
February 1973 the Indian ex-works prices and the European Com-
mon Market prices per tonne of the following were:

India Buropan

(standard quality Comman

plus gize Extra) Market

1. Barsand rods . .. . . . 753 R:;zzz

2. Wirerods .. . . . . 88s 1,003




1.10. A few other examples of possible anomalous consequences of the export promotion poiicy Af’ot
engineering goods are given below:

Expected f.0.b. Estimatd c.i.f. value  Cash assist: nce Percentage of oash

Exporter  Exportcommodity  realisation Impcrt material of import content admiscible assistance admissible
to net foreign ex-

change to be earned.

‘A’ Black pipes 2 39 crores Hot rolled ccils 1- 78 creres 71+ 70 lakhs 118 per cent
‘B’ Steel pipes and tubes 1-17crcres Hotrolled strips 92°96 lakhs 35° 10 Jakhs 146 per cent
‘C Galvanised black 1°09 crores Hot rolled strips 90 43 lakhs 32+ 70 lakhs 176 per cent
steel pipes
D’ Galvanised steel 2-08 creres Hotrolled steelstrips  1-83 crores 62- 40 lakhs 250 per cernt
popes
‘B Steel bright “bars  3°83 lakhs Mild steel rounds 3+ 789 lakhs 1.149 lakhs 2875 per cent
and shaftings.
3 Galvanised  pipes  22-02 lakhs Hot rolled steel 3I-12lakhs 6- 60 lakhs Net foreign exchange
and black pipes strips in ccils to be ecarned was

negative (~—)  Rs.
9- 10 lakhs, -




1.11. Save reduction of the rates of cash assistance for exports
of steel wire ropes during October 1972 to September 1974 and of
transmission line towers from April 1973, during 1972-73 no action:
was taken by Government to avoid such anomalous consequences
of its export promotion policy for engineering goods. Only in June
1973 did Government modify its policy by laying down that sup-
ply of imported steel, for export production, at the Joint Plant
Committee (column 1) price plus 2 per cent would be made only
for export contracts where the f.o.b. value of exports is at least
25 per cent higher than the c.if. value of all inputs like steel, zinc,
etc., required for fabrication of export produets, which are wholly
or partially imported into the economy even though some part may
be available indigenously, and this is to be irrespective of whether
these inputs are obtained from indigenous or imported supplies.
This decision of Government did not apply to export contracts for
which firm Jetters of credit had been opened by the foreign pur-
chasers before 5th June 1973. In a letter dated 9th January 1974,
the Ministry of Commerce notified withdrawal of cash assistance
for steel pipes and tubes exported on or after the date of that
letter. Government has not reduced (January 1974) the rates of
cash assistance for export of other engineering goods. If the net
foreign exchange earning be 25 per cent at the rates prevailing
the cash assistance for export of engineering goods would, in
many cases, be 80 to 120 per cent of the net foreign exchange
earnings. For quite some time Government has been aware that

the existing rates of cash assistance for exports of some engi-
neering goods are too high.

1.12. Beginning from 1972-73 international prices of steel (except
in the United States of America) have generally increased (Nov-
ember 1973) by about 80 per cent while those of finished products
made from mild steel have increased by about 100 to 150 per cent.
In view of this and the fact that Indian labour is relatively cheap,
so long as the principal raw material, viz., prime steel, is supplied
to the engineering goods exporters at prices substantially lower
than the world prices, the need for encouraging exports of engi-
neering goods—particularly, where the value added indigeously is
not large—through liberal cash assistance, concessional bank
finance, concessional railway freight, etc., is not easy to see..

1.13. Milg steel bars and rods are imported in our country, while
bright steel bars are exported. It needs only machining to make
bars into bright steel bars. Value added in making bright steel
bars from bars is very small. And yet 10 per cent cash assistance
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is allowed for export of bright steel even when bars and rods are
being imported in considerable quantities. During 1972-73, 21,099
‘tonnes of bars and rods valuing Rs. 3.49 croreg (c.i.f.) were imported;
of about 5,800 tonnes valuing Rs. 1.04 crores were imported during
January-March 1973 when world steel prices were quite high.
Value added in manufacture of pipes and tubes, galvanised as well
as ungalvanised from out of prime steel is not large—it is parti-
cularly so in the case of ungalvanised pipes and tubes. For mak-
ing tubes and pipes, hot rolled steel strips and coils are imported.
During 1972-73, 58,960 tonnes of iron and steel hoop and strain
‘worth Rs. 11.73 crores were imported. In that year 10,547 tonnes
of ungalvanised tubes, pipes and fitting valuing Rs. 2.2, crores
(f.o.b.) und 3,381 tonnes «of galvanised tubes, pipes and fittings
worth Rs_ 1.24 crores were exported. At the prescribed rate of 30
per cent, the cash assistance admissible for these exports was
Rs. 1.03 crores. The Ministry of Steel took the view that there
should be a selective approach in granting cash assistance against
export of engineering products using steel, and that our effort
should be to encourage export of engineering products in which
the ‘value added’ is substantial. This problem has been engaging
the attention of the Ministries of Commerce and Finance for some
time. The Ministry of Commerce had stated (May 1972) that a
detailed study of his problem was being organised through the
Indian Institute of Foreign Trade.

1.14. There are in our country eighteen export promotion coun-
cils of which the Engineering Export Promotion Council is one.
For market development, etc., Government gives grants to the ex-
port promotion councils. In 1972-73 Government paid Rs, 1.04
crores as grants to the 18 exports promotion councils; of that the
Engineering Export Promotion Council was sanctioned Rs. 38 lakhs.
Of all the export promotion councils the share of the Engineering
Export Promotion Council in the grant is the highest, it being about
one-third of the total grant. For 1971-72 Government grant to it
was Rs. 21.33 lakhs while its income from membership subscription
was Rs. 16.70 lakhs.

[Paragraph 28 of the Report of the Comptroller and Auditor Gene-
ral of India for the year 1972-73 Union Government (Civil)]

1.15. A note, furnished at the Committee’s instance, by the Min-
istry of Commerce on the Marketing Development Fund, th_e
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financing thereof and the utilisation of the funds placed at its dis—
posal, is veproduced below:

“The marketing Development Fund was created in July 1963
by a resolution of the Government. The objective for
which this Fund is intended to be utilised is to develop-
the marketing of Indian products and commodities in
foreign countries. The expenditure incurred on schemes
and projects for the development of markets for Indian
products and commodities is reimbursable either wholly
or partly on certain conditions.

The following promotional activities are covered for
assistance from the Fund in terms of Government reso-
lution:

(a) Market Research, Commodity Research, Area Surveys
and Research Programmes;

(b) Export Publicity and Dissemination of Information;
(¢) Participation in Trade Fairs and Exhibitions;
(d) Trade Delegations and Study Teams;

(e) Establishment of offices and branches in countries-
abroad;

(f) Grant-in-aid to Export Promotion Councils and other
organisations for the development of export and the
promotion of foreign trade;

(g) Quality Control and Pre-shipment Inspection;

(h) Export Assistance for exportable commodities includ.
ing transport assistance;

(i) Export Risks Insurance;

() Any other scheme which is calculated generally to pro-
mote the development of markets for Indian products.
and commodities abroad; and

(k) The MDF will also be utilised for export assistance on
local sales made against foreign credits resulting in.
foreign exchange accrual to the country,

The Fund is administered by a Committee under the
Chairmanship of Secretary, Ministry of Commerce and
two other members, Secretary, Ministry of Finance (De-
partment of Expenditure) and Secretary, Ministry of



9

Finance (Department of Economie Affairs). This Com-.
mittee has delegated some of powers to other two sub-
Committees.

The provision of Marketing Development Fund in the
Congolidated Fund of India is made on the principle of
gross budgeting. The expenditure is first debited to the
various sub-heads below the head, ‘Assistance for export
promotion and Market Development’ in the Censolidated
Fund of India but is ultimately recovered from the
‘Marketing Development Fund’, to which funds are trans-
ferred from the provision made under the head, ‘Transfer
to Marketing Development Fund’.

The Fund is utilised for giving:—

(i) Cash compensatory support on the exports from India
of various products and commodities;

(ii) Subsidy to commercial banks for advancing loans to
exporters at concessional rate of interest than available
in the market, for export purposes;

(iii) Grant-in-aid to Export Development Organisations,
Export Promotion Councils, other approved organisa-
tions and Export Houses etc., for the development of
exports and the promotion of foreign trade; and

(iv) Cash compensatory support at a flat rate of 5 per cent
on all exports of cotton textiles payable to the Indian
Cotton Mills Federation.

The major portion of the Fund is expanded on sche-
mes of compensatory support for the non-traditional and
industrial products, particularly those with potential for
growth on the basis of a broad judgment as to the need
for assistance due to lack of economies of scale inherent
in nascent industries and factors like incidence of non-
refundable taxes and levies all of which affect their com-
petitiveness in international markets. According to the
accounting procedure prescribed in consultation with
the Comptroller and Auditor General of India, applica-
tions for grant of assistance for exports of approved
products and commodities are sent by the exporters to
the disbursing officers at the ports. Payments by those
disbursing officers are made at the rates prescribed by
the Government on eligible products and commedities
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on the basis of letters of credit opened in their favour
by the local Accountants General.

The scheme of subsidy to commercial banks for ad-
vancing loans to exporters at the concessional rate of
interest for export purposes is administered by the
Reserve Bank of India, Bombay. The rate of subsidy
from the Government for such loans and advances is
1} per cent per annum.

Assistance to all the Export Promotion Councils is
made for their administrative expenses ag also for their
export promotional projects and schemes. Assistahce to
these Councils is determined on the basis of their budgets
and programmes of work approved by the MDF Com-
mittee. In this category there are also some other orga-
nisations viz., Federation of Indian Export Organisations,
New Delhi, Indian Institute of Foreign Trade, New Delhi,
Trade Development Authority, New Delhi, Indian Coun-
cil of Arbitration, New Delhi, Indian Institute of Pack-
aging, Bombay and Indian Council of Trade Fairs and
Exhibitions, Bombay. '

The other approved organisations, Export Houses,
etc., are given assistance from MDF for their export pro-
motional projects and schemes only which have been
approved by the MDF Committee. The assistance to

“these institutions is made on re-imbursement basis on
receipt of statement of expenditure certified by their
Chartered Accountant/Auditors for such projects and
schemes. '

Assistance at a flat rate of 5 per cent is given on all
exports of cotton textiles payable to the Indian Cotton
Mills Federation which has been operating a subsidy
schemes out of voluntary levies. The amount to ICMF
is paid to the Textile Commissioner, Bombay through a
letter of credit opened in his favour. The scheme has
not yet been extended beyond March 1974.”

1.16. One of the objectives sought to be achieved by the devalu-
-ation of the Indian Rupee in June 1966 was to make Indian goods
competitive in the international market and it was then felt that
-with the devaluation of the Rupee, there would be no necessity for
incentives for export promotion. This resulted in the abolition of
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all Export Promotion Schemes in existence prior to devaluation.
However, a scheme of cash assistance for exports had been iniro-
duced subsequently in 1966 itself. The Committee, therefore,
desired to know the rationale for the introduction of the cash
assistance scheme immediately after devaluation. The Additional
Secretary of the Ministry of Commerce replied in evidence:

“In 1966 we topk a certain basic policy decision that in respect
of certain engineering goods we could have certain cash
assistance fixed so that they might be competitive,
There were certain fiscal incidences and other levies
which our producers were made to bear and which were
not borne by their competitors in other parts of the
world. Even in the European Economic Community
there is such a thing called border tax adjustment ox
concessions. Lest our local incidences and levies should
make our product uncompetitive, the exporter was given
a 25 per cent cash assistance with reference to the parti-
cular type of products and they were grouped under 15,
20 and 25 per cent as the case may be.”

To a question whether, in arriving at this decision, Government
had not been influenced by the powerful lobbying of the engineer-
ing industry, the witness replied:

“Previously there were certain forms of assistance avaiable
by way of subsidised raw material, etc. That was not
continued. Instead a system of cash assistance related
to FOB realisation with 25 per cent cut off point was
introduced.”

1.17. The Committee desired to know whether it could be proved
on the basis of relevant cost data that Indian engineering goods
were costlier by 57 per cent in the international market prior to
devaluation. The witness stated in evidence:

“From the records it appears that in 1966 the judgement of
the Government was that we had to give this cash assis-
tance in respect of certain products.”

In a note* furnished subsequently in this regard, the Ministry ot
Commerce informed the Committee that “Engineering goods were
by and large costlier by 57 per cent in foreign markets in 1966
prior to devaluation.”

*Not votted in Audir,

1944 1L.S—2.
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1:18. In reply to another question whether the devaluation of
the Rupee by itself was not adequate enough to neutralise the high
cost of Indian goods in the international market, the Chairman of
the Engineering Export Promotion Council stated in evidence:

“There are so many external factors that come into being.
I am connected with the industry for so many years,
The changes that are occurring today are so hectic. This
also happened after devaluation. We did take advantage
of devaluation of 57 per cent for a while. There are gome
other factors in our country which unfortunately add to
our costs. The real thing is whether we are producing
our goods competitively. What really counts is the cost
of production.”

1:19. Explaining, in a note* the rationale for the introduction of
the cash assistance scheme immediately after devaluation, the
Ministry of Commerce have stated as follows:

“During pre-devaluation period, there were Export Promotion
Schemes applicable to different product groups moving in
export field. These provided for import of raw mate-
rials, components and such other requirements at twice
the value of import content subject to a maximum of 75
per cent and a minimum of 40 per cent of FOB value.
These import entitlements were freely saleable.

Simultaneously with the devaluation of rupee in June
1966, all erstwhile Export Promotion Schemes were abo-
lished and replaced by an import policy of replenishment
by a single import content. It was expected that 57}
per cent more realisation, in terms of rupees, as a result
of devaluation would off-set the disability in foreign
competition. However, this did not come true. The
study of typical products moving in exports undertaken
(by the Committee of Secretaries) indicated that in spite
of devaluation, non-traditional goods required some
assistance. Further, the process of diversification and
modernisation of export trade, particularly in the non-
traditional sector, had just started. A number of export
products entering the market needed to be assisted on
the basis of infant jndustry argument, keeping in view the
need to encourage such new exports and promote items
other than in which we have a competitive advantage.

*Not vetted in Audit.
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It was hence decided by Government that cash com-

pensatory support might be provided to the selected non-
traditional export products.”

Since it had been stated that the Committee of Secretaries had
undertaken a study of typical %{oducts moving in exports, which
indicated that in spite of devaluation, non-traditional goods required
some assistance, the Committee enquired into the nature of the
study made by the Committee of Secretaries and whether this was
based on a detailed examination of FOB realisations and cost
structure. In a note, the Ministry of Commerce informed the Com-
mittee that Government considered supply of further information
in this regard would be prejudicial to the ‘interest of the State’ and
that the information was, therefore, not supplied under the Proviso
to Rule 270 of the Rules of Procedure and Conduct of Business in
the Lok Sabha.

1.20. The Committee desired to know the factors governing the
grant of cash assistance to exporters. In a note* furnished in
this regard, the Ministry of Commerce stated:

“The scheme of cash assistance is designed to neutralise or
reduce the gap arising out of f.o.b. realisation compared
to cost or production of export product, because of
uncompetitive prices of our products for reasons as lack
of economics of sale, non-refundable state and local taxes
and neutralisation of disadvantages inherent in the eco-
nomy and production stage. This was felt necessary in
the case of products, mainly new manufactures like
engineering goods, which will need cash assistance and a
system which was likely to promote expansion of those
exports in which the country has comparative advantage
was considered suitable. Large orders will have to
be dealt with on a case to case basis.

This scheme is operative since 6th June 1966.”

1,21. The Audit paragraph points out that in addition to various
incentives for export promction such as issue of import replenish-
ment licences, cash assistance, export finance at concessional rate,
drawback facilities, freight concessions etc. the main raw material
for engineering goods (Prime iron and steel) was made available
at international prices or domestic prices, whichever were lower,
and that upto 1971 and the early part of 1972 world prices were
senerally lower than the indigenous base prices, as a result of which

*Not vetrcd in Audit.
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indigenous steel was being made available to exporters of engineer-
ing goods at the lower world prices by the Joint Plant Committee
out of its Engineering Goods Exports Assistance Fund. The Com-
mittee desired to know the details of the Engineering Goods Export
Assistance Fund and the manner in which accretions to the Fund
were utilised. The Ministry of Commerce furnished to the Com-
mittee a note on the subject made available by the Ministry of
Steel, the administrative Ministry concerned, according to which the
Fund was constituted on 2 May 1967 with the exclusive purpose of
reimbursing to the fabricators of engineering goods for export
the excess of domestic prices over international prices in
respect of shipments made on or after 2 May 1967. The Ministry
also informed the Committee that the scheme had been withdrawn
with effect from 26 October 1972. The Ministry added:

(i) The excess of domestic price over the international price
on the quantity of Prime Quality Steel/Pig Iron consumed:

for the fabrication of goods exporteq is reimbursed to the
fabricators.

(ii) Hindustan Steel Limited has been importing various
categories of steel on account of the Engineering Export
Promotion Council from 1970-71 and the excess of landed
cost over domestic JPC (Joint Plant Committee) price is
also reimbursed to Hindustan Steel Limit#d@ out of this
fund as per instructiong from Government.

A note indicating the procedure followed for the reimbursement
to the fabricators of engineering goods was also furnished in this
connection by the Ministry, which is reproduced in Appendix* L

1.22. The Committee desired to know the basis on whi~h the rates
of cash assistance for the export of engineering goods were deter-
mined and whether before sanctioning the assistance as well as
other concession/incentives for export promotion, Government had
verified the genuineness of the accepted quotations and the f.o.b.
prices quoted in the invoices. In a note* furnished in this regard,
the Ministry of Commerce stated:

“Cash assistance rates are decided on a general basis for the
product as a whole. In 1966, cash a-sistance for number
of products was introduced as a matter of policy. Subse-
quently, detailed costing was gone into in certain cases,
and the Cost Accounts Branch went into the records of
the exporters for finding the shortfall in realisation, if
any, in select and appropriate cases”

*Not vetted in
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1.23. Clarifying this issue further during evidence a represent-
ative of the Ministry of Commerce informed the Committee that
whenever the question of fixing the rate of cash assistance for a parti-
cular product or commodity was taken up, relevant data was
dbtained in g prescribed proforma. He stated further:

“The pro.edure followed is that we ask the Engineering Export
Promotion Council to get data in this proforma from a re-
presentative number of manufacturers. These data are
then collected. They give the cost figures as to how the
f.0.b. cost is arrived at and the price at which the contract-
ing has been done, i.e, the fo.b. price. So the difference
between the two is thrown up in this statement. We send
it acrousg to the cost accounts branch. The Chief Cost Ac-
counts Officer goes over this proforma and where apart
from mere check at the records, he finds it necessary to
have the records checked up in the premises of the firm,
he sends a team of officers to physically check the records
in the firm. Then they give a report as to what has been
the f.o.b. cost and what is the difference, if any....This is
the net f.o.b, realisation according to the contract. The
cost accounting people go into the contract documents with
the firm to check whether the f.o.b. realisation as put
down is correct or not, in the same way as they check the
stock ledgers etc. to find -out the cost.”

Asked whether the data in the pres-ribed proforma was obtained in
all cases, the Secretary, Export Promotion replied that the proforma
was sent to the Export Promotion Council to collect data in respect
of certain representative cases. In reply to another question whether
the Export Promotion Counci] consisted of the exporters themselves
who had requested for the grant of cash assistance, the witness re-
plied that the Council consisted of the industrialists themselves. The
Additional Secretary of the Ministry of Commerce added:—

“The Export Promotion Council is a registered society. It
comprises various producers and exporters who are in-
terested in any porticular group of products. The Engi-
neering Export Promotion Council has got members on
its rollg from manufacturers and exporters.”

1.24. The Committee enquired as to at what point of time the rate
of cash assistance was calculated or whether it was never calculated
on the basis of clearly laid down criteria. The Secretary, Export
Promotion replied in evidence:

“Tt.e difference between FOB realisation at that time and the
FOB cost is the relevant factor in deciding what kind
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of cash assistance is to be given. If the FOB realisation is
lower than the FOB cost, then the party suffers a loss.”

in reply to another question as to who verified the genuineness of
the f.o.b. cost and f.o.b. realisations claimed by the exporters, the
witness stated:

“There are two elements. FOB realisation is available fo us
from actual export data and the FOB cost is verified by
the cost accounts officers.”

Asked whether any checks were exercised to determine the reason-
ableness of the costs or any attempts made to control the cost of
production, the witness replied:

“I am afraid there has been no attempt to check the cost of
production or lower it.”
He added:

“When we take into account the marginal cost of production,
we do not take into account the overheads and certain
other charges such as bonus paid to the workers etc. These
are not computed in the cost of production.”

The representative of the Ministry of Finance stated in this context
as follows:

“For fixing the rate of cash assistance the data of some typical
manufacturers is obtained through the Export Promotion
Council. Since there will be variations between several
firms, it is subject to scrutiny by the DGTD and sometimes
by the Cost Accountants Branch. On that basis, we decide
what can reasonably be considered to be the cost of
production.” '

In a note* furnished subsequently in this regard, the Ministry of
Commerce informed the Committee as follows:

“When request is made for sanction of cash assistance for an
item for which there is no cash assistance, or for increasing
the existing rate of cash assistance, the same after preli-
minary examination in the Ministry of Commerce to as-
certain whether a prima facie case exists, is referred to
the Cost Accounts Branch of the Ministry of Finance for
Cost Study. Such requests come to the Ministry of Com-
merce through the Export Promotion Councid-in a pre-

' *Nct vetted in Audit,
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scribed proforma which lists out all the relevant data
required to study the marginal cost of the export product.”

1.25. As regards the scrutiny exercised by the Cost Accounts
Branch on the data furnished by the Export Promotion Council, the
representative of the Ministry of Finance stated in evidence:

“In the case of cash assistance, it is not that the Cost Accounts
Officer comes into play in all cases. It is only in those
cases where we feel that a detailed study has to be made.
Roughly, subject to correction about 20 or 30 items have
been examined by the Cost Accounts Officer.”

The Committee, therefore, desired to know how it was determined

whether there was a genuine need for cash assistance. The witness
replied:

“The data is furnished by the Export Promotion Council and
certified by their Chartered Accountant. It is subject to
examination from the technical angle by the Technical
experts of the DGTD or other experts in other organisa-
tions like the Textile Commissioner.” ’

He added that since the data was to be furnished in a prescribed
proforma, the Chartered Accountant had to satisfy himself about the
correctness of the data while certifying them. To another question
whether the Commerce Ministry checked the data furnished by the
exporters and certified by Chartered Accountants the Additional
Secretary of the Ministry of Commerce replied:

“So far as the technical angle is concerned, it is done through
the DGTD. Where the f.0.b. realisations are sizeable,
they are cross-checked or compared with the data cf the
CCIE. Then they are furnished to the Cost Accounts
Officer. They test check, whether all the data furnished
are correct and then come to their own judgement. They
even go into the accounts of manufacturers.”

\
Asked in how many cases this test check was done, the witness re-

plied that it was done ‘in appropriate cases’. The representative of
the Ministry of Finance added:

“Every case does not go to the Cost Accounts Branch. When
we have some reasons to feel that the cost data furnished
is not reliable and we have some information from the
CCIE in respect of the f.0.b. realisation, and if the quan-
tum of export is large, then we specifically ask the Chiet
Cost Accounts Branch to go into the question of costing
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thoroughly. It is not possible to undertake a review of
all the items by the Cost Accounts Branch.”

1.26. Since jt appeared that in deciding the need for cash assist-
ance almost exclusive reliance was placed on the data furnished by
the Export Promotion Council which in turn comprised of the ex-
porters themselves, the Committee desired to know whether it was
not necessary to have a more satisfactory procedure for evaluating
ine need for cash assistance, so ag to ensure that Government’s
apparent helplessness in this regard was not exploited to their ad-
vantage by the exporters. The representative of the Ministry of
Finance stated in evidence:

“The data furnished by the Council is subject to scrutiny at
the governmental level. It is verified by the cost accounts
officer in some cases units to individual unit. In some
cases, reference is made to technical authorities like DGTD.
In some other cases we verify basic data given in terms
of price of raw materialg with reference to the data avail-
able with STC, MMTC ete. or other price fixing authorities.
There are alsp statistics maintained by the DG Commercial
Intelligence & Statistics. This gives a broad spectrum of
items giving the tota] foreign exchange realisation on a
particular product or group of products. The weakest
point in these matters will be the so-called f.o.b. reali-
sation. FOB cost can reasonably be verified because there
will be other units and we will have other figures like
those based on Tariff Commission Report, the report of
the Bureau of Industr.al Costs or some other ad hoc
studies made. We make use of them. For f.0.b. realisa-
tion, there is some difficulty. But we do not rely only on
the statement of the Council;, we examine it wherever
possible data available from such sources. But it may not
always be possible in all cases. It is not possible to rigidly
lay down a foolproof system of verifying all the facts.
But we take a total view. If there is a margin of uncer-
tainty in certain areas, in most cases we do not give the
entire difference. We devalue it and fix it at sufficiently
Jow figure so that there may not be prima facie excess
payment.”

The witness however, added that requests for cash assistance em-
anated from the Council and Government did not take any initiative
in this regard.
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1.27. Since it had been stated by the witness that Government did
not rely entirely on the Export Promotion Council, the Committee
desired to know the machinery or agency on which reliance was
placed. He stated:

“There is more than one agency. It is a collective examina-
tion. Then an overall decision is taken. To the extent an
authority is able to verify, he will indicate it if there are
limitations which arise out of hig scrutiny. he makes it
clear. Then only a colle:tive judgement has to be taken
based on examination by the various authorities.”

The witness added:

“The primary data is given by the Export Promotion Council,
which gathers it from the various manufacturers and ex-
porters. That is cross-checked. That roughly indicates
what is the f.0.b. cost what is the import content. From
that we deduct what is the cost of import of raw material.
Then we will know what is the net foreign exchange. If
there is loss between f.o.b. cost and f.o.b. realisation,
we give a certain cash assistance. There should not be
any loss on the basis of marginal cost. If on the basis
of marginal cost he incurs no loss, and he is able to cover
the direct cost, then we normally do not give any cash
assistance. The quantum of cash assistance is again related
to the maximum of the 25 per cent of the net f.0.b. reali-
sation. Therefore, there is a ceiling fixed.”

The Secretary Export Production stated in this context as follows:

“There is an impression that it is done party-wise. It is not.
It is done as a matter of policy for the entire industry.
If an industry ig exporting diese] engines, diesel engines is
a subject on which certain incentives are granted. There
is a formula which says that so much per cent of the f.o.b.
realisation will be the cash assistance given. Now, in
arriving at this formula of percentage, the initiative comeg
from the Export Promotion Council, which provides some
data on which we always ask for further information in
the particular proforma. Then we get it checked up. This
is the procedure. But there is no party to party checking
up. This is done on a formula basis. There are a large
number of exporters in the whole of India and if you
multiply that with the number of contracts the number
becomes very large indeed.”
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Asked whether this procedure was followed in all cases, the repre-
sentative of the Ministry of Finance replied:

“This is the general drill.”

.1.28. In view of the fact that the cost of production of a commo-
dity might vary from time to time, the Committee asked how the
Ministry made sure that the incentive given for export promotion
in the form of cash compensatory support was justified in the cir-
cumstances and correct. The Secretary, Export Production. replied
in evidence:

“You are right. We are not sure of what is the cost of pro-
duction. It may change after six months. It goes on
changing. But we take a broad view. On that broad
view, we think a party is entitled to certain cash assistance
benefit on a percentage basis. They are valid for a cer-
tain final date. Before that, we again review it.”

1.29. The Committee desired to know whether there was any
machinery available in Government for monitoring and checking
the behaviour of international prices and the consequent fluctuations
in f.0.b. realisations. The Additional Secretary of the Ministry of
Commerce stated in evidence:

“Normally, whenever any such cash assistance claims are
received, they are subjected to check by the Regional
Officers of the CCI&E who are authorised to pass the bill.
In certain cases where there is any check on the global
basis required, we are getting advice from sources avail-
able with the Government CCI&E’s office of Directorate
General of Technical Development,

We have now constituted a Standing Committee comprising
the Additional Secretary, Ministry of Commerce, Addi-
tional Secretary, Finance Expenditure, Additional Secre-
tary, Department of Economic Affairs and also co-opting
whenever required other representatives such as the DGTD
and CCI&E. They are to meet every quarter to check
the behaviour of international price and the f.o.b. reali-
sation so that necessary corrective steps may be taken
after their check.”

Asked how many times the Standing Committee had actually met
and how often it was expected to meet, the Secretary, Export Pro-
duction, informed the Committee that the committee was constituted
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only in June 1974 and that it was scheduled to meet every three
months. Subsequently, in a note,* the Ministry of Commerce in-
formed the Committee that the Standing Committee, with the follow-
ing composition, had been constituted to review cash compensatory
allowances and that in the course of its review of cash assistance,
this committee would also go into the behaviour of international
prices and f.o.b. realisations:

1. Additional Secretary, Ministry of Commerce—Chairman

Members

2. Additional Secretary, Ministry of Finance (Department of
Expenditure).

. Additional Secretary, Department of Economic Affairs.
. Chief Controller of Imports & Exports.

. Economic Adviser, Ministry of Commerce,

. Director (EA), Ministry of Commerce.

. Development Officer (EPE), Directorate General of Techni-
cal Development.

8. Development Officer (EP Chem.), Directorate General of
Technical Development,

] O O B W

1.30. In view of the fact that the Standing Committee had only
been recently constituted, the Committee asked whether any arrange-
ments existed earlier to monitor the behaviour of international prices
on a weekly or monthly basis so as to take steps, whenever found
necessary, to revise the rates of cash assistance appropriately. In a
note,* the Ministry of Commerce replied:

“Though there was no arrangement to check international
prices on weekly or monthly basis, such prices used to be
collected by the Engineering Export Promotion Council
and in some cases information would also be available with
DGTD. In appropriate cases, DGTD pointed out the need
for revision of cash assistance because of improvement in
f.o.b. realisation.” )

In another note furnished in this regard, the Ministry have state:

“Periodical reports received through Commercia]l Councillors
indicate at intervals prices of various commodities studied
by them. The Export Promotional bodies such as Trade
Development Authority and Engineering Export Promotion

*Not vetted in Audit.
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Council collect market information about prevailing inter-
national pr.ces, competitive positions- vis-a-vis f.0.b. reali-
sation in respect of varioug items through their represen-
tatives stationed abroad.

This information is further supplemented (a) by market study
reports of Indian Institute of Foreign Trade as and when
undertzken; (b) by reports of tiade delegations and study
teams and such information as available with DGTD or
CCI&E in cases where contracts are registered or f.0.b.
realisation are reflected while allowing imports of raw
materials.”

1.31. Asked whether this implied that the Ministry kept the cash
assistance rates under review periodically, the Additional Secretary
of the Ministry of Commerce replied in the affirmative and added:

“The Government have already stated that this cash assistan:e
regime should be reviewed from time to time and the need
for the Standing Committee was felt some time back and
that has been instituted recently.”

To another question regarding the arrangements, if any, that existed
for the purpose prior to the constitution of the Standing Committee,
the Secretary, Export Production. replied in evidence:

“Before that it is true there was no standing arrangement.
But when something was brought to notice, there was an
ad hoc arrangement to go into it.”

Asked whether, in view of the fact that international prices were
subject to wide fluctuations, there should not be an arrangement for
a more frequent review of prices and f.o.b. realisations so that
corrective measures could be taken more promptly, the witness
replied:

“In the case of quite a number of items, the cash assistance
lapses nafter the year and the matter has to be reviewed
for continuance of the cash assistance. So, once a Yyear
a review does take place by itself.”

The Committee, therefore, desired to know details of the machinery,
if any, in the Commerce Ministry for the examination, from time
to time, of the need and justification for cash assistance with re-
ference to the prevailing market trends and how exactly this machi-

/
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nery functioned in the case of engineering goods. In a note* the
Ministry replied:

“In the Commerce Ministry, the Export Division looking af-
ter export of particular commodities have the responsi-
bility of reviewing the need for cash assistance from time
to time. In cases where cash assistance on an export pro-
duct is available upto a particular date, the Commodity
Division takes up cost examination of the commodit-
sufficiently ahead of time to decide gboui continuance
or otherwise of the cash assistance from that date.

In the case of engineering goorls, the Expori Promotion (Engi-
neering) Section looks after the review of cash assistance
relating io engineering items. The Section collects cost
data through the Engineering Export Promotion Council
from time i{o time and sends the same to the Cost Ac-
counts Branch of the Minisiry of Finance for detailed cost
study. While underiaking cost study, the Cost Accounts
Branch goes into the cost of production as well as f.o.b.
realisation and reports whether there is any loss to the
exporters. On the basis of their report. a decision is taken
about the rate of cash assistance.”

1.32. The Audit paragraph points out that cash assistance for ex-
ports is not normally allowed bevond 25 per cent of the ‘added value’
which ig arrived at by deducting the cost of imported material from
the f.o.b. realisation due to the export product. The Committee
desired {0 know how ‘added value’ was calculated and its relation-
ship with the quantum of cash assistance. The Additional Secretary
of the Minisiry of Commerce stated in evidence:

“Added value is on the total imported content (0 sce that there
is sufficient amount of input so far as production
factors are concerned and at a minimum level—at leas: 25
per cent s> that foreign exchange earning is at least on
the basis of net 25 per cent. Cash assistance is on the
basis of different calculations altogether. We take into
account not only f.o.b. realisation but cost of production.
Costing is based on the marginal costing principle—that
is to say, if a particular producer has got certain portion

\ for his product for domestic market and certain portion
for export market, we do not calculate on the basis of
exportable portion of the product alone but we calculate
on the totality of the product cost, setting off certain
items and the marginal cost on that basis.”

In a note* furnished subsequently in this regard the Ministry of
Commerce informed the Committee as follows:

*Not vette! in Audi’.
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“The term ‘value added’ represents f.o.b. value of the export
product after deducting the value of import content.
Thus value added—f.o.b. value—gross CIF value of
all imported inputs. (Example: If the f.o.b. value of
export product in terms of Rupees, is Rs. 203 and the im-
pori content is worth Rs. 80, the value added is Rs. 120,
i.e., 60 per cent of fo.b. value). This ‘value added’ por-
tion represents indigenous iuputs, labour and other ser-
vices,

Normally the rate of cash assistance on exports is determined
on the basis of the extent of difference between fo.b.
realisation prevailing and f.o.b. cost worked out on mar-
ginal costing principle, subject to a ceilling of 25 per cent
of the value added.

Cash assistance is a concept different from ‘value added’. Cash
assistance is the quantum of assistance found necessary
as support for our exports with reference to f.o.b. cost
and the fo.b. realisation. ‘Value added’ is the criterian
to determine at what cut off point the foreign exchange
earning through export is worth-while. It is also an in-
dex of the domestic inputs vis-a-vis the import content of
a product.”

1.33. The' Committee desired to know the number of steel-based
items which were receiving cash assistance, the number of items on
which cash assistance was withdrawn in recent items and the
reasons therefor. In a note.* the Ministry of Commerce stated:

“Barring a few, almost all engineering products consume steel
in smaller or larger quantities. It is presumed that by
steel-based items, it is meant to cover such engineering
items where the international CIF cost of the steel in such
items constitutes 50 per cent or more of f.0.b. price of the
end product. On this premises, the total number of steel
based items (stee] intensive) which were once receiving
cash assistance is 38 (For the purposes of calculation of
the number of items, classification in Section II of Red
Book, Volume IT has been adopted and secondly the selec-
tion of the items is based on assessment of value with re-
ference to CIF international value presently prevailing.

In recent times, cash assistance was withdrawn in respect of
six item.

*NI ¢ vetted in Audit.
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The reasons for withdrawal of cash assistance was the change
in the export economies as a result of better f.o.b. rea-
lisation and comparative strengihening of the competi-
tive position due to better price realisations vis-a-vis the
cost of production, thus reducing the need for cash com-

pensatory support.”

1.34. The Audit paragraph highlights a few examples of possible
anamolous consequences of the export promotion policy for engi-
neering goods (vide paragraph 1.10). Drawing attention o these
instances, the Commiltee desired to know the basis on which it was
decided that cash assistance for the export of these commodities was
necessary and how the quantum of cash assistance was determined
in each case. The Committee also enquired into the nature of the
data available with Government to enable a decision being taken
in this regard and whether the cost structure of the industry and
data in respect of f.0.b. realisations were examined for de.ermining
the need for cash assistance and its quantum in respect of each of
the export commodities. In a note* furnished to the Committee in
this regard, the Ministry of Commerce stated:

“The statement at page 43 of the Audit Report mentions two
export items, viz. steel tubes and bright bars and shaft-
ings. The cash assistance on these two items was sanc-
tioned immediately after the devaluation in June 1966.
With the devaluation of rupee in June 1966 all erstwhile
export promotion schemes were abolished and replaced
by an Import Policy of replenishment by a single import
contenit. In spite of higher realisation in ierms of rupees
as a result of devaluation, it was found that export of
non-traditional goods required some assistance. The pro-
cess of diversification and modernisation of export trade,
particularly in the non-traditional sector had just started
at that time. Keeping in view the need to encourage ex-
port of new items and to promote items other than those
in which we had a competitive advantage, it was decided
to provide cash compensatory support. Export of steel
tubes and bright bars and shaftings was allowed cash
assistance on the basis of this decision. The cost struc-
ture and data about f.o.b. realisation had not been gone
into while fixing the cash assistance.”

1.35. Though the general policy is to reduce the quantum of cash
assistance when the import content of an export product goes up—

*Not vetted in Audit.
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the reduction being proportionate to the dimunition of the wvalue
added indigenously—, an exception to the policy had been made in
April 1971 in favour of engineering goods, when it had been decided
that there need be no reduction in the existing rates of cash assis-
tance. The Committee desired to know the reasons for the depar-
ture from the accepted policy in the case of engineering goods. The
Additional Secretary of the Ministry of Commerce stated in evi-
dence:

“This requires a resume’ of the hi‘tory of the case and also
certain factors that govern supply of steel for production,
for export purposes. This also requires recapitulation of
the principles and decisions of Government that apply to
the supply of such steel. 1 may be permitted to recount
very briefly these factors.

So far as the export is concerned we have been generally
having supply of steel both from indigenous as well as
from import sources. In the year 1971 when we found
that it was not possible to supply steel for export produc-
tion purposes and import was necessarily entailed, it was
found that we had to import large quantities of steel for
this purpose—the exporter from India should not be plac-
ed at a disadvantage compared to the exporter elsewhere,
it was found necessary that certain correctives had to
be applied. Cash assistance is normally given on  the
basis of the differential between the {f.o.b. realisation
minus imported content and there was also a notional cut
off point of 25 per cent. When we got into difficulty in
regard to supply of steel and when imports were allowed,
in 1971, we got a specific decision made that for pur-
poses of export we can import steel and the value of
such steel imported need not be taken into account for
purposes of working out the cash assistance. This is
based on the reasoning which has alrealy been set out
in the Audit paragraph.”

He stated further:

“In 1971, the position was reviewed and we found it was
not possible for us to maintain the value of exports or
the exports of products for engineering goods because
of the lack of availability of steel and we were obliged
to import a great deal of steel. On the one hand, there
was a kind of distress condition when steel had to be
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dmported to make the exports possible. On the wther
hand, the exports should not be made to suffer. This
state of affairs continued during 1972-73 and so we had
‘to continue it.”

1.36. In view of the fact that the pulicy of Government was to
make available prime iron and steel at international prices or do-
mestic prices, whichever were lower and the prices of imported -
:steel and indigenous steel were, therefore, not dissimilar, the Com-
mittee desired to know the rationale for the grant of cash assis-
tance in such circumstances. The witness replied:

“The steel varieties which have got to be imported are
already listed out in the order in which this was allow-
ed. Import of steel was allowed where it was found
necessary and where it was found that we could not meet
the demand from indigenous production. Later on we
also specified certain categories of steel (mild ones) for
import. Government felt that because of the distress
conditions under which we have to necessarily import
steel particularly during 1970-71, 1971-72 and 1972-73, the
exporter concerned cannot be made to subject himself
to certain disadvantages inherent in the import of such
steel as compared to others who are also able to export
the same product from other sources. It is for this
reason that special concession had been given and this
concession had been on cash assistance. Cash assistance
is ordinarily based on f0.b. realisation minus imporied
content.”

Clarifying the position further, the Secretary, Export Production
stated in evidence:

“For purposes of export we have to import certain classes of
steel, which were otherwise or could have been other-
wise available indigenously also. It was only because
there was shortfall in production within the country
that it had to be imported. It might have been also
possible that the imported steel might go to the home
market, while the indigenous production could have as
well gone for the export market. It was due to this
reason that the Government decided that whether it is
indigenous steel or whether it is imported steel, both
should be available to the exporter at the same price, as
if, let us say, it was indigenous steel and for that pur-
pose, therefore, it was not .taken into consideration in

1944 LS-3.
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the calculation of cash assistance. This dispensation wass
given by the Government in the case of steel only. It.
was considered that the supply of steel to the exporter at.
indigenous price was one of the duties that we must.
perform, Whether it was indigenous or imported steel,.
we must charge the exporter at the same price.”

1.37. A note* furnished subsequently in this regard, explaining.
the rationale for the grant of cash assistance, during 1970-71, 1971~
72 and 1972-73 for such commodities as black pipes, steel pipes and.
tubes, galvanised steel pipes, bright bars and shaftings, in spite of
the higher import content of such exports, is reproduced below:

“Indigenous steel supply position for export production was.
adequate prior to 1970-71. In view of this, import con-
tent in steel based items like pipes and tubes, bars and!
shaftings etc, was within the prescribed Import Re-
plenishment rates. Subsequently, in 1971-72 the steel:
supply position from domestic sources became increas-
ingly difficult. In view of the inadequate availability of’
steel in the country, import of steel items on A.U. account:
as well as for export production were allowed. These-
imports were in the nature of distress imports te aug-
ment domestic supplies and not of exporters’ own choice-
or volition. The desirability of reducing the C.A. rates
as a result of increase in rate of import content was
examined in detail and it was decided by Government
that the increase in import content due to imported steel”
going, infio the product need not disturd the existing-
cash assistance rates in view of the following reasons:

(i) In certain cases increases in the import replenishment-
percentages had been necessitated due to the shortages-
or non-availability of the essential raw material in-
puts required for export production due to decline in
domestic production or rise in domestic demands. To~
maintain the export trend—built up. after vigorous.
efforts—it was essential that the basic raw materials,
whether indigenous or imported, were provided to the-
manufacturers. Since some were not indigenously-
available or in short supply and since the shortages:
though temporary were likely to contihue for some--
time, there was no alternative left but to provide for-
such imports. These provisions were the main require—

*N- t vetted in Audit.
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ments to ensure the stability in our export policy,
without which exporters could not have been persuad-
ed to continue their export efforts. To put briefly, the
additional imports in such cases could be termed as
‘distress imports’ to augment domestic supplies and
not 9f exporters’ own volition. - ’

(ii) The cash compensatory support was provided to
neutralise/reduce the gap in the f.o.b. cost and fo.b.
realisation and to make the products competitive in
the international market. The main argument in sup-
port of the corresponding reduction in the cash assis-
tance rates consequent on the increases in the import
replenishment levels can be that the f.o.b. cost did
not remain the same after such additional imports.
The following points deserved consideration in this
context:

(2) Increase in the Import Replenishment in such
cases were not of very high quantum and as such
its impact in terms of reducing cost of production
was not likely to be considerable.

(b) In respect of certain items the cost of imported
materials was not less than the domestic prices.
As such additional imports did not necessarily
place the exporters in any advantageous position.
In fact there were instances where imported mate-
rials had been costlier than the indigenous mate-
rials specially in some steel categories. The delays
in getting imported materials into the production
stream also added to the costs. The cost of produc-
tion out of imported materials had in such rases
increased to the disadvantage of the exporters.

(¢) From a number of requests received from ex-
porters entering into high value contracts it was
noticed that the ncrmal compensatory support was
not enough to neutralise the inherent disadvantages
and to make the products competitive in global
tenders. This situation had been taken note of and
additional compensatory support had been allow-

ed in certain cases.
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(d) Certain local taxes, e.g., octroi etc. though charg-
ed on the production were not taken into account
for determining compensatory support. To this

extent the exporters had to meet losses on their
own.

_(iii) Grant of compensatory support was not directly linked
with the import content. It has wider connotation and
. takes into account the overall economies.

The difficulty in getting steel indigenously for export
production was first felt during the year 1970-71. In Sep-
tember 1970, a Public Notice was issued, permitting’ im-
port of steel for export production. As per this Public
Notice, 7 categories of steel were allowed for import by
actual users and exporters.

The difficulty position of availability of steel indigeno-
usly continued during the years 1971473 1972-73 also.
The policy of allowing cash assistance without taking
imported steel within the import replenishment was also
continued for the same reason.”

1.38. One of the considerations which weighed with Govern-
ment in approving, in the case wf engineering goods, a departure
from the approved policy was that the import cost of certain steel
items was not less than the domestic prices. Asked how this could

~ a valid reason for not reducing cash assistance, the Secretary,
Export Production replied:

“The declsion was that steel has to be made available to the
exporter, whether it is indigenous price or international
price, because of our need for being competitive in the
foreign market. Whether it was imported or indigenous,
there was no question of cash assistance being reduced
on that score.”

The Additional Secretary of the Mxmstry of Commerce added:

“T am dividing the steel into two parts imported steel and
domestic steel. About imported steel, in 1971 increase in
the import replenishment in such cases is not of a very
high quantum and the price is not likely to be very
materially affected. The cost of imported material in
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certain items is not less than the domestic price. There-
fore, the additional imports do not necessarily place the
exporter in any advantageous position. For these two

reasons, among others, even when imported steel is al-
lowed, cash assistance had to be given.”

To another question whether this implied that in so far as cash
assistance was concerned, the fact whether the imported price was
lower or not did not make any difference, the witness replied:

“It does not make a material difference.”

Clarifying the position in a note* furnished subsequently, the
Ministry of Commerce stated:

“At that time the prices of various categories of steel in
India were generally higher than those prevalent in the
international market for corresponding categories. How-
ever, there were certain categories of steel for which
international prices were not lower than the Indian pri-
ces. It would be seen that where an export manufacturer
had to import from f\broad.a steel category, the price of
which was not lower than the Indian price, his cost of
production was not lower than that resulting from the
use of indigenous steel. It may be mentioned that during
the year 1971-72 there was no procedure for supplying
imported steel at indigenous prices and such a measure
was adopted only from April 1972, The importer thus
had to pay the international price even if the price was
higher than the indigenous price. Cash assistance seeks
to meet the difference between f.o.b. cost and f.o.b. reali-
sation. To the extent that f.o.b. cost increases on account
of the comparative higher price of imported steel, the

need for cash assistance gets strengthened and does not
disappear.”

In another note* furnished in this context, the Committee have
been informed that the policy of reimbursement of the difference
between domestic price and international price of steel and pig iron
to exporters of engineering goods was introduced in May 1967 and

that according to this policy, exporters were to be reimbursed the
price difference in respect of ten categories of steel.

————

*Nnt verted in Audit.
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1.39. The Committee desired to know which varieties of steel
were imported as well as produced indigenously. The representa-
tive of the Ministry of Steel stated:

“By and large, the items that we import are produced in the
country. There are shortages in certain categories where
there is need to supplement through import.”

The witness added that the main items imported were plates, hot
rolled sheets, cold rolled sheets, electrical sheets, tin plates, wire
rods, structurals, and to some extent bars and rods. Asked about
the steps, if any, taken to restrict consumption in the non-priority
seciors, the witness replied:

“At the stage of allocation by the Steel Priority Committee
we take into account the total availability of various cate-
gories of steel and the competing demands. In that way
we regulate supply of steel to the priority sectors.”

1.40. The Audit paragraph points out that according to the assess-
ment of the Engineering Export Promotion Council, out of the
total requirement of 8.10 lakh tonnes of steel for 1972-73, 4.80 lakh
tonnes (59 per cent) were to be imported. Asked whether any
such assessment of the requirements of imported steel was made
vefore the decision was taken in April 1971 not to reduce the rates
of cash assistance in spite of the increase in import content, the
Additional Secretary of the Ministry of Commerce replied:

“The steel for 1972-73 was relatable to the specific dispensa-
tion granted for import for export production purposes
and therefore a particular quantification was possible for
that import. So far as 1970-71 was concerned there was
at that time merely an assessment of the total volume to
be imported. It was done by the HSL and the total quan-
tity of imports through the HSL as furnished by the con-
cerned importing parties is about 27,964 tonnes.”

1.41. The Committee desired to know which agency was respon-
sible for calculating the requirements of raw material, both from
indigenous and imported sources. The Secretary, Export Produc-
tion stated that in each case, the Directorate Genera] of Technical
Development made a check and recommended the requirements.
Asked whe checked the actual utilisation of the imported raw
material and whether any physical verification was carried out in
this regard, so as to prevent black marketing of imported steel, the
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«Additiona] Secretary of the Ministry of Commerce replied:

“That is done by the DGTD on a broad basis, the check of
specifications.”

"The Secretary, Export Production gtated in this context that in all
~cases where imported steel was used, there was an actual user
-condition and that a bond was also taken to ensure compliance with
“the condition. '

1.42. An instance of grant of disproportionate grant cash
:assistance to an exporter of steel, weld mesh, that had no relevance
to. the value added by the export has been highlighted in the Audit
iparagraph (vide paragraph 1.7). The Committee understand that
the exporter in this case was M/s. Multiweld Wire Company Private
Limited and that with reference to the observation contained in
the Audit Report that this state of .affairs had been brought about,
-inter alia, by a very high quantum of imported steel going into the
:production of the exported engineering goods, the Ministry of Com-
ymerce had stated (February 1974) as follows:

o all engineering products are not steel intensive. It is
only a segment of total exports which consists of items
carrying a very high quantum of steel—whether imported
or indigenous or both...... Since the supply was made
(through Release Orders) out of the product-mix of indi-
genous as well as imported material it would be incorrect
to generalise that all engineering products contained only
imported steel.”

‘Another factor, according to Audit, responsible for the dispropor-
‘tionate grant of cash assistance in this particular case was the
‘libera] level of cash assistance (often ranging between 20 to 30 per
cent of the F.O.B. value) for exports of engineering goods. In this
-connection, the Committee learnt from Audit that the Ministry had,
:in February, 1974, stated:

“The cash assistance scales cannot be said to be liberal from
any standard of costing. . . the basic concept of grant of
-cash compensatory support is to impart strength to the
Indian exporters who find themselves unable to stand in-
ternational competition due to strong organisation and ‘
availability of inbuilt facilities which are absent so far as
*  Indian exporters are concerned.”

“The Committee further learnt that with reference to the observations
«of Audit that the rise in the world (London Metal Bulletin) prices.
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of prime steel from the beginning of 1972-73 had also contributedt
to this state of affairs, the Ministry had replied (February 1974) as:
follows:

“Tt is a fact that international prices of steel started rising
in the year 1972-73. Full details about comparative prices,.
however, would need to be consulted, and this can be.
done on receipt of material from the Steel Ministry.”

1.43. On the attention of the Ministry being drawn to this case:
during evidence, the Additional Secretary of the Ministry stated:

“Actually this was an import licence granted under the origi-
nal dispensation of PN-140 for this particular company.
There, the imports were also made from the period July
1971 to July 1972. A total quantity of 5265 metric tonnes
of M.S. wire rods-—a total cif. value of Rs. 55, 75, 645|-
was imported. The average c.i.f. value per tonne of wire
rods works out to Rs. 1059|- per tonne. But the realisa-
tion given in the report ig 1255 per tonne. This requires
revision in the light of certain.facts which have subse-
quently occurred. The party has re-negotiated the con-
tract. He had earlier exported 2971 metric tonnes of
weld mesh with the total f.o.b. value of Rs. 37,83412.
The party had yet to make another export of 1767 metric
tonnes of weld mesh. In respect of this, he has got a
higher realisation and that is expected to be of the order
of Rs. 4947,600. Thus the total f.o.b. value of exports
will be Rs. 87,37,011 and therefore the average f.o.b. reali-
sation per tonne would work out to Rs. 1843. Tt will be
seen that this is a re-negotiated contract and therefore
the f.0.b. realisation also appreciates.”

Asked why the re-negotiation was necescary, the witness replied:

“It is because....we have taken several measures in regard
to supply of mild steel and mild steel producis to meet at
least the 256 per cent added value criterion and it was
stipulated that the supply of steel will be made only if
the 25 per cent value is met and the party is obliged to
re-negotiate the supply.”

In a note* furnished subsequently in this regard, the Ministry of
Commerce, however, informed the Committes that “the exporter

*Not vetted in Audit.
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re-negotiated the contract presumably to obtain higher contraci due-
to rise in the international prices.”

1.44. Clarifying the position in regard to this case further, the
Ministry of Commerce, in a subsequent note have stated:

“The facts as stated in the Audit Repor: have since undergone
significant changes. According to the latest information
available the company imported, during July 1971 to July
1972, a total of 5265 tonnes of M. S. wire rods valued at
Rs. 53,75,645 against 3 Import Licences granted under the
provisions of P.N. 140. The average c.i.f. value worked
out at Rs. 1059 per tonne.

The f.o.b. value of export obligation, on export of 4738.450
M.T. (after allowing 10 per cent wastage) was fixed at
Rs. 64,20,200 i.e. average of Rs. 1355 per tonne,

The party have already exported 2971 tonnes of weld mesh
of the total value of Rs. 37,83,412 for the balance quantity
of material, viz. 1,767.450 tonnes yet to be exported, the
Company expects f.o.b. realisation of Rs. 60,25,000.
Thus the total expected f.0.b. realisation would be
Rs. 37,83412 the company has been paid Rs. 7,56,682
would work out to Rs, 2070, the net foreign exchange
earning is expected to be Rs. 42,32767.

Against their actual exports so far of the wvalue of

Rs. 37,83,421 the company has been paid Rs. 7,56,682
as Cash Assistance.

Cash Assistance has heen withdrawn on exports of this item
w.ef 1st April, 1474, In case their contract is registered
with bank, they would be entitled to receive Cash Assis-

tance of about Rs. 12,05,000 on the balance of their ex-
ports.”

1.45. The Committee desired to know the foreign exchange rea-

lisation in this pariicular case. The Additional Secretary of the
Ministry of Commerce stated in evidence:

“The total forei-~ exchange realisation is Rs. 87,37,011. The
total foreign exchange spent is about Rs. 55,75,000.”

He stated further:

“The added value is on the basis of the imported material
and, therefore, for having spent foreign exchange to the
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tune of Rs. 55.75 lakhs, we are getting a net foreign ex-
change inflow of Rs. 31.62 lakhs”

-Asked how much cash assistance was given in this case, the wit-
‘ness replied:

“Rs. 17.5 lakhs is the total cash assistance which has to be
given and this has to be given, which they will be eligible
for.”

1.46. Drawing attention, in this connection, to the position
-emerging from the Ministry’s reply, referred to in paragraph 1.43
-above, that the company had already exported 2971 tonnes of the
total value of Rs. 37,83,412 and imported 3301 tonnes of imported
steel (after allowing 10 per cent wastage where necessary) costing
Rs. 34,95,759, resulting in a net foreign exchange realisation of
Rs, 2,87,653 for which a cash assistance of Rs. 7,56,682 had been paid,
the Committee asked how this could be considered justifiable. In
-a note,* the Ministry of Commerce have replied:

“As already explained earlier in Government replies and
also in evidence before various sittings of the PAC, the
Government had decided at the highest level that im-
ported steel going into the finished export production
would be kept out of the purview of computation of ex-
port benefits......

In view of the above, the grant of Cash Assistance at pres-
cribed rate on the f.o.b. value of exports should not be
linked to c.i.f. value of import content and the resultant
net foreign exchange earning in this particular export
deal.

‘The latest position, however, has changed. The firm is
understood to have made further exports of 315.708
tonnes valued at Rs. 10,63,245 bringing the total to 3287.157
tonnes valued at Rs, 48,86,657. There is still a balance
of about 1451 tonnes to be exported against which the
firm hopes to realise about Rs. 39 lakhs at re-negotiated
prices. As Cash Assistance has been withdrawn w.ef.
1st April, 1974 the firm is not entitled to any Cash Assis-
tance on exports made on or after 31st March, 1974
After the firm made all the exports in discharge of their

*Not vetted in Audit.
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export obligations against the Release Orders in ques-
tion, the total Cash Assistance payable in relation to net
foreign exchange is not expected to be much.”

1.47. The Committee desired to know whether it wag a fact that
An 1973-74, steel imported for the manufacture of weld mesh was
-costlier than the steel indigenously available and, if so, why im-
ports of steel for this purpose was allowed. The Additional Secre
tary of the Ministry of Commerce stated:

“It is quite possible that for a particular order, either in
point of time or quality or specification, a particular
type of steel is not locally available. In all such cases,
since it is felt that the export order should not suffer for
lack of production facilities, import also is sometimes
allowed.”

"To another question whether the party in this particular case had
‘necessarily to import steel for the purpose, the witness replied:

“The import licences were issued in 1971, in this case it was
done on 8th February, 1971 and on two more occasions,
ie. in all, three licences were issued. Imports were made
partially in July 1971 and again during July 1972, spread
over two years. So far as the entitlement to cash
assistance is concerned, there are two points. Firstly, we
grant cash assistance only to those who are registered for
the purpose. That is why I had submitted that we will
bhave to verify whether this particular party had again
registered himself for the purpose of this benefit or not,

particularly in view of his re-negotiation in December
1973.”

Clarifying the position, the Secretary, Export Production added:

“Currently, the prices in India are not higher than those in
international field. In this matter, they have to decide
keeping the totality of the production of steel in mind,
as to what things to produce. The priorities for the
various requirements in India having been taken into
account, they always allocated these various priorities
and the programmes along with it. The total would still
fall short of the requirements of steel both for domestic
and export purposes. As such, it is always necessary to
import. The question as to what things are to be imported
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out of various kinds of steel that are available in foreign:
countries, is decided on the basis of the recommenda-
tions that are sent, in the Steel Priority Committee. It
is true that this very party could have indented for his
steel requirements on the Iron and Steel Controller in
Calcutta, instead of asking for it through the HSL; in
that case, if the Steel Priority Committee had so decided,
he could probably have got the indigenous steel as well.
That is why I had said in the beginning that we must
forget the distinction between indigenous and imported
steel for the purpose of export. For him, the price would
be the same, whether it is mdlgenous or 1mported steel.
The quality also is the same’

Asked whether the amount of Rs. 55,75,000 mentioned earlier as
the import cost of materials represented in the actual c.i.f. value or
bhad been computed cn the basis of the JPC prices, the Additional
Secretary of the Ministry of Commerce clarified that this repre-
sented the total cif. value. He added:

“This is actually a direct import. It is related to the import
of the raw material and export of the product. This is not
one of the items where we get something and charge it
to the JPC price. There was a special dispensa-
tion allowed in 1970 by which the inadequate avail-
ability of steel in the country had demanded the import of
some fo these raw materials for export purposes. As such,
this is a direct import for direct export purposes.

1.48. Though it had been stated that for the purposes of grant
of cash assistance, no distinction was made between indigenous and
imported steel the Committee pointed out that the fact remained
that there was difference between the two prices and asked whether
this factor should not have been taken into account in computing the
quantum of assistance. The Secretary, Export Production replied
that the difference between the f.0.b. realisation at that time and the
f.ob. cost was the relevant factor in deciding upon the cash assis-
tance to be given and that for this purpose representative costing
was worked out. Asked whether this exercise had been carrid out
in this particular instance, the witness replied that in this parti-
cular case it was not done separately and added:

“In a representative number of cases, it is done and this parti-
cular item was not done because there is a cash assistance
rate fixed for this item.”
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.The Additional Secretary of the Ministry of Commerce stated
further: '

“So far as cash assistance verification is concerned, there are
different items of products which are grouped together.
Steel weld mesh is one item, classified as A 24. Cash assis-
tance ig fixed on certain broad considerations. Whenever
there is any need for revision, we take care by collecting
representative sample of cost from two or more producers
from small scale, medium or large scale.”

1.49. The Committee desired to know what specific action was
‘taken by the Ministry when this case was brought to its notice, in
1972, by the Central Board of Excise and Customs. The witness
stated: il

“Two steps were taken. One was to commission a study
through IIFT in respect of mild steel intensive items.
Another committee was constituted with the CCIE.”

He added:

“In 1972 we found that a few categories of cases required to
be gone into in detail from the point of view of f.0.b. cost-
ing to find out the cash assistance to which they are eligi-
ble. For this purpose we commissioned a study by IIFT
in respect of four or five items of mild steel intensive items
which were using imported steel. Their reports were re-
ceived. In addition, a committee was set up to go into the
question in the context of the annual revision of the im-
port policy, with the CCIE.”

“The witness as well as the Secretary, Export Poduction, however,
subsequently clarified that the committee constituted under the
chairmanship of the Chief Controller of Imports & Exports was not
‘in the context of the p-rticular case ccmmented upon by Audit,
though the case cropped up during that period, but was constituted
in connection with the annual revision of the import policy. As
regards the action taken in pursuance of the anomalies in the opera-
‘tion of the cash assistance scheme noticed by the Customs authori-
‘tieg the Secretary, Export Produtcion stated:

“I have before me a file in which there is the reply sent to the
director, Drawback, by the Ministry in which it has been
stated: '

.the cash assistance of 20 per cent of the f.o.b. is allowed
against the export value. The rate of cash assistance
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announced in August 1966 immediately after the devalua-
tion of the Indian rupee is admissible since 6th June,.
1966. The rate of cash assistance along with cash assis-
tance on a number of other products was decided by a
Working Group consisting of the representatives of the
concerned Ministries and had the approval of the-
Cabinet’,

The details of the basis on which the rate of cash assistance on
steel and other products was fixed are on record.”

1.50, While the ex-works prices of indigenous prime steel were:
usually higher than the world prices upto the end of 1971-72, from
the beginning of 1972-73, however, the world prices began to rise,
the rise being particularly steep from November 1972 onwards. The
Audit paragraph points out that as a result of this phenomenon, the:
world (London Metal Bulletin) prices of prime steel sometimes
exceeded the Indian ex-works prices, The Committee therefore,
asked what action was taken to regulate cash assistance when inter-
national prices began to rise in the beginnig of 1872. The Addition-
al Secretary of the Ministry of Commerce replied in evidence:

“I would like to submit that a temporary phenomenon of in--
crease cannot obviously be considered to carry weight in
immediately bringing down the cash assistance, but if it
is over a period, it ig a relevant factor to be taken into-
account. Based on that a certain amount of marginal’
costing will have to be revised. In this case, there were
two spells of increase in the steel price. The first one
was a smaller one in the earlier part of 1972. The second
one commenced towards the end of 1972 and continued
thereafter. As soon as this was brought to our notice, we-
took certain corrective action. First of all, the 25 per
cent added value was applied at the minimum for supply
of imported steel for export products; secondly, 25 per
cent added value was not only applied to the imported
steel but also to the indigenoug steel; and thirdly, the 25
per cent added value was reckoned not on the basis of
the indigenous price; which was lower, but on the cif.
price of the international market......Lastly, we also:
went into the detail costing of the different products. The
products which were singled out initially to be requiring'
attention prima facie were those which were using a large-
amount of mild steel. Out of a total of Rs. 170 crores,
about Rs. 30 crores worth were engineering products for-
which mild steel was imported. And these were mainly”
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relating to pipes, tubes, bicycle parts and other items. A.
cost study was commissioned through IIFT and their re--
port was received and their recommendations were again
examined by both the Finance Ministry and the Cost Ac-
counts Branch and based on this we took a decision that
wherever it was warranted, the cash assistance should be
withdrawn and wherever it wag found necessary and
justified, the cash assistance should be reduced.”

151. Asked why immediate action to reduce or withdraw cash
assistance was not taken as soon as it was noticed that the world.
prices of steel were rising, the witness replied:

“We noticed it in the early months of 1973. Thereafter we
applied the 25 per cent Added Value criterion. This is
the reason why people had, in some cases, to re-nego-
tiate.”

The Committee learnt from Audit in this connection that cash-
assistance on some of the items (viz. steel tubes, transmission line
towers, steel weld mesh, bright bars and shafting and complete
bicycles) was withdrawn after January 1974 while cash assistance
on bicycle components and accessories was reduced. They, there-
fore, desired to know why these changes in the cash assistance-
scheme were introduced only after January 1974, when interna-
tional prices had started rising in early 1972 itself and whether
this was done only after the anomalies in the scheme had been
high-lighted by Audit. The Additional Secretary of the Commerce-
Ministry stated:

“So far as the cash assistance is concerned, this had to be
verified with the f.o.b. realisation and also the net value
that we were able to get. This verification had been
done; and we singled out those products where the mild.
steel was predominant.”

He added:

“There were certain secular trends in the intermational prices.-
We had to take the long term trends also into account.”"

In this context, the witness also stated that the process of review-
had begun in 1972 itself when certain specific cases (i.e. those:
which, according to the Ministry, merited re-consideration) were.
referred to the Indian Institute of Foreign Trade.
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1.52. Since it had been stated earlier the question of revision
«f the ‘scales of cash assistance were subject to periodical review,
the Committee desired to know on how many occasions and to what
extent the rates of cash assistance for engineering goods were
revised since 1969-70 and details of the commodities in respect of
which such revisions had been effected. In a note, the Ministry of
‘Commerce stated:

“Cash compensatory support is allowed to neutralise or
reduce the gap created by lower fo.b. realisation com-
pared to cost of production of export product. Over the
years cost of production has been rising. It is only where
significant unit value realisation for the export product
is achieved that there arises a downward adjustment of
rates of cash support. Recent appreciable increase in

steel prices in the world necessitated review of rates on
steel based items.”

The Ministry also furnished to the Committee a chronological
summary of the revisions introduced periodically in the cash
assistance rates for engineering goods which is reproduced in.
*Appendix II. The position that emerges in respect of some major
engineering goods is indicated below:

Red Rate of  Rates of subsequent
Item Bock Assis- periods
Entry tance
No. 2s on
1-4-1969
Steel Pipes & Tubes, ungalvenised . . A3l 30% 1-4-1970—309,
I-4-1971—30%
1-4-72 30%
1-4-1972—309,
9-1-1974 Nil
1-4-1974 Nil
Steel pipes & Tubes, galvanised . . A.23.2 3¢% 1-4-1970 3¢9

1-4-1971 30%
1-4-1972 30%
1-4-1973 30%
9-1-1974 Nil
1-4-1974 Nil

Stee! weld mesh . . . . . A4 20% 1-4-1970 20Y%,
1-4-1971 20%,
1-4-1972 209
1-4-1973 20%,
1-4-1974 Nil

#Not vetted in Audit.
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Red Rateof  Rates of subsequent
Item Book Assistance periods
Entry ason
No. 1-4-1969
Transmission line Towers, galvanised . Ay 20% . T-4=70 25%+5%

Additional C.A.
1-4-1971~—d0—
1-4-1972—d0—

1-10-1972—Same

as above plus a per-
centage  on a sliding
scale depending on
the - percentage of
production,
1-4-1973— Do,
23-2-1974—Nil
1-4-1974—Nil

Steel Bright Bars & Shaftings A5 10%-+5% 1-4-1970—10% - 59,

Additional 5%was allowed in such cases 1-4-1971—10%- 5%,
where the f.o.b. value of exports was 1-4-1972—10%-{ 5%,

" 33334% or more ofallinputs i.e. both 1-4-1973~-10%,+ 5%,
imported and indigenous 1-4-1974—Nil

Bicycles complete (other than sports light A.rs2.1” 309% 1-4-197C—3CY,
road star type) 1-4-1971—30Y,

1-4-1972—30%,
1-4-1973—30Y%,
22-2-1974~Nil
1-4-1974—Nil

Bicycle components & Accessorics . . Asz2.2 30% I1-4-1970—30%,
1-4-1971—30%,
1-4-1972—309%,
1-4-1973—30%,
14-3-1974—20%
1-4-1974~20Y,

Special medel bicycles with 3-spced hubs . A.152.3 4= 1-8-19€9—209,
1-4-1970—20Y%,
1-9-1970—25Y,
1-4-1971—25%,
1-4-1972—25%,
1-4-1973—25%
23-4-1974—10%

1.53. With reference to the information furnished by the
Ministry of Commerce, in paragraph 1.33 of the Report, that cash
assistance had been withdrawn in recent times on six items, the
Committee desired to know the reasons for the withdrawal of the
assistance in these cases and when the concession was withdrawn,
The information* furnished in this regard by the Ministry of
Commerce is indicated below:

“Steel Tubes:

Towards the later part of 1973, it came to the notice o!f
Government that f.o.b. realisation on export of steel

*Not vetted in Audit.

1944 LS—4.
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tubes had gone up consequent on the increase in inter-
national price of steel. Comparison of the latest f.o.b.
cost and f.o.b. realisation showed that there was no
loss in export of steel tubes. The cash compensatory
“support which was 30 per cent was therefore withdrawn
w.ef 1st January, 1974.

2. Belt links for Machine Guns:

Cash assistance on export of this item at 15 per cent was
avajlable upto 31st March, 1974. Since the Engineering
Export Promotion Council did not furnish detailed cost
data, cash assistance was not continued. The cash assis-
tance therefore stood withdrawn from 1ist April, 1974.

3. Transmission line towers:

Towards the later part of 1973, it was noticed that f.o.b. rea-
lisation on export of transmission line towers had increased
and that there was no loss in exports. The cash assis-
tance on transmission line towers was, therefore, with-
drawn w.ef 23rd February, 1974.

4. Steel Weld Mesh:

Early in 1974, a study was conducted to find out the value
addition in export of this item, after taking into account
all imports going into the product. When it was
found that the net value addition was only 11 per cent
it was decided to withdraw the cash assistance, which
was 20 per cent, with effect from 1st April, 1974.

5. Bright Bars and Shaftings:

Early in 1974, a study was conducted to find out the value
addition in export of this item, after taking into account
all imports going into the product. When it was found
that the net value addition was only 11 per cent, it was
decided to withdraw the cash assistance, which was
10 per cent, with effect from 1st April, 1974

6. Complete Bicycles:

In February 1974, DGTD informed the Ministry that f.o.b.
realisation of ordinary roadstar bicycles had gone up.
which necessitated a close second look on the level of
cash compensatory support. On examination it was
found that the f.o.b. realisation was more than the cost
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of production, and so there was no loss in exports. The
‘cash compensatory support which was 30 per cent, was,
therefore, withdrawn w.ef 22nd February, 1974.”

Asked when the draft Audit paragraph was received by the Minis-
try of Commerce, the Ministry replied that this was received on
15th November, 1973.

154. A few examples of anomalous consequences of the export
promotion policy for engineering have also been cited in the Audit
paragraph, after an analysis of the cash assistance admissible to
six exporters of Pipes & Tubes and Bright bars and shaftings. The
Committee learnt in this connection that these cases related to the
following exporters (indicated in the Audit paragraph by means
of alphabets ‘A’ to ‘F’):

‘A’ : Bharat Steel Tubes Limited, New Delhi.

‘B’ : Khandelwal Tubes, Bombay.

‘C’ : Gujarat Steel Tubes Limited, Ahmedabad.

‘D’ : Zenith Steel Pipes Limited, Bombay.

‘E’ : Indian Tube Mills and Metal Industries, Bombay.
‘F* : Jain Tube Company Limited, New Delhi.

The Committee were also informed by Audit that according to
Release Orders No. F/L/R-485602/D dated 11 October, 1972 (issued
to M/s. Bharat Steel Tubes Limited, P. O. Ganaur, District Rohtak)
and No. P/L./R-485611/D dated 12th March 1973 (issued to M!s.
Jain Tube Company Limited, Ghaziabad), hot rolled coils (11,667
tonnes) and hot rolled steel strips (2,324 tonnes) were to be released
out of the imported stocks of Hindustan Steel Limited, Calcutta.
They further learnt from Audit that the Ministry of Commerce
had, in February 1974, stated in this regard as follows:

...... The specific cases mentioned in the statement as
examples of ‘anomalous consequences of the Export
Promotion Policy for engineering goods’ relate to the
latter part of the year 1972-73 (October 1972-January
1973) as is seen from the dates of issue of Release Orders.
Figures relating to f.o.b. realisation and value of steel
content shown in the statement .are only anticipatory,
perhaps taken from the firms' application/Release
Orders....”
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1.55. On the Committee drawing attention to these instances
and asking how such liberal cash assistance could be considered
justifiable, the Secretary, Export Production stated in evidence:

“The figures quoted in the chart may need some revision
after a little checking by us because on a cursory exami-
nation again, I find that these figures may not stand true
today....I have started an enquiry into all this, because
some of these confracts belong to Bombay and I have
not yet received the figures from Bombay. So, I have
not been able to do all of them, but on ‘A’, I have a
correction which I have noticed. That is, on black pipes,
the estimated c.i.f. value for which release orders were
issued, was Rs. 1.17 crores and that brings the percentage
of cash assistance admissible to 59. In the case of ‘F’,
the contract, I find, was renegotiated by the party. The
expected f.o.b. realisation was Rs. 56.47 lakhs, and
to the expected c.i.f value of the import content, we
should add zinc also because it was galvanised and it
has not been taken into account here. Therefore, I find
that it comes to Rs. 42.57 lakhs. That is, the total of
Rs. 31.12 and Rs. 11.29 comes to about Rs. 42.57 lakhs.
The cash assistance becomes higher in that case, because
the f.o.b. realisation will go up to 16.94 lakhs. The
percentage of cash assistance would be 122. But there
is no negative outgo of foreign exchange. The new
negotiated price shows that it is an addition to foreign
exchange.”

1.56. In view of the fact that the draft Audit paragraph, before
publication in the Audit Report, was always sent to the Ministry
for verification, of facts and comments, if any, the Committee
desired to know whether this was not done in this case and why
the correctness of the figures was being disputed after the publi-
cation of the Report. The Secretary, Export Production replied:

“When the draft para came, we were given six weeks’ time
in order to verify it. The amount of material in this was
not capable of being verified within that period. This
was explained.”

" He added:

“We brought it to the notice of the Auditor General that we
required a little more time for the verification of all these
facts and also to send our comments,”
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On the Committee pointing out in this context that even after the
publication of the final Audit Report, Ministries could still send
their comments and request correction of factual inaccuracies and
place the Government’s views on the Audit observations in pers-
pective, the witness replied:

“When the paragraph appeared here, there has been a little
delay no doubt obviously. Otherwise, we could have
sent our comments later.”

In a note* furnished subsequently in this connection, the
Ministry of Commerce stated:

“The Audit were informed of the anticipatory nature of the
figures in question in reply to draft Audit para. It could
not be settled with the Audit before publication *of the
Report because actuals were not then known and even
now in respect of some cases obligations are not com-
pleted and the position has not been finalised.”

1.57. The Ministry also furnished to the Committee following
revised statement* showing the relevant details in respect of these
cases and added that these figures were also likely to underge
further changes in view of the fact that exports to the extent con-
tracted had not yet been made in the case of four of the six ex-
porters:

#Not vetted in Audit.
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tage of
* cash gsais-
tance
Bxporter Export Commndity Expectedf.c.b.  Import materiz] (Steel)  Estimated c.i.f. vzJuec f Cash Assistznce admissible
realisation import content cdmissible to net
foreign
exchange
to be
earned
Rs. Rs. Rs.
‘A’ Black Pip=s 2" 39 crores H.R. strips in coils (Sl' 6§)cmres 71° 70 lakhs@ 1109,
tee
0" 12 Crores
(Other items)
‘B’ Steel pipes and tubes 1'02 croress H.R. Stiips &- 50 ;:rores 30° 60 lakhs@ 93%
teel
C* 19 crores
(Other items)
‘c Gilvanised (black steel pipes) . Releace Order cancelled in December 1973 at the request cf the party,
‘D Galvanised Steel Pipes 427 cr-rese H.R. Stee} Strips in ¢ ils (zs- 57]§r€res 12825 L kte @ 1519
tee
o- 85 crore
(Other items)
‘B’ Steel bright bars & shaftings 3+ 83 lakhs Mild Steel rounds %97 lakhs ©-37 lakhs @ Negative
. teel)
1- 54 lakhs

(Otheritems)#»



‘F* Galvanised pipes and blackpipes 56°47lakhs H.R. Strips in c<ils (gz- zls)la.khs 16° 94 lakhs@ 131%
tee
11 29 lakhs
(Other items)

NOTE: *The export cOntracts Were renegotiated.

#sIn this case, Bright bars of mild steel were exprrted. The party could not theref re, claim seperately 40% IR which includes stee)
requirements for bright bars of free cutting and EN series steel. This mezy be adjusted 2gainst future entitlements. It mey also be.
mentioned here thatin this case Mild Steel was allocwed as replenishment after the exports had been made. 'The party utilised steel’
fromitsownstocks. The steel utilised by them cculd be indigenous steel or Steel impcrted a2t a lesser price.

@As cash assistance on galvanised and black pipes was abolished w.e.f. 9-1-1974 expcrts made after this date against oo ntrects net
registered with the Bank will not qualify for cash assistance. The figures in Ccl. 6 and the percenteges shown in Col. 7 are, therefere,

_subject to change.

6%
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1.58. Summing up, at the Committee’s :instance, the circumst-
ances leading to the revision in the figures, the Ministry have
stated:

“(i) In the case of exporters ‘B’, ‘D’ and ‘F’ export contracts
were renegotiated in view of the rise in international
prices of the goods.

(ii) In the case of exporter ‘C’ release order was cancelled at
party’s request.

(iii) In the case of exporters ‘A’, ‘B’, ‘D’ and ‘F’ only a part of
exports contracted have been made. In case of contracts
not registered with the banks, cash assistance will not
be admissible on exports made on or after 9-1-1974 when
the cash assistance on pipes, tubes and fittings was with-
drawn.

(iv) In the case of exporter ‘E’ (who has completed exports)
mild stee] was allocated on Replenishment basis. Steel
utilised by them from their own stock could be indi-
genous steel or steel imported at a lesser price.

Since bright bars exported were of mild steel, the exporter
could not claim 40 per cent of the Import Replenish-
ment separately which includes steel requirements for
bright bars against their future entitlements.”

The Ministry also added that the reasons for the re-negotiation
of the contracts was on account of rise in international prices of
the goods in question,

1.59. Asked, in this context whether individual cases wf dispro-
portionate grant of cash assistance, as a result of the export promo-
tion policy announced commodity-wise, were not looked into with a
view to taking timely corrective action, a representative of the Min-
istry of Commerce replied in evidence:

“It is not possible to have rate of cash assistance which will
depend upon performance and requirement of individual
firm. We have to take into account industry as a whole,
that means, the product. So we have been fixing for
product and not individual firm and about 1972-73 I will
give the background. Till 1970-71 India had adequate steel
production. Need for import was not there. The normal
mild steels which go into galvanised steel pipes and so on
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were available in the couniry. Raw material could be sup-
plied and there was no difficulty. After 1970-71 it was
madequate. Even for mud stee| items imports had to be
arranged. Two alternatives presented themselves. (1)
One is to take total requirement of export manufacturers
as also indigenous suppliers together and arrange imports
to go into common pool and from that common pool
supply to export manufacturers. (2) To give this steel
specifically for export effort. The second thing’s advan-
tage would have been, these people would have been able
to contract for those sizes for those categories as per
time schedule. That would have suited them. This
was what was done. Till 1971-72 the international prices
were lower than indigenous prices. Therefore, there was
a system by which a small levy, a surcharge was taken
from each and every indigenous consumer of steel and
from this surcharge for those people who had to be
given steel for export production, the difference between
international price and indigenous price was being met.
The position changed when internmational prices became
higher, When that happened policy decision was taken.
That was in April, 1972, For specified mild steel cate-
gories this facility was given to the export manufac-
turers that can be given at JPC price prevailing in indi-
genous production plus 2 per cent as service charge
and so on. This facility was given in April, 1972,
Contracting began on this basis. Now while international
price was higher whereas indigenous price was lower,
having wobtained steel at indigenous prices, obviously,
manufacturers quoted lower prices for resultant products
while the raw material prices were high. In 1972.73 it
was found that for guite a number of products the value
of the steel imports was itself almost equal or in a few
cases even higher than f.o.b. value realised by export
for products manufactured by him. In June, 1973 the
concept of value-addition requirement, a minimum
value addition, was brought in. On 5th June, 1973 pub-
lic notice was issued stipulating that certain steel will
not be supplied to any export manufacturer unless he
gives 25 per cent value addition over value of raw
material imported by us. Various factors were taken into
account including normal wastage and all these together
with the total value of the raw material imported for
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him, and after that, he has to give 25 per cent value
addition, as I had already mentioned. The Contracts
which drew the attention of Audit are relsting to 1972-73.
We took this action in June, 1973, After this value-
addition requirement was stipulated there is no case of
a net outflow of foreign exchange.”

In reply to another question as to when it was realised by Gov-
ernment that net f.o.b. realisation in some cases were not commen-

surate with the cash assistance granted in these cases, the witness
replied: .

“That came to the notice of the licensing authorities in the
CCIE’s office and the Committee headed by the CCIE,
the special committee on steel, looked into this matter,
and it was then that they took the decision that there
should be a value addition requirement. This was clear-
ed by the Department of Economic Affairs and the Minis-
try and a public notice wag issued on 5th June, 1973.
Latar on this recommendation about value addition
was equally extended to even wholly indigenous supply
of steel and this was done in February, 1974.”

Asked when the Ministry had first noticed

this phenomenon,
the witness replied:

“The exact date I am afraid I cannot tell you. As I have
told the public notice giving this facility for supplying
imported steel at indigenous prices had been issued in
April, 1972. The actual contracting and the physical
arrival of goods did not take place till November, 1972,
and it was in early 1973 that it came to notice that con-
tracts had been entered into in which the f.o.b. reali-
sation of the finished product was in some cases not even‘

on a par with the money that had to be spent for the
import of steel.”

He added subsequently:

“International prices of steel started rising only in th later
part of 1972 and the earlier part of 1973. The case of
one of the firms referred to by Audit in the statement
of six cases came to notice in March, 1973. It is on the basis
of this case that the Special Committee on Steel looked
into the matter and ultimately the public notice imposing

the value addition requirement was issued on 5th June,
1A73.”
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On the Committee pointing out, in this connection, that the
Ministry ought to have reacted to the changed situation more
quickly and taken rectificatory action, the witness replied:

“In these six cases no advance licence had been asked for. It
advance licence is asked for, then the moment the export
contract is entered into, the licensing authority comes
to know about the price at which the contracting has
been done, and for the item that is to be imported the
value of the import will also be known. But these firms
had made use of the material already with them, either
imported in the past or obtained indigenously.”

He added that he could “only plead that the action was not

delayed” and that “it was taken as soon as the matter came to our
notice.”

1.60. Explaining, in a note* furnished at the Committee’s inst-
ance, the background to the imposition of the value added condition
in June 1973, the Ministry have stated:

“Under Public Notice No. 56 issued on the 18th April, 1972
export manufacturers of engineering goods had been given
the facility of importing certain categories of mild steel
items through the canalising agency, Hindustan Steel Ltd.
Supplies of such imported steel were to be made to the
export manufacturers at indigenous JPC prices plus a
surcharge of 2 per cent. The Public Notice did not con-
tain any stipulation regarding value addition to be secur-
ed by the export manufacturers on the price of the steel
supplied to them.

Towards the close of 1972, the prices of steel items in the
international markets had begun to rise quite appreci-
ably. It came to notice in March, 1973, when the appli-
cation of M/s. Jain Tube Co., one of the firms referred
to in the Audit Report, for import of steel under Public
Notice No. 56 was being considered, that the f.o.b. price
secured by the firm was lower than the price payable
for the steel to be imported on behalf of the firm. Based
on the findings in that case. Public Notice No. 88 dated
5th June, 1973 was issued prescribing a minimum of 25
per cent value addition, over the price of all steel matar-
ials required for the fabrication of the relevant export
product, if any import of steel was sought by the export
manufacturer.”

*Not Vetted in Audit.
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A copy of the Public Notice issued in this regard (No. 86 dated

5th June, 1973) also furnished by the Ministry reproduced in
Appendix IIL*

1.61. Asked whether the Engineering Export Promotion Council
also took upon themselves the responsibility of informing Govern-
ment, from time to time, of the changing situation, the Chairman
vf the Council replied in the affirmative and added:

“It was the working committe of the Export Council which
recommended value addition and its application to local
materials also.”

1.62. Since it had been stated by the Ministry that after the
withdrawal of cash assistance on pipes, tubes and fittings with
effect from 9 January, 1974, exports made after ths date against
contracts not registered with a bank would not qualify for cash
assistance, the Committee asked whether it was Government’s inten-
tion that cash assistance would be admissible if such contracts were
registered with banks. The Secretary, Export Production replied
in evidence:

“If contract is registered with bank, it gets benefits of cash
assistance if registration was prior....That is to say those
contracts which were registered before this date.”

Asked the reasons therefor, the witness replied:

“This flows from the provision in the Red Book. This is
given in the Red Book itself. This is standard practice.”

To another question whether it was Government’s intention that
this concession should be extended in some cases even after the
abolition of the cash assistance, the witness replied: N

“I submit, this Red Book provision is very well known. This
is a public document and it is well-known.”

1.63. Drawing attention to the fact that exporter ‘¥’ (Jain Tube
Co. Ltd.) had renegotiated the export contract in view of rise in
international prices of the goods, the Committee asked whether
this factor was duly taken cognisance of and the question of revi-
sion of cash assistance considered at the time of renegotiation of the
contract. The representative of the Commerce Ministry replied:

“Revision of rate of cash assistance does not follow from cont-
ract....it is fixed for a product and that is available for
every exporter. The rate of cash assistance is fixed and

*Not vetted in Audit.
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is well known. It does not depend upon individual cont-
ract by individual exporter.”

The Secretary, Export Production added:

“It (cash assistance) is reviewed not on the basis of any
particular contract but reviewed in general for the com-
modity.”

Asked whether Government could not have taken action to revise
the rate of cash assistance after it came to notice that the contract
was being renegotiated with a view to obtaining higher prices, the
witness replied:

“It is the parties which negotiate or renegotiate. We do not
come to know of it at that stage when it is going on.”

He added that Government was not a party to these negotiations
and that they were done between the parties themselves, the buyer
and the seller. Clarifying the position further the witness stated:

“In this particular case we came to know of this renegoti-
ated price because we were checking up on the figures
after Audit gave us the figures and since we came to know
that the price had been renegotiated, we have put down the
correct figure now.”

The Ministry, in a note*, had also informed the Committee that
consequent on the imposition, with effect from 5 June, 1973, of the
value added condition, a number of exporters who did not fulfil the
minimum value added condition had to renegotiate their contracts
and that many of them were successful in getting higher f.o.b.
realisation.

1.64. The Committee desired to know when it first came to the
notice of the Ministry that import prices of steel were higher than
indigenous prices and what action was taken in the changed situ-
ation. In a note*, the Ministry of Commerce stated:

“It came to the notice of Government in October 1972 that
the international prices were higher than the indigenous
prices. Earlier, when domestic prices of steel were higher
than international prices, there was a scheme to reim-
burse to exporters the difference in steel price when indi-
genous steel was used in the export product. From 26th

*Not vetted in Audit,
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October, 1972, this scheme was withdrawn as inter-

national prices of steel had become higher than domestic
prices.

Perhaps, the information sought relates to international
prices of steel vis-a-vis f.o.b, realisation of export goods,
manufactured out of imported steel. In reply to point*
No. 3 (vide paragraph 1.60), it has been explained how
minimum value addition of 25 per cent was imposed when
the case of M/s. Jain Tube Co. came to the notice of
Government in March 1973.”

1.65. In their revised statement furnished to the Committee ir
respect of the six cases of disproportionate grant of cash assisiance
commented upon by Audit (vide paragraph 1.57), the Ministry had
stated, inter alia, in respect of Exporter ‘E’ (Indian Tube Mills and
Metal Industries, Bombay), that as Bright bars of mild steel were
exported in this case the exporter could not claim separately 40 per
cent IR (Import Replenishment) which includes steel requirements
for Bright bars of free cutting and EN series steel. The Committee
therefore. enquired wrether exporter had already received 40 per
cent Import Replenishment and whether there was any failure on
the part of the Department in checking the exporter’s claim. In a
note*, the Ministry of Commerce replied:

“It is a fact that the party was allowed I.R. at 40 per cent of
the f.o.b. value of export against export of M.S. rounds
and bars which according to the policy was not admissible.
The mistake occurred due to erroneous interpretation of
the policy in the licensing office. The licensing office was
advised to adjust this excess allotment. It issued the
Alert Notice to the firm on 14-5-1973. The adjustment
could not take place earlier as the file was requisitioned by
the CCI&E Headquarters office in some other connection.
The file in question has since been returned to the licensing
office which will take necessary steps to adjust the excess
licensing.”

1.66. While, according to the Audit paragraph, the per centage of
cash assistance admissible to the net foreign exchange to be earned
in the case of Exporter '’E’ (Indian Tube Mills and Metal Industries,
Bombay) was 2875 per cent, according to the Ministry’s own revised
computation, the net foreign exchange to be earned in this case was
negative, The Committee, therefore, desired to know the justification

*Nt vetted in Audit.
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for the payment of cash assistance for the exports of Steel Bright
bars gnd shaftings where the net foreign exchange to be earned was
negative. The Secretary; Export Production stated in evidence:

“About the fixation of cash incentive on Bright bars, this dates

back to a period which is post devaluation; I understand;
and I do not have access to those papers.”

He added:

“In fact, the system of cash assistance was introduced only
after the devaluaticn and probably, as far as I am told,
the argument which weighed at that time was that the de-
valuation by itself was not found adequate enough to cover

the losses. But, as I said, it requires looking into the
papers.”

Pointing out that the processing involved in the manufacture of
Bright bars from imported mild Steel bars and rods was not very
sophisticated as only machining of the bars had to be done, and that
the Ministry ought to have taken these factors into consideration
before grantine cash ascistance for the export of this commodity, par-
ticularly so immediately after devaluation, the Committee asked whe-
ther the Directorate General of Technical Development had been
consulted in this regard. The Secretary, Technical Development
(DGTD) replied in evidence:

“As far as the Bright bars case is concerned, I will have to
preface my observations by saying in what way the DGTD
comes in, The DGTD is entirely a technical organisation.
So as far as the cash assistance is concerned, we do not
go into the matters of costing or f.o.b. prices and how they
operate or things like that. The technical content of the
DGTD comes into play when a reference is made by the
Ministry of Commerce on the material norms or the import
of the material or the processes involved. In the case of
Bright bars, to my knowledge, no such reference has been
received by us. It is also there that during the processing
of certain application or in a dialogue with the associations
of industries, certain cases have come to our notice where
prima facie there was a case for reconsideration of the cash
assistance. In such cases we have taken the initiative and
brought it to the attention of the Ministry of Commerce.”

The Committee, therefore, asked on what basis the decision to
grant cash assistance for this commodity had been taken without a
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proper determination and appreciation of the actual manufacturing
processes involved. The Secretary, Export Production replied:

“I do not have the papers right at hand. Subject to check
again, I am told that after devaluation there was a meeting
of the Committee of Secretaries and in that meeting a
decision of this nature was taken. Instead of probably go-
ing into details of the costing and other factors that we
have just now stated, at that time a kind of a general view
was, it seems, taken to allow certain percentages of cash
assistance on various kinds of exports and it is in that con-
text probably that Bright bars also got cash assistance.
I do not know whether in that Committee of Secretaries
DGTD was also represented. All this is subject to checks.”

1.66A. Asked whether the Steel Ministry<had ever considered this
question, the representative of the Department of Steel replied:

“I have been dealing with export for a year and a half. During
this period we were not consulted about cash assistance
on any specific item.”

To another question whether the Committee of Secretaries which
considered this question included representatives of the Steel Minis-
try also, the Secretary, Export Production replied:

“Naturally, the Secretaries of what I would call, Economic
Ministries might have been consulted. I presume Secretary,
Steel must have been there.”

1.67. The Committee desired to know what study was made by
the Committee of Secretaries on this question and whether any de-
tailed examination of the cost structure, processing etc. had been
undertaken. The representative of the Commerce Ministry stated:

. “Cash assistance for Bright bars was completely withdrawn
from 1st April, 1974. Prior to that there was 10 per cent
and an extra 5 per cent. When it was realised that the
f.o.b. realisation wvis-a-vis f.o.b. cost did not justify in
continuing the cash assistance, it was withdrawn.”

The Secretary, Expcrt Production stated in this context:

“I will have to look into the deliberations of the Secretaries
Committee to come to somewhat more definite answer on
this. What I presume is that this Committee of Secretaries
took a decision. It is a matter of 8 years ago.”

1.68. The Committee called for a note indicating when cash assis-
tance in respect of Steel Bright bars was fixed, the justification there-
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for, the checks, if any, exercised by Government before sanctioning
the assistance dnd whether the DGTD and the Ministry of Steel had
. been consulted, alongw:th a copy of the relevant minutes of the meet-
ing cf the Committee of Secretaries at which this question had been
considered. The Secretary, Export Production assured the Commit-
tee during evidence that this would be done “.mmediatetly as soon
as possible.” However, in a note* furnished subsequently in this
regard, the Ministry of Commerce informed the Committee as follows:

“Cash assistance on Bright bars and shaftings was fixed in
1966-67 immeditely after devaluation and was approved by
the Secretaries-Committee. As regards supply of minutes
of the Secretaries Comm ttee, the Government consider that
it would be prejudicial to the interest of the State. The
information, therefore, is not suppiied under Proviso to
Rule 270 of the Rules of Procedure and Conduct of Busi-~
ness in the Lok Sabha.”

1.69. The Committee desired to know (i) the amount of cash as-
sistance paid to each of these six exporters, (ii) the total f.o.b. reali-
sat’'ons and (iii) the total value of import content in the materials ex-
ported by them during the period 1970-71 to 1973-74. The following
table*. furnished by the Ministry of Commerce, indicates the d~tails
of the cash assistance paid to each of the six exporters during this
period;

Sl Pavme~ts made during
No. Name of the firm _—
1970-71 1971-72 1972-73 1973-74
Rs., Rs. Rs. Rs.

A. . Mi< Bharat Steel Tubes Ltd

New Delki . . . 35,78,22 21,72,763 37,04.801  9,39,232
B. MJs. Khar delwal Tubes, Bembay 18,27,c50 11,47,465 29,83,302 21,85,074
C. M/ Gujarat Steel Tubcq Ltd

Ahmedabad . . 16,571,062 21,170,035 32,07,392 32,0I,612
D. M/s. Zeith Steel Pipes Ltd. Bembay §1,96,775 25,645,939  39,22,258 80,73,086
B. Mj/s. Indian Tube Mills ard Met Is

Irdustries, Bombay . . . 1,32,242 1,38,380 1,39,357 2,57,185
F.  M/s. Jain Tube Co. Ltd., New Delti 13,08,c74 78,127 10,41,663 24,88,938

The corresponding fo.b. value of exports as admitted by the .
Licensing officers in the cases of these six eXPur terg are indiacted in

- the following table:

*Not vetted in Audit.

1944 LS—5.
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sl, F.O.B. value admitted .
No. Nameof the firm : oy
1970-71 1971-72 1972-73 97374
A. M/s. Bharat Steel 'I‘ubes . :
Ltd., New Delhi . 1,19,56,906  72,47,351 1,24,92,850  32,04,912
B. Mfs. Khandelwal Tubes, ’
Bombay . ot 70,02,9¢9  73,60,271  70,44,769
available
C. M]Js. Gujarat Steel Tubcs
Ltd. Ahmedabad . 61,08,452  63,76,c28  1,14,c0,280  82,75,683
D. Mjs. Zerith Steel Pxpes
Ltd., Bombay . Not 73,56,890  1,94,56,539 2.53,30,778
available .
E. M/s. Irdia Tube Mills &
Metal Irdustries, Bombay Do. 12,76,979  22,21,368  47,31,284
F. Mjs. Jain Tube Co. Lid., .
New Delhi . . . 45,75,091 2,60,428 36,44,468 81,54,382

The Ministry informed the Committee in this context that the
claims of cash assistance preferred by the exporters were admitted
by he Licensing offices on the basis of the f.c.b. value of exports
for which documents were negotiated by the banks and that the actual
realisation in foreign exchange was watched by the Reserve Bank of

India.

|

[

1.70. As regards the value of the import content of the materials
exported by these exporters, the Ministry, in a note¥, miormed the

Committee as follows:

“The actual import content contained in the products exported
by these firms is not known to the Licensing Offices as this
information is not required tc .e supplied by the exporters,
However, import replenishment licences were allowed to
these parties at the percentages of the f.o.b. value as an-~
nounced in the policies for the relevant years on the pro-
ducts exported by these firms.”

/

"Information furnished in this regard by the Ministry in respect
of only the particular exports mcluded in the Audlt paragraph have

been tabulated below:

#Not vetted in Audit.
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SL Wame of the firm Release  Date  Amount F.O.B.
“Wo. Order of C.A. value
No. paid admitted
Rs. Rs. =
A. M/s. Bharat Steel Tubes Ltd., PLR/ 11~10-72 Nil Nil
New Delhi. 485602
B. M/s. Khandelwal T'ubes, Bombay 119954 23-11-72 Since the party did

not get the material
upto the end of
March 1974, no
C.A. was claimed.
The supplies were
started to them
from April 1974.

C. M/s. Gujarat Steel Tubes Litd., 781959  23-9-73 This R.O. was subse-
Ahmedabad. quently  cancelled
as it was surrendered

by the firm.

D. M/s. Zenith Pipes Ltd., Bombay . 1199§4 23-12-72 12,21,454 53,227,289

E. MJs. Indian Tube Mills & Melal

Industries, Bembay 119953 23-11-72 1,46,00Cc 13,53,573
119957 28-11-72 36,777 383,097

F.  M/s. Jain Tube Co. Ltd., New Delhi . 485611 12-3-73  4:77,744%; 15,92,485*

*For exports made upto December 1973, claims in respect of exports made afte De-
cember 1973 not yet settled as C.A, was withdrawn frem ¢-1-1974. The ccmpany l'as
claimed that these exports arc covered by contract s registered with the bank on: dates prior
to the date of withdrawal of cash assistance. The matter is under cxemination ard C.A.
will be paid in case the registration of contract is established. The claims in respect of
the exports, if any. made from August 1974 onwards have not so far been prefeired.

1.71. In view of the fact that only the expected f.o.b. realisation
in respect of these six exporters had earlier been furnished by the
Ministry and it had been stated subsequently that the actual realisa-
tions in foreign exchange were watched by the Reserve Bank of India,
the Committee asked, with reference to exporter ‘A’ (Bharat Steel
Tubes Limited), whether the expected f.o.b. realisation actually ma-
terialised. The representative of the Ministry of Commerce replied
in evidence:

“In the case of exporter ‘A’ all the shipments relating to the
contract have not yet been concluded.”

Asked how the Ministry kept a watch on the actual performance
of the exporters, the witness replied:

“The licence issuing authority gets a bond or a bank guarantee,
Watch on the performance is kept by the licensing autho-
rity.”



To another question whether the Ministry did not monitor per-
formance in view of the fact that the necess.ty for cash assistance wag
determined on the basis of f.0.b. realisations, the witness replL.ed:

“The whole thing works on a system of delegation.....It is
our own officers who have to watch. They do not belong
to any other department.”

The Chief Controller of Imports & Exports added:

“Where we issue an advance licence of raw material, we take
legal undertaking from the firm that the export contract
against which raw material is being provided will be ex-
ported and the legal undertaking can be redeemed only
after the export contracts have bheen completed and ship-
ments completed. The regiona! offices watch the ship-
ments and the legal undertaking is discharged only after the
shipment is completed.”

Elaborating this issue further, the Secretary Export Production
stated in evidence: ’

“The information is available at the port office. Actually the
port office keeps the watch as it is going on. There is a
headquarter office there which also keeps the record and
periodically they call for reports and chek up with the
performance. But the bond is not discharge, it is still on,
until the performance is over. That is one check on the
party always.”

1.72. The Committee desired to know whether before sanct’oning
cash assistance and other concessions Government verified the genui-
neness of the accepted quotations and the f.0.b. prices quoted in the
invoices, so as to prevent under-invoicing. The Secretary, Export
Production stated:

“I think we need not presume that there was under-invoicing.”

He, however, added on his attention being drawn to the findings of
the Kaul Committee that in respect of certain items of engineering
goods, floor prices were fixed by Government in consultation with
the Engineering Export Promotion Council. Asked, in this context,
whether any action was taken independently by Government to have
the veracity of of the prices checked through the Commercial Coun-
sellors or the embassies, the witness replied:

“We certainly referred to our embassies and commercial coun-
sellors abroad for checking this up. I think we have done
s0.”



In a note furnished subsequently in this regard, at the Committees
instance, the Ministry of Commerce stated:

“Floor prices are fixed by the Engineering Export Promotion
Council and ntt by the Government. The Engineering
Export Promotion Council mainta’ns a network of Foreign
Offices with defined jurisdict on, to collect market informa-
tion and transmit it to the Head Office in India. These
offices of the Council keep themselves in touch with and
consult Commercial Counsellors in Indian Embassies
abroad. The Ccuncil’s Head Office in India also consults
Indian Embassies, whenever necessary.”

1.73. Since the floor prices for engineering goods were admittedly
fixed by the Engineering Export Prcm:tion Council and reliance, al-
most exclusively, was also placed on the data furnished by the Coun-
cil for determining the need for cash assistance, and in view of the
fact that the Council cons’sted of the industrialists and the registered
exporters themse!ves, the Committet desired to know who wag the
Chairman of the Export Promotion Council. The Secretary, Export
Production infromed the Committee that Dr. Bhoota was the present
Chairman of he Council and that Shri Raunak Singh was his pre-
decessor. Asked whether the former Chairman was associated with

any of the companies mentioned in the Audit paragraph, the witness
replied: 3

“I think he was the Managing Director or Chairman of the
Bharat Steel Tubes.”

1.74. The Committee desired to know the composition of constitu-
tion of the Engineering Export Promotion Council, the details of the
members of the Managing Committee of the Council and how many
of them were connected with the production and export of engineer-
fng goods. In a note®, the Ministry of Ccmmerce stated:

“The Engineering Export Promotion Council is a company re-
gistered under the Companies Act and is a non-prcfit mak-
ing body established in 1955 with the sole object of promot.
ing export of ‘Engineering Goods’. The Council is aided
by the Government by way of matching grants in aid from
the Marketing Development Fund.

#Not vetted in Audit.
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-The Council has the following categories of members:

(i) Ordinary . . . . Paying Rs. 1000/~ p.a. as membership
substription.
(ii) Associate . . . . . Paying Rs. 250/- p.a. a8 membershxpsubs-
cription,
.1ii) Nominated . . . . . Nominated by Government or Trade Asso-

ciations as required in the Censtitution.

The ordinary and associate members are grouped in 34 panels re-
presenting particular sub-groups of items dealt with by the respective
constituent members. They elect their respective Pane] Chairman
who ultimately become members of the Working Committee,

The affairs of the Council are managed by a Working Committee
comprised of the following:—

1. Elected members (Chairmen of various parels) . . . 34
2. Nominees of various Trade Associations . . . 6
3. Nominees of the Government . . . . . 3
4. Top Exporters of Engineering goods . . . . . 3
§. Chairman of Pegional Committees . . . . . 4

The Working Committee elects a ‘Comm1ttee of Admmlstrahon
consisting of 10 members and delegates for such functions
as it deems fit for the administration amd management of
the affairs of the Council.”

The Ministry also furnished, in respect of the period 197244, a
list of members of the Working Committee and the Committee of
Administration «f the Council, alongwith other relevant details of the
industry panel represented by the member and the items* manufac-
tured/exported by each of them, which is reproduced in Appendix
IV.

1.75. Asked what machinery was available with the Export Pre-
motion Council to check f.0.b. realisations, e.if. priese of imported
materials, cost of production, ete. a representatwe of the Council
replied in evidence: . S P :

Lt R

“There is a form presribed for fixation of import replenishment
cash assistance. There is a central office in Delhi where I

*Notvetted in Audit.
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_am operating. Under me, there are two or three officers.
They scrutinise the details received from the member firms.

There are two sides. One is the cost of raw material and other
costs. I must concede that there is no machinery at my

disposal to check the cost of production as given by the
firms.”

He added:

“In fact, after the details are given, they are forwarded to
the Ministry. Then the cost accounts department of the
Ministry of Finance do the detailed checking. It is at that
stage that they are examined individually. I know in-
stances where the cost accounts officer has spent 35—40
days in one unit to check details of the cost.”

The representative of the Ministry of Commerce stated in this con-
text:

“The cost accounts branch sends a team to the factory and the
records kept there are looked into in detail After that
they make a recommendation and it is on that basis that
a final decision is taken.”

Asked whether all cases were referred to the Cost _A'ccou.nts
Officer as a matter of routme the representative of the Council
replied: '

“This exercise is-being done on a centinuous basis -during the

last two years roughly. About 24-25 items have been

~ se'ected where detailed study- has been made or. is being

made. Data is being furnished. We are of course dealing

with a large number of items; more than 400 items are

being exported, industrial plant and machinery labour in-
tensive items, steelabased items etc.”

On the Committee pointnig out in' this context that the Council
apparenly had the responsibility of exercising necessary checks in
every individual case so as to ensure that there was no unnecessary
sutflow from the exchequer, the witness replied:

“Qe far the practice has been to select representatives units in
the sense of units which have been contnbutmg the bulk
of the exports.”

The Chairman of the Export Promotion Council added:

‘“Basically, cash assistance is given in order to make the sale
of our equipment competitive. There is a definite proce-
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dure there—the difference between the f.o.b, cost and the
cost of the production excluding the overheads and all that.
For this, there is a mechanism by which the costs as given
are checked and the f.o.b, prices as the exporter g.ves to
cur Counc.} are also checked by various means. There is
an in-built mechanism for checking this and I would also
like to add that our Council is very particular—at least my
instructions as the Chairman have been clear—that no
cash assistance request should be passed on to the Gov-
ernment unless it has been scrutinised by us and we are
satisfied. For example, we have turned down 21 cases in
the last two years. When we felt that there was no case,.
it did not even go from our office to the Government.”

He stated further:

“Basically decision is taken that on th's item, on that item we
shall do this, we shall do that. After devaluation certain
steps were taken regarding cash assistance, replenish-
ment licence and all that. It is done  itemwise
and that holds the field for & period and at the end
of the period those are again looked into and when these
are renewed they come back to us. In some cases we
have said, there is no need, so we want this 25 per cent
addeq value. Our Council has always been saying that
we must get that in the net foreign exchange earning. We
have got both private and public sector and Government
representatives. This has stipulated all of us to this think-
ing that we must get this 25 per cent added value. But
now again we have found that in this competitive market
the prices began to fall and we have had to revise our
ideas.

In December 24, on certain items from 25 per cent we went
down to 10 per cent. But as I was saying, we keep a
watch. Our council throush our foreign offices and
our office here try to keep as close watch of the situation as
possible item-wise.” N

1.76. On the Committee point'ng out that the general impression
was the Councils, comprising as they were mostly of representatives
of the manufacturers and exporters themselves tendered interested
advice, the Chairman of the Council stated:

“] can only tell you of mv own experience originallv in
Bombay and then as Chairman of the All India Couneil.
1 think that as much attention as can practically be given
is being given to seeing that no undue practices are
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indulged in any of the offices, As I mentioned earlier,
after reviewing the applicaions for cash assistance in
the Council, we have rejected twenty-one cases in the last
two years.”

1.T7. Asked in how many cases, Government had found that
the data suppliel by the Export Promotion Council were at variance
with the information available with Government, the representative
of the Finance Ministry replied:

“We found in many cases that this assistance which was
being granted was no longer necessary.”

The Committee desired to know the details of the differences
noticed as a result of the scrutiny by the Cost Accounts Branch aof
the data furnished by the Export Promotion Council/individual
exporters in support of their claim for cash assistance. Details
furnished by the Ministry of Commerce, in respect of some of the
items where the costing was gone into by the Indian Institute of
Foreign Trade are indicated in the following statement:



Cost data from EEPC/IITT Remarks etc. of Finance/C.A.O.

Action Taken by Government = - -

Bicvcles and bicvcle parts:

L.1.F.T’s Rep art indicated that t‘"P" was <till On the basis of marginal costing f.e. not

1. The M. D.F. Committee decided to reduce Cash
aloss of 275 9 307 after rzki 1Y ACso- taking into account the overheads etc. the Assistance as follows
unt the tnen Cash Asqi

‘ 2 of 30% loss worked out to betweer 17-69 10 Bicycles . . . . 20%
and other benefits admissitie. 24 -65 9, without taking into account the Bicycle onmponents . . . 20%
benefit of Cash Assistance. S.L.R.

. . ) . 22-1/2% .

These rates were not notified due to further deve-
lopments.

2. Later, it was reported that f.o.b. realisation ha&
improyed. Government decided C.A. at following rates:

Biuycles . . . . . Nil. .
(from 22- -74)
- Comporntents . . . 20% s
(from 14-3 74 L
SLR Cycles . . . o0 10%
(from 23-4-74)
Transniission Line Towers:

IIFT reported loss on expor's

taking into Finance Ministry calculated loss as percentage 1. MDF Committee decided the following scales of Cask
ac3yan- thrcarrent Cash A 3012 @2<%  of net f. o. b, realisation at about 6 1%, ‘

Assistance from I-4-1973 :
to br Rs. 86-13 par MT ie 4-73% but recommadnded sliding scales of Assis-
tance from 107 to 25% on the basis of (i) Exports upto 509, of production 10%,
exports as related to production, taking bk
into consideration the wider context of (ii) Exports between 509% to 6¢% 159%.
promoting exports of this item.

(iii) Exorts 60% to 809% of production 20%,
(iv) Exports above. 20% of production 25%

2. Later it was reported that f. 0. b. realisation of ex-
port of Transmssion Towers had substantially in-

creased. The Government decided to withdraw Cash
Assistance w. e. f. 23-2-1974.



3. Steel Pipes and Tubes @

IIFT rep-red that therewass'illag p o f
9.6% alrer tiking into accunt t!:e carrent
subsidy Recommended exi:ting rates.

4. Electric Transformers :

Aca:ding D ITFT evanafter aking 'nuoacoo=
uni che xkisting serlfe of O 5\ derance
at 258% tazrewssiilag:y o01i-7% o
waan e margimlcerst natfio b, reatica-
tion,

5. Steel Wire Ropes

(Not referred to CAB)

Ministry of Finance who examined the Re-
port stated that there was n3 case for reduc-

tion of Cash A:sistance. The Cost Accounts

Officer also agreed with the Finznce (Ex-

enditure}.

(i} Aczorling to data furnished by EFPC, On the basis o marginal cooting. the loss

a- on 1-9-1979. FOB s’ was R=. 4180 and
FOR rail'saion Re, 2436 per MT on qvera-
ge. awing a gap of Riv 1544 (Withour
taking inte account ben=fits C.A. and Draw-
back. The nat gan works out to about Rs,
800 {.e. abour 329%).

(ii) According to IIFT, .he loss worked out
as followe :

R,

FOB Cost . . . 412707

Net FOB _

realisation ~. . . 2873-00
125407+

C.A. and drawback 106260

Uncovered loss 19147 ..

ie 669

wa~ worked out by Cost Account Biranch
a follows : .

Mirginal FOB Cost - . R=. 39009-18
FOB realisaticn Drawback- R, 3512°20

Shortfall

Rs, (—)796°c8
te 13-139%

It was reported that f.o.b. realisaticr had sub;tantislly
increased. Cash Assistance was withdrawn w.e.f,
9-2-1974.

The Government decided Lo retain the presentlevel of

Cash Assistance at 259%, with the approval of the MDE
Cemmijttee.

Government decided to reduce C.A. from 20% to 13%,
fur the perind 1-00-1972 to 30-9-1974. It was also de-
cidad that 5% freight subsidy would be available
.on exports t» USA only for the same period. Orders
icsted en I19-12-1973,

(Without taking into account the hencfit of C.A.)




Cost data froms EEPC/IIFT Remarks etc. of Finance/CAO

Action taken by Government

6. Llzcric Motors ¢

Ripeaencation was recyived from one firm The Government { Cost Acoountsant ¢~n-
recommended bv EFPC & Indian Blectri-  ducted coststudy cf mejor companies, Acco-
cal Mrwlacrurers Aisociation for enhan- rding to their findirg-, rthere wac gicer of
cem>nt of Cish As.jsrance from 1§9; to abcut 1§% inthe case cf 3.ofabowraf,in
2§%.According to their data thelors after  the case cf 4th and & small profit of 0-63%,
taking into sccount the current rate of in the case cf sth company.  _

C 81 Assistance and Arawheck, worked
out to from 31%, to 36%, on export of elec- .
tric motors of djfferent H.P.

7. High Tensils Steel Transmission Line Torers (Trurn-Key Prefect) 1

Accrrling to the datr furnished by the The Government Cost Acchntant ¢rn-
company, the 1o°s was R<, 8035 p2r tonne ducted on the ba it of marginal costirg,

(CHt R. 2038; FOB reolisation—Rs. 1rss gt Rs. 449/~ /Marginal Cnst=—1731,
12R2), {.0. apProx—52%. FOR reall:ation Rs. 1282) fe¢. ap-
proximatelv—35%.

After detailed examinaticn Gevernment d-cidcd that
thete was no care either for enhencen et or for ree
érericn ¢f the currentrate of 1% of Cash Asels-
tance.

The case is under concideraticn cftte Gevernment,
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. 1.78. The Committee desired to know. wnether the Minis -
‘mined the balance sheets of the companies|firms like Bhar::ysetxe:l
TuI?es, Khandelwal Tubes, Gujarat Steel Tubes Ltd., etc. and studied
their earnings and profits with a view to determining wheiher such
companies really needed to be sustained with the liberal payments

of cash assistance for their exports. The Secreiary, Export Produc-
tion, stated in evidence:

“We see their export performance and not the other things. ...
What purpose would be served by siudying the balance
sheets? We are not concernad whether they make profit
or loss. We are concerned with their exports”

Asked why an obligation for the export of a certain percentage of
production, even if it results in a loss, could not be imposed, as in
the case of textiles, cn those exporters of engineering goods who
were known to be making considerable profits otherwise, the wit-
ness replied:

“There is, industry-wise, an export obligation placed on
several industries in the manner you have suggested. If
they do not fulfil that, there are penalties”

“The representative of the Finance Ministry stated in this context:

“I agree that the present system is non-discriminatory. The
incidence on varioug exporters may be varied. Some
firms might incur losses on their exports and some may
not; still they get the same assistance and this is inherent
in the system. We go by the average for the industry
as a whole. Certainly the question of withdrawal of
assistance in respect of indusiries which can stand on
their own should be considered.”

To another question whether this was not done as a matter of
routine, the witness replied:

“That has nct been done so far, hecause the number is large.”

1.79. Since it had been stated by the Secretary, Technical Deve-
lopment, that certain cases had come 1o the notice of the Direclorate
General of Technical Development where there was a prima facie
case for reconsideration of the cash assistance and that in these
cases, the Directorate had taken the initiative to bring them fo the
notice of the Commerce Ministry, the Committee desired to know the



details of these easey, 'mam-'memnnuyo:Comm
ed the tollowing particulars in this regard:

“In October 1973, DGTD had written to the Mmistry of Com-
merce that the international priees of steel tubes had
firmed up very cunsiderably and that the cash assistance
on export of steel tubes would bear a second look by the
Commerce Ministry.,

In February 1974, DGTD had intimated to the Commerce
Ministry that the unit value realisation on export of com-
.plete ordinary Roadester bicycles had gone up which
would necessitate a close second look at the level of cash
compensatory support for the item,

In November 1973, on a reference from the Commerce Mini-
stry, DGTD had intimated that there was n» loss on export
of transmission 1line towers and had added that in the
circumstances, the case for cash subsidy in this case was
not clear.”

1.80. The Minisiry also furnished, at the Committee’s instance,
copies of the reports of the Indian Institute of Foreign Trade on the
cost studies undertaken by them in respect of steel pipes and tubes,
bicycles and bicycle paris, steel wire ropes, transmission towers and
electric transformers. In respect of hicvcles, the Committee found
that the Institute had compared the manufac.uring operation cost
for 1971-72 in respect of two units ‘U’ and ‘V’, detads of which are
indicated in the following table:

U \'%
Elements of Cost 1971-72 1971-72
Re. per Re. per
cyele cycle
1. Direct materiel

(a) Raw m-terie]l . . . . . . . . 18-27 47° 16
(b) Semifinished ¢ mpcnents . . . . . 31°08 12°36
(c) Finished ccmpcnents , . . . . . . 5467 33-35
(d) Processed maerial . . . . . . 475 11°7§
(e) Total, . . . . . . . . . 108°77 104" 62
(f) Less credit for scrap . . . . . . . 10° 10

-{g) Net materlolocse ., . . . . . . 10877 9453
#Not vetted in Aundit. '




. U \'2
Elements of Cost 1971-72  1971-72
Rs. per Rs. per

cycle cycle
2. Primary packing expenses . 1°6% 1°46
. 3. Direct weges , 5 00 2502

4. Manufacturing overheads . 17°97 29-98

. Administrative overheads .

5 2°:29 5 42
6. Depreciaticn 179 1°57
7. Selling & Distributicn Esp. cn Export
(a) Packing charges . 9° 00 10° 00
(b) Selling and dist. exp. advertising
(c) Other expenses . 5 80 400
(d) Inland freight and forward exp. . 31°84 7°47
8. Financing cost . 2727

9. Total F.O.B. cost 185738 179.44

1.81. Explaining, at the Committee’s instance, what was meant
by semi-finished components, finished components and processed

material, a representative of the Indian Institute of Foreign Trade
stated in evidence:

“As regards semi-finished components, some of the cycle
manufacturers get some parts of the cycle manufactured
by other units. These parts are not in final shape, but
they are in semi-finished state. Some of the bicycle
manufacturers get finished state some parts of bicycle like
free wheels, hubs, cycle chains, etc. manufactured by

other units. These parts come in the category of finished
components,

In certain cases some of the components like spokes, hubs ete.,
may not be in the final shape to be used as they are. The
bicycle manufacturers finished them in their units accord-
ing to requirement of individual types of bicycles.~ Thus,
these items come in the category of semi-finished dompo-
nents. Some of the processed materials which they use
either for finishing the components or the bicycles are
obtained from other umits, as the bicycle manufacturers:
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not in a position to manufacture them.. These items have
been kept separately under three categories, i.e., semi-

finished components, finished components and processed
materials,

Raw materials used are gteel and other materials which are
required for the manufacture of various parts of the bicy-
cle. Details regarding this type of categorisation, we
have not been able to get from all the units. The units,
U & V stand for two separate manufacturers ang indicate

the representative character of manufacturing operation
in these two types.”

Asked what percentage of these bought-out components were sup-
plied by the small scale sector, the witness replied:

“Some of the units, medium scale or small scale are specialis-
ing in production of components. But it is not exactly the
case that most of the items used by bicycle manufaciurers
come from them. We have not been able to calculate in
percentage terms as to what propor:ion of bicycle com-
ponents used in the manufacture of complete bicycles
comes from the small scale industry.”

He added:

“In certain caseg the same manufacturer has got two or three
units” under his control. One or more units may be con-
trolling production of parts.”

He added that about 15 to 20 per cen! would be coming from both
the cottage and the small scale sectors.

To another question whether this was resoried to obtain conces-
sions in taxes and excise duties, the witness replied:

“In order to get advantage of labour costs in certain cases,
they do it.”

. 1.82. The Committee found from a study of the IIFT Report
that while the total f.0.b. cost in respect of the two units ‘U’ and V’
was nearly equal (Rs. 185.38 and Rs, 179.44 respectively), the ex-
‘penditure incurred by the two units on Direct wages, Manufacttfr-
ing overheads and administrative overheads varied widely. While
in the case of unit ‘U, these totalled Rs. 25.26, in the case of unit
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‘V’ these amounted Rs. 60.42. The Committee, therefore, asked
whether these figures were comparable and reliable and desired to
know the reasons for the wide variation. The witness stated:

“It depends upon the scale of operation and also the extent of
automation.”

Asked whether any effort had been made to verify these figures
since they obviously appeared to be uncomparable, the witness
replied:

“The type of manufacturing operation which is followed by
individual unitg varies so widely depending upon the ex-
tent of automation ete.”

He added:

“The proportion of raw material used is also relevant. In one

case you will find, it is Rs. 18.27, while in the other it is

Rs. 47.16. In the first category, as you see, the finished
components and semi-finished components used are in much

greater proportion, so there would not be any wages in-

curred in the manufacturing of these components. This

high proportion of semi-finished and finished components

in the first case as compared to the second one explains

the differenec in direct wages incurred by the two units.”

1.83. The Commitiee desired to know the basis for the selection

of the two units whose cperations were obviously not comparable
and drew attention in this context to the fact that while the Inland
Freight and Forwarding expenses under ‘Selling & Distribution Ex-
penses on Export’ were also respectively Rs. 31.84 and Rs. 7.47. The
Committee also asked whether the wide variations under some of
the items were examined in depth to determine the reasons there-

for. The representative of the Indian Institute of Foreign Trade stat-
ed in evidence:

“The first unit, ‘U’ in respect of which the cost is Rs. 31.82 is
an upcountry unit, where the railway freight hay to be
paid from the place of production to the port of exporta-
tion. The second one is in a port town, where naturally
no such freight incidence will be there.”

Pointing out, in this context, that one of the units (‘U’) was only
processing largely goods manufactured by others, the Committee
enquired into the reasons for selecting ‘U’ and ‘V’ for study. The
witness replied:

“According to the terms of reference given to us we were
expected to ascertain where the continuance of cash

1944 LS—6.
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assistance at the rate prevailing at that time was justi-
-fied. We had to go by representative units decided after
taking into consideration all types of manufacturing
units and the leading exporting units in the country, both
in the port town and in the up-country, in order to arrive
at comparable figures. This had been the main reason
for selecting these two units so that we might arrive at
workable figures.”

1.84. The Committee desired to know how the inland freight and
forwarding expenses in India compared with those prevalent in
other countries which were competing with India in exports. The
Secretary, Export Production stated:

“We would not know that. They would not reveal that to
us. The freight charges etc. would depend on the dist-
ance from the port and so many other factors.”

1.85. Referring to the sub-head ‘Other Expenses’ under ‘Selling
& Distribution Expgnses on Export’, which amounted to Rs. 5.80 in
the case of unit ‘U’ and Rs, 4.00 in the case of unit ‘V’, the Com-
mittee asked what these expenses were. The representative of the
Indian Institute of Foreign Trade replied:

“Other expenses are incurred on qettmg the cargo move from
the factory to the port.”

Asked whether these were not included under ‘Forwarding Ex-
penses’, he replied: ,

“Forwarding expenses are different from the expenses incur-
red in connection with the movement of cargo from the
factory godown to the port.”

1.86. While no credit had been given by the Institute in respect
of unit ‘U’ for sale of scrap, unit ‘V’ had been given a credit of
Rs. 10.10 on this account. The Committee desired to know the per-
centage allowed by Government as product wastage. The Secre-
tary, Export Production stated:

“This is not a uniform wastage, but in the production process
there is a slight difference as computed by the DGTD.

It comes to something like 10 or 11 per cent.”



He added:

“I understand that the DGTD has even allowed upto 25 per
cent in certain cases.”

A representative of the Directorate General of Technical Deve-
lopment stated in this context:

“The scrap arising would vary from company to company
depending upon the process, product parameters and the:
categories, types, sizes, profiles, dimensions, gauges etc.
of the steel used.”

In view of the fact that the steel claimed to have been wasted:
in production or processing could find its way into the black market,
the Committee asked whether the wastages claimed by different
units were ever verified. The witness replied:

“As to how the scrap is disposed of, it is for the Steel Ministry:
to take care of.”

The representative of the Steel Ministry stated in this connec--
tion:

“Apart from the procesg losses that have been mentioned,
some quantity of steel may be coming into the open mar-
ket through the actual users when they do not use it and
pass it on to others. For that purpose we have got the
Iron & Steel Control Order. There are regional offices to
check the misutilisation of steel.”

1.87. The Committee desired to,know whether while computing’
the f.0.b. cost, the scrap value of steel uised in production|processing
was also taken into account. The Secretary, Export Production
stated in evidence:

“When the costing is done, only the actual consumption is:
taken into account and not the scrap.”

The Chief Cost Accounts Officer, however, stated that in addition:
to the actual consymption of materials booked to the export orders,.
the scrap value was also taken into account. On the Committee
drawing attention to the fact that this had not been done by the
Indian Institute of Foreign Trade in the case of unit ‘V’, the witness.
replied:

“The particular case under consideration has not been studied:
by the Cost Accounts Branch. Wherever we do investi-
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gation:".. We do take into account the consumption of
materlals. only which could be verified from the records.
If there is any realisation of scrap arising, then credit is

taken for that in arriving at a cost. This is our normal
standard procedure.”

'Ifl a written note* furnished subsequently in this regard, the
Ministry of Commerce informed the Committee as follows:

“There are innumerable types of engineering products using
hundreds of specifications, profiles, gauges, dimensions,
sizes etc. of steel and ernploying numerous processes of
manufacture in the fields of casting, forging, forming
machining etc. There is no uniform process wastage.
Normal allowances on account of wastage average 10 per
cent of net weight of finished products using steel. There
are also normal wastages upto 25 per cent in some cases.

The cost accounts officer, in cases where cosiing examination
is done takes into account the saleable scrap wastage.”

1.88. In view of the fact that cash assistance was intended to
neutralise the difference between f.o.b. costs and f.o.b. realisations
and to make Indian products more competitive in the international
market, the Committee desired to know whether the wide dis-
parity between the basic wage structure in the countries competing
with India and the low wages paid by the Indian manufacturer/
exporter was also taken into consideration. The Additional Secre-
tary of the Ministry of Commerce stated in evidence:

“The differential advantages and disadvantages of different
components of production costs are reflected in the
ultimate cost.”

He added:

“I would only add one more explanation. There cannot be
a differential analysis of each element of costing that
goes into the cost of the total product. But when we
take the totality of the cost, we naturally get all these
differentials reflected but what is material is the differ-
ence between the cost at which we are able to produce
a product and also the price at which it is being sold

#No: ve'ted in Audit.
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elsewhere. But there is no ingredient to
analysis.”

ingredient
Asked whether any comparison of the wages paid to a worker in
India and those paid in a foreign country 1like Japan had been
attempted with a view to ascertaining, what really made goods

produced by India’s competitors cheaper in the international
market, the witness replied:

“We take into consideration the wage element paid for the
production of a bicycle in India in the total costing of
the ingredients. So far as costing of other competing
countries is concerned, we cannot obviously get their
full data because they are not revealing the cost. The

only point is that we take into consideration the price
at which it is to be sold.”

The Secretary, Export Production added:

“...the final international price reflects all the elements
that go into the cost of the product and that is the only
true index with which we can compare.”

He stated further:

“We are presuming many things in this argument...that
the steel is available to him at the same price. It may
not be available to him at the same price. It may be
available to him at a cheaper price. We do not know.
It might have been available {o him at a cheaper price
than we are giving him, even though we are giving him,
say, at the JPC price. The economies of scale that
probably exist in other countries may enable them to

produce a given product with much less cost of produc-
tion.”

Asked what factor confributed to the lower cost of production in a
country like Japan, the witness replied:

“The scales of operation. They have got automatic machines
to make many things, which we, in our country,
making by hand.”

He added:

are

“Ag for the question how the market price is arrived at in
the case of various countries, it may be a complex of
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varioug factors about which we do not know and com-
parison is not a proper thing to do in respect of each
individual ingredient as such....It is not possible to go
into the several ingredients and then make a comparison.
The final solid base is the international price.”

1.89. The Ministry of Commerce furnished, at the Committee’s
instance, a statement showing details of countries with which India
had to compete in the world market in the export of her engineering
goods, which is reproduced in *Appendix V. The Committee also

desired to

know the details of the concessions, including cash assis-

tance, given by foreign countries to their exporters in respect of

those engi
porters. I

ncering goods which were also exported by Indian ex-
n a note* the Ministry of Commerce stated:

“UNCTAD and GATT Centre had recently undertaken the
study of various types of assistance made available by
various countries, both developed and developing to their
exporters. The studies have shown that substantial assis-
tance is made available to exporters in all the countries
in various shapes such as:—

(i) Research and development grants;

(i) Promotional contracts;

(iii) Incentives for capital including export credit and ex-

port credit insurance; :

(iv) Other input incentives;

(v) Financial assistance for capital promotion;

(vi) Collection and dissemination of foreign markets and

foreign market surveys;

(vii) Export publicity and exhibitions abroad;
(viii) Training/export managerial personnel;

(ix)
‘ (x)
(xi)

Awards for export performance;
Assistance with design and packaging;

Currency retention;

| (xii) Export bonus import entitlement;

(xiii) Special import licences for exporters;

*Not vetted in Audit.
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(xiv) Foreign exchange allocations to exporters;
(xv) Multiple exchange rates;

(xvi) Production and sales tax exemption;
(xvii) Income tax exemption;
(xviii) Export tax exémption:
(xix) Exemption and Remission of other taxes; and
(xx) Import duties remission.

The choice of the types of assistance afforded by a
particular country depends on the needs. Each coun-
try is found to adopt one or more measures enlisted
above and they also vary from time to time and from
country to country.”

1.90. The Committee found from the Report of the Indian Insti-
tute of Foreign Trade on Bicycle and Bicycle parts (vide Table
VIIT of IIFT Report) that the percentage of uncovered loss to the
f.0.b. cost, in respect of units ‘U’ and ‘V’ were respectively 2.8 per
cent and 1.9 per cent after takidg into account the cash assistance
then admissible for bicycles and that if the rate of cash assistance
was further lowered from 30 to 20 per cent, the proportion of the
uncovered loss would increase respectively to 9.5 per cent and 8.8.
per cent. The Committee therefore enquired why the exporters
should continue to export if in spite of the cash assistance he incur-
red a loss in export. The representative of the Indian Institute of
Foreign Trade replied in evidence:

“This depends upon the type of the unit which is manufactur-
ing and exporting. In those cases, where they find that
domestic market can bear the additional burden, they
try to resort to marginal costing for export and thus are
able to bear the loss on export by shifting it to the
domestic market. In those cases where the proportion
sold in domestic market is comparatively small, they find
it extremely difficult to continue their exports. Unless
some other ways and means are made available to help
out of the difficulty, they either try to reduce their
export operation or stop it completely. So, in the cur-
rent context, this particular position had been found and
we had recommended in the light of our findings that
under the circumstances then prevailing unless the assis-
tance was continued, probably the exporter would stop
their export operation.”
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Asked why the domestic consumer should be made to bear the
incidence of the loss on exports, the witness replied:

“It is because of the international market price which is not
within our control.”

To another question whether it was at all necessary to subsidise
exports at any cost by means of cazh assistance even when the inter-
national prices were very low, the witness replied:

“On the basis of our own analysis of things in regard to export
assistance, I may deduce that if we are to continue our
exports against the fierce competition from other sources
of supply, we have to subsidise our export operation.”

1.91. Since the losses on exports even after the grant of cash
assistance were to be borne by the domestic consumer and the inter-
nal prices were, therefore, raised considerably in relation to the
actual cost of production, the Committee asked whether this did not
have an inflationary effect and whether this as well as other conse-
quences of the export promotion scheme on the domestic market
had been examined. The Additdonal Secretary of the Ministry of
Commerce replied:

“We, along with the Ministry of Industrial Development, had
considered it. [Earlier, there was also an arrangement
between the industry and that Ministry to the effect that
the internal prices should not be raised. Moreover, the
question of cash assistance was their concern. That Minis-
try had advised that this should not have any impact on
the domestic prices. Nevertheless, since the f.o.b. reali-
sation had gone up in the international market, we have
withdrawn it completely in the case of bicycles.”

He added:

“It is also reflected to some extent in the marginal costing
adopted by the Cost Accounts Officer. He takes the inter-
nal production and internal costs into account.”

1.92 In view of the fact that the small scale sector also appeared
to be contributing considerably to the country’s export effort, the
Committee desired to know what portion of the cash assistance and
other concessions were passed on to the small scale sector. The
Secretary, Export Production stated in evidence:

“The exporter gets these concessions. How much he passes on
to his other counterparts, this is a matter between him
and his associates.”
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Asked whether any cost studies of the small scale sector had been
carried out, the representative of the Commerce Ministry replied:

“We have instructed the Engineering Export Promotion Coun-
cil that where manufacture is being done both by the
small scale and large scale units, in arriving at the cost-
ing data they should have an admixture of the large scale
and small units. This we have done.”

In case Government were required to extend the cash assistance
scheme to the small scale sector also, the Committee desired to
know how this could be done. The witness replied:

“So far, we have not adopted any system of cash assistance
for small scale as distinct from the large scale.”

He added:

“We have not yet gone into the question of a separate rate of
cash assistance for small scale units.”

The representative of the Engineering Export Promotion Council
stated in this context:

“We have received instructions about the manner in which
the details bhave to be collected. Depending upon the
industry, we find that there are certain sectors which are
predominantly in the hands of the small scale sector.
Take the case of bicycle components, for instance. So
far as bicycle components are concerned, in a recent study
the cost structure of the small scale has been furnished to
the Government after verification. So far as complete
cycles are concerned, the cost data of the large scale
unitg are there. So, we are trying to collect the details.”

Since many of the large exporters obtained parts and components
from the small scale sector, the Committee asked how it was ensur-
ed that the incentives given for export promotion were passed on
to such small scale industries which also needed to be encouraged.
The witness replied:

“There are two ways in which this assistance is passed on fo
the small scale units. Ome is under the import control
policy itself. There is the facility for transferring it.
The other is that there are voluntary agreements bet-
ween the manufacturers and the suppliers of compo-
nents. If they supply components at a lower rate, part
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of the benefit is also passed on to the small scale manu-
facturer.”

The representative of the Commerce Ministry added:

“At the moment, sharing of any incentive is purely voluntary
and it does not really come in the policy framework that
we have adopted. To give an example, some of these
sub-assembly or component manufacturers have a nor-
mal sale price and a lesser sale price which they call the
export price. To the assembler the component manufac-
turer is willing to sell at the export price if the actual
exporier passes on to him the benefits that he receives
by way of cash assistance.”

On the Committee pointing out that the assumption that the
larger exporter or manufacturer was passing on a portion of the
incentives to the small sector if the export price of goods supplied
by the latter was less than the normal sale price could not be
automatically accepted and enquiring whether this aspect of the
question should not be considered in detail by Government and a
composite policy evolved in this regard, the witness replied:

“This will have to be worked out.”

In a note* furnished subsequently on this question, the Ministry of
‘Commerce stated:

“Exporters of engineering goods in the small scale sector can
fall in one of the following categories:

(a) Those who are themselves manufacturer exporters;

(b) Those who are manufacturers but their exports are
made through Merchant Exporters (Export Houses);

(¢) Those who manufacture only certain parts and compo-
nents and supply them to machinery exporters for being
fitted in the machinery items which are exported,

So far as category (a) is concerned, all the export
benefits are claimed by and granted to manufacturer
exporters direct as there is no distinction between
exporters in organised sector and those in the small
scale sector in accordance with the policy, rules and
procedures for grant of such benefits. In the case of
category (b) export benefits are claimed by Merchant

- —

*Not vetted in Audit.
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Exporters/Export Houses, who nominate the manufac-
turers for receipt of Import Replenishment in accord-
ance with the provisions in the Import Policy for
Registered Exporters. As regards passing on cash
assistance and drawback benefits to small scale manu-
facturers, it has to be decided by mutual arrangement
between these manufacturers and the export houses.
Small scale manufacturers (category ‘C’) supplying
components and parts for being fitted in machinery
items being exported by large scale manufacturers are
not entitled to claim any benefits direct from the Gov-
ernment, but may be having private agreements with
the main exporters for sharing the same, in the price
mechanism.”

In another note* furnished in this regard, the Ministry stated:

“Once the cash assistance rates are notified, the same are
available to all registered ‘exporters’ of all categories
including small scale industries. Category-wise payment
records are not kept.

If the intention is to find out how much cash assis-
tance was passed on by the actual exporters who had
exported the products manufactured by the Small Scale
Industries, it may be stated that since the cash assis-
tance is payable only to the actual exporter and that
there is no system of nomination of a receipient by the
actual exporter, the cash assistance that might have been
passed on to the Small Scale Industries is not available
with the Government.

As regards other concessions made available to the
exporting community in general, no discrimination is
made between exporter from large and small sectors.
The preferential treatment however is accorded to SSI
sector in the matter of liberal imports of raw materials
from preferred sources to enable building up of a strong
base.”

The Ministry also furnished to the Committee, in this connection,
a note* on the subject submitted by the Engineering Export Promo-
tion Council, which ig reproduced below:

“Under the current Import Policy for registered exporters
there is no special provision for the small scale sector
sharing the incentives given for export promotion,

*Not vetted in Audit.
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Small scale exporters are also required to get them-
selves registered under the scheme and if they export
they got the same incentives ag a large scale exporter.
If the small scale exporters have some link-up arrange-
ments with some large scale manufacturer/exporter or
Export House they have to arrive at mutual under-
standing among themselves to share the incentives.
But under the scheme those who export, under their
names, get the incentives of cash subsidy and drawback.”

1.93. The Committee called for details of the total amount paid

as cash assistance, the corresponding value of exports and the
foreign exchange earned, during the period 1971-72 to 1973-74, in
respect of various categories of engineering goods, item-wise and
exporter-wise. The particulars furnished* in response by the

Ministry of Commerce are tabulated below:

(Rs. in cr(res)

Cash Cerres-  Tr12]
Year assist- pendir g FOB
ance FOB valuc: f
paid value of  cngg.
experts exports
1971-72 . 181586 114°3C98  126°04
1972-73 . 22:6281 1353083 141°CQ
1973-74 . 24+ 1127 151 6642 180°11

The Ministry added that the collection of information with refer-
ence to each item of exported products and each party could not
be completed within the available time.

1.94. The Committee desired to know to what extent the ex-
ports of Galvanised steel or iron pipes and tubes, ungalvanised
pipes and tubes, black pipes and steel bright bars and shaftings
had increased in real terms from 1960-61 to 1972-73. Relevant
information furnished by the Ministry of Commerce have been
tabulated in *Appendix VI. The Committee found from the
particulars furnished in this regard that the exports of tubes and
pipes of steel (except cast iron) not galvanised, for which cash
assistance was given, had registered a fall during 1972-73 as com-
pared to 1971. On the Committee enquiring into the reasons for

*Nct vetted in Audit.
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-this phenomenon, the Ministr of Commerce replied, in a note,* as
follows:

“The export of steel tubes during 1971-72 and 1972-73 has
" been as follows:

1971-72 1972-73

Quantity Value Qugntity Value
(ooco (Rs./ (oco (Rs./
tonnes) lakhs)  tonnes) lakhs)
1. Galvanised steel ¢y iron pipes & tubes. 432 654 47°1 69>
2. Tubss & pipes of ste:] (except cast iron) 157 187 13°1 162
ndt galvanised.
ToraL : . . . . . 58-9 841 601 852

It will be seen from the above that the total export of steel
tubes was higher during 1972-73. There was a fall in
export of ungalvanised or black tubes for the following
reason:

Steel tubes and pipes are exported either as galvanised or
black. depending on the pattern of requirement in the
overseas market at the time of contracting, vis-a-vis
available product and size-mix. The industry aims to
export maximum quantity of galvanised in preference to
black tubes and pipes, in view of higher export earnings
and less quality problems such as rusting and pitting.
Supply of black tubes and pipes is always sought to be
restricted to the absolute minimum, within the overall
demand of both categories, The export of black tubes
and pipes was, therefore lower than than in 1971-72.”

1.95. Explaining, during evidence, the role played and steps
taken by the Engineering Export Promotion Council in promoting
exports of engineering goods, the Chairman of the Council stated:

“First of all, I would like to give to you what we have been
able to achieve after 1971-72 as a background of what the
Council has done. In 1972-73 our exports have been of
the order of Rs. 141 crores; in 1973-74, of Rs. 193 crores
and in 1974-75, with good luck I am sure that we will
exceed the target that we have set of Rs. 250 crores.

® Notvetted in Audit.
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Our Council as most members I am sure know, is doing this
job of promoting the export of engineering goods from
this country to varioug countries of the world. For that
we have a head office in Calcutta and four regional offices
in Bombay, Madras, Calcutta and Delhi. Then, we have
various officers who help the various members of the Ex-
port Promotion Council who now roughly number more
han 4,000 Members are formed into panels depending
upon the kind of things that they are producing. These
panels constitute a working committee. The working
committee meets once a month and decides about policy
matters, how to attack the problems of increasing our
exports, how to solve the problems that face the expor-
ters in various ways like supply of raw material, produc-
tion constraints, like the question of supply of power..
communication and all that.

These various members are assisted by our offices abroad
which bring them various enquiries. These offices abroad
are seen in number—London, Duesseldorf, Chicago,.
Beirut, Nairobi, Singapore and recently we have cpened
one in Manila. We are also thinking of opening some
more; as a matter of fact, if 1 may mention so, 1 have
recently been, on behalf of the Council, to the Middle
East which, we think is a very good market for the pro-
motion of our engineering goods export. I led the dele-
gation myself. We found that there was a tremendous
possibility of export of engineering goods. Such dele-
gations go abroad quite often as sponsored by the
Council. Based upon this, we have made a recommenda-
tion that we might increase our offices in the Middle
East by one or two besides Beirut,

Basically, the Council is trying to help the exporters in
various ways, such as getting them enquiries from abroad
or, if they themselves have contracted them, putting what-
ever be their problems through our Council. The Coun-
.cil is the main body of contract generally between the
exporter and the Government for whatever problems are
there. I must say this that since I have taken over—it
is almost two years—the procedure has been streamlined
by giving it a professional touch. We have grown in such:
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a big manner that I am sure that in the next five years
we will be able to show figure of not 500 but 1,000, if we
adopt certain pragmatic measures which the Government
ig very seriously considering. We have complete rapport
with the Government and whenever we have problems,
we approach them. On the whole, our relationship has
been very fruitful and cooperative.”

1.96, The Committee desired to know to what extent the increase
claimed in the exports of engineering goods was on account of esca-
lation of prices and the details of the value of the various incentives
actually given by Government to various exporters during the period
1971-72 to 1973-74. In a note,* the Ministry of Commerce stated:

“A statement showing exports of 25 major engineering items
during the years 1972-73 and 1973-74 is appended (repro-
duced in Appendix VII). A comparative study of these
items of exports reveals that 16 itemg registered increase
in volume and value, 4 items only in value and the re-
maining five items registered decline in volume and value.
It would thus be seen that the increase in exports in 1973-
74 over that of 1972-73 has been due to larger volume of
exports as well as higher value realisation of our engineer-
ing goods in the overseas markets.

Total amounts of cash assistance paid during the years 1971.72
to 1973-74 were as under:

1971-72 . . . . . . . . . . Rs. 1815-86 lckbs

1972-73 . . . . . . . . . . Rs. 2262- 81 lakhs
1973-74 . . . . . . . . . . Rs. 2411°27 lgkhs

Amount of drawback of customs and excise duties sanctioned
during 1971-72 to 1973-74 were as follows:

1971-72 . . . . . . . . . . Rs. 1550 creres.
1972-73 . . . . . . . . . . Rs. 16°79 crcres
1973-74 . . . . . . . . . . Rs. 17' 57 crores.

The quantum of Import Replenishments during the above:
period is being collected from different port offices and
will be passed on as soon as these are received.” )

*N~t vetted in Audit.
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137. According to the 14th Report (Fifth Lok Sabha) of the
Estimates Committee (1971-72), the followxng incentives and facilities
were available to exporters:

(a) Facility to obtain imported raw materials and components
required for export production under the Import Policy
for Registered Exporters,

(b) Facility of grant of advance and imprest (‘On account’)
licences.

(c) Industries in the priority sector exporting 10 per cent or
more of their production are granted preferred sources of
supply and facilities for further expansion of export pro-
duction.

(d) Compensatory support on exports of selected products to
develop marketing competence and to neutralise the dis-
advantage inherent in the present stage of develcpment

of the economy and the various state and local taxes and
levies not refunded.

(e) Additional assistance, on case to case basis, to tender for
and secure export contracts of high value.

(f) Priority supply of indigenous raw materials like prime
iron and steel.

(8) Supply of important indigenous raw materials (e.g. iron
and steel) at international prices.

(h) Reduction in the premium rates applicable for exports
made on credit terms by the Export Credit and Guarantee
Corporation (ECGC).

(i) Insurance, cover and guarantees by ECGC.

(j) Term finance and guarantee facilities and services on de-
ferred credit basis extended by the Industrial Develop-
ment Bank of India.

(k) Preferential release of Foreign Exchange requirements
for import of capital goods and equipment.

(1) Relaxation of constraints in regard to foreign collabora-
tion, :

(m) Drawback of Customs and Central Excise duties,

(n) Enhanced deductions, for tax purposes, on account of
expenditure incurred in development of export markets.
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-(0) Tax exemption on income received by Indian companies

from foreign firms for supply of technical know-how and
services,

(p) Shipping freight concessiong in certain cases.
(q) Railway freight concessions.

_ (r) Credit facilities at concessional rates from banks.

(s) Grants-in-aid for Export Houses recognised by Govern-
ment.

In paragraph 8.13 of their 14th Report (Fifth Lok Sabha), the Esti-
mates Committee (1971-72) had gone on to recommend as follows:

“The Committee note that assessment/review of the existing
incentives is made by the Departments concerned as and
when called for. They further note that the Ministry of
Foreign Trade believe that the exporters have been avail-
ing of all the incentives and facilities provided in full
measure and this is reflected in the continuing rise in the
volume and value of India's exports over the past years
and in the growing varieties of the goods exported. The
Committee suggest that assessments/reviews may be made
at least once in every six months by the Ministry of
Foreign Trade with a view to find out as to what extent the
various export promotion incentives were helping in in-
creasing the exports qualitatively as well as quantita-
tively.” ‘

1.98. In view of the fact that in addition to cash assistance, a3 num-
‘ber of other concessions and facilities were extended to exporters to
‘boost exports, the Committee desired to know the value of all these
concessions and facilities granted to exporters. The Additional
Secretary of the Ministry of Commerce stated in evidence:

“The types of assistance are varied and the agencies which
administer these concessions are also varied. Naturally,
we do not have in one place all the data.”

‘Since all these facilities and concessions were apparentily inter-
related and would have to be taken into account in determining
-export promotion policies, the Committee asked whether the Ministry
'did not consider it necessary to maintain a consolidated account of
all these concessions. The witness stated:

“We have figures with different agenciés. We have to compile
them together. That is a1l T can submit.”

1944—71.
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1.99. The Committee desired to know whether any attempt had:
been made to ‘quantify the various concessions given to exporters.
with a view to assessing the impact of these concessions and deter-
mining how far these export promotion measures had really succeed--
ed in achieving the objectives envisaged. In a note* the Ministry
of Commerce stated:

“In determining the disparity between FOB cost and FOB
realisation, prevailing rate of cash assistance and duty
drawback, which are definite data are taken into consi-
deration. Regarding other concessions such as railway
freight concession (applicable to a few selected items),
import replenishment benefits, cheaper export credit etc.,
a precise quantification has not been found possible.
However, in any case of revision of cash assistance, the

" Cost Accounts Officer does attempt to quantify the con--
cessions as far as possible while assessing the cost.

In cases, where cost studies have been actually conducted,
prior to fixation of rates, FOB cost taken into account re-
fers to the actual cost incurred by the manufacturers/
exporters and reflects quantification as well of such con-
cessions as railway freight concessions, cheaper credit,.
cheaper supply of raw material etc. and set off of realisa-
tion from raw material waste.”

1.100. Asked how much would have been spent, in rupees, by
Government and other agencies to earn foreign exchange equivalent’
to Rs. 5,000, the Secretary, Export Production replied:

“Normally, the rule is, we should not go beyond 25 per cent
in regard to cash assistance in order to earn this money.
That is to say, Rs, 5,000, we should not go beyond
25 per cent of Rs. 5,000. Since you want to know the whole
package, I think....we will have to work out and quantify
and give a more reliable figure.”

In a note* furnished subsequently in this regard, the Ministry of’
Commerce stated:

“During 1971-72 to 1973-74 the position of f.0.b. earnings of’

*Not veited in Audit.
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engineering goods and c.i.f. value of import licences for
import of inputs under REP has been as under:

(Rupeces/crores)

Total value Value of FOB value
of exports of importlicen- of corres-

Year engineering ces issued ponding
goods under REP  exports*
@
1971-72 . 126° 04 2772 1I1° 0§
1972-73 . 14107 3826 162 89
1973-74 . 180- 11 Cornpilation of Annual

figures yet to be completed

*The value of exports shown in column 2 refers to exports
effected during the year. The value shown in column 4 refers to

the value
year.

@The
P. N. 56

of exports corresponding to the licences issued during the

import of different categories of steel was permitted under
dated 18-4-1972 and was outside REP licensing. The im-

ports of different categories of steel, actually effected by HSL on
‘export’ account were as below:

1972-73 . . . . . . . . . 64019 MT

1973-74 . . . . . . . . . %3135 MT
The 14th Report of Estimates Committee relating to 1971-72

gives a list of concessions/facilities designed to promote
export production and exports. Barring the schemes of
cash assistance, drawback of duties, railway freight con-
cession on international movement of export goods as
selected by the Railway Authorities and the interest on
export finance various other facilities like priority rlloca-
tion of raw material blanket release of foreign exchange
etc. available to exporters are of such a nature that they
cannot be quantified in terms of money-value.

The facilities listed in the Estimates Committee’s Report are

made available to all registered exporters in accordance
with the regulations.”

With reference to the value of import licences issued under REP
during 1971-72 and 1972-73, the Committee desired to know the total

value of

all commodities which had gone into the production of

the exported goods. In a note,* the Ministry stated:

*Not vetted in Audit.
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“Besideg imported materials, several indigenous materials also
go into the production of exported goods. Some exporters
also use imported raw materials received by them under
A.U. Licence for the production of exported goods.
Engineering exports are classified into 174 product- groups,
with sub-groups in a number of cases. Items in a product
sub-group are exported by a number of exporters. Exports
are also effected by merchant exporters who are not
themselves the manufacturers. Many of the manufacturers
buy out components or sub-assemblies from other manu-
facturing units, a large proportion of which are in the
small scale sector. A number of these manufacturing
units, especially where export production is a small per-
centage of total production, do not keep stores data
separately in respect of itemg produced for export or sold
to an assembling exporter. It will therefore not be possi-
ble to state the total value of all commodities which have
gone into the production of the exported goods during
the different years.”

1.101. The Committee desired to know details of the grants paid
to the Engineering Export Promotion Council. The Additional
Secretary of Ministry of Commerce stated in evidence:

“The grant made for the year 1970-71 wag Rs. 26.50 lakhs; for
1971-72 Rs. 25.07 lakhs and for 1972-73 Rs. 27.59 lakhs.
There was a special grant of Rs. 30 lakhs for participa-
tion in Asia—1972 during 1972-73; thus, the total for that
year comeg to Rs. 57.59 lakhs.”

Asked how much of this was in foreign exchange, the witness
replied:

“For the year 1972-73, the figure would be about Rs. 23 lakhs,
on a rough totalling, in terms of foreign exchange. This
is accounted for by administration outside India to the

extent of Rs. 15.4 lakhs and also on trade delegations and
study teams.”

He added:

“Then comes the expenditure on exhibition and store rooms
abroad costing Rs. 5.73 lakhs. These are the two
principal items in foreign exchange expenditure.”

1.102. The Committee enquired into the number of trade dele-
gations sent abroad by the Council, the expenditure incurred
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thereon, and whether Government exercised any check over their
utility. The witness replied:

“The delegations and study teams are sponsored by the
Export Promotion Councils. They are considered by
the Marketing Development Fund Committee, which is
a departmental committee, We refer the utility, neces-
sity, justification and the purpose to be achieved, to the
various commercial consulates in the various countries
concerned. We verify whether there would be any
need for this particular product after a certain point of
time. We take a view after consulting the commodity
officers. Thereafter, the case is submitted to the sub-
committee of the Fund Committee referred to earlier.
We have since streamlined the procedure. We now col-

. lect all the proposals together, before the beginning of
the financial year in which the study teams are to be
sent; they are scrutinised and vetted and orders are
issued in respect of all these delegations in the first two
months itself of the financial year, so that the remain-

ing 9 months can be used to make adequate preparations
by the team.”

Asked whether any continuoug assessment was made of the
utility of these tours abroad, the witness replied:

“We do it in three stages: first, immediately after a delega~
tion returns from tour, they submit a preliminary re-
port making their assessments and suggesting immediate
follow-up action to be taken. Secondly, we review these
reports with reference to the commercial intelligence
we get from our own embassies abroad. We check
whether these impressions of the delegations are correct
and whether prospects really exist. Only thereafter do
we take up further analysis of the study team’s visit. We
take care to avoid duplication. Moreover, there are two
kinds of trade delegations; one relating to study teams
and the other to market surveys. So far as the study
teams are concerned, they are mainly exploratory in
character. Then there are market surveys. They not
only study the markets but also take orders. In such
cases we expect them to come back with sizeable amount

of orders for the products in which they are interested,
and we also check them.”

To another question on how the composition of the delegations was
decided upon, the witness replied:
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“The delegation is proposed by the EEPC and the list is scru-
tinised in consultation with the trade and commodities
side here, and if there are certain products in which the
TDA is interested, we consult them also. Then we arrive
at the totality of the delegations to be sent.”

In a note* furnished in reply to another question whether these
delegations submitted any reports to Government on the conclusion
of their visits, the Ministry of Commerce stated:

“The Engineering Export Proinotion Council invariably sub-
mits reports of the Trade Delegations and Sales/Study
Teams. During the years 1970-71 to 1973-74 following
reports have been received:

Trade delcgati ns . . . . . . 9
Crmposite study tezm . . . . . 1
Sales teams . . . . . . . . 5

The Ministry also furnished, at the Committee’s instance, a state-
ment showing the expenditure incurred on delegations and study
teams during 1970-71 to 1973-74, which is reproduced in *Appendix
VII.

1.103. Drawing attention to the fact reported in the Audit para-
graph that during 1971-72, while Government grant to the Engineer-
ing Export Promotion Council was Rs. 21.33 lakhs, its income from
membership subscription was only Rs. 21.33 lakhs, the Committee
enquired into the reasons therefor. The representative of the Minis-
try of Finance stated in evidence:

“For the Export Promotion Councils the Government gives
grant for their administrative expenditure in a fixed per-
centage of such expenditure and this percentage varies
from 56 per cent to 71 per cent. They have to collect
voluntarily from the member associations the rest of the
total expenditure. On other items of expenditure, say,
for study teams, specific market surveys, percentages for
Government contributions are laid down, in the form of a
code. These are registered societies, non-profit making
organisations.”

He added: S

“The rough proportion of the expenditure borne by the indus-
trv- and the Government works out to 40 : 60, Against a

*Not ve:ted in Audit.
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‘total budget of Rs. Rs. 107.5 lakhs for 1972-73, the mem-
bership contribution was about Rs. 35.92 lakhs as against
Rs. 27.46 lakhs for the year 1973-74. In respect of what
is called non-code activity, the Government grant in 1973-
74 had been Rs. 13.71 lakhs compared to industry’s own
contribution of Rs. 9.14 lakhs. So far as code activities
are concerned—about foreign offices, trade delegations,
study teams, market surveys, export publicity, exhibitions,
show rooms, etc—which are highly promotional in charac-
ter, the industry contributes roughly Rs. 20 lakhs. In some
cases it is a matching contribution from the Government;
in others it is not; it roughly comes to 60 per cent overall.”

iAsked what control, if any, Government exercised over the func-
itioning of Export Promotion Councils, the Additional Secretary of
‘the Ministry of Commerce replied:

“We scrutinise their expenditure and we have to satisfy our-
selves that the object for which the expenses have been
incurred by them is achieved and that amount is being
utilised properly by them. We check it up. The market
studies that they have done have been found to be useful.”

“To another question as to what was the assessment of the Ministry
‘of the Council performance and utility in the formulation of policies
relating to exports, the witness replied:

“We have formed engineering export promotion councils.
This is our principal source for collecting the information
of the product capability and export product availability
and also for undertaking certain market studies to find
out in which direction we should export. We have been
getting some basic data which are of an advisory nature
and we subject it to further tests and scrutiny.”

He added:

“So far as the performance part of it is concerned, the Engi-
neering Export Promotion Council has been generally
keeping up to the target. The export figure last year has
been Rs. 170 crores. There has been a progressive in-
crease in the export of engineering goods.”

1.104. Referring to the constitution, in June 1974, of a Standing
Committee to review cash compensatory allowances, the Committee
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enquired into (i) the methodology adopted by the Standing Com--
mittee for determining the quantum of cash assistance payable and
(if) the number of commodities taken up for review by this com--
mittee, its findings and the action by Government thereon. In a
note* furnished in this regard, the Ministry of Commerce stated:

“Cash Assistance rates on different export products are deter-
mined on the basis of data about cost of production and
f.o.b. realisation obtained in a proforma prescribed for the-
purpose. The Committee, in one of its meetings, consi-
dered the question of revision of the proforma. The Com-
mittee decided to modify the then existing proforma,
making it more broad based and specific with reference
to the cost of production etc. The councils are now re-
quired to indicate details of installed capacity and the:
licensed capacity of the manufacturers, actual production
etc. Care is also taken to ensure that the data furnished
is representative of the entire industry. Based on the
data submitted in the proforma, the Committee considers
the question of fixation of cash assistance rates after the
data is vetted in consultation with DGTD, the Cost Ac-
counts Branch of the Ministry of Finance where appro~
priate and Commodity Division of the Ministry of Com-
merce after deliberation on market situation, internal
prices prevailing and the competing sources and at the
prices at which they sell vis-a-vis on our production cost
and price quoted by the exporter. The Committee keeps in
view the twin objectives of maximum possible price realisa-
tion vis-a-vis competing sources of supply and also
accordingly need to step up export earnings. It has also
withdrawn or reduced cash assistance wherever f.o.b.
realisation has improved or otherwise where the incentive
is no longer found necessary.

The Committee has so far examined following export pro-
ducts. The export products and the findings of the Com-
mittee are as follows:

1. Bicycles.
2. Governor Carriage Tricycles.

The Committee decided that cash assistance at a uniform rate
of 15 per cent of the f.0.b. value be allowed on exports ot
these two items. :

3. Handwoven woollen carpets.

*Not vetted in Audit.



The Committee decided that cash assistance of 10 per cent
which was available upto 30-9-1974 pbe extended upto-
31-3-1976. -

4. Ammonium Chloride.

5. Magnesium Chloride.

6. Activated fullers earth.
7. Magnesium Oxychloride.
8. Potassium Bichromate.
9. Hydroquinone.

The Committee decided to withdraw cash assistance of 10 per
cent available on all these export products with effect
from 1-2-1975.

10. Magnesium Carbonate.

The Committee decided to reduce cash assistance on this ex-
port product from 10 per cent to 5 per cent with effect
from 1st February 1975. ,

11. Ligquid Glucose.

The Committee decided that the existing rate of 10 per cent
cash assistance should continue unchanged.

12. Barytes.

It has been decided to withdraw the grant of cash assistance
on exports of this item with effect from 23rd December
1974. .

13. Wood panel and otzer products.

The Committee decided that cash assistance of 15 per cent
avrilable upto 21-12-1974 may be extended upto 21-3-1975.

The above decisicns have been implemented.

In addition, cash assistance for a number of basic drug items
listed in the statement annexed have been decided to be
withdrawn by Government in the altered market situa-
tion and in view of domestic demand and production.

The Committee has asked the office of the Chief Controller of
Imports & Exports to collect information on f.o.b. realisa-
tion reported by different exporters in respect of major
items where the cash assistance outflow is the heaviest
with a view to study the trends based on the figures
available, which is awaited.”
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1.105. In their 174th Report (Fifth Lok Sabha), the Public Ac-
counts Committee had drawn attention, in April, 1976, to the fact that
the cash assistance given from time to time, for prometing exports
of walnuts had little or no relevance to the realities of the situation
prevailing at a given point of time and that, more often than not, such
assistance proved to have been “not only a drag on the exchequer but
in the result infructuous.” The Committee had then emphasised
that what was required was an integrated and coordinated approach
to the entire question and not “a propensity towards ad hoc and
piece-meal fiats.” Again, in their 178th Report (Fifth Lok Sabha),
the Committee had criticised in April, 1976, the grant of a “massive
assistance” for exports of man-made fabrics in what they described
as “an indiscriminate and even irrational manner” and had highlight.
ed a number of deficiencies and defects in the conception and opera-
tion of the cash assistance scheme. The present Audit paragraph
under consideration, which deals with the extension of cash com-
pensatory support to exports of engineering goods, is yet another ins-
tance of fromulation of policies on the basis of an inadequate assess-
ment and appreciation of the factors involved and of failure to take
prompt corrective action even when certain anomalous consequences
of such policies had come to light. The facts disclosed therein rein-
force the Committee’s earlier impressions in regard to the adminis-
tration of the cash assistance scheme, Some of the major shortcom-
ings of the scheme in respect of engineering goods that have come
to the Committee’s notice are discussed in the succeeding paragraphs.

1.106. To begin with, the Committee find that at the time of tak-
ing the initial decision to extend, with effect from 6 June 1966, cash
compensatory support to exports of engineering goods, as well as
for a number of years thereafter, the various factors involved had
not been critically assessed and taken into account for a proper deter.
mination of policies in this regard and instead what can only be
termed an ad hoc approach had been adopted. Explaining the ration-
ale for the grant of cash assistance for exports of engineering goods
immediately after devaluation of the Rupee (6 June 1966), the Com-
merce Ministry have stated that the expectation that 573 per cent
more realisation, in terms of rupees, as a result of devaluation would
off-set the disability in foreign competition had not materialised, and
that a study, by the Committee of Secretaries, of typical products
moving in exports indicated that despite devaluation, non-traditional
roods required some assistance. Besides, according to the Ministry,
the process of diversification and modernisation of export trade, par-
ticularly in the non-traditional sector, had just begun and a number
of export products entering the market had to be assisted on the
basis of the ‘infant industry’ argument. With a view to ‘encouraging
rsuch exports and prometing itemg other than those in which India



101

‘had a competitive advantage, a decision is stated to have been taken
‘that cash compensatory support might be provided for selected non-
‘traditional export products.

1.107. It has, no doubt, been contended by the Ministry that 2
study of typical export products had been undertaken by the Com-
‘mittee of Secretaries before the decision to introduce cash assistance
‘immediately after devaluation was taken. The Committee, however,
find that though cash assistance is normally intended to bridge the
gap between the cost of production of an export product and the
f.ob. realisation accruing from its export and a detailed exami-
nation of the cost structure and f.o.b. realisations is, therefore, of
fundamental and vital importance, “the cost structure and data
about f.o.b, realisation had not been gone into” by the Committee
of Secretaries, while deciding “as a matter of policy” in August
1966 to extend cash compensatory support to selected pon-traditional
export products. It is, therefore, not clear to the Committee how
the need and justification for cash assistance were determined by

‘the Committee of Secretaries in the absence of any precise cost-
‘benefit analysis.

1.108. The Committee are of the view that devaluation, which
had admittedly made Indian goods cheaper in the world market by
57% per cent, should not have ordinarily warranted further assis-
‘tance and incentives for export promotion. Data relating to cost of
production and f.o.b. realisations should have been examined in
detail before Government agreed to extend cash assistance. That
this was not done is regrettable,

1.109. It has also been contended by the Ministry that since the
rates of cash assistance were valid only for a year at a stretch, a
review of the need for continuance or otherwise of the assistance
in the changed circumstances that might prevail took place once =a
‘year by itself. It is, however, seen that during the five-year period
from 1969 to 1973, when-certain perceptible changes had taken place
in regard to the indigenous availability of raw materials required
for the manufacture/fabrication of engineering goods and in the
behaviour of international prices (the prices of imported prime
steel, the principal raw material for engineering goods, had generally
increased by about 80 per cent between early 1972 and November
1973 and the f.o.b. realisationg from exports of products made from
mild steel had increased by about 100 to 150 per cent), justifying a
close second look at the need for continuance of cash assistance,
the rates of cash assistance in respect of most of the engineering
-goods had remained practically unchanged and had been reduced
only in respect of steel wire ropes in October, 1972, It is also signi-
‘ficant in this context that cash assistance for exports of steel wire
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ropes had, in fact, been increased from 20 to 25 per cent of the f.o.h.
realisation with effect from 1 February 1970. Similarly, in respect
of Transmission Line Towers, cash assistance for which was abo-
lished only with effect from 23 February 1974 on the ground that
the f.o.b. realisations had increased and there was no loss in exports,
an increase in the rate of cash assistance had been allowed with
effect from 1 April 1970 which had continued even during 1972-73.
While the Committee have not examined in detail the reasons for
the non-revision of/increase in the rates of cash assistance for indi-
vidual export products, it would, prima facie, appear from the facts'
disclosed in the Audit paragraph that all the relevant factors affect.
ing or having a bearing on exports of engineering goods had mnot
been adequately taken into account and made use of promptly for
the determination of policies from time to time. In any event, it is
fairly evident that no attempts were made to ascertain, on the basis
of scientific cost studies, the actual need for and quantum of cash
assistance till May 1972, when cost studies were commissioned
through the Indian Institute of Foreign Trade in respect of only five
mild steel-intensive items (steel pipes and tubes, steel wire ropes,
transmission line towers, -electric transformers and bicycles and
bicycle components) and that conclusive action in respect of some
of these commodities was taken much later, in 1974, only after some
of the deficiencies of the cash assistance scheme had been high-
lighted by Audit. :

1.110. Cash assistance fox exports is also not normally allowed
bheyond 25 per cent of the ‘added value’, which is arrived at by deduc-
ting the cost of imported material going into an export product from
the f.0.b. realisation. This principle ensures that the assistance
given for exports has some relevance and relation to the net foreign
exchange earned and is not disproportionate. Thus, when the im-
port content of an export product goes up, the general policy is to
reduce the quantum of cash assistance, the reduction being propor-
tionate to the diminution of the value added indigenously. In res-
pect of engineering goods, however, the value added condition had
been imposed only in June 1973, when a decision was taken that the
supply of imported steel at the Joint Plant Committee price (the
price at which steel was being sold by the main producers in India)
plus 2 per cent would be made only for those contracts where the
f.0.b. value of exports was at least 25 per cent higher than the
c.if. value of all inputs required for the fabrication of export pro-
ducts, which were wholly or partly imported into the economy, in
spite of the fact that the international prices of prime steel had
started rising early in 1972 itself.

1.111. The Committee note in this context that the import con
tent of engineering goods exported from the country went up from
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September 1970 itself when, on account of scarcity of. indigenous
prime steel of some varieties, imports of prime steel had been per-
mitted by Government. A decision, however, appears to have been
taken, in April 1971, that the then existing rates of cash assistance
need not be disturbed on account of the increase in import content
of the export products, The principal considerations which then
weighed with Government were that (a) the imports allowed dur-
ing 1971-72 were in the nature of distress imports to augment do-
mestic supplies and were not of the exporters’ own choice or volition,
(b) increase in the Import Replenishment in such cases was not
-of a very high quantum and as such its impact in terms of reducing
cost of production was not likely to be considerable and (c) the im-
Port cost of certain stee] items was not less than the domestic prices.
The Ministry have further contended in this connection that as
‘there was no provision during 1971-72 for supplying importéd steel
at indigenous prices (this measure is stated to have been adopted
from April 1972 only), the importer had to pay the international
price even if it was higher than the indigenous price and that since
cash assistance sought to meet the difference between f.ob. cost
and f.o.b. realisation, to the extent that f.o.b. cost increased on
account of the comparative higher price of imported steel, “the need
for cash assistance gets strengthened and does not disappear.”

1.112. As regards the Ministry’s contention that the procedure
for supplying imported steel at indigenous prices was not in vogue
during 1971-72 and was adopted only from April 1972 and the im-
porter, therefore, had to pay the international price even if it was
higher than the indigenous price, the Committee find that in May
1967 itself, a policy of reimbursing the difference bhetween the do-
mestic price and international price of steel and pig iron to expor-
ters of engineering goods had been introduced, according to which
exporters were to be reimbursed the price difference in respect of
ten categories of steel. It, therefore, follows that at least in respect
of these categories, an in-built subsidy was already available to the
exporters of engineering goods. In any case, it is not very clear to
the Committee how the import cost of certain steel items (which
unfortunately have not been specified by the Ministry) being not
less than the domestic prices could be considered a valid reason for
not applying the ‘value added’ criterion at least in the case of those
steel items whose international prices were lower than the indigen-
ous prices. Even in respect of those items whose international prices
corresponded to or were more than the domestic prices, the fact
remains that while the need for cash assistance may, as claimed by
the Ministry, get strengthened on account of the increase in fo.b.
cost, there would also be a corresponding reduction in the net
fToreign exchange to be earned from the exports of engineering goods
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using these categories of steel and the Committee are not sure whe-
ther this factor had also been taken into account by Government.
Az regardg the other argument that the impact of the increase is the-
import content on the cost of production was not likely to be consi-
derable, the Committee are unable to appreciate how Government
could arrive at this conclusion without any detailed cost studies.
In these circumstances, the Committee have a doubt whether'there
was, in fact adequate justification for keeping the cost of the impor-
ted steel going into the finished export product out of the purview
-of computation of the quantum of export assistance. They appre-
hend that all the wider ramifications of this question might not have
been examined thoroughly at the relevant time,

1.113. While the Committee are thus not entirely satisfied with
the arguments advanced for not reducing, in 1971-72, the rates of
cash assistance for exporis of engineering goods following the in-
crease in the import content of the export products, they see no
justification whatsoever for persisting with this policy during 1972-73
also, when there were more drastic changes in the situation. The
Commiittee find that the world prices of prime steel had begun to:
rise from the beginning of 1972-73, the rise being particularly steep
from November 1972 onwards @1d that during this period large
imports of steel for export production had also become necessary to
meet the export target of Rs. 200 crores proposed by the Engineering
Goods Export Promotion Council, leading to a higher percentage of
import content in the export products. [According to the assessment
of the Export Promotion Council, out of the total requirement of 8.10
lakh tonnes of steel for 1972-73, 4.80 lakh tonnes (59 per cent) were
to be imported]. That the import content of engineering goods con-
tracted for export in 1972-73 had increased perceptibly would also
be evident from the typical instances of some exports cited by Audit,
which reveal that the estimated c.if. value of import content of
some typical engineering goods ranged between 74 per cent (black
pipes) and 97 per cent (steel bright bars and shaftings) of the ex-
pected f.o.b. realisation from the export, while in one case (gal-
venised pipes and black pipes), the estimated c.if. value of import
content was nearly 42 per cent more than the expected f.0.b. reali-
sation. Though it has been contended by the Ministry of Commerce
that the figures relating to f.o.b. realisation and value of import
content shown in the Audit paragraph were only anticipatory and
had, perhaps, been taken from the firms’ applications/Release Orders,
the Committee are of the view that these were indicative of the
trends then in operation, which could and ought to have been taken
promptly into account. Besides, according to the revised figures fur-
nished subsequently in this regard by Government themselves, the
estimated c.if. value of import content ranged between 80 per cent
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(Galvanised steel pipes) and 73 per cent (Black pipes) of the ex--
pected fo.b. realisation, while in the case of steel bright bars and:
shaftings, the estimated c.if. value of import content was nearly
55 per cent more than the f.o.b. realisation. It is sigmificant in
this context that the percentage of estimated value of the import
content to the expected f.o.b. realisation in the case of three ex-
- porters (Steel pipes and tubes, Galvanised steel pipes and Galvanised
pipes and black pipes) had come down only on account of the subse-
quent renegotiation of the contracts in question with a view to
taking advantage of the rise in international prices and obtaining
higher prices for the export products. It has also been admitted by
the Ministry that the supply of imported steel during this period
(1972-73) to the fabricators/manufacturers of engineering goods at
the lower indigenous prices (Joint Plant Committee prices plus 2
per cent) led to anomalous situation in which exporters of en-
gineering goods, having got imported steel at the lower prices, qudted
also lower prices for the resultant export products leading to lesser
f.0.b. realisations though the raw material prices were high and that
for “quite a number of products”, the value of the steel imports
was itself almost equal to or in “a few cases” even higher than the
f.0.b. value realised by export.

1.114. In these circumstances and in view of the fact that Gov-
ernment’s policy at the rélevant time was to subsidise supplies of
imported steel by making it available at the lower indigenous prices,
the Committee fail to appreciate how the import cost of certain
steel items being not less than the domestic prices could still be
considered a valid reason for not disturbing the then existing rates
of cash assistance so as to ensure that these rates bore some rele-
vance to the net foreign exchange to be earned and were not ab-
normally disproportionate as had happened. They feel that Gov-
ernment ought to have reacted to the changed situation more quick-
ly and made suitable adjustments in the rates of cash assistance for
engineering goods. As has been pointed out earlier by the Commit-
tee, in paragraph 1.8 of their 236th Report (Fifth Lok Sabha), even
if the circumstances prevailing in 1972-73 warranted the grant of
cash assistance, the quantum of such assistance should have been
determined after a scientific evaluation and analysis of the costs
and f.0b. realisations. This, unfortunately, does not appear to have
been done, which is regrettable.

1.115. While the value.addition requirement imposed in June
1973, brought some results, although belatedly, it is clear that even
this measure failed to remedy entirely the anomalous position crea-
ted by the high import content of exportable goods and the dispro-
portionate and liberal grant of cash assistance. Though the Ministry
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have contended that after the value-addition requirement was sti-
pulated, there was no case of net outflow of foreign exchange, the
-Committee find that even after three of the six contracts (firms
‘B’, ‘D’ and ‘F’) relating to pipes and tubes were re-negotiated, the
amount of cash assistance admissible was disproportionate, the per-
centage of cash assistance admissible to the net foreign exchange
to be earned being 83 per cent, 151 per cent and 131 per cent respec-
tively. In other words, the cash assistance admissible was in one °
case almost equal to and in two cases considerably more than the
-net foreign exchange to be earned. The conclusion that the correc-
tive action taken in June 1973 was also inadequate in these cases
is, therefore, fairly inescapable.

1.116. Yet another argument advanced by the Ministry with re-
ference to a specific instance of disproportionate grant of cash assis-
tance for exports of steel weld mesh is that the cash assistance scales
‘for' exports of engineering goods cannot be said to be liberal from
-any standard of costing. This, unfortunately, is not sustainable on
the basis of the facts as they emerge from a study of the Audit para-
-graph and the evidence tendered before the Committee.

L117. That whatever reviews and exercises were carried out in
this regard till 1973 were only superficial and inadequate and that
the decisions taken from time to time were not based on any pre-
cisely thought-out foundations are also evident from the illustrative
instances of disproportionate grant of cash assistance cited in the
Audit paragraph relating to exports of steel weld mesh and bright
steel bars. For instance, in the case of steel weld mesh, for which
cash assistance at 20 per cent of f.o0.b. realisations was available till
31 March 1974, the Central Board of Excise and Customs had noticed
(early in 1972-73) that an exporter would get, according to the then
existing rates of cash assistance, an assistance of Rs. 251 per tonne
although if the principle that the assistance should not exceed 25
per cent of the added value was to be observed the cash assistance
should not have been more than Rs. 31 per tonne and that, in this
case, for earning a net foreign exchange of Rs. 125 per tonne, Gov-
ernment would be paying Rs. 251 per tonne as cash assistance. The
Board had alse pointed out that if the increased assessable value of
the imported mild steel rods used for the exported steel weld mesh
(the imported value of mild steel rods had registered an increase
in January 1972) and the latest f.o.b. realisation from the export of
weld mesh were taken into consideration, the net foreign exchange
drain worked out to Rs. 129 and even then the exporter would get

- cash assistance of Rs. 251 per tonne. It is obvious that if the con-
tract in question had not been re-negotiated subsequently by the
-.exporter to derive an advantage from the rise in international prices,
the cash assistance admissible at the then existing rate of 20 per
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«ent would have proved, by any standard, to have been excessive-
-and even abnormal. The Committee are, however, concerned to find
that even when this specific instance of anomaly in the operation of
the cash assistance scheme was brought to the Ministry’s notice, apart
from informing the Directorate of Drawback that the decision to
grant cash assistance for exports of steel weld at 20’ per cent of
the f.o.b. realisation had been taken in August .1966 with the
approval of the Cabinet, littte else was done by the Ministry to
remedy the situation and that it was only much later (in early 1974)
that a study was conducted to find out the value addition from the
export of this item, after taking into account all imports going into
the Product, when it was found that the net value addition was only
11 per cent and a decision takea to abolish the cash assistance for
this product with effect from 1 April 1974. The Committee cannot
countenance the Ministry’s casual approach to this question and the
failure to take prompt corrective action even when anomalous con-
sequences of the export promotion pelicy had been highlighted by
one of Gvernment’s own agencies, and desire fixation of responsi-
bility for this failure which must have cost the exchequer dearly.

1.118. Again, in respect of bright steel bars and shaftings the
justification for the grant of cash assistance at 10 per cent of f.0.b.
realisation. even when miid stee! bars and rods were imported in
considerable quantities, often during periods when world steel prices
ruled high, and the value added indigenously was also not very
significant, is open to question. Admittedly, the process involved
in the production of bright steel bars from mild steel bars is not
sophisticated and requires only machining. The Committee find
from their examination of an illustrative instance of export of this
commodity cited in the Audit paragraph, that while the percentage
of cash assistance admissible to the net foreign exchange to be
earned had been assessed by Audit, on the basis of the expected
f.0.b. realisation and estimated c.i.f. value of import content, at as
large a figure as 2875 per cent, according to the Ministry’s own
computation furnished to the Committee gubsequently, the foreigm
exchange to be earned from this export was negative. Apart from
informing the Committee that cash assistance for bright bars and
shaftings was introduced in 1966-67 immediately after devaluation
with the approval of the Committee of Secretaries the Ministry have
not been able to vouch whether the manufacturing processes involv-
‘ed in the production of bright bars had been taken into consideration
and whether any detailed examination of the cost structure, process-
ing, etc. had been undertaken before a decision to grant cash assis-
tance for this commodity was taken. While the Committee have,
‘therefore, not been in a position to adequately satisfy themselves
that the cash assistance granted for this commodity was, in fact.
justified and all the relevant factors were taken into account in de-

1944 LS—8.
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termining the need for the assistance, they cannot help coneluding,
en the basis of the facts made available to them, that cash assistance
in this case was extended injudiciously. This conclusion is also-
strengthened by the fact. that a study undertaken much later (in
early 1974, leading to the abolition of cash assistance for this item
with effect from 1 April 1974) had disclosed that a comparison of
the f.ob. cost and f.0.bh. realisations did not justify continuance
of the assistance and that the net value addition was only 11 pex
cent. At this distance of time, the Committee have to merely rest
content with expressing their displeasure over the manner in which.
this question appears to have been handled.

1.119. The final picture that emerges from the foregoing para-
graphs is, thus, far from satisfactory. Viewed in retrospect, the
Committee cannot help feeling that greater vigilance and care could
have been exercised by Government in allowing large payments out
of the exchequer and the cash assistance scheme administered in a
more prudent and discriminating manner. The Committee find that
during the three year period from 1971-72 to 1973-74, a total sum
of Rs. 64.90 crores had been paid as cash assistance for exports of
. engineering goods and a further sum of Rs. 49.86 crores also sanc-
tioned as drawback of customs and excise duties, as against which
the total f.o.b. value of exports of engineering goods during the
period smounted to Rs. 447.24 crores. While the votaries of the
cash assistance scheme may argue that this is not too high a price
for maintaining a steady growth in exports, which is vital for the
economy, if the value of the other concessions and facilities, like-
Import Replenishment concessional railway freight, concessional
bank finance, supply of raw materials at subsidised prices, Grants-
in-aid etc., extended to exporters is also quantified and taken into:
account, the total cost of the export promotion effort may well turn
out to be not quite proportionate to the net gain actually accruing to:
the country as foreign exchange.

1.120. This does not, however, imply that the Committee are
opposed to all export promotion schemes and activities in principle.
While they are not unwilling to concede the necessity for boosting
the country’s exports through the instrumentality of cash assistance:
and allied incentives for export promotion, particularly in the con-
text of the dumping and pricing-out tactics adopted by India’s ¢om-
petitors in international trade and commerce, what they would like
to emphasise is that a more discriminating administration of various
expor¢{ promotion schemes should be possible and also practicable.
Similarly, prormpt corrective action should also be taken so as to
obviate wide aberrations or anomalies of the type higlighted in the-
Audit paragraph. What is required, as has already been pointed out
by the Committee in their 174th Report (Fifth Lok Sabha), is an
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integrated and coordinated approach to the entire question of ex-
port promotion and not isolated and temporary palliatives. This
calls for a mwore meaningful export strategy related to the overall
pulicy of the country’s industrial and economic growth. As a first
step in this direction, Goveriiment would do well to attempt a quan-
tification, in monetary terms. of the various concessions given in the
past to exporters and make an assessment of the actual impact of
these concessions with a view to determining how far these export
promotion measures have actually succeeded in achieving the
objectives envisaged.

1.121. The present system of payment of cash assistance is also
non-discriminatory and is granted to the industry as a whole irres-
pective of the fact whether the export transactions by individual ex-
porters actually result in a loss or not. In view of the fact that
some of the larger business and export houses are well capable of
sustaining the country’s export effort and still making substantial
profits, as could be seen from their balance sheets, the Committee
are of the opinion that it would be worthwhile té examine the feasi-
bility of restricting such subsidies and incentives only to the actual-
ly needy exporters while, at the same time, imposing suitable obli-
gations for export on those who do not really require such incen-
tives to sustain themselves. The representative of the Finance
Ministry also conceded during evidence that this question should be
considered and the Committee would, therefore, urge Government
to act upon this suggestion with the utmost expedition. Similarly,
there also appears to be a'case for examining the question of limi-
ting such subsidies only to those exporters with a large enough
ratio of exports to domestic sales in the interest of discouraging
those speculative exporters who enter the field temporarily only to
take advantage of the various benefits offered and have ng involve-
ment and interest in building up the long term exports from the
eountry.

1.122. The faets disclosed by the Audit paragraph also underscore
the need for an urgent review of the need and justification for con-
tinuance of liberal scales of cash assistance for sustaining exports of
certain commeodities. The Committee have heen informed in this
context that a Standing Committee has been constituted in the
Commerce Ministry with effect from June 1974 to review cash com-
pensatory allowances and that this Committee has examined 13
export™ commodities till April 1975 and recommended withdrawal
or reduction or increase in the rates of cash assistance for various
items. However, that committee was yet to take up examination
of major 'export items involving heavy out-flow of cash assistance
and for this purpose relevant data was to have been collected by the
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Chief Controller of Imports and Exports in respect of major items
where the cash assistance outflow was the heaviest. Considerable
time having elapsed since then, the Committee would like to be
apprised whether this task has since been completed and if so, of
the action taken by Government on the findings of the Standing
Committee,

1.123. An analysis of the evidence tendered before the Commit-
tee also brings into sharp focus the absence of any institutional
mechanism, prior to June 1974, when the Standing Committee ‘was
constituted, to review the need and justification for cash assistance
and to monitor and evaluate the behaviour of international prices
and f.o.b. realisations. Apart from ad hoc reviews undertaken
whenever something was brought to notice and which, in any case,
proved to be wholly inadequate in the ultimate analysis, the Com-
mittee find that there was no permanent agency within Government
to aid decision-making in this regard. Consequently, an almost ex-
clusive reliance had to be placed on the data furnished by the Ex-
port Promotion Council, which is comprised of the interested ex-
porters and industrialists themselves and it was admitted by the
Chairman of the Engineering Goods Export Promotion Council him-
self that there was also no machinery at the disposal of the Council
to check the veracity of the data relating to cost of production fur-
nished by the exporters for this purpose. Besides, the representative
of the Finance Ministry also admitted that the data furnished in this
regard by the Council was examined only “wherever possible” and
that the weakest link in the scheme was the determination of f.o.b.
realisation, In a number of cases scrutinised subsequently, the
data furnished by the Council was also admittedly found to be at
variance with the actual position obtaining. Stressing once again,
as they have often done in the past, the vital importance of a con-
current monitoring and evaluation of the market trends, f.0.b. reali-
sations, import content of products etc., the Committee would invite
attention to their recommendations contained in paragraph 149 of
their 17th Report (Fifth Lok Sabha) and paragraph 111 of their
236th Report (Fifth Lok Sabha), and strongly reiterate the need
for devising a more satisfactory monitoring machinery for this pur-
pose so as to ensure that Government are able to intervene effective-
ly and in time to safeguard public interest.

NEw DELHI; C. M. STEPHEN,
September 30, 1977. Chairman,
Asvina 5,_1895787), » Public Accounts Committee.



APPENDIX 1
(vide para 1.22)

Procedure followed for the reimbursement to the fabricators of
Engineering goods for export
1. (a) The Joint Plant Committee has decided to constitute a
fund called the “JPC Engineering Goods Export Assistance Fund”
which will be used exclusively for reimbursing to fabricators of
engineering goods or to their authorised agents thie ‘excess of domes-

tic priceg over international prices in respect of shipments made on
er after May 2, 1967.

(b) “International Prices”, would, in this context, mean the
base international price calculated as per para 3 here below and the
Nenelux extras prevalent on the date of the shipment. Similarly,
the domestic prices would mean the base prices and Indian extras
as prevalent on the date of shipment.

2. (a) Under the scheme, the following categories of iron and
steel produced by the main producers would be supplied to the
fabricators:

(i) Pig iron for foundry use
(ii) MS Blooms, Slabs and Bilets
(iii) MS bars rods and rounds
(iv) MS structurals—light, medium and Heavy
(v) MS Skelp
(vi) Hot Rolled and Cold Rolled MS Strips and Sheetg
(vii) MS Plates
(viii) Tin Plates—Prime
(ix) G. P. Sheets, and
(x) Rails for points and crossings.

(b) The above materials will be billed by the main producers
at their normal prices leaving the fabricators or their authorised
agents to claim the excess of domestic prices over international
prices as per the procedure outlined herein.

3. (a) The international base prices for steel items would be
somputed as under: '

The average LMB dollar prices for the concerned categories
minus 24#%, minug $ 4, converted into rupees at the
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' prevailing par value of the rupee plus excise duty as
may be applicable to the category concerned. For this
purpose, average LMB price will mean the average of
appropriate Metal Bulletin prices for January, February
and March 1967 LMB prices which will apply for ship-
ments during the period 1st October 1967 to 31st March
1968. This process will be repeated every half-year.

(b) The international prices of tested, categories will be $ 4 (sub-
sequently changed to $ 2/- w.e.f. October ‘67) higher than the corres-
ponding prices for commercial categories under (a) above.

(¢) In the case of Pig Iron for foundry use where LMB quota-
tions are not available, the supply to export fabricators will be made
at the avierage prices at which the Pig Iron has been contracted for
export during the month of March for the subsequent period April
to September and during the month of September for the subse-
quent period October to March. In case no contract has been en-
tered into during these months, the average of January, February
and March will apply for the period April—September and the aver-
age of July, August and September for the period October—
March. In case no contracts have been entered into for foundry
grade Pig Iron, the rates for basic grade will be converted to found-
ry grade by adding the differential of § 3. These F.O.B. rates
will then be converted to F.OR. rates by substracting 24% and § 4.

(d) In the case of Tin Plates where LMB quotations are not
available, the supply to export fabricators will be made at the aver-
age FOB rate (duly converted to FOR rates by substracting 23% and
$ 4) at which Tin Plate has been imported into India during Jan-
uary to March for the period April to September and during July
to September for the period October to March.

4. Reimbursement of the excesg will only be made after the
exports have taken place.

5. Applications for reimbursement will be made by the fabrica-
tors to the Secretary, Engineering Export Promotion Council,
14/1B Ezra St., Calcutta-1, or the respective Regional Offices of
the Engmeenng Export Promotlon Council at Bombay, Delhi, Mad-
ras, depending upon the region in which such fabricators are located.
This application and the indents must invariably be accompanied

by the following documents:

(a) Statement of export in the proforma prescribed by the
Engineering Export Promotion Council.
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(b) Bills of Lading and Bank attested invoices.

{c) Application for reimbursement of the difference between
the domestic prices and international prices and 6 copies
of the indent duly signed by the applicant in case the raw
material is only being required at the time of reimburse-
ment and has not been drawn on an advance basis.

{(d) A certificate from the fabricators certifying that to the
best of his knowledge information and belief, the particu-
lars contained in his application are true and that the
type of raw materials asked for have been actually con-
sumed by him in his own factory/foundry for exporte
against which replenishment quota is being asked for and
has not been drawn earlier against any indent whatsoever.

(e) The fabricator will also give an undertaking that he will
refund the amount or part thereof in case the particulars
furnished by him are found to be incorrect.

6. On receipt of these applications, the Engineering Export Promo-
tion Council or its Regional Offices will scrutinise the requirements of
the fabricatorg in accordance with the process wastages approved by
the Government.

7. After the said scrutiny, the Engineering Export Promotion
Council will forward all these papers to the Joint Plant Committee
‘with their recommendations (which will be duly numbered).

8. These papers will be checked by the Joint Plant Committee
and payment made by an account-payee cheque to the fabricators
«concerned or his authorized agent latest within a period of 15 days
grom the date of receipt of complete documents as outlined above.



APPENDIX H

(Vide Para 1.52)

Ohrorological Summary of Revisions irtrcduced pericdically in the Cash Assittar ce

rates for Engireerit g Goods

Sl

No.

Red Book
Entry No.

Item Rate of
assistance
on 1-4-69

Rates at Subsequert
periods

A.9.1

A28.1] .

A. 23.2

A 24

Fabricated Steel Structurals 30%
all others, not specified
hereunder

8teel pipes & Tubes, ungal- 30%
vanised

" Steel pipes ard tubes, galva 30%

nised :

Steel weldmesh 20%

Transmission lir ¢ towers gal- 20%
vanised

1-4-7¢—30%
1-4-71—30%
1-4-72—30%
1-4-73—30%
1-4-74—Nil.

1-4-7¢—30%
1-4-7¥—30%
1-4-72—30%
1-4-73—30%
9-1-74—Nil.
1-4-74—Nil.

1-4-7¢—30%,.
1-4-71—30%
1-4-72—30%,
1-4-73~30% .
9-1-74—Nil.
1-4~74—Nil.

1-470—~20% .
1-4-71~~209,
1-4=72—20Y,
1-4-73—120%
1-4-74—Nil.

1-4-70—25%+ 5%
Addl. C. A.
1-4-71—~ As Above
1-4-72—As above
1-10-72—25%+5%
Addl. C.A. +
percentageon 2
sliding scaledepend-~
ing on the percentage:
of production,
1-4-73—sAs above.
23-2-74—Nil.
1-4-74—Nil.
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above) with aluminiug, con-
ductors

1 3 4 5
6 Ads Steel bright bars & shaftings 10%+5% ;-4-;:;——10 :/A,+ 5250
~4-71~10
“Additional §% was allowed 1-?1-73-.10 %ii"/i
in such cases where the 1-4-73—10%+5%
f.o0.b. value of exports was 1-4-74—Nil,
1334% or more of all
inputs i.e. both imported
and indigen eous.”
7 A 49 Steel Wire ropes and wire 20%  1-2-70—20%- 5%
strard Addl. C. A,
1-4-7C—as above
1-4-71~-as above
1-4-72—sas above
1-10-72—413% + 5%.
Addl. C. A,
1-4-73—as above
1-4-74—as above
$ A 662 Bicycle Tube Valves — 1-4-70—10%,
I-4~-71—1C%.
1-4-72—-10%
1-4-73—10%
22-3-74—Nil..
1-4-74—-Nil.
o A.7a Blectric Power Capacitors & 10% 1-4-70~—10%.

. Condensors 1-4-71—10%,
1-4-72—-10%,
1-4~73—10%,
1-4-74—:10%
11-6-74—7Y,

10 A.75.3 All Aluminium Conductors 10%  I1-1-7c—15%,

: (AAC) 1-4-7C—15%
1-4~71—15%
1-4-72—15%
1-4-73—15%
1-4~74—10%,

. A.78. Aluminium Conductors, Steel 10%  I-T1-69—F§%.
A3 re-inforced (ACSR) Ay Y
1-4-71—15%
1-4-72—15%
1-4-73~9%
1-4-74—Nil.

12 A7%4 - Insulated cables (less than 1.1 10%  1-11-60—15Y%,

’ - kv.) with aluminium con- 1-4-70—15%,

ductors. 1-4~71—15%,
X-4-72—15%
1-4~73—15%
1-4-74—15%
M A 758 Insulated cables (1.1 kv and Wil 1-1-70— 15%

1-4-70—~15%
1-4-71—15%
1-4-72—15Y%,
1-4-73—10%
1-4-74—10%,
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I 2 3 4 5
14 A.77.3 Decorative electric light sets Nil. C.A. at 10% allowed
of twinkling and non-twink- w.e.f. 1-7-72 but not
ling varieties. continued w.e.f.
1-4-74.
15 A.106'1 Small & cutting to-ls, not spe- 15% 1-4-70—15%,
cified thereunder 1-4-71—15%+ 74%
Addl. C.A.
1-4-72—a8 above
1-4~73—as above
1-4-74—as above
16 A.106.2 Bonded abrasive products, all 15% 1-4-70—15%
types. 1-4-71—15%, 4~
74% Addl. C.A.
1-4-72—as above
1-4-73—as above
1-4-74—as above,
17 A.106.3 Broaches, all types. 15%  1-4-70—1 5';A, ,
1-4-71—15% + 73 %
R g %
1-4-72—as above
1-4-73—as above
1-4-74—as above
18 A.106.§ Diamond cutting tools includ- 15%  1-4-70—159%,
ing Dressers wheels, all 1-4-71—15% + 74 %
types Addl. C.A.
. 1.4.72—as8 above
- 1-4-73—as above
1-4-74~—83s above,
19 A.106.7 Drills all types including twist 15% 1-4-70.-.;50
drills 147115 K o+ 7%
.4 72’—-36 above
1-4-73—as above
1-4-74—as above
20 A.106.8 Bngineers’ steel files, Saw filos 15% 1-4-70—15% -
and rasps, all types. -4-71-—1 5 é+7}0,,
-4-7z-as above
1~4-73—as above
1-4-74—2s above
21 A . 106.10 Gear cutting tools, all types 15% ;-4-70_: 5’% .
1-4-71—15%+ 7
Addl’CA.
1-4-72—a8 sbove
1-4-73—as above
1-4-74—88 above
22 A.¥06.T1 Tools for lathes, Shapers, and 15%  I-4-70—-15%
Planers, all types. 1—4-‘1151 5%+ 78%

I~4-72~48 nbove
1~4-73—as above
1-4;74—as8 shove
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23

24

25

26

27

28

29

A. 106.12

A, 106.13

A. 106.14

A. 106.15

A, 106.16

A.106.17;

A.106.18)

A, 106.19]

Mil}ing cutters, all types.
Miningtools, alltypes (exclud-

ing drilling equipments)

Pneumatic tools, all types.

Reamers, all types.

Rock drills, all typos

Saws, segments and saw blades
alltypes

Threading taps, threading dies
and chgsers

Tungsten carbidetips  and
dies, all types

15%

15%

15%

15%

15%

15%

15%

15%

1-4-70—15%
1-4-71—1 5% -+
74% Addl. C.A.
1-4-72~—as above
1-4-73—as above
1-4-74—as above

1-4-70—15%"

1-4-71—15% +
74% Addl. C.A.
1-4-72—as above
1-4-73—as above
1-4-74—as above

1~4-70—I 5:/; +
1-4-71—15

74% Addi. C.A.
1-4-72—as above
1-4-73-~as above
1-4-74—as above

1-4-70—15%
1-4-71—15% -+
74% Addl. C. A.
1-4-72—as above
1-4-73 —as above
1-4-74—as above

1-4-70—15%
1-4-71—1 5‘“? +
73% Addl. C.A.
1-4-72—as above
I-4-73—as above
1~4-74—as above

1-4-70-—15%
1-4-71—15% -
73% Addl. C.A.
1-4-72—as above
1-4-73—as above
1-4-74—%8 above

!-4'70—-15%
X:4-71—I1§ é, +
7%4% Addl.C.A.
1-4-72—as above
1-4-73—a8 above
1-4-74—as above

1—4—?;;—15% +
1-4-71—15%
7% hadi &
I-4-72—as above
I-4-73—as above
1-4-74—a8 above
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1 2 3 4 5
31 A.IILI Drop forged and other hand 15% 1.4.7c—15%
tools—all other not 1-4-171~~15%+ 5%
specified hereunder AddL C.A.
1-4-72—as above
1-4~73—as above
1-4-74—as above
32 A.111.2 Allen l\zead keys, all types 15% As above
33 A.I1L3 Breake adjusting tools 15% As above
34 A.111.4 Cl:ilsietl;g:et;nches and hammers, 15%  As above
35 A.aI116 Clamp on vice 15%  As above
36 Aarnz Flaring tools, all types . 15% As above
37 A.111.8 Pliers, spanners, wrenches 15% As above
and screw and nut drivers,
all types
38 A.aILg Ripping bar 15% Asabove
39 A.lrrie Sockets and rachets, all types 18%  As above
40 A.126 Ball, cylindrical roller, taper 5% 1-4-7c—10%
roller and needle roller 1-4-71—10%,
bushes and needle roller 1-4-72—10%
1-4-73—10%
1-4-74—5%
41 A.129.1 Fork Lift Trucks . . 10% C.A. raised to 23%
w.e.f. 1-4-72
2 Axz29.2 Cement Mill Machinery 100%  1-4-70—10%
1-4-71—178%
1-4-72—173%
1-4-73—17%%
1-4-74—172%
43 A.136.1 (a) Commercial vehicles . 10%  1-9-69~20%
1-4-70~—20%
1-4-71—20%
1-9-71—25%
1-4-72—25%
1-4~73—25%
1-4-74—20%
¢b) Jeeps . . . 10%  1-4-70—10%
1-4-71~~20%
1-4-72—20%
1-4-73—20%
1-4-74—20%
44 A.186.2 Motor cycles . . . 10%  1-4-7C—10%+10%.
Addl. C.A

1-4-71-—g8 above
1-4-72~—a8 above
1-4-73—as above
1-4~74—2a8 above




119

45

46

47

48

A.151.

A.152.1

A.152.2

A.152.3

Belt links for machine guns .

Bicycles complete {other than
sports light road-star type)

Bicycle components and
accessories.

Special model bicycles with
three speed hubs

30%

300(\

12-1-72~—~20%
1-4-72—-20%
1-4-73—15%
1-4-74—Nil

1-4-70-30%
1-4-71—30%
1-4-72—30%
1-4-73—30%
22-2-74—Nil

1-4~74—Nil

1-4-70~30%
1-4-71~—30%
1-4-72—30%
1-4-73—30%
14-3-74—20%
1-4-74—20%

1-8-69— 20%
1-4-70—20%
1-9-70—25%
1-4~71—25%
1-4-72—25%
1-4-73—25%
23-4-74—10%




APPENDIX III
(vide Para 1.60)

Copy of Ministry of Commerce Public Notice No. 86 ITC (PN)/743
dated the 5th June, 1973.

SuBJECT: Supply of imported steel for export production.

Attention of all Registered Exporters is invited to former Minis-
try of Foreign Trade Public Notices No. 56-ITC (PN) /72 dated the
18th Apirl, 1972 and No. 78-ITC (PN)/72 dated the June, 1972 on
the subject of supply of imported steel for export production and
the facilities available to manufacturers registered under the En-
gineering Export Promotion Council Scheme for allocation of im-
ported steel materials by the Hindustan Steel Limited at a conces-
sional price for meeting export orders.

2. It has come to the notice of Government that certain export
contracts submitted for supply of steel under this Scheme have
bekin coucluded at an export price (fo.b.) which is significantly
below the c.if. price of the steel materials required for the ex-
ecution of the export contracts.

3. It has, therefore, been decided that the Scheme for the supply
of imported steel for export production, as envisaged in the Public
Notice No. 56-ITC(PN) /72 dated 18-4-1972 and No. 78-ITC (PN) /72
dated 8-6-1972 will now be available only in respect of export con-
tracts where the f.o.b. value of the exports is at least 25 per cent
higher than the value (at c.i.f. import price) of all Steel materials
required for the fabrication of the export products, irrespective of
whether the steel material is obtained from indigenous or imported
supplies.

4. The determination in regard to whether or not an export con-
tract would qualify in terms of the criterion now laid down, namely
that the f.o.b. value for exports should be at least 25 per cent higher
than the C.LF. import price of all steel materials used for fabrica-
tion of the export products, would be made by the Hindustan Steel
Limited, on the basis of the prices ruling in international markets
at the.time these contracts are brought for such certification by the
exporters. The H.S.L. would give their certification (approval

~
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or rejection) within one week and this certification would be ob-
tained hefore registering the contracts in the usual manner with the
Engineering Export Promotion Council or the Directorate General
. of Technical Development for grant of the necessary facilities for
supply of imported steel material,

5. The provisions of this Public Notice would come into force:
with immediate effect and all export contracts in respeci of which
firm letters of credits have not been opened by foreign suppliers
and accepted by an Indian Bank before the 5th June, 1973 will be-
come subject to the Secrutiny as indicated above, the supply of
steel being limited only to those contracts against which firm let-
ters of credit have been opened and accepted by Indian banks on
or before ithe 5th June, 1973 or approved by the Hindustan Steel
Limited for all other export contracts.

6. Also, the description. of the under-mentioned categories of im-
ported steel available under Public Notice No. 56-ITC (PN3/72 dated.
18-4-1972 and mentioned in the annexure there to, may be deemed
to have been amended as follows:

SI. Bxisiting Revised

No. Description Description
5. H tr lied Strips/Skeip Het rolled Sl eets, Ske'p.
9. Hrt rolled/Cold rolled Co'd "rol'ed S! ee s/Strips

Sheets.




APPENDIX 1V
(Vide para 1°74)

A list of members of the Working Committee of Engineering Export Promotion
Council and the Committee of Administration of the Conncil, alongwith other relevant
details,

List of Members of Worhing Committee of Engineering Export Promotion Council,.
1972-1974.

I Name of the Member

Items manufactured/exported by the
Member

1. Dr. B.V. Bhoota, Chairman Engineering Manufacturer/exporter of Chemical Plants.
Export Promotion Council. M/s. Dorr
Oliver India Ltd., 15 Queens Road,
Estates, Bombay.

2. Dr. G.V.R. Murthy, Vice Chairman
Engineering Export Promotion Council.
M/s. Usiton Carbide India Ltd., 1
Middleton Street. Calcutta-16.

3. Shri K. K. Jhalani, Vice Chairman,
Engineering Export Promotion Coun-
cil. M/s Gedore Tools (I) P. Ltd. 151
Gulf Links, Post Box, 3027, New
Delhi.

Manufacturer exporter of batteries, torches,
etc.

Manufacturer exporter of Hand tools.

Items manufactured/

II. Name of the Member

Par els represeried exported by the member

. Shri A.K. Kajoria,
YTuxmi Trading Co. .
Lid. P. O. Box No.
Calcutta.

. Shri R. L. Rajarhia, Orient
Steel & Wire, Industries
Limited, 2 Brabourne Road,
Calcutta-1.

. Shri B. P. Bhardwaj, Bhag-
wati Steel Pvt. Ltd., 67 Park
Street, ‘Calcutta-16.

. Shri Raunaq Singh, Bharat
Steel Tubes Ltd., Allahabad
Bank Building, 17 Parlia-
ment Street, New Delbhi.

. Shri D.D. Saraf, Nathmall
Girdharilall 11, A Jatindra
Mohan Avenue, Calcutta-6.

Pvt.
172,

Bharat Cast Ironr pipes and fit-

Manufacturer exporter of
tings including spun C.I. pipe fittings.
pipes and other sanitary -

castirgs.

Ferrous Industrial Cast-
ings aund forgings.

Manufacturer/exporier ¢J

Steel Castings, iron &
steel shots & grinds,
lingening chains.

Fabricated steel
tural.

struc- Fencing material and

Tensi n bars.

Steel Pipes, Tubes and

Tubes & Pipes.
fittings there of.

Ferrous holloware, Gbamellas Buckets.
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" Y1 'Name of tF ¢ Mermber

Items manufactured/

Parels' represer ted exported by th.e member

Shri Sashi Cltand Jain, Bom-
bay Wire R pes Lid.,, 10,
New Marire Lire:, Bom-
bay-20.

9.

1o. Shri M. D, Jindal, Machino-
Techno (Sales) P. Lrd., 33
Netaji Sublas Road, Catl-
cutta-1.

11. Shri Bavwarilal Dailmia,
Shree Sharker Irdu-tries,
29A, Sir Hariram Goerka

Si., Calcutta-7.

Shri A..K. Jajodia,
RBright Steel I.:d., Mehar
Chamber<, Nicol Rond,
Ballard B-taie, P.O. B.x

N.. 1704, Bambay-r.

Chare

23. Shri Surc dra Kama,
Products Pvi. Led.,
Deep, 7+t Fhor,

Rid, New, Dealhi,

Asna
Hiiley

Shri R.D. Pusalkar, Rustom
& Horasby (India) Lid., 1
Forbes Street, Fort, Bom-
bay.

14.

Sari Prabhu V. Melita, Thne
Star Trading Co. Pvt. Litd.,
Dhaitraj Mahal, Apollo
Bunder Road, Bombay-1.

15,

ShriP. K. Garguli, Walchand-
nagar Ind. Ltd., Construc-
tion House, Ballard Estate,
Bombay.

Shri N. D. Panjabi, Numex
Engineers, 306 Commerce
House, Medows  Street,
Bombay-1.

x17.

18. Shri V. P, Panj, Frick India
Ltd., 13/3 Main  Mathura

Road, Faridabad, Haryana.

Shri K.K. Gupta,
Sewing Machine Co.,
D.N. Road, Bombay.

20, Shri Arvind Naraio The

. Jay. Engg. Works i.td., 19

Kasturba Gandhi Marg, New
Delhi.

Singer
207,

9

-

Tigec N-ferrous (other than

Wire ropes ard

: Wire ropes.
wire strard.

Steel Wire products nos,, Mur ufacturer exporter of
(Other than wirce ropes wire products, box-
and strard but it clud- strappir go.
ing steel [iuieners).

Steel produ. ts 0.5, Steel Castii g-.

Bright bars  and shaft-
ings,

Stecl Bright bors.

Tiger locks, Padlocks,
hardware items ard
sal itary fttir gs.

lami=i'tm) senus and
man acture .

Interral cumbustion er-
gine pumps and comp-
ressors ard parts thete-
of.

Cunrbuttion

| oergier,
pumps, etc. .

Textile Mill Machiery

: merchart-exporter of
and Accessories,

textile machinery ard
allied products.

Industrial Machinery for Marufacturer exporter of
manufacture of sugar, sugar mill machinery.
paper. cement and
chemicals.

Food processing  ma-
chinery including can-
ning equipment ard
animal drawn sugar-
cane crushers.

Merchart  exporter of
Oil Mill Mzchir ery.

Industrial maéhinery—- Manufacturer exporter of-
others. Ice making plants, deep
freezer, etc,

Sewing machines, ho-
siery knitting machires
and accessories.

Marufacturer exporter of
sewir g machir es.

Blectric fans,
K] 1y

Manufacturer exporter of
fans ard sewing
machires.

L

1944 LS9,
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Items manufactured/
II. Name of the Member Panels represented exported by the member-

21. Shri Chaudhary Devinder Electriccables andwires. Marufsclurer exporter of
Singh Industrial Cables (I) electric cabls and wires..
Lid., Hindustan House
(6th Floor), Kasturba Gandhi
Marg, New Delhi.

22. Shri K. Bswaran, Hackbridge Electric generators, Manufacturer exporter of
Hewitic and Easun Ltd., Power & distribution  eclectric generators etc.
5-7 Second Line Beach, P.B. transformers, motors
No. 50, Madras-1. switchgears and con-

trol gears.

23. Shri J. Desai, Expo Machi- Heating and cooling RBxporting  agents of
nery Ltd., 19-A,  Alipore equipment. M/s Kelvinaters ma-
Road, Delhi. nufacturing refrigera—

tors and other heating
& cooling equipments.

24. Shri V.D. Sarda, Permanent Electrical manufacturers Manufacturercf exporter
Magnets Ltd., Sylvester Buil- n.o.s. permanent magnets.
dings, 20 Lod Custom
House Road, Bombay-1.

25. Shri A. N. Ahuja,  Ahuja Electric equipment, Menufecturer expciter cf
Radi-s, 215, Okhlg Indugtrial apparatus, applier ces Public Address cquip~
Estate, New Delhi. and instruments, ments, radio etc.

26. Shri Brijmchan Lall, Herc Bicycles ¢nd bicycle M:pufrcurer expaiter f
Cycles Pvt. Ltd., G.T. Reed, ccmpe nents and zcces- bicycles end perts.
Hero Nagar, Ludhiana. scries.

27. Shri T.A.S. Balégopal, Tata Build in  vehicles in- Menufi ctuzer expQater ¢ f
Bngg. & Locomotive Co.  cludirg heavy duty trucks  vehicles.
Ltd., Block ‘A’ Shiv Ssger  jeeps, chesis, bus bcdies
Estate, Annic Besant Roezd, :smbulence cars, thiee
Worli, Bc mbsy-18. wheeler motcrcycles,
SCrters, etc.

28. Shri Jaspal Singh Bhasin, Automobilesncilleriessrd Menufi ctiner exporier «f

Bharat Springs P, Ltd.,x1 C accesscries. auto-pasts and &ecessc-
Denham Hall Lane, Girgaum, ries.
Bombay-4.

29. ShriR.C. Maheshwari, Textile Railw:y wegcns end Moanufacturer expirter <F
Machinery Corpn. Ltd., cosches, textile mechinery, rail-
Belgharia, Calcutta-s6. wsy coaches.

30. Shri S. N. Rungta, Shree Raielway track and sig- Msnufacturer expcrier of
Laxmi Iron and Steel Works nalling materials. railwey treck & signell-
Pvt. ltd., P. 16, Kalakar ing materials.

Street, Calcutta-7.

31. Shri S.C. Bhandari, Melite Miscellaneous menu- Merchsnt  expcater  €f
Videsh VyaparPvt. Ltd.,17G  facturers n.o.s. diffezent ergg. gcds..
Cawasji Patel Street, GPO
Box No., 862, Bcmbey.

32. Shri N, J. Ralani, Hindustan Ingot Aluminium Semis Msnufactuger expeater of
Alumimium Corpn. Ltd., of Aluminium and slumiiniume— Semis &

Century Bhavan, Dr. Annic manufacturers of Alu-  menwfecturers.
Besant Rcad, Bcmbay. minium.
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Items manufactured/

¥ Name of the Member Panels represented expcrted by the member.
33. Shri J.S. Parikh, Batlibci & Export Hcuge, Merchent xp it 03
Co. (P) Ltd., P.O. Bcx No. varicus engg. gccds.
190A, PForbes Street, Fort,
Bombay-1.

34. Shri B.D. Kumar, Joint Secre-
tary, Ministry of Commerce,
Udy-g Bhavan, New Delhi.

3s. Shri K. Rajagopalan, Deve-
lopment Officer, Direc tor
Genera] of Technical Develop-
ment, Udyog Bhavan, New
Delhi.

36. Shri T. Ghosh, Iron & Steel
Controller, 234/4, Acharya
Jegdish Ch., Bcse Read,
Calcutta-20.

Alternate

Shri A.C. Ray, Deputy Iron
& Steel Controller 234/4,
Acharya Jagdish Ch. Bose
Road, Calcutta-20. .

37. Shri L.K. Dhawan, Director,
Prcjects & Equipment Corpn.
of India Lt., <Chandralok’,
36. Janpath, New Delhi-1,
(Merchant exporter Public
Secter Undertaking)

Alternate

Maj. Gen.S.P. Vohra, Projects
& Bquipment Corpn, of India
Ltd,, ‘Chandralok’, 36 Janpath,
New Dethi-1.

38. Shri Ashish Kamani, Kamani
Engg. Corpn. Ltd., Kamani
Chamber, Nicol Road, Ballard
Bstate, Bombay. (Manufacturer '
exporter of Transmission Line
Towers)

Alternate

ShriA.C.Dev, Kamani Engg.

Corpn. Ltd., Kamani Cham-
ber, Nicol Road, Ballard

Bstate, Bombsy.

39. Shri Ranvir Khatau, Assc-
ciated Cement Ccs. Ltd.,
Cement House, 121, Maharshi
Karve- Road, Bombey.
(Manufacturer exporter cf
Cement Plants)
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Name of the Member Panel reprenented Items manufactured/exported
by the member

Alternate

Shri S. N. Guliti, Assnciated
C=m=nt Cos. Ltd., Cement
House, 121, Maharshi Karve
Road, Bombay. -

NOMINEES OF THE ORGANISATIONS

1. -ty of [hihn Crombhzars ~of Com-  Lala Charat Ram, Jay Engineering Workg
m-re: and Inia:try, N:w D:fhi. Ltd,, Him-laya H use (4th Flocy), 23,
Kasturba Gandhi Ma-g, New Delhi-1.
(M mufacturer exposrter of clectric fans

and sewing machines).

LAY Tyt Mo adTeiners’ Ocganisation, Shri Firez S. Boldiwala T:yzbi Bucket
B mh:uy. Fact 1y, 174, Janjiker Strect, Bembuy-3.
(Mnufucturer exp 'rter of buckets).

3. [t Baziarcing Association Cal- Shri P.K. Nanda. Metal Bex C . «f  India
cutta. Ltd.. Bail w House, 59-C, Chewringhee
R:ad, Calcutts-zo. (Manufacturer ex-

porter of Crown-c rks and containers).

I Tz % ochdin of [adia, Cal- Shri S.C. Chokhani Sudirshon  Engincer-

cdtta, g ing Pvt. Lti.,, 138 Kalbadevi, Bom-
bay-2.

o Te Tl of Avociation of Small Shri O.P, Saraf, ‘Sarfaf Bhavan’, 34, Pusa

50 0 Talaeiss, Noow Delai, R ad, New Delhi-5. (Manufacturer ex-

p 'rter of buckets, Ghumellas and mer-
chant exporter of s2wing mechines),

» Uoov el Somhees of Cmacre: Shei W. N. Talwar, Managing Director
ntivlreey of L1l N:w Dethi. Pay:n-Taldes P.t. Ltd., 14/1, Delhi
Mathura Rcad, P.O. Amarnagar, Farid
ibad). (Manufacturer exporter of Gas

ets). .



List of Members of Administration of Engineering Export
Promotion Council

(1972—1974)
(For Admin: and Finance)
Chairman
Dr. B. V. Bhoota,
Messrs. Door-Oliver India Limited,

16, Queens Road Estate,
Bombay-1

(Manufacturer exporter of Chemical Plants).

Vice-Chairman

Shri K. K. Jhalani,

Messrs. Gedore Tools (India) Limited,
151 Golf Links,

Post Box No. 3027,

New Delhi-3.

(Manufacturer export of Hand-tools)

Dr. G. V. R. Murty,

Messrs. Union Carbide India  Limited,
1, Middleton Street, ’
Calcutta-16.

(Manufacturer exporter of Batteries, torches etc.)

Members
Shri B. P. Bhardwai,
Messrs. Bhagawati Steel Pvt. Lid.,

67, Park Street,
Calcutta-16.

(Manufacturer exporter of Fencing material, tension bars, etc.)

Shri B. L. Dalmia,

Messrs. Shree Shankar Industries,
29-A Sir Hariram Goenka Street,
Calcutta-7.

(Manufacturer exporter of Steel castings).
w
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Shri M. D. Jindal,

Messrs, Machino (Sales) Pvt. Ltd.,
33, Netaji Subhas Road,
Calcutta-1,

(Manufacturer exporter of steel fastners, bolts and
‘ nuts).
Shri V. P. Punj,
Messrs. Fedders Lloyd Corpn. Pvt. Ltd,,
M-13 Connaught Place,
New Delhi-1.
(Manufacturer exporter of Ice-making Plants).

Shri O. P. Saraf,

Saraf Bhavan,

34 Pusa Road,

New Delhi -5.

(Represents FASSI)
Federation of Associations
of Small Scale Industries

(Manufacturers exporter of buckets,
Ghamellas and also merchant exporter
of Sewing machines).
NOMINEES OF THE GOVERNMENT OF INDIA
Shri B. D. Kumar,
Chief Controller of Imports and Exports,
Ministry of Commerce,
Government of India,
Udyog Bhavan,
New Delhi,
Shri K. Rajagopalan,
Development Officer,
Directorate General of Technical Development,
(DGTD),
Udyog Bhavan,
New Delhi,



APPENDIX V
(Vide para 1-89)

Statement showing the details of Countries with which India had to Complete in the world

marRket for the sale of the export of enginsering goods.

8. No.

Names of countries India

has to compete with in the
Name of the export product world market for sale of the

export product in question

1

2

4 &, U

a0
uI

q2

13

14

5

16

L 17

Fabricated Steel Struciurals-all others, not West Germany, UK, Japan,

specified hereunder. S , China.
Steel pipes & Tubes, ungalvanised N . ]apnn, China, Belgivm, UK,
Taiwan, USA.
Steel pipz2s and tubes, galvanised ' . . . Do.
Steel weldmesh . . . . . East European Countries.

Transmission line towards galvanised . . Iraly, USA, Japan, Spain.

Stcel bright bars & shaftings . . . Japan, UK, Spain, South Afrca.
Steel Wires ropzs and wire strand . . Australia, W. Germany, France,
. Japan and East European
Countries.
Bicycle Tub: Valves . . . . Czechoslavakia & Other East
Ruropean Countries, Taiwan.
Electric Power Capacitors & Condensors . EBC, W. Germany, UK, Spain.
All Aluminium Conductors (AAC) . . Yugoslavia, Taiwan, Spain.
Aluminium Conductors, Steel re-inforced (ACSR) Do.
Insulated cables (less than 1-1 kv. with alumi-  Yugoslavia, Taiwan, Spain,
nium conductors. Japan.
Insulated cables (1-1- kv. and above) with Do.

aluminium conductors.

Decorative electric lights sets of twinkling and JapmaHollnndK Spain, Talwan,

non-twinkling varieties. and S oren.
Small & cutting tools, not spxcified thereunder . Sweden, UK, W. Germany,
Spain, Japan.
Bonded abrasive products, all types . UK, USA.
Broahes, all types . . . . . W. Germany, Sweden, UK,
Spain, Japan.

19
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Names of countries India
ha« to compcte with in the

8. No. Name of the export product world market for sale of the
.. export product in question |
18 Diamond cutting tools including Dress fri i
e hcls, ol e i g Drescers Sweden, S. Africa, Spain.
19  D:ills alltypesinciuding twist drii UK, w. Germany, Sweden,.
Spain and Japan.
20 Enginecrs® steel files, saw files, and ra ps, UK, USA.
all rypes. ’
21 Gear cuting tools, all types UK and USA.
22 Tools for lathes, Shapers, and Planers, Spain, Italy and France.
a'l types. ,
23 Milting cutters, all typ:é UK, USA and Sweden.
24 Minngtoils,all types (cxcluding drilling Rumania, Pelend, UK and
equ:pments), Japan.
25 Pn:umatic tools, all types UK ;W. Germany, Japan.
!
26 Rezmers, alltypos . . . Do. .
27 Rock drills, all types Rumania, UK, W. Ger manyy and:
- . Japan.
28 Saws,scgments and saw blades, all types Sweden, W. Germany_and UK.
29 Threading taps, threading dies and chasers ™ Sweden, W, Germany, UK! and
\ USA.
..«80- Tungsten'carbide tips and dic:, all types ‘ UK ard Sweden.
+.+31 Drop forged and other hand tools—all W. Germany, Spain,j, Taiwan,.
others not ¢pec'fi:d hereunder. Japan and USA. .
32 Allen head keys,alltyp-es Do © -
33 Break adjusting tools . . Do.
34 . Chisel, punches and hammers, all types De,
35 Clamp on vice . . . . De.
36 Flaring iools, all types De.
37 Plicts, spanncrs wrenche and screw and nut De.
) drivers, all types.
38 l@ippi;;‘g bar . . . . De.
399 Sockets and rackets, all types . . Do.
40 Ball,cy!indrical roller, taper roller and needle  Sweden, Japan, UK.
" roller bushes and needle roller. W
41 Pork Lifx Trucks EEC, UK and Japan. _
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Names of countries India

' has to compeate with in the

S. No. Name of the export product world market for sale of the
export produt iR question

42 Ce=ma=nt Mill Machinery . . . . Japan, UK, West Gemany.
43 (a) Commercial vehicles . . . . Japen, UK, W. Germany, Spain,
USA, Italy.
(b) Jeeps . . . . . . Do.
44 Motor cycles . . . . . . Japan, UK.
45 B:litlinks for machine guns . . . W. Germany. Japan 2nd UK.
[R]
46 Bioycles complete (other thar 309, sports UK.  Chechoslovakia, Japin,
light road-star type). West Germany and China.
47. Bicycle com ponents and accassorics . Do. Taiwan.

48 Special model bicycl:s with three speed hubs . Japum, UK, Czechorlavakia and
Austria.




ApPENDEX Vi
(Vide para 1.94)

Exports of Galvanised steei of iron pipes and tubes)Ungalvanised pipes and tubes, black pipes and steel bright bers and shiftings

(Qty. in ‘o000 tonnes)

(Value in Rs. lakhs)
I 1960-61 1961-62 1962-63 1963-64 1964-65 1965-66 1966-67 1967-68
tem
Qty. Val. Qty. Val. Qty. Val. Qty. Val. Qty. Val. Qty. Val. Qty. Vel. Quy. Val
1. Galvanised steel or ircn pipes
and tubes . . . I'9 15 1 10 06 s 43 34 89 62 15°5 109 272 258 30°1 323
2 . Tubes and pipes or Ssteel c\ccpt
usnron,notgalvnmsed Negl. Negl.Negl. Negl. o1 1 89 §7 18-4 183 169 174
(Qty. in ’ooo tonpes)
(Value in Rs. lakhs)
; 1968-69 1969-70 1970-71 1971-72 1972-73
tem .
Qty. Yal. Qty. Val. Qty. Val. Qty. Val. Qty. Val.
1. Galvanised steel or »
iron pipes and tubes 690 646 69- 1 753 414 566 432 654 47°0 690
2. Tubesand pipesorsteel except
castiron, notzalvaii.ed . 32°0 281 36°9 341 19°6 217 15°7 187 131 162
N>te: Figures from 1966-67 are in terms of past-devalued Rupes.




APPENDIR VI
(Vide para 1-102)
Statement showi : . L e the
1970-71 to 1973 ‘xn: expenditure incurred on  Delagations|Study 1eams during the ported

/

. ‘Total
Year Details of Team Countries visited Expend jter
Res.
1970-71  Delegationto Australin . Australia, New Zealand Fiji &
Singapore . . 1,02,707 67
4 member sales team o Zambia & Kenya . . . 37,000-00
Onc-man sales team « Malaysia & Indonesia I 7,200 -00

1971-72 D:l‘:g'?tion to ‘South Esast Indonesia, Malaysia& Thailand .  $32,613-12
sia.

One-man sales team . . Aden, UAR, Sudan, Kenya,
Nigeria, Ghana, Ethopia,
Lebanon, Kuwait, Syria, Iraq,
and Iran . . . . 16,763-00
Do. . . Kenya, Dubai, Lebanon, Syria,
UAR, Mauritius, Jordan &
Iraq . . 11,317 -00

1972-73 Omne-man Sales team . . N‘i{‘aria, Ghana, Sudan, & East
fca . . . . . 13,240 -08
D:legation to Latin America Jamaica Trinidad, Venezuela, Bra-
zil, Columbia, Argentina
Chile & Peru . . .

Delegationto Indonesia . Indomesia,Phillippines & Washing-
ton . . . .

€973-74
2,37,320-00

1,15,368 -18%
Delegationto S.E. Asia . Phillippines, Indonesia and Taiwan 40,900 -00

s-man Composite study team Canada .« 1,00,447 82
One-man sales team . Italy. W. Gefmany, U.K. Sweder.,
Denmark, Holland . . 15,340 :00

Do. . . . USA, Canada & Japan . . 16,165-00
Do. . . . Iran, Kuwait, Lebanon, S.
Arabia . . . . 10,788 -0

¢l

. 10,788 -00

7:87:599°' 19

Do. . . . Indonesia, Singapore, Malaysia
Hong Kongn.. . .




) Appendix VIII
ConclusionsiRecommendatiomns

S.  Para Ministry Conclusions/Recommendations
No. No. concerned

1 2 3 4

1 1.10% Ministry of Commerce In their 174th Report (Fifth Lok Sabha), the Public Ac-

counts Committee had drawn attention, in April, 1976, to the fact that
the cash assistance given from time to time, for promoting exports
of walnuts had little or no relevance to the realities of the situation
prevailing at a given point of time and that, more often than not, such
assistance proved to have been “not only a drag on the exchequer but
in the result infructuous.” The Committee had then emphasised
that what was required was an integrated and coordinated approach
to the entire question and not-“a propensity towards ad hoc and
piece-meal fiats.” Again, in their 178th Report (Fifth Lok Sabha),
the Committee had criticised, in April, 1976, the grant of a “massive
assistance” for exports of man-made fabrics in what they described
as “an indiscriminate and even irrational manner” and had highlight-
ed a number of deficiencies and defects in the conception and opera-
tion of the cash assistance scheme. The present Audit paragraph
under consideration, which deals with the extension of cash com-
pensatory support to exports of engineering goods, is yet another ins-
tance of formulation of policies on the basis of an inadequate assess-

g
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ment and appreciation of the factors involved and of failure t{o take
prompt corrective a.tion even when certain anomalous consequences
of such policies had come to light. The facts disclosed therein rein-
force the Committee's earlier impressions in regard to the adminis-
tration of the cash assistance scheme. Some of the major shortcom
ings of the scheme in respect of engineering goods that have come
to the Committee’s notice are discussed in the succeeding paragraphs.

To begin with, the Commitiee find that at the time of tak-
ing the initial decision to extend, with effect from 6 June 1966, cash
compensatory support to exports of engineering goods, as well as
for a number of ye=rs thereafter the various fartors involved had
not been critically assessed and taken into account for a proper deter-
mination of policies in this regard and instead what can only be
termed an ad hoc approach had been adopted. Explaining the ration-
ale for the grant of cash assistance for exports of engineering goods
immediately after devaluadon of the Rupee (8 June 1966), the Com-
merce Ministry have stated that the expectation that 574 per cent
more realisation, in terms of rupees, as a result of devaluation would
off-set the disabilitv in foreign comnetition had not materialised, and
that a study. by the Committee of Secretaries, of typical products
moving in exports indicated thst despite devaluation, non-traditional
goods required some assistance. Besides, according to the Ministry,

the process of diversification and modernisation of export trade, par-

Ger
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ticularly in the non-traditional sector, had just begun and a number
of export products entering the market had to be assisted on the
basis of the ‘infant industry’ argument. With a view to encouraging
such exports and promoting itemg other than those in which India
had a competitive advantage, a decision is stated to have been taken
that cash compensatory support might be provided for selected non-
traditional export products.

It has, no doubt, been contended by the Ministry that a
study of typical export products had been undertaken by the Com-
mittee of Secretaries before the decision to introduce cash assistance
immediately after devaluation was taken. The Committee, however,
find that though cash assistance is normally intended to bridge the
gap between the cost of production of an export product and the
f.0.b. realisations accruing from its export and a detailed examination
of the cost structure and f.o.b. realisations is, therefore, of funda-
mental and vital importance, “the cost structure and data about f.o.b.
realisation had not been gone into” by the Committee of Secretaries,
while deciding “as a matter of policy” in August 1966 to extend cash
compensatory support to selected non-traditional export products.’
It is, therefore, not clear to the Committee how the need and justifi-
cation for cash assistance were determin>1 by the Committee of Sec-
retaries in the absence of anv precise cost-benefit analysis.

The Committee are of the view that devaluation, which
had admittedly made Indian goods cheaper in the world market by
574 per cent, should not have ordinarily warranted further assis-
tance and incentives for export promotion. Data relating to cost of
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production and f.o.b. realisatinus should have been examined in
detall before Government agreed to extend cash assistance. That
this was not done is regrettable,

It has also been costended by the Ministry that since the
rates of cash assistance were valid only for a year at a stretch, a

review of the need for continuance or otherwise of the assistance

in the changed circumstances that might prevail took place once a
year by itself. It is. however, seen that during the five-year period
from 1969 to 1973, when certain perceptible changes had taken place
in regard to the indigenous availability of raw meterialg required
for the manufacture/fabrication of engineering goods and in the
behaviour of international prices (the prices of imported prime
steel, the principal raw material for engineering goods had generally
increased by about 80 per cent between early 1972 and November
1973 and the f.o.b. realisations from exports of products made from
mild steel had increased by about 100 to 150 per cent), justifying a
close second look at the need for rontinurnce of cash assistance,
the rates of cash assistance in respect of most of the engineering
goods had remained practicallv unchanged and had been reduced
only in respect of steel wire ropes in October 1972. It is also signi-
ficant in thig context that cash assistance for exports of stee] wi-~
ropes h-d, in fact, been increased from 20 to 25 per cent of the f.o.b.
realisation with effect from 1 February 1970. Similrlv, in respect
of Transmission Line Towers, cash assistance for which was abo-

Lt1
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lished only with effect from 25 February, 1974 on the ground thtt
the f.o.b. realisations had increased and there was no lo:s in exports,
an increase in the rate of cash assistance had been ailowed with
effect, from 1 April, 1970 which had contirued even during 1972-73.
While the Committee have not examined in detail the reasons for
the non-revisioa cffincrease in the rates of cash assistance for indi-
vidual export products, it would, prima facie, appear from the facts
disclosed in the Audit paragraph that all the relevant factors affect~
ing or having a bearing on exports of engineering goods had not
been adequately taken into account and made use of promptly for
the determination of policies from time io time. In any event, it is
fairly evident that no attempts were made to ascertain, on the basis
of scientific cost studies, the actual need for and quantum of cash
assistance till May 1972 when cost * studies were commissioned
through the Indian Institute of Foreign Trade in respect of only five
mild steel-intensive items (steel pipes and tubes. steel wire ropes,
transmission line towers, electric transformerg and bicycles and
bicycle compc—ents) and that conclusive action in respect of some
of these commodities was taken much later, in 1974, only afer scme
of the deficiencies of the cash assistance scheme had been highlighted
by Audit.

Cash assistance for exports is also not normally allowed
beyond 25 per cent of the ‘added value’, which is arrived at by deduc-
ting’ the cost of imported material going into an export product from
the f.0.b. realisation. This principie ensures that the ascistance
given for exports has some relevance and relation to the net foreign
exchange earned ani is not disproportionate. Thus, 'when the im-

8€1
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port content of an export product goes up, the general policy is to
reduce the quantum of cash assistance, the reduction being propor-
tionate to the diminution of the value added indigenously. In res-
pect of engineering goods, however, the value added condition had
been impog¢éd only in June 1973 when a decision was taken that the
supply of imported steel at the Joint Plant Committee price (the
price at which steel was being sold by the main producers in India)
plus 2 per cent would be made only for those contracts where the
f.0.b. value of exports was at least 25 per cent higher than the
c.if. value of all inputs required for the fabrication of export pro-
ducts, which were wholly or partly imported into the economy, in
spite of the fact that the international prices of prime steel had
started rising early in 1972 itself.

The Committee note in this context that the import con-
tent of engineering goods exported from the country went up from
September 1970 itself when, on account of scarcity of indigenous
prime steel of some varieties imports of prime steel had been per-
mitted by Government. A decision, however, appears to have been
taken, in April 1971 that the then existing rates of cash assistance
need not be dlsturbed on account of the increase in import content
of the export products. The principal considerations which then
weighed with Government were that (a) the imports allowed dur-
ing 1971-72 were in the nature of distress imports to augment do-
mestic supplies and were not of the exporters’ own choice or volition,
(b) increase in the Import Replenishment in such cases was not
of a very high quantum and as such its impact in terms of reducing

6¢€x
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cost of production was not likely to be considerable and (c) the im-
port cost of certain steel items was not less than the domestic prices.
The Ministry have further contended in this connection that as
there was no provision during 1971-72 for supplying imported steel
at indigenous prices (this measure is stated to have been adopted
from April 1972 only), the importer had to pay the international
price even if it was higher than the indigenous price and that since
cash assistance sought to meet the difference helween fo.b. cost
and f.o.b. realisation to the extent that f.o.b. cost increased on
account of the comparative higher price of imported steel. “the need
for cash assistance gets strengthened and does not disappear.”

As regards the Ministry’s contention that the procedure
for supplying imported steel at indigenous prices was not in vogue
during 1971-72 and wag adopted only from April 1972 and the im-
porter, therefore, had to pay the international price even if it was
higher than the indigeneus price, the Committee find that in May
1967 itself, a policy of reimbursing the difference between the do-
mestic price and international price of steel and pig iron to expor-
ters of engineering goods had been introduced, according to which
exporters were to be reimbursed the price difference in respect of
ten categories of gteel. It. therefore, follows that at least in respect
of these categories. an in-built subsidy was already available to the
exporters of engineering goods. In any case, it is not very clear to
the Committee how the import cost of certain steel items (which

ob1
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unfortunately have not been specified by the Ministry) being not
less than the domestic prices could be considered a valid reason for
not applying the ‘value added’ criterion at least in the case of those
steel items whose international prices were lower than the indigen-
ous prices. Even in respect of those items whose international prices
corresponded to or were more than the domestic prices, the fact
remains that while the need for cash assistance may, as claimed by
the Ministry. get strengthened on account of the increase in f.o.b.
cost, there would also be a corresponding reduction in the net
foreign exchange to be earned from the exports of engineering goods
using these categories of steel and the Committee are not sure whe-
ther this factor had also been taken into account by Government.
As regards the other argument that the impact of the increase in the
import content on the cost of production was not likely to be consi-
derable, the Committee are unable to appreciate how Government
could arrive at this conclusion without any detailed cost studies.
In these circumstances, the Committee have a doubt whether there
was, in fact adequate justification for keeping the cost of the impor-
ted steel going into the finished export product out of the purview
of computation of the quantum of export assistance. They appre-
hend that all the wider ramifications of this question might not have
been examined thoroughly at the relevant time.

While the Committee are thus not entirely satisfied with
the arguments advanced for not reducing, in 1971-72  the rates of
cash assistance for exports of engineering goods following the in-
crease in the import content of the export products, they see no

AN
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justifications whatsoever for persisting with this policy during 1972-73
also, when there were more drastic changes in the situation, The
Committee find that the world prices of prime steel had begun to
rise from the beginning of 1972-73, the rise being particularly steep
from November 1972 onwards and that during this period large
imports of steel for export production had also become necessary to
meet the export target of Rs. 200 crores proposed by the Engineering
Goods Export Promotion Council, leading to a higher percentage of
import content in the export products. [According to the assessment
of the Export Promotion Council, out of the total requirement of 8.10
lakh tonnes of steel for 1972-73, 4.80 lakh tonnes (59 per cent) were
to be imported]. That the import content of engineering goods con-
tracted for export in 1972-73 had increased perceptibly would also
be evident from the typical instances of some exports cited by Audit,
which reveal that the estimated c.i.f. value of import content of
some typical engineering goods ranged between 74 per cent (black
pipes) and 97 per cent (steel bright bars and shaftings) of the ex-
pected f.o.b. realisation from the export, while in one case (gal-
vanised pipes and black pipes), the estimated c.if. value of import
content was nearly 42 per cent more than the expected f.o.b. reali-
sation. Though it has been contended by the Ministry of Commerce
that the figures relating to f.o.b. realisation and value of import
content shown in the Audit paragraph were only anticipatory and
had, perhaps, been taken from the firms’ applications/Release Orders,
the Committee are of the view that these were indicative of the

(448



trends then in operation, which could and ought to have been taken
promptly into account. Besides. according to the revised figures fur-
nished subsequently in this regard by Government themselves, the
estimated c.if. value of import content ranged between 80 per cent
(Galvanised steel pipes) and 73 per cent (Black pipes) of the ex-
pected f.o.b. realisation, while in the case of steel bright bars and
shaftings, the estimated c.if. value of import content was nearly
55 per cent more than the f.o.b. realisation. It is significant in
this context that the percentage of estimated value of the import
content to the expected f.o.b. realisation in the case of three ex-
porters (Steel pipes and tubes, Galvanised steel pipes, and
Galvanised pipes and black pipes) had come down only on
account of the subsequent re-negotiation of the contracts in ques-
tion with a view to taking advantage of the rise in international
prices and obtaining higher prices for the export products. It has
also been admitted by the Ministry that the supply of imported
steel during this period (1972-73) to the fabricators/manufacturers
of engineering goods at the lower indigenous prices (Joint Plant
Committee prices plus 2 per cent) led to anomalous situation in
which exporters of engineering goods, having got imported steel at
the lower prices, quoted also lower prices for the resultant export
products leading to lesser f.o.b. realisations though the raw material
prices were high and that for “quite a number of products”, the
value of the steel imports wag itself almost equal to or in “a few
cases” even higher than the f.o.b. value realised by export.

1% 21
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In these circumstances and in view of the fact that Gov-
ernment’s policy at the relevant time was to subsidise supplies of
imported steel by making it available at the lower indigenous prices,
the Committee fail to appreciate how the import cost of certain
steel items being not less than the domestic prices could still be
considered a valid reason for not disturbing the then existing rates
of cash assistance so as to ensure that these rates bore some rele-
vance to the net foreign exchange top be earned and were not ab-
normally disproportionate as had happened. They feel that Gov-
ernment ought to have reacted to the changed situation more quick-
ly and made suitable adjustments in the rates of cash assistance for
engineering goods. As has been pointed out earlier by the Commit-
tee, in paragraph 1.8 of their 236th Report (Fifth Lok Sabha), even
if the circumstances prevailing in 1972-73 warranted the grant of
cash assistance, the quantum of such assistance should have been
determined after a scientific evaluation and analysis of the costs
and f.o.b. realisations. This, unfortunately, does not appear to have
been done, which is regrettable.

While the value-addition requirement imported in June
1973, brought some results, although belatedly, it is clear that even
this measure failed to remedy entirely the anomalous position crea-
ted by the high import content of exportable goods and the dispro-
portionate and liberal grant of cash assistance, Though the Ministry
have contended that after the value-addition requirement was sti-

i



pulated, there was no case of net outflow of foreign exchange, the
Committee find that even after three of the six contracts (firms
‘B’, ‘D’ and ‘F’) relating to pipes and tubes were re-negotiated, the
amount of cash assistance admissible was disproportionate, the per
centage of cash assistance admissible to the net foreign exehange
to be earned being 93 per cent. 151 per cent and 131 per cent respee-
tively. In other words, the cash assistance admissible was in ofte
case almost equal to and in two cases considerably more than the
net foreign exchange to be earned. Assistance should not exceed
25 per cent of the added value was to be observed the cash assistance
should not have been more than Rs. 31 per tonne and that, in this
case, for earning a net foreign exchange of Rs. 125 per tonne, Gov-
ernment would be paying Rs. 251 per tonne as cash assistance. The
Board had also pointed out that if the increased assessable value of
the imported mild steel rods used for the exported steel weld mesh
(the imported value of mild steel rods had registered an increase in
January 1972) and the latest f.o.b. realisation from the export of
weld mesh were taken into consideration, the net foreign exchange
drain worked out to Rs. 129 and even then the exporter would get
cash assistance of Rs. 251 per tonne. It is obvious that if the con-
tract in question had not been re-negotiated subsequently by the
exporter to derive an advantage from the rise in international prices,
the cash assistance admissible at the then existing rate of 20 per
cent would have proved, by any standard, to have been excessive

and even abnormal. The Committee are, however, concerned to -

find that even when this specinfic instance of anmaly in the operation
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of the cash assistance scheme was brought to the Ministry’s notice,
apart from informing the Directorate of Drawback that the
conclusion that the corrective action taken in June 1973 was also
inadequate in these caseg is, therefore, fairly inescapable,

Yet another argument advanced by the Ministry with re-
ference to a specific instance of disproportionate grant of cash assis-
tance for exports of steel weld mesh is that the cash assistance scales
for exports of engineering goods cannot be said to be liberal from
any standard of costing. This, unfortunately, is not sustainable on
the basis of the facts as they emerge from a study of the Audit para-
graph and the evidence tendered before the Committee.

That whatever reviews and exercises were carried out in
this regard till 1973 were only superficial and inadequate and that
the decisions taken from time to time were not based on any pre-
cisely thought-out foundations are also evident from the illustrative
instances of disproportionate grant of cash assistance cited in the
Audit paragraph relating fo exports of steel weld mesh and bright
steel bars. For instance, in the case of steel weld mesh, for which
cash assistance at 20 per cent of f.o.b. realisations was available till
31 March 1974, the Central Board of Excise and Customs had noticed
(early in 1973-73) that an exporter would get, according to the then

48
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existing rates of cash assistance, an assistance of Rs. 251 per tonne
although if the principle that the decision to grant cash assist-
ance for exports of steel weld mesh at 20 per cent of the
f.ob. realisation had been taken in Augusi 1966 with the
approval of the Cabinet, little else was done by the Ministry
to remedy the situation and that it was only much later
(in early 1974) that a study was conducted to find out the value addi-
tion from the export of this item after taking into ac~ount ail im-
ports going into the product, when it was found that the net value
addition wag only 11 per cent and a decision taken to abolish the
cash assistance for this product with effect from 1 April 1974. The
Committee cannot countenance the Ministry’s casual approach to
this question and the failure to take prompt corrective action even
when ancmalous consequences of the export promotion policy had
been highlighted by one of Government’s own agencies, and desire
fixation of responsibility for this failure which must have cost the
exchequer dearly.

Again, in respect of bright steel bars and shaftings the
justification for the grant of cash assistance at 10 per cent of f.o.b.
realisation, even when mild steel bars and rods were imported in
considerable quantities, often during periods when world steel prices

1341
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ruled high, and the value added indigenously was also not very
significant, is open to question. Admittedly, the process involved
in the production of bright steel bars from mild steel bars is not
sophisticated and requires only machining. The Committee find
from their exammatlon of an illustrative instance of export of this
commodity Tited in the Audit paragraph, that while the percentage
of cash assistance admissible to the net foreign exchange to be
earned had been assessed by Audit, on the basis of the expected
f.o.b. realisation and estimated c.i f. value of import content, at as
large a figure as 2875 per cent, according to the Ministry’s own
computation furnished to the Committee gubsequently, the foreign
exchange to be earned from this export was negative. Apart from
informing the Committee that cash assistance for bright bars and
shaftings was introduced in 1966-67 immediately after devaluationy
with the approval of the Committee of Secretaries the Ministry have
not been able to vouch whether the manufacturing processes involv-
ed in the production of bright bars had been taken into consideration
and whether any detailed examination of the cost structure, process-
ing, etc. had been undertaken before a decision to grant cash assis-
tance for this commodity was taken. While the Committee have,
therefore, not been in a position to adequately satisfy themselves
that the casn assistance granted for this commodity was, in fact,
justified and all the relevant factors were taken into account in de-
termining the need for the assistance, they cannot help concluding,

on the basis nf the facts made available to them, that cash assistance
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in this case was extended injudiciously. This conclusion is also
strengthened by the fact that a study undertaken much later (in
early 1974, leading to the abolition of cash assistance for this item
with effect from 1 April 1974) had disclosed that a comparison of
the f.o.b. cost and f.o.b. realisations did not justify continuance
of the assistance and that the net value addition was only 11 per
cent. At this distance of time the Committee have to merely rest
content with expressing their displeasure over the manner in which
this question appears to have been handled.

The final picture that emerges from the foregeing para-
graphs is, thus, far from satisfactory. Viewed in retrospect, the
Committee cannot help feeling that greater vigilance and care could
have been exercised by Government in allowing large payments out
of the exchequer and the cash assistance scheme administered in a
more prudent and discriminating manner. The Committee find that
during the three vear period from 1971-72 to 1973-74, a tetal sum
of Rs. 64.90 crores had been paid as cash assistance for exports of
engineering goods and a further sum of Rs. 49.86 crores also sanc-
tioned as drawback of customs and excise duties, as against which
the total f.o.b. velue of exports of engineering goods during the
period amounted to Rs. 447.24 crores. While the votaries of the
cash assistance scheme may argue that this is not too high a price
for maintaining a steady growth in exports. which is vital for the
economy, if the value of the other concessions and facilities, like
Import Replenishment concessional railway freight, concessional
bank finance, supply of raw materials at subsidised prices, Grants-
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in-aid etc., extended to exporters is also quantified and taken into
account, the total cost of the export promotion effort may well turn
out to be not quite proportionate to the net gain actually accruing to
the country as foreign exchange.

This does not, however, imply that the Committee are -

opposed to all export promotion schemes and activities in principle.
While they are not unwilling to concede the necessity for boosting
the country’s exporig through the instrumentality of cash assistance
and allied incentives for export promotion, particularly in the con-
text of the dumping and pricing-out tactics adopted by India’s com-
petitors in international trade and commerce, what they would like
to emphasise is that a more discriminating administration of various
export promotinn schemes skould be possible and also practicable.
Similarly, prempt corrective action should also be taken so ag to
obviate wide aberrations or anomalies of the type highlighted in the
Audit. paragraph. What is required, as has already been pointed out
by the Committee in their 174th Report (Fifth Lok Sabha), is an
integrated' and cocrdinated approach to the entire question of ex-
port promotion and not isolated and temporary pallialives. This
calls for a more meaningful export gtrategy related to the overall
policy of the country’s industrial and economic growth. As a first
step in this direction, Government would do well to attempt a quan-
tification, in monetary terms, of the various concessions given in the
past to exporters and make an assessment of the actuial impact of

ost
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these concessions with a view to determining how far these export
promotion meansures have actually succeeded in achieving the objec-
tives envisaged.

The present system of payment of cash assistance .is also
non-discriminatory and is granted to the industry as a whole irres-
pective of the fact whether the export transactions by individual ex-
porters actually result in a loss or not. In view of the fact that
some of the larger business and export houses are well capable of
sustaining the country’s export effort and still making substantial
profits, as could be seen from their balance sheets, the Committee
are of the opinion that it would be worthwhile to examine the feasi-
bility of restricting such subsidies and incentives only to the actual-
ly needy exporters while, at the same time, imposing suitable obli-
gations for export on those who do not really require such incen-
tives to sustain themselves. The representative of the Finance
Ministry also conceded during evidence that this question should be
considered and the Committee would, therefore, urge Government
to act upon this suggestion with the utmost expedition. Similarly,
there also appears to be a'case for examining the question of limi-
ting such subsidies only to those exporters with a large enough
ratio of exports to domestic sales in the interest of discouraging
those speculative exporters who enter the field temporarily only. to
take advantage of the various benefits offered and have no involve-
ment and interest in building up the long term exports from the
country.
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The facts disclosed by the Audit paragraph also underscore
the need for an urgent review of the need and justification for con-
tinuance of liberal scales of cash assistance for sustaining exports of
certain commodities, The Committee have been informed in this
context that a Standing Committee has been constituted in the
Commerce Ministry with effect from June 1974 to review cash com-
pensatory allowances and that this Committee has examined 13
export commodities till April 1975 and recommended withdrawal
or reduction or increase in the rates of cash assistance for various
items. However, that committee was yet to take up examination
of major export items involving heavy out-flow of cash assistance
and for this purpose relevant data was to have been collected by the
Chief Controller of Imports and Exports in respect of major items.
where the cash assistance outflow was the heaviest. Considerable
time having elapsed since then, the Committee would like to be
apprised whether this task has since been completed and if so. of
the action taken by Government on the findings of the Standing
Committee.

An analysis of the evidence tendered before the Commit-
tee also brings into sharp focus the absence of any institutional
mechanism, prior to June 1974, when the Standing Committee was
constituted. to review the need and justification for cash assistance
and to monitor and evaluate the behaviour of international prices
and fob. realisations. Apart from ad hoc reviews undertaken



whenever something was brought to notice and which, in any case,
proved to be wholly inadequate in the ultimate analysis, the Com-
mittee find that there was no permanent agency within Government
to aid decision-making in this regard. Consequently, an almost ex-
clusive reliance had to be placed on the data furnished by the Ex-
port Promotion Council, which is comprised of the interested ex-
porters and industrialists themselves and it was admitted by the
Chairman of the Engineering Goods Export Promotion Council him-
self that there was also no machinery at the disposal of the Council
to check the veracity of the data relating to cost of production fur-
nished by the exporters for this purpose. Besides, the representative
‘of the Finance Ministry also admitfed that the data furnished in this
regard by the Council was examined only “wherever possible” and
that the weakest link in the scheme was the determination of f.o0.b.
realisation. In a number of cases scrutinised subsequently, the
data furnished by the Council was also admittedly found to be at
variance with the actual position obtaining. Stressing once again,
as they have often done in the past the v#al importance of a con-
current monitoring and evaluation of the market trends, f.0.b. reali-
sations, import content of products etc., the Committee would invite
attention to their recommendations contained in paragraph 1:49 of
their 174th Report (Fifth Lok Sabha) and paragraph 1.11 of their
236th Report (Fifth Lok Sabha), and strongly reiterate the need
for devising a more satisfactory monitoring machinery for this pur-
pose g0 as to ensure that Government are able to intervene effective-
ly and in time tc safeguard public interest.
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