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INTRODUCTION

I, the Chairman of the Public Accounts Committee as authorised by the
Committee, do present on their behalf this Seventeenth Report of the Public
Accounts Committee (Sixth Lok Sabha) on paragraph 28 of the Report of
the Comptroller and Auditor General of India for the year 1974-75, Union

Government (Civil) relating to Export of Bicycles and Bicycle Com-
ponents during 1970's.

2. The Report of the Comptroller & Auditor General of India for the
year 1974-75, Union Government (Civil) was laid on the Table of the
House on 26 March, 1976. The Public Accounts Committee (1976-77)
examined paragraph 28 of the said Audit Report at their sitting held on
24 June, 1976, but could not finalise the Report on account of the dissolu-
tion of the Lok Sabha on 18 January, 1977. The Public Accounts Com-
mittee (1977-78) considered and finalised this Report at their sitting held
on 12 September, 1977 based on the evidence taken and the further written
information furnished by the Ministry of Commerce. The Minutes of the
sittings form Part II* of the Report.

3. A statement containing conclusions/recommendations of the Com-
mittee is appended to this Report (Appendix). For facility of reference
these have been printed in thick type in the body of the Report.

4, The Committee place on record their appreciation of the commend-
able work done by the Chairman and the Members of the Public Accounts
Committee (1976-77) in taking evidence and obtaining information for this
Report,

5. The Committee also placed on record their appreciation of the
assistance rendered to them in the examination of this paragraph by the
Comptroller & Auditor General of India.

6. 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,
NEw DELHL: Public Accounts Committee. Chairman.
September 30, 1977
Asvina 8, 1899 (Saka)

*Not printed. One cvclostyled copy laid on the Table of the House and
five conies placed in Parliament Library.




REPORT

EXPORTS OF BICYCLES AND BICYCLE COMPONENTS DURING
THE 1970s.

A. Audit Paragraph

I.1. Presently, the installed capacity of the 14 units in the organised
sector engaged in production of bicycles is reported to be 40.19 lakh
bicycles; these units are located in Punjab, Uttar Pradesh, Haryana, West
Bengal, Bihar, Tamil Nadu, Maharashtra and Assam. The organised
sector accounts for about 80 per cent of the production of bicycles. There
are a number of units in the small-scale sector also, with a capacity of
5 lakh bicycles. They are mainly located in Punjab, Delhi, Uttar Pradesh
and West Bengal. In 1974 about 27 lakh bicycles were produced by the
organised sector and the small-scale sector.

1.2, Apart from 56 units in the organised sector, about 300 units in the
small-scale sector are engaged in manufacture of bicycles components and
accessories (hereinafter mentioned as bicycle components),

1.3. The value of annual production and exports of bicycles and bicycle
components during 1970 to 1974 were as follows:

Production of organised sector

T e
(Rs. lakhs)
1970 . . . . . . . 20° 94 1,026° 00
971% | . . . . . . . 1817 1,066° 00
1972% . . . . . . . 22°87 1, 23'00
1973@ . . . . . . . . 25100 1,500 00
1974@ . . . . . . . . 2700 2,240 CC

¢SOURCE: Annual Reports of the Director General, Technical Development.
@Source: Annual Report of the Ministry of Industry and Civil Supplies.
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Export of bicycles (complete) and bicycle components

Year Bicy:les (c;x:lpulete) Bicyc}‘e T'otal Percent- Percent-
(Lakhs) (Rs.lokhs) ments  (Rs. bl CCom CCom,
(RsYilExfhs) 3ws 4ws
1970-71 . 2°03 243- 88 46177 705" 65 35 6s
1971-72 . 1'28 166° 66 562° 21 72887 23 77
1972-73 . 2°16 30522 732' 86 1,038 08 30 70
1973-74 . 1'72 264'99 1,197 68 1,462 67 18 82
1974~75 . 155 352724 1,770 07 2,122 31 17 §3

‘ Source~—Export statistics published by the Director General, Commer-
cial Intelligence and Statistics, Calcutta.

1.4. Most of the exports of bicycles is in knocked-down conditions.
Export of bicycles (complete) bears a relatively small proportion (about
8 per cent) to production of bicycles. The proportion (45 to 80 per cent)
which export of the components bears to the production thereof in the
organised sector alone is, on the other hand. very high.

1.5. Indian bicycles and bicycle components are exported to about 86
countries of the world, main importers being Nigeria, Indonesia, Tran,
Thailand, Malaysia, Kenya, Vietnam Republic, Singapore, the United States
of America and Tanzania,

1.6. Bicycles exported are of two types. viz., roadster and sports lJight
roadster (special model speed licht weight bicycles). The roadster is the
universal model common!ly used. and accounts for the major porticn of out
exports. The sports ligh! roadster is a sophisticated model which is mainly
in demand in the United States of America. There are only two manu-
facturers of sports light roadster bicycles. exports of which constitutes only
8 small portion (less than 10 per cent in 1974‘) of the total export of

bicveles.
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1.7. Rates of cash assistance and import replenishment admissible on

exports of bicycles and bicycle components from April 1970 onwards are
shown below:—

—

Pericd Chrmplete bicycle Crmplete bicycle Bicycle C m-
{Rradster) | (Sports Light poncnts
Roadster)
Cas Imp-rt Cash Import Cash Impert
assis- repleni- assic- repleni- a5gis- repleni-
tance shment tance shment  tance shment
(percentage cf f.c.b. value)
1st April 1970 to
3ISt August 1970 30 20 20 47 30 30
18t Scptember 1970
to 21st February
1974 . 30 20 25 30 30 30
22nd February 1974 .
to 13th March 1974 Nil 20 25 30 30 30
14th March 1974 to
315t March 1974 Nil 20 25 30 20 30
18t April 1974 10
22nd April 1974 Nil 10 25 30 20 20
23rd April 1974 to )
315t August 1974 Nil 10 10 30 20 20
st September 1974
to 31st March 1975 15 10 10 30 20 20
318t April 1975 on-
wards . ", . IS 10 12} 30 20 20

1.8. In 1972 the Indian Institute of Foreign Trade was asked to study
the adequacy or otherwise of the cash assistance available for exports of
complete (roadster) bicycles and bicycle components. In its reports sub-
miited in November 1972 the Institute recommended continuance of cash
assistance and cxport assistance at the rates prevailing then.

10,0, In Jecuary 1973 a committee was  set up by the Ministry of
Commerce under the Chairmanship of the Chief Controller of Imports and
Exnorts to review the registercd exporters policy for 1573-74.  Ministries
of Commerce and Finance as well as the Director General, Technical
Development, were represented in the Committee.  which  was  asked to
review, among other things. the need for and guantum of existing cash
subsidies and import replenishment. It was decided that since this com-
mittec was going into the question of cash subsidies on cngineering goods
exports consideration of the Institute’s report on bicycles might be held over.
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1.10. In an annexure to its report submitted to Government in Februaty
1973 the Committee indicated the proposed rates of cash assistance on
exports of complete bicycles (roadster) and bicycle components as 22.5
and 20 per cent of f.0.b. realisation respectively as  against 30 per cent
admissible for both then. The Committee also indicated therein proposed
reduction of the existing rates of import replenishment by 10 per cent viz.,
from 20 to 10 per cent for complete bicycles (roadster; and from 30 to
20 per cent for components. It was estimated that the proposed reduction
in cash assistance would result in a saving of Rs, 83 lakhs to Government
during 1973-74. The proposed reduction in import replenishment was
expected to result in a saving of Rs. 80 lakhs in foreign exchange during
that year. The above reductions were, however, not effected.

1.11. The report of the Indiun Institute of Foreign Trade was referred
to the Cost Accounts Branch of the Ministry of Finance in May 1973 for
advice about cash assistance admissible on marginal cost basis, The Cost
Accounts Branch pointed out certain anomalies in the mcothod adopted by
the Institute in working out the f.o.b. cost of bicycles. On the basis of
the data for two manufacturing units. the Cost Accounts Branch estimated
that f.o.b. realisation fell short of the f.o.b. cost of those two units by 24.65
and 17.69 per cent as against the cxisting cash assistance of 30 per cent.
The Cost Accounts Branch a'so pointed out that the Jnstitute’s study did
not take into account the exira benefits accruing to exporters from import
replenishment on exports of bicycles and components. It added that
“Normally import entitlements are sold at heavy premium or utilised by
importing directly raw materials or capital goods. The units conccrned
would derive considerable advantage in imports over indigenous cost.”

1.12. In July 1973 the Director General, Technical Development,
confirmed the above presumption. stating that the actual import content in
complete bicycles (roadster) would not excead Rs. 10 per bicycle, which
worked out to less than 10 per cent of the f.o.b. realisation, as against
20 per cent import replenishment allowed. About components also. it was
stated that the actual import contents was much less than the permitted

level of 30 per cent.

1.13. In Novmber 1974 ‘C". one of the leading manufacturess of
bicvcles, submitted its cost data for 1973-74 to Government. ‘C’s calcula-
tions showed a premium of 50 per cent on import replenishment, Had
premium on import replenishment been taken into account  for the two
units whose costing had been done by the Indian Institute of Foreign Trade,
the gap between the f.o.b. cost and fo.b. realisation would have been
substantially less than 24.65 and 17.69 per cent. For example, presuming
that premium on import replenishment in 1971-72. for which costing was
done by the Institute. was 50 per cent. s in the case of ‘C" in 1973-74, the
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-gap between the fo.b, cost and f.o.b. realisation would have been 14.65
and 7.65 per cent respectively,

1.14. In August 1973 the Ministry of Commerce proposed reduction
of cash assistance on complete bicycles (roadster) and bicycle components
from 30 to 21 per cent of f.o.b. value. The Ministry of Finance pointed
out in October 1973 that certain facts viz., increase in f.0.b. realisation by
17 shillings per unit, increase in the rate of duty draw-back from 11 to
13 per cent and premium on import replenishment, had not becn taken into
account in working out the proposed rate of cash assistance. Had those
facts been taken into account the rate of cash assistance would have been
lower than the rate proposed by the Ministry of Commerc2, Howevcr, since
the Institute’s report had been reccived in November 1972 and a decision
had already been delayed, the Finance Ministry gave ils concurrence
(October 1973) subject to the following:—

(i) reduction of cash assistance on comzicte bicycles (roadster)
and components from 30 per cent to 20 per cent and noi 21 per

cent since the system waus to fix the cash assistance at rounded
rates;

(ii) reduction of cash assistance on sports light roadster bicycles
from 25 to 20 per cent as the f.o.b. realisation had increased

by 6 dollars per unit as reported by the Director General,
Technical Development, and

(ii)) reduction of import replenishment on complete bicycles
(roadster) and components from 20 and 30 per cent to 10 and
20 per cent respectively.

1.15. In January 1974, it wos decided to allow cash assistance on
complete bicycles (roadster) and components at 20 per cent and on sports
light roadster bicycles at 224 per cent of f.o.b, value against the prevail-
ing rates of 30 per cent and 25 per cent, respectively, It was directed that
suitable adjustments in the import replenishment rates should be made
simultaneously.

1.16. While orders conveyving the above decision were vet to be issued,
the Director General, Technical Development, informed the Ministry of
Commerce in February 1974 that the unit-value realisation from complete
bicycles (roadster) had gone up from £8.50 (Rs 161) to £12.50
(Rs. 236), and that substantial exrort contracts were currently being booked
at the higher price. The Ministry of Commerce madz fresh calculations,
and it was found that therc was no loss in export of complete bicveles
(roadster). It was accordingly decided (February 1974) to abolish cash
assistance for complete bicycles (roadster),
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1.17. No change was made in the decision of January 1974 about
bicycle componems and sports ligh: roadster bicycles on the ground that
no scparate costing of these two items had been made, nor hagd the Direc-
tor General, Techmicui  Development, intimated any higher unit-value
realisation theretor.  According to Government, average increase in unit
value reulisation on components was 6.57 per cent (excluding saddies)
during April 1973 to December 1973, as compared to the correspouding
period cf the previous year.  However, unit value of most bicycle com-
ponents exported (which accounted tor 9 per cent of the total exports
of components by weight, ¢xcluding saddles) had increased by 8 per cent
or more during Apiil 1973 to December 1973 compared to the correspond-
ing period of the previous year as against increase of 10 per cent registered
bv ..cyvos. (Suaddles are exported by numbers and account for about 3
P cent of the total exports by value). The Ministry stated (Decmbr 1975)
tha, “the praposal not to effect any change in the rates of Cash Assistance
fo: o.port of Components was rccorded in  February 1974, when the
statistics of the D.G.C.1. & S, relied upon were not available, Usually the
published stutistics are available six months after the period these relate

to”.

1.18. Cash assistance on complete bicycles (roadster) was abolished
from 22nd Februarv 1974, and that on bicycle components was reduced to
20 per cent from 14th March 1974. For sports light roadster bicycles,
cash assistance was reduced from 25 to 10 per cent of f.o.b. value from
23rd April 1974,

1.19. The import replenishment on complete bicycles (roadster) and
bicycle components was reduced from 20 and 30 per cent to 10 and 20 per
cent respectively from Ist April 1974,

1.20. 1n Murch 1974 the Dircctor General, Technical Development, in-
formed the Ministry of Commerce as follows:—

“.......conventional roadster bicycles are almost always shipped
in a knocked down condition. There s, therefore, a risk
consequent  on  abolition of cash subsidy on the export of
complete bicycles, that  unscrupulous  exporting  units might
shew exports of complete bicycles as exports of bicycle com-
ronen:- and walk owa - with 30 per cent cash assistance pres-
cribed for bicyc'e components.”

1.21. He suezssted that to avoid this situtation cash assistunce might be
restricted onlv to eizit important bicyele components which he  specified.
and point>d out that those eiecht components constituted the bulk of exports
of hicycles components from our country. The Ministry of Commerce
stated (March 1974) in renly that, as there were more than seventyfive
components of bicvcles, “som> more thought could be given to the
problem™ and perhaps the components could be put in two groups, one for
which cash assistance would be admissible and other for which cash assis-
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-tance would not be available, while announcing registered exporters policy
and cash assistance effective from April 1974. No such grouping has so
far been made (November 1975). There was no cash assistance on
complete bicycles (roadster) during 22nd  February 1974 to  31st August
1974. During the period cash assistance was available for bicycle compo-
nents, their exports increased to 83.70 lakh kilograms (Rs. 8.44 crores)
during April 1974 to September 1974 from 71.51 lukh kilogrums (Rs. 4.58
crores) during the corresponding period in the previous year, f.e., April
1973 to September 1973, while exports of bicycles decreased 1o 51,435
(Rs. 1.14 crores) during April 1974 to September 1974 from 87,627
(Rs. 1.32 crores) during April 1973 to September 1973. The Ministry
stated (December 1975) that “although it mty be admitted that there was
a decline in exports of bicycles canplete during the period in question and
that it could be due to abolition of Cash Assistance on this item, 1= will
be incorrect to conclude that bicycies were being exnarted as compenents
and the percentage rise (of about 17 per cent) in cxporte of comnonents
represented exports of bhicycles comple's in knocked down  condition
exported as components”.

1.22. In the test audit check it was, however. noticed that the number
of complete bicycles exported to couniryv'P™ durine Arvil 173 10 September
1973 was 7,500 bicveles (Rs, 12.06 tobhe while duriny Aol 1674 1o
Septeimber 1974 theoire was ne export of complets birvelas th that conntry.
Export of bicvele components to thnt country rose frony 1223 Takh Kilo-
grams (Rs, 63.09 Iakh<) during Apsit 1973 6 Copteiber 1973 10 1497
fakh kilograms (Rs, 13838 lukhs) durfnz Anril 1672 oo Sonvember 1974
Similarly, while 1,060 complete bicycles were exported to country ‘O’ dur-
ing April 1973 to September 1973, there was no excort of cominlete
bicycles to that country during April 1974 ta Septenber 19740 During
that period the number of saddlex exnorred increaszd from 1.230 to 2.230
Exports of components (other than saddles) to country "0 increased from
2.74 lakh kilograms (Rs. 17.48 Jukhs) during April 1973 10 September
1973 to 4.59 lakh kilograms (Rs. 47.44 lankhs) during April 1974 to
September 1974,

1.22, Government stated (Decomber 10750 that et of hisvelss (o
the countries ‘P* and 'Q’ was ¢crratic and the fact that thes vy no exnort
of bicycles to these countries during Anpril 1974 ‘o Sepremb-r 1074 “can-
not he attributed to any particul r renxon™ The pble helow chows the ex-
ports of bicyeles during the half vear April 1974 to Septe nher 1074 4z 2om-
pared to corresponding half years of carlier venrs:—

Periad A B P Q

April 1971—~Scptember 1971 . . . . . . 15.950 1,494
April 19-2—September 1972 . . . . . . . 21.7C0 605
April 1973—~September 1973 . . . . . . 7LR00 71.r60
April 1974—Scptember 1974 . . Nil Nil
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1.24. When the proposal for reduction of cash assistance from 30 per:
cent to 20 per cent on bicycle components was sent to the
Ministry of Finance in February 1974, that Ministry suggested
(February 1974) to the Ministry of Commerce that cash assistance on.
bicycle components might be withdrawn. The Ministry of Commerce did
not, however, accept the proposal on the ground that export of bicycle
components was more than 75 per cent of the total export of bicycles and
bicycle components, and the manufacturers of bicycle components, being.
in the small-scale sector there would be a set back in export of bicycle
components if cash assistance was withdrawn or reduced further. While
pointing out that the rate of cash assistance is decided on the basis of cost
of production and f.o.b. realisation without any distinction between the
small-scale ssctor and large-scale sector, the Ministry of Finance did not
press (March 1974) its view further as proper cost data werc not rcadily
available for an objective analysis to determine the rate of cash assistance
justified. On reconsideration, however, the Ministry of Finance felt in
June 1974 that even without waiting for detailed cost studv, which would
take more than 6 months. there was clear justifica‘ion for reducing cash
assistance on export of bicycle components, particularly because cash
assistance on export of bicycle components might lead to malpractices, as
there was no cash assistance on complete bicycles, and suggested to the
Ministry of Commerce the following two alternatives:—

(i) reduction of cash assistance on export of bicycle components
from 20 per cent to 10 per ent. or

(ii) grant of cash assistance on export of both complete bicycles
and bicycle components at the rate of 10 per cent.

1.25. The second alternative was based on the consideration that cash
assistance at 20 per cent on export of bicycle components was estimated
to be about Rs. 2.20 crores whereas cash assistance at 10 per cent on both
complete bicycles and bicycle components would be around Rs. 1.50
crores and there would be a saving of Rs. 70.00 lakhs in a full year.
In the meantime, several representations were received during February
1974 to July 1974 from the trade for restoration of cash assistance
on complete bicvcles (roadster). One State Government also made
a similar request in July 1974, On consideration of the representations
and also the suggestion of the Ministry of Finance mentioned above, on
Sth August 1974 the Ministry of Commerce recommended to the Ministry
of Finance cash assistance at the rate of 124 per cent for both complete
bicycles (roadster) and bicvcle components uptp March 1975 as it was
understood by the former Ministry that “f.o.b. realisations have not been
as high as were originally” and that “realisations vary from market to
market”. On 13th August 1974 the Ministry of Finance reiterated its

.



9

earlier view that cash assistance on complete bicycles (roadstar) and com--
ponents should be 10 per cent on the following grounds:—

(i) Having withdrawn the cash assistance wholly on export of com-
plete bicycles, its restoration at the rate of 12.5 per cent without
detailed cost study was not justified.

(i) The cost data for bicycles given by one or two exporters were
not authenticated by Chartercd Accountants and therefore could
not be relied upon. Moreover, certain inadmissible expenses
had been included in the f.o.b. cost.

(iii) No data about components were available in proper form.

1.26. From a note recorded on 17th August 1974 in the Ministry of
Commerce it appears that the Director General, Technical Development,
had been consulted and the Ministry was informed that “from the point
of view of costing data and its potential the rate cannot admit of any
reduction below 15 per cent’”. On 22nd August 1974 the case was dis-
cussed by cash assistance review committee which recommended that cash

assistance on complete bicycles should be 15 per cent on the bhasis of the
following cost data:—

—

Rs.
F.o.b. realisaticn per bicycle. . . . . . . . . 200
Duty drawback at 12 per cent . . . . . . . . 24
F.0.b. Cost . . . . . . . . . . . 260
Shortfall in realisaticn
(18 per cent of f.0.b, value realisaticn® . . . . . . 36

1.27. Tt was also reported that two Far Eastern countries had reduced
their prices considerably. which had posed a threat to the bicycle export.
It was. therefore, decided to allow cash assistance on ad hoc basis at the
rate of 15 per cent of f.o.b. realisation for bicycles from Ist September
1974 to 31Ist March 1975. 1In the casc of components the existing rate
of 20 per cent was to continue.

1.28. It was also decided that cost data would be collected and sent
to the Cost Accounts Branch which would give its repart by the end of
October 1974,

1.29. For the above determination of the f.o.b. cost of, and if f.0.b. real-
isations from, bicvcles, the Ministry of Commerce relied on unauthenticat-
ed data, as pointed out by the Ministry of Finance. F.o.b, cost of Rs. 260
adopted as the basis for determining the loss had been furnished (Tuly
1974), without anv detailed break-up. by the Chairman, Bicycles and
Bicvcle Components and Accessories Panel of the Engineering Export
Promotion Council (incidentally, he was connected with a leading bicycle-
manufacturing firm); of the cost of Rs. 260 intimated by him, Rs. 220 were
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stated to be the average ex-factory cost and Rs. 40 for packing, freight,
eétc. F.o.b. realisation of Rs. 200 was assumed on the basis of data given
by a different manufacturer. According to the statistics published by the
Director General, Commercial Intelligence and Statistics, f.0.b. realisations
during April 1974 to July 1974 ranged between Rs. 188 and Rs. 247, the
average being Rs. 219 per bicycle. If this figure had been taken into
account, the loss would have worked out to 6.7 per cent only, cven assum-
ing the f.o.b. cost of Rs. 260 as correct and without taking into account
the benefit accruing from import replenishment:—

R
F.o.b, realisaticn . . . . . . . . . . -__2__19..
Add duty drawback gt 12 per cent . . . . . . . 2628
F.ob, cost | . . . . . . . . . . . 260
Loss . . . . . . . . . . . 1472
L ss as peroentage « f foo.b. realis:tion . . . . . . . 67

/

1.30. The Ministry stated (December 1975) that “as the exports of
bicycles were geing down steeply after the abolition of Cash Assistance
on them and s the industry was protesting vehemently. it was necessary
to tuke onoca . cecision in the mutter. It was for this reason that the
upaudiced cost Jota availuble was taken into account as a rough estimate

1.31. As mentioned catlier. the Indian Institute of Foreien Trade had
not gone in‘o the costing of componznts. In June 1974, the Engincering
Export Promotion Couancil had recommended cash ossistance at the rate
of 15 per cent both for compononts complete bicyeles.  The decision 1o
con‘inue cash assistance on export of bicycle components at 20 per cont
of f.o.b. value was taken without reference to any cost data. Tt is to be
pointed out that while the unit-value realisation of bicycles rose by 9 per
cent in 1973-74 1< compared o 1972-73. the corresponding rise for most
of the components (covering 96 per cent of the total expor's of compo-
neots by weight, excluding saddles) was 11 por cent or more.  Between
April 1974 and Julv 1974 the unit-value realisations from most compo-
nen*s (exports of which accounted for 94 per cent of the total exports of
components by weight. excluding saddles) rose bv 25 per cent or more
whereas that of bicvcles fell marginally by 3 per cent. The rise in wnit-
value realisations from components does not seem tn have heen taken into
consideration in continuing cash nssictance cm comnonents »t 20 per cent.
The Ministry stated (December 1975) that “thesc statistics were not avail-
akl= at the time of taking tho decision to continue cash assistance on.
comnonents and accessories.”
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all Export Prometien Schemes in existence prior to devalwmation.
However, a scheme of cash assistance for exports had been inmiro-
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 took a certain basic policy decision that 1n respect
of certain engineering goods we could have ecertain 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 or
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 v:tted in Audit,

1944 1.5—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 vyears,
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 some
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 und 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 Audir
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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 products 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 mnote* 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 produ-tion 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 expo?‘t promdtion 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
1t international prices or domestic prices, whichever were lower,
and that upto 1971 and the earlv part of 1972 world prices were
»enerally lower than the indigenous base prices, as a result of which

*Not vetted 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 exported 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 1870-71 and the excess of landed
cost over domestic JPC (Joint Plant Committee) price is
also reimbursed to Hindustan Steel Limitd8d 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.0.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 assistance 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 ghortfall 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
sbtained in a prescribed proforma. He stated further:

“The pro:edure followed is that we ask the Engineering Export
Prometion 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.o.b. cost is arrived at and the price at which the contract-
ing has been done, i.e, the f.o.b. price. So the difference
between the two is thrown up in this statement. We send
it across 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 prescribed 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 questton whether
the Export Promotion Council 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 particular group of products. The Engi-
neering Export Promotion Ceuncil has got members on
its rolls 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:

“Tte 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.0.b. cost and f.0.b. realisations claimed by the exporters, the
witness stated:

“There are two elements. FOB realisation is available to 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.”
te 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
manufacturerg 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 Accountsnts 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 Ministrv 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-

*Not 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
teplied:

“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-
tiong 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 of 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 witnesg 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 neot possible to undertake a review of
all the items by the Cost Accounts Branch.”

1.28. Since it appeared that in deciding the need for cash assist-
ance abmost 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
tne need for cash assistance, so as 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 eases units to individual unit. In some
cases, reference ig 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 etc. or other price fixing authorities.
There are also statistics maintained by the DG Commercial
Intelligence & Statistics. This gives a broad spectrum of
items giving the total 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.o.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
low figure so that there may not be prima facie excess

paymen ”

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 hagd been stated by the witness that Government ¢id
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 collective 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 ig 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 diesel 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.0.h.
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 gure 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.o.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 wag 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 Commitiee 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 Imparts & 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,

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.0.b. realisation.”

1n another note furnished in this regard, the Ministry have state:

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

*#N. t vetted in Audit.



22

Council collect market information about prevailing inter-
national pr.ces, competitive positions wis<«a-vis f.0.b. realj-
sation in respect of varioug items through their represen-
tatives statiomed abroad.

This information is further supplemented (a) by market study
reports of Indian Institute of Foreign Trade as and when
undertaken; (b) by reports of trade 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

4 materials.”

1.31. Asked whether this implied that the Ministry kept the cash
assistance rateg under review periodically, the Additional Secretary
of the Minpistry 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 after 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 about continuance
or otherwise of the cash assistance from that date.

In the ease of engineering goods, the Expor. Promotion (Engi-
neering) Section looks after the review of cash assistance
reldating (o engineering items. The Section collects cost
data through the Engineering Export Promotion Copuncil
from time {o time and sends the same to the Cost Ac-
counts Branch of the Ministry of Finance for detailed cost
study. While under.aking 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 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. The Committee
desired to 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 I evidence:

“Added value is on the total imported content (o see that there
is sufficient amount of input so far as production
factors are concerned and at a minimum level—at leas. 25
per cent so 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 exporf 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-
por. content is worth Rs. 80, the value added is Rs. 120,
i.e., 60 per cent of f.o.b, value). This ‘value added’ por-
tion represents indigenous iuputs, lahour 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 f.o.b, realisation. ‘Value added’ is the criterian
to delermine 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 sieel
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 3¢ (For the purposes of calculation of
the number of items, classification in Section II of Red
Book, Volume II 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.

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

*N ¢ 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 commparative 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 »f the export promotion policy for engi-
neering goods (vide paragraph 1.10). Drawing attention to these
instances, the Committee 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 thig regard and whether the cost ¢tructure 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 devalualion in June 1966.
With the devaluation of rupee in June 1966 all erstwhile
export promotion schemes were abolished angd replaced
by an Import Policy of replenishment by a single import
content. In spite of higher realisation in terms of rupees
as a result of devaluation, it was found that export of
non-traditional goods Tequired 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.ob, realisation had not been gone
into while fixing the cash assistance.”

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

*Not vetted in Audit,



26

the reduction being proportionate to the dimunition of the value
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 exisling 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. I 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 indigemous 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 comparad 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 inty 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 already been set nut
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 wr
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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sidies could be regulated whenever necessary Ina note the Ministry in-
formed the Committee as follows:

“The Goverament do not have at present a machinery to keep
a watch over and monitor f. 0. b. realisations merely for the
purpose of regulating the cash subsidy.”

Asked, in this context, whether any steps had been taken to devise better
information systems for regulating cash assistance, the Ministry, in a note,
replied that “in accordance with the revised policy for grant of cash assis-
tance”, the following information was being asked from the concerned Ex-
port Promotion Council/Industry in respect of each item for which grant
of cash assistance/enhancement of scale was requested:

(a) export potential and domestic availability as well as supply
elasticity of the products;

~(b) import content and domestic value added;

(c) approximate implicit subsidy, if available, under the import
replenishment scheme;

(d) compensation for irrecover:ble taxes and levies:

(e) difference between domestic cost and international price of
indigenous inputs and raw materials; and

(f) costs of entry into new market.

1.62. In this context, the Cémmittee consider it relevant to draw
attention to their observations/recommendations contiined in paragraph
1.49 of their 174th Report (5th Lok Sabha) on ‘Cash Assistance’, which
are reproduced below:

“The basic defect in the system of granting of cash assistance
seems to be that there is no effective machinery available with

" Government to concurrently evaluate and review the market
trends, the f.0.b. realisations and the impact of various kinds
of assistance given for export promotion, so that the neces-
sary changes and adjustments could be effected promptly as
soon as wide fluctuations came to notice. Consequently, the
assistance given from time to time has had little or no rele- ~
vance to the realities of the situation at a given point of time
and more often than not, such assistance proved to have
been not only a drag on the exchequer but in the result in-
fructuous, The Commitiee, therefore desu‘e that a suitable

1948 LS—3.
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“machinery for a concurrent review of the relevant factors
should be devised so as to ensure that the tride does  ‘not
derive undue benefits from the fact that all the relevant in-
formation may not be read1ly avaﬂabIe '(o thé a&rﬁ‘xmstratnve

Ministry concemed *

163 It v would thus be seen from the forgoing paragraph that the
quesnon rewsmg the cash a.ssxstance for export of complete bicycles
(Roadster‘) had been hangxng fire for nearly two years, for one reason or
the other, though' it had been mooted in the middle of 1972 and a cost
study by the Indian Institute of Foreign Trade had then been commission-
«d.” For faclhty of ready reference the various events between 1972 and
1974 may be briefly summed up as follows:

Early 1972 . . . Certain anomalies in the operation of the cash assistance
scheme’ brought to the notice 6f the Commerce
Ministry by the Central Board of Excise & Customs.

Middle of 1972 . . . Cost studies eommxssioned throu the Indlan Institute
of Foreign Trud¥'ifi respect of Steel pipes and _tubes,
Steel wire repes, Trantmission Towers, Electric
Transformers and Bicycles and- bicycle ‘parts.

November 1972 . . . IIFT Report on Bicycles and bicycle parts submitted
et "*t0 Government, - - - oot P
January 1973 . . . Committee constituted under the chairmanship of the

Chief Controller of Imports & Exporis to review
Regxstered Exporters® Policy for 1973-74 and consi-
deration of IIFT Report déferred.

February 1973 . . . Report of ReVlew Committee (referred to above), re-
Lo ~ commending, inter alia, reductionin the rates of cash
asvistande on bicyolds and compthents submitted -to
Government. Recommendations ‘not accepted: by

May 1973 . . . . IIFT Report referred to Cost Accounts Brarch for
advice. Anomalies in the method adopted by the
Institirte ii¥ working out f.0.b. cost, as well as non-
inclusion of benefits accruing from import replenish-
ment pointed out by Cost Accounts Branch.

July 1973 . . . Presumption made by the Cost Accounts Branch in
C regardfo advantages denved by exporters from import
replenishment confirmed by DGTD.
August 1973 . . - Proposal mooted by Commerce Minlstry to reduce cash
cee assistance on complctc bicycles from 30 to 21  per
cent. .
October 1973 . . . Finance Min!stry pointed out certain omissions/defi-

clencies in the calculations of the Commerce Minstry.
The former, however, agreed to reduction of cash
assistance on complete bicycles (Roadster) from 30 to
20 per cent, since a decision in this remd had already
been delgyed considerbly.
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Jaouary 1974 . . . Maip Cqmm,:,ttee of F d;cxdgd to allow msh assis-
B mlce On 'eomplete cyclcé 8t 20 per ceat.

Febraary 1974 . . Cam:n.rce Mmlsu-y s attennon d:awn by DGTD to
BRI ' “inedédse Lo realisdrions on exports of Roadster bicycles
and cash assistance completely abolished.

1.64. As stated. earlier [Vide paragraph 1.57], the Main Committee of
the Marketing Development ‘Fund ‘had also decided, in January 1974, to
reduce the cash assistance on special model bicycles with 3-speed hubs
(Sports Light Roadster) from 25 to 22.5 per cent of the f.0.b. value. The
Audit paragraph points out that while deciding in February 1974, to abolish
cash’ assistance on compl:te bxcycles (Roadster), no change was made in
the decxsxon of J anuary 1974 in regard to Sports Light Roadster bicycles on
the gtound that no separate costing had been done in respect of this item
nor had the Director General, Technical Development intimated any higher
umt value realxsatlon in respect of these special model bicycles. The then
eaustm - rate of cash assistance of 25 per cent for SLR bicycles was, how-
ever, contmued till 22-April, 1974 and reduced to 10 per cent with effect
from 23 April, 1974.

1.65. The Committee, therefore, desired to know the basis on which it
had been decided to reduce the cash assistance on SLR bicycles to 10 per
cent, particularly in the context of the earlier decision of February 1974 not
to make any change in-the January 1974 decision of the MDF Committee
-on the ground that relevaat cost data in this regard were not available. In
a note, the Ministry of Commerce stated:

“The need for reducing the cash assistance for SLR bicycles was
acknowledged by the MDF Committee in its meeting on 1-1-1974,
The Committee even decided on a rate of 224 per cent of the
f.0.b. realisation along with other rates for bicycles and bicycle
components. However, the question of cash assistance for
bicycles, bicycle components and SLR bicycles\came up for
further examination based on the DGTD’s report about increas-
ed f.0.b. realisation for bicycles. During detailed consideration
of this matter by the MDF Committee on 18-4-75, the broad
cost analysis which had been done was considered reasonable.
Cash assistance was accordingly fixed at 10 per cent on the
basis of the suggestion of the Ministry of Finance but the deci-
sion was tentative and subject to revision after detailed cost
study ”
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1.66. In this connection, the Committee found from the extracts of the
relevant notes leading to the decision to abolish cash assistance on complete
bicycles (Roadster) furnished to the Committee [Vide Appendix 1] that the
Director in the Ministry of Commerce had, inter alia, observed as follows:

. .Since there was no separate costing of bicycle components and
SLR bicycles, and D.G. T.D. have not indicated any higher
unit value realisation in this respect, M. D. F. dec1s1on may
be followed for export of components and SLR.

1.67. The Ministry of Commerce also furnished, at the €ommittee’s
1instance, extracts of the relevant notes from the files of that Ministry and of
the Ministry of -Finance (Commerce Division) leading to the decision’ of
the former Ministry not to accept the latter’s suggestion to withdraw cash
assistance on bicycles components, which are reproduced in Appendix II*.
The Committee found therefrom that the question of withdrawal/reduction
of cash assistance on SLR bicycles had also been considered simultaneously
leading ultimately to the decision to reduce the cash assistance on this item
to 10 per cent with effect from 23 April, 1974. The position in this regard
as emerging from the documents made available by the Ministry of Com-
merce is discussed in the succeeding paragraphs.

1.68. In their notes dated 19 Februsry, 1974/21 - February, 1974,
recorded with reference to the decision of the COiiimerce Ministry not tcr
withdraw cash assistance on SLR bicycles and bicycle components but to
reduce the assistance as decided, in January 1974, by the MDF Main
Committee, the Ministry of Finance (Commerce Division) had made, inter
alia, the following observations in regard to cash assistance on SLR bicycles.

“We are not convinced by making a distinction between complete
bicycles on the one hand and the bicycle parts and SLR bicycles
on the other hand, If export realisation is much more than the
cost of production for complete bicycles, the same position will
hold good for bicycle components and SLR bicycles, The cost
of production when the cash assistance on SLR bicycles was
refixed in 1970 would be available in the relevant file of the
Ministry of Commerce. That could be taken as the basis after
providing for 60 per cent increase as is being done for complete
bicycles, the cost could  be compared with f. 0b. realisation.
Further, the rate of cash assistance on SLR bicycles was 25 per

*This{ssue has been dlscussed in detail in a later section of this Report.
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cent as against 30 per cent for complete bicycles when the then
prevailing rate of . assistance, was less for SLR bicycles, it is
difficult to maintain that 22.5 per .cemt assistance is still
necessary for such bicycles when no assistance is considered
necessary for bicycles. It would be difficult to maintain to
different principles for twe types of bicycles and it may result
in discrimination and representation from the exporters, We
would, therefore, strongly recommend that cash assistance
on bicycle components and SLR bicycles should also be with-
drawn immediately. 1f the exporters represent a fresh exami-
nation on the basis of the cost data furnishcd by the exporters
can be made and assistance reintroduced if it is justified on
facts and figures,

In regard to SLR bicycles, there may not be more than two units
manufacturing such bicycles and exporting them. It should not,
therefore, be difficult to get proper cost data from these units
and take decision on merit after withdrawing the CA at this
stage.”

With reference to thesc observations, the Under Secretary in Ministry of
Commerce had pointed out on 23 February, 1974 that in order to find a
market for the 76,000 three speed hubs imported under export obligation
and then available with various parties, participation of the Export Promo-
tion Council had been arranged in the New York Bicycle Fair and as a
report on the participation was awaited, a sudden withdrawal of cash assis-
tance at that stage might create confusion. It had also been pointed out that
if the other alternative course of implementing the decision (January 1974)
of the MDF Main Committee and reviewing the position after two or three
months by which time the cost report might also be available, was adopted.
Government might be blamed for frequent changes in the Cash Assistance
Policy. The Joint Secretary in the Ministry, in his note dated 23 February,
1974, had suggested, while observing inter alia, the exports of SLR bicycles
would have a set-back if the cash assistance was withdrawn completely,
that Finance might be requested to allow the reduction of cash assistance
as decided by the Marketing Development Fund to be given effect to imme-
diately and a cost study taken up simultaneously to determine the need to
reduce the assistance further. On 25 February, 1974, the reason adduced
by the Under Secretary had been considered tenable by the Additional
Sécretary in the Ministry, who had also endorsed the proposal that the MDF
decision could be given effect to initially and the position reviewed further
on the basis of cost studies.

1.69. In their subseqrent note dated 5§ March, 1974, the Ministry of
Finance (Commerce Division), while agreeing to the implementation of the
January 1974 decision of the Main Committee of the Marketing Develop-
‘ment Fund in regard to cash assistance on bicycle components, had, how-
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ever,Lreiterated theu' earhet views in xegard to SLR bxcycles and: had. pointed
out that the case for withdrawal/further reduction of cash assistance was.
still valid as mdxcated below:

FOB cost of production per bicycle . . . . . Rs. 19229

Escalation in cost of productlon (60 as adopted in the case of
Roadster bicycles) . . . . . . Rs. 11537
Total cost . . . . Rs. 30766

FOB realisation according to the DGTD and as indicated in the
note of the MDF Mam Commmee (s 32 at thc spot rate of
Rs. 8) . . Rs. 25600

Benefit of duty drawback (On the basis of the revired rate of 13
of the f.0.b. value a> adopted for Roadster blcycles though the

rate gsvailable in 1970 was Rs. 70 per unit) Rs. 3300
Total realisation . . . Rs. 28900
Estimated loss . . . . . . . . . Rs, 18-00

or about 7 per cent.
of the f.0.b. value.

N

The Finance Ministry had accordingly concluded that there was no justi~-
fication for fixing the rate of cash assistance beyond 10 per cent. As regards.
the contention of the Commerce Ministry that exports of components and
SLR bicycles would have a set back if cash assistance was withdrawa
completely, the Finance Ministry had drawn attention to the fact that if the
withdrawal of cash assistance on complete bicycles (Roadster) could not
bave a set-back, “the position should not be different for bicycle components.
and SLR bicycles.”

1.70. Cash assistance on exports of comiplete blcycles (Roadster),.
abolished with effect from 22 February, 1974, was however, remtroduced
with effect from 1 September, 1974 on an ad hoc basis at the rate of 15 pet
cent of f.0.b. realisation and the rate was to be effective till 31 March, 1975.
The Audit paragraph further points out that on 5 August, 1974, the Com-
merce Ministry had recommended to the Finance Ministry cash assistance-
at the rate of 124 per cent in respect of both complete bicycles (Roadster)
and bicycle components upto 31 March, 1975 on the grounds that “f.0.b.
realisations have not been as high as they were originally” and that
“realisations vary from market to market”, which. however, had not been
agreed to by the latter, which reiterated instead its earlier view that cash
assistance on complete bicycles (Roadster) and components should be 10
per cent on the fdllowing grounds:

(i) Having w1thdrawn the cash assistance whoﬂy on export of
complete blcycles its rcstoratlon at the rate of 12.5 per cent
without detailed cost study was not justified.
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LA i

(i) the cost datd for bxcyéles gfved by one o two eXporters were
not authienticited by Chartersd Accountants and therefore
could not be relied . upon, Moreover, certaifi inadmissible
expenses had been included in the fob. cost.

(iii) No data about components were avanlabl‘e in propé} form,

1.71. The Audit paragraph aiso observes that whlle dec1dmg to rein-
troduce cash assistance for complete blcycles (Roadster), the Commerce
Ministry had, as pointed out by the Finance Ministry, relied on unauthen-
ticated data. Besides, the f.0.b. cost of Rs. 260 adopted as the basis for
determining the loss on exports had been furnished, in July 1974 thhout
any detailed break-up, by the Chairman, Bicycle and Bicycle Components
and Accessories Panel of the Engineering Export Promotion Council, who
was also connected with a leading bicycle-manufacturing firm. In this context,
the Committee were informed by Audit that the Ministry of Commerce
had stated, in December 1975, as follows:

“As regards the observation of Audit that the Chairman of the Bi-
cycles and Bicycle Components Panel of the EEPC was connect-
ed with a leading bicycle manufacturing firm, it may be
explained that the various panels constituted by the Engineer-
ing Export Promotion Council consist of the exporters of the
commodity concerned. The Chairman of each Panel is elected:
from among the members and hence it is natural that the
Chau'man is a leading manufacturer/exporter of the product.”

1.72. Aske,d‘on what basis the Commerce Ministry revised its earlier
decision of February 1974 to abolish cash assistance on complete bicycles
(Roadster) within a period of six month, the Commerce Secretary replied
in evidence:

“At one time the view was taken that cash assistance was not re-
quired. But later on, in August 1974, a view was taken to restore
it from 1st September. Only for a few months it remained
suspended.”

He added :

“Very large number of representatlom were made. Those representa-
tions were considered. Thete was the Cash Assistance Review
Commlttee whlch is an mter—mqnsterlal group They went into
this partmular matter. All the ﬁgures were placed before them.
It was felt that there was 18 per cent loss on blcycles and they
came to the conclusion to allow 15 per cent cash assistance. This
was a reasonable view that they thoughit they would take at that
time.”
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' To another question whether these representations were received from
the organised secior or the small scale sector, the witness replied.

} “Representations were received from the organised sector. A letter
was received from the Punjab Government also which wanted to
take up the point on behalf of the small scale sector.”

The Ministry of Commerce subsequently informed the Committee that
“a spate of representations had been received in this connection” and also
furnished for the Committee’s perusal copies of “the more important ones
among them”, which have been reproduced in Appendix III. The Com-
mittee have found from a scrutiny of these representations that while with-
drawing cash assistance, in February, 1974, on complete bicycles (Roads-
ter) the unit value (f.0.b.) realisation had been adopted as Rs. 250.00
(£ 12.50) on the basis of information furnished by the Directorate General
of Technical Development, the Chairman of the Bicycles and Bicycle Com-
ponents and Accessories Panel of the Engineering Export Promotion
Council, in his representation addressed to the Commerce Minister had
contended that the actual realisation was much lower and ranged between
Rs. 174 and Rs. 180 (exclusive of duty drawback). On the other hand,
alongwith their representation dated 21 June, 1974, the Atlas Cycle Indus-
tries Ltd. had furnished a statement showing f.0.b. realisations, in respect
of different exports to various countries during 1974, ranging from
Rs. 179.85 to Rs. 293.31.

1.73. The Ministry of Commerce also furnished, at the Committee’s
instance, extracts of the relevant notes from the files of the Commerce and
Finance Ministers leading to the suggestion (5 August, 1974) for the grant
of cash assistance for complete bicycles (Roadster) at 12-1/2 per cent
and the later decision to allow cash assistance at the rate of 15 per cent
from 1 September, 1974 to 31 March, 1975, which are reproduced in
Appendix IV. The position as emerging from the files is briefly indicated
belaw:

On 7 June, 1974, the Ministry of Finance (Commerce Division) had
pointed out that even without waiting for a detailed cost study,
there was ‘“‘clear justification” for reducing cash assistance on
export of bicycle components to prevent malpractices and had
suggested that, pending reference to the Cost Accounts Branch
for cost study, either the cash assistance on bicycle components
be reduced from 20 to 10 per cent or cash assistance on com-
plete bicycles as well as bicycle components may be allowed
uniformly at 10 per cent.

In July, 1974, an Under Secretary in the Department of Export
Production (Ministry of Commerce), on the basis of the cost
data prepared in September, 1973 by the Cost Accounts Branch
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in respect of M/s Sen Raleigh, Calcutta, as well as the details
of the realisations, costs and profitjloss on export in 1973 and
1974 furnished by Atlas Cycle Industries Ltd, had concluded,
inter alia, that the rate of 10 per cent cash assistance for
expart of complete bicycles (Roadster) as suggested by the
Finance Ministry appeared to hold good.

25 July 1974, the Director in the Commerce Ministry had
suggested that a decision might be taken on the basis of the
data indicated in the Under Secretary’s note, according to
which the shortfall in realisation was about 11 per cent in
respect of Roadster bicycles. He had accordingly suggested
that the views of the Finance Ministry might be agreed to and
a uniform rate of cash assistance of 10 per cent on complete
bicycles as well as bicycle components might be allowed.

Joint Secretary in the Ministry, jn his note dated 3 August,
1974, had, however, drawn a distinction in regard to  the
volume of exports between components and assembled bicycles
and had also pointed out that the figures of f.o.b, realisations
intimated by Atlas Cycle Industries Ltd. would have to be mo-
dified as they included the value of accessories as well and the
need to make certain allowances with reference to the quantity
exported at any particular price. On this basis, he had com-
puted the net shortfall around 18 per cent of f.o.b. realisation
and had recommended that a minimum cash assistance of 15
per cent should be allowed or Roadster bicycles, while sug-
gesting, at the same time, a reduction in the rate of cash assis-
tance for bicycle components from 20 to 15 per cent.

the case being submitted to the Additional Secretary in the Mi-
nistry. he had observed, on 5 August, 1974, that the f.0.b. reali-
sations and costing available on record, on the basis of which
the Finance Ministry had suggested an assistance of 10 per
cent needed to be up-dated, and that as “the f.0.b, realisations
have not been as high as they were originally” (according to the
Additional Secretary, the realisation was somewhere around
£12} then) and “the realisations vary from market to mar-
ket”, a uniform rate of 124 per cent might be suggested for
both components and bicycles, to obtain till 31 March, 1975.
He had also added that, in the meanwhile, costing and f.0.b.

realisation data would be up-dated and the position further re-
viewed.
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The Finance Ministry, to whom the case had been referred again
had, however, observed, in their note dated 12/13 August, 1974,
that it was difficult to agree to the grant of cash assistance at
a rate higher than 10 per cent of the f.o0.b. realisation for the
following reasons:

“(i) Having withdrawn the cash assistance completely on export
of complete bicycles, reintroduction of cash assistance at a
higher rate of 12.5 per cent without a detailed cost study
may not be justified.

(ii) As the M/Commerce is aware, grant of cash assistance on an
ad-hoc basis without supporting details was objected to by the
PAC in the case of audit paras, on cash assistance on some

" items included in the report of the C&AG for 1972-73. In
this context, we have to be very cautious in announcing the
rate of cash assistance which may prove to be liberal later
on which a detailed cost study is undertaken. It has been
our experience in the past that the figures given by the
Council|industry were inflated and in a majority of cases
where cost study was undertaken, the cash assistance was
either not justified or recommended at a much reduced rate.

(ifi) The cost data furnished by the industry and the Council as
available in the file is unaudited without a certificate of its
correctness and reasonableness by a firm of Chartered Ac-
countants and the Council. Certain inadmissible items like
manufacturing overheads, general administrative expenditure,
deprec1at10n interest and bank commission, selling and dis-
tribution expenses have been taken into account which are not
admissible in the principle of marginal costing.

(iv) The data available in the file is for one or two exporters and

not for all the representative exporters to arrive at complete
loss on exports. Even this data is in respect of complete bicy-
cles on which cash assistance has already been withdrawn with
the approval of the Main Commitfec of the MDF. The cost
data for components is not available in the proper form.
Even in the DGCI&S statistics, the export is in terms  of
quantity (kgs.) and value (rupees) for which comparable f.o.b.
cost is not available. TIn this context, whatever rate is de-
cided on components, is purely ad-hoc. The main basis for
this rate is the reasonable 1oss on export of comp]ete bicycles
and the anxiety to avoid misuse of the facility of cash assis-
tance on bicyclés componénts in the absence of any assist-
ance on complete bicycles.”
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1.74, The Comniitice lédrnt from Au'c'l'a‘t' that, Wlﬂl reference ta their
observations in this regard contained in the Audit 'paragraph, the Min
istry of Commerce had stated (December 1975) as follows:

“Although the facts stated are correct, it may be pointed out that
the Finance Ministry’s suggestion for allowing 10 per cent
Cash Assistance on export of bicycles and 10 per cent on
bicycle components was totally ad-hoc proposal not based
on any kind of data, whereas Commerce Ministry’s proposal
for grant of 124 per cent, later 15 per cent) Cash Assistance

on export of bicycles was based on the available data and
DGTD’s advice.”

1.75. In view of the fact that while deciding to allow cash assistance,
on ad hOoc basis, for complete bicycles (Roadster) at the rate of 15 per
cent from 1 September, 1974 to 31 March, 1975, the Commerce Minis-
try had relied on unauthenticated data without any detailed break-up, fur-
nished by the Chairman, Bicycles and Bicycle Components and Accesso-
ries Panel of the Engineering Export Promotion Council, the Committee
enquired why the assistance had been allowed on the basis of unauthentica-
ted data. In a note, the Ministry of Commerce replied:—

“Re-introduction of cash assistance at 15 per cent on f.o.b. value
of complete bicycles was decided in the meeting of the Cash
Assistance Review Committee held on 22.8.1974,

The above decision was based on (1) data supplied by the Chair-
man of the Bicycle Panel of the Engineering Export Promo-
tion Council (2) the data available from the Cost Accounts
Branch Report prepared in comnection with the fixation of
domestic prices of bicycles. On analysis of these data, the
following conclusions were reached:

«¢F.0.B. realisation

Rs. 200/-

F.0.B. cost Rs. 260/-
Duty drawback @ 129, Rs. 24/~
Shortfall in realisation . . . . . . . Rs. 36/
or 18%*

In addition to the shontfall of 18 per cent as indicated above, the
Chaxrman also drew (attention) to an mdmdual prob]em that
had arisen for the bxcycIe manufacturers as Taiwan and
China Had reduced their pnces consxderably posing threat to
our bicycle exports. The Committee had also decided that
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the cash assistance on this item should finally be fixed only
after detailed cost examination, However, since this was like-
ly to take time, it was decided to allow cash assistance of 15
per cent on ad-hoc basis from 1.9.1974 to 31.3.1975. This
was done in view of the fact that in the absence of any assis-
tance, the exports of bicycles were receiving a set-back.”

Asked how Government could justify the concessions given to the industry
on the basis of unreliable and unauthenticated data which appeared to in-
dicate a softness towards the industry, the Commerce Secretary replied in
evidence:

“It is true thut there were various views expressed on this subject
by various officers within the Commerce Ministry as well as
in the Finance Ministry. What has been taken up in this para
has been reproduced from some of the files and, to that ex-
tent, it is true that various officers had different views on the
subject.

Finally, this matter did come up before what is known as the Cash
Assistance Review Committee. 1 have got here the minutes
of the meeting of this Committee.”

After reading out relevant portions of the minutes, he added:

*“This is about the bicycles price. This is quite in detail and that
is how the decision was arrived at.”

Relevant extracts from the Minutes of the Second Meeting of the Cush
Assistance Review Committee held on 22 August 1974, leading to the
decision to reintroduce cash assistance an exports of Roadster bicycles,
" were also furnished to the Committee subsequently by thc Ministry, which
are reproduced in Appendix V.

1.76. Drawing attention to the Commerce Ministry’s statement to Audit,
in December 1975, that while the Finance Ministry’s suggestion for allow-
ing 10 per cent cash assistance was “totally an ad hoc proposal not based
on any kind of data”, the Commerce Ministry’s proposal for the grant
of 124 per cent (subsequently increased to 15 per cent) was based on
the available data and the DGTD’s advice, the Committee desired to know
whether the data claimed to have been available with the Commerce Min-
istry were acceptable to the Finance Ministry/Government. In a note, the

Ministry of Commerce stated:
“The data available with the Commerce Ministry was from two

sources (i) data furnished by the Chairman of the Bicycle
Panel of the E.EBP.C. and (ii) data of costs prepared by the
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‘Cost Acoounts Branch for determining  domestic prices of
bicycles available in the Ministry of Industry.

The decision on the basis of the above d:ita was taken in the
‘meeting of the Cash Assistance Review Committee held on
22.8.1974. It may be stated that the Ministry of Finance
(Departments of Expenditure and Economic Affairs) were
represented on the Cash Assistance Review Committee.”

In reply to another question as to how Government could decide such

an important issue without obtaining reliable data, the Ministry, in a note,
stated:

“The data supplied by the Engineering Expart Promotion Council
corroborated the data in the Cost Accounts Report of the Min-
istry of Industry, The weighted average of f.o.b. realisation
in the case of exports of bicycles complete to Iran during 1974~
75 works to about Rs, 200/- (61,479 bicycles valued at Rs..
1,22,31,800/-) which compared well with the realisation inti-
mated by the Council. As such, the available data could not
be set aside as unreliable.”

1.77. Since it had also been stated by the Ministry that the proposal
was based on the advice of the Director General, Technical Development,
the Committee called for a copy of the advice received in this regard, In
a note, the Ministry of Commerce informed the Committee, in this con-
nection, as follows:

“The D.G.T.D, were consulted informally on the subject by dis-
cussions held at senior officers’ level. D.G.T.D.’s views (as
recorded on file after discussions on 25 July 1974) are repro-
duced below:

‘I had consulted Shri Rajagopalan, D.O., DGTD, regarding.
present f.0.b. realisation. He said that the export of bicycles
now being made¢ are in respect ¢f contracts entered into
quite sometime back and therefore do not reflect the pre-
sent prices. He was of the view that we should collect
information from cur Commercial Representatives in  dif-
ferent countries to find out price at which these countries
are importing Roadster Bicycles.

Since collection of data about costing and f.0.b. realisation will
be a mever ending process, since they will vary from time to-
time, it is suggested that we take n decision on the basis of
data given in the Under Secretary’s note. As for these figures,
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2
the shortfall in realisation is about 11 per cent in respect ot
export of Roédsier blcycles A cgsh asswtancg of 10 per
cent should thereforé meet the requxrement )

At present, there is mo cash assistance on complete bicycle
whereas there is a 20 per cent cash assistance on bicycle
oomponents It has been pomted out by the Audit and cos-

firmeéd by D. G. T. D, ~that there is a possﬂnhry of complete
blcycles being exported as bicycle components for availing
cash assistance. In view of this, it is necessary to have the
same rate of cash assistance both for complete bicycles and
bicycle components.” ®

‘“The Audit paragraph, however, points out that from a note recorded on
17 August 1974, in the Ministry of Commerce, it appeared that the Dir-
«ector (yeneral, Technical Development, had been consulted and the Min-
istry was informed that “from the point of view of costing data and its
‘potential the rate cannot admit of any reduction below 15 per cent.” The
relevant note (recorded by the Additional Secretary Ministry of Com-
:merce furnished to the Committee by the Ministry is reproduced below:

“(1) This was raised in today‘'s CAR Committee gnd Dr.........
Economic Adviser and Shri....... desired to see this case.

(2) I should add that I have since had discussion on the appro-
pnate rate of CA for bxcycle campbnents with DGTD and
I am' informed that from the point of view of costing data
and its potential the rate cannot admit of any.reduction be-
low 15 per cent. This may be taken as my final view regard-
ing the specific rate. This is now proposed to be discussed
on 22.8.74, at 3.45 PM in my room.”

1.78. According to the Audit paragraph, while the Commerce Minis-
‘try had adopted, for the determination of f.0.b. cost and realisations, the
cost of Rs. 266 intimated, without any detailed break-up, by the Chair-
man, Bicycles and Blcycle Components and Accessories Panel of the En-
gineering’ Export Promotion Council and the reahsatm of Rs. 200 on the
basis of data given by a dxﬁerent manufacturer  (Atlas Cycle Industries
td.), the f.o.b. realisations during Alpril 1974 ta July 1974 actually ran-
ged between Rs. 188 and Rs. 247 (average Rs. 219 per bicycle as per
the statistics pubhshed by the Director General, Commercial Intelligence &
Statistics). The Audit paragraph goes on to point out further that had this
figure of Rs. 219, representing the average realisation per bicycle, been
tdken inta acocunt, the loss would have worked out only to 6.7 per cent
(as against 18 per cent assumed by the Commerce Ministry), even assum-
ing the f.0b. cost of Rs. 260 as correct and without taking into account



41

i Denellt acerying from import seplenistiment. O he Comumittee paint-
ig out'in this connection that even though the statistics complied by offi-
-cial agencies indicated a situation far rémoved from the industry’s con-
tentions, the Ministry and the Cash Assistance Review Committee appear-
< to have overlooked them in favour ‘of fhe"t\x“acirfewi;x;ifé;;cs'i;"ﬂc:fgﬁcéqu‘, the

«Commerce Secretary stated in evidence:

“For example the kind of calculation made by the D.G.C.LS. about
the figures shows that the f.o.b. realisation from the bicycles
was of a certain order. The figure has been taken from April
ta July. This is not fair. They could as well have taken from
January to June for the six months period. I cannot say whe-
ther from the statistical point of view the months you choose
.are a matter to be looked into or not. 1 have with me here
the figures from January to March and the average price is Rs.
161 and that figure comes to Rs. 174 from January to June.
Here in a kind of supposed calculation, a figure has been taken
for April to July; when the Team met for a discussion on this
subject they did not have any figures before them. Suppose
they had before them the figure for June. Then they had
to go by a certain figure that had been befare them or that
had been supplied to them. And on the basis of that, they
came to the figure of Rs. 200 as the f.o.b. realisation prices
which was not unusually a wrong price in this context,

If we take the 1973-74 realisations, according to the DGCIS it
was 154 but in 1974-75 it was 227 and in 1975-76 it was
199. This is a matter of play with the statistics as to which
period they should take for the purpose of aver.ging out of
these things. It is nothing else but this. But, whatever we
had. at the time when this decision was taken on the basis of
whatever material available with them, they had to come to a
judgment. I presume that their judgment of 200 as the f.0.b.
realisation was right.”

"He added:
“That is on the basis of certain assumed statistics.”

Asked whether both the sets of figures were not more or less assumed, the
witness replied:

“What I am trying to say is that, while he has assumed the statis-
tics from April-Tuly, we might as well say that he could have
taken the statistics from January t0 June which would Hhave
given him a much lesser f.0.b. realisation. He has taken 219
for his fo.b. calculations; actually he should have taken
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177. And if we take 1hc whole year of 1975~76 then the
- actual comes to 199 "

' 1.79. Asked whether the index period was not selected and calcula-
tions of f.0.b. realisations done on the basis of a scientific understanding

of the various factors involved, the Additional Secretary of the Ministry
of Finance replied in evidence:

“Under stable conditions and relatively stable prices and if there
are mo production constraints, likc shortage of power, raw
material etc. the Cost Accounts Officer’s report would certainly
be an essential guide for regulating the rate of cash assistance.
But, in some of these products we are faced with both the
problems of difficulties in the domestic production and large
variations in the realisations abroad. It is very difficult to
have a system which will be sensitive to these factors. On
the other hand, as some of the Hon. Members pointed out,
there is always a demand from the industry, that rate of cash
assistance as well as the import replenishment should not be
varied from time to time and there must be a certain amount
of stability so that they can plan well their production capacity
for export. We have thus two conflicting points of view to:
be reconciled and we are compelled to take an overall judg-
ment. There is another factor. From time to time certain
markets are faced with some difficulties if competition as had’

_ happened in the case of jute exports from Bangladesh, and
prices are under-cut. These factors will not figure in the-
cost accounts report. But they have to be taken into account
by the Review Committee at the point of time when a decision
is taken.”

He added: o '

“For instance, in 1974-75 the realisation was Rs, 227 whereas,
according to statistics, it was only 199 in the following year.
Suppose we had not given the cash assistance. No exports
would have taken place, because of the drastic reduction in-
the realisation.”

1.80, To another question whether the Industry would not be left
with an adequate margin of profit even without the cash assistance, the-
Commerce Secretary replied:

“That impression was conveyed and as a result of that the cash
assistance was discontinued,



43

But at the time when the cash assistance was restored, the calcula-
tions were again gone into. The calculations as at that time
presented before the Finance Ministry and the Commerce

Ministry showed a loss of 18 ‘per cent. 15 per cent cash assis-
tance was given.”

Asked, in this context, why an industry should, even after the grant of
cash assistance, want to export at a loss, the witness replied:
“It is a very difficult question,

Probably what happens is that those who are efficient make up
for it. Tt is almost an average on which this kind of thing
work. This was not more than a guide to us that it was a
loss of let us say 18 per cent and the Committee thought if
we could make good 15 per cent, this will be all right. In
fact this was a kind of recommendation received from the
various organisations that 15 per cent will be sufficient.”

The Committee enquired into the details of the profitability ratio of the
bicycle and bicycle components industries vis-g-vis other engineering units
for the period 1970-71 to 1975-76. In a note,* the Ministry of Commerce
informed the Committee that “information on profitability ratio on bicycles.
and bicycles components industries vis-a-cis other engineering units for
the above periods” was not available,

1.81. The Committee learnt from Audit that with reference to the units
value realisation worked out by them on the basis of the published statis-
tics of the Director General, Commercial Intelligence and Statistics and
mentioned iny the Audit paragraph, the Ministry of Commerce had stated,
in December, 1975, as follows:

“As regards unit value realisation (on average basis) worked out
and mentioned by audit on the basis of D.G.C.I. &S. export
statistics, it may be stated that these figures (relating to period
April-July 1974) were not available at the time of preparation
of the note for consideration of the MDF Committee (August
1974) as the published statistics are usually received after six
months.”

Dealing with this question, in paragraph 1.50 of their 174th Report (5th
Lok Sabha), the Public Accounts Committee (1975-76) had recommended:

“The Committec have been informed that there is usually a time
lag of about six months between the information that is
collected by the Director General. Commercial Intelligence and

*Not vetted in Audit.

1948 LS—4
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Statistics and the relevant period for which the information is
required. This is not a very satisfactory arrangement. That
this should be so despite the introduction of mechanical com-
.pilation in the Directorate is a matter for concern. The
Committee desire that the cxisting arrangements for the
collection and dissemination of information relating to commer-
cial intelligence and statistics should be critically reviewed and
necessary corrective measures taken without delay so that the
information system serves as an aid to decision making.”

In their Action Taken Note on the above recommendation, the Ministry

of Commerce had informed the Committee as follows:

“The Government has, however, already been seized of the
problem of compi'ing the accurate statistics of the foreign
trade and their timely publication with minimum delay. Based
on the recommendations of a high level Committee, certain
important changes in the method of compilation and publica-
tion of trade statistics coupled with structural strengtheaing .
of the organisation have been made. As a result, the time
lag between the period for which the information relates and
its compilation and preparation for publication has been reduced
from about six months in 1972-73 to about three months at
present, The observation of the Public Accounts Committee
has been duly brought to the notice of the Director General
of Commercial Intelligence and Statistics, who will, no doubt,
keep the system under constant review in order to bring about
such further improvement in the information system so that

it serves as an aid to decision making in a more effective
manner.”

1.82. The Committee, therefore, desired to know tthe specific steps
taken to devise a suitable machinery for the periodical and systematic
collection of data by the Director General, Commercial Intelligence and
Statistics and to ensure that the data, which were vital for the determination
of policies in regard to cash assistance and other incentives for export
promotion, were made available to the Commerce Ministry concurrently
and continuously. The Commerce Secretary stated in evidence:

“We are grappling with this problem very desperately to get the
figures and the data as quickly as possible and under the
present system, the D.G.C.LS. gives us the data getting which
is somewhat delayed and combursome. They get the data
from the various Customs Houses and seaports and then they
compare them with the other data that they get from the
various export promotion councils. After comparing both
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then chey finalise the data and put them on paper. ¥ is only
recentlsr that we have been able to introduce the computerised
system by which data processing work is being done a little
faster than before but data collection work still requires to
be speeded up. What we are doing in the absence of data
is to collect whatever data we can from various export pro-
motion councils otherwise we have tc work on insufficient
data. DGCIS data is not available before six months.”

On the Committce enquirina into the extent to which the introduction of
computerisation in the Directorate General, Commercial Intelligence and
Statistics had contributed to the speeding up of data collection and collation
and dissemination of information, the Ministry of Commerce, in a note,
teplied:

“No computer has been installed in the office of the Director
General of Commercial, Intelligence and Statistics, Calcutta.
Some mechanisation has, however, been done with installation
of data processing equipments in that office. The benefits
achieved as a result of which the time lag between the period
for which the information relates and its compilation and
preparation for publication has been reduced from about six
months in 1972-73 to about three months at present.”

1.83, The Committee asked whether the Directorate did not maintain
and furnish periodically to the Commerce Ministry, regular working sheets
of realisations from exports which could be referred to as and when
required without waiting for the published statistics, and in case such
periodical information was received, how these were utilised by the
‘Commerce Ministry. In a note, the Ministry replied:

“The erstwhile time lag in the availability of India’s Foreign Trade
statistics to the Ministry of Commerce has since been reduced
to a period of about three months. This has been made
possible largely by an arrangement with the D.G.C.I.&S.
Office to receive a copy of monthly Statistics of the Foreign
Trade of India in the manuscript form without waiting for a
printed copy of the volume. The manuscript copy so obtained
is used widely for the statistical requirements. However, there
is no machinery to watch and monitor the export realisation
whether on the basis of this manuscript copy or otherwise.”

1.84. Since the Ministry must also, presumably, be receiving regular
market intelligence reports in regard to international price trends, export
realisations, etc., the Committee desired to know if such intelligence reports
were actually received during the relevant periods and, if so, how these
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were utilised for determining the policies in regard to cash assistance froms
tume to time. In a note furnished in this regard, the Ministry stated:

“The market survey reports imdicating the prospects, prevalent
price trends, etc. received from our Commercial Secretaries
attached to the Indian Embassies abroad and other agencies
like Indian Institute of Foreign Trade, Trade Development
Authority, etc. are transmitted to the Engineering Export
Promotion Council for exploiting the opportunities revealed
through such Reports. There is no machinery to cull out
price trends from these Reports and use them for the purpose
of fixation of cash assistance.”

In reply to another question whether data relating to cost of production
of different items, on which cash assistance or other export incentives were
available, and the export realisations therefrom were made avaijlable
regularly to the Ministry by the various Export Promotion Councils, the
Ministry stated:

“There are at present no standing arrangements to collect periodi-
cally on regular basis, data from the Export Promotion .
Councils on various items relating to f.0.b. cost and realisation
for which cash assistance has been granted. However, the
proposals received fom the Export Promotion Council con-
taining all relevant data including cost of production, export
realisation etc. are taken into account at the time of review/
revision of cash assistance by the Inter-Ministerial Committee.”

1.85. Though the cash assistance of 15 per cent, granted on an ad hoc
basis in August 1974, for complete bicycles (Rcadster) was valid only till
‘31 March 1975, continuance of the assistance at the same rate for a further
period of six months, i.e. upto 30 September 1975, and again upto 31
March 1976, was sanctioned respectively on 30 April 1975 and 1 October
1975. Simultaneously, on 30 April 1975, cash assistance for  Sports
Light Roadster bicycles was also increased from 10 to 12} per cent. The
Audit paragraph also points out that on 30 August 1974 [after the initial
decision to re-introduce cash assistance, on ad hoc basis, from 1 September
1974 for complete bicycles (Roadster) was taken] the Cost Accounts Branch
of the Finance Ministry had been directed to undertake cost studies in
respect of four bicycle manufacturers* (‘A’, ‘B’, ‘C’ and ‘D'—'D’ was later
substituted by ‘E’ in view of the fact tthat ‘D’ had remained closed for long)
and that reports in respect of units ‘A’, ‘B’ and ‘C’ were submitted
in February and March 1975, which cast doubts on tthe justification for

»A'~T.I. Cycles India Ltd. (Tvbe Investments of India Ltd.); ‘B’—Atlas Cycle
Industries Ltd.; ‘C’—Sen Ralejgh Ltd. . ‘D'—Hind Cycles Ltd.; ‘E’—Hero Cycles (P}
Led.
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the cash assistance allowed from time to time for exports of complete
bicycles (Roadster).

1.86. The Committee learnt from Audit that the Ministry of
Commerce had stated, in this connection in, December 1975, as follows:

“Audit have made a point that though cost reports regarding some
units had been received prior to 30th April, 1975, the same
were not taken into consideration while deciding about the
extension of cash assistance upto 30th September. They have
also mentioned that the Government had not taken any deci-
sion on the cost reports by September, 1975.

Cash assistance on a number of engineering items was expiring on
the 31st March, 1975. Since continuity of cash assistance is
necessary in the interest of exports from the country, it was
essential that the cash assistance rates were announced before
the exiry of the circulars. For all the items however, cost
studies had not been completed by the Cost Accounts Branch.
A meeting of the Cash Assistance Review Committee was
taken on the 7th April 1975, which examined the question of
extension of Cash Assistance rates in respect of bicycles and
bicycle components, among other items. There was not
enough time for the Ministry to examine the cost studies
received from the Cost Accounts before 31st March, 1975.
A decision was therefore taken to extend the rates upto 30th
September in respect of bicycles and bicycle components also,
along with other engineering items.”

As regards the extension of the cash assistance beyond 30 September 1975

the Ministry is understood to have informed Audit, in December 1975, as
follows:

“Certain cost study reports received from the Cost Accounts Branch
had been examined by the Government and it had been found
that the cost accounts branch had not taken the latest f.o.b.
realisation in many cases. Since due to recessionary interna-
tional market conditions, f.0.b, realisation had come down in
case of many of the engineering items, the exports had been
representing that the latest lower f.o.b. realization should be
taken into account while doing cost study. In scveral reports
also, the Cost Accounts Branch had mentioned this fact and
had left it to the Commerce Ministry to take into consider-
ation the latest figures of f.0.b. realization. In view of this,
it was decided that the latest f.0.b. cost and f.0.b. realization
should be taken into account while considering the question
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of extension of cash assistance beyond the 30th September
1975. -

While sending Cost data of different units to the Cost Accounts
Branch, it was being noticed that data were not being furnished
in a proper manner by the exporting units, In several cases,
the Cost Accounts Branch has also returned the data sent to-
them, on the ground that these were defective/incomplete.
In this connection, several letters were issued to the Enginee-
ring Export Promotion Council to send the cost data in proper
form, complete in all respects. It was also decided to take a
meeting of the exporters'to explain to them the correct manner
of compiling marginal cost data. Such a meeting was taken on
the 14th July, 1975 and the same was aftended by the Chief
Cost Accounts Officer ¢nd the Joint Secretary, Ministry of
Commerce,

In the meantime, certain other  developments had taken place
regarding the incentive schemes for exports. The question of
extending cash assistance on different items was taken up in
a meeting of the Marketing Development Fund held on the
24th September 1975 in which the following decision was
taken:

“ln regard to the procedure, it was decided that there should be a
quick review of cases. The cases blatantly unsustainable or
requiring assistance can be considered on merits by the Review
Committee and the other cases where changes may be proposed
can remain, unaffected, since the spirit of the decision of CCE
is that the scheme may continue as it is and that pending
formulation of the new scheme the rates need not be fiddled

around with.”

As per the above decision, a meeting of the cash assistance Review
Committee took up tha question of extension of the Cash
assistance rates beyond 30.9.1975. 1In the note submitted:
to this Committee, it was pointed out that the cost data submi-
tted by firm showed a short-fall of 16 per cent and 18.85
per cent on the basis of marginal costing of two units manu-
facturing complete bicycle. Similarly, the cost data of a firm
manufacturing bicycle parts showed a loss of 25.32 per cent
on marginal costing basis. Tt was therefore recommended to
the Committee that the present rates should continue. The
Committee agreed with this recommendation and it was
decided that the existing rates should continue upto 31.3.1976.”
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The Ministry is further understood to have stated:

“The question of streamlining export bemefits that were bemg made
available  was equally taken up by Government around
August of this year, A proposed considered was to give im-
port entitlements, over and above the present rates of import
replenishment available according to the Import Trade Con-
trol Policy, for specific items, export promotion of which was
considered necessary. It had also been felt at the time that the
cash assistance scheme should be formulated taking into accouat
relevant parametres and npot mercly the relationship
between the f.0.b. marginal cost of the product and the f.0.b.
price that was obtainable. So long as the new cash assistancd
scheme was not brought into force, it was also felt desirable
that the existing rates should not be disturbed, unless they
were wholly unjustified. The Cash Assistaace Review Com-
mittee, in its meeting held on 30th September 1975, decided
about the rates that should continue, in regard to products for
which the terminal date of assistance was 30-9-1975, in the
context of the views being held by Government at the time.

- However, in early October, the import entitlement scheme under
consideration was given up and in regard to products, the
promotion of whose exports was considered necessary, addi-
tional cash assistance was decided upon. These rates were given
effect to from 1st October 1975 and circulars addressed to the
various Export Promotion Councils were issued during the mid-
dle of the month. The cash assistance scheme that would
be in force from 1st April 1976 would really depend upon the
decisions ultimately taken by Government on the basis of the
recommendations of this Committee. Qur endeavour is to com-
plete the exercise, well ahead of time so that the new scheme

is announced well before the close of the current

financial
year”.

1.87. The Committee desired to know why it was not possible for
Government to obtain proper cost data from time to time and have them
examined by the Cost Accounts Branch at periodical intervals for regu-
Inting the cash assistance instead of resorting to ad hoc grant of assistance
that had little or no relevance to the realities of the situation.

In a note,
the Mnistry of Commerce stated:

“The entire process of calling for the cost data from the industry
and getting them cost accounted by the Cost Accounts Branch
was time consuming and it took months in several cases. By
the time the cost reports were received and examined the data
become cut of data in the prevailing conditions. However,
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_efforts were always made to get data cost accounted in time
for the Review Committee to consider as far as possible. Cash
Assistance on ad hoc basis was granted only in exceptional
cases and under special circumstances.”

1.88. Since unit ‘E’ (Hero Cycles (P) Ltd.), which had been selected
in lieu of ‘D’ (Hind Cycles Ltd.) on the recommendation of the Engineer-
ing Export Promotion Council, had not furnished the details and docu-
ments required by the Cost Accounts Branch, the Committee asked whether
Government ascertained the reasons for this default from the Export
Promotion Council and, if so, what were the reasons indicated by the
Council. In a note, the Ministry of Commerce replied:

“Immediately on receipt of a communication from the Cost Accounts
Branch to the effect that the Unit ‘E’ was not cooperating in
the matter of getting their cost examined, the matter was taken
up with the Engineering Export Promotion Council. The
Council explained that the Unit ‘E’ had denied the allegation
of non-cooperation. It was, however, explained by the Unit ‘E’
that the accounting year of the company being July to June,
the company preferred to have their accounts pertaining to the
period July 1974-June, 1975, being cost studied. Cost data

- pertaining to this period was later received from the Council
on 26th September 1975. This was, however, not cost account-
ed in view of the change in policy.”

1.89. According to the studies undertaken by the Cost Accounts
Branch, the gap between f.o.b, cost and f.0.b. realisation expressed as

percentage of f.o.b. realisation on exports of bicycles in respect of Units
“A’, ‘B’ and ‘C’ was as follows:

Roadster Bicycles SLR Bicycles
1973 1974 Early 1973 1974 Early
1975 1975
A’ —T.1. Cycles
India Ltd. (—)11-8 (=3 (=I11-3 (—)18'74 (—)40:50 (—)12
<B*—Atlas Cycle
Industries Ltd. .. (=119 (+)5.3 (=)19-50 (+)10:4

<«C'—Sen Raleigh
14 (3)9-32* (+)8:93%*

*For 1973-74
*+For 1974-75
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In computing the loss on exports in the case of ‘A’ (T.I Cycles India Ltd.),
however, the benefit derived from import replenishment licences was not
taken into account and the Audit paragraph points out that if this was
also taken into account to the extent of average benefit of ‘B’ (Atlas Cycle
Industries Ltd., which had sold its import replenishment in 1973 at premia
ranging from 30 to 49 per cent), the loss incurred by the unit in 1973
would be insignificant (0.4 per cent) and result in a gain in the subsequent
years, According to the Audit paragraph, the cost data/calculation sub-
mitted by ‘C’ (Sen Ralleigh Ltd.) in November 1974 in respect of 1973-74
also showed a premium of 50 per cent on import replenishment.

1.90. On the Committee drawing attention to the sale of import reple-
nishment at a considerable premium, which ought to have been rightly
taken into account while determining the need for and quantum of cxport
incentives, the Commerce, Secretary stated in evidence:

“The word ‘sold’ is not proper. It is nominated and a nominee
can be found and naturally, some consideration, it seems, is
charged according to some kind of a market mechanism. What
that premium is and what the market mechanism charges, de-
pends on the availability of such licences. To-day, I am told
the premium is very low. Nobody wants to buy these nomi-
nations. Nevertheless, the system does allow that an import re-
plenishment can be given as a nomination to another party who
is in the manufacturing business and feels that in the manufac-
turing business he can utilise that licence and import something
for the purpose of manufacture and getting into higher produc-
tion and better production for the purpose of exports, The
basic meaning behind import replenishment schemes at pre-
sent is not to restrict it only to the person who has exported.
It is also to allow, if another person is able to utilise that li-
cence, that person to utilise it provided he is in the same what
is known as group. It is not possible, let us say, for a man
in the engineering group to nominee a man in the chemicals
group. An engineering group man can nominate another man
in that group. This is basically the philosophy behind the
import replenishment systems. Tt has worked fairly well and
we have taken into account as to how many nominations were
normally made. In the whole period we have found that only
about 17 per cent of the licences are nominated and about 83
per cent are not nominated. People who get these licences
use them to get better products or get things needed by them

for their industry from abroad. It is true that about 17 per
cent do get nominees.” '



52 -
He added:

“This point has been raised more than once in this august body
itself during previous years. Here also quite some effort
has been done in the Government also on this subject of import
replenishments and their nomination system. We find that it is
the shortage of foreign exchange which has led to a degree of
abuses and if the shortages were made good, then no one will
pay any value for any kind of licence. If he is to get his
licence quickly and easily and without any difficulty, then the
premium which is being paid for getting nominations will dwin-
dle and let us say, wither away and that is exactly what js being
done to-day. Many measures have been taken, quite a number
of them, to make it easy and very easy for people who are
in the exporting line to get their requirements.”

Asked whether this policy of appeasement of the industry (which was
usually controlled by big money interests) by various kinds of direct and
indirect benefits was not dangerous in the long run, the witness replied:

“I do not see any appeasement in this. It is a question of a practi-
cal approach to the problem which otherwise the money market
will never stop quoting in the market. Anything is saleable
today in the market and unfortunately so. It is only a question
of its availability . We had discussions and the decisions that
have been taken have actually resulted in this money market,
this money value being offered for nominations has gone down

very sharply. 1 am sure it will disappear. If we were to
make a law about it. then what will happen is that the price
of this will probably go up instead of coming down.”

1.91. Since it had been stated that about 17 per cent of the import
replenishment licences were nominated to persons other than the actual
recipients, the Committee desired to know whether any study had been
undertaken by the Commerce Ministry, prior to 1973, to determine the
premium thereon before arriving at the quantum of cash assistance neces-
sary. In a note, the Ministry of Commerce stated:

“No study was made in the Commerce Ministry to determine the
premium on import replenishment licences prior to 1973.
However, exporters were required to indicate premium on
import replenishment while requesting for determination of
cash assistance, rate, Cost Accounts Branch whenever required
to undertake cost study, also took into account premium earned
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by exporters on import replenishment licences transferred to
his nominees.

Any consideration for nomination would depend on the commercial
arrangement between the exporters and the manufacturers. If
the manufacturer gives the product for export to the exporters
at an international price, he will claim from the exporter the
benefit of nomination without any consideration. If, on the
other hand, the manufacturer gives the goods on domestic
price to the exporter, the position may be different.”

1.92. The Committee enquired into the basis on which cash assistance
on SLR bicycles had been increased from 10 to 123 per cent with effect
from 1st April 1975. In a note, the Ministry of Commerce replied:

“The trade was representing that Cash Compensatory Support on
the export of Special Light Roadster Bicycles (SLR) at 10 per
cent was inadequate. As a result, they were suffering ioss in
exports. The matter was referred to Cost Accounts Branch
of the Ministry of Finance for cost study of the industry. The
Cost Accountant conducted the cost study of M/s T.I. Cycles
and Atlas Cycles. The Cost Accountant came to the conclusion
that there was a loss of 12.1 per cent in the exports of S.L.R.
Bicycles made by M/s. T.I. Cycles.

The case was examined and placed before the Cash Assistance
Review Committee in its meeting held on 7th April, 1975. The
Committee decided that the Cash Assistance rate on S.L.R.
Bicycles be raised from the existing rate of 10 per cent to
124 per cent w.ef 1st April, 1975 upto 30th September,
1975, basing its decision on the Report of the Cost Accounts
Branch in respect of M/s. T.I. Cycles where the loss shown
was 12.1 per cent.”

The Ministry also furnished a copy of the relevant extract from the Cost
Accounts Officer’s report, which is reproduced below:

“Before considering the benefit on the import entitlement licences
only the shortfall worked out to 18.7 per cent on special model
cycles and 11.8 per cent on Roadster model cycles in 1973;
in 1974 exports, the average shortfall was 40.5 per cent in
special model bicycles and 1.3 per cent in Roadster models.
No firm orders pending execution for special and roadster
models have been shown except the price enquiry mentioned
in para 11. The shortfall for speciat model cycle based on



54

the price enquiry and current cost will be 12.1 per cent. Thus

the latest shortfall in roadster model is 1.3 per cent and on
special models is 12.1 per cent on f.o.b. If there is a change
- in duty drawback rates as mentioned in para (10), then again
the shortfall will change. The excess import entitle-
ment licence with the Company is 15 per cent on
f.o.b. on special model cycles and 8.6 per cent on roadster
models. The benefit on excess import licences could not be
assessed. The Ministry of Commerce may take view on the
benefit if any on the import entitlements in deciding the quan-
tum of cash assistance.

1.93. Asked to indicate the basis on which the rate had been subse-

quently increased to 15 per cent with effect from Ist October, 1975, the
Ministry in a note replied:

“The rate of Cash Assistance at 12.5 per cent sanctioned w.e.f. 1st
April, 1975 was valid upto 30th September, 1975, after which
a Review was to be done. The Cash Assistance Review Com-
mittee held its meeting on 30th September, 1975 in order to
review the Cash Assistance rates on various items having the
terminal oate of 30th September, 1975. The S.L.R. bicycle
was one of the items thus reviewed. The Cash Assistance
Review Committee decided to continue the existing rate of
12.5 per cent upto 31st March, 1976.

The rate of 12.5 per cent was based on the marginal costing of M/s.
T.I. Cycles.

In October, 1975, a decision was taken at the highest level that
having regard to the export prospects, production capability
in the country, the competitive strength of our products vis-a-vis
the international prices and other relevant factors, it was neces-
sary to provide additional Cash Assistance in respect of certain
products. The list of such products and the rates of additional
cash assistance were decided by a high-level Committee under
the Chairmanship of Commerce Secretary which took decisions
on 6th October, 1975.

In respect of S.L.R. Bicycles it was decided to increase the existing
rate of Cash Assistance of 12.5 per cent to 15 per cent. The
additional cash assistance was announced for the period 1st
Octaber, 1975 upto 31st March, 1976 and was decided to be
continued thereafter upto 31st March, 1979,

While deciding upon the additional rates of cash assistance it was
made clear that these rates were not related to the principle
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of marginal costing. These rates were determined having re-
gard to all the relevant factors including the promotional assis-
tance which the commodities in question needed under the
circumstances existing on the date of the decision.”

Asked to furnish relevant extracts of the Notes in the relevant files of
the Ministry leading to these decisions, the Ministry informed the Com-
mittee that disclosure of records pertaining to the determination of rates
of cash assistance is considered to be prejudicial to the interest of the
State” and were, therefore, not being furnished, However, according to
information furnished by Government in August, 1977, this increase of
cash assistance “was approved by the Commerce Minister alongwith other
proposals for changes in the cash assistance rates.”

1.94. In view of the fact that the basic raw material required for the
manufacture of bicycles—steel—was being made available at controlled
prices and the domestic availability of steel had also improved consider-
ably in recent times, the Committee asked how the f.o.b. cost could be
as high as had been claimed by the industry. A representative of the Dir-
ectorate General, Technical Development replied in evidence:

“I agree that steel is available in plenty. There is no problem
of its supply. But it is produced in the secondary sector which
is an un-controlled sector. There is no price control while
the integrated steel plants’ prices are controlled. As far as.
the secondary sector is concerned, the Indian Tube Ccmpany
is doing hot strip and reducing it to cold rolled strip. They
are charging high prices.”

He added:

“The bicycle industry is relying on the cold-rolled steel strips pro-
duced in the secondary sector. The main steel plants produce
hot-rolled; steel strip; it is re-rolled; it is used for various parts,
for forks, for other components which require cold-rolled strips.
Cold-rolled steel strip sector is totally uncontrolled. If you
compare this with the JPC controlled price of hot rolled strip,
and the price charged by the secondary sector, you will see the
wide disparity. When we asked the bicycle manufacturers to
reduce the price they asked us: Why don’t you ask the secondary
producers to reduce the price? Why are they charging such high
price? So, Sir, this is a matter which wc have taken up with the
Steel Ministry and it may be that your Committee may like
to take it up with Steel Ministry. Nickel is a basic inout forf
electro-plating of the bicycle. Tt is not produced in the coun-
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try. There is the international cartel, Mond Nickel. Now the
bicycle industry asks us, catt you get nickel at such and such
price, over a period of years. So, these are difficult and
complicated problems and this does not admit of any simple
inferences.” i

‘Since the secondary sector was admittedly charging high prices by taking
advantage of the situation, the Committee enquired whether the Steel Mins
istry had ever been advised to move in the matter and to take necessary
steps., The witness replied:

“We have brought it to their notice.” Asked whether there was
any communication in this regard, he replied:

“At various points of time representations were made at the various
meetings.”

He, however, added:

“There is too much raw-material purchased by the private produ-
cers where no doubt profit are being charged considerably.

How can we control everything?”

1.95. The Audit paragraph zlso points out that the export of complete
bicycles (Roadster) bears a relatively small proportion (about 8§ per cent)
to production of bicycles in the country, The following table indicates the
share of export in the total output of bicycles: during the period 1965-66
to 1971-72:

Year Ontpur of Exports Percentage of
bicycles exports to
total output

———— - c—

1965-66 . . . . . 15,82,000 §3.206 34
1967-68 . . . . . 16,83,700 83,274 49
1968-69 . . . . . 19,906,000 1,25.644 63
1969-70 . . . . . 19.30,200 1,32,911 6
1970-71 . . . . . 20,46,200 2,02,904 97
1971-72 . . . . . 19,94,000 1,44,210 73

Source :—Rport of IIFT on Bicycles and Bicycle Parts.

1.96. Since exports of bicycles amounted tot only 8 ‘per cent of the
-production, the Committee asked whether it was worthwhile to promote
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-such a law quantum of exports with incentives. like cash aseistance. The
Commerce Secretary replied:

“This is the view of the Government that incéntive on a selected
basis should be given for promoting exports. In the case of
bicycles if we compare the figures right from 1960 we would
have come a big way. The export of bicycles started with a
very small figure but has reached a very sizeable figure now
apd each year we are improving on our performance. In the
current year we will have «n export of bicycles to the tune
of 5 crores and next yesr 6 crores and thereafter 8 crores.
It is also hoped that the export market will enable us to uti-
lise the idel capacity which is therc and it may happen that we
may succeed more and more to set up more capacity and
create more employment.”

On the Committee pointing out that the policy of promoting exports at
all costs did not appear to be sound and exports merely for the sake of

exports was open to question, the Additional Secretary of the Ministry of
Finance stated:

“The possibility of developing our export performance was one
factor which was prominently kept in view when dealing cash
assistance. If there was no potential at all. then we would
not bother us about that. There is no point in going for any
new product, unless it has a growth potential. If the cash’
assistance is to be given, this is the first criterion that we take
into consideration.”

“The Commerce Secretary added:

“It is very unusual that Government has been faced with a very
wide trade gap between its exports and its imports and the
gap was of the order of Rs. 1100 crores by the end of March
1975 for the year 1974-75. Upto March 1976, there is like-
ly to be another gap of the same order almost. The final
figures are yet to be checked. The desirability of closing this
gap by more and more exports has been emphasised in va-
rious quarters. The magnitude of the task has been recogni-
sed and an all-out effort is therefore being made to promote
India’s exports and 30, a number of new strategies have been
devised for the purpose and a few others are under considera-
uon"”

Asked whether any future projections in regard to bicycle exports had
‘been made, the witness replied:



‘58

“We do make some kind of projections for ourselves. It is entire-
ly for our own use. For complete bicycles, we have a target
of 5 crores in 1976-77 which we expect will go to 6 crores
next year and to 8 crores in 1978-79. This is a kind of very
rough target which we have set for ourselves for the pre-
sent. We are working towards these targets, We may reach
them or exceed them or may not reach them, That is a dif-
ferent matter, We shall have to look into whatever difficul-
ties or problems or any other matters that need to be looked
into in this connection.”

In a note furnished subsequently in this regard, the Ministry of Commerce
informed the Committe that the Engineering Export Promotion Council
had tentatively laid down the following export projections in respect of
both complete bicycles and parts:

Rupees in Crores

Year Fstimated value of
Exports
1976-77 . . . . . . . . 26
1977-78 . . . . N . . . 28
1978-79 . . o . . . . 30

1.97. The Report of the Indian Institute of Foreign Trade ‘points out,
inter dlia, that the burden of uncovered loss on exports was absorbed by
the domestic market and that in view of the low percentage of export to
the total output, which was less than 10 per cent, the absorption of the
present uncovered loss had not been difficult. The Report, however, goes
on to add that “to what extent this process can be continued has to be view-
ed from the angle of the overhead elements in the f.o.b. cost and capa-
city of the domestic market to bear the additional burden.” Besides, the
Report also adds that while bicycles in India provide the means of cheap
and quick transport for the masses, bicycles in the western developed world
were mainly in demand as a sports items or fast supplementary means
of transport to be used over very short distances or for joy rides by a
limited section of society. Drawing attention to the fact that the uncover-
ed loss on exports of bicycles was being passed on to the domestic consu-
mers who were mostly concentrated in the small towns and rural villages,
the Committee desired to know the justification for maintaining export
markets at the expense of the domestic consumer. The representative of
the Directorate General, Techincal Development stated in evidence:
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“It is only 8 per cent of the production which is exported. It is
rather difficult to say that subsidy on this 8 per cent is push-

ing up the cost of 92 per cent sale in the internal market. 92

_ per cent sale in the internal market at high price is for various
reasons. There could be managerial inadequacies, there could

be no cost consciousness, but there could be very serious diffi-
culty of raw materials.”

Asked whether any ceiling had been fixed on the domestic prices of bicycles,
the Additional Secretary of the Finance Ministry replied:

“I can only mention that the prices of bicycles were controlled
under the Essential Commodities Act. Now, the price con-
trol has been removed.”

1.98. According to the Report of the Indian Institute of Foreign Trade,
one of the reasons for the high f.0.b, cost per unit was the high proportion
of fixed overhead to the f.0.b. cost, resulting from the under-utilisation of the
total capacity available. On the basis of detailed cost figures obtained in
respect of some units, the Institute had found that the proportion of the
factory overheads to the f.0.b. cost varied from 9.7 to 16.7 per cent and
that of office overheads from 1.2 to 3.1 per cent, while the percentage of
variable factory overheads was between 3.6 and 5.5 per cent and that
of variable office overheads between 0.6 and 1.3 per cent. The fixed over-
heads therefore, constituted about 6.7 to 13.0 per cent in respect of Units
‘U’ and ‘V’ as per details indicated below:

‘u’ ‘v
Porcentage of total factory overheads to f.0.b. cost . . . 97 167
Percentage of total officz overheads to f.o.b. cost . . . 12 31
Percentage of total overheads . . . . . . 109 198
Percentage of variable factory overheads . . . . 36 55
Percentage of variable office overheads . . . . . 06 13
Percentage of total Fixed Overheads to f.o.b. Cost . . 67 130

The IIFT study, however, focusses attention on the fact that while the
installed capacity of the bicycle industry had gone up quite substantially
(in December 1971 the installed capacity was reported to have gone upto
33,32,000 bicycles while in 1972, when the IIFT study was commis-
sioned, the installed capacity of all the units manufacturing complete
bicycles had gone upto 36,42,000 per annum, according to the estimates
of the Directorate General, Technical Development), the unutilised capa-
city represented a high proportion of the total available capacity, with

1948 LS—S5



60

less than 50 per cent of the installed capacity being utxhsed on the whole.
The Report goes on to observe.

....... The production of the bicycles can, therefore, be almost

doubled if the total installed capacity is fully utilised. Even
from the angle of individual lead manufacturers the unutilised
capacity varies from 1/3 to 1/2 of the total available......
This large proportion of unutilised capacity indicates the pOs-
sibilities of reducing the unit cost at least by distributing fixed
overheads Over much greater numbers (emphasis added).
According to the estimates based on cost data regarding the
select units under study, the proportional fixed overheads to
the f.o.b. cost is around 10 per cent. If production increases
by 50 to 100 per cent of the existing capacity, the incidence
of fixed overheads on each unit of production will be reduced
by 33.3 1o 50 per cent (emphasis added). This means that
the proportion of fixed overheads to the total f.0.b. cost will
go down from the present average of 10 per cent ta 5 to 6.7
per cent and that gain of 3.3 to 5 per cent in f.o.b. cost can
be anticipated. In addition, the scale economies may help in
reducing the per unit incidence of the variable elements.”

1.99. The following table, compiled on the basis of statistics furnished,
at the Committee’s instance, by the Directorate General of Technical De-
velopment, indicates the installed capacity and actual production of the
bicycle industry in the organised sector during the period 1970-—75:

Quantity in Lakh Nos.

Year Installed Actual Production
capacity production as percentage
of installed
capacity
1970 35-22 20-94 595
1971 3732 1817 487
1972 38-94 2273 584
1973 40-19 25-44 633
1974 40°19 2513 628
1978

4019 22:00 547
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As stated earlier, in paragraph 1.43, there are more than 300 units in the
small scale sector presently engaged in the assembly of bicycles and manu-
facture of bicycle parts and as agairfst their estimated capacity of 5 lakh
Nos. of complete bicycles per annum, their production in 1976 was about
-4 lakh Nos. (80 per cent) only. The Directorate General of Technical
Development aiso informed the Committee that the Planning Commission
had estimated the demand for complete bicycles at 35 lakh Nos. by 1978-
79 and that as against the present installed capacity in the organised sec-
tor of 40.19 lakh Nos., the additional capacity, which would mature by
1978-79 was estimated at 1 lakh Nos.

1.100. Since under-utilisation of the installed capacity pushed up the
unit cost of production which in turn affected adversely the f.ab. cost of
-exports,, the Committee asked whether Government was not worried over
the low capacity -utilisation in the bicycle industry and what steps, if any,
had been taken ta improve the unsatisfactory performance of the indus-
try. The Commerce Secretary replied in evidence:

“The capacity utilisation at present is certainly low, Fortunately we
find that the capacity utilisation in the components sector has im-
proved and is slightly better than in the complete bicycles sector.
In the component sector—I do not have the latest figures; but
I have figures—in the small scale sector, for the year 1972 the
production comes to 28.52 lakhs as against 14.20 lakhs in
the organised sector. It is almost double in the small scale
Sector. That is certainly one area in which some development
has taken place. This is not a subject which is entirely under
my charge; but since we are interested in the export of bicycles,
we have hed occasion to talk to some people. The components
are being manufactured in a large measure in the small scale
sector and only some parts (like those mentioned by the DGTD)
viz, hubs, rims and chains are manufactured, mostly, in the
large-scale sector. After manufacture. all these are given to
the dealers or sub-dealers who keep them with them; and as
the demand arises. they produce the bicycles.”

‘The representative of the Directorate General of Technical Development
-added:

“The capacity utilization has also worried us very much. DGTD
is studying the possibilities of improvement in technology also.
We are interested in achieving reduction in costs of raw mate-
rials as well as in the process of manufactures. Recently, a
panel for the bicycle industry has been formed, with all the
manufacturers and some of the important consumers as mem-
bers. This panel is engaged at ‘present in studying the aspect
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on better utilization of capacity in the industry, as alsa im--
provement in the technology and in the designs of various types.
of bicycles manufactured-in the country.

Another important aspect which the panel will study is: ta what
extent could the component parts be standardized, so that
they can lend themselves for better production techniques,
thereby reducing the cost of manufacture. As Mr, (the Com--
merce Secretary) said, scme of the items are not being manu-
factured exclusively by the small-scale sector. We will see
how far they can be organized for mass production. Also, de-
tailed studies are being undertaken regarding the facilities which
exist in various factories and to see how far they can be moder--
nized. This is done both in regard to the manufacturing cost
as well as quality. These are the studies which are now under
way. In the course of 6—8& mcmnths, we should be able to
come out with some definite information.”

1.101. On the Committee enquiring into the reasons for the unsatisfac-
tory utilization of the capacity available in the industry, the witness re-
plied:

“The fall in production has been due to lack of demand. Therc has
also been a gradual increase in the cost of production, because
of the rise in the costs of the inputs vid. the various materials
used in the manufacture of bicycles.”

He added:

“Probably, the marketing ability of the cycle manufacturers is hold-
ing them back from increasing the production. Cost of pro-
duction has increased during the last 2 vears; as a result, the
sales have not picked up to the extent production could pick
up. This is one of the reasons why the capacity utilization is
rather low.”

On the Committee pointing out, in this context, that the estimates and pro-
jections made in this regard had apparently proved incorrect, resulting i
unnecessary investment of capital, another representative of the Directorate:
replied:

“In all humility T submit that we are neither less efficient nor more
efficient than anybody else. We licence the capacity on the basis
of the demand projections but if the demand projections, on
account of various factors, do not materialise, then you are
faced with the problem of idle capacity.”
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1In a note furnished subsequently in this regard, the Directorate General of
Technical. Development stated that while the capacity wutilisation in the
complete bicycle industry taken as a whole ranged between 48 and 63 per
ceat of the installed capacity, unit-wise capacity utilisation showed on the
-one hand a very high rdate of certain units like Hero Cycles (P) Ltd., Lu-~
dhiana and Atlas Cycle Industries Ltd., Sonepat and that the capacity utili-
sation in other units had been relatively low. The Directorate added:

*“This would emphasise the difference in operating conditions as
pertaining to the different units in the industr\y. Thus Sen
Raleigh Industry were closed down for sometime owing to man-
agement and other problems. The operations of other major
unit, TI Cycles of India were adversely hit by power shortages
at certain periods. An over all constraint operating in the entire
industry was the inflationary condition prevailing in the eco-
nomy till 1974-75, which curtailed the purchasing power of
rural communities, which account for nearly 80 per cent of the
total demand in the country.”

1.102. The Committee asked whether instead of sustaining exports at
all costs by means of various incentives for export promotion the idle-
«apacity available in the industry could not be utilised for export-oriented

Aactivities. The representative of the Directorate General of Technical
Development replied:

“For this, you have to survey the foreign markets. The foreign mar-
kets are being surveyed and we find that the demand for com-
Pplete roadster bicycles is not going to increase all the world
over because many of the countries are putting up assembling
plants.  In Iran, Iraq, Sri Lanka, Indonesia, Nageria and
other countries they are putting up assembling plants. So. the
'scope for export will be in the area of bicycle components
because many of the friction components are difficult to manu-
facture in these developing countries in a short period of time:
and if you look at the exports, you will find that it is acces-
sories and components which have registered a growth factor.
In the components sector the capacity utilisation is better than
in complete bicycles. In so far as complete bicvcles are ~on-
cerned, there is a large market for a mode]l known as
Sports Light Roadster bicycles which are required most-
ly in Furope and USA. There is a demand for
as much as 4-5 millien bicycles a year but we have to keeo up
technologically abreast to be able to avail of this demand. We
have been taking certain steps in this direction and one unit has
already come up in the field and now it is a question of time
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and we are organizing and this particular panel to which my
colleague, (Mr............ ) made a reference, is going into
this question as to how we should diversify our production into
sports model. It is being done, but this is something where
you could not expect results in a very short period of time.
But we hope to keep on working at it and we hope results will
follow.” o ' )

In a note furnished subsequently in this regard, the Ministry of Commerce
have stated as follows:

“The progressive increase from year to year of export of bicycles
and components would show that the capacities established in
the industry are already being increasingly utilised for the
purpose. Further utilisation of idle capacity for export and
export generation, as already stated, is included in the terms
of reference of the Development Panel, which is currently
engaged in the study of this subject.”

1.103. Elaborating further. in this context, on the measures taken to
effect economics in the cost of manufacture, the representative of the Direc-
torate General of Technical Development stated during evidence:

“In regard to improvement in the design, we arc examining as how
to reduce the weight of the bicycle by possibly using the better
quality of materials. The frame of the bicycle is at present
heavy, We are examining the possibility of arriving at a
frame with better quality of steel and improving its quality, so
that it could be lighter in weight. We are studying improving
processes like fixing various parts to the frame and examin-
ing how best we can improve it and reduce its cost. We are
also trying to standardise some of its parts. Three sub-com-
mittees have been constituted to go into its these aspects and
their studies should result in some economics in the cost of
manufacture.”

Asked whether the industry itself had been entrusted with this R&D
eflort, the withness replied:

“This is being done under the direction of the DGTD. Most of
the manufacturing units are fully conscious of this nced and
they are in the process of establishing R&D centre for
improving quality of the bicycle.”
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He added:

“We are not fully satisfied. That is why we have given a little

more thought to this. A panel has been set up 1o examine
this aspect.”

The Committee desired to know how the R&D efforts were coordinated
and momitored and whether any R&D centre had been set up by the
industry. In a note furnished in this regard, the Directorate General of
Technical Development informed the Committee as follows:

“The emphasis in earlier years has been on import substitution,
which has resulted in bringing down the import content to less
than 10 per cent. The cost of production was also maintained
for several years and in house and out house Research and
Development activity of the bicycles and components manu-
facturing units was primarily devoted to this aspect. In this,
the Directorate General of Technical Development, the Indian
Standards Institution and other concerned organisations had
actively helped including on the aspect of standardisation of
components. The emphasis is now shifting to both the updating
of technology and further cost reduction aspects where how-
ever the current effort in relation to the total turnover of the
industry is still far from adequate. A larger mounting of
Research and Development effort in areas like ma‘terial conser-
vation, reduction of process waste, use of alternate light weight
high strength materials subject to free and indigenous avail-
ability and other related areas has now been called for and
it is in this context that the Development Panel has been formed.
The panel would also consider as part of its work whether a
separate Research and Development Centre for the bicycle and
bicycle components industry is necessary and feasible. Pre-
liminary indications reveal that the capital cost of production

on account of such a Research and Development effort may not
be large.”

1.104. Since it was stated that a Panel was engaged in studying the
question of capacity utilisation in the bicycle industry, improvements in
technology and designs, standardisation of parts, etc, the Committee
required into the composition of the Panel, its terms of reference and the
progress made by it in its studies. The composition of the panel intimated
by the Directorate General of Technical Development is indicated in
Appendix VI, and the functions of the Panel as notified by the Depart-
ment of Industrial Development are as follows:

“(i) To comsider the present stage of development of the cycle and
cycle components industries and to recommend measures
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necessary for consolidation and for further accelerated growth
of these industries;

(it) To assess the future requirements of critical‘inpiits of hese
industries inclusive of special types of plant and machinery,
steel strips and wires, and electroplating salts and chemicals,
and to recommend measures for the establishment of related
industries to meet the requirements of cycle industry;

(iii) To examine the present norms of consumption and levels of
efficiency and to suggest measures for reducing wastage and
achieving higher level of operations; .

(iv) To evaluate the present level of technology in the industry
and to recommend steps for technological inputs and strength-
ening design development and research facilities for the cycles
and the ancillary industries;

(v) To examine the extent to which standardisation of specifications
of components and raw materials has already been achieved,
and to evolve specific programmes for value engineering and
further standardisation, so as to reduce costs of production and
stimulate demand;

(vi) To take into account the present and future export market for
cycles and cycle components with due regard to the require-
meats in terms of weight, styling, finish and safety regulations,
and to suggest developmental programmes in order to achieve
rapid growth of exports. '

(vii) To advise on any other matter relating to the industry, which
may be referred to the Panel by the Central Government.”

The Directorate informed the Committee that the Panel, constituted in
April 1976, had met on 28 May 1976 and constituted working groups on
the gorwth and restructuring of the industry covering aspects like technology
development, modemisation, diversification, cost evaluation and reduction
export generation and other related matters and that these working groups
were currently engaged in these studies.

1.105. Another note furnished, at the Committee’s instance, by th*
Directorate General of Technical Development indicating the steps taken
in this regard between 1970 and 1976, i.e. prior to the constitution of th»

Panel, is reproduced in Appendix VIL

1.106. With reference to the uander-utilisation of the installed capacity
of the industry, the Committee drew attention to. the. poor performanee of
Sen Raleigh Ltd. necessitating its closure for sometime and subsequent
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take-over by Government and desired to know the control exercised by
Government over the unit to ensure that its capacity was fully utilised.
The Additional Secretary of the Finance Ministry stated in evidence:

“It has been entrusted to the authorised controller under the IDR
Act, After closure, it was taken over sometime in September
last. It went into production soon after and production has
increased. But it is faced with some problem which is related
to the situation mentioned by the DGTD. It has become more
difficult to increase the sales because it being a labour-intensive
industry, the overheads in an orgamised sector are quite high.
Therefore, Sen Raleigh has been asked to explore the possibili-
ties of export markets. There has been a consistent increase
in production. But after a certain stage, corresponding
increase in sales has not taken place with the result that there
is an accumulation of stock. That is the current position.”

He added:

“There is one basic problem of the cycle industry as we see it in the
organised sector. Being essentially a labour-intensive industry,
compared to what is done in the decentralised sector, there is
a clear increase in costs which Sen Raleigh till recently was
able to mop up because of its brand name. The sale price of
Sen Raleigh bicycle compared to other bicycles used to be
more. But it is nc longer possible to sell at that rate in com-
petition with other brands of bicycleg available in the market.”

As regards the production of Sen Raleigh Ltd., enquired into by the Com-

mittee, the representative of the Directorate General of Technical Develop-
ment stated in evidence:

“About the production of Sen Raleigh, during the first quarter of
1975, the production of cycles was 48,150. This has increased
to 79,204 during the first quarter of 1976. There has been
definitely a sizeable improvement in the performance of Sen
Raleigh since certain operational problems have been sorted
out, We have been having discussions with the Manager of

the Company who is a Government representative and solving
their problems.”

1.107. In a note furnished subsequently, the Directorate General of
Technical Development informed the Committee that the management of
Sen Raleigh Ltd. was taken over by the Government of India under Section
18AA(1)(a) of the Industries (Development and Regulation) Act, 1951 by
a notification dated 8 September 1975 and the Industrial Reconstruction
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Corporation of India Ltd. was appointed as the Authorised Person to take
over the mahagement of the undertaking. However, by a further notifica-
tion dated 12 September 1975, Shri M. K. Modwel was appointed as the
Authorised Person in place of IRCI Ltd. Details of the fiinancial assistance
made available to the company since its take-over are -as folows:

State Bank of India . . . . . . . Cash credit limit
of Rs. 8o lakhs.

Industrial Reconstruction Corporation of India Ltd. . . Rs. 185 lakhs

Government of West Bengal " . . . . . Rs. 35 lakhs

As regards the performance of the company prior to its take-over and
subsequently, the Directorate furnished two statements showing the perfor-
mance from the date of take-over to July 1976 and its performance during
the preceding three years. Relevant extracts from a study undertaken, in
February 1975, by M/s. S, R, Batliboi & Co., a firm of Chartered Accoun-
tants, into the working of the company were also made available to the
Committee to indicate the reasons for the company’s poor performance
prior to take-over. These are reproduced in Appendix VIII.

1.108. Since it had been stated that the company was facing a problem
of stock accumulations on acoount of fall in sales, the Committee enquired
into the steps taken to overcome this problem. In a note, the Directorate
General of Technical Development replied:

“The Company have been facing a problem of accumulated stocks
on account of fall in sales due to a combination of reasons one
of which was perhaps the slack season in bicycle trade.

In order to overcome the problem, the company have now set up
its own nucleus Sales Organisation which will directly handle
sales in the Northern Region comprising Delhi, Punjab,
Haryana, Himachal Pradesh, Jammu & Kashmir, and Rajasthan,
in addition to exports. In so far as sales in other areas are
concerned their sales are proposed to be marketed through Sen
and Pandit Ltd. The newly appointed General Manager
(Sales) will, apart from directly supervising in the Northern
Region, liaise with Sen and Pandit Ltd, in the Regions setrved
by the latter—advising and co-ordinating as necessary. It is
expected that with these changes sale of our products would
definitely improve. In addition, efforts for higher volume of

exports are being made,

The above strategy has already shown encouraging results and
domestic sales in August, 1976 have been the highest since the
take-over.”
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‘ 1.109. _Yet another bicycle unit which had run into difficulties and
remained closed for long was Hind Cycles Ltd. The Committee enquired
into the performance of this unit both in the production and export spheres.

The information furnished in this regard by the Ministry of Commerce is
indicated below: '

(a) Licensed capacity:

Lakh Nos. per annum

Bombay Unit

3-82
Ghaziabad Unit 162
(b) Production:
Unit January January April to April to
to March to March Jure 1975  June 1976
1975 1976
Bombay 18,166 47,749 32,360 38,006
Ghaziabad 14,034 13,515 11,990 9,226
(c) Export performance:
, Complete Bicycles
Year Quantity Value
(Nos) (Rs. in lakhs)
1973 15.381 23-03
1974 1<,688 3601
1975

56,302 15250

—

The Ministry informed the Committee that in addition, the company had

export orders on hand for 88,138 bicycles valued at Rs, 216.70 lakhs and
for components valued at Rs. 58.48 lakhs.

1.110. Since it had been stated that there was a large market for
Sports Light Roadster bicycles in Europe and USA, the Committee desired
to know the extent of success achieved in this sphere of exports and who
the main competitors were. The representative of the Directorate General
of Technical Development, while informing the Committee that the United
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Kingdom, Austria and Japan were the main competitors in SLR bicycles,
stated:
“We are not in the show in a big way. We are exporting some-
thing like 10,000 SLR bicycles a year, mainly by TI Cycles.”
He added:

“The peculiar thing in these SLR bicycles is a three-speed hub
which is an extremely complicated thing. We are examining
whether we can organize the production of these three speed
hubs. 1 got HMT to break down this hub into components
and develop it and submit a project report. But we found that
the cost is so high that the cost of this hub if we were to pro-
duce in India, would be Rs. 100—120. So, these are all
technical factors which we have got to take into consideration.”

Asked how TI Cycles were able to compete in this area and whether they
‘had the requisite know-how which was a closely-guarded secret, another
Tepresentative of the Directorate replied:

“Tt is because they have been able to develop some of these cycle
components like frames, lugs, etc. because jt has also an asso-
ciated company which produces tubes and thus they were able
to develop a light-weight bicycle. They could develop the lugs
for these, they could develop the right frames for these. All
these they have been able to organize in India but they have
been importing the three-speed hubs from abroad.”

‘To another question whether other manufacturing units could not succeed
in this sphere, the witness replied:

“They have tried and failed to produce the sophisticated one.”
In this context, the Commerce Secretary added:

“We asked the Atlas and other Indian companies to go into the
sports models. They also wanted to import the three-speed
hubs in order to get into that market, but, unfortunately, they
all sufferd a loss and they were not able to make it. 1 would
not call it a dent, it is not even a deat. 10,000 bicycles is all
that TI Cycles have tried to introduce into the US market
where millions of UK and Japanese cycles are plying on the
roads. It is just a kind of trial thing that they are trying.
Even otherwise the DGTD, I understand, are trying other
industries to go into the market. I can tell you, this is going
to be a very difficult market.”

On the Committee observing that it was difficult to understand why other
‘bicycle units' could not” manufacture SLR bicyeles it TT Cycles could db 1t
‘successfully, he added:
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“The answer to this is, the production facilities the other units have,.
have to be brought to the level of the T1 Cycles. Now we are
discussing with all these units whether they are prepared to put
in this extra investment to sort of update their facilities. That
is exactly what the Panel is doing now.”

The representative of the Directorate General of Technical Development
stated further:

“You have rightly said so and this is a matter about which we are
really worried. We also want an Indian sector, a purely Indian
Sector, to get into the sophisticated cycles market. This is
what the Panel is engaged in.”

He, however, added:

“In this, sports light roadster bicycles, even TI Cycles is landed
with several claims because the American importers have
rejected them because of various factors like the reflector not

being the right one or the weight not being the standard weight,
etc.” ’

Asked whether TI Cycles had been able to manufacture the 3-speed hubs
for the SLR bicycles, another representative of the Directorate replied:

“We are importing three speed hubs for SLR bicycles. We tried
to manufacture these hubs, but we failed because the cost of
production was very high. There are four firms in the world
who have monopolised it. We do not have the technology
for three speed hubs.”

1.111. The Committee enquired into the details of the firms which held
thc monoply over the technology in respect of 3-speed hubs and whether
any efforts had been made to acquire this know-how and also to transfer
the know-how available with TI Cycles to other units, so as to enable the
country to enter the SLR export market in a big way. In a note, the
Ministry of Commerce replied:

“The four firms referred to in the evidence are all foreign based
companies. They are Sturmia-Archer of U.K., Shimano of
Japan, Fischer and Sachs of West German and an Austrian
firm. Several Indian companies had approached acocrding to
our information Shimano of Japan and Sturmia-Archer of UK.
for establishing a joint venture in India with the collaboration
of the latter for production of three-speed hubs for export but
these efforts did not succeed. T.I. Cyeles (India) does not
have the techaology for three-speed hubs; but the company has.
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the technology for SLR bicycles based on imported three-speed
hubs. The question of transfer of technology from T.I. Cycles
(India) to other bicycle companies for three-speed hubs does
not, therefore, arise.”

Asked about the details of the project report stated to have been prepared
by the Hindustan Machine Tools Ltd. in regard to development of 3- speed
hubs, the Ministry in a note, replied:

“On the initiative of the Trade Development Authority, the state-
owned Hindustan Machine Tools did succeed in breaking down
imported samples of three-speed hubs and Pprepared tentative
feasibility study based on reverse engineering; but it is under-
stood that the further pursuit of the proposal was glven up
on economic consideration.”

1.112. The Committee desired to know what would be the extra invest-
ment necessary for updating the existing facilities in the bicycle industry
so as to provide the necessary facilities for the manufacture of SLR bicycles.
In a note, the Ministry of Commerce stated:

“It is riot so much the investment in the bicycle industry itself that
would be relevant to largescale production of SLR bicycles for
export. What is material is investments in building up produc-
tion facilities for the various critical materials and components
in the steel and ancillary sectors for assembly of SLR bicycles.
For example, production of Moly-bearing steel strip for high
strength low weight frame tubing needs development in the steel
sector. Components like three-speed hubs, special reflectors,
special quality of paints and pigments also need development in
the ancillary sectors, The development of an economic and
viable unit for three-speed hubs alone would call for consider-
able capital investments.”

1.113. Asked whether TI Cycles Ltd. was an Indian company or a
foreign one and whether it was a FERA company, the representative of the
Directorate General of Technical Development replied that the company
was a “foreign entity”, with foreign equity of more than 40 per cent, but
the management was Indian. The Committee, therefore, desired to know
the share of TT Oycles Ltd. in the export effort of the country and whether
the company was deriving the lion’s share of the incentives given for export
promotion. The witness stated:

“We are exporting about two lakh bicycles. According to our
information, the share of T.I. Oycles of India Ltd. to the tota!
export, this is subject to verification—is very small. Most of
the exports are being carried out by the three companies in
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Punjab, that is, Hero Cycles Co., Avon Company and the
Roadmaster. Then we have got two other Companies. One
is the Atlas Cycles and the other is Hamilton Oycles in Bombay.
In so far as the bicycle components are concerned, mostly
70 per cent of the total components comes from the small scale
sector. There is one large export of bicycle components, that
is, Metro Exporter. This exporter exports components worth
of Rs. 4.0 crores and all these components worth about Rs. 4.0
crores are drawn from the small-scale sector.”

1.114. The Committee called for details of the quantity and value of
the 3-speed hubs for SLR bicycles imported by the company and its export
performance during the period from 1973-74 to 1975-76. Information
furnished in this regard by the Ministry of Commerce is tabulated below:

(a) Imports of 3-speed hubs:

Year Quantit Value
(Nos. (Rs.)
1973-74 . . . . . . 23,500 8,085,198
1974-75 . . . . . . Nil Ni!
1975-76 . Nil Nil

(b) Export Performance:

Bicycles Bicycle Total
Year e —— e — Componerts Value
~ — (in Rs.)
Qty. Value Value
(Nos.) \Rs.) (Rs.)
1973-74 17.609 34,22,118 15,29,351 49,51,469
1974~75 13.534 35,56,393 32,48,648 68,05,041
1975-76

9,716 23.07.c64 19,630 23.26.49

1.115. Details of the export incentives allowed to the company on its
export performance furnished, at the Committee’s instance, by the Ministry
of Commerce are indicated below:

Import Cash
Year Replenish-  Assistance
ment
Rs.) (Rs.)
1973-74 . . . . . . 532,%86  10,66,135
1974-75 . . . . . - #34,094 4,03,477

197§~76 . . . . . . 3,47»49? 1’843 ‘76
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1.116. As regards the details of equity participation in the company
and repatriations outside India, also enquired into by the Committee, the
Ministry, in a note* have stated as follows:

“M/s. T.I. Cycles India Ltd., Madras was originally incorporated
on 9th September, 1949. They entered into a Technical Assis-
tance Agreement with M/s. Tube Investments Lid,, UK., on
30th October, 1950, for the manufacture of cycles, component
parts of cycles, etc. The duration of the agreement is without
any time limit. As per clause 7(a) of the agreement, technical
know-how, drawings etc. were supplied by the foreign colla-
borators free of cost. No royalty is also required to be paid
to them under the collaboration agreement.

Subsequently, by a special resolution dated 12th September, 1959,
the name of the Indian company was changed from ‘T.I. Cycles
India 1td. to ‘Tube Investments of India Ltd. and a fresh
certificate of incorporation consequent cn change of name was
issued by the Registrar of Companies, Madras, on 15th Sep-
tember, 1959,

The issued and subscribed capital of M/s. Tube Investments of India
Ltd., Madras, is 3,75,000 equity shares of Rs. 100 each fully
paid up out of which 1,96,875 shares are held by their colla-
borators, M/s. Tube Investments Ltd., U. K. The total non-
resident participation in the company is 52.6%, of the equity
capital.

M/s. Tube Investments of India Ltd., do not have any equity parti-
cipation in companies abroad (i.e., joint ventures in foreign
countries). The company have, however, provided technical
know-how on behalf of M/s. Murugappa & Sons, Madras, to
their joint-venture unit in Malaysia. set up in March 1971 for
which the Indian companv are entitled to receive initial techni-
cal know-how fee of Rs. 50,000/- and royalty of 2% on the
net sales of the products of the Malaysian company, for a period
of five years. Na payment has so far been received by the
Indian company in this regard, as the overseas joint venture
unit has not reached the profit-carning stage. In view of the
continuous losses incurred, their reauest for time till 31st Dec-
ember, 1976, for payment by the overseas company of royalty
and know-how fee has been accepted by the Board of Directors
of the Indian Company.

Details of dividend remitted by M/s. Tube Investments of India
Ltd., Madras, with the prior approval of the Reserve Bank

*Not vetted in Audit.
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of India to their Collaborators M/s. Tube Imvestments Ltd.,
UK., in respect of the shares held by them for the last 10

years are as follows:

B Ne
Sl For the year Amour.t of re
No. ended Dividerd Remarks

Rs.) ¢

I. 31-7-1966 14,06,250°C0

2. 31-7-1967 16,98,750° 00

3. 31-7-1968 13,59,000°00

4. 31-7-1969 16,98,750. 00

5. 31-12-1970 11,89,125°00 Interim Dividend

13,59,000°00 Final Dividend

6. 31-12-1671 15,595775°00

7. 31-12-1972 1.535,403°50

8. 31-12-1973 16,08,518° 60

9. 31-12-1974 14,62,289°00
10. 31-12-1975 14,76,562°00

As already stated above, no technical know-how fee or royalty is re-
quired to be paid under the collaboration agreement and
the company have not made any remittance to their UK.
Collaborators on this account.

It may be added that in response to the Company’s application for
continuing its activities in India .under Section 29 of the
Foreign Exchange Regulation Act, 1973, the Company has
been advised by the Reserve Bank of India to reduce its non-
resident equity to 407, by Ist weck of May, 1977.”

1.117. The Committee dasired to know whether another foreign com-
pany operating in India. Dunlop India Ltd.. had also been monopolising
the bicycles market for a number of vears and. if so, its share in the

exports of bicycles and components and the quantum

given to the company. The Commerce Secretary stated in evidence:

of export benefits

“Dunlop has not figured anywhere in the cvele industry export

trade so far.
where uptill now. ... The

Their name has not really becn mentioned any-
information given to me is that

probably they function in the export market for rims only,
but accurate information is not available just now.”

1948 LS—6.
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In a note* furnished subsequently in this regard, the Ministry of Com-
merce stated as follows:

“Official statistics of exports are not maintained Company-wise. It
is, therefore, difficult to correlate Dunlop’s share in the total
exports of bicycles and bicycle components of the country as
a whole. However, the value of total exports and the Import
Replenishment granted as well as the value of exports and
the Cash Assistance grunted are tabulated below. It will be
seen from the tables that value of exports for different years
do not tally. The reasons could be that some exports admitted
for Import Replenishment in one year might have been ad-
mitted for Cash Assistance in the next year or  vice-versa.
Therefore, the value of exports shown against the Import
Replenishment or the Cash Assistance in respective years may
not actually reflect the correct value of cxports made by the
firm during that particulur year to which the Cash Assistance
or the Import Replenishment granted relate.”

Value of Import Replenishment licences granted to M/s. Dunlops India
Limited on Exports of Bicycles and Bicycle components during 1970-71
to 1975-76 and the {.0.b. value of exports admitted.

Year - ' Value of Import F.O.B. Value f
Replenishment Exports Admitcd
(J:1 Rs.) (In Rs.)
1970-71 . . . . . 1,90,721 5,75,767°00
1971-72 . . . . . 3,091,641 13,05,476° 30
1972-73 . . . . . 1,02,542 9,70,500°*38
1973-74 . . . . . 1,27,704 | 8,46,271°00
1974-78 . . . . . 3,74,418 32,18,921°00
1975-76 . . . . . 71,304 4,08,390°00

*Not vetted {n Audit,
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Value of Cash Assistance granted to M/s. Dunlops Indic Limited on
Exports of Bicycles and Bicycle components  during 1970-71 10 1975-76
and the f.0.b. value of expOrts admitted.

Year Value of Cash F.O.B. Value of
Assistance . Exports Admitted
(In Rs.) {Ir Rs.)
1970-71 . . . . . 1,56,278 5,21,349
1971-72 2,50,167 %,33,891
1972-73 3,85,791 1;58,698
1973-74 4,79,798 12,60,299
1974-75 3,84,185 19,20,936
1975-76 2,5€,798 12,83,950

1.118. When the Committee pointed out that apart from the SLR
bicycle, acquisition of know-how in respect of which appcared to be
difficult, it should be possible to produce more sophisticated models than
the ordinary Roadster like the foiding bicyeles produced in Japan, which
might not require extraordinary know-how. and asked whether necessary
technical knowledge could be developed in this regard, the representative
of the Directorate General of Technical Development replicd:

“It should be possible. As I have pointed out earlier, a panel
has been estublished recently for studying this problem, and
some of the manufacturers have facilities far doing this job.
1 expect that it should be possible to produce most sophisti-
cated bicycles at cheaper costs. Some of the manufacturers
have expressed a view that even for undertaking bzsic research,
it will cost a lot in the form of capital equipment. We are
examining as to how best with the available facilities the
quality of bicvcles could be improved. by the munufacturers
so that they could manufacture bicvcles which could be com-
parable with the bicycles which are being manufactured in
some of the Middle East countries and can campete with other
competitors like Japan. UK. etc.”

1.119. On the Committce pointing out that one of the rensons for
the inability of the Indian cycle manufacturers to compete with countries
like the United Kingdom and Japan appeared to be the poor standards
of the Indian bicycle and enquiring what improvements in quality had been



78

effected to match the requirements of sophisticated markets, the Com-
merce Secretary replied in evidence:

“As regards the quality, I am quite sure what the hon. Member
has said is true. It is true that in certain markets as com-
pared to certain models we are not matching up to them.
But I may state that our quality is more and more going up
and we are now supplying to very sophisticated markets also.
Several markets where we send our components are quite
sophisticated. And they would not have taken our goods, but
for the fact that they have approved of our designs, our speci-
fications and our quality. Also, the total quantum of the
components both in Kgs. and in value, has been going up
steadily, over the years. In 1971-72 the value of the bicycle
parts was Rs. 6.2 crores; mext year it went up to Rs. 7.97
crores; then to 12.46 crores; in 1974-75 to Rs. 17.8 crores
and during 1975-76 it is estimated as Rs. 18.2 crores. So,
it is not as if we are not progressing; we are progressing. Our
quality is improving. It is the exposure, in fact, in the foreign
market that will bring about a better quality product in our
own country and any kind of shying away from foreign ex-
posure will not be to the interest of the country.”

Since it appeared that the large-scale manufacturers of bicycles in the
organised sector bought out components from the small scale sector and
marketted the cycles under well-known brand names, the Committee
desired ta know how it was ensured that the guality of such components

fulfilled the prescribed specifications and standards. The Commerce Secr-
tary stated in evidence:

“We certainly have a quality inspection svstem for bicycle; and all
the bicycle manufacturers cre subject to that quality control
scheme. But if the question is whether they keep up their
quality according to the brand names which they have estab-
lished. T would say that we do not have any quality control
system based on brand nimes. We have certain <dpecifications
by which we test and see whether the anality of the compo-
nent parts which thev put in into their bicycles conform to
those specifications. 1 am sure vz will improve our quality
gradually. We are taking m'my mensures. We call upon them
to attend some meetines.  You arc right in saying that this
kind of comparative disadvantages have been nointed out by
foreign countries, We are aware o this. and we foel that we
should improve our quality. In the matter of components,
each consignment has to be opened up ¢nd inspected: and
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then only it will be passed, although it is quite a dilatory
process and involves a lot of harassment to the party himself
sometimes; but it cannot be helped. We have told them that

we will allow nothing to go out, unless it passes our strict
standards.”

In this context, a representative of the Directorate General of Techni-
cal Development added:

“What the hon. Member suid about brand names and «ll is quite
true. But even in regard to domestic production and sales,
that picture is not true any longer. For example, Atlas and
Hero are purely in the Indisn sector. They are purely Indian,
unlike Sen-Raleigh and T, i. The former are able to sell
much more than the latter. The former have no sales pro-
blem, whereus Sen-Raleigh and others have it.  In regard to
quality, 1 would like to qu lify what the Commerce Sccretary
said. There ate two points here: functoinal guality und the
designs oi the bicycles. Insofar as the Roadster bicveles are
concerned, functionally thoy bave ‘proved their worth.  This
is truc by and large. in fuct, mmy of the developing coun-

tries which go in for our cvcles have to face the same kind

of condition. They have also got to carry heavy things like
milk cans. additional passenger ete, We have reports that
the Indian bicvcles without these brand name. have won con-
sumer accoptance.  But whun it comes to designs and looks.
we would certainly say that the Jupanese bicvcles are
superior.
have.

far
They have advanteges in materials which we do not
Theyv have melamile finish; and thev are doing brazing
wark, 1 mean in Jupan, with fgs and fixtures, whercas in Indin

we are doing it manually. When we tall about basic road

conditions. we should ialk chout functional quality as well as

about looks and designs.”
1.120, The Comuitt=o dosired w0 Lnow the strge of production in
ticnal design quality was exercised and the machinery evailable. both ot
the production and cxport levels. for evercising effective cuality eontrol.
A note furnished in rez.rd to the erganised sector by th Minisiry of Com-
merce is repraduced below:

“The functional design quality control i« everciced by the Units
themselves.  Pancls of experts under the auspices of Export
Inspection Council had checked the vroccex cuality contrai
exercised by variong bicycles and bievele components manufuc-
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turing units and graded some of them as export worthy, The
Sector, which is not covered by this export worthiness certi-
fication, has been put on consignment inspection by the Export
Inspection Council. This consignment inspection is carried
out to certain minimum standard notified by the Export Ins-
pection Council. Under the present notification, the packages
are to be subjected to drop rolling and water spraying test
before shipment of the consignment. A number of - bicycle
components manufacturers, especially in the small scale sec-
tor, have represented about the rigidity of even these minimal
standards. The whole question of quality control on engincer-
ing export including exports of bicycles and components is
currently being gone into by a Committee headed by Secretary
(Technical Development).”

As reagrds the samll scale sector, the Ministry have informed the
Committee as follows:

“In the Smali Scale Sector no regular quality control exercise is
carired on by any authcrised agency for the production of
bicycle and Bicycle components, However, there are quality
marketing schemes with some of the State Governments which
are voluntary in nuture and the Small Scale Units can ap-
proach the authorities for getting the quality marketing from
the centres set up for the purpose.

Bicycle and Bicycle parts are already notified for ‘in process quality
control’ under the Act. In so far as export of this product
is concerned ‘in process quality contrcl’ »s well as ‘consign-
ment-wise inspections’ are in operation simultancously in res-
pect of small scale Units. The Export Inspection Council is
the appropriate agency wha draws up sample from the con-
signments to be exported and certifies the export worthiness
of the firm. For thosc units which have built up “in process
quality control” the same rgency is regularly monitoring the
inspection from time to time. The agency normally follows
either the national or international standards for any product
while making an assessment about the quolity. In case thesc
are not available they also follow the contractual specifications
of the buyers or the company standards, if there is (ny.”

C. BICYCLE COMPONENTS

1.121. The following table, compiled from relevant data in the Audit
paragraph and information furnished subsequently by the Ministry of Com-
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merce, indicates the value of exports of bicycle components and the per-

centage of components exports to the total exports of bicycles and bicycle
components:

Value in crores of Rupees

Yeor Value of exports Total value of  Percentage of
exporte of bi- comporerts
cycles & com- exports to total

porerts exports

I 2 3 4
1970-71 . . . 462 7°06 65
1971-72 . . . 562 7°29 77
1972-73 . . . 7733 1038 70
1973-74 . . . 11°98 1463 82
1974-75 . . . 17°70 2122 83
1975-76 . . . 18- 19 2431 75

1.122. The trend of production of bicycles components in the organised
sector* during this period, compiled from data furnished by the Depart-
ment of Industrial Development, is indicated in the following table:

Rupees in Lakhs

Year

Production
1970 10260
1971 1066° 4
1972 1421°0
1973 . . . . . . . . . 1410°8
1974 2225°3
1975 2301°0

In addition, as already indicated in paragraph 1.42, more than 300
units in the small scale sector arc also engaged in the manufacture of
bicycle parts.

*The Department informed the Committee that theirstalled capacity in the organised
sector for the manufacture of comporerts was not available, Thereare also some
minor variations between the figures of preductior furrished by the Depertmert ard
these indicated in the Audit paragraph.
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1.123. The various changes introduced, from time to time, in the rates
of cash assistance (expressed as a percentuge of the f.o.b. value) for the
export of bicycle components are briefly indicated in the following table:

Bicycle Components

Date Rate of Cash
Assistance
6-6-1966 . . . . . . . . 20%
i-6-1967 . . . . . . . . 25%
1-3-1968 . . . . . . . . 30%
14-3-1974 . . . . . . . . 209,

1.124. As pointed out earlier ([Vide paragraphs 1.51 to 1.57], after
some anomalics in the opcration of the cash assistance scheme in respect
of engincering gouds had come to light, cost studies had been commis-
sioned through the Indian Institute of Foreign Trade for the first time in
1972 in respect of some items which included bicycles and bicycle com-
ponents. While the Indian lnstitute of Foreign Trade, in its report sub-
nitted in November, 1972, had recommended continuance of the cash
assistance at the rate then prevailing (30 per cent in the case of bicycle
components ), a Committee sct up, in Janvary, 1973 under the Chairman-
ship of the Chief Contraller of Imports & Exports, to review the Registered
Exporters’ Policy for 1973-74 had suggested, inter alia, that cash assistance
on exports of bicycle components might be reduced to 20 per cent as
against the then prevailing rate of 30 per cent which was not, however,
accepted by Government.  Subscquently, in January, 1974, after various
proposals and counter-proposals made by the Ministries of Commerce and
Finance had been considered, the Main Cammittee of the Markcting Deve-
lopment Fund had proposed. inter alia, that cash assistance for bicycle
components might be reduced from 30 to 20 por cent and for bicycles
(complete) also at 20 per cent. Before these proposals could be given
offect to. the Director.tz General of Technical Development had drawn
attention to the fact that f.o.b. realisations from export of Roadster bicycles
had cone up, which necessitated a close second look on the level of cash
compensatory <upport leading to the withdrawal of cash assistance on
bicveles ‘complete) with effect from 22 February, 1974,

1.125. While taking a decision to abolish cash assistance for bicycles
(comnlete). no change was. however, made in the decision of the Market-
ing Deve'spment Fund (Main Committee) of January, 1974 in regard to
bicycle components on the ground that no separate costing in respect of
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«<omponents had been made nor had the Director General of Technical
Development intimated any higher unit value realisaion irom their ex-
ports. The Audit paragraph, howcver, points out that when the proposal
for reduction of cash assistance from 30 to 20 per cent was sent to the
Ministry of Finance in February 1974, that Ministry had suggested that
cash ussistance on bicycle components might be withidrawn which was,
however, not accepted by the Ministry. From the rclevani notls in the
Ministry’s files on the subject furnished by the Ministry of Commerce at
the Committee’s instance [Vide Appendix 117, the Committee found that
the Finance Ministry’s suggestion was based mainly on the consideration
that if export realisation was much more th n the ccst of production for
complete bicycles, the same position would hold good for bicycle compo-
nents also. On the other hand, the Ministry of Commerce had taken the
view that as mare than 75 per cent of the exports was «ccounted for by
components and the munufacturers of components were mostlv in the
small scale sector their economics of production and cxpors could nat be
compared with that of the cvele manufacturers whe vweors mostly ia the
organised sector and that exports of components
if the cash assistance was withdrawn completely as  suggested by  the
Ministry of Finance. The Minisiry hud also observed that this was one
area where the small scal> secter had “really been contributing to export
earnings in spite of all difficultics  in the mater of procurement of raw
material, etc.” and it, therefore. stood to reason that no jolt should bz
given to the industry which was performing rather satisfactorily.

would have g setback

1.126. Both these arguments had, however, been refuted by the Minis-
try of Finance in their notes on the subject dated 5 Murch, 1974. In
regard to the contention of the Commerce Ministry that exports of com-
ponents would have a setback if the cash assistance was withdrawn, the
Finance Ministry had pointed out that if the withdraw 1 of the assistance
on complete bicycles could not have u sctback, the pesition should not be
different for bicycle components. As regards the distinction sought to be
made by the Commerce Ministry hetween the organised scetor and the
small scale sector. the Finance Ministry had drawn attention to the fact
that the rates of cash assistanc: were decided onlv an the basic of cost
of production and f.o.b. realisation and ne Jistinetion wes m d2 borween
the small scale sector and the lirge swale eecror. That  Ministre had.
however, not pressed the issue further and had ngreed to the grint of
cash assistance for bicvele comronents at the reduced rate of 20 per cent
tilt 31 December 1974, Relevant extracts from the Ministry's Notes in
this regard are reproduced below:

“}IOWCVCF, having regard to the lf‘le_‘e numhar of comnronents which
are exported. the fact that the rnit realisation ic generallv bv
weight and not by nos, and that proner cost data is not readily
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available for an objective analysis to determine the higher
rate of cash assistance, we may not, for the present press for
the withdrawal of cash assistance on export of bicycle com-
ponents, though the argument of higher f.o.b. realisation will
still be valid. Cash assistance of 309, is being reduced to
209; on the besis of the report of the IIFT given in 1972.
Since then f.o.b. realisation has gone up considerably though
the precise figure is not available, ncormally, as suggested by
us earlier, there should be withdrawal or further reduction of
CA on components. However, for the reasons indicated above,
we may agree to the reduced rate of cash assistance of 209,
being given effect to till 31st December, 1974 before which
the position may be reviewed. The Engineering EPC, the
TDA and the M/Commerce may 'please obtain proper data
during this period for decision on the questicn of continuance
of cash assistance beyond the above period and the rate at
which it should be continued.”

1.127. However, as indicated earlier in paragraph 1.72, on reconsi-
deration of the question, the Ministry of Finance had pointed out, on 7
June, 1974, that even without waiting for a detailed cost study, there was
“clear justification” for reducing cash assistance on export of bicycle com-
ponents to prevent malpractices and had suggested that, pending reference
to the Cost Accounts Branch for cost study, either the cash assistance on
bicycle components be reduced from 20 ta 10 per cent or cash assistance
on complete bicycles as well as components may be allowed uniformly at
10 per cent. The foliowing reascmns hud been indicated by the Ministry of
Finance in support of their suggestion, in their Notes dated 5 June, 1974:

“(i) (while the producers of bicycle components are mainly in the
small scale sector, it is nct necessary that exporters are the
same who are the producers of components. Exporters are
different from the producers. Thev will be purchasing the
components frcm the ‘producers and then exporting.  This
m'y add to the ultimate cost of export on account of cost of
export overheads and other exnenses. Continvance of cost
assistance will only help such middle man cxporters in quoting
low.r prices.) Further the item is of a labour intensive
nature and Indian prices should be competitive in view of the
high cost of labeur in other develored countries. While the
economics of scale may not be avvilable to the small scale
sector, it has also to he conceded that cwerheads and other
fixed expenses are much less in the case of small scale vmits
as compared to large scale sector,
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(ii) Cash assistance on complete bicycles and SLR bicycles has been
withdrawn/reduced after taking into account the increase in unit
realisation in International Market. The unit realisation for
components would also have gone up in line with similar
buoyancy for all other products. The argument for complete

‘ bicycles will be equally valid for components.

(iii) Continuance of cash assistance of 20 per cent on components
may result in misuse of the facility in as much as complete
bicycle may be sent in semi-assembled condition for the pur-
pose of claiming cash assistance.  The country will lose
foreign exchange on account of higher unit realisation for a
finished product and also will have to pay cash assistance
even though it has been withdrawn.

(iv) DGTD had suggested that bicycle components may be defined
by making it clear that only a few major items of export will
be eligible for cash assistance. This will also ensure that cash
assistance will not be obtained by exporters of complcte bicycles
by exporting in an unassembled form. This suggestion was
not accepted by the Ministry of Commerce.

(v) Out of total exports of bicycles and components of about Rs. 16
crores, export of components alone is Rs. 11 crores. It seems
illogical to continue cash assistance on components when it
has been withdrawn on complete bicycles. The bulk of exports
has been left uneffective. In the absence of detailed cost data
to justify continuance of cash assistance at the increased rate
of 20 per cent on export of components in the face of with-
drawal of cash assistance on complete bicycle, may be object-

ed to by the Audit. It is. therefore, desirable to take timely
remedial action.”

In spite of all the reservations expressed by the Ministry of Finance,
cash assistance for bicycle components continued to be allowed at 20 per
cent while cash assistance for complete bicycles, withdrawn with effect

from 22 February. 1974, was reintroduced at 15 per cent with effect from
1 September 1974.

1.128. The Audit paragraph also points out that in March, 1974, the
Director General. Technical Development. had informed the Ministry of
Commerce that as conventional roadster bicycles were almost always ship-
ped in a knocked down conditicm. there was a risk, consequent on  the
abolition of cash assistance on the export of complete bicveles, that un-
scrupulous exporting units might show exports of complete bicycles as
exports of bicvcle compoments and  walk away with 30 per cent cash
assistnce prescribed for components. The Ministry of Commerce furnish-
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«ed, al the Committee’s instance a copy of this communication dated 12
March 1974 from the Development Officer in the Directorate General,
Technical Development, which is reproduced in Appendix 1X. The Com-
mittee learnt from Audit that the Minisiry of Commerce had stated
(December 1975) in this context as follows:

“It is correct that Bicycles are exported mostly in unassembled
knocked down packing as it is not {easible nor possible to ship
bicycles in completely fitted form. However these exports
remain exports of “Bicycles complete” and not exports of
“bicycle components and accessories” as the audit ssem to
infer. Total value of cxports ol components and accessories
have always been more than the value of exporis of complete
bicycles as is obvicusly clear from the expor: staustics shown
by audit in sub-par: 3. The ris: in the oxports of bicycle com-
ponents during the vears 1973-74 and 1974-75 is owing to
increasing international demand for the <ome and  increased
participation of Indian Exporters in the world market”

1.129. It would uppueir from he statisties of cxports of bicyeles  and
bicycle components during the period when the cash assistance on com-
plete bicycles stood abolished as well as two specific cases of exports of
bicycles and componenis to countries 'P* and ‘O" cited in the Audit para-
graph that these fears were not entirely unfounded. The Cmmittec were.
however. informed by Audit that their conclusions had been disputed by
the Ministry of Commerce who had stated (December 1975) os follows:

“In support of their argument that cyecles were being exporied in
CKD/SKD condition us “‘components™ ihe audit have juoted
two instances of ccntiy P oand "Q" which imported 7500 and
1060 cycles respectively in April-~September. 1973 but did not
import any <yvele  during  April—Sceptember. 1974, in this
connection, it may be pointed out that daring the corrsspond-
ing period of the preceding two vears. viz, 1971 and 1972 the
country ‘P’ imported 12248 (Rs. 16.38 Takhsy and 21700
(Rs. 29.49 lakhs) covcles respectivelv, T would  be seen that
there was an increase of 59 per cent in cycle expor's to that
country in the April—September 1972 as compared 10 the
corresponding period of 1971, Again in the same period in
1973, there was a decline of 65 per ecnt. In vicew of this
erratic performance, Nil exports during April—Sep'ember.
1974 against 7500 cycles in April—Sceptember. 1973 cannot
be attributed to any particular rcason. Similar i< the case with
country ‘Q"  Fxports to that country durine April—September,
1971 and April—Septemher, 1972 were 1496 cycles (R 187
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, . thousand) and 335 bicycles (Rs. 56 thousand). Nil exports in
' April—September, 1974 against 1060 bicycles in April—-
‘ September 1973 cannot be considered abnormal taking into

consideration its performance in the corresponding period of
1971 and 1972.

Moreover in the case of both the countries there has been a signi-
ficant increase in the export of component even in the previous
years and there has not been any spectacular spurt in the
growth rate in 1974 compared to 1973. Exports of compo-
nents to country ‘P’ were 3.87 lakh kgs. during the period
April to September 1971 and increased in 1972 to 9.29 lakh
kgs. and to 12.28 lakh kgs. in 1973. In 1974 these exports
were  14.97 lakh kgs. Similarly, exports of components to
country ‘Q during the periods April—September 1971, 1972,
1973 and 1974 were 115 lakh kgs., 1.16 lakh kgs., 2.74 lakh
kgs. and 4.59 lakh kgs. The table showing the quantity ex-
ported and the percemtage increase in the succeeding years

compared to the previous year in respect of the two countries
is given below:

i e
Exports™of bicycle components
Country *P’

Period Quartity exported™ I Percentage
increase over
the previous
years

jpril-September 1971 . . 287 lakh kgo. —_
April-September 1072 . . . 929 lakh kg. 14097
Avpril-September 1073 . . . 1223 lak" kee. 329,
April-Seprember 1974 . . . 14007 lakh ke-. 229
Courtry
i ’ AT HTY expetted Percertoge
Periad Q ’ it crease aver
\ the previcus
' vears
Arril-Seprember 1977 . . . v bR ke -
RYEIRAE T e
April-September 197z . . 116 Lok kel 1%,
. y - kb I 60:\
April-September 1073 . . 2°74 kb ke, 12
ak TCTs L4
April-September 1974 . , - 4 su lakh kg, 6774

- —— m— - —_,
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1.130. In this context, the Commerce Secretary stated during evidence

as follows:
/

“The question of components going into the form of broken parts
of bicycles has been disapproved by us in our statement which
we have given to the Audit. Although I find that in the para-
graph there is an indirect rcference to this, still I think that we
will be able to show to you with the assistance of our officers
in DGTD that this kind of a conclusoin has been made hastily.
Of course, one can say that this might happen but, in fact,
what happened is also known to us and we will be able to show
that.”

The representative of the Directorate General of Technical Develop-
ment added:

“We have taken up this question for consideration. The compo-
nents are forming part of the bicycles. During 1973-74 and
1974-75 items like Chains, Free Whecls, Hubs. Rims, Saddles,
Spokes. etc. were exported as component parts of the bicycles.
For example. if you take onc of the items like Hubs. the quan-
tity in terms of ‘thousands of Kgs.", in 1974-75 exports dropped
down from 294 in 1973-74 to 273 Similarly in respect of
other items like Rims. the quantity exported went up marginal-
Iv to 499 in 1974-75. Again in respect of Sadd!cs. the export
came down from 352 in 1972-73 to 199 in 1973-74 and 219
in 1974-75. So, the argument that the bicvcles were exported
in knocked-down condition is not borne out by the information
that is collected by the Commercial Intellicence and actually
exports of components have not been to our advantage.”

On the Committec drawing attention in this connection to the commu-
nication reccived from the Development Officer in the Diractorate and en-
quiring whether this did not imply that the Directorate General. Technical
Development, in fact, had some¢ apprehensions in this regard, the witness
replied:

“This word of caution was given bv us—since we wanted to see that
malpractices do not occur—on the basis of the anticipation of
a contingency that the bicycles might be exported in knocked-
down condition under the guise of components. This was not
borne out by the exnort performance later i.e. in suhsequent
years, as T have just now read out. Naturallv. some of these
parts do constitute very important items; but with these parts
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1t is not possible for them to assemble the bicycles, uniess
matching parts are available.”

1.131. Though it bad been contended by the Commerce Ministry that
these apprehensions were unfounded, the Commitice, however, found from
the representation dated 19 June 1974 from the kngincering Export Pro-
-motion Council [Vide Appendix 1il] ple.ding for the reintroduction of
cash assistance for complete bicycles, that the Council themszlves had
pointed out that in the absence of cash assistance for complete bicycles,
“the tendency would be to increase export of components and even declare
the complele bicycles which are always exported in  CKD {completely
knocked down) as export of components with a motivation to get cash
subsidy of 20 per cent.” Besides. the Ministry of Commerce had also
-conceded the possibility of abuse of the cash assistance on components in
their notes [Vide Appendix 1V] on the suggestions of the Finance Minis-
try referred to earlier in paragraph 1.125. Thus, the Under Secretarr in
the Ministry had observed that “the diveision through exporis in un-assem-
bled condition of bicycles for the purpose of claiming assis'ance on com-
ponents  and parts is possible.™ e had further obseved that  “the
identical trcatment of components and complet:  bicveles appear to be
esscntial since it is ecasy to export complete bicvcles in CKD condition
under the name of components.”” The Director in the Ministry, in his
note dated 25 July 1974. had gone on to observe as follows:

“At present, there is ng cash assistance on ‘complete  bicvcles’
whereas there is a 20 per cent coash assistunce on bievel: com-
ponents, It has been pointcd out by the Audit and confirmed
by D.G.T.D. that therc is a possibility of complete bicrcles
being exported as bicycle components for availing cash assist-
ance. In view of this, it is necessary to have the same rate
of cash assistance both for complete bicveles and bicycle
components.”

1.132. One of the reasons indicated bv the Ministry of Commerce for
not making any change in the January 1974 decision of the Main Com-
mittee of the Marketing Development Fund was that the Directorate
General of Technical Development had not intimated anv higher unit
value realisation from exports of bicvcle components. The Committee,
therefore. desired to know whether any enauiry was made from the
Director General, Technical Development, at that stage about the increase,
if any, in the unit value realisation of components. In a note the Ministry
«©f Commerce stated:
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“No relercace o D.G.I.D. was made from this Mimstry at that
stage on the subject ot unil value realsaton of bicycle com-
poncais.”

£33, Yot another reason for the Ministry of Finance reiterating its
carher views in regard o the grant of vasn assistince for components was
that no dala n regard to components were  available in  proper form.
Asked 10 jndicate the reasons for the falure of the industry to furnish
reliable, acceptable dats, if tts cliim tor cash assistance was indeed justi-
fied, the Ministry of Commerce, jn a note, replied:

“Most of the exporty of bicycle components are from the small scale
sector. Mot of them are not cost conscious and as such, not
maintaining cost gecount details of their production.  They do
not also emplov auditars tfor examination of their  costing or
books of accounts as they are really small scale units having
limited resources und tinance at their command.”

However, cost data in respect ol certain components was received
trom 11 units which was sent to the Cost Accounts Branch.
Some of the units, however, could oot furnish details required
by the Cos: Accounts Branch. The Cost Accounts Branch,
therefore, could finally conduct cost study in respect of 5 units,
out of which three Cost Reports were received in the Ministry.
This iself cxplains that costing of about 75 items of bicycle
components mostly in the small scale sector is physically not
possible.™

1.134. While drawing the Commerce Ministry’s attention to the pos-
sible misuse of the cash assistance on bicvele components. the Director
General, Technical Development had also susgested that to prevent abuses,
cash assistance might be restricted onl to eight importan® bicvele compo-
nents (viz.. Free Wheels, Chains, Huhe and hub p orte. Chain Wheels and
cranks. rims. Spokes and Nipeleo Dyvnamo Lightine <ets -nd B B Shells)
which constituted che hull of the exports from the country. According
ta the Audit poeraph thoneh he Minicery of Commerce had  stoted
MMar:% 1974) thar as thers were moere than 7S components of bicveles
“son o mere thaneht conld he ~iven to thie problem™  and rerhaps the
comronente could he met into twoe ereurs one for which ¢osh acsistance
would hs admissible and the other for which cash gssisrance would not
be aviilahle. while anncuncine the Recistered Evporters' Potice and ¢nsh
assictanrce effactive from April 1074 quch ercupine had not been made
even till Novemhor 1078 In thic cantexr the Committes  leamt fromr
Audit that the Ministry had stated in December 1975 as follows: >
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“The D.G.T.D..'s advice and suggestions of their Ministry mention-
ed in earlier part of this sub-para are admitted. It is. however,

not correct to say that thc matter was not

pursued  further.

Efforts were continuing to secure cost data in respect of major

items of components.”

1.135. The Committee, therefore. enquired into the steps taken in this
regard since March 1974 and the reasons for the delay in the grouping
of components. In a note.* the Ministry of Commerce have stated:

“On the basis of the LI.F.T. Cost Study Report which was consider-
ed by the M.D.F. Committee. Cash Assistance on  bicycle
components was reduced from 30 per cent to 20 per cent wee.f.
14.3.1974. These rates were sanctioned upto 31.12,1974,

Action to review the rates of Cash Assistance on Bicvele Compo-
nents was initiated in the month of September 1974, The
following chronology will indicate the action taken in getting

the bicycle components cost audited:

(1) The Engineering Fxport Promotion Courci! was asked 1o
furnish the cost data in respect of vanous bicyele compo-
nents ard parts . . .

(3) The Bngineering Export Promotion Council issued c1rcu1nr
to all Panel Members for supplving cost data

(3) The Ep necrmg Export Promotion Council wrote to all
Regional Officers for eollecting and supplying cost data

(4) In the meantime cost data in respect of certain export units
were received direct. They were asked to xubmit such

Reports through the Bngineering Export Promotion Council.

(5) The Engineeting Export 'Pmmntmn (,uunul was remmdcd
to expedite the cost data

(6) Cost data in respect of 10 firms was rcccncd tmm the }’.ngx-
neering Bxport Promotion Council

(7) The cost data reccived from the Engineering Export Pro-
motion Council was referred to the Cost Accounts Branch .

(8) The Cost Accounts Branch reminded through the Mmutry
of Finance for complietion of cost study early

19) The Cost Accounts Branch intimated that Cost Repom
not likely to be available before 31-12-1974 . .

(10 T'he Cost Accoun P.exort in respect of bicycle Rum re-
) the Cos ts Bpr:tdi .

11-9-1974

12-0-1974

1%-9-1974

3-10-1974

19-10-1974

6-11-1974

11-11-1974

22-11-1974

4-12-1974

25-2-197%

*Not vetted in Audit.
1948 LS—7.
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in the meantune, as a roview was due o March, 1975, a mceung
of the Cash Assisiunce Review Commilice was convened on
20-3-1%75.  As will be secn irom the above table, only one
Cost Report namly, for Bicycle Rims had been received ull
that date. It was pointed out to the Commitice that in certain
cases, the Cost Accouns Branch had stated that the Ministry
of Commerce should tahe into account the latest position of
the f.o.b. realisation. As the f.o.b. prices had further come
down since the time of cost examination, this aspect assumed
importance.  Further, the Reports were prepared on  the basis
of margingl costing.  Jt was. therefore, telt that if Cash Assisi-
ance were to be decided on the principles of marginal costing,
there would  be little incentive  for manufacturers 1o export.
The Committee, therefore. decided that these Reports when
received be studied with a view to find out if the products re-
quire Cash Assistance on the basis of total cost principle ap-
plicd to the Cost Data alreadv available.  The scale of 20 per
cent Cash Assistance was, therefore. decided to be continued
after 1-4-1975.

(11) The Cost Report for dynamo ighting sets was received. 7-4-1907€
(12) The Cont Report for Caliper Brakes was received . 16-4-197§

¢13) Letter from Cost Accounts Brarch ctating that Cost Study
o7 § firme wae comnleted and Revorts had been sent/were
being scat.  Others were not cooperating . . . 16-4-197§

(14) The Eagumeenng Export Promouoar Council was addressed
to persiade the non-cooperating Units to makc available
the de-ired muterial for cost study . .~ 5-5-197%
The required material was not, however, made available by the
Units concerned. In view of the revised criteria adopted for
the grant of Cuash Assistance, the matter regarding cost studies

of these units was not persued.”

1.136. Asked whether bicycle components had since then been grouped
for the purpose of cash assistance. the Ministry, in a ngte.* replied that
“the matter regarding grouping of bicycle components was not pursued.”

1.137. The Committee called for details of the quantity and value of
the exports of (a) Free Wheels, (b) Chains, (c) Chain Wheels and Cranks,
(d) Rims and (¢) Spokes and Nipples, exported, year-wise, during the
period from 1970-71 to 1975-76. Relevant information furmshed in this
regard by the Ministry of Commerce is tabulated below:

*Not vetted in Auait.



1. Bicycle free wheel
2. Bicycle Chain
3. Bicycle Rim

4. Bicycle Spoke

5. Bicycle other parts |

LEXPORT OF BICYCLE PARTS

Q : Quantity
V. Value (Rupees in lakhs)

000 kgs. W37 31°6
ooe kg, 527-8 332
oo kgs. 49§ 2§57
oco kgs. 370" 4 14-9
co k. €73775 33909

1971-72 1972-73 1973-74 1974-7< 19.5-76
Q vV - Q \ Q \Y ? AY Q \%
4739 €26 6O ¥ TN hgye 13 iz f 59 iy 16703
€os-3 469 9532 769 1Y 9 N 1 N A TR 416
429°8 2600 611-% 3T gy 22 199 1 4577 Ak o4 437
265-¢ 17C 4663 243 <54 37 449°9 47 F  2:22-2 212
S3I15°C 399°C F634 2 soog 1iTGre GCo O agqrsE 1ser 16sSE0 4 1524°C

€6
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The Ministry also informed the Committee thal since separate export
statistics for Chain Wheels and Cranks and Nipples were pot published in
the official publication, export figures for ‘Bicycle Other Parts’ had been
fo: nished.

1.138. The Audit paragraph points out that as in the case of bicycles
(complete), subscquent exammation (November 1974—April 1975) by the
Cost Accounts Branch of the cost data furnished by threc manufacturers
of components disclosed that the cash assistance allowed. from time to
time, on exports of components which were studied (viz., Rims Caliper
brakes and Dynamo Lighting sets) was not justified or was hardly justified.
Thus, in respect of one manufacturer of Rims. the following position
emerged on the basis of the cost study:

RIMS

UNIT ‘X°

e

Gap between fob. cost and f.o.b.
realisation
Year Cash a astange
admissihle West wonnd West wood Endrick
CP DC Rim RawRim Rim

1973 . . . ) . 37, P26 627, (49 009, -
1974 . . . . . 307, fvr o870 7 ar 10% (4011 4 %
20004

—

sUpto 13 March 1974.
@From 14 March 1974.

Though there appeared to be a loss on the exports of westwood CP/DC
Rim during 1973, in view of the fact that the excess import entitlement
(actual import content of rims manufactured by ‘X" was 10 per cent during
1973 as against 20 per cent Import Replenishment admissible) was used
by the unit in the manufacture of rims for the domestic market, the loss
on export would turn into an average profit of Re. 0.71 per rim or 11 per
cent of f.0.b. realisation from export of rims of all varieties if the benefit
derived by ‘X’ inproduction for domestic sales was taken into account.
Similarly, since the excess import replenishment was also used during 1974
by X' in the manufacture of rims for the domestic market, the average
profit would be stepped upto about 41 per cent of f.0.b. realisations from
export of rims of all varieties.

1.139. Though the Report of the Cost Accounts Branch rélating to
Caliper brakes manufactared by Unit “Y* disclosed that the uncovered gap
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between fo.b. cost and fo.b  realisation, capressed as a percentage of
f.o.b. realisation, was respectively (-)33.24  and  (-)47.12 1 1973 aod
carly 1975, the usual umport replemishment had also becn allowed to 'Y’
in spite of the fact that there  was no import contemt 1 cahiper brakes.
Besides, 'Y' mainly produced only industrial gas valves and regulators and
the production of caliper brakes wus hardly 8 per cent of its total pro-
ducticn in respect of which most of the parts were either bought trom or
machined through sub~contractors and only a few machine operations and
assembly were done by "Y' The unit had also not followed apy system
of cost accounting and no reliable data of stores conspmption were avail-
able. The conversion aint pad 1o the subecontractors (some of whom also
had a substantial interest in Unit *Y") wae also considered to be very high.

1.140. The position that had emerged as a result of cost study of Unit
*Z' producing Dynamo Lighting Sets was as follows:

Crap herween ©onh, gove

Yeur Gl Naistange amd o b reabration
almissible (Pereentage of foh,
realfsation®
1973 . : . LM (22 78
1074 . . . . . 3 . Do) ) K2
POLIT) )
197§ . . . : - 207, Ty

*Upto 13 March 1974
7 From 1y March 1974

1.141. In this context, the Committee learnt  from  Audit  that the
Ministry of Commerce stated in December 1975 as follows:

“Data extracted from Cost Reports is confirmed.  However, these
data related only to 3 components, viz. Rims, Caliper Brakes
and dynamo lighting scts. Tt is difficult to peneralise conclu-
sions reached in 3 cases to all the components (more than 75).
Moreover, the Reports had just been received when the Re-
view Committec on Cash  Assistance met (on 7-4-75 and
8-4-75) and had not, till then, been examined.”

1.142. Asked. during cvidence. why cash assistance for components
was persisted with when even the Cost Accounts Officer’s reports appear-

ed to indicate that there was little justification therefor, the Commerce
Secretary replied:

“There are three types of components, rims, brakes and dynamo
sets. There are a large number of items, about 75 or so. So,



this is not a very rcpresentative type of thing on which to
depend on this question of cash assistance.”

1.143. The Audit paragraph points out that out of five units manufac-
turing components studied by the Cuost Accounts Branch, reports on only
three units were finalised in February and March 1975, The Committee,
therefore, asked whether the reports on the two remaining units had since
then been reccived and, if so, what they disclosed.  In a note, the Ministry

of Commerce replied:

*The Cost Reports in respect of the remaining two units were not
received in this Ministry.  The matter was not pursued in
view of the changed criteria for the purpose of gramt of Cash
Assistance.”

D. Import Replenishment

1.144. The following table indicates the changes introduced, from
time to time, in the quantum of Import Replenishment for  Roadster bi-
cycles, SLR bicycles and bicycle components:

Import Replenishment Admissible
‘Percentage of fo.b.  value)

Date
Roadster SLR Bicycle
bicvetes bicveles compenents
1-4-1970 . . . . . . . 7 47 37
1-9-1970 . . . . . . . 20 10 ksl
1-4-1974 . . . . . . . o] 30 20
1-4-1978 . . . . . . . 12 32 20
1-4-1976 . . . . . . 10 . &§* 30+ §* 10 10

s Additional IR granted for import of certain items specified in Import Trade Control
Policy for Registered Exporters (Vol. 1T,

1.145. The Committee enquired into the basis on which it had been
decided to reduce the Import Replenishment on Bicveles (Roadster) and
Bicycle components with effect from 1 April 1974. In a note furnished
in this regard, the Ministry of Commerce have replied:

“Reduction in the Import Replenishment percentage on exports of
bicycles and bicycle components effective from 1-4-1974 was
decided at the meeting of Policy Group while finalising the
Registered Exporters Policy for engineering goods for 1974-75.
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The then existing import replenishment of 20 per cent and 30 per
cent on  complete bicycles  and bicycle  components res.
pectively, were on cxaminaticn found to be much higher than
the actual import content in these two products (import con-
tent being defined as the rato of the total ciafl value of im-
ports of inputs 1o the Lob value of the related export - pro-
duct) as per the norms adopted for the actual users heensing.
Indigenous production of certan matenals, notably cold rolled
steel strips, steel wires, cte.,  and consumables like  certain
ranges of clectroplating salts and brighteners had picked up
and there was therefore, a clear need to review the import
replenishment pereentage on both complete  bicycles  and
bicycle components.”

1.146. Though an impart replenishment of 10 per cont had been allow-
ed in respect of conventional Roadster bicyeles with effect from 1 April
1974 [In this context it is also significant that as early as in February
1973, the Committee appointed to examine the Registered  Fxporters®
Policy for 1973-74, had proposed the reduction of the existing rates of TR
by 10 per cent, ic, from 20 to 10 per cent {or complete bicyeles (Road-
ster) and from 30 to 20 per cent for components], the Reports of the
Cost Accounts Branch (February-March 1975), after a study of the costs
of threc units manufacturing complete bicycles, had disclosed that the
actual import content in the bicycles exported by the respective unite was
very small compared to the entitiement (the import content wag hetween
0.5 to 2.27 per cent of fo.b. realisation for various brands of complete
bicycles (Roadster against entitlement of 20 per cent in 1973-74 and 10
per cent in 1974-75. and about 15 per cent of fob, realisation in the
case of SLR bicycles against the cntitlement of 30 per cent). Ot the
Committee pointing out that it. therefore. appearced that the IR entitle-
ments had been allowed on a larger scale than wac necessary, the repre-
semtative of the Directorate General of Technical Development stated in

evidence that the current IR entitlement of Roadster bicycles wag 10 per
cent and added:

“We are not aware of the basis on which the Cost Accounts Branch
has come to the conclusion that the import content in the
bicycle is up to a maximum of 2.25 per cent. So. we would
not really be able to comment on their observations.  But we
do know our technical calculations and  earlier 1 have said
that it comes to 10 per cent. We have the actual calculations,
We just take into account all these materiale which are used,
which are permitted for import and we will prove it to you
that it is 10 per cent. In this connection, T may state that it



1 quite possiblc that the Cost Accounts Branch might have
only gune into the utibsation of only the R.F.P. licence.  So,
I do not know on what basis this 2.25 per cent has been
arrived at.”

Hc stated further:

“In domestic production, 1t s Re, 8 per bicycle which consists of
items notificd 1n appendivc 83 of import trade control policy.
There are cortain raw matenals permitted.  Nickel is permit-
ted, Heat-treatment salts of certain specifications were  there
CR/HR steel sheets, free-cutting steel bars, alloy-steel nipple
wire, etc. are there. For export we allow additional heat
treatment  «alts,  clectro-plating brighteners  ¢tc. The import
content would come to 10 per cent.”

1.147. The Chicf Cost Accounts Officer of the Finance Ministry,
however, informed the Committee in this connection as follows:

“In computing the import content in an item exported, all imports
are taken into account. These are derived with reference to
the particular items utilised in the manufacture of a product
that is exported with reference to the material imported was
on account of the import cntitlement licence or an actual
users licence, it is immatenial.  So long as it is imported, that
is material and that has gone into the export order. They
have been reckoned with and taken note of in our reports.”

1.148. The Committee, thercfore, desired to know the basis on which
the import content in respect of Roadster bicycles was determined by the
two agencics. The Ministry was also requested to reconcile the discre-
pancy betwcen the two sets of figures. In a note, the Ministry of Com-
merce have stated:

“The findings of the Cost Accounts Branch on imported materials
in their reports under question were based on actual imports
recorded in the books of accounts of the two companies in
respect of the relevant periods as verified by their Investigat-
ing Officer.

The basis on which the DGTD had assessed the import content of
bicycle at 10 per cent is as follows:
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“(a) Import of raw muaterials allowed ax per policy for produc-
tion for both domestic and export narketsi—

Tremie of Raw Mateorials

[IRY Gy
Value

1. CR Stee’ Sroipy ormund-guant | rioe angd chan 3 toRG
2 Cold heading gualiov speken ppte vire SEE
3. Primary nicke! sy

“ Rs.
4. Sodium Cvamande T 1y 40
5. Coppes o
6. Zing TR
= Tool.and Alttov Sreel RENAL)

(b)Y Ttems specially allowed for export production;

s s e e ——. Nty ——————————

frems of Raw Muernals CIE
Value

——

1. Chornsumahies Hike elecrro-plating -alrs and booghtener . bronze powder,
fe't hobs/dise., brazing pans, cutniog ool and orberteme we per ool g
of the shopping istin the Regit tered Exp vt Policy.

2. Decoraly and decoral stickers.,

YR,
750
3. Tinplate waste waste. . ‘ . . . .
4. Springstecl wire'wire rods. . . . . . . .
5. BElectricaltytreated chromium couted nuld steclsheets and cutiings
4
Ry,
(¢) Totalc.i.f. vatue of permissible imported raw materials consumabletool -
ings, etc., for export generation. . . . . . . 10§50
7 50

15 00

In relation to the then existing f.0.b. value of around Rs. 200 per
complete bicycle exported, the c.if. value as given above
constitutes 9 per cent. It is a practicc under the Registered
export Policy to round-off to the necarest multiple of 5 per
cent, recommendation was, thercfore, made for a 10 per cent
import replenishment per bicycle.’

The difference between the two appears to be due to the fact that
the manufacturers might have used material “imported against
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A.U. quota and not against REP. Morcover, the DGTD for-
muta takes into account the industry as a whole. There may
be units in whose case import conlent may be very high, while
it the case of sume it may be much less.”

1.149, Even an respect of components, the reports of the Cost Accounts
Branch appeared 1o suggest that the  aciual requircments  of imported
materials were much less than the IR entitlements allowed. The Com-
mittee Jearnt from Audit  that the Mimstry  of Commerce had stated
(December 1975) in this context as follows;

“A point made iy about higher rate of import replenishment having
been given in cases where actual requirement  of imported
materials were much less. 1t may be pointed out that the
percentage of import replenishment is sometimes calculated
on group of products, where it is not possible to fix a sepa-
rate IR rate in respect of individual items, In the Import
Trade Control Policy. it has  been the practice  for several
years now to show bicycles components as a single product
group and to allow the same import replenishment percent-
age for all items coming under this group. It is not possible
to give a separate import replenishment for each item under
such a system whereas some items cnjoy unintended benefits,
some other items mayv be getting less than their requirement.”

1.150. Since this appeared to be a special advocacy for an industry
which was taking advantage of the excess Import Replenishment entitle-
ments by sciling them at a premium, the Committee asked whether these
entittements should not be allowed only to the extent actually needed.
The Commerce Secretary replied in evidence:

“Import replenishment is. gencrally speaking, fixed on each item
of complete bicveles. Of course this import replenishment is
fixed on the advice of the DGTD. But the components arc
so many that it was thought fit to lump them together and
fix a kind of general import replenishment on this. This is
not something peculicr to bicycles; it is a feature which
repeats itself in respect of many other commodities where
they have to be lumped because it s physically impossible to
give import replenishment for cach item and to judge the kind
of product base. For example, in the case of chemicals, we
may have thousands of chemicals, which may otherwise have
to be given import replenishment separatelv. It is not practi-
cable to give import replenishment in that manner, it is al-
ways practicable and proper to give them only a king of
lump import replenishment. That is what I was trying
to point out. Probably, when the scheme started,
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at that time also certain fixed import  replenishments  were
given on a fla basis. And this is what is actually donc; it is
always expressed w terms of a percentage of the f.ob, value
and rounded off to the ncarest Jevel—se, 1S per cent or 20
Fer cent or something like that,  In this case also it was always
thought proper that the entire range of all bicvele parts and
components should be lumped together under one title and
given an import replenishment of 20 per cent.”

He added:

“As bsand, import reclenishment i cortainly based on a kind of a
general average particularly in commodities which have to be
lumped together. 1t is quite possible, as you say, that on some
commaodities the import replenishment may be g little more
and on a particular item it may be less, depending upon the
value of what he is importing or what he would like to import.
These are all matters on which no firm view could be taken
except the general view which is true, that import replenish-
ments can be sold.”

In a note* furnished subsequently in this regard, at  the Committee's
instance, the Ministry of Commerce stated:

“The import replenishment is arrived at on  the basis of f.o.bh.
export to c.i.f. value of imported raw material on all industry
basis and not unit to unit basis which is not practicable in
component oriented industries like bicycles, automobiles, etc.
Depending on the technology of production. the process of
manufacture. the number of total components produced, cte.
by different units, the replenishment in certain cases may be
less and in some case may be more.”

1.151. The question of restricting the henefits of Import Replenishment
onlv to those items for which they were actually required had also been
considered carlicr by the Public Accounts Committee (1974-75) who, in
paragraph 1.14 and 1.15 of their 164th Report (Sth Lok Sabha). had
nbserved, inter alia, as follows:

“The Committece had also observed that “Arising out of this case
is the basic question how import replenishment could be
allowed for an item of export which does not have any import
content. It is obvious that such items should be altogether

o e ettt s b st nn.

*N\ot vered in Andit.
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excluded from the purview of the import replenishment
schemics”, The Committec had desired the Ministry of
Commerce 10 take steps 10 ensure that export inceative is not
abused in any manncr.  [conomic offences should be curbed
rutiessly and none <hould be spared”.  The Committce note
that the Goverament have  taken  the  fodowing “steps to
mingnise oppottunities for abuse™ of export incentive:

(i) Import of a number of ey, considered 1o be sensitive, have
heen disallowed under the proviven of flexibality:

(i) iteme are allowed o he urerted cpainst o REP livence on
the basic of the acimal user licence, oniy whoere the actual
user licence pertaing to the same Product Group to which
the REP licenve helones;

(iti} face value restrictions have been smposed on the jtlems where
indircnous production has developed to meet a sizeable
part of the domestic demand: and

(iv) o va'ue limit has been imposed up to which only the manu-
facturer can obtain nominations.”™

The Committee. however. do not understand why the Government
has not found it nossible to go the whole way and declare that
no import replenishment licence would he eranted against the
export of those commoditics which do net haye any import
content and also that such licences would not be allowed to
be transferred or utilised for import of machinery, instruments,
tools, fixtures and spare parts which are not required for the
production or processing  of  export  commodities.  The
Committee desire that the Government should re-examine the
question and take action along lines recommended by the
Commitice unless there are overwhelming reasons against it.
1t should be reflected in the Annual Report of the Ministry.”

E. General Observations

1.152. The Audit paragraph points out that the total amount of cash
assistance admissible on bicycle exports from 1970-71 to 1974-75 was about
Rs. 3 crores, and that on bicycle components about Rs. 12 crores, and that
during the same period. import replenishments of about Rs. 2 crores and
Rs. 12 crores had been allowed for exports of bicycles and bicvcle com-
ponents. As against this total subsidy of about Rs. 15 crores and import
replenishments worth about Rs. 14 crores, the total value of exports of
bicycles and bicycle components during this period was about Rs. 60.58
crores. A number of shortcomings and deficiencies in the operation of the
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cash assistance and Import Replenishment Schemes have  also been
highlighted in the Audit paragraph. Since nearly 25 per cent of the export
camings appeared 10 have been returned to the exporters in the form of
cash assistance and IR benefits to  the  extent of about 22 pervent were
allowed in addition, the Committec desired to know whether the promotion
of exports at such cost was worth continuing, patticularly in view of the
fact that one of the leading exporters (Tl Cycles Indin Ltd) wus also

essentially a foreign-owned concern.  The Commerce Secretary stated in
evidence:

*1 may clarify some points, It is true that Rs. 1§ crores were paid
out in cash during the period 1970-71 to 1974.75. This was
in exchange of foreign exchange carning of Rs. 60.58 crores.
The net is about Rs. 45 crores.  Now,

this is the foreign
exchange earnings.

Now, Rs. 15.0 crores which was given
as import repicnishment were not given out in the shape of
money. It was a sort of title to import something of whatever
the exporter liked for further building up of exports.  As I had
already mentioned, he requires o lot of  components and
materials for manufacture of bicycles and for the manufacture
of quality bicycles that are required in the foreign market and
this requircment is slightly more than what would be required
even for the Indian market.  So, this import replenishment to
the extent of 10 per cent and 20 per cent carlicr was given
in order to allow him to build up the market to manufacture
more bicycles from his imported material. ]t was not given
in cash.  Government Jdid not give them uny cash.  This was
only a title and it was not s if Rs. 15.0 crores were given out
as a complete cash.,”

1.153. Asked whether instead of subsidising exports on such a large
scale, suitable export obligations could not be imposed, as was being done
in the United Kingdom in the past, and Government assistance extended

only when considered absolutely incscapable, the Commerce

Secretary
replied:

“There has been a lot of re-thinking in the Government on this
structure of incentive for promoting exports and among these,
the idea of export obligations and asking the parties to take on
themselves an export commitment is onc idea which is already
under consideration. So far as new industries are concerned
which can be export-oriented, whencver they come up for an
industrial licence, there is usually the requirement given to
them that they must export a part of their product which is

suitably mentioned in terms of a percentage of their produc-.
tion.
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There is another thinking going on at present in the Ministry of
Industry that the Industries Development and Regulation Act
should be amended and, in suitable cases, particularly of course
in the cases of big companies-foreign-owned companies,
multi-national, it might be  possible even to give an export
obligaiion to them. But, sir, since this is only in the stage of
an idea where a lot of thought has to be given. I would not
therefore expound it further except to say that the Industry
Ministry, 1 understand, has gone ahead with this idea to a
considerable extent.”

1.154. The Committee enquired into the steps, if any. taken to tap new
markets for the export of bicyeles wnd bicyele components and the success
achieved in this regard.  In a note*®, the Ministry of Commerce replied:

“The Engineering Export Promoiion Council have always been
striving, on a continuous basis, to take such steps us are con-
sidered necessary for developing new  nurkets for  various
engincering items including hicveles and bicvele comronents
as well as for bringing about an overa'l improvement in the
exports of various cngineering goods.  The more important
steps taken in this direction are:

(11 Sromsoring of Trade Delegations and Study Teams:
(2) Conduct of Murket Surveys abroad;

{3) Dissemination of Information of Trade interest amongst
cxporters;

{4) Participation in Interritionad Exhibition and Troade Fairs,
etc. etc.

Specifically in regard to bicyeles  and  hicyele  components  the
Enginecring Cxrort Promotion Ceuncil puarticipated in the
Internationad Bicvele and Motor Cyvele Fair held in Koln in
September, 1976, The participating firms booked orders for
R«. 8 crores at the Fair,

The ¢xports of bicseles and bicycle components have been increasing
over the years as may be seen from the following figures:

F (T‘).,-B.;uiuc of Exports

Year

¢ Bieveles  Bicvele
Iniakh Rs.} Comp snents
‘inlakh Rs.)
*1;70;1 . oo . : e - - iy prvp
19°1-~2 ‘ ) . . 166 66 ok4 48
197277 . ‘ ) ' : . 08 22 7% 86
197374 . S e e 1384
1974-75 . , : . 3153 24 177007

1978-76 . . . ‘ . . . . . 611 69 1818 o8
T *Not vetted in Audit.
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.F. Revised criteria for the determination of the necd for and quantum of
cash assistance and Import replenishmeant

1.155. The Audit paragraph also points out that the Ministry of
Commerce had staled that “the entire structure of cxport benefits including
import replenishment and cash assistance, is at present beimgereviewed by
a fairly high level Committece. The Committee, therefore, enquired whether
this review had since been completed and, jf so, what action, if any. had
been taken in pursuance thereof. In a note* furnished in this regard, the
Ministry of Commerce have stated as follows:

“The policy for the grant of cash assistance on exports has been
modified and the Government have decided o have a fairly
wide ranging system of cash compensatory support to improve
our competitiveness and 1o make export activity reasonably
profitabie. Further, it has been decided that the cash assistance
scheme should be used as a means of boosting our cxport effort,
Accordingly, it has been decided that the determination of the
rates of cash assistance should not be based on any mechanical
application of a rigid formul; like the difference between the
f.o.b. price realisation and the marginal cost of production.
The rates of cash assistance  should be determined bv a
balanced judgement of the following criteria:

(a) export potential and domestic availability o well as supply
elasticity of the products:

(b) import content and domestic valwe adided;

(cy approximate implicit subvdo i wvailable, under the import
replenishment scheme;

(d) compensation for irrecoveiable zaxes and levies:

(e) diffierence between the domestic cost and inicrnational price
of indigenous inpuls und raw materiais: and

(f) costy of entry into new murket,

Cash assistance rates, determined on the basis of bove critenia,
wille—
(a) not exceed 25 per cent of value added:
(b) be allowed at a uniform rate for a group of products;

(¢) be fixed for a period of one vear:

T v o g 17308 e 1, < it 1% o S

*Not vetted in Audit,
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(d) continue to be eligible for protection available under the
scheme for Registration of export contracts;

(¢) not be reviewed more than once in a year; and

(0 "be withdrawn or reduced, if it becomes necessary, making
such withdrawal or reduction effective after giving at least a.
three months notice to the Trade,

These principles have been followed for the determination of cash
assistance rates during the current year by the Inter-Ministerial
Committee. In regard to fixation of import replenishment
percentages, it has been felt necessary to remove the dis-
advantages on account of high cost of domestic raw materials
and intermediates, by making available inputs at international
prices. It has accordingly been decided that in respect of
export products where availability of raw materials is restraint
on export production and the competitive strength of export
products. the import replenishment percentages may be adjusted
by allowing imports of all the raw matcrials even though the
item may be indigenously available. These decisions have
also been taken into account while framing the Registered
Exporters Policy for 1976-77."

1.156. Since it had been stated earlier that the collection of data in
regard to f.0.b. cost and f.o.b. realisations proved to be a difficult proposi-
tion, the Committee desired to know how, in the absence of a suitable
machinery for the collection of the relevant data, the Ministry hoped to
determing what would be the value added under the revised policy for the
grant of cash assistance. The Commerce Secretary stated in cvidence:

“On the question of value added it is easy to calculate. Value added
is given in the Red Book. Whatever is import replenishment
the rest is value added out of hundred. As regards the inter-
national prices running at a particular time we do get informa-
tion from the various sourccs. As regards our own production
costs and f.0.b. costs we have to take a view. 1 am sure in a
large number of cases cven though the prices do vary from
time to time we are not very much off the mark by working
on a figure on which we think that f.0.b, cost should be based.
The other matter relating to cost of entry into the new market
has to wait in the light of the product concerned.”

He odded:

“Y'alue added is the percentage of f.o.b. since cash assistance is
percentage of f.o.b. They are relatable always to the same
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figure. If the import content is shown 10 per cent then we
know the value added is 90 per cent.”

1.157. This question had also been examined generally by the Public
Accounts Committee (1976-77) in their 236th Report (Sth Lok Sabha),
who had observed, inter alia, as follows in pagragraph 1.11 of the Report:

“While certain decisions, aimed al making cash assistance an effec-
tive instrument for export promotion, have now been taken
by Government, the Committee find it difficult to appreciate
the Commerce Ministry's rcluctance to act upon their recom-
mendation that a suitable machinery should be devised for a
concurrent evaluation and review of the market trends, f.o.b.
realisations and other relevant factors which have an impact
on the cash assistance scheme. In view of the fact that the
criteria, such as export potential, domestic availability, domestic
value added, interpational prices, etc., which are proposed to
be taken into account for determining the rates and quantum
of cash compensalory support, are variable factors, subject to
fluctuation from time to time, the Committee are unable
to understand how the impact of these criteria would be
evaluated and quantified in the absence of an adequate
machinery for the purpose. The Committee are thus con-
strained to reiterate their earlier recommendation in this regard
and would ask Government to act upon it without loss of time.”

1.158. Time and again, the Public Accounts Committee have adversely
commented upon the indiscriminate grant of cash assistance amd other in-
centives for export promotion on the basis of ad hoc and incomplete assess-
ments that had little or no relevance to the realities of the sitwation at »
given point of time. The Audit paragraph under consideration, which deals
with the grant of Cash Assistance and Import Replenishment for expart
of bicycles and bicycle components is one mere imstance of formulation of
policics on the hasis of an inadequate assessment and apprecistion of the
factors involved and of failure to take prompt corrective action even whem
certain anomalies in the operation of the schemes had come to tight. While
the Committee arc not apposed. in principle, to the graat of incentives for
boosting the country's exports they cannot help feeling, after a stwdy eof
the Andit paragraph and the evidence tendered before them. that preater
care and vigilance should have been exercised in allowing large payments
out of the exchequer and the export promotion schemes extended in n more
prudent and discriminatine manner after formulating the policies in this
regard on more precisely thoueht-out foundations. Some of the more cens-
picusns deficiencies and defects in the schemes in respect of bicveles an?¥
bicvele companents are dlscussed in the following paragraphs.

1948 1.8.—8
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1.159. According to the Report of the Indian Institute of Foreign Trade
the main consideration for the grant of an export subsidy is the “removal
of price disadvantage involved in export and making the export operation
no less attractive than the domestic sale.” Cash Assistance is, thus normal-
ly intended to bridge the gap between the cost of production of an export
product and the f.0.b. realisation accruing from its export. Data in regard
to f.0.b cost and f.0.b. realisation are, therefore, of vital importance for a
proper determination of the need for and quantum of cash assistance. The
Committee are, however, concerned to find that for as long as eight years
(1966—1974), cash assisiance for the export of hicycles and bicycle com-
ponents had been extended, as in the case of other engineering goods. not
on the basis of any critical and scientific cost studies but on the basis of
what has been described by fhe Commerce Sceoretary as “a more or less
quick appraisal of the sitnation.” Admittedly, when the decision to intro-
duce the cash assistance schemie immediately after devalution was taken in
August 1966, it “was not based on any detailed calculation.” It has also
been admitted that “the basis on which these decisions were taken were not
always definite’’ and that it was only in 1972 that the Commerce Ministry
decided “to have a second look™ in respect of cerfain items and ascertain,
on the basis of marginal costing whether “these. deserved the cash awis-
tance that has always been cnjoved hy them™ and cost studies for the pur-
pose were commissioned through the Indian Institute of Foreign Trade,

1.160. The Committce are concerned to note that even in the absence
of relevant data and a cost-benefit analysis, the rates of cash assistance for
bicycles and bicycle components had been enhanced from the post-devalua-
tion rate of 20 per cent to 25 per cent with efiect from 1 Junc, 1967 and
to 30 per cent with effect from 1 March, 1968 and romnained undisturbed
thereafter till 21 February. 1974 in the case of complete bicykces (Road
ster/ and till 13 March, 1974 in respect of components, despitc the fact that
certain perceptible changes had taken place during this period in regard to
the indigenous availability of raw materials required for the manufacture of
bicycles and bicvele components and in the behaviour of international pri-
ces. The Committee fcel that the position should have been kept under
constant review and timely corrective action taken on the basis of data
relating to cost of production and f.oh, realisations instcad of extending
the scheme from vear to vear in what appears to be an injudicious manner.
Since devaluation shonld not have ordinarfly  warranted further assistance
and incentives for export promotion. the initial decision to extend cash
assistance ako ought to have been taken only after detailed cost studies.
Thet thece elementary precantions were not taken In regard to schemes
mﬁnwmﬂuﬂew{m&epﬂkwhw.
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1.161. Even after the introduction in 1972 (after some amomalies in
‘the operation of the cash assistance scheme for engineering goods had been
brough. to the Ministry’s notice by the Central Board of Excise & Customs)
of the concept of determinang the gap between the cost of production and
f.o.b, realizations on the busis i a more scientific analysis of cost data, the
question of making swiable adjustmenis in the rates of cash assistance for
bicycles and bicycic componen: had becn hanging fire, for one reason or the
other, for nearly two years, Thus, the Indian Institute of Foreign Trade,
in their Repori submitted in ovember 1972, had 4ssessed that the: percentage
of uncovered loss on exports (o the f-0.b. cost in the case of complete bicy-
cles (Roadster) manutactured by five representative units ranged between
1.9 per cent to 30.2 per cent after taking into account the then available
cash assistance of 30 per cent and had recommended the continuance of
cash assistance and other export assistance for bicycles and components at
the rates then prevailing. It had, however, been decided that considera‘ion
of the lastitute’s Report might be held over on the ground that a Committee,
appointed in January 1973 under the Chairmanship of the Chief Controller
of Imports & Exports to review the Registered Exporters’ Policy for 1973-
74, had also been asked to review. inter aliu, the need for and quantom of
existing cash subsidies and import replenishment.

1.162. Surprisingly enough, though the Review Committee referred to
above, had in an annexure to its report submitted in February 1973, propo-
sed reduction of the rates of cash assistance for bicycles and bicycle com-
ponents to 22.5 per cent and 20 per cent respectively of the f.o.b. realisa-
tions as against 30 per cent admissible for both then, and had also proposed
reduction of the existing rates of import replenishment [from 20 to 10 per
cent for complete bicycles (Roadster) and from 30 to 20 per cent for com.
poncats) the proposed reductions were not given effect to. Explaining the
reasons for the non-acceptance of these proposals, which would have resul-
ted in a saving of Rs. 83 lakhs by way of cash assistance and Rs. 80 lakhs
in foreign exchange by way of imrort replenishment during 1973-74. the
Commerce Ministry have stated, intor alia, that there was a discrepancy bet.
ween the main recommendation in the Report of the Review Committee and
the fignres shown in the annexure and that the recommendations had not
been accepted as thev involved an increase in the rates of cash assistance
on many of the items, which was not considered possible without proper
examination of cost data relating to the products. It is, however. not clear
to the Committee why the alleged discrepancy was not got reconciled by
reference to the Review Committee. Since the recommendations wmaust
have presumably been based on a study of data then available and of the
then prevafling trends of f.0b, realisations from exports of bicycles and
bicvcle components. it Is also not clear fo the Commitice why itoms in res-
pect of which redoction in rafes of cash assistance had been recommended
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could not have been viewed in isolation and cost data in respect of items.
for which increase in the rates of cash assistance had been proposed, exa-
mined séparately so as to safeguard against the payment of larger amounts
than was considered necessary.

1.163. That whatever studies were undertaken by the Indian Institute
of Foreign Trade were only haphazard would be evident from the anomalies
pointed out subsequently by the Cost Accounts Branch of the Finance
Ministry to whom the Institute’s Report had been referred for advice in
May. 1973. While the Institutc had assessed, after comparison of the
manufacturing cost of two units (U’ an¢ *V’), that the uncovered loss, after
taking into account the then admissible cash assistance of 30 per cent,
would be respectively 2.8 per cent and 1.9 per cent, the Cost Accounts
Branch had determined the loss in respect of these units, on the hasis of
marginal costing, as 24.65 per cent and 17.69 per cent respectively as
against the then existing assistance of 30 per cent. Apart from pointing
out certain apomalies in the method adopted by the Instifute in working
out the f.0.b. cost of bicycles, the Cost Accounts Branch had also drawn
attention to a significant fact that the Institute’s study had not taken into
account the extra bencfits accruing to the exporters from the import rep-
lenishment oa export of bicycles and components which were normally sold
at a high premium (one of the leading manufacturers of bicvcles. Sen
Raleigh Ltd.. had themselves indicated later in November 1974 that hey
had obtained a premium of 50 per cent by giving their impprt replenishment
as 8 nomination to other parties) or were utilised by imparting direcly
rew matcrials or capital goods. as a result of which the exporters would
derive coasiderable advantage in imports over indigenous cost.  This posi-
tion had ulso been confirmed in July 1973 by the Director General, Techni-
cal Development. who had pointed out that the actusl import content in
comple!e bicvcles (Roadster) would work out to less than 10 per cent of
the f.ob. realisation as apainst the 20 per cent Import Replenishment then
allowed.

1.164. 1t is significant ip this context that while cost studies had been
commissivped through the Indian Institute of Foreign Trade aMcr the Cen-
fral Board of Fxcise and Customs had drawp the Commerce Ministry
attention fo certain smomalies in the operation of the cash assistancc
scheme for engineering goods, the Review Committee under the Ch ir-
manship of the Chief Controller of Imports and Fxparts ha? been sct w
only in congeclion with the annual revision of the Import Policy and nof
in she context of fhe amomslies in th- operation of the cash assistonce
scheme hichlichted by the Central Rosrd of Excise sgnd Customs In
these circomstances, fhe Commiftee are umahble to apprecinte the rational:
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for deferring comsideration ol the Institute’s Report. After having speci-
ficaliy commissioned these studies, it would have been more appropriate
to have referred the KReport promptly to the Cost Accounts Branch or
cauusicd the cosi studies to  lnem ub initio, instead of having walied for
more ihan six months. Betier results might have ensued from adop.ing
such a course of action. Uniortunately, the Commerce Ministry appear
t0 have adopted a ‘Heads i win, Tails you los¢’ attitude in dealing wicth
this question.

1.165. After making yet another abortive attempt in August 1973 to
reduce the rates of cash assistance for complete bicycles (Roadster) and
bicycle components, a decision had hecn taken, in January 1974, by the
Marketing Development Fund to reduce the cash assistance for compleie
bicycles (Roadster) and bicycle components from 30 to 20 per cent and for
special model Sports Light Roadster (SLR) bicycles from 25 to 22 per
cent. However, while orders conveying these decisions were yet to be
issued, the Director General, Technical Development had informed the
Commerce Ministry, in February 1974 that the unit value realisations from
complete bicycles (Roadster) had increased from £8.50 (Rs. 161) to
£12.50 (Rs, 236) which might “necessitate a close second look at the level
of the present cash compensatory support for this item.” On fresh calcula-
tions being made by the Commerce Ministry, it was found that there was
no loss in the export of complete bicvcles (Roadster and accordingly cash
assistance on this item had been abolished with effect from 22 February
1974.

1.166, However, barely six months later. cash assistance for com.
plete bicycles (Roadster) had been reintrodnced on an ad hoc basis,
though at a reduced rate of 15 per cent, with effect from 1 September 1974
to be effective il 31 March 1975. pending collection of relevant cost
data and their examination by the Cost Accounts Branch. It appears
that this decision had been taken on the basis of “a spate of representa-
tions” recelved from the industry in this connection and on the grouad
that f.o.b. realisations had not heen “as high as they were orginally™ and
that the realisations varied “from market to market” The Committee
however, find that the Finance Mhistry had expressed a naumber of reserva-
tions in regard to this proposal and had pointed ont. intor alia that having
withdrawn cash assistance for complete bicvcle (Roadster! completely. its
reintrodnction without a detafled cost stady mav not he justified and that
the gramt of cash assistance on an ad hoc basis withont supporting details
had been objected to hv fhe Public Accounts Committee in the case of
Audit paragraphe on Cash Assistance on some items included in the Report
of the Comptroller and Awditor General of India for the vear 1972.73,
In fact, on 5 Angust 1974, (he Additional Secretary in the Commerce
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Ministry himself had suggested a lower rate of 124 per cent for both:
bicycles (Roadster) and bicycle components, while the Under Secretary
and Director in the Ministry had suggested, on the basis of the data avail-
mble from the report of the Cost Accounts Branch prepared in connec-
tion with fixation of domestic prices for bicycles as well as data made
available by the exporters in 1974 alongwith their representations, a rate

af 10 per cent uniformly for complete bicycles (Roadster) and bicycle
components.

1.167. 1t is also significant in this context that in arriving at the rate
of 12} per cent (later revised to 15 per cent by the Cash Assistance Review
Committee) the Commerce Ministry had relied on unauthenticated data.
Besides, while in the calculatigns for determining the loss on exports, the
f.0.b. cost of Rs. 260 furnished, in July 1974 without any detailed break-
gp by the Chairman, Bicycle and Bicycle Components and Accessories
Pancl of the Engineering Export Promotion Council [who was also con-
nected with a leading bicycle manufacturing firm, Hero Cycles (P) Ltd.)
had been adopted, the f..0.b, realisation of Rs. 200 had been assumed on
the basis of data given by another manufacturer (Atlas Cycle Industries
Ltd), whose f.0.b, realisations from different exports to various countries
during 1974 ranged from Rs. 179.85 (o Rs. 293.31. The Finance Minis«
try had also gone on record, in no uncertain terms, that it had been the
experience in the past that the data given by the Export Promotion Coun-
cil/industry were inflated and “in a majority of cases where cost study was
vndertaken, the cash assistance was cither pot justified or recommended
at a much reduced rate”. While emphasising. therefore, the need for being
‘“verv cautious” in announcing the rate of cash assistance “which may
prove to be liberal later on when a detailed cost study is undertaken,” the
Ministry had pointed out that it was difficolt to agree to the grant of cash
assistance at a rate higher than 10 per cent.

1.168. It has, however, been contended by the Commerce Ministry
that while the Finance Ministry’s suggestion for restricting the cash assis-
tance for complete bicvcles (Roadster) and hicycle componeants at 10 per
cent was “totally an ad hoc preposal not based on anv kind of data” the
proposal for the grant of 12} per cent (later 15 per cent) cash assistance
for complete hicycles (Roadster) ‘‘was based on the available data and
DGTD's advice.”. . The Committee, however, find from the relevant note
recorded by the Director in the Commerce Ministry after discussions with
the Development Officer of the Directorate General, Technical Develop-
ment on 25 July 1974, that the official of the Directorate had pointed out
that as the exports of bicvcles then being made related to contracts en-
tered into sometime back, the f.o.b, realisation did not reflect present
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prices ‘apd had suggested that information from the Commercial Repre-
sentatives in different countries should be collected to find out the price
at which these countries were importing Roadster bicycles, The subse-
quent discussions on 17 August 1974 between the, Additional Secretary in
the Ministry and the Director General, Technical Development also re-
lated not to complete bicycles (Roadster) but to the appropriate rate of
cash assistance for bicycle components when the former had been inform-
ed that “from the point of view of costing data and its potential the rate
cannot amit of any reduction below 15 per cent” In these circumstan-
ces and in view of the fact that the data made available by the industry
was not entirely reliable, the Committee are unable to accept the Ministry’s
contention in this regard.

1.169. That whatever assessments were made Gy the Commerce Minis-
try in this regard had no relevance to realities would be evident from the
subsequent (February-March 1975) findings of the Cost Accounts Branch
after a cost study of three of the four bicycles manufacturers selected
for the purpose as well as from the data relating to f.o.b. realisations com~
piled by the Director General, Commercial Intelligence and Statistics.
Thus, while the Commerce Ministry had adopted the f.o.b, realisation as
Rs. 200 on the basis of the data given by Aflas Cycle Industries Ltd.
according to the statistics published by the Director General, Commercial
Intellizence and Statistics. the f.o.b, realisations during April-July 1974
actually ranged between Rs. 188 and Rs 247 (average Rs. 219). Had
this figure been taken into account, the loss on export would have worked
out only to 6.7 per cent, as against 18 per cent assumed by the Commerce
Ministry, even after assuming the f.0.b. cost of Rs, 260 as correct and
without taking into account the benefit accruing from import replenish-
men!, Thongh the correctness of assuming the average realisation to be
Rs, 219 has been disputed by the Commerce Ministry, the Committer are
of the view that as these data are indicative of the market trends prevailine
at the relevant time, they are of some significance. In any case it would
arnecar from the subsequent cost studies by the Cost  Accounts Branch
{details of which have heen discussed earlier in this Revort) that in recpect
of three leading manufacturers of hicveles (T. 1. Cvrles India Ttd., Atlac
Cycle Industries 1.td. and Sen Raleioh Ltd . the loss an cxport affer taking
into account the benefits derived from impert replenichinent Yicences, wac
insienificant and there had, in fact, been substontial enine in snmo coves
The Committee regret that cash assistance should have heen restored to an
ad hoc basis, withont a scientific cvatuation of the cocte and foh reali.
sations,

L.]70. What causes preater concern to the Committre s the fact that
in spife of the fact that the Finance Ministry had not agreed fo the rate of
cash assistance proposed by the Commerce Ministrv and had, in fact. re-
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peatedly drawn attention to the lack of .adequate .justification, in the
absence of authenticated data. for the rates proposed, the Cash Assistance
Review Committee should have overlooked these objections and decided
upon a rate (15 per cent) which was more than what the Commerce
Ministry themselves had proposed carlier (12} per cent). The Committee
canpo! countenance this procedure whereby the Finance Ministry had been
precluded from exercising its legitimate functions of careful scrutiny of
expenditure of considerable magnitude sought to be incurred on an incen-
tive scheme.  Thongh the Committee have been informed in this connection
that the Ministry of Finance (Department of Expenditure and Fcounomic
Affairs) were also represented on the Cash Assistance Review Committee.
this does not. as has earlier becn pointed out by the Committec in para-
geaph 1.112 of their 178th Report (Fifth Lok Sabha), obviate the need for
obtaining the specific concurrence and approval of that Ministry to a
scheme that appears to have been unjustified on all accounts.

1.171. Though the cash assistance of 1S per cent, granted omn an ud
hoc basis in August 1974, was valid only il 31 March, 1975 continuance
of the assistance at same rate upto 30 September, 1975, and again upto
31 March, 1976 was sanctioned respectively on 30 April, 1975 and
1 October, 1975. The Committee find that the decision to extend the cash
assistance upto 30 September, 1975 was not taken on the basis of any
fresh examination of detailed data in vegard to f. 0. b. costs and f. 0. b,
realisations but on somewhat tenuous ground that continuity of cash assis-
tance wag necessary in the interest of exports from the comntry. In view
of the fact that the reports of the Cost Accounts Branch on the cost study
of leading manufacturers of bicvcles had beon received by then and these
had also disclosed that the cash assistance earlier given was hardly justi-
fied, the Committee feel that the Commerce Ministey ought to have pro-
ceeded more caufiously and taken these reports into consideration instead of
exteading the cash assistance once again in an 1:d hoc and Indiscriminate
manacr.  Similerly, thowgh it had initially been decided that the latest
f. o b cost and f. 0. b realisation showld be taken into arcount while
comsidering the question of cash assistance hevond 30 September, 1975, it
appears that no detalled stodies had been comducted In this regard bot
the cost data sobmitted by a firm manwiacturing complete bicycles. which
discinced a shortfall of 16 per cent and 18.85 per cemt respectively in the
case of two mnits, had beenm adopted.  Since, according to fhe Financo
Ministry, past experience had shown that fhe data made available by the
industry were inflated, the Commitice are not sure hew far the cxcesvive
reliance pisced on the data furnished by fhe Industry could he considered
justified, : .

1.172. The Commiitice find that even in the case of Sports Light Road-
ster (SI.R) mmﬁ@edmmnleehdb(nnlncnmd
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from 10 to 124 per cent with effeet from 1 April, 1975 without taking into
account all the relevant factors. It has been stated by the Commerce
Ministry in this connection that the decision to enhance the cash assistance
had been taken by the Cash Assistance Review Committce on the bosis
of representations reccived from the trade that the cash compensatery sup-
port of 10 per ceat was inadequate and of the report of the Cost Accounts
Branch in respect of T. I, Cycles India Ltd, which disclosed a ioss of
12.1 per cent on exports of SLR bicyeles. 1t is. however, scen that the
Cost Accounts Branch had simultancously pointed out that the compnany
had ar excess import entitlement licence of 15 per cent, the bhonef* Vom
which could not be as<cssed and had, therefore, suggested that the Com-
merce Ministry may take = view on the benefits, i any, on the import
entitlements b2 deciding the quantum of cash assistance. This aspect, in-
fortunatelv. does not appear to have heen gone into. In view of the fact
that the import replenishment on bicycles was admittedly found on exomi-
nation to be much higher than the acteal important content and the excess
import entitlement could also he transferred at considerable premium. the
Committee fail to understand why this important and vital question had

been over-looked in determining the quantum of cash assistance necessary
for SLR bicycles.

1.173. The manner in which the question of granting cash assistance
for bicycle components had been handled causes even greater concern to
the Committee. While taking a decision to abolish. with effect from 22
February, 1974, cash assistance for complete bicveles (Roadster). no
change had, however, bcen wmade in the January 1974 decision of the
Marketing Development Fund in regard to bicvcle components (viz, to
reduce the cash assistance from 30 to 20 per cent) on the ground that no
separate costing in respect of components were made nor had the Direc-
tor General, Technical Development intimated any higher unit value realisa-
tion from their exports, The Commiitee find in this context that when
the proposal for reduction of cash assistance from 30 to 20 per cent was
sent to the Finance Ministry in February 1974, that Ministry had suggested.
on the consideration that if export realisation was much more than the
cost of prodoction for complete bicycles the same position would hold
pood for components also, that cash assittance on bicvcle components
might be withdrawn. This had not been accepted by the Commerce Minis-
try on the ground that ac more than 75 per cent of the export was ac-
counted for by components and the manufacturers of components were
mostly in the small scale sector, their economics of production and export
could nt be compared with that of the cycle manufacturers who were
mostly in the organised sector, and that exports of compOnents would
have a sethack if (he cash assistance was withdrawn complefely.



116

1.174. Both these arguments had, however, been refuted in March
1974 by the Ministry of Finance. As regards the contention that exports
of components would have a setback if cash assistance was withdrawn,
the Finance Ministry had pointed out that if the withdrawal of the assis-
tance on complete bicycles could not result in & setback to exports, the
position should not be difierent for componcnts, With reference to the
distinction sought to be drawn between the organised sector and the small
scale sector, the Ministry had drawn attention to the fact that the rates of
cash assistance were decided only on the basis of cost of production and
f.0.b. realisation and no distinction was made between the small scale sec-

tor and the large scale sector.

1.175. Though the Finance Ministry had not then pressed this issue
further as proper cost data were not available for an objective aualysis,
subsequently, on reconsideration of the question in June 1974, the Minis-
try had pointed out that even without waiting for a detailed cost study,
there was “clear justification” for reducing cash assistance for components
to prevent malpractices. That Ministry had accordingly suggested that,
pending reference to the Cost Accounts Branch for cost study, either the
cash assistance on bicycle components be reduced from 20 to 10 per cent
or cash assistance on complete bicycles as well as components be allowed
uniformly at 10 per cent. The following valid reasons had been cited,
inter alia, by them in support of their suggestion:

(i) While the producers of bicycle components are mainly in the
small scale sector, it is not necessary that exporters are the
same who are the producers of components. Exporters arc
different from the producers. They will be purchasing the com-
ponents from the producers and then exporting. This may add
to the ultimate cost of export on account of cost of cxport
overheads and other cxpenses. Continuance of cash assistance
will only help such middle man cxporters in quoting lower
prices.

(ii) As the item is of labowr intensive mature, Indian prices should
be competitive in view of the high cost of labour in other
developed countries.

(iii) Cash Assistance on complete bicycles and  SLR bicscles has
been withdrewn, reduced after taking into account the increase
in anit realisation in International Market. The unit renlisa-
tion for components would also have gone up in Hne with simi.
tar boovance for all other products. The argument for com-
plete bicycles will be equally valid for components.
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(v) Continuance of cash assistance of 20 per cent on components
may result in misuse of the facility in as much as complete
bicycle may be sent in semi-assembled condition for the purpose
of claiming cash assistance. The country will lose foreign ex-
change on account of higher unit relisation for a finished pro-

duct and also will have to pay cash assistance even though it
has been withdrawn,

In fact, even as early as in March 1974, the Director General, Technical
Devclopment had informed the Commerce Ministry that as coaventional
Roadster bicycles were almost always shipped in a knocked down condi-
tion, there was a risk, consequent on the abolition of cash assistance for
complete (Roadster) bicycles, that unscrupulous exporting units might show
exports of complete bicycles as exports of components with a view

to
claiming the cash assistance prescribed for components. .

1.176. The Committee are, however, surprised to find that in utter dis-
regard of the reservations cxpressed by various official agencies. no posi-
tive steps were takep by the Commerce Ministry to prevent the possible
abus: of the cash assistance available for bicvcle components. It would
appear, prima facie, from the statistics of exports of bicycles and bicvele
components during the period when cash assistance on bicycles stoed abo-
lished as well as from the two specific cases of exports of bicycles and
components to countrics ‘P’ and ‘Q’ cited in the Audit paragraph that
these fears were not entirely unfounded. Theugh the Commerce Minis-
try have attempted to prove that the apprehension that complete bicycles
might be exported as components was not borne out by the actual export
performance, the reasons for the somewhat drastic decline in the exports
of complete bicycles and increase in exports of components to countries
‘P & ‘Q', have not been satisfactorily explained. Besides, the Encineer-
ing Fxport Promotion Council themselves had pointed out, in their repre-
sentation pleading for the reintroduction of cash assistance for complete
bicycles, that in the absence of cash assistance for complete bicveles, “the
tendency would be to increase export of components and even declare the
complete bicycles which are alwavs cxported in CKD (completely knock-
ed down condition) as exports of components with o motivation to get
cash subsidy of 20 per cent”  The officials in the Ministry of Commerce
had also conceded, in their notes on the sucpostions of the Finance Min-

istry referred to earlicr, the possibility of abuse of the cash a«sistance on
components

L1177, As stated cadier, one of the argnments advanced by the Com-
merce Ministry for not withdrawing or at least reducing cash assistance
for components is that while informing the Ministry of the increase in
unit value realisations from complete bicvcles. fheir Director Genmeral
Technical Development had not indicated similar hicher realsations from
exports of components. No reference om this question was either msde
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at that stage to the Directorate by the Commerce Ministry. However,
even in the absence of any communication in this regard, it should have
been evident that if realisations from exports of bicycles had increased,
it was only logizal, as a natural corollary, that realisations from exports
of componcnts should have also increased at least relatively if not on the
same scale as complete bicycles 1t is alse significant in this context that
even in November 1972, while recommending cash assistance at the then
existing rates for both complete  bicycles and components, the Indian
Institute of Foreign ‘frade had nevertheless pointed out. inter alia, that
“the hope of bridging the gap between the fob. cost ang fob, realisa-
tion through improved unit value realisation may b. partially justifiable”
in the case of bicyele components on the basis of data in regard fo unit
valee realisations during the period from 1965-66 to 1970-71,

'
L]

1.178. The Committee note that while the vnit value realisation from
cxports of bicycles rose by 9 per cent in 1973-74 as compared to 1972-73,
the corresponding rise for most of the components was 11 per cent or
more, and that between April and July 1974 the it value realisations
from most components rose by 25 per cont or more whereas that of
bicycles fell marginally by 3 per cent. That the unit value realication
from exports of components had, in fact, increased during the period in
question is also evident from the data relating to exports of components
to countries ‘P’ and ‘Q". Thus, while the export of bicycle components
to country ‘P’ had increased only about 22 per cent during April 1974
to September 1974 as compared to the cxports during the corresponding
period in 1973 (from 12.23 lakh kgs. to 14.97 fakh kegs., the value of the
exports had risen by nearly 119 per cent (Rs 138.38 lakhs as against
Rs..63.09 lakhs). . Similarly, while exports of components (other than
saddles) to country ‘Q° had increased by 67 per cent (from 2.74 lakh kgs
to 4.59 lakh kegs.) during the relevant period as compared to the cxports
during the corresponding periog in 1973, the value of the exports had
gone up by nearly 171 per cent (from Rs 17.48 lakhs to 47.44 lakhs).
Significautly enough. the Engineering Export Promotion Cosmeil had alse
recommended cash assistance of 1§ per cent for both components and
complete bicycles. i

1.179. The Commitice find fhat while drawing the Commerce Minis-
try*s attention. in February 1974, fo the possible misuse of the cash assist-
ance or bicyvele components, the Director Genersl Technical Develop.
ment Innd also soppested that, to prevent abuses, cavh assistance might be
restricted (o omfy eight components which constituted bulk of the exports
from the coumtty. The Directorate had alvo pointed out that as these

ts did ot 284 up to a complete hicycle, ¥ would have heen
the Castoms suthorifies to identify constymments of fhiese parts
' thows’ of complete bicyelés exporttd in s knocked down condltion.

i!,z
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Though the Commerce Ministry had felt, in view of the fact that there
were more than seventy five components of bicycles, that “some more
thought could be given to this problem” and that the components could
perhaps be put inté two groups, one for which cash assistance would be
admissible and another for which such assistance would not be available,
whilc announcing the registered exporters’ policy and cash assistance effec-
tive from April 1974, the Committee are concerned to note that this ques-
tion was not pursued to its logical conclusion for one reason or the other.
As this decision, if implemented, would have imparted greater rationality
to the cash assistance scheme and would have curbed at least partially
the misuse of the scheme besides resulting in considerable savings to the
exchequer, the Committec are inclined to take a serious view of this failure.

1.180. In thesc circumstances, the Committee are firmly of the view that
the possibility, however remote, of the cash assistance for componcnts
being abused by unscrupulous exporters in the absence of similar assistance
for complete bicvcles should have been promptly taken npotice of and
necessary corrective action taken to plug the loophele. The Committee,
however, regret that even the elementary precaution of ascertaining the
f.o.b. realisations from exports of components had not been tzken by the
Commerce Ministry and cash assistance had been persisted with withont
reference to any cost data on the tenvous ground that exports of compo-
nents would suffer a sethack.

1181, As in the case of complete bicycles (Roadster), subscquent exa-
mination (November 1974-April 1975 by the Cost Accounts Branch of
the cost data furnished by three manufacturers of components had dis-
closed that the cash assistance allowed, from time to time. on exports of
componen!s which were studied (Rims, Caliper brakes and Dynamo Light-
ing sets) was not justified or was hardly justified —It has. however been
contended by the Commerce Ministry that as the data studicd by the Cast
Accounts Branch related only to fhree componcnts, these were not “very
representative” and it was difficult to apply the conclusions reached in
these three cases to all the componcnts numbering about seveaty Sve.
Since. according to the Director General, Techunical Development, bulk
of the exports was accounted for by only eight components, the Commit-
tee are unable to appreciate why data relating to at least these compo-
uents could not have heen examincd and the policies in this regard for-
fnulaled on mare precise foundations instead of indiscriminately and even
irrationally extendine the schome from time to time.

1.182. It appears that in spite of the fact that the Finamnce Mimistry
had expressed a wumber of reservations in regard o the proposals made
by the Commerce Ministry from time to fime 22d various official in the
Commerce Ministry also held different views om the subject, the Minis-
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ter's approval had not been obtained at any stage to the decisions taken
about the continvation and quantum of Cash Assistance at different points
of time except while increasing the cash assistance rate on SLR Bicycles
in October 1975. Since conflicting views had been expressed on the
subject ang the decisions also appear to have been taken on an ad hoc
basis, the Committee are of the opinion that all the facts of the case ought
to have been placed before the Minister who could then have had an
opportunity to give his considered views on the cntire question. The
feasibility of prescribing suitable monetary limits for the grant of cash
assistance at the Sccretary’s level, without obtaining the Minister’s specific

approval, should be appropriately examined.

1.183. Apurt from the somewhat indiscriminate extension of cash
assistance for bicycles and bicycle components, import replenishment
also appears to have been allowed on a larger scale than necessary and
the Committee are concerned to cobserve that there had been avoidable
delay in revising the rates of import replenishment. As pointed out carlier
in paragraph 1.162, though the Committce appointed under the Chair-
manship of the Chief Controller of Imports and Exports had proposcd, in
February 1973, reduction of import replenishment for bicycles (Roadster)
and bicycle components to 10 per cent and 20 per cent respectively from
the then existing rates of 20 per cent and 30 per cent. which would have
resulted in a saving of Rs. 80 lakhs in foreign exchange during 1973.74
alone, the proposed reductions had not been cffected to.  Admittedly,
prior to 1973 no study had beon made in the Commerce Ministry to deter-
mine the premium on import replenishment licences.  Subsequently. in
May 1973, the Cost Accounts Branch. to whom the Report of the Indian
Iunstitute of Foreign Trado on ‘Bicvcles and Bicycle Parts’ had heen refer-
red, had also drawn attention to the fact that the import replenishments
on exports of bicycles were normally sold at a heavy premium.  (Subee-
quent scrutiny of the cost data of leading bicycle manufacturers had also
indicated that while Sen Raleigh 1.td had sold their import replenishment
at a premiom of 50 per cent during 1973-74, Adas Cycle Industries Ltd
had sold their knport replenishment in 1973 at premia rangine from 30 to
49 per cent). As early as in July 1973, the Director General, Technical
Development had also pointed out that the actual import contents in com-
plete bicycles (Roadster! worked out fo less than 10 per cent of the fo b
realisation 1< agminst 20 per cent them allowed The Commerce Secre:
tary nlso conceded during cvidence that ahout 17 per cent of the import
replenichment licences were nominated to others

1184, Yet, it was only in Aprl 1974 that the import replenichment
for hicycles (Rosdster) and bicycle components were reduced respectively
10 10 per cent and 20 per cent. No change was, however, made in the
rate of 30 per cent in respect of SLR bicycles. That these rates were also
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Tiberal and had no relevance to realities would be evident from the study
by the Cost Accounts Branch (August 1974-March 1975) of the costs of
T.I. Cycles India Ltd., Atlas Cycle Industries Ltd. and Sen Raleigh Ltd.
which disclosed that the actual import content in the bicycles exported by
the respective units was very small compared to the entitlement [the im-
port content was only 0.5 to 2.27 per cent of f.0.b. realisation for various
brands of ccmplete bicycles (Roadster) against the entitiement of 20 per
cent in 1973-74 and 10 per cent in 1974-75; and about 15 per cent of
f.0.b. realisation in the case of SLR bicycles against the entitlement of 30
per cent]. The cost studies in respect of manufacturers of certain com-
ponents (November 1974-April 1975) also suggest that the actual require-
ments of imported materials were much less than the Import Replenish-
ment entittements allowed.

1.185. The Committee are unable to see any justification for allowing
import replenishment on such liberal scales for exports of bicycles and
bicycle componcents. It has, however, been contended by the Commerce
Ministry that as the percentage of import replenishment is sometimes
calculated for a group of products and it is not possible to prescribe sepa-
rate rates for each item under such a system, some items cajoy unintended
benefits while ofhers may be getting less than their requirement. While
this argument may perhaps be valid to some extent in the case of com-
poncats, it is difficult to appreciate the Ministry's reluctance to determine
the quantum of import replenishment actually required for bicvcies (Road-
ster) and SLR bicycles on a need-based analysis. Since. according to
the Finance Ministry, therc may not be more than two units manufactur-
ing SLR bicycles and exporting them it should not be too difficult to
determine the quantum of import replenishment necessary after a detailed
scrutiny of all relevant data, The Committec would therefore, urge Gov-
ernment (o re-examine this question in all its aspects and ramifications
and bring about the desired improvements in the Import Replenishment
Scheme. They would also reiterate. in this connection, their recommenda-
tion contained in paragraph 1.15 of their 164th Report (Fifth Lok Sabha)
that no import replenishment licence should be granted against the export
of those commodities which do not have anv import content and such
licences should not also be allowed to be transferred or utilised for im-
ports of machinery, equipments. tools fixtures and spares which are not
required for the production or processing of the commodities being

exported, . .
1,186, The final picture that emerges from the forcoo’ng paragraphs is,
thus. far from satisfactory. The Committcee cannot  help feeling that

Rreater concern has been shown by the Commerce Ministry. withoat ade-
quate justification. for the interests of the industry rather than for ensuring
that the country’s scarce resources are not expended indiscriminately and
infudicionsly, During the period from 1970-71, to 1974-75, while the
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fotal ameunt of cash assistance admissible for exports of bicycles gnd
bicycle components worked out to about Rs. 15 cxores, an import reple-
nishment of about 14 crores had been allowed for this purpose, against the
total exports valued at Rs, 60.58 crores. It is also significant in this con-
text that only about 8 per cént of the production of Roadster bicycles is
exported while the country is yet to make a perceptible impact in the mar-
ket for SLR bicycles. If the other concessions and facilities for export pro-
motion such as drawbacks of customs and excise, railway freight rebate,
supply of raw materials at concessional rates, efc. are also quantified and
taken into account, the total cost of those exports may well turn out to be
disproportionate to the forcign exchange actually earned.

1.187. As has been earlier pointed out by the Public Accounts Com-
mittee, in paragraph 1.49 of thcir 174th Report (Fifth Lok Sabha), the
basic defect in the system of granting cash assistance and other incentives
seems 10 be the absence of an efiective machinery with Government to con.
currently avaluate and review the market trends, the f.ob. realisations
and the impact of various kinds of assistance given {or export promotion
50 that necessary changes and adjustments could be effected promptly as
soon as wide fluctuations ceme to notice. As a result of this handicap,
Government have had to place an almest rxclusive reliance on the data
furnished by the industries themselves for the Export Promotion Council,
which, admittedly, has been often found to be at variance with the actual
position obtaining. It would also appear that though market survey re-
Ppoits indicating export prospects, prevalent price trends, efc. arc received
from indian Embassies sbroad and otber agemcics. apart from tramsmit-
ling these to the Export Promotian Councils for exploiting she opporuni
ties revealed through such reports, very little use is made of these reports
by the Commerce Misistry for the determination of policies. It heas slso
been admitted by the Ministry that there s n0 machinery (o cull out price
trends from those reports and use them for the purpose of fixation of cash
Mssistance. Neither does the Ministry have at presest any standing ar-
rangements for the periodical cellection, on regular basis, from the Fxport
Promotion Councils data relating to £.0.b- costs and reslisstions in respect
of items for which cash sssistamce has been granted. This is a sitwation
which needs to be remedied immediately. Stressing, therefore, once apain
the importance o’ devising a suitable machinery for a conturrcnt review
snd magitoring of all the relevant factors influencing varions incentives
for export promotion s0 s to ensure that the trade does not derive madue
bepefits from the fact that all the relevant information may not be svail-
able with the administrative Ministry concerned. the Commiilce would
reiterate their recommendation contained in paragraph 1.11 cf thel: 236th
Report (Fifth Lok Sabhs).
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1.188. Yet another reason advamced by fhe Ministry for not taking
into accoumt the f.0.b, realisations reported, from time to fiore, by the
Director General, Commercial Intelligence and Stafisfics f%s that these
figures are not available at the time of formulation of the policies and that
the published statistics are usually received after six months, The Com-
mittee note that in pursuance of their recommendafions in this regard, con-
tained in paragraph 1.50 of their 174th Report (Fifth Lok Sabha), cer-
tain important changes in the method of compilation and publication of
trade statistics coupled with the structural strengthening of the orgamisa-
tion have been made, as a result of which the time-lag between the period
for which the information relates and its compllahon and preparation for
publication has been reduced froan about six months to about three
months at present. The monthly Statistics of the Foreign Trade of India
are also now stated to be received in mannscript form without waiting for
a printed copy of the volume. While thesc improvements are undoubted-
ly to be welcomed, the Committee are, however, concerned to learn that
there is no machinery in the Commerce Ministry to watch and monitor
export reallsations whether on the basis of the data available in the
manuscript copy or otherwise, which makes it all the more imperative to
devise a suitable machinery for a concmrrent review and evalustion of
f.o.b. reafisations as recommended in the preceding paragraph. There
should also be a repular arrangement for the periodical collection of cost
data and their examination by the Cost Accounts Branch from time to
time, at least in respect of those vommodities mvolving heavy outflow of
cash assistance instesd of extending the assistance on amn ad hoc basis
on the ground that the coflection and examination of the data takeg g
long time.

1.189. According to the Report of the lndian Institute of Foreign
Trade, one of the reasons for the high f.ob_cost, necessitating large quantum
ol cash assistance, is the high proportion of the fixed overheads to the
f.0.b. cost resvitine from the under-utilisation of the total capacity avail-
able in the country for the production of ‘bicveles. (In respect of two
hicycle manufacturiag units studied by the {Institwte, the fixed overheads
constituted 6.7 and 130 per cent of the f.0.b. cost). Observing. im this
context, fhat prodection of bicycles can be almost dosbled ¥ the total
installed capacity is fully wtilised, which im turn could reduce the umit
cost at least by distribufing fixed overheads over much greater nsmbers,
the Insfitute's Report points out that ™I production imcreases by 56 to
100 per cent of the existing capacity, the incidence of fixed overbeads
on each wnit of production will be reduced by about 33.3 to 50 per cent.”
It Is divconcsi®=~ to wote that the stenl production of bicycles was only
48.7 per cent to 63.3 per ceut of the instalied capacity during the period from
1970 to 1975, only sbout 8 per cent of the actusl production had been
“exported. Tt hiay also Deen conceded by fhe representative of the Direc-

1948 L.S.—9.



PEANG W) 10} AW YD HudE ¥ JPYM PER P SEu
-Jyow pluans Wiy ‘wioa Wiy Auaons jo m ‘sasea o jo wogosp
-3 “HOBASIGNOD [BUNSW NYj| AT W LOPS ImImdopadp pus PININU jo
Jupumowm 38Iu] ¥ J0 1XNW0D N} ] ‘JWANEXI ONE [HM PESJ ] RREW
PIBPI 230 pus uoPeIEIZ LOdXY ‘WORIAPII PES HORSAREAD JN0O ‘SOHRED
-yisiaap Jwomdojaasp (lotouyo; ‘wopusymicpom ‘ipdeded dmgepo jo won
-esipn 133)3q Y 'Ansopu; 3@ jo Bmmpdansis pes puod Wy 0 Juysru
sixodse snOWBA ojuy o8 o) 9.6] BMdY W PAMPIN0D RN WY ‘KIIQWMNN
pINOMA TIEDSWOD (UELOAW] W JO JWOS PEE SIUNGISENEE WP [ YPOWM
uj ‘Ansnpu) AIANG Xy Joj [desd © jey) pus Heabape woly su) [Ws 51 Agsap
-uf 3} Jo JAown) (€108 ) O) UONSII W] LIOYD JEALIND Y M LOGIep
31 1900 Jo 5)53dss 0) S8 jjam ¥ (Bojoun>3} jo Junup-dn Xy 0} PGS wRq
wou sey ) ‘uoympsqas Modin Uo UG pey SIBIL e ot assydwa g
Iy I} UOPRIRUNOD SHY U] PIMIORN UIIQ IANY IPMWO) W] 1611

‘3940 pHoM
oy 98BI JOU M SIPANG 1speoy 3japdmod Joj pusmap g JEY) PIsO
-S1p OS[® Sy SlyBw UBjAI0) JO LIAINS B PUB SIPANQ JIspeoy o) sjusid
utjquasse usysiiqeElsd osj8 e )3 ‘BN ‘sisaucpuj ‘syue] ug ‘besy
‘waaf ayy samunod Buido[aAIp G0 Jey JEy Y JO MAA UT AIesSIdouU
Apeogied st Siyy  “s)aew pajedystydos gy o syuamannbaz 3Gy o) D
0} 3q8 aq o) se os JuIMmdopIAd([ put YuBIsIY J0j dwweadord pajempio
<03 ® jo pue joyucd Aenb 3upiojud 10} spuausdusire Juygsixo oy uwodn
dunvoadun  Jo cdounpiodwt oy 10dSI3pun AP [V PIAIBYE Alasiaape
ua3q aey o) 1vadde pinosm saping ustpuf ag) yo penb ag ‘suoyeoyrdads
pue sprepuels paquosaid a3 spyny sjusuodwod yons Jo Spenb gy rey S
~nsud 103 L1ounposw Jjenbaps ug Jo 3dWISQE ) UI PUB i0)I3S LIS [EIS
AP ui paumpdenuosw Sjuducduiod o Anq A[BIIEId 10)das pastuedio P
ul SIPANQ Jo sianpounumw aeds Idie] duIS - Jouddns 1wy, e SIIL
-1q souedep ay) jey Payyupe uldq Sey ji osje syoo] pue sudisop o} pred
-31 u] ‘uedep 10 wop3wy PN jo Sizapord aP Pix Aadwod 0) IqE URIq
jou sey AuUncd Y} YoM Jo Jnsar B s8 ‘sorpunod Sunsodunr oy LAq dn s
spaepue)s 3ugoexa ag 03 dn aunseaw jouw op sIPANQ UBIPU] ‘SPPpow uTE)
-130 puB S}PRIBW WBIID Wl ‘soyunod umidofasdp ) wl YoM Y pasoxd
Ajpeuonsuny aawy SIPAIIQ IINSPEOY oY MM JByl Ip3IdU0> 0} YInoud pood
U3dq OS|E SBY AIBjOId§ drdwmwo) YL  's3fakdq uspuy I3 jo Apjenb
oy 3q 0) sieadde joxsewr peuOnBWIUI Ay W A[PAndaye djadwod 0} srumy
-dupnubw I[2Adq Ue[pU] 3y} Jo AIqEU M) Joj UOSEIX WIPoUV "061'T

o slampdenuew  IPANq
o Jo Aduapyeur ap Joy ummmand 8 Swided o) yunowmmuwe ‘azojery
‘pinos sanki>ypxa ofqed ayy Jo 1500 o j8 spodxd qons Swisipisqng ‘ssouw
-Su0pPIsuOd 1500 Jo YU puw sapenboprur rewafeurwr 0) panNqLIE 3q PRIOD
voppapoid Jo 1500 yIy 3P Je JuoWdoPAd( MENUYRL ‘[BIudDH By

44



125

and bicycle components industry is necessary and feasible. Standardi-
sation of specifications of components and raw material is also one of the
terms of reference of the Panel. Considerable time having elapsed since
the Panel was constituted, the Committee would like to be apprised in some
detail of the progress made so far by the Panel and fhe specific steps
‘taken to achieve the objectives envisaged.

1.192. As regards improving the quality of bicycles and components,
‘the Committee learn that the whole question of quality control on engi
neering exports including exports of bicycles and components is currently
being gone into by a committee under the chairmanship of the Secretary
(Technical Development), They would like to know whether this exer-
cise has been completed and, if so, the measures taken as a sequel thereto.
The Committee need hardly emphasise the importance of ensuring that
the quality of Indian bicycles and bicyclo components come op to the
exacting standards set by the sophisticated market.

1.193. Yet another reason for the high f.0.b. cost of Indian bicycles
is stated to be the high prices charged by the secondary sector for cold-
rolled steel strips, the basic raw material required by the industry, The
Committee have heen informed in this connection that while hot-rofled
steel strips are available at the JPC (Joint Plant Committee; controlied
prices, the prices of cold-rolled steel strips arc totally uncontrolled. Since
an assured supply at reasonable prices of the basic raw material required
by the bicycle industry has a direct bearing on the f.0.b. cost, the Com-
mittee desire that the question of high prices charged by the secondary
sector should be gone into urgently by the Steel Ministry and mecessary
corrective action taken to discipline the private producers of cold-rolled
teel strips.

1.194. The Committee are also of the opinion that instead of resorting
to the grant of ad ho: aad piece-meal incentives {or export promotion, it
may be wo:thwhile to impose suitable export obligations on the industry
and Government assistance cxtended only when it iv absolutely inescap~
able. They have been informed by the Commerce Secretary that the idea
of imposing export obligations and asking exporters fo take on themselves
an export commitment is already undér Government’s consideration and
that the Ministry of Industry is also contemplating amendment of the
Industries (Development and Regulation) Act fo provide for an export
obligation in suitable cases. particularly in the cases of foreign-owned and
multinstionsl companies. Since these measures appear to be only in a»
embryonic stage still the Committee would orge Government fo examine
these expeditioosly snd if found desirsble bring forth necessary legisiation
Tor the purpose. The feasibility of utilising the idle capacity in fthe
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bicycle industry fer export oriented pctivities should alse be examimed on.
& top-priority basis, in the light of the findings of the Development Fanel
fortheblcychm&mwywhnhlsmmdbbeewdinasmdyofﬂm
subject. \

1.195. The Committec also note that though there is a large market for
the Sports Light Roadster model bicycles, demand for which has been esti-
mated at 4 to 5 million a year, exports from the country have beca only
around 10,000 bicycles a year., Bulk of these exports are by T.I. Cycles
India Ltd,, a company governed by Section 29 of the Foreign Exchange
Regulation Act, 1973, with 52.6 per cent of the equity capital being held
by non-resident shareholders. It has been stated that attempts made so far
to make a purely Indian-owned company to enter the export market for
SLR hicycles have not been successful on account of the absence of the
requisite facilities and technology within the country for the manufacture
of three-speed hubs for these bicycles. The Committee understand that
the cost of manufacture of the three-speed hubs in India would be prohibi-
tive and even TI Cycles India Ltd. have been importing this vital compo-
nent. Efforts made by several Indian companies for coltaborative joint ven_
tures for the production of three-speed hubs or export with two of the four
foreign firms—Shimano of Japan and Sturmis—Archer of U.K.—who are
stated to have monopolised their production, have also been unsuccessful.
Since the development of an economic and viable unit for the preduction of
threc-speed hubss alone would require considerable capital investmeats,
apart from the investment necessary in the steel and ancillary sectors for
building up the production facilities for various other critical mate-
rials and ccomponents, it appears that the country may not be in a position
in the immediate future to make any perceptible impact on the market
for SLR bicycles.

1.196. The Committec have been informed in this context that discus-
sions have been initinted with the purely Indian units manufacturing bicycles
for the up-dating of their facilities to the level of TI Cycles India Ltd. and
that the Panel for the bicycle industry, referred to carlier, would also go
into this question. In view of the fact that the demand for Roadster bicy-
cles is not likely to increase further, the Committee would urge Govern-
ment {0 examine this question on an emerpent basis and take all steps to
provide the mecessary infrastructural facilities for the production of a larger
number of SLR bicycles and bicycles of more modern design required by
the importing couniries om long term and assured basis. It should also not
be bevond the ingenuity of eur technologists to find ways and means of
achieving a breskthrough ia the manofacture of three-speed hubs af res-
sonsble cost. The Commitiee would like to be apprised, ia some dolail.
of the findings and recom=2=_-%:-- of the Development Panel in this re-
gard and the specific sieps talien in purswance theweof.
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1.197. Incidentally, the Committee learn that T.1. Cycles India Ltd. has
been advised by the Reserve Bank of India to reduce its non-resident equity
10 40 per cent by the 1st week of May 1977, in response to the company’s
application for continuing its activifies in India wader Section 29 of the
Foreign Exchange Regulation Act, 1973. They would like to know whe-
ther the company has complied with this requirement and, if not, the steps,
if any, taken to enforce the provisions of the Act,

1.198. From the analysis of facts given in the: foregoing paragraphs, fthe
Committee can safely infer that cash assistance provided for export of
bicycles and bicycle components has not been on a rationally justifiable
basis. The Committee are unable to understand how the Cash Assistance
Review Committee could, on the basis of data thrown up (which was avail-
able also o officers of the Ministries of Finance as well as Commerce)
differ with the suggestions made at different levels for 3 lower rate of cash
assistance and ultimately fixed it at 15 per cent, in the case of complete
bicycles and 20 per cent in the case of bicycle components with effect
from 1-9-1974. They would like Government to direct the Cash Assistance
Review Committee to have a more rational sppreach in deciding the com-
modities eligible for export promotion and the rate’ of cash assistance justi-
fied in individual cases so as to ensure that the country’s scarce resources

are committed in the national interest of export promotion and not friftered

NEW DELHI; M. STEPHEN,
September 30, 1977. Chairman,

Asvina 8 1899(S) ‘ Public Accounts Committee.



APPENDIX 1
(Vide paragraph 1.60)

Extracts of notes containing calculations leading to withdrawal of Cash
Assistance on complete bicycles in Februaryt, 1974

In its meeting held on 1.1.1974, MDF Committee decided to reduce
cash assistance on bicycles, components etc, on the basis of the study
conducted by IIFT during the middle of 1972. The existing rate of
Cash Assistance and the rates decided by MDF are indicated below:—

Existing Rate
rate of C.A.  decided

by MDF
A.as2.1. Complete Bicvelese— . . . . . . 30 Y 20 %
A.152.2 Bicycle components . . . . . . . 30% 20_%
A.153.3 SLR bicycles . . . . . . . . 25 ©, 224 %,

As per the above decision of MDF, we were going to issue a circular
reducing the cash assistance. In the mecantime. however, a letter has
been received from Development Officer, DGTD (Page 65/c) that f.o.b.
realisation of ordinary roadster bicycles has gone up to £12.50 and that
this has necessitated a close second look on level of cash compensatory

support.

It may be pointed out in this conrdection that the IFT study examined
the costing of roadster bicycles only. and did not go into the costing of
bicycles components and SLR models. From the figures given in the
IIFT report, Cost Accounts Branch had calculated the marginal cost and
rea'isation of two units as follows: —

Unit U Unit V

Rs.
Marginalet parbicye'e 1~ ci'culated by CAB marginal costing. . 17347 160 60
F.O.B. reatisation + duty drawback . . . . . . 142 7§ 138 %1
S'usrrfall as peresntage of £.0.b. reatisation without CAY . . 24 63 °, 17 69°.

Stnce there was shortfall in reatisation, MDF have decided to give cash
assistuncs at the rate of 20 per cent for the roadster bicycles (A 152.1)
In the above calculation. however, fo.b. realization was taken at a much
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lower figure than that obtaining now as pe’r as DGTD’s letter, This there-
fore necessitates a review.

The present f.0.b. realization appears to be £12.50. The duty draw-
back on export of roadster bicycles is 13 per cent. The total realization
per bicycle is Rs. 282.50 (Rs, 250.00+Rs. 32.50). This realisation is
therefore much more than the cost of production even of unit U, where
manufacturing cost is higher than the cost in the other unit. It may be
argued that the manufacturing cost has also gone up. Even if this cost
has gone up by 60 per cent, there is no loss in export. In view of this,
it will be very difficult to justify any cash compensatory support for export
of roadster bicycles.

It is, therefore, suggested that cash assistance on export of complete
bicycles may be complctely withdrawn. Since there was no separate
costing of bicycle components and SLR bicycles, and DGTD have not
indicated any higher unit value realization in this respect, MDF decision
mayv be followed for export of components and SLR.

There is no need to consult Finance or take it to MDF again, since we
are withdrawing the incentive.

Sd - J. P. Das. Director.
14-2-1974,
JS(BDK) on tour.
AS/(RT)

(A) I would, agree in the circumstances, with B above.

(B) A complete list of all such withdrawals/reductions of C. A.
decided with the justification. therefore in each case may be
put up to C. M. also for information in a tabulated form.
This should include the volume of exports under each and also
effect, if any of our revisions.

Sd/- R. Tirumalai.
15-2-74,

(A) T have spoken to Secy. about these and he has agreed and that
orders may issue.

Sd/- R. Tirumalai.
16-2-74.



APPENDIX U
(Vide paragraph 1.67)

Extracts of notes leading to the decision not to accept suggestion to withdraw
Cash Assistance on bicycle components

MINISTRY OF FINANCE
(COMMERCE DIVISION)

2. The M/Commerce has reviewed the position again and have decided

to withdraw the cash assistance on export of complete bicycles on the
consideration that f.0.b. realisation plus benefit of duty drawback is much
more than the cost of production. Even if the cost of production has
gone up by 60 per cent, still there is no loss to the exporter. In the ab-
sence of similar information for bicycle parts and SLR bicycles, the
Ministry is not withdrawing assistance but reducing assistance as decided
by the MDF Main Committee,

3. The order regarding withdrawal of cash assistance on complete
bicycles may be issued immediately.

4. In regard to bicycle components and SLR bicycles, the order for
reduction may not be issued for the present. We are not convinced by
making a distinction between complete bicycles on the onc hand and the
bicycle parts and SLR bicycies on the other hand. If export realisation
is much more than the cost of production for complete bicycles, the same
position will hold good for bicycle components and SLR bicycles. The
cost of production when the cash assistance on SLR bicycles was refixed
in 1970 would be available in the relevant file of the Ministry of Com-
merce. That could be taken as the basis after providing for 60 per cent
increase as is being done for complete bicycles, the cost could be com-
pared with f.o.b. realisation. Further, the rate of cash assistance on SLR
bicycles was 25 per cont as against 30 per cent for complete bicycles when
the then prevailing rate of assistance was less for SLR bicycles, it is difficult
to maintain that 22.5 per cent assistance is still necessary for such bicvcles
when 0o assistance is considered necessary for bicycles. It would be
difficult to maintain two different principles for two types of bicycles and
it may result in discrimination and representation from the exporters. We
would, therefore, strongly recommend that cash assistance on bicycle com-

130
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ponents and SLR bicycles should also be withdrawn immediately. If the
exporters represent a fresh examination on the basis of the cost data fur-

nished by the exporters can be made and assistance reintroduced if it is
justified oo facts and figures.

5. In regard to SLR bicycles, there may not be more than two units
manufacturing such bicycles and exporting them. It should not, therefore,
be difficult to get proper cost data from these units and take decision on
merit after withdrawing the CA at this stage,

Sd/- Jagdish Chander,
19-2-1974.
Director (C/CA).

We shall be grateful if necessary orders withdrawing of cash assistance
on exports of complete bicycles is issued without any delay.

(2) A very early decision is necessary on our recommendations con-
tained in para 4 of aur note, that cash assistance on bicycle components
and SLR bicycles may be withdrawn immediately.

(3) The suggestion at ‘X’ above is also approved.
Sd/- S. Y. Gupte,
21-2-74.

M/Commerce-EAC Section
M/Finance U.0. No. 1433.74—C Division daved 21-2-74.

MiINISTRY OF COMMERCE
EAC Section

Notes from middle of page 8 ante may kindly be glanced through
Stencil, withdrawing cash assistance on exports of complete Bicygle, is
placed below for signature of Director (EA). As the instructions could
be issued by tomorrow. this may be given effect from 22-2-74. After
issue of instructions the file may be referred to EP (Engg) Section for
decision on point raised im para 4 of the note on pre-page.

D. D. MED Sd/- M. E- Thomas
D. 1. R. (EA) 21-2-74

} agree that 3 procedure showdd be adopted, which we will mow wake
up with MOF. Phnaace has now dome re-thinking. This will by wosked
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out. Issue notification and then put up proposals with self-contained note
for MDF.
Sd/- L. N. Saklani
| 21-2-74

EAC

EP (Engg) Section may kindly see Ministry of Finance’s notes at
pages Y-10 ante. Instructions withdrawing cash assistance against ex-
ports of Bicycle have been issued, a copy of the same is placed on the
file. Action remains to be taken on bicycle components and SLR Bicycles

for which urgent consideration is requested.
DD/(MET)
US/(KVB)

In view of the stand taken by the Ministry of Finance in their note on
p. 9 and 10 anre, it is for consideration whether we may wiilidraw cash
assistance on components and SLR bicycles also and they have a cost

study.

Sd/- M. E. Thomas
23-2-74

[t may be added, at present there are 76,000 three speed hubs with
various parties and all of them have been imported under advance licence
with export obligation etc. In order to find market at least for these
76,000 hubs we had asked PEC to participate in the New York hicycle
fair agreed for the MDF assistance for the participation. The PEC have
since participated in this fair and we are awaiting their report. Hence
sudden withdrawal of CA at this stage may create confusion (and even
subsequent introduction after detailed cost study may not reverse the
position). The other alternative is to implement the decision of the MDF
Main Committee and then decide the position after 2 or 3 months by
which time the cost report may also be available. But then we will be
blamed for frequent changes in the CA policy. For Orders please.

Dir/(JPD) 8d/- K. V. Balasubramaniam
23-2-74

In crores of Rs.

1971-73 1972-71%
7 9k 10 41
614 78

i —— pp——

Totalincluding bicycles . .
Out of which components only

T T T T e

As regards bicycle components it may be mentioned that more than

75 per cent of the total export is from components and the manufacturer of
componcnts are mostly in small scale sector, Their economics of production
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and export cannot be compared with that of the cycle manufacturers who
are mostly in the organised sector.  This is one area where the small
scale sector has really been contributing to export earnings in spite of all
difficulties in the matter of procurement of raw material etc, Hence it
stands to reason that we should mot give any jolt to the industry (which
is performing rather satisfactorily),

Sd/- K. V. Balasubramaniam
23-2-74
Export of bicycle components and SLR will have a set-back if CA is
withdrawn completely as suggested by Finance. We may request them
1o allow the reduction of CA as per MDF decision to be given effect
immediately. Simultaneously, cost study could be taken up to determine
the need to reduce CA further.
i Sd/- J. P. Das
\ 23-2-74
The reasons adduced by US(KVB) are tenable and 1 would endorse
the proposal, Finance may concur.
Sd/- R. Tirumalat
25-2-74
Kindly agree to the suggestion made above.
Sd/- J. P. Das
28-2-74
M/Finance (Commearce Div.) Shri S Y. Gupte
M/Commerce U.O. No. 5(15174- ~ dated 5-3-1974
EP (Engg.)
MINISTRY OF FINANCE
(COMMERCE DIVISION)
Our note at pp. 9-10/N refers.

2. In the meeting of the MDF Main Committee held on 1st January.
1974, the following decision was taken to reduce cash assistance:—

DFCISION o
Existing rl—‘:« VWR.;vﬁcd rate 1 atest decision
;‘\ 1s2.r Cnm;mc Bvc\c‘:s 30“; 20%, ——order already iscued for with
drawing cash assistance.
A.152.2 Components . . 0%, 208, 7 Yet to be decided.

\ Order notissued so far.
A.ts2.3 SLR bicycles, . . s a3 5% )
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3. In owr eazlier note, we had suggested to the M/Commerce 10 with-
draw cash assistance on SLR bicycles and bicycle components also as has
been decided for complete bicycles. The main justification is that if the
f.o.b. reakisation in the international market has gome Wwp considerably for
complete bicycles so a6 to justify total withdrawal of cash assistance after
.the decision of the MDF Main Committse, the f.0.b. realisation should
have gose up for SLR bicy¢les and components also. It will be ditficult
to maintai@d two different principles for complete bicycles and the other
two items. The M/Commerce has not agreed with this view and they
have 'suggested that the order for reduction of cash assistance may be
allowed to be issued as decided by the Main Committee. The reasons
_given by them are as under:—

(a) The position may be reviewed after sometime on the basis of a
cost report if the cash assistance is 1o be withdrawn or reduced
further, It has also been mentioned that Government might
be blamed for frequent changes in the cash assistance policy
if the order is mow issued on the basis of the decision of the
Main Committee and agaim after somctime on the basis of a
cost report.

(b) Export of bicycle components and SLR will have a set-back
if CA is withdrawn completely. Simultaneously cost data
could be taken up to determine the need to reduce CA farther.

{c) More than 75 per cent of the total export is from components
snd the magufacturers of components are mostly in the small
scale sector. Their economics of production and export cannot
be comparcd with that of the manufactusers who are mostly
in the organised sector. This is one arca where the small scale
sector has really been contributing to export earnings inspite
of difficulties in the matter of procurement of raw materials.
etc.

4. In regard to (b) above. it may be mentioned that if the withdrawal
of cash assistapce on complete bicycles sannot have a setback, the posi-
tion should not be different for bicyels components and SER bicycles.
The reason at (c) above is not generally taken into account in the prin-
ciple of cash incentive. No distinction is made between the small scale
sector and large scale sector. The rate & decided only on the basis of
the cost of production and realisstion.

5. However, haviag regard 10 the large number of comessiims which
are exported, the fact that the ynit realisation is generally by weight and
not by nos. and that proper cost data is oot readily available for an
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obfective analysis to determine the higher rate of cash assistance, we may
not, for the present press for the withdrawal of cash assistance on export
of bicycle components, though the argument of higher f.0.b. realisation
will still be valid. Cash assistance of 30 per cent is being reduced to 20
per cent on the basis of the report of the IIFT give in 1972. Since then
f.o.b. realisation has gone up considerably though the precise figure is not
available, normally, as suggested by us earlier, there should be withdrawal
or further reduction of CA on components, However, for the reasons indi-
cated above, we may agree to the reduced rate of cash assistance of 20 per
cent being given effect to till 31st December. 1974 before which the position
may be reviewed. The Engineering EPC, the TDA and the M/Commerce
may pleasc obtain proper data during this period for decision on the
question of continuance of cash assistance beyond the above period and
the rate at which it should be continued.

6. In regard to SLR bicycles, the case for withdrawal/further reduction
is still valid as indicated below:—

FOB cost of production as indicated at p. 3¢

Por hievele.
192 2
Ercalatimincetet producionef 60 acadoptad for complee
biL‘}»’CL . . . . . . . . 1158 3~
Torsl C st . . . . 30~ 66
FOBres' v e wding to the DGTD and ac given inthenote o
the MDY Mon G ommottee. FraatRO8  pot race. ‘ . 288 00
Benefit of da oy drawback “The rare avaiable in 197 av Re. =2 per
amiio Ao 14 Noeamefite bucas umingthorev ed tate ot 12
of 1t uvalusas adopoad tor oomplete boavele . . . 313 0
Toal realtsalion . . . 28y 02
Evtimated foss . . . 1¥ 90 orabout 77
of the fLob,
value.

On the above basis, there is no justiication for fixing the rate of cash
assistance beyond 10 per cent. We may again request the M/Commerce
to please issue the order for reducing cash assistance to 10 per cent with-
out any further delay. As the matter has already been pending for more
than 2 months and any further delay is likely to be pointed out by the
Audit, the M/Commerce may hindly take immediate action for reducing
the cash assistance when i has already been established on the basis of
available data.

Sd/- JAGDISH CHANDER,
§-3-74.
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Additional Secretary (C&I) Sd/- A. P. V. Krishnan
5-3-74

M/Commerce—Add!, Secy. (RT) -

M/Commerce—Shri L. N. Saklani, Dir.
M/Fin. U.O. No. 1772—CD|74 dated 6-3-74.

Please examine immediately & put up.

Sd/- R, TIRUMALAI
6-3-74.

Dir (JP)

Discussed with AS. He wanted present costing of SLR to be ascerain-
ed from DGTD.

Sd‘- J. P. DAS
11-3-74.

I am not getting Rajagopalan. In the meanwhile, circular on bicycle
components may be issued, as Finance have agreed to MDF decision.
EAC mayv pleased take necessary action,

Sd’- 1. P. DAS
12.3.74,



APPENDIX III

(Vide paragraph 1.72)
Copies of important representations received from the Industry

[—(COPY)

Dr. R. K. Singh
Executive Director

ENGINEERING EXPORT PRO-
MOTION COUNCIL, Surya Kiran
Bldg. 19, Kasturba Gandhi Marg,
EPC:D:EA: New Delhi—1.
19th June, 1974.
Dear Shri Chavan:
Please refer 10 your D.O, No. 5(15)/74-EP (Engg.)/dated the 12th
June, 1974 regarding the cash subsidy on complete bicvcle.

The cost data together with the F.O.B. realisations for complete bicy-
cles as well as components have already been given to the Ministry at
carlier occasions. There is no cash subsidy on export of complete bicycle,
at present, while 20 per cent is ullowed on export of bicycle components.
The cost data furnished to the Ministry has already established consider-
able gap to justify allowing a cash subsidy of atleast 15 per cent on export
of complete bicycles. The present system of allowing cash subsidy on
bicycle components @20 per cent and not allowing any cash subsidv on
complete bicycle, in itself will give rise to various problems as explained
below: —

(1) Fxport of complete bicvele has got a set back and, in course
of time. there will hardly be any export. Export of compo-
nents will go up which has law realisation and lesser added
value as compared to that of complete bicycle. Markets cap-
tured after years considerable efforts and expenditure, will go
out of our hands which can be seen from the following de-

tails: —
‘Rupees 1n Lakne
19mo-"1 1971-"2 1972-0
Complete Bicycles . . . . . . . 23211 18368 25728
Components . . . . . . . . 454069 Brgr28 TN3e32
o Tbnx. 686+ R0 *91:96  1031°10
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(2) The tendency would be to increase export of components and
even declare the complete bicycles which are always exported
in CKD as export of components with a motivation to get cash
subsidy of 20 per cent. This can only be avoided if similar
cash subsidy is given for complete bicycle exports.

(3) The actual payment of cash assistance on exports will always
be more if 20 per cent is allowed for bicycle components with-
out any cash subsidy for complete bicycle which can be seen
from the following figures:—

Export for only rthe Mowth of April 1974
(Rupees in Lakhs)
April 1973 April 1974 Rateofcash Actual cash
subsidy subsidy

Complete Bicycle . . . 12°91 24431 Nil
Bicycle Components . . 62°16 10894 204, 21°79
ToTAL . . . =< 07 133725 15", 19°98

Expore  for the vear 19~3-74 (April—February ..
Compiete Bicycle . . . 249°27 22317 Assuming

cash sub-

sidy is nil

for the

whole vear
Bicvale Components . . . 72166 gRTe02 20", 197 4¢
ToraL . . . 97i'23 121C° 19 LS LLI RS

Some of the important observations can be made from the above study.

hH

(3)

Export of complete bicycies and components was rising at the
same growth rate ull ihe period when cash subsidy was with-
drawn. Thcreafter. the growth ratc m cxport of compiete
bicycles has gone down while there has been spontaneous ir-
crease in the export of bicycle components,

Cash subsidy payable on bicycle components @20 per cent, in
total comes more than @ 1S per cemt applied for both bicycle
and bicycle components.

The development of caport of complete bicycle is an impor-
tant factor to increase cxport of components. In case the
export of complete bicycle vanishes, future may not lie in the
export of only components and, as such, higher target will
not be fulfilled.
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Keeping the above observations and problems in view, we would
strongly recommend that a cash subsidy of 15 per cent for both of the
items, namely, for complete bicycle and bicycle components, parts and
other accessories should be allowed and the announcement should be made
as early as possible, so that the contacts and the markets established for the
export of complete bicycles in the past may not dic out. With best regards,

Yours sincerely,

Sd/- R. K. SINGH.
To,

Shri B. R. Chavan, Dy. Dir. Deptt. of Export Procution M Commerce.

II (Copy)
Shri D. P. Chattopadhyaya,
Hon’ble Minister of Commerce,
Government of India,
Udyog Bhavan,
New Delhi.
Dear Sir,

SUBJECT.—Cush Assistance for complete bicycle exports.

The exporters of complete bicycles had received a rude shock on the
notification No. 12(2)/74-EEC dated 22nd February 1974, issued by the
Director of Export Assistant, Ministry of Commerce, withdrawing cash
assistance on export of complete bicycles. It has upset all plans and cal-
culations of the exporters of bicycles who have been making efforts to
better their performance during the current vear in line with the Govern-
ment’s objective to improve our country’s export earnings.

Arising out of the notification are the following points: —

(1) whether the fo.b. realisation on complete bicycles exports pre-
sently obtaining warrant any such a step;

(1) whether such a step would be conductive to maintain even the
present level of exports in the context of the steadily increasing
cost of production.

The bicycle exporters have considered these issue in all its aspects.
The Government would appear to have taken their stand on the basis that
{.0.b. reatisation has reached a stage where bicycle exporters can very well
do without any cash assistance. We are afraid Government's appraisal in
this regard is not correct.

1948 L.8.—10.
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In this connection we would refer to the data which the exporters had

- submitted to the Government late in 1972 when the Government decided

to review the cash assistance allowed on the export of complete bicycles.

This data was verified by the Government and it was conclusively estab-

lished at that time that the continuance of cash incentive at 30 percent

f.o.b. was not only essential to sustain the exports of bicycles but also very
much in the overall interests of the country.

As you will kindly observe from the data, a copy of which is enclosed
for your ready reference (Annexure 1), the average f.o.b. realisation of
a bicycle at that time was Rs. 111 and the cost was Rs. 174,04, Admitted-
ly, since the submission of this data the f.o.b. realisation has indeed move
up and the Government is quite justified in highlighting this point. How-
ever, what seemed to have been overlooked is the fact that during the same
period the costs have also escalated, that too, to an extent that has not
only completely wiped off the higher realisation of the exporters but also
have left a larger deficit to be covered than before.

We have now carried out a detailed study with all leading exporters of
bicycles to determine the latest costs and f.o.b. realisations on the same
lines as we did on the carlier occasion in 1972. This study has revealed
the following:—

(i) The maximum average f.0.b. realisation per bicycle during
September 73 to 22nd February, 1974 has been £ 7.09 only
for a bicycle complete with saddle. In terms of rupees, this
realisation works out to Rs. 133 per bicyvcle. The increase
in f.ob, realisation has thus been Rs. 21 per bicycle since the
data was last submitted to the Government,

(ii) As against this, the increase in cost during the same period,
upto 22nd February, 1974 has been Rs. 49 per bicycle. This
incrcase does not take into account the effects of additiona!
levies in the latest Government Budget: it also assumes that
cost have remained <tatic since 22nd Fcbruary, 1974 which
is far from the case. Ewven as today the costs of all materi!s
are steadily rising. Annexure 11 sets out the cost of escalations
as principal raw-material and consumbles during Scptembcer
1973—February, 1974 period.

Possibly Government have reached the conclusion that the f.o.b. realiso-
tions for the cxporters have moved up appreciably by looking at the c.if
prices at which some orders have been booked since the heginning of this
year. However, what is overlooked is the fact that much of the increaw
obtained at the c.if. level has been off-set by the vastly increased ocean
freight which has gone up by SO per cent to 70 per cent in the last two
months. Furthermore, it would appear that no allowance has been given
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to the accessories included in the bicycle such as gear case, carrier, stand,
bell, toolbag, dynamo lamps etc. which have all registered increase ranging
from 60 per cent to 100 per cent. Annexure II gives comparative prices
'in September, 1973 and February, 1974. All these facts can be substan-
tiated with documentary evidence.

In the circumstances explained above it could be seen that it will be
totally detrimental to our export interests if the cash assistance is not res-
tored. Bicycle is a product with considerable added value and with very
little import content, and as such it will be only in national interests for
Government to give all positive support in promoting exports.

We would request the Hon’ble Minister to reconsider the matter in
the light of the facts placed in the foregoing paragraphs and issue directions
to restore the cash incentive.

Thanking you,
Yours faithfully,
BRIJMOHAN LAL.
Export realisation pzr unit of Bioy:le fiomajor markits as comnzmed  to productio o
cost.
Iran, Zambia,
Behrin, Nigeria Tanzania,
L Kuwait etc. Malavi etc.
1 2 3
C&F CIF CIF
Export Realisation . . . . . £ 11700 £ 14700 L 13°00
Converted to Rs, . . . . . . 204°00 26000 242°00
Less Ocean Freight . . . . . 25°00
Less Ocean Frieght & Insurance . . . 45100 30°00
179700 215°00 212°00
Less Cost of Double bar etc. . . . $+00 .. -
Less Cost of additional accessories 32'00 3000
174°00 18300 182:00
Net FOB reuhmmn Add Duty Drawback Refund
@ 139% of F. O. B. value, . 22-62 2879 23-66
19662 206° 79 20566

Say Rs. . . . . . . . 19700 307100 206°00
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1 2 3
Cost of Export Production of One Unit of Bicycie. Rs. 225°00
Average Ex-Factory Cost add the cost of special
Export Packing; Preshipment Inspection
ges; Transportation; Railway Freight
etc.; Clearing, Handling and town duty
charges at Port; interest and bank charges
etc. . . . . . . . . 40° 00
26500
Net Export Production Cost per Bicycle Export
Realisation per unit of Bicycle i,e. FOB plus
existing rate of duty drawback refund . 197°00 20700 206 00"
Export Cost of Production per unit of Bicycle . 26500 265°00 265°00
Gap in Export Realisation . . . . 68+00 58-00 59°00
Gap in percentage . . . . . 26% 22% 22%

Cost Calculation of one cycle—as on 30-4-74

Cost as on Total  Costin- Total
1-7-73 Rs. crease Cost  as
Rs. Addition on 30-4-74
up till
. —_ 30474 .
I 2 3
(A) Material Cost

(> lron & Steel . . . . 18+ 24 10°03
(1) Semi-finished and direct parts , . $1+70 12° 47
(#ii" Readymade goods . . . . 43°12 27+00
(iv) Consumable & Processing Material . 1287 11-62
(v Wrapping Material . . . 139 0-21

127°32 127° 33 61°23 18855

(B) Mamufacturing overhead

(i, Labour & Staff cost . . . 618 (<1311 7+00
(&} Power & Fuel . . . . 1-92 0’ %0 2:92
(#4i) Repair & Maiotenance . . . 2°22 028 250
(sv) Other Mfg. Cost . . . 2'33 1262 017 2'50
(C) General Admimistrative E .p. . . 1-36 . 1°36
(D) Deprecistion . . . . 1°00 . 100

(E) Interest & Bank Commission . 318 . 328
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2 3 4
AF) Selling and Distribution.
(i) Packing & Transport . . 655 065 7+20
(1) Selling & Distribution 357 . 857
160° 67 224°85
Less Scrap Sale . . . 160°67

150 185
159°17 223+ 00

Selling Price for Cycle Margin . 16900 222°3
Plus 9* §§ _ =100

Price difference in Iron and Steel [tems from 1-7-73 — 30-4-74

. Landed Landed  Price Average
Particulars Cost cost increased prie
as on as on increase

1-7-73 30-4-74
Per Ton Per Ton Per Ton Per Ton

2 3 4 5
Strip.
3-1/8"x 20G TIM 3245 4020 775
Indian Tube . 3226 4930 1704 \i
> 18385
Graham Finh | . \ . . 3994 =170 3176
T.4°x 24 G. TIM 3440 210 =70 W‘
Indian Tube 3404 4280 376 l> 992
Atmg Steel . . . 3370 4700 1330
¥xuGTIM . . 3249 4020 271 )
Indian Tube 318¢ 4040 8¢s L 1390
Graham Firth 3975 6520 2548 ‘
3*x14 G. Graham Firth 4159 ~140 2931 2981
Do. . . . 4159 ~140 2981 2981
$'x13G. M.S. Gurunanak Stec} Works | 2250 3000 750
§x16 G. Do. . . . azs0 3000 750 750

Tota, . . . . . 43906 64170 20364 1559
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! 2 . 3 4 5
Sheet
4-G. HSL., . . . . . 2000 2625 (X1
16-G. HSL. . . . . , 2125 2625 500
18-G, HSL. . . . . . 212§ 2625 500
23-G.HSL . . . . . . 2225 2625 400
21-G, HSL. . . . . . 2100 2592 492
10575 13092 2517 503
M.S. Round. '
40 MM HSL . . . . . 1175 2000 825
36 MM, . . . . . 1175 2000 825
32 MM . . . . . . 117§ 2000 825
2s MM . . . . . . 117§ 2000 825
8/20 ,, . . . . 1175 2000 825
82¢
M. S. Rod.
10 MM . - . . . 1204 1680 476 476
H.B. WIRE . . . . . 1812 2670 858 858
Iron and Steel—SFuly 1973 to 30th April, 1974
Particulars Required Average Increase
by us per increase
cycle. per ton.
Strip . . . 5°833 Kg. 1559/~ 909
Sheet . o700 Kg. 503 035
Wire' . . 0'300 Kg. 858~ o' 26
Round . 0400 Kg. B2s- 0" 33
7°333 10+ 03
Prics difference in Semu-fimished & Bowghtout [tems
Landed Landed Increase Average
cost cost increasc
s oo & on _pet
1-7-73 30-4-74 item.
FRAME
Sest Belt , . . . . 009 018 008
. 6-43 K 49 196

Frame 24 set (1) .

(including warehousing Charges)
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Landed cost Larded cost Increage Aversge
agon 1.7.73  asfon 30.4.74 increase pet
item
Seat Stay Tubes (2) . . . 2°12 2°60 0°48
Chain Stay Tubes (2) . . . . 315 380 0+€s
B.B. Shell . . . . . 2-58 335 077
Frame Lugs . . . . 1-85 2:3 054
Seat Piller s* R . , . . 072 0°75 003
B.B. Shell Bolt . . . 3 II 016 0°0%
Chain Stay Bolts & Nuts . . >»11 215§ 0+04
B.B. Cup . 1°45 2°00 o %0
B.B. Rings . . . 015 025 o 10
ToTalL . . . 18-86 24°09 5°23
Fork - /
Fork Blade Tube (2. . . . 2:96 3°60 0-64
Steering Col '1- CDW . R 1+ 80 2-26 0 46
Ball Racer-Ser of 3 . . . . 060 o- 80 020
Screw-Racer . . . . . c 3y G 42 o-cf
Check Nut | . cr 1t 041 2z
Cotier Pin (27 . . . . . 0022 236 oty
ToTaL 6:23 T _; 162
Handle : T T T
Handle Girip (Pauc . . . . 2022 o 26 cro3
Haudic Bar Tube 1, R 2o 3°83 o 6%
Handle Stem (1Y . . . . . 0y orRYy (AR B
- Black Nut g . . . ) 2411 [N oro2
Balts . . . . . 2042 5463 o-21
bye-Bolts oy . \ . o &t o' "6 0728
Eve Washer 4. . . . S 09 o2 Y 008
Lever Dokt 4 . . . . o2z 036 SARE
m Lever Washer 4 . . . ooy 004
o lever Hathi (2 . . . SR AR N o 3€
" Nuts 1/4°:.2; . . . . 308 or o8 o' 03
»  Springs | . . . . 2-o1 0-07 0° 04

Tot L R 60 902 1'93

——— - - —
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Landed Increase Averag:

Landed
cost cost increas:
as on a8 on . pet
1-7-73 30-4-74 iten
Pedal:
Pedal Rubber (1 Set) . . 0-60 o' 68 0'08
Central Tube (2) . . 0'32 044 0*12
Nut 3,/16" (4) . . 006 009 003
Rods (§) 0'40 0° 40 -
Pedal Axle (2) 1+00 153 0°5§3
ToOTAL . . 238 3714 0°76
Rank :
Crank unmachined Pair) . . 2475 1°75 2400
Mudguard & Chaincover
Mud. Stay Nuts . 006 010 024
Screws 1°2° . 0°02 0°03 o+o1
» 1* . 002 0-03 o-ot
ToTAL 010 016 0° 06
Brake :
Brake Tube . . . . . o' 77 1*08 0'31
,» Clips . . . . . 061 083 0°32
» Shoes 036 050 o' 14
., Fram: Bolt 00} 013 0°04
s Gucha . 016 0- 21 00§
,» Draw Bolt . . . o158 021 o' 06
s» Rubbers . . . 013 01§ 0'03
»  Screw2® | . . . . 003 ©*0S 0+ 02
ss Knerling Nut | . 0°03 004 o' o1
233 3°20 o087
TorAL (of selected items) . . . 3874 §1°21 12°47
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Price Difference in items of Readymade Goods for Complete Bicycle

Particulars ’ Rate  Qty. per Cost Cost Average
cycle per cycle as on  increased

as on 30-4-74 per

1-7-73 item
TyresD1. . . . . (2 Pair rg s°:a1 17:96 4°96
Tubes . . . . . (23 s 5+ 56 800 244
Chain . . . . . PC 5+25 8-50 325
Hub . . . . . Pair 750 10 50 300
Freewheel . PC 4°00 5+00 100
Spokes . . . . . % Gross 525 8-00 275
B. B. Axle . . . . 16Dz Pc 1:33 2°0s o 72
Steel Ball §~ . . . . 250 Gr. 0-38 058 020
Steel Bail 1/8” . . .. 08 Gr 033 0-52 019
Refiector . . . . 24~ Pc o 16 0°21 0°05
Rim Tape . . , . 1625 Pr Pr 0r23 033 010
Ch. Adjuster (20, . . 9+50 Grs. Pc o013 0422 0°'09
43°12 61°87 1875
Dunlop Rim . . . . 21°50 32:00 50%18° 75
Saddle , . . . . 1225 17475 60%, 300

27°04

Sumsmary of Processing Material

Percvde  ©, Estimated Average
cost as increase  CcoOSt on  incresase

worked uptll 30-4-74 Since 1-7-73
out on 10-4-74 .
30-6-73
Paimt . . . . . . 2'93 UMD §t27
Brazing & Welding . . . . . 276 T4 48°, 675
Nickel . . B . . . 624 470880 92l
Consumable Store tools & Oils . . 0795 234°50°% 317

Per cycle cost | . . ., 12483 2440 1152
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Price difference in stems of Processing Material

~er  Increase

R:;? 0‘:1" Rl?; on in value incré?ase ﬁm |
1-7-73 30474
A. Brazing & Welding:
1. Brazing Ingot . 1625 3300 16' 75
2. Granual 17:25 3400 16°75
3. Brass Wire 16 16°00 30°00 14°00
4. Brass Wire 1/8 . 17°50 33700 15°50
5. Oxygen Gas Cylinder 18°35 19:62 1°2§
6. D.A, Gas Cylinder per
6 cm. . . . 119°00 350°00 23100
TotaL 204°35  499°62  295°2¢ 144°48°,,
B. Paints:
1. Under Coats . R 7+88 lit 1430 642
2. Finishing . . 740 lit 13°67 6:27
3. Green . . . . 1s-g90lit 2974 13-8s
4. White 2z-95lit 39° 30 1635
5. Clear 1570 1t 3018 15°40
6. Thinner . . §+55 it 14°4% 899
7. Flamboyant . . 18-85 it 3311t 14°26
8. Grannodine 1o- 10 lit 18- 1% 805
9. Dexodine 131°75 It 23745 970
10, Sodium Nitrate 345 Kg 4°00 o' 58
11. Sodium Nitrate 475 Kg =00 2+ 2¢
12. Tri Sodium Phosphate 1-60 Kg 175 o158
12788 230°03 102°15 79 889
C. Nichkel Plating.
1. Nickel Sulphate 13° 75 Kg 18:00 525
2. Nickel Chloride 15-50 Kg 21-00 5: 50
a. Chromic Acid 975 Kg 1700 7025
4. Tricholorothylene . 410Kg 9:2% 515
7310 65 2¢ 2316

T talc'o
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%e
Rate per Rate per Increase Ir.c;eallc Average
kg.on  kg.on in value ircrease
1-7-73  30-4~74

B.F. . . . 43710 65°25 23°15§

§. Glue Flackes . . . $'90Kg. 6* 50 060

6. Polishing Belts . . %'90Pc 6°10 0°20

7. Nickle Square & /Anode . 48°50 64° 00 15°50

8. Zinc Slab . . . 8'50Kg 21700 12°50

9. Copper Wire Soft . 2050 Kg. 31°50 11°00

10, Sulphuric Acid Cond. . o'soKg 175 125

132:90 19610 63-20  47°55%

D. Oil & Lubricanis:

1. Mobijle Oil | . . 1+8s5Lit, 81X 6:133
2. Cutting Oil | . . 2+65 Lit, 914 6°50
3. Tellu Oil . . . 3+00 Lit, B-62 562
4. Grease . . . 2-s0 Kg. 750 500
10°00 33°45 22345 234°5°,
IH—(o0py)
THE ATLAS CYCLE INDUSTRIES LTD.
Registered Office ATLAS NAGAR, ATLAS ROAD, SONEPAT.
INDIA’S LARGEST PRODUCERS Post Box No. 20,
OF QUALITY BICYCLES SONEPAT-131001
Ref. Na. EXPORT/ (Near Dethi)

India
21st June, 1974
Mr. L. N. Saklani,
Director, i
Ministry of Commerce,
Government of India,
Udyog Bhavan,
New Delhi.

Dear Sir,

The Engincering Export Promotion Council as well as the Cycle
Manufacturers Association of India have alrcady represented to you the
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setious repercussions of the decision to withdraw cash assistance on the
export of complete bicycles. It is understood that the matter is under
active cohsideration of the Government. We, therefore, take the opportu-
nity of bringing the following facts to your notice. The withdrawal of cash
assistance is presumably based on the fact that the export price realisation
in 1974 is higher than that in 1973 and that, therefore, exporters do not
need any further assistance. As has already been represented the increase
in export prices has been more than off set by the increase in cost of
raw materials and other in puts. bought up accessories and components and
sea freighbts etc. '

In this regard we are enclosing herewith nine statements giving a
complete break up of export price realization including incentives and the
costs relating to each consignment exported by us from January, 1973
onwards. Statement No. 1 to 7 give these details for cach country. State-
ment No, § is a comparative statement showing the position of early export
in 1973 and position after the withdrawal of cash assistance. The figures
in red indicate the losses,

The figures in these statements, from Statement 1 to 8, mentioned
above, are based on the earlier draw back rates on 137, and the earlier
cash assistance of 25% against the export of SLR cycles,

Statement No. 9, however, gives a comparative position on the basis of
the latest draw back of 12, on the export of Roadster cycle and cash
assistance of 107, on the export of SLR bicycle. The losses in statement
No. 9 are indicated with red line under the concerned figure.

We are also cnclosing herewith a statement No. 10 showing compara-
tive costs of bought out components, accessories and raw maferials consu-
med in early 1973 and now in 1974.

We are confident that these figures would amply convince you that we
are incurring heavy losses i most of the countries to which we are ex-
porting our products and the losses are the heaviest in the area to which
our expors are 6077, to 707%.

We are prepared to have the figures verified by any of your represefita-
tives,

We are confident that this will amply convince the Government that in

spite of the increase in the export price realisation the export of complete
bicycles still needs cash assistance by the Govermment,

In this connection we do wish to point out the anomaly of cash assist-
ance of 207, being allowed an the export of components, whereas no



151

assistance, whatsoever, is allowed on the export of complete bicycles. This
will not only encourage the unscrupulous exporters to export the cycles in
knocked down parts but would also discourage exporters like ourselves
who export complete bicycles and do not resort to such practices. The
export of the complete bicycles from India, which are more than Rupees
two crores per annum are bound to come down if immediately decision to
restore cash assistance is not taken. It may also be noted that if the
complete bicycles are not exported the export of bicycle parts which are
fitted in the complete bicycles will also ultimately come down and country
is, therefare, going to suffer seriously in its export efforts.

We hope that an early decision will be taken to restore the cash assist-
ance on the complete bicycles,

Thanking you,
Yours faithfully.
for THE ATLAS CYCLE INDUSTRIES LTD.
Sd -
Export Manager.

Encl: —
CC o :
The Engineering Export Promotion Council,
Surya Kiran Building,
Kasturba Gandhi Marg,
New Delhi-1.
THE ATLAS CYCLES INDUSTRIES LTD.
Somepar. the 250h Mayv. 19~4.
Statement No. 1. EXPORT TO IRAN
Complete Coloured Bicycles with Saddle and 1 4 Chaincover
0 3000 5000 1000 5502 2000
Bicycles  Bicvcles  Bicycles  Bicyeels  Bicycles
contracted contracted contracted contracted contracted
in 1972 & shipped & shipped & shipped & shipped
but ship- in 1973 in 1973 in 1973 in 1973
Si. Particulars ped in (Inv, 1810 {Inv, 112V (Inv, 116, (Inv. 123
1973 (Inv. 1811 118, 119 125 & 139)
1798 1 101, 103. 122, 126,
1801 ro& 127, 128,
& 1303 134. &
138
Q) W2 3 Ny (s 6 .
A.  ' - Contracted Price £-00 £ 82 £~ £ 0 £ 94

C&F C& Fe C& Fe C&F C & Fe
R.. Rs. Rs. Rs. ¢

14416 14%- 33 146° ¢S 146° 0% 150 61
(M} Less Aversge Sca "
) F:cighl § . . 1576 1308 1= o 1388 1402
tii: Less ¢ mminson N1 445 Nil Nit 452
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{1 (2) (3 (4) (s) (6) (7
(iv) Net F.0.B. Reali-
sati'n . 128 40 131°83 128 35 132° 17 13207
(v} Add. Incentive N
(a) Drawback-139;, 16' 69 1701 16 69 1718 1717
(b)Y Cash Assistence
—30% . 38-52 89- 25 38-50 3965 3962
(¢) Railwsy 2'50 2°§0 2' %0 2' 50 2 50
iy Total Realisation 186 11 19 59 186 04 191* 5O 191' 36
B. COST
1) Bx-Works cost of
Cycle with Saddle
in Exp rtPacking . 179 %9 18428 185 61 18423 184" 25
(1Y Transportatio n ¢ St
ty Port . 5100 500 $° 00 §' 00 §' 00
HiY P ort Handling
charges . . . 250 2° 50 260 2° %50 250
vt F.OB. C st oof
Cycle with Saddle 187+ 39 19175 193- 11 19173 191° 75
e Costf 1 4 Cham-
c ver 160 178 178 1'75 1 7s
vi Crmmission in
Indta 6 42 262 642 661 2-64
Ivii: Bank Charges 2- 81 289 2° 28 2' 85 2'94
svitt Totsl FLOUB. Cost 19%- 22 199 01 204°13 202794 199° ¢
-C. Pr. fit Less per Bicvele | 12° 11 1139 15°c9 11° 44 72
Percentsge Profit/L ss of
F.O.B. Vilue 967, 8 o0 1480, 8 7, s Ko,
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S. Particulars 900 2812 102 Bi- 1183 Bi- 2000Bi- Position
No. Bicycles Bicycies cycles  cycles cycles  of 20000
Contrac- Shipped contract- Contrac- Contrac- Bicycles
ted & &cont- tedin  tedin’y3  tedin’73 contract-
shipped  ractedin 1973 but burship- burship-edin
in1973 1973 (inv. shipped pedinvg4 pedin in 1974
(Inv.141) 142& 143) in1974 (inv.No. 1%74
finv. 156) 4-148, ‘inv. A-
163; A-168.
169
iy 9 (10} 1. ‘12 {13‘
A.(1) C ntracted Price £7:70 £7:94 £7:707 £7-0q4  £7-70 £icrgs
C&F C&FC C&F C&I‘C C&F C&F
Rs. R-. Rs. Re. Rs. R
146°05 15061 146°05 150°61 146-¢s zcm (9
(ii® Less Average Sea Freight  16'02  16°04 25727 24 §cC < "9  26°00
'apPTIoX.)
1ii: Less Crmmissic n Nil 452 Nil 452 Nil Nij
(iv: Nct F.O.B. Reclisctien | 13¢°C 13C'Cs 12008 12109 1zcczf 1RicfcC
(v Additi nal Incentives
(a® Drawback 137 16:°9>  16°9>  15°-c 187" 15 €3 2362
‘b Cash Assistance 309, 39'C1 39°0z 3623 36°39  Nil Nil
< Riilway 252 2482 2° 52 2°%0 250 250
‘vit. Total Realig tie n IS8 4y MR 4" 17§ 21 17595 I38°39 207 81
B. COST
4 Ex-Works Cout 1Cocle
with Saddle in Exp rt » A
Packing . 1%3°49 1989 217 g4h 218309 21709 228 €9
1 Transp rtaten ¢ ot
t Port & o0 e <00 < ce £ 00 s ce
i1 Port Handling Charges 2 sC 2 %0 2082 4 00 400 4+ c0
v FLORB, ¢ st of Cyele ! _ y
with Saddle 192799 198°Cg 22498 224°93 226°C9 237 €9
CCat g Chuing ver Y 2roc 2 0C 20 20 oC 2 0C 32§
vty Commisst onin India | 652 260 6-24 243 6 21 9 0%
viit Bunk Charges 20 8¢ 294 2782 294 2+ 8¢ 40§
viiy Total F.Q.B. C st 202° 34 208763 235 %7 232035 236°9F 254707
C.  Pnfit/L 'ss per Bicycle 13790 1716 6066 8640 98,56 46726
D. Percentage Profitloss of ‘ ,
¥.0.B. Value 1070, 1327 &002%, 467805 R2% 25'5%
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£ 1= Rs. 18.968 Sonepat, the 25th May, 1974

THE ATLAS CYCLE INDUSTRIES LTD.
STATEMENT NO. 2
Export to Kenya

(Complete Gents Bicycles in Black Colour With Saddle. Full Chaincover, Pump And
Tool Bag With Tools)

520 Bicycles 1000 Bicyeles 2000 Bicvcles
(Inv. 1802 & (Inv. 115 & 117) (Inv. 140 &

St Particulars 1805) conrracted contracted and  140A) Contracted
in 1972 and ship- shippedin 1973 and shipped
ped in 1973 in 1973

(n ‘2 ‘3 4 (s) 6 (n (8

2008 B 390D'B 600S'B 400 DB 1500S'B sooD/B
K.Sh.  Kuh, L. L. L £.
A. (i} Contracted Price C.ILF. . 144 65 149 33 9 12 94 0§57 9 87
R« Rs.

<, Rs. Rs. Rs. Rs.
151 80 156-79 17208 178 29 18721 191-52

(ii) Less Average Sea Freight 16 20 1620 1425 14+25 18-29 18+29
(111} Less Insurance . 208 2-08 205 2-95 258 2-58

{iv; Net F.O.B. Realisation . 13

(v) Add. Incentives

DY
v
te

13842 155-78 161-09 16065 166 34

(a% Drawback 13"/ . 17:36 18:00 20°25 20-94 2C-RR 2162

(b; Cash Asstt. 30°,, . 4006 41'S3 4673 48-32 4820 49-90
(¢) §2%. Rly. Freight

Rebate . 2:50 2:50 250 2:§0 250 2-%0

{vi) Total Realisation . 19344 200-45 22526 233-85 232 B3 24036

B. Cost.
(i) Ex-w rks cost
».8 Cycle with Saddle in Ex-
port Packing . 173 90 17865 177'59 182-68 183 66 18875

(ii) Transportaticn Cost  to
Port . 5 00 5:00 500 500 §:00 §-00

(iiiy Port Handling Cost . 250 2 50 250 250 2:50 250
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(n € (3) 4 (s) (6 ©)) ®

(iv) F.O.B. Cost of Cycle with

Saddle . 181-40 18615 185:09 195-18 19116 196 2§
(v) Cost of accessories i.e.

Full Chaincover, Pump

Tool Bag & Tools . 17:65 1765 21°70 2170 222§ 222§
(vi) Co>mmnission in India 668 692 779 805 803 832
(vii) Crmmission*# . 856 870 1019 103§ 18-1§5 I8-72
(viii) Bank Chargaes 716 7-16 6 54 654 632 632

##Sp:cial arrangament for paymeas to Foreign bavers for higher pric: obtained.

St. Particulars 1100 Bicycles 932 Bicyeles 3000 Bicvcles
No. (Inv. 157& 161: {Inv. 162 ¢ m- oonracadinMa y
contracted in July, tractedin July, 1974
73 but shipped in 73 but shipped
Jan. 1974 in March. 1974
(%) {10 (11 (12’ (3t (19
800 300 500 400 2100 900
S'B DB S B DB SB DB
b}
£ £ £ £ £ £
A. (i) Contrac'ed Price C.ILF. 9-57 987 957 987 1500 15-40
Rs. Rs. Rs. Rs. Rs. Rs.
i81-52 187-21 181-52 187-21 284-52 202-10
(ii) Less Average Sea Freight 31-99  31-49 30§88 35-58 3100 31-00
(iii) Less Insurance 2-58 2-58 260 2-60 430 430
(iv) N2t F.O.B. R:iliaation 14745 153 14 145 34 15403 249-22 25680
(v) Add Incentives
(a) Drawback 139 1917 1991 19 2% 20 05  32-40  33-38
(b) Cash Asstt. 309% 44 24 45 94 Nil Nit Nil Nil

————

1948 1 S—11
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(n (2 (9) (ro) (1) (12) (13) (14)

(c) 50% Rly. Freight Rebate 2:'50 250 2-50 2:50 250 2:50
(vi) Total Realisation 21336 22I:49 170°12 176°58 284-12 292-69

B. Cost :

(i) Ex-Works cost of cycle
with Saddle in Export

Packing 207:7% 215°45 20775 21545 21750 22520
(1i) Transportation cost to Port §-00 500 §5-00 5-00 550 559
{iii) Port Handling Cost 250 2:50 400 400 400 400

{iv) F.O.B. Cost of Cycle with
Saddle . 215-25 22295 21675 224°45 227-00 23470

(v) Cost of accessories i.e.
Full Chain cover, Pump, '
Tool, Bag & Tools . 22-75 2275 2275 227§ 3125 312§

{vi) Commission in India . 7-66 766 7-42 7-70 12-46 12-84

{vii) Commissions# . 18-15  18-72 1815 18:72 2845 29-21I

{viii) Bank Charges . 703 7 03 8 56 856 1160 11-60

7ix) Total Cost F.O.B. . 221-45 2268 231-31 23682 24591 25186
C. Profit Loss per Cycle . 2Be0r 2613 6-05 3:97 1368 11:50
D. Percentage Profit Loss of

F.O.B. Value . 21°, 18 8", 36% 2 5% 8:5% 6:9%

(ix) Total Cost FOB . 270-§5 27711 273-65 282-18 310:76 319-60
C. Profit;Loss per Cycle . §T 19 S§§ 62 10353 105 60 2664 26-92
D. Percentage Profit Loss of FOB re

Value . 38 8%, 36 5% 6B 8% 68 6% 177% 10-5%

"Specl;ia; arrangement for payment to foreign buyers for higher prioe
obtaine
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' "THE ATLAS CYCLE INDUSTRIES LIMITED
Sonepat, the 25th May, 1974.
STATEMENT No. 3
Export to Bulgaria

Complete Sports Light Weight Roadster Bicycles in Black $50% Flamboyant 50%, Colours
With Saddle, /4 Chain Cover, Bell, Tool Bag With Tools, Side Stand & Dynamo).

St. Particulars 4050 bicycles con-
No. tracted in 1971 but
shipped in 1973 (Inv.
Nrs. 1809, 1812 t0
1816)
Rs.
A. (i) Contracred Price F.O.B. . . . . . 14000
(1) Net F.O.B. Rwhsatnpn ............................. 14000
(iii) Add Incentives : (A) Draw Back 139, . . . 1820
(B) Cash Assistance 307, . 4200
{C) 50% Rly. Freight Rebate . 2:§0
{iv) Total Realisation . . . . . 202-70
B. Cost. (i) Ex-Works cost of cycle with saddle in export packing 18874
7ii) Transportation cost to port . . . 5-00
{iii) Port Handling charges . . . . . 250
(iv) F.O.R, cost of cvele with saddle . . . 196 14
(v) Cost of Accessories i.e. 1’4 Chain Cover, Bell. 'I‘ool
Bag with Tools side Stand & D\’M\ 32-30
(vi) Commission in India . . . . . 700
(vii) Total F.O.B. cost . . . . . 235 44
C, Profit/Loss per bicycle . . . . . 3274

D. Percanrage Profit/Loss of F.O.B. Value . . . 23-4%
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THE ATLAS CYCLE INDUSTRIES LTD.
Sonepat, the 25th May, 1974.
STATEMENT No. 4
Export to U.S.A.

(Complete Sports Light Eight Roadster Bicycles in Flemlcyart Colcurs with  Seddle),
1/¢ Chain Cover, Side Stand and Imported Three Speed Hubs

SL (i) Contracted price C& F/ F.0.B. 2040 Nos. Bicycles 12 Nos. Bicycles
No. Particulars Contracted in 1972 contractedin 1974
but shipped in 1973
(Invoices 1806 to

1808, 102 & 106).
A. (i) Contracted price CXF/FOB . U.S.824:65s FOB  U.S. § 35-00 C&F
or Rs. 184°88 or Rs, 262°50
(ii) Less Average Sea Freight . Nil Rs. 62°80
Rs. Rs.
(ii) Nett F.O.B, Realisation . 184°88 19970
(iii) Add Incentives :~
(A) Drawback Rs. 14/- . 14°00 14°7%
(B) Cash Asstt. 25% . 4622 49°92
(C) 509% Rly. Frt. Rebate 3'50 350
(iv) Total Realisation . . . 248-60 267-87
B. Cos:
(i) Ex works cost of cycle with
saddlein Transport Packing . 245°24 28157
(ii) Transportation cost to Port . 7°00 7°00
(iii) Port Handling cost . . . 700 10°00
(iv) F.O.B. cost of cycle with saddle . 259°24 298°57
(v) Cost of Accessories i.e. 1I4Chnn
Cover, Side Swnd . 3°00 650
(vi) Commission in India . . 9'24 9'98
(vii) Total F.O.B. Cost . . 27148 315°0%
C. Profit/Loss per bicycle . . . Less 22°88 4718
D. Percen Profit/Loss of F.O.B.
vale ¥ Frouutess ot mEE 13:4% 23°6%
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THE ATLAS CYCLE INDUSTRIES LTD.

Sonepat, the 25th May, 1974.

STATEMENT NoO. §

Export to Nigeria

(Complete Gents Bicycles in black Colour with Saddle, Pull Chain Cover, Tool bag
with Tools, bells, Pump with Clips, side stand and Dynamo)
Sl Particulars 2000 Nos. 1000 Nos. 1500 2000
No. Bicycles  Bicycles Bicyeles Bicycles
contracted contracted contracted order
& shipped & shipped in 1973 obtaining
in 1973 in 1973  butship- in end
(Inv. No. (Inv.No. pedin Feb.,
A108, 109 136 Jan., 74 °  1974.
120 and (Inv, 137
121), & 144)
1 2 3 4 5 6
Rs. Rs, Rs. Rs.
A. (i) Contracted price C&F . . £10°70 £10°82 £10°80 £13-80
or 202°96 22485 20485 261°75%
(if) Less Average Sea Freight . 2749 36-82 4288 42°88
(iii) Less 1/2% for Non-Insurance . 1'01 1:02 102 131
(iv) Nett F,0.B. Realisation . 174° 46 16-°31 16096 217°56
(v) Add Incentives:
(a) Drawback 13% . 2268 2178 20493 28:28
(b) Cash Asstt.30% . 52°58 50°19 4831 Nil
PR
(c) 50% Rly. Frt. Rebate 2-%0 2°50 2°50 2'50
(vi) Total Realisation . . . 251°98 241°7§ 232°89 248-34
B. Cos.
(i) Bx-works cost of Cycle with .
saddle in Bxport Packing . 173°90 133°66  183:°66  220°50
(ii) Transportation Cost to Port . §:00 §100 5:00 500
(iii) Port Handling Cost . . 2°50 2°s50 2'50 400




1 2 3 4 ] 6
Rs. Rs. Rs. Rs.
(iv) F.O.B. Cost of Cycle with
saddle . . . . . 181+ 40 191°16 191'16 229° 50
(v) Cost of Accessories {.¢. Full
Chain cover, Tool Bag with
Tools, Bell, Pump, side Stand
&Dynamo . . . . 41°35 4943 49°43 77° 10
{vi) Commission in India 14°81 14°52 14°20 18:43
(vii) Bank charges . 92§ 1I0°11 911 -:3~39
(viii) Total F.O.B. Cost . 246°81 265°22 264° 90 338+42
C. Profit/Loss per cycle . 517 23°47 3221 90°08
D. Percentage Profit/Loss of F.O.B.
value . . . . . . R 14% 20% 41:4%

=
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THE ATLAS CYCLE 'INDUSTRIES LTD.
Sonepat, the 27th May, 1974
STATEMENT NoO. 6 EXroRT TO DUBAI
Bicyles with Saddle, Carrier, side stand, tool bag with Tools, 1/4 Chain

(60 Nos.) Full Chain Covers. (100 Nos.) Dynamo (190 Nos.) & Pump with Clips
(100 Nos.)

Si. 60 Bicycles 100 Bicycles 100 Nos. Bicycles 150
No. Particulars shipped (Black & Green; contracted in Bicycles
in 1973 shippedin 1973 May, 74 to be con-
(Inv. (Inv.No.105) shippedin 1974 tracted
No. w/o Tool Bag in May;
1804) 0 Nos. (Inv. with tools. car- 1974 to
lack. 105) so rier. be ship-
Nos. in
green  Black: Green: ‘74 in
50 50 assorted
colours
Tool
Bag
Carrie
Full
Stand

1 2 3 4 5 € - 8

A. (i) Contracted Price CIF/
CIFC . . £2:8s f1or05 L1005 US§ Uss £15°35

31°90  32-70
or Rs.167:86 Rs.190°63 Rs.192°53 orR<.239°25 Rs.245°25 grR.s.
291°18
(ii) Less:Average sea-freight 9-86 1273 12°73 21'c8 21-0OR 21°08
@iii) Less: Insurance . 368 4-28 4-28 436 4°36 516

(iv) Nett F. O. B. realisation

Add: Incenuves— © 184732 I173°62 1°§°52 21381 219°81 264°91
(A) Drawback 139, . 2006 22°57 22'82 27-79 28'S7 34°43
(B) Cash Asstt. 30% . 46-30  §2:09 §2°66 Nil Nil Nil
(C) 0% Rly. Frt. Re-
bate . . . 2:50 2:50 2'52 2-50 2'50 2'50
(v) Total Realisation . 323°18 250°78 2§3°50 244°10 250-88 301°84

COST
B. ti) Ex-works cost of Cyc-
les with saddlein export

.. . 173°65 17465 177°52 216°39 219:93  223°27

(i) Transportation cost to
port . . . . §-00 £-00 §:00 s:00 §:00 500

i) Port handling cost . 350 2°§9 2'52 4°00 4°00 4°00




1 2 3 4 5 6 7 8

@iv) F. O. B. cost of cycles

with saddle . - 181°95 182°02 185'02 225°39 228:98 232'27

{v) Cost of accessories . 940 4655 46°ss 1610 16°10 32'60

{vi) commission in India . 772 8-68 878 10°69 10'99 13°2§

(vii) Bank charges . . 3:28 3'72 376 Nil Nil 567

C. (viii) Total F.QO.B. cost} .+ 20I'S§ 240°97 244'11 252°18 256°07 28379

C.  Profit/Loss per cycle . . 21°63 9°81 9°39 808 519 18+0§
D. Percentage Profit/Loss of

Value . . 1% 57%  54%  3¥%  24% 681%




THE ATLAS CYCLE INDUSTRIES LIMITED, Sonepat, the 28th May, 1974

STATEMENT NO. 7—EXPORT TO PARAGUAY

(Complete Gents bicycles in black/Assorted colour with saddle, 1/4 chain covers, side stand, tool bag with tools, bell, dynamo

Carrier and pump with clips)

200 Nos. Black 100 Nos. 200 Nos, 1000 Bi-
Sr. Bicycle con- Flamboyant Bicycles cycles
No. Particulars tracted in g bicycles con-  contracted in conrtacted
1973 with tracied in Sept 73 but in May 1974
Dynamos %3 1973 w/o Dy~ likely shipped
{Invejce No.  namos {Inv. in May 74
A-135) Jaren ENO. A-135)  (Invoice No.
167
| ¢ 2 3 4 5 6
A. (13 Contracted Price C.LF. . . . . . . . . £ 10 07 L 9-32 £ 10-30 L 17-20
(1i) 1oss average Sca Freight . . . . or Rs. 191 00 Rs. 176 78 orRs. 195-37 or Rs. 32625
(ii) Less average Sea Freight . . . . . . Rs. 14-73 Rs. 14-73 Rs. 26-41 Rs. 26-41
(iti) Less Insurance . 7 - e _Rs. 368 Rs. 368 _Rs. 390 Rs. 6-s3
(iv) Nett F.O.B. Reallsation Rs. 172 59 Rs. 15837  Rs. 165 06 Rs. 293-31
(v) Add Incentives: (A) Drawback 13% . . . . . . Rs. 22 s4 Rs. 20-59 Rs. 2146 Rs. 138-13
(B) Cash Asstt. 30% . . . . . . Rs. s1 78 Rs. 4751 Nil Nil
(C)so% Rly. Fre.Rebate . . - - Rs. 250 Rs. 250 Rs. 250  Rs. 250
“(vi) Total Realisation . . . . . . . .« . Rs.249.41  Rs. 22897 Rs. 18902 Rs. 333-94
B. COST: . ) 6
(i) Ex. Works Cost of cycle with saddle in export packing . . . Rs. 176 .54  Rs. 182-79  Rs. 20689 Rs. 217-39
{ii) Transportation Cost to Port Rs. 5-00 Rs. 500 Rs. s5-00 Rs. 500
Rs. 800 Rs. 800 Rs. 10-00 Rs. 10-00

(iii) Port Handling Cost
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1 2 3 4 5 6
(iv) F.O.B. Cst of Cycles with saddles Rs. 189-54 Rs. 19579 Rs. 221-89 Rs. 232-39
(v) Crst of Accessories f.e. 1/4 Chain Cover, S:dc Smnd Tool Bag with

Tools, Bell, Carrier, Dynamo & Pump 3790 Rs. 11-90 Rs. s1-10 Rs. 68-10

{vi) Commissionin India Rs. 8-63 Rs. 792 Rs. 8-25 Rs. 14°67
(vii) Bank Charges Rs. 373 Rs. 3-45 Rs. 381 Rs. 6-°36
(viii) Total F.O.B. Cost Rs. 239 80 Rs. 21906  Rs. 285-05 Rs. 321-52

C. Profit;Loss per cycle Rs. 9 61 Rs. 9-93 Rs. g6-03 Rs. 12:42
D. Percentage Profit/Loss of F.O,B. value 5+6% 6-3% 58-2%, 4+2%




STATEMENT NO. 8

COMPARATIVE STATEMENT SHOWING REALISATIONS, COSTS & PROFITS/LOSS ON EXPORTS IN 1973/AND IN 1974

Sonepat, the 315t May, 1974

g!l;) Cuuntries Tran Kenya D/Bar Bulgarla U.S.A.  Nigeria Dubai Paraguay Tanzania
S/Bar SLR (Single SLR (3~
- Speed) Speed)
b 4 2 . 3 4 5 6 7 8 9 10 1T
A. (i) Cycles . 73 20214 2300 " 1200 4050 2040 3000 160 300
Exported
COM?CL - 4 31790 31400 1600 .. 12 §500 250 1200 1000
(i) Price 1973 7 60 9 12 9 40 Rs. 140-00 US $24 63 10-70 £ 885 Ero~o7 ..
charged 1974 10 96 élj-oo 515-40 .. USg3s-00 é:x3~80 L1535 1720 £L11-06
(111) Sea
freight 1973 Rs. 13-08 Rs. 14-85 Rs. 1425 N Ni1 Rs. 2749 Rs. 986 Rs. 1473 ..
involved 1974 Rs. 2600 Rs. 3100 Rs. 31-00 .. Rs. 6280 Rs. 4288 Rs. 21-08 R3. 2641 Rs. 29-93
(iv) Total
FOB Real- | 1973 Rs. 186 04 Rs. 225 26 Rs. 23285 Rs. 202-70 Rs. 248 60 Rs. 251-98 Rs. 223-18 Rs. 24941 ..
isation (In- »1974 Rs. 207 -8r Rs. 284 12 Rs. 292 68 .. Rs. 267-87 Rs. 248-34 Rs. 301-84 Rs. 333-94 Rs. 20245
cluding in-
centive) )
B. (1) Cost per 11973 Rs. 17989 Rs. 17750 Rs. 182-68 Rs. 188 74 Rs. 245-24 Rs. 17390 Rs. 17365 Rs. 176-54 .
cycle {1974 Rs. 228 69 Rs. 217-S0 Rs. 225 20 .. Rs. 281-57 Rs. 220-60 Rs. 223-27 Rs. 217-39 Rs. 20589
(i) Cort of
accessorles 41073 Rs. 160 Rs. 2170 Rs. 21-70 Rs. 3280 Rs. 300 Rs. 41-35 Rs. 9-40 Rs. 37-90 .-
involved J 1974 Rs. 325 Rs. 31-25 Rs. 31-2§ .. Rs. 6:50 Rs. 77-10 Rs. 32-60 Rs. 68-10 Rs. 18-20
(H{) Other
Selling exp.1 1973 Rs. 16-73 Rs. 32-02 Rs. 32-44 Re. 14-50 Rs. 2324 Rs. 31-56 Rs. 18:50 Rs. 2536 ..
jnvolved 1974 Rs. 22-13 Rs. 62-01 Rs. 63-15 . Rs. 2698 Rs. 40-82 Rs. 2792 Rs. 3603 Rs. 21.93
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1v) Total

FOR cost
C.Profit/

liss

Percentage

Profit loss

1973 Rx. 198 22 Rs,
1974 Rs. 254 07 Rs.

}1953 Rs.
1974 Rs.

¥

1973
1974

231-31 Rs. 236 82
31076 Rs. 319 60

12 11 Rs. 6-05 Rs. 397
46 36 Rs. 26 64 Rs. 26 92

’ ’
9 62’ 3‘92’10 2 5',‘-‘0
a3 5% 10-7% 10 5%

7

Rs. 235 44 Rs.

Rxs.

Rs. 32 74 Rs.

23 4%

Rs.

27148
31505

22 88
4718
12 4%
15%

8
Rs. 246-81
Ri. 33842
Rs. §-17
Rs. 9008
3%
41-4%

11

Rs. 201-55 Rs. 239 80
Rs, 283-79 Rs. 321-52

Rs. 21:63 Rs. 9-61

Rs. 18-05 Rs. 12-42
14% 5-6%
6-8% 4-2%

Rs. 246 02
Rs. 33-57

24-éi%
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STATEMENT No. 9
SONEPAT, the isth June, 1974

COMPARATIVE STATEMENT SHOWING REALISATIONS, COSTS & PROFITS/L.OSS ON EXPORTS IN 1973/AND IN 1974

S. Countrics Iran KENYA Bulgaria U.S.A.
No. SLR S.L.R. Nigeria
$/Bar  D/Bar (Single (3 Speed)
Speed)
I 2 3 4 5 6
‘“[\ (i) Cycles Exported 1973 . 20214 2300 1200 4050 2040 3000
1974 . 31790 3400 1600 .. L 12 5§500
(ii; Price Charged 1973 . 7- 50 £ 912 9-40 Rs. 140°00 US 82465 L1070
1974 . 10°95§ £i5-00 1540 <. US §35°00 £13-80
(iii) Less average sea freight 1973 . Rs. 1576 Rs. 14-25 Rs, 14-25 Nil Nil Rs. 27°49
’ 1974 . Rs. 26-00 Rs. 3100 Rs. 231°00 .. Rs. 62-80 Rs. 42°88
(iv) Less Insurance/Non-Insurance 1973 . .. Rs.  2:95 Rs, 295 Rs. 1-0r
1974 . Nil Rs. 4°30 Rs.  4-30 Rs. 1-31
(v) Net f.0.b. realisation 1973 . Rs. 12840 Rs. 15578 Rs. 161-09 Rs. 140°00 Rs. 184°88 Rs. 174-46
1974 . Rs. 181-69 Rs. 249-22 Rs, 256-80 .. Rs. 199°70 Rs. 21756
(vi) Add Incentives

(8) D/B 13%, 1973 . Rs. 16-69 Rs. 2025 Rs. 2094 Rs. 18:20 Rs. 14°00 Rs. 22°68
129 1974 . Rs. 21°79 Rs. 2990  Rs. z0-82 .. Rs. 1475 Rs., 26-10
(b) Cash Assistance 1973 30% Rs. 38-52 Rs. 46°71 Rs. 4R<32 Rs. 42:00 Rs. 46-22 Rs. 5234

1974 Nil Nit Nil Nil .. Rs. 19-97 Nil
(c) Railway Freight Refund 1973 . Rs. 2-s0 Rs. 2-5s0 Rs. 2-50 Rs. 2:5s0 Rs. 3'so Rs. 2-50
1974 . Rs. 2¢5s0 Rs. 250 Rs.  2-50 ) .. Rs. 1350 Rs. 2-s50
. Realisation 1973 . Rs. 186°11 Rs. 225-26 Rs. 232°85 Rs. 202-70 Rs. 248-60 Rs. 251-98
(vii) Total 1974 . Rs. 205'08 Rs, 281-62 Rs, 290°12 .. Rs. 237°92 Rs, 24616
D T AL et L el il s tlitig
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STATEMENT No. ¢

SONEPAT, the 1s5th june, 1974

COMPARATIVE STATEMENT SHOWING REALISATIONS, COSTS & PROFITS;LOSS OF EXPORTS IN 1973/AND IN 1974

5. No. Countrics Dubai Paraguay Tanzania
1 7 8 9
A. (i) Cycles Exported 1973 160 300 .
1974 250 1200 1000
(i) Price Charged . . . 1973 8-85 ?0'07 .
1974 15-35 17-20 L11°C6
(iii) Less average sea freight . . . 1973 Rs. 986 Rs. 14-73 .
1974 Rs. 21-08 Rs, 26-41 Rs. 29-°93
(iv) Less Insurance Non-Insurance . 1973 Rs. 368 Rs. 1368 ..
1974 Rs. §-16 Rs. 6-53 Rs. 290
(v) Net f.0.b. rcalisation . . . 1973 Rs. 154.32 Rs. 17259 .
1974 Rs. 264-91 Rs. 293-31 Rs. 179-85
(vi) Add Incentives

(a) D/B 13°%, . . . 1973 Rs. 20°06 Rs. 22°54 ..
125 . . . 1974 Rs. 31°79 Rs. 35°20 Rs. 23-38

b) Cash Assistance . . 1973 . 30% Rs. 46-30 Rs. s1-78 Nil

() 1973 . Nii Ny il ..

() Railway Freight Refund . . 1973 Rs. 2'50 Rs.  2-50 -
1974 Rs 2°50 Rs. 2-s50 Rs. 2-s50

- Tou; ;:l‘snl'on R 1973 Rs. 223-18 Rs. 249-41 ..
(viD) calah 1974 Rs. 299-20 Rs. 331-01 Rs. 205-73
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Contd. Statement No. 9

1 2 3 4 s 6
B. Cost
(1) Ex-Works costof cycle with saddle in 1973 . Rs. 179:f9 Rs. 177-59 R.. 182:68 Rs. 188-74 R<. 245°24 Rs. 173-90
Exp rt Packing . 1974 . Rs. 228-09 Rs. 21750 Rs. 22520 .. Rs. 281-57 Rs. 220°50
(i1) Transp rtaticn c.stto Port 1973 . Rs. s-00 Rs. 500 Rs. 5-00 Rs. 500 Rs. 7-00 Rs.P 5*00!
1974 . Rs. 500 Rs. 5§50 Rs, 550 Rs. 7-00 Rs.Y? 5-00
{iii} Port Handling Changes . 193 Rs.  2:50 Rs. 2:50 Re. 2:50 Rs. 2's0 Rs. 700 Rs. 2- 50
1974 Rs. 400 R 400 Rs. 400 Rs, 10000 Rs. 4-00
f1ivy P.O.B. Costof cycle with saddlc 1973 . Re. 187-49 Re. 18§-co Re. 19¢-18  Rs. 196-14 R.. 259°24 R:. 18140
974 . Rs. 237°09 Rs. 227°00 Rs. 23470 .. Rs. 298-57 Rs. 229- 50
(vi C stofaccers rics involved 1973 . Rs. 1°60 Rs 21-70 Rs. 21-70 R-. 3230 Rs. 3'co Rs. 4135
1974 . Rs. 325 Rs. 3125 Rs. 3125 .. Rs. 6°s0 Rs. 77°10
fvi; Other selling expenses involved f.e. Com- 1973 . Re. 923 Rs. 24°52 Rv. 24954 R- 7'co R:. 9-24 Rs. 2406 -
missi nin Indiabank charges. 1974 Re. 1313 Re. §2:51 Re, §3-6¢ .. Rs. 9:98 Rs. 31-82
T (viis Total F.O.B. Co't T 1973 . R 19822 TRu. 231°31 Re. 236-%2 R "235°44 RV 271-48 Rs. 246781
1974 . Ry 25407 R 31076 R, 319- 60 .. Rs. 31505 Rs. 338-42
T TC. Profit,Loss per bicycle ] 1973 . Rs. 12011 Rs. 605 Re. 397 Rs. 32274 Re. 2288 RS 517
1974 . Rs. 48-c9 Rs. 29° 14 Rs, 293X .- Rs. 77-13 Rs. 9226
D. Percentage Profit 1 s< o f f.o.b. value 1973 . 9 67, 397, 278" 23747, 12°4%, 3%
1974 . 264", 7, s, x 38-69; 42°4%

N.B. Export Incentives have been taken as follows:

Standard R-adster Cycles

(1) Cash Assistance (aj 309, till 21-2-1974

2) Drawback (a) 139 till 31-5-1974
@

() Nifw.e.f. 22-2-1974

(b) 12% w.e.f. 1-6-1974

S.1..R. Three Speed Cycles
(a) 259, till 22-4-1974
(b 10%, w.e.f. 23-4-1974

Rs. 14° 75 per cycle.
plus refund cf actual duty paid.

@1



ContJ Statement No. 9

7 8 9
B. Cost: T
(i BEx-Works costof cycle with saddle in l‘xvort
Packing e e . 1973 . Rs. 17365 Rs. 176° 54 ..
1974 . Rs. 22327 Rs. 217°39 Rs. 207°50
(1) Transp rtation costto Port . . . . 1973 . Rs. 500 Rs. 500 Rs. s-00
1974 . Rs. 500 Rs. 5-00 ..
{111) Port Handling Charges . . . . . 1973 . Rs. 2-50 Rs. 8-00 .
1974 . Rs. 400 Rs. 10700 Rs. 400
v} F.O.B. Costof Cycle with saddle . . . 1973 . Rs. 181-15 Rs. 1¥9- <4 ve
1974 . Rs. 232727 Rs, 232°39 Rs. 216°50
) Costof accessoriesinvolved | . . . 1973 . Rs. 940 Rs. 37°90 ..
1974 . Rs. 32:60 Rs. 68-10 Rs. 2400
{v1} Other s-1ling cxpenses inv lvedi.c. commissicn
in India’bank charges | . . . . 1973 . Rs. 11-00 Rs. 12°36 ..
1974 . ‘I}x 18 ‘92 RQ.A 21°03 Rs. 13- 39
(vii) TtalF.O.B.Cost . . . . . 1973. Rs. 201-55 Re. 239° 80 ..
1974 . Rf.. 293 79 Rs. 321°52 - Rs. 25589
C. Profit:Lass per bicycle . . . . . . 1973, Rs. 21°63 § f i [ Rs. 961 ..
) P 1974 . Rs. 1541 o Rs. 9°49 ~ Rs. 5016
D. Pereent fitllsss of fob.value . . 1973 . 147, 5:6% .
rocntage Pr ! 1974 . 5 87 329 27°8%

(VA
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STATEMENT NO. 10

STATEMENT SHOWING INCREASE IN COSTS SINCE 1973 FOR SOME
IMPORTANT ITEMS ONLY

Cost cycle in

SL No. Item il Incresse
1973 1974

Total Total

Rs. Rs. Rs. Rs.

BROUGHT UP COMPONENTS

1 Rims . . 21°50 3200 10° §0
2 Saddle chasis . . . . 488 7.4% 2°57
3 Tyres . . , . . . 13°00 1570 2°70
4 Rubber Tubes . . . . 508 7°62 2'54
§ Chains 570 825 258
6 B.B.Axle . . . . . 1:88 2°50 0°62
7 Saddle Cover Leather . . . 300 4°10 110
8 SteelBalls . . . . 2:09 318 1'06
9 Free Wheel . . . . . 6:60 7-15 0°'Sss
10 Pedal Rubber T ovg4 078 o'24
11 Pedal Spindle . . . . 048 0'99 o°s1
12 SeatPillar . . . . 0*37 ‘073 036
13 B.B.Cups . . . . . 083 108 022
14 Rubber Back for Reflectors . . 013 027 o' 14
15 Name Plates e . 1-23 1°37 014
16 B.B.Axle . . . . 188 2:50 o6z
17 Screw Racer. . . . . 035 0°$4 010
18 Cotter pins . . . . . o'17 0°26 009
19 Red Glass for Reflectors . . 0'69 o-18 0°09
20 Handle Grips . . . 026 o34 0-08
21 Paper Transfer . . . . 014 o*at 007
22 Brass Rivets . . . . 004 010 008
23 Rim Tape . . . . . 010 o016 0 08
24 Dnaw Bolt . . . . . 007 0'09 0°03

7041 g7'40 26-99 2699

1948 LS—12.
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SL.No. Ttem Costpc: “‘;Heinr.‘ Increase - Total
| 57 o

RAW ‘MATERIALS AND CONSUMABLES Towl  Total
Rs. Ras. Rs. Rs.
25 StealSheets-and strips . . 17°95 26°61 8:66
26 Stéel Tubes . . . .. 13°§¢  i770 4'16
27 Steel Bars & Rods e 4'39 7°44 3-0§
28 Brass wire . . . . . 1°46 3:25 1°79
29 Steel wire . . . . . 366 4°30 064
30 Packing & wrapping papers . . 2'53 4°38 1*82
31 Fuel Oils 1°99 3°28 129
32 Welding Gas . . . . 119 2°47 1:28
33 Copper, Zinc, Brass & Bronze . 067 1°81 1'14
34 Packing cases . . . 434 536 1:02
35 Paints . . . . . 093 1°50 087
36 Chemicals . . . . . 0°95 147 042
Total . 53°60 79°54 25'94 2594
37 Power . . . . . 0*70 2'ss  1'8s
38 Labour . - . . 8-20 -8:78 R{
8:90 1I+30 —_;4—0 ‘2740
CYCLE ACCESSORIES '
39 Full Chain Cover . . . . 9°'50 16°75 XX 11
40 Tool Bag . . . . . 180 3'50 170
41 Carriers . . . . . 383 581 1°88
42 Bells . . . . . . 1°40 2°78 1'35
43 Stands . . . . .3°50, 483 1°33
44 Pumps & . . . . 2°-88 4'08 1°20
Pump Clips . . . . . 0°30 049 0'19..
48 Locks . . . . . 1°83. 278 0°'92
46 1/4 Chain Cover . . . 0'85 170 o-8s
47 Dynamo . . . . . 2440 2800 3°60

250°29  70°26 19'97 1997

ot bty o

Grand Total 75°3°




APPENDIX JV*
(Vide paragraph 1_.72)

Extracts of notes leading to grant of Cash Assistance at 1249, (later
159%,) on export of bicycles.

It may kindly be recalled that decision was taken with the approval
-of M.D.F. Main Committee to revise the rate of cash assistance on bicyles
and bicycle components as under:—

Item Rate Rate |
Previous Approved gctually
Rate by the decided

Main after
Com- taking
mittee into
account
further
de-
velopment
Complete bicycles . . . . . . . % 20%
SLR bicycles . . . . . . . 25% 22°5% 109
Components . . . . . . . 30% 20% 20%

2. When the draft note for reducing the cash assistance on components
was referred to us, we had suggested to the Ministry of Commerce that
cash assistance on bicycle components may also be withdrawn or reduced
.further. The Ministry of Commerce did not accept our suggestion and
indicated the following justification:—

(i) Export of bicycle components will have set back if C.A. is
withdrawn completely. The position may be reviewed after
sometime on the basis of detailed cost report.

(i1) More than 75% of the total export is from components and the
manufacturers of components are mostly in the small scale
sector. Their economies of production and export cannot be
compared with that of the bicycle manufacturers who are mostly
in the organised sector. This is one area where the small
sector has really been contributing to expart earning in spite
of difficulties in the matter of requirement of raw materials,
etc. We had pointed out that if the withdrawal of cash
assistance on complete bicycles 'SLR bicycles cannot have a

173



174

set back to exports, the position should not be different for”
components. The reason at (ii) above is not generally tuken
into account in the principle of cash compensatory support.

No distinction is made between the small scale sector and

large scale sector. The rate is decided only on the basis of

cost of production and realisation.

3. However, having regard to the large number of components which
are exported, the fact that the unit realisation is generally by weight and
not by number, and that proper cost data was not readily available for an
objective analysis to determine the higher rate of cash assistance, we did
not press our objection further for withdrawal of tcash assistance on export
of bicycle components.

4. On reconsideration, we feel that even without waiting for a detailed
cost study which may take more than six months, there is clear justifica-
tion for reducing cash assistance on export of bicycle components for the
reasons indicated earlier and as shown below: —

(i) While the producers of bicycle components are mainly in the
small scale sector, it is not necessary that exporters are the
same who are the producers of components. Exporters are
different from the producers. They will be purchasing the
components from the producers and then exporting. This
may add to the ultimate ocost of export on account of cost
of export overheads and other expenses. Continuance of cash
assistance will only help such middleman exporters in quoting
lower prices. Further the item is of a labour intensive nature
and Indian prices should be competitive in view of the high
cost of labour in other developed countries. While the eco-
nomics of scale may not be available to the small scale sector,
it has also to be conceded that overheads and other fixed
expenses are much less in the case of small scale units as
compared to large scale sector.

(i) Cash assistance on complete bicycles and SLR bicycles has
been withdrawn 'reduced after taking into account the increase
in unit realisation in International Market. The unit realisa-
tion for components would also have gone up in line with
similar buoyancy for all other products. The argument for
complete bicycles will be equally valid for components,

(iii) Conmtinuance of cash assistance of 20%, on components may
result in misuse of the facility in as much as complete bicycles
may be sent in semi-assembled condition for the purpose of
claiming cash assistance. The country will Jose forcign ex-
change on account of higher unit realisation for a finished
product and also will have to pay cash assistance even though
it has been withdrawn.
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(iv) DGTD had suggested that bicycle components may be defined
by making it clear that only a few major items of export will
be eligible far cash assistance. This will also ensure that
cash assistance will not be obtained by exporters of complete
bicycles by exporting in an unassembled form. This sugges-
tion was not accepted by the Ministry of Commerce.

(v) Out of total exports of bicycles and components of about Rs, 16
crores, export of components alone is Rs. 11 crores. It seems
illogical to continue cash assistance on components when it
has been withdrawn on complete bicycles. The bulk of ex-
ports has been left uncffective. In the absence of detailed
cost data to justify continuance of cash assistance at the
increased rate of 207, on export of components in the face
of withdrawal of cash assistance on complete bicycle, may be

objected to by the Audit. It is, therefore desirable to tuke
timely remedical action.

In view of the above position we may request the Ministry of Com-
merce to reduce the cash assistance on bicycles components from 209
ta 109, pending a detailed cost study. If this is not acceptable to them,
we may suggest that cash assistance of 10%, only may be sanctioned both
for components and complete bicycles in order to avoid misuse of cash
assistance and also protect decline in unit realisation by cxporting com-
plete bicycles in an unassembled condition. Expenditure-wise. cash
assistance of 20°% on export of components of about Rs. 11 crores will
work out to Rs. 2.20 crores whereas cash assistance on 10°; both on
bicycles and components will result in a total expenditure of about Rs. 1.5
crores. There would still be a saving of Rs, 70 lakhs in a full vear.

5. If the above suggestion is approved by Director (C&CA) and A.S.
(C&I), we may take up the matter with the Ministry of Commerce,

Sd/- Jagdish Chander

5-6-1974.
Director (C & CA)

Additional Secretary (C&D)

Grant of cash assistance on exports of bicvcle components at a rate
higher than that admissible on export of bicycles is bound to lead to the
type of misuse or malpractices about which apprehension is oxpressad in
our above Note. Since the manufacturer of components is principally
in the small sector, it is equally possible that actual exporters are other
than the actual manufacturers and futher overheads of the exporer are
being added to claim deficit or loss between F.O.B. cost and realisation.
Ministry of Commerce, DGTD, and Associate Finance are agreed about



176

the need for undertaking and completing detailed cost study eipeditiously.

2. Ministry of Commerce may, therefore, be suggested two alternatives
peading reference to C.A. Branch for cost study:—

(i) Reduce C.A. on Bicycle components from 20% to 10%;
OR

(ii) C.A. on complete Bicycles as well as bicycle components may
be allowed uniformly at 109,

Sd/- S. Y. Gupte
DIRECTOR.
6-4-74

AS(C&I)

Sd/- A.P.V. Krishnan

7-6-74,

Dir(ECA)

Sd/- 10-6-74.

M/Comnmerce—Shri L, N. Saklani, Director/NR
Ministry of Finance Dy. No, 4221-CD/74—FT&T Div. dated 11-6-74.
This point was discussed with AS(RT) when Dir(JPD) was also
present. Dir. (JPD) was of the view that cost account of focal bicycle is
available on file. It has been checked in file that we have sent twa
reminders to Industries Department for it. However, meanwhile Finance
has agreed on prepage to a 107, C.A. Dir(JPD) has some view on this.
May now sce and deal with the file,

Sd/- L. N. Saklani,
20-6-74.

Discussed with Dir(JPD), who desired that Cost Accounts Branch
Report on indigenous Bicvele Industry may be had from Shri Rangan.
Dy. Secy. in Ministry of Industrial Development. Inspite of numerous
D.O. remindcers this has not been given so far.  On personal contact, it
has been told that only onc copy was available and it had been put up
in file submitted to higher officers in thit Ministry. He promised to give
a copy as soon as the file was back to him. Position has been tald to
Dir(JPD) who said we might wait.

Sd/- B. R, Chavan
29-6-74.

EP(Engg).
Reference Ministry of Finance (Associated Fin) Notes on pages 4—6/ante-
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.This is.regarding . the review of cash assistance rates on export of
complete bicycles, bicycle components. The rates had been recently re-
vised, under which the cash assistance has been reduced from 30% to
20% in respect of bicycle components from 259, to 10 per cent in respect

of SLR bicycles and has been campletely abolished on export of. complete
bicycles.

Ministry of Finance have suggested the reconsideration of the rates on.
complete bicycles and components on grounds listed in their note dated
5-6-1974. The suggestions now made by them are that the rate should
be reduced on bicycle components from 209, to 109, or dniform rate
of 10% should be allowed both on complete bicycle as well as bicycle
components. This is proposed to be made applicable upto 31st March,
1975 by which time the detailed cost examination should be completed
and the rates fixed. The main contention in making these suggestions is..
that there was likelihood of misuse of cash assistance facility if it is
available only for parts and not available for ccmplete bicycles. The
diversion through exports in un-assembled condition of bicycle for the
purpose of claiming assistance on components and 'parts is possible. It
has been apprehended that there would be decline in the unit realization.
Since components fetch less.

The export statistics during the three years has been as follows:—

1971-72 1972-73 1973-74
Item No. Vealue No. Value No. Value
(Rs.) {Rs.) Rs.)
1. Bicycles
Complete . 142620 184 crs. 211576 2 §O crs.
2. Parts . . .. 614 crs. . 83 crs.
Total . 7:98 crs. 10° 41 CrS.

The export targets fixed for these products amount to Rs. 13 crores.
Rs. 15 crores, Rs. 17.50 crores in the next three years. This is based
on the presumption that there would be a gradual increase in the export
of complete bicycles and the ratio between parts and complete bicycles
will be titled towards complete bicycles in course of time. This exercise
had been undertaken some time back when the cash assistance rates were
identical for complete bicycles as well as components. The situation has
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been changed as a result of reduction of abolition of cash assistance on
complete bicycles with cffect from 22nd February, 1974. As from 14th
March, 1974, the C.A. on bicycle components and accessories in 20%
upto exports effected till 31st December, 1974,

The anamoly created by differentiation in the rates of assistance as
between complete bicycles and parts had been under examination. We
had requested EEPC to submit details as regards the latest f.0.b. realisa-
tions for the past few months on exports of complete bicycle from leading
exporters and also had requested EEPC to submit data for both the
groups.  Simultaneously, we have been requesting the Ministry of Indus-
trial Development to make available the CAB Report prepared by Cost
Accounts Branch, Department of Expenditure, Ministry of Finance, pre-
pared for fixation of fair prices on local sales of bicycles. While the
EEPC has been able to give only a part information, Ministry of Industrial
Development have made available the CAB Report only on 10th July,
1974. This was collected from that department personally. After keeping
the copy. the original had been returned. It had been held through a
number of discussions that Dir(JPD) had with AS(RT) that we should
base our examination on the CAB Report, in addition ta the material that
may come from EEPC. Certain data has also been received from Atlas
Cycle Industries Ltd.

To recapitulate briefly, the rate of cash assistance on exports of com-
plete bicycles, has been withdrawn on the ground that the f.o.b. realiza-
tion+benefit of duty draw back was more than the cost of production.
cven allowing the escalation in the cost by 60%. The f.0.b. realization
taken for consideration as given by DGTD was about £ 13. As a result
of checking of current f.0.b realizations, it is seen that the realization of
about £ 13-14 was CIF and not f.o.b. Because of this, net f.0.b. realiza-
tion goes down resulting into the reverse position of cost of production
going higher than the realizations. Reference is also invited to the CAB
figures for cost of production as worked out in September, 1973, Takine
into consideration. the cost of M/s. Sen Raleigh, Calcutta, operative capa-
city as 80 and where subsequent wage increase had also formed the
part, the following figures can be deducted: —

- —— - . . © i e e N —— s ! o m——
Ttem Value (Re.}
72} FOR destination cost with packirg (Hence trans- 215°5¢ This is the maxi:
port to Port not included) mum  costing  of
any unirts,
() Increased since Sept. 1973 at minimum . . 7000 At revealed from

statements fur-
nished by the Atlas
Cycle.
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Item Value (Rs.)
{c) Port Handling . . . . . 2°s0 I
(d) Accessories . . . . . . . 200 %fl‘gﬂ:sgggrg;
(e) Finance Charges and similar expenses . 10°00 J Adlas Cycle
Towl FOBcost . . . . . 300051
FOB Realizations as in May, 1979 . . .  237-50
Drawback @ 12 %, . . . . 28+50
Gap Rs. 34-00 —‘—26_6--0;—-1!

Attention is also invited to a comparative statement showing realiza-
tions, costs and profits/loss on exports in 1973 and in 1974, as given by
M/s. Atlas Cycle Industries. The average f.0.b. cost during 1973 works
out to Rs. 232 while in 1974, it has moved up to Rs. 305, showing a
-differencc of about Rs, 70. Similarly, as regards the realizations, it was
Rs. 161 per cycle in 1973 while it has moved up to Rs. 237 in 1974
resulting in the addition of Rs. 76. These averages show that a substan-
tial gap will exist between f.0.b. realisation and f.0.b. cost and this gap
can be any where between Rs. 30 to Rs. 50 after taking into account the

drawback benefit. The cash assistance at the rate of 109, therefare, as
suggested by Ministrv of Finance in their

second alternative, appears to
hold - ground.

C. A. on bicycle components.—As from 14th March, 1974, the rate
of cash assistance is 209,, which had been reduced from earlier 309%.
This has been done on the basis of costing by ITFT done in 1972. Finance
had agreed to permit this rate upto 31st December, 1974. by which time
the decision has to be reviewed on the basis of detailed cost data. In
the cost of components, the unit realisation is generally by weight and
not by numbers and that the ‘proper cost data is not readily available
for an objective analysis. A number of small units have been engaged in
manufacture of components and the costs could vary from unit to unit.
leaving the matter to be judged on ad--hoc basis. A point has been
made that the export of complete bicycle and components was raising at
the same growth rate till the period when cash subsidv was withdrawn
and that thereaftcr the growth rate in export of camplete bicycle has gone
down while there has been sponstaneous increase in the export of bicvele
components. It is possible that this decision may intensify in the months
ahead if bicycle components are eligible to get cash assistance at the rate
of 207, when such facility is not available for complete bicycle. The
identical treatment of components and complete bicycles appear to be
essential since it is easy to export complete bicycles in CKD conditions
under the name of components. Export of components are stated to have
realization lower than that of complete bicycles. thus affecting the foreign



exchange realization, Assummg an increase of 30% in the ‘total cost of
production on the basig of figures at slip ‘Y’ and 40%, increase in fo.b.
realizations (approxjmate relationship with complete bicycle costing) there
seems to be the case for reducing the cash assistance rate on components.
from existing 20°;. In the absence of details, this has to be on ad-hoc
oconsideration. The major point in doing so is to establish 1dent1ty and
facilities for complete bicycles and components, so that no misuse occurs.

As stated earlier, the rate of C.A. on complete bicycles can be fixed
at 10% of f.o.b. value and appears fully justified cn the basis of figures
from Cost Accounts Branch as well as the exporters. Similar dispensa-
tion to bring uniformity, for components will resalve the problem as there
seems to be inter-changeability in export products to an extent. This
facility should be available upto 31st March, 1975, by which time the
matter could be reviewed in detail through Cost Accounts Branch of
Ministry of Finance.

Sd/- B. R, CHAVAN
DIR (JPD)

We had obtained f.o.b. realization figures from TDA/PEC. Please
put up those papers. Also link file dealing with renewal of CA on bicycle
components.

Sd/- 1. P. DAS
18-7-74.

Notes from page 8/n may kindly be glanced through. To arrive at
the loss in export, if any, thc factors to be taken into account are f.o.b.
realization and cost of production. For cost of production. we have the
cost data of the Cost Accounts Branch prepared in September, 1973, For
purpose of this examination, the costing of Sen Releigh, Calcutta, which
is the highest has been adopted.

As regards f.o.b. realization, we had taken 12.50 pounds (Rs. 237.50)
while examining the questioin of cash assistance in February 1974, The
main contention of the Cycle manufacturcrs is that the actunl realization
is much lower. According 1o the Chairman, Bicycles and Components
Pancl of E.E.PC. fo.b. rcalization is Rs. 174 to Rs. 183.as agains
Rs. 237.50 adopted by us.  There is however a statement received from
M/s. Atlas Cycles showing f.o.b. realization ranging from Rs. 179.85 to
Rs. 293.31 in different markets.

1 had consulted Shri Rajagopalan, D.O., DGTD regarding present f.o.b.
realization. He said that the export of bicycles now being made arc in
respect of contracts entered into quite sometime back and thercfore do not
reflect the present prices. He was of the view that we should collect infor-
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mation from our Commercial Representatives in different countries to
find out price at which those countries are importing Roadstor Bicycles.

Since collection of data about costing and f.o0.b. realisation will be a
never ending process, since they will vary from time to time, it is suggested
that we take a decision on the basis of data given in the Under Secretary’s
note. As for these figures, the short-fall in realisation is about 11 per cent.

in respect of export of Roadster bicycles. A cash assistance of 10 per cent
should therefore meet the requirement.

At present, there is no cash assistance on ‘complete bicycles' whereas
there is a 20 per cent cash assistance on bicycle components. It has been
pointed out by the Audit and confirmed by D.G.T.D, that there is a possi-
bility of complete bicycles being exported as bicycle components for
availing cash assistance. In view of this, it is nccessary to have the same
rate of cash assistance both for complete bicycles and bicycle components.

It is therefore suggested that we may agree with the Ministry of Finance
(Expenditure) and have a uniform rate of cash assistance of 10 per cent
on complete bicycles as well as bicycle components.

Sd. - J. P. DAS,
Director.
25/7/74.
(KR)

The question of revising our orders issued in March 1974 regarding the
withdrawal of cash assistance for complete roadster bicycles. while allowing
20 per cent cash assistance for bicycle components, has been taken on hand,
on account of the apprchension that all the parts of a complete bicycle
may actually be shipped, for being assembled st the importing end, thereby
leading to payment of cash assistance where this was not intended. This
apprehension has been brought to our notice by DGTD and Finance and
has alsa been admitted by EEPC. However, | do find that even when the
rate of cash assistance was the same, both for assembled bicycles and
bicycle components, our exports of components were far higher th§n the
exports of complete bicycles. In 1970-71 we exported complete bicycles
for a value of Rs. 2.32 crores. while the exrorts of components were
Rs. 4.55 crores. In 1971-72, these figures were Rs. 1.83  crores and
Rs. 6.14 crores respectively, and in 1972-73. these  were respectively
Rs. 2.50 crores and Rs. 7.83 crores. EEPC have given us the value of
outstanding export orders as on 1-4-1974 and as on 1-7-1974:.but since
only one figure has been given for bicycles and parts togct}?cr_ it has not
becn possible for me to ascertain preciscly the extent to Wthh. there has
been a shift from the export of complete bicycles to that of bicycle com-
ponents in the current financial vear,
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2. There has been a plea from EEPC, the Bicycles Manufacturers
-Association and the Punjab Government for restoring cash assistance to
assembled bicycles. For this purpose, it becomes necessary to assess as
-nearly as possible the f.o.b. realisation and the f.o.b. costs. It will be
seen from the statement given at page 9/N that f.0.b, realisation has been
taken as Rs. 237.50 as against a realisation between Rs. 174/- and Rs. 183-
contended by the Chairman, Bicycles and Components Panal and EEPC.
This figure of Rs. 237.50 has been sought to be justified by drawing attention
to the fact that one of the exporters, Messrs. Atlas Cycles, has f.0.b. realisa-
tion ranging between Rs, 179.85 and Rs, 293.31,

3. This range revealed from the figures given by the Atlas Cycles, has
however. to be modified on two grounds. Firstly, f.o.b. realisation given by
the firm includes the value of accessories asked for by an importer and is
not relatable to the assembled bicvcles with saddle alone. For instance,
while Rs. 293.31 is the f.0.b, rcalisation by the firm on a contract of supply
to Paraguay, it is found that the cost of accessories was Rs. 68.10. We
do not know the price quoted for these accessories by the firm; even if we
take the cost alone off the f.o.b. realisation, then such realisation net of
accessories works out to Rs. 225.21. If this is done for the other countries
to which exports were effected by the firm. it is found that the f.o.b.
realisation, net of accessories. ranges between Rs. 155.85 and Rs, 22521

4. Since our attempt should be to arrive at the average f.o.b. rcalisa-
tion, the quantity exported at any particular prices also becomes relevant.
Thus, Atlas Cycles exported only 1200 cycles to Paraguary. where the
higher f.0.b, realisation was achieved. On the other hand, they had exported
as many as 31790 cycles to Iran, where the net f.o.b. realisation wus only
Rs. 178.44. 1f allowance is madec for the quantities exported as well, the
weighted average of f.0.b, realisation would be somewhere between Rs. 160
and Rs. 200. These figures arc nearer the figures given by the Chairman.
Bicycles and Components Panel of EEPC,

5. As regards f.0.b. cost, this has been taken as Rs. 300 at page 9'N.
while even the EEPC has given us the figure of Rs, 260/-, in the d.o letter
of the Chairman of the Bicycles Panal, of 12th July addressed to C.M.
Since duty drawback is being allowed at 12 per cent. if the f.0.b, renlisation
is taken at Rs. 200/-. the nct shortfall for an exporter will be Ry 36 -
per cycle. i.e., around 18 per cent of f.o.b. relisation. It thus appears to
me that cash assistance of onlv 10 per cent on complete bicyeles may be
insufficient and that the minimum that should be allowed is 15 per cent,

6. The suggestion of the Ministry of Finance to have 10 per cent cash
ascistance equally for complete bicycles and bicycle components his
obviously behind it the intention that the total outflow of assistance should
not exceed that which would be given at the rate of 20 per cent on the
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export of bicycle components only. But, as I have pointed out earlier, the-
value of exports of bicycle components has far outstripped, even in the past,
the value of exports of complete bicycles. If we reduce the cash assistance
for bicycle components to 15 per cent, from the present entitlement of 20
per cent, the total outgo will not increase, so long as the exports of bicycle
components and of complete bicycles are in the ratio of about 3:1. I would
hence suggest that we may allow 15 per cent cash assistance for com--
plete bicycles and reduce the assistance for bicyclé parts to 15 per cent.
These revised rates may be allowed till 31st March 1975, by which time
we should get the data based upon detailed cost examination from the

Finance Ministry so as to enable us to decide upon the cash assistance
policy to be adopted for the year 1975-76,

Sd./- K. Ramanujam,

3rd August '74..
AS(RT)

1 have considered this matter. There are two issues involved: (1)
whether there should be a common rate for both bicycles and bicycle com--
ponents in view of the admitted prospect of bicycle components being:
exported and their getting assembled in the country of import and to guard’
against such irregularities we may accept that the rate should be common:
for both although JS(KR) has rightly drawn distinction in regard to the:
volume of exports as between components and assembled bicycles. (2)
What should be the rate prescribed. The Finance Ministry have suggested
10 per cent on the basis of the f.o.b. realisation and costing available on.
record which. however, needs to be up dated. JS(KR) suggested 15 pet
cent while Dir(JPD) suggested a uniform rate of 10 per cent. I understand
that the f.o.b. realisations have not been as high as they were originally.
and that it is somewhere 12 1 2 Pounds now. I also understand that the-
realisations vary from market to market. Having regard to these facts
on a priority basis we may suggest a uniform rate of 124 per cent for
both compenents and bicycles to obtain till the 31st March 1975.
Mecanwhile, costing and f.o.b, realisation data will be up dated and we can-
take a fucther look. Finance may kindly consider this suggestion.

Sd.’. R. Tirumalai,
Additional Secretary.
5-8-74.

R/Ministry of Finance (Commerce)
(Shri S. Y. Gupta, Director.

Ministry of Commerce, U.O. No. 5(15) '74-EP(Engg), dated 7-8-1974.
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MINISTRY OF FINANCE
(Commerce Division)

Our note at pp. 4-6/N refers.

2. With the approval of Additional Secretary (C&1), we had suggested
Teduction of cash assistance of 20 per cent on bicycle components to
10 per cent and also reintroduction of cash assistance at the reduced rates
-of 10 per cent on complete bicycles as against no assistance at present.

3. In their notes at pp. 8—14/N, the M/Commerce has examined the
matter. In the analysis at p. 8—11/N, the Under Secretary and Dircctor
feel that the rate of 10 per cent suggested by us is reasonable, However,
JS(KR) has suggested that the loss to the exporter wiil be around
18 per cent and, therefore, a uniform rate of 15 per cent cash assistance
may be sanctioned on complete bicycles and components upto 31-3-1975
subject to review on the basis of a detailed cost study. AS(RT) has, how-
-ever, suggested that a uniform rate of 12.5 per cent may be introduced
‘pending a detailed cost study.

4. As explained earlier, it is difficult to agrce to the grant of cash
assistance at a rate higher than {0 per cent of the f.0.b. realisation for the
following main reasons:— '

(i) Having withdrawn the cash assistance completely on cxport
of complete bicycles, reintroduction of cash assistance at o
higher rate of 12.5 per cent without a detailed cost study may
not be justified,

(ii) As the M/Commerce is aware, grant of cash assistance on an
ad-hoc basis without supporting details was objected to by the
PAC in the case of audit paras. on cash assistance on some
items included in the report of the C&AG for 1972-73. In
this context, we have to be very cautious in announcing the rat
of cash assistance which may prove to be liberal later on when
a detailed cost study is undertaken. Tt has been our experienee
in the past that the figures given by the Council/industry wers
inflated and in a majority of cases where cost study was und.i-
taken, the cash assistance was cither not justified or recom-
mended at a much reduced rate.

(iii) The cost data furnished by the industry and the Council o
available in the file is unaudited without 1 certificate of i*
correctness and reasonableness by a firm of Chartered Accoun:
tants and the Council. Certain inadmissible items like
manufacturing overhcads, general administrative expenditure.
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depreciation, interest ‘and bank commlssxon scllmg and dis-
tribution expenses have been taken mto account which are not
admissible in the principle of margmal costmg

«(iv) The data available in the file is for one or two exporters and
not for all the representative exporters to arrive at complete
loss on exports. Even this data is in respect of complete bi-
cycles on which cash assistance has already been withdrawn
with the approval of the Main Committee of the MDF, The cost
data for components is not available in the proper form. Even
in the DGCI&D statistics, the export is in termsof quantity
(kgs.) and value (rupees) for which comparable f.0.b. cost is
not available, In this context, whatever rate is decided on com-
ponents, is purely ad-hoc. The main basis for this rate is the
reasonable loss on export of complete bicycles and the anxiety
to avoid misuse of the facility of cash assistance on bicycles

components in the absence of any assistance on complete
bicycles.

To safeguard the public interest and avoid fixation of a rate which may
‘subsequently be found on the high-side likely to be pointed out by the
Audit, it will be safe and reasonable to fix cash assistance at a lower slab
-of 10 per cent. This item is included in the agenda for the meeting of the
Review Committee to be held on 17th August.

The M/Commerce may kindly see and reconsider the matter. Since
the decision has been pending for a long time. it is suggested that the rate
-of 10 per cent cash assistance may be announced without further delay.

(Sd.) JAGDISH CHANDER.
1-12-1974
Director (C&A)

(Sd.) S. Y. GUPTA,
13-8-1974
M/Cammerce—Shri J. P. Das, Dir,
M 'Finance U.O. No. 5479-CD/74 dated 14-8-1974

JS mav kindly sce.

(Sd.) J. P. DAS,
16-8-1974

AS(RT) may see Finance's notes from p. 15 'Now.rt. his no‘es at
pp. 13-14/N. Finance have generally commented on  the inadequacy of
data on which our recommendaiion was made. The measure was meant
to be ad-hoc till complete costing data was available; and Finance’s sugges-
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tion .that 10 per cent cash assistance could be given to complete bicycles-
was xts?lf only an ad-hoc one. We have taken into account data available-
in making the recommendation for the consideration of Finance.

This question is being discussed in the meeting of the Cash Assistance
Review Committee tomorrow,

(Sd.) K. RAMANUJAM
16-8-1974

AS(R/T)

(1) This was raised in today’s CAR Committee and Dr. A. K. Sengupta“
Economic Adviser and Shri M. Narasimhan desired to see this case.

(2) I should add that I have since had a discussion on the appropriate
rate of CA for bicylcle components with DGTD and I am informed that
from the point of view of costing data and its potential the rate cannot
admit of any reduction below 15 per cent, This may be taken as my final
view regarding the specific rate. This is now proposed to be discussed on
22-8-1974, at 3.45 P.M. in my room.

(8d.) R. TIRUMALAI
17-8-1974
EA (Dr. A. K. Sengupta)
While JS(KSR)’s point that bicycles should have at least 15 per cent

assistance, is well taken. I see no reason why the rate on componeats
should be reduced.

(S8d.) A. K. SENGUPTA
28-8-1974

Shri M. Narasimhan

I agree that the rate should be uniform for complete bicycles and for
components. Would not object to 15 per cent but if we can evolve an
arrangement whereby it is 10 per cent now but subject to revision with
retrospective effect on the basis of a complete cost study that might meet
both the points of Expenditure Department and Commerce Minstry,

(Sd.) M. NARASIMHAN
21-8-1974

Discussed.

Record Note of discussions may be put up incorporating decision that
components will be cligible for C.A. at 20 per cent and cycles 15 per cent
and also rationale of the differential rate and how this will not lecad to any
leakage,

(Sd.) R. TIRUMALAI
22-8-1974

[ 22 'ee (12 ]



APPENDIX V
(Vide paragraph 1.75)

Extracts from the second meeting of the Cash Assistance Review Com-
mittee held at 2.45 P.M. on Friday, the 22nd August, 1974, under the
Chairmanship of Shri R. Tirumalai, Additional Sccretary, Ministry of
Commerce,

The following decisions were taken: —
(1) Cash Assistance on export of bicycles and bicycle components.

The rates of Cash Assistance for bicvcles and bicvcles components have
been revised recently to the following: —

(i) Bicycles Components from 30 per cent to 20 per cent.
(ii) complete bicvcles from 20 per cent to nil.
(iti) S.L.R. Bicycles 25 per ceat to 10 per cent.

After complete withdrawal of cash assistance on bicycles. there were a
series of representations from the bicveles exporters that they had  been
out priced in the International market. The decision to compiciely with-
draw cash assistance on complete bicycles had been taken on the ground
that bicycles had been able to fetch f.o.b. realization of £12.5. It was
represented by the exporters of bicvcles that such f.o.b. realization was
confined to a few markets only and the average realization was much lower.

Ministry of Finance (Expenditure). Audit and DGTD had pointed out
that there should be no difference between the rate of cash assistance for
bicycles (complete) and bicycle parts, since there was a possibility of com-
plete bicycles going in C.K.D. packs to get the advantage of cash assistance
rates available on export of bicycle components.

The representations received in the Ministry of Commerce had been
examined with reference to cost data furnished by the bicvcles manufacturers
to EEPC, as well as the data available from the Cost Accounts Branch

187
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report prepared in connection with fixation of domestic price for bicycles.
On analysis of these data, the following conclusions were reached:

F.O.B.realization . . . . . . . . P

F.Q.B. cost . . . . . . . . . 260}

Duty Drawback @127, . . . . . . . 24
Shortfallin realization . . . . . . . 36  or 1RY,

A case had therefore been made out to Finance (Expenditure) to allow
cash assistance on compleie bicycles. Since Ministry of Finance (Expendi-
ture Division) did not agrce to the proposal. the case was placed before the
Cash Assistance Review Committee,

The Chairman drew attention during the discussions to the reports that
a new problem had arisen for the bicycles manufacturers, as Taiwan and
China had reduced their prices considerably and this had posed a threat to
our bicycle cxports,  The boom in the bicveles exports  which had led a
withdrawal of the cash assistunce had been short-lived.  The latest figures
now revealed a short-fall in realization of 18 per cent.

The Commitice was of the view that cash assistunce should be fixed
only after detailed cost examination. However, since this is likely to take
time. it was decided to allow cash assistance rate on awd-hoc basis from
1-9-1974 to 31-3-1975. In the meantime. cost data were to be sent to the
Cost Accounts Branch for detailed costing so as to announce new rates from
1-4-1975.

Though it was pressed by the Ministry of Commerce that the rate for
both bicycles and bicycles components should be fixed at 20 per cent, it
was agreed after discussion that the ad-hoc rate for complete bicycles may
be kept at 15 per cent of f.o.b. value, in view of the loss being calculated
at about 18 per cent. With fixation of this rate, there will no doubt, be a
difference in the rate of C.A. for complete bicvcles and bicycles compo-
nents. It was felt that this difference was not cnough to tempt cxporters
of complete bicycles to send them in C.K.D, packs for ultimate assembly
and sale in foreign countries would bc much more than the 5 per cent, and
so there will be no difficulty in having such separate rates for complete
bicycles and bicycles components.

L] * . [



APPENDIX VI
(Vide paragraph 1.104)

Compusition of the PANEL for development of cycle and cycle components
industries.

I
GOVERNMENT OF INDIA
MINISTRY OF INDUSTRY AND CIVIL SUPPLIES
(Dcpartment of Industrial Development)
New Delhi, the 14th April, 1976
RESOLUTION

The Government have decided to constitute a Panel for the develop-
ment of the Cycle and Cycle Components Industries with the following com-
position, for a period of two years from the date of this Resclution.

CHAIRMAN

Shri §. C. Banerjee, Deputy Director General of Technical Develop~
ment (Retired), Ministry of Industry and Civil Supplies.

RESIDENCE !
C-107, Chittaranjan Park. New Delhi-110019.

MEMBERS

1. Shri M. V. Arunachalam, Managing Director, T.I. Cvcles of India
and President, The Cycle Manufacturers Association of India,
2 E/16. Jhandewalan, Extension, New Delhi-110005.

2. Shri Brij Mohan Lal. Managing Director. Hero Cycles, Hero
Nagar, G.T. Road, Ludhiana-141003.

3. Shri B. D. Kapur. President. M/s. Atlas Cycles of India Limited,
Sonepat’ (Haryvana).

4. Shri M. K. Modwal, Chief Executive, Sen Raleigh Cycles, 1,
Middleton Street, Caicutta-16.
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. Col. U.S. Anand, General Manager, Hind Cycles, 250, Worli,.

Bombay-400025.

. Shri Hans Raj Pahwa, Managing Director, Avon Cycles, Indus-

trial Area, Ludhiana (Punjab).

. Shri R, N. Agarwal, Director, Popular Cycle Manufacturing.

Company Private Limited, Belanganj, Agra-4 (UP).

. Shri P. S. Satara, President, All India Small Tyre Manufacturers

Association & M/s. Satara Rubber Industries, 18/1, Mathura
Road, Faridabad (Haryana).

Shri M. R. Gadhok, Managing Partner, M/s, Matchless Indus-

tries of India. 36, DLF Industrial Area, Najafgarh Road,
New Delhi=15, ®

Shri Lov Kumar, Merchandising Officer, Merchandising Division,
Trade Development Authority, New Delh.

Director, Central Mechanical Enginecring Rescarch Institute,
Durgapur,

Shri R. K. Rangan, Deputy Secretary, Department of Industrial
Development, Ministry of Industry and Civil Supplies,
New Delhi,

Member Secretary:

Shri T. Ramasubramaniam, Development Officer, Directorate

General of Technical Development, Udyog Bhavan, New Delhi.
1

GOVERNMENT OF INDIA

MINISTRY OF INDUSTRY & CIVIL SUPPLIES
(Department of Industrial Development)
New Delhi, the 15th June, 1976

RESOLUTION

The Government of India had constituted a Panel for the development
of the Cycle and Cycle Components Industries vide Resolution dated the
14th April, 1976. Tt has now been dccided that in addition to the members
mentjonzd therein,—Shri S. V. Pikale, M/s. S. V. Pikale & Company. 18/19.
Hamam Street, Bombay-400001 will also be a membet of the above panel.

(Sd.) C. MALLIKARJUNAN,
Under Secy. to the Govi. of India.



APPENDIX VII
(Vide paragraph 1.105)

Note indicating the steps taken since 1970 and prior to the constitution
of the panel (1976) to bring about (i) standardisation of parts, (ii)
technological developments to improve the quality and design of bicycles,
(iii) diversification of production, particularly for the manufacture of

SLR models and (iv) modernisation of the bicycle and bicycle components
manufacturing industry,

More than 80 per cent of bicycles are, as, already stated, sold in the rural
market. The requircment, therefore. has to keep in view appropriate
technolugy and the fact that the bicycle in such a market is used also as a

«carrier of milk cans, families etc. under existing arduous road conditions.
This, therefore calls for sturdiness and robustness which are

peculiar
feutures of marketing in Indian conditions.

The stress of the manufacturers has therefore. in the past, been in the
direction of meeting such requirements. But as these requirements them-
selves vary from region to region. there had been  occasions where the
quality of the bicvcle. some assemblies and components had come for some
criticism.  This aspect however, has been effectively tackled by Govern-
ment through creation of competition forcing managements to give attention
not only to cost reduction aspects but also to quality and other desirable
features, The role of the managements has, therefore. assumed a greater
importance. There are cases of bicycle manufacturers as pointed out
earlier, where the capacity utilisation had been as ‘high' as 100 per cent.
The quality complaints by and large, have related to other manufacturers,
the managements of which could not cope up with the said competition.
Wherever any specific complaint had been brought to the notice of the
Government, which has been rare, suitable action was taken.

In the above context, answers to the specific questions raised are given
below:

(i) Standardisation of parts.—Attention

had been focussed on
standardisation of parts even

earlier to 1970. Almost all
major bicycle components had been standardised; these include

bicycle rims, frames, handle bars, tube, valves, spokes and
nipples, crank and chin wheels, free-wheels and mud-guards.

The residual area is relatively small and is engaging Govern-
ment attention.
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(ii) Technological Developments, improvement of quality and de-
sign of bicycles—As pointed out, the technology has to be
appropriate to suit rural markets, The technology needs, there-
fore, as relevant to export and Indian markets are different, It
may be further stated that some of the manufacturers in the
country have arranged for joint ventures in some developing
countries based on the appropriateness of the technology
required in India.

Technology development in the more advanced countries has
taken place in the field of high strength materials and manu-
facturing techniques which while ensuring the technical perfor-
mance of bicycles under conditions similar to the operative
conditions in India give at the same time improved design,
quality and cost reduction. Unfortunately, such high strength
materials are still not manufactured in the country and if we
wish to update our quality and design, we are faced with the
choice of importing them often at costly prices. If export
markets are to be expanded for our bicycles, this choice would
have to be resolved as between import of these materials and the
adoption of the latest techniques. The implications of this
choice and the related aspects of the economies of development
and the high strength materials are currently being studied by
the Panel.

(i) Diversification of production particularly for the manufacture of
SLR Model.—Attempts had been made in the past to develop
SLR and other special models of bicycles. as would be evident
from the successful export of SLR model bicycles of TI Cycles
of India. However, the kev to the further development of this
model is indigenous manufacture of three-speed hubs in respect
of which information relating to another question has been
furnished. For models of bicycles, other than the SLR, com-
ponents like multi-speed free-wheels have been developed and
are in the process of trial usage. Special bicycle rims like
endrick rims and westrik rims for SLR models are already bein:
produced in the country. There has also been significant pro-
duction of caliper brakes, a ncwly developed item.

(iv) Modernisation of bicycles and bicycle components mantefactured
by Bicycle Industrv.—In the context of the appropriate techno-
Jogy, to which a reference has been made carlier, the need fo
whole-sale modernisation of the industry for updating matenial:
and methods, had not arisen. However. in the replacement o
old or obsolete equipments and toolings, the Government had
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assisted the concerned industrial units in importing more modern
equipments such as special purpose machine tools and toolings
in lieu of general purpose equipments, of which bicycles were
originally made in the country. Proposals for improved
metal finishing techniques such as electro-static painting, which
would also contribute to cost reduction in the use of paintings,
have also been sponsored.



APPENDIX VIl
(Vide paragraph 1.107)

Extracts from the study undertaken, in February 1975, by M/s. S. R.
Batliboi & Co., Chartered Accountants into the working of M/s. Sen Ralcigh
Limited.

* ko "k ok L2 3

3.7. In order to determine the reasons for the vulnerable position in
which the company is placed at the moment, we have carired out a detailed
survey of the Company's operations during the rost-closure period from
April 1972 to December 1974.  On the basis of our study, we have formed
the opinion that unsatisfactory overall performance during the above period
can be attributed to the combined cffect of several complex and in exorable
factors, some major, others relativelv minor.  These are outlined hercunder
for consideration and future remedial measure:

»

(a) At the very outsct, it appears 10 us that the Com~any's pro-
duction programme was optimistic to a fairly substantial extent
at the time of opening of the factorv and. in conscquence, the
Company's financial requirements were under estimated. 1t s
also clear to us that, had the financial requirements been pro-
perly assessed. and had the reopening been done on a pre-
planned gradual manncr, to correspond with the increase in the
production, the Company would not only have conserved
resources but could also have built up the necessary inventory
so essentially required for achieving production at the target
level.

{b) The above fiinancial difficulty was further accentuated duc to
the fact that the Company was not allowed to increase the
prices for its products for quite some time in spite of repeated
request made by the Company and. as a result, the Company
sustained loss cstimated at Rs. 54 lakhs leading to crosion of
its warking capital. In our opinion, the decision not to allow
the Company to increase the price at a time when costs were
spiralling was wholly unfavourable to the Company.

(c) It is also observed by us that the Company never undertook a
detailed survey to determine its financial requirements in terms
of a totality of its operations. In our opinion, this should
have been done and the financial institutions informed, so that
thev could have assessed the Company’s requirements in proper
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perspective having regard to all the circumstances. Instead of
the above required strategy, the Company asked for money in
piece-meal, so as to overcome the current difficulties without
laking into account the long term problems confronting the
Company. The position was made far worse because of the
procedural delays involved in certain cases varying from 3-4
months, thus making the Company's financial position more
acute and critical, leading to consequential depletion of inven-
tories in vital sectors of work.

(d) On the review of production since reopening as shown in
Annexure-II it will be observed that the Company failed to
achieve the target production within a short period after
resumption of opcration. They however achieved the 1400
level for a few months in 1973 & 1974.  In our opinion the
failure to maintain this level of production can be said to be
one qf the significant factors which led to the deterioration of
the situation,

The following factors had also contributed to unsatisfactory performance:

(a) Extremely high wages and salary cost per cvcle due to increase
in dearness allowance.

(b) Heavy burden of interest charges due to increased borrowings
from the financial institutions.

(c) Erratic supp'y position of some of the critical raw materials
resulting in loss of production.
(d) Sporadic power cuts,

(e} Adherence to Raleigh brand and the failure to initiate action
for a medium priced model.

3.8. Besides the above. the lukewarm approach and attitudes of the
management to some of the busic and vital issues concerning the Company’s
operations. failure to initiate action in time in anticipation of events and
lack of firmness had contributed in no small measure to the difficult situa-
tion the Company finds itself in at present. It is our opinion thut. inspite of
the various constraints in general and that of financial in particular, the
management could have possibly  secured better performance if they had
becn able to organise a suitable management, structure and to generate
appropriate motivation amongst the keyv personnel for attaining the basic
objective of achieving the viability within a reasonable period of time.

""" ke [ 3 2]



APPENDIX IX
(Vide paragraph 1.128)

Copy of D.O. No. 1(93)/74-EPE dated 12th March, 1974, from Shri
K. Rajagopalan, Development Officer, Directorate General of Technical
Development, New Delhi, 1o Shri J. P, Das, Director, Ministry of Com-
merce, New Delhi, and copy to Shri M .M. Sahlani, Director, Export
Promotion, Ministry of Commerce, New Delhi.

SuBJECT.—Cash Assistance on export of bicycles/bicvele components.

As vou are aware, conventional roadster bicvcles are almost always ship-
ped in a knocked down condition. There is. therefore. risk, consequent
on the abolition of the cash subsidy on cxport of completc bicycles. that
unsrupuluous exporting units might show exports of complete bicycles as
exports of bicycle components and walk away with 30 per cent cash assis-
tance prescribed for bicycle components.

In order to avoid this situation. it may worth considering the limiting
of the cash assistance on bicycle components to the shipment of only the

following component-:—
(a) Free Wheels
(b) Chains
(c) Hubs and hub parts
(d) Chain wheels and cranks
(e) Rims
(f) Spokes and Nipples
(g) Dynamo lighting sets
(h) B. B. Shelis.

The other components like frame tubing, forks, ctc. may not merit a subsidy
on the analogy of precedents already established for stecl tubes. products

with little value added etc.
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The advantage of the above proposal is that the bicycle parts specified
in the foregoing paragraph do not add up to complete bicycle and it would
be easy for the customs authorities to identify the shipments of these parts
from completely knocked down bicycles in what is known as case packing.
It is also pertinent to mention in this connection that the components speci-

fied above constitute the bulk of exports of bicycle components from the
ciuntry,

W'th reeards,
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APPENDIX X

s

Conclusions|Recommendations

Conclusions/Recommendations

Time and again, the Public Accounts Committee have adversely com-
mented upon the indiscriminate grant of cash assistance and other incentives
fer export promotion on the basis of ad hoc and incomplete assessments
that had little or no relevance to the realities of the situation at a given
point of time. The Audit paragraph under consideration, which . deals
with the grant of Cash Assistance and Import Replenishment for export of
bicycles and bicycle components is one more instance of formulation of
policies on the basis of an inadequatc assessment and appreciation of the
factors involved and of failure to take prompt corrective action even when
certain anomalies in the operation of the schemes had come to light. While
the Committee are not opposed. in principle, to the grant of incentives for
boosting the country’s exports they cannot help feeling, after a study of the
Audit paragraph and the cvidence tendered before them, that greater care
and vigilance should have been exercised in allowing large payments.out of
tthe exchequer and the export promotion schemes extended in a more pru-
dent and discriminating manner after formulating the policies in this regard
on more preciscly thought-out foundations. Some of the more conspictious
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deficiencies and defects in the schemes in  respect of bicycles and bi-
cycle components are discussed in the following paragraphs.

According to the Report of the Indian Institute of Foreign Trade, ‘the
main consideration for the grant of an export subsidy is the “removal of
price disadvantage mvolved in expori and making the export operation no
Jess attraclive than the domestic sale.” Cash Assistance is, thus, normally
intended to bridge the gap between the cost of production of an export
product and the f.o.b. rcalisation accruing from its export. Data in regard
to f.o.b. cost and f.o.b, realisation arc. thercfore, of vital importance fot
a proper determination of the need for and quantum of cash assistance.
The Committee are, however. concerned to find that for as long as eight
years (1966—1974), cash assistance for the export of bicycles and bicycle
componcnts had been extended. as in the case of other engineering goods,
not on the basis of any critical and scientific cost studies but on the basis
of what has been described by the Commerce Secretary as “a more or less
quick appraisal of the situation.””  Admittedly, when the decision to
introduce the cash assistance scheme immediatelv after devaluation was
taken in August 1966, it “was not based on any detailed calcutation.” Tt
has also been admitted that “the basis on which these decisions were” taken
were not always definite™ and that it was only in 1972 that the Commerce
Ministry decided “to have a second look” in respect of certain items and -
ascertain, on the basis of marginal costing, whether “‘these  deserved the

[e3
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cash assistance that has always been enjoyed by them” and cost studjes for
the purposc were commissioned through the Indian Institute of Foreign
Trade.

The Committee are concerned to note that even in the absence ot
relevant data and a cost-benefit analysis, the rates of cash asisstance for
bfcyclcs and bicycle components had been enhanced from the post-devalua-
tion rate of 20 per cent to 25 per cent with effect from 1 June 1967 and to
30 per cent with effect from 1 March 1968 and remained undisturbed there-
after til 21 Fcbruary 1974 in the case of complete bicycles (Roadster)
and till 13 March 1974 in respect of components, despite the fact that
certain perceptible changes had taken place during this period in regard to
the indigenous availability of raw materials required for the manufacture of
bicycles and bicycle components and in the behaviour of international
prices. The Committee feel that the position should have been kept under
constant review and timely corrective action takem on the basis of data
relating to cost of production and fo.b. realisations instcad of extending
the scheme from year to year in what appears to be an injudicious manner.
Since devaluation should not have ordinarily warranted further assistance
and incentives for export promotion. the initial decision to extend casl.
assistance also ought to have been taken only after detailed cost studies.
That thesc elementary precautions were not taken in regard to schemes
involving considerable outgo from the public exchequer is regrettable.



I

4

Pl

2

1°161

1°162

Ministry of Commerce

Ministry of Commerce

Even after the introduction in 1972 (after some anomalies in the
operation of the cash gssistance scheme for engineering goods had been
Frought to the Ministry's notice by the Central Board of Excise & Customs)
of the concept of determining the gap between the cost of production and
f.o.b. realisations on the basis of a more scientific analysis of cost data, the
question of making suitable adjustments in the rates of cash assistance for
bicveles and bicycle components had been hanging fire, for one reason or
the other, for nearly two years. Thus. the Indian Institute of Foreign
Trade. n their Report submitted in November 1972, had assessed that the
percentage of uncovered loss on exports to the f.o.b. cost in the case of
complete bicycles (Roadster) manufactured by  five representative units
ranged begween 1.9 per cent to 30.2 per cent after taking into account the
then available cash assistance of 30 per cent and  had recommended the
continuance of cash assistance and other export assistance for bicycles and
comyonents at the rates then prevailing. It had, however, been decided
that consideration of the Institute’s Report might be held over on the ground
that & Committee, appointed  in - January 1973 under the Chairmanship of
the Chicf Controller of lmports & Exports to  review  the Registered Ex-
potter’s Policy for 1973-74, had also been asked to review, inter-alia, the
need for and quantum of existing cash subsidies and import replenishment.

Surprisingly enough. though the Review Committee referred to above,
had in an anncxure to its report submitted in February 1973, proposed
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reduction of the rates of cash assistance for bicycles and bicycle compo-
nents to 22.5 per cent and 20 per cent respectively of the f.o.b. realisations
as against 30 per cent admissible for both then, and had also proposed
reduction of the existing rates of import replenishment [from 20 to 10
per cent for complete bicycles (Roadster) and from 30 to 20 per cent for
components] the proposzd reductions were not given effect to. Explain-
ing the reasons for the non-acceptance of these proposals, which would
have resulted in a saving of Rs. 83 lakhs by way of cash assistance and
Rs. 80 lakhs in forcign cxchange by way of import replenishment during
1973-74, the Commerce Ministry have stated, inter alia, that there was a
discrepancy between the main  recommendation in the Report of the
Review Committee and the figures shown in the annexure and that the
recommendations had not been accepted as they involved an increase in
the rates of cash assistance on many of the items, which was not consi-
dered possible without proper cxamination of cost data relating to the
products. It is, however, not clear to the Committee why the alleged dis-
crepancy was not got reconciled by reference to the Review Committee.
Since the recommendations must have presumably been based on a study
of data then available and of the then prevailing trends of f.o.b, realisa-
tions from exports of bicycles and bicycle components, it is also not clear
to the Committee why items in respect of which reduction in rates of cash
assistance had been recommended could not have been viewed in isolation
and cost data in respect of items for which increase in the rates of cash
assrstance had been proposed. examined separately so as to safeguard
against the payment of larger amounts than was considered necessary.
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That whatever studies werc undertaken by the Indian Imstitute of
Forcign Trade were only haphazard would be evident from the anomalies
pointed out subscquently by the Cost Accounts Branch of the Finance
Ministry to whom the Institute’s Report had been ref:rred for advice in
May 1973. While the Institute had assessed, after comparison of the
manufacturing cost of two units (‘U and V"), that the uncovered loss,
after taking into account the then admissible cash assistance of 30 per
cent, would be respectively 2.8 per cent and 1.9 per cent, the Cost Ac-
counts Branch had detcrmined the loss in respect of these units, on the
basis of marginal costing, as 24.65 per cent and 17.69 per cent respec-
tively as against the then existing assistance of 30 per cent. Apart from
pointing out certain anomalies in the method adopted by the Institute in
working out the f.ob. cost of bicycles, the Cost Accourts Branch had
also drawn attention to a significant fact that the Institute’s study had not
taken into account the extra benefits accruing to the exporters from the
import replenishment on export of bicycles and components which were
normally sold at a high premium (one of the leading manufacturers of
bicycles, Sen Raleigh Ltd., had themselves indicated later in November
1974 that they had obtained a premium of S0 per cent by giving their
import replenishment as a nomination to other parties) or were utilised
by importing directly raw materials or capital goods, as a result of which
the exporters would derive considerable advantage in imports over indi-
genous cost.  This position had also been confirmed in July 1973 by the
Director General, Technical Development, who had pointed out that the
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actual import content in complete bicycles (Roadster) would work out to
less than 10 per cent of the f.o.b. realisation as against the 20 per cent
Import Replenishment then allowed.

It is sigunificant in this context that while cost studies had been com-
missioned through the Indian Institute of Foreign Trade after the Central
Board of Excise and Customs had drawn the Commercz Ministry's atten-
tion to certain anomalies in the operation of the cash assistance scheme
for engincering goods, thc Review Commiltee under the Chairmanship of
the Chicf Controller of Imports & Exports had been set up only in con-
nection with the annual revision of the Import Policy and not in the context
of the anomalies in the operation of the cash assistance scheme highlighted
by the Central Board of Excise & Customs. In these circumstances, the
Committee are unable to appreciate the rationale for deferring considzra-
tion of the Institute’s Report. After having specifically commissioned
these studies, it would have been more appropriate to have referred the
Report promptly to the Cost Accounts Branch or entrusted the cost
studies to them ab initio, instead of having waited for more than six
months. Better results might have ensued from adopting such a course
of action. Unfortunately, the Commerce Ministry appear to have adopted
a ‘Heads | win, Tails you lose’ attitude in dealing with this question.

After making yet another abortive attemipt in August 1973 to reduce
the rates of cash assistance for complete bicycles (Roadster) and bicycle
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components, a decision had been taken, in January 1974, by the Market-
ing Development Fund to reduce the cash assistance for complete bicycles
(Roadster) and bicycle components from 30 to 20 per cent and for special
model Sports Light Roadster (SLR) bicycles from 25 to 224 per cent.
However, while orders conveying these decisions were yet to be issued,
the Director General, Technical Development had  informed the Com-
merce Ministry, in February 1974 that the unit value realisations from
complete bicycles (Roadster) had increased from 8.50 pounds (Rs. 161)
to 12.50 pounds (Rs. 236) which might “nccessitate a close second look
at the level of the present cash compensatory support for this item.” On
fresh calculations being made by the Cominerce Ministry, it was found
that there was no loss in the export of complete bicycles (Roadster) and
accordingly cash assistance on this item had becn abolished with effect
from 22 Fcbruary 1974,

However, barely six months later, cash assistance for complete bicycles
(Roadster) had been reintroduced on an ad /o basis. though at a reduced
ratc of 15 per cent, with effect from 1 September 1974 to be effective till
31 March 1975, pending collection of relevant cost data and their exami-
nation by the Cost Accounts Branch. It appears that this, decision had
been taken on the basis of “a <pate of representations” received from the
industry in this connection and on the ground that fo.b, realisations had
not been “as high as they were originally™ and that the realisations varied

$0Z
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“from market to market”. The Committce, however, find (hat the Fin-
ance Ministry had expressed a number of reservations in regard to this
proposal and had pointed out, inter alia that having withdrawn cash assist-
ance for complete bicycle (Roadster) completely, its reintroduction with
out a detailed cost study may not be justified and that the grant of cash
assistance on an ad hoc basis without supporting details had becn object-
ed to by the Public Accounts Committee in the case of Audit Paragraphs
on Cash Assistance on some items included in the Report of the Comp-
troller and Auditor General of India for the year 1972-73. In fact, on
5 August 1974, the Additional Secretary in the Commerce Ministry him-
self had suggested a lower rate of 12} per cent for both bicvcles (Road-
ster) and bicycle components. while the Under Secretary and Director in
the Ministry had suggested, on the basis of the data available from the
report of the Cost Accounts Branch prepared in connection with fixation
of domestic prices for bicycles as well as data made available by the
exporters in 1974 alongwith their representations, a rate of 10 per cent
uniformly for complete bicycles (Roadster) and bicycle components.

It is also significant in this context that in arriving at the rate of 123
per cent (later revised to 15 per cent by the Cash Assistance Review
Committee) the Commerce Ministry had relied on unauthenticated data.
Besides, while in the calculations for determining the loss on exports, the
f.o.b. cost of Rs. 260 furnished. in July 1974 without any detailed breakup
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by the Chairman; Bicycle and Bicyele Components and Accessories Paitel
of the Engineering Export Promotion Council [who was also con-
nected with a leading bicycle-manufaeturing firm, Hero Cycles (P) Ltd]
had been adopted, the f. 0. b. realisation of Rs. 200 had been assumed on
the basis of data given by another manufacturer (Atlas Cycle Industries
Ltd.), whose f.o.b. realisations from different experts to various countries
during 1974 ranged from Rs. 179.85 to Rs. 293.31. The Fifiance Minis-
try had also gone on record. in no uncertain terms. that it had been
the expericnce in the past that the data given by the Export Promotion
Council/industry were inflated and “in a majority of cases where cost
study was undertaken, the cash assistance was either not justified or recom-
mended at a much reduced rate.” While emphasising, therefore, the need
for being “‘very cautiows” in announcing the rate of cash assistance “which
may prove to be liberal later on when a detailed cost study is undertaken,”
the Ministry had pointed out that it was difficult to agree to the grant of
cash assistance at a rate higher than 10 per cent.

It has, however, been contended by the Commerce Ministry that while
the Finance Ministry's sugges'ion for restricting the cash assistance for com-
plete bicycles (Roadster) and bicycle components at 10 per cent  was

“totally an ad hoc proposal not based on any kind of data,” the proposal
for the grant of 12} per cent (later 15 per cent) cash assistance for com-

plete bicycles (Roadster) “was based on the available data and DGTD’s
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advice.” The Committee, however, find from the relevant note recorded
by the Director in the Commerce Ministry after discussions with the Deve-
lopment Officer of the Directorate General, Technical Development on 25
July, 1974 that the official of the Directorate had pointed out that as the
cxports of bicycles then being made related to contracts entered into some-
time back, the f.o.b. realisation did not reflect present prices and had
suggested that information from the Commercial Representatives in diffe-
rent countries should be collected to find out the price at which these
countries were importing Roadster bicycles. The subsequent discussions
on 17 August, 1974 between the Additional Secretary in the Ministry and
the Dircctor General, Technical Development also rclated not to complete
bicycles (Roadster) but to the appropriate rate of cash assistance for bicycle
components when the former had been informed that “from the point ot
view of costing data and its potential the rate cannot admit of anmy reduc-
tion below 15 per cent” In these circumstances and in view of the fact
that the data made available by the industry was not entirely reliable, the
Committee are unable to accept the Ministry’s contention in this regard.

That whatever assessments were made by the Commerce Ministry in this
regard had no relevance to realities would be evident from the subsequent
(February-March 1975) findings of the Cost Accounts Branch after a cost
study of three of the four bicycle manufacturers selected for the purpose as
well as from the data relating to f.o.b. realisations compiled by the Director
General, Commercial Intelligence and Statistics, Thus, while the Commerce
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Ministry had adopted the f.o.b. realisation as Rs. 200 on the basis of the
data given by Atlas Cycle Industries Ltd., according to the statistics pub-
ashed by the Director General, Commercial Intelligence & Statistics, the
f.ob. realisations during April-July 1974 actually ranged between
Rs. 188 and Rs. 247 (average Rs. 219). Had this figure been taken into
iccount, the loss on export would have worked out only to 6.7 per cent, as
against 18 per cont assumed by the Commerce Ministry, even after assum-
ing the f.o.b. cost of Rs. 260 as correct and without taking iato account
the benchit accruing from import replenishment. Though the correctness
of assuming the average realisation to be Rs. 219 has been disputed by the
Commerce Ministry, the Committee are of the view that as these data ate
indicative of the market trends prevailing at the relevant time, they are o1
some significance. In any case. it would appear from the subsequent cost
studics by the Cost Accounts Branch (details of which have been discussed
carlier in this Report) that in respect of three leading manufacturers of
bicyeles (T.1. Cycles India Ltd., Atlas Cycle Industries Ltd. and Sen Raleigh
Ltd.), the Joss on export, after taking into account the benefits derived from
import replenishment licences, was insignificant and there had,
in fact, been substantial gains in some cases. The Committee
regret that cash assistance should have been resorted to on an ad hoc basis,
without a scicntific evaluation of the costs and f.0.b. realisations.

What causes greater concern to the Committee is the fact that in spite
of the fact that the Finance Ministry had not agreed to the rate of cash
assistance proposed by the Commerce Ministry and had, in fact, repeatedly
drawn attention to the lack of adequate justification, in the absence of
authenticated data, for the rates proposed, the Cash Assistance Review
Committee should have overlooked these objections and decided upon a rate
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(15 per cent) which was more than what the Commerce Ministry them-
selves had proposed earlier (124 per cent). The Committee cannot coun-
tenance this procedure whereby the Finance Ministry had been ptecluded
from exercising its legitimate functions of careful scrutiny of expenditure ot
considerable magnitude sought to be incurred on an incentive scheme.
Though the Committee have been informed in this connection that the
Ministry of Finance (Department of Expenditure and Economic Affairs)
were also represented on the Cash Assistance Review Committee, this does
not, as has earlier been pointed out by the Committee in paragraph 1.112
of their 178th Report (Fifth Lok Sabha), obviate the need for obtaining
the specific concurrence and approval of that Ministry to a scheme that
appears to have been unjustified on all accounts,

Though the cash assistance of 15 per cent, granted on an ad hoc basis
in August, 1974, was valid only till 31 March, 1975, continuance of the
assistance at the same rate upto 30 September, 1975 and again upto 31
March, 1976 was sanctioned respectively on 30 April, 1975 and 1 October,
1975. The Committee find that the decision to extend the cash assistance
upto 30 September, 1975 was not taken on the basis of any fresh ¢xamina-
tion of detailed data in regard to f.o.b, costs and f.0.b. realisations but on
somewhat tenuous ground that continuity of cash assistance was necessary
in the interest of exports from the country. In view of the fact that tbe
reports of the Cost Accounts Branch on the cost study of leading manufac-
turers of bicycles had been received by then and these had also disclosed
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that the cash assistance eatlier given was hardly justified, the Committee feel
that the Commerce Ministry ought to have proceeded more cautiously and
taken these reports into consideration instead of extending the cash assis-
tance once again in ad hoc and indiscriminate manner. Similarly, though
it had initially been decided that the latest f.0.b. cost and f.o.b. realisation
should be taken into account while considering the question of cash assis-
tance beyond 30 September 1975, it appears that no detailed studies had
been conducted in this regard but the cost data submitted by a firm manu-
facturing complete bicycles, which disclosed a shortfall of 16 per cent and
18.85 per cent respectively in the case of two units, had been adopted.
Since, according to the Finance Ministry, past experience had shown that
the data made available by the industry were inflated, the Committee are
not sure how far the excessive reliance placed on the data furnished by the
industry could be considered justified.

The Committee find that even in the case of Sports Light Roadstet
(SLR) model bicycles, the rate of cash assistance had been increased from
10 to 123 per cent with effect from 1 April 1975 without taking into
account all the relevant factors. It has been stated by the Commerce
Ministry in this connection that the decision to enhance the cash assistance
had been taken by the Cash Assistance Review Committee on the basis of
representations received from the trade that the cash compensatory support
of 10 per cent was inadequate and of the report of the Cost  Accounts
Branch in respect of T-I. Cycles India Ltid,, which disclosed a loss of 12.1
per cent on exports of SLR bicycles. It is, however, sech that the Cost
Accounts Branch had simultaneously pointed out that the company had an
excess import entitlement licence of 15 per cent, the benefit from which

e e =

e = T
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could not be assessed and had, therefore, suggested that the Commerce
Ministry may take a view on the benefits, if any, on the import entitlements
in deciding the quantum of cash assistance. This aspect, unfortunately,
does not appear to have been gone into. In view of the fact that ihe
import replenishment on bicycles was admittedly found on examination
to be much higher than the actual import content and the excess import
entitlement could also be transferred at considerable premium, the Com-
mittee fail to understand why this important and vital question had been

over-looked in determining the quantum of cash assistance necessary for
SLR bicycles.

The manner in which the question of granting cash assistance for bicycle
comronents had been handled causes even greater concern to the Com-
mittec. While taking a decision to abolish, with effect from 22 Februaty
1974, cash assistance for complete bicyclzs (Roadster), no change had,
however, been made in the January 1974 decision of the Marketing Deve-
lopment Fund in regard to bicycle components (viz. to reduce the cash
assistance from 30 to 20 per cent) on the ground that no separate costing in
respect of components were made nor had the Director General, Techmical
Development intimated any higher unit value realisation from their exports.
The Committee find in this context that when the proposal for reduction of
cash assistance from 30 to 20 per cent was sent to the Finance Ministry in
February 1974, that Ministry had suggested, on the consideration that if
export realisation was much more than the cost of production for complete

I {14
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bicycles the same position would hold good for components also, that cash
assistance on bicycle components might be withdrawn. This had not been
accepted by the Commerce Ministry on the ground that as more than 75
per cent of the export was accounted for by components and the manufac-
turers of components were mostly in the small scale sector, their economics
of production and export could not be compared with that of the cycle
manufacturers who were mostly in  the organised sechor, and that exports
of components would have a set back if the cash assistance was withdrawn

completely.

Both these arguments had, however, been refuted in March 1974 by the
Ministry of Finance. As regards the contention that exports of compo-
nents would have a set back if cash assistance was withdrawn, the Finance
Ministry had pointed out that if the withdrawal of the assistance on com-
plete bicycles could not result in a set back 1o cxports, the position should
not be different for components.  With reference to the distinction sought
to be drawn between the organised sector and the small scale sector, the
Ministry had drawn attention to the fact that the rates of cash assistance
were decided only on the basis of cost of production and f.o.b. realisation
and no distinction was made between the small scale sector and the large

scale sector.

Though the Finance Ministry had not then pressed this issue further as
proper cost data werc not available for an objective analysis, subsequently,
on reconsideration of the question in June 1974, the Ministry had pointed
out that even without waiting for a detailed cost study, there was “clear
justification” for reducing cash assistance for components to prevent mal-
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practices. That Ministry had accordingly suggested that, pending reference
to the Cost Accounts Branch for cost study, cither the cash assistance on
bicycle components be reduced from 20 to 10 per cent or cash assistance
on complete bicycles as well as components be allowed uniformly at 10 per
cent. The following valid reasons had been cited, inter alia, by them in
support of their suggestion:

(i) While the producers of bicycle components are mainly in the
small scale sector, it is not necessary that exporters are the
same who are the producers of componcnts. Exporters are
different from the producers. They will be purchasing the
components from the producers and then exporting. This may
add to the ultimate cost of export on account of cost of export
overheads and other expenses. Continuance of cash assistance
will only help such middle man exporters in quoting lower
prices.

(ii) As the item is of labour intensive nature, Indian prices should
be competitive in view of the high cost of labour in other
developed countries.

(iii) Cash Assistance on complete bicycles and SLR bicycles has been
withdrawn/reduced after taking into account the increase in
unit realisation in International Market. The unit realisation

it
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for components would also have gone up in line with similar
buoyance for all other products. The argument for complete
bicycles will be equally valid for components.

(v) Continuance of cash assistance of 20 per cent on components
may result in misuse of the facility in as much as complete
bicycle may be sent in semi-assembled condition for the pur-
pose of claiming cash assistance. The country will lose foreign
exchange on account of higher unit realisation for a finished
product and also will have to pay cash assistance even though
it has been withdrawn.

In fact, even as early as in March 1974, the Director General, Techni-
cal Development had informed the Commerce Ministry that as conventional
Roadster bicycles were almost always shipped in a knocked down condi-
tion, there was a risk, consequent on the abolition of cash assistance for
complete (Roadster) bicycles, that unscrupulous exporting units might show
exports of complcte bicycles as exports of components with a view to
claiming the cash assistance prescribed for components.

The Committee are, however, surprised to find that in utter disregard
of the reservations expressed by various official agencies. no positive steps
werc taken by the Commerce Ministry to prevent the possible abuse of
the cash assistance available for bicycle components. It would appear,
prima facie, from the statistics of exports of bicycles and bicycle compo-
nents during the period when cash assistance on bicycles stood abolish-

S1T
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ed as well as from the two specific cases of exports of bicycles and com-
ponents to countries ‘P’ and ‘Q’ cited in the Audit paragraph that these
fears were not entirciy unfounded. Though the Commerce Ministry have
attempted to prove that the apprehension that complete bicycles might
be cxported as components was not borne out by the actual export per-
formance, the reasons for the somewhat drastic decline in the exports of
complete bicycles and increase in exports of components to countries ‘P’
and Q" have not been satisfactorily explained. Besides, the Engincering
Export Promotion Council themselvss had pointed out, in their representa-
tion pleading for the reintroduction of cash assistance for complete
bicycles, that in the absence of cash assistance for complete bicycles, “the
tendency would be to increase export of components and even declare the
complete bicycles which are always exportzad in CKD (completely knock-
ed down condition) as exports of components with a motivation to get
cash subsidy of 20 per cent.” The officials in the Ministry of Commerce
had also conceded, in their notes on the suggestions of the Finance Minis-
try referred to earlier, the possibility of abuse of the cash assistance on

components.

As stated carlier. one of the arguments advanced by the Commerce
Ministry for not withdrawing or at least reducing cash assistance for com-
ponents is that while informing the Ministry of the increase in unit valu¢
realisations from complete bicycles. the Director General, Technical Deve-
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lopment had not indicated similar higher realisations from exports of
components. No reference on this question was cither made at that stage
to the Dircctorate by theh Commerce Ministry.  However, even in the
absence of any communication in this regard, it should have been evident
that if rcalisations from exports of bicycles had increased, it was only
logical, as a natural corollary, that realisations from exports of components
should have also increased at least relatively if not on the same scale as
complete bicycles It is also significant in this context that even in Novem-
ber 1972, while recommending cash assistance at the then existing rates for
both complete bicycles and components, the Indian Institute of Foreign
Trade had nevertheless pointed out, imter alia, that “the hope of bridging
the gap between the f.o.b. cost and f.o.b. realisation through improved
unit value realisation may be partially justifiable” in the case of bicycle
components on the basis of data in regard to unit value realisations during
the period from 1965-66 to 1970-71.

The Commitice note that while the unit value realisation from exports
of bicycles rose by 9 per cent in 1973-74 as compared to 1972-73, the
corresponding rise for most of the components was 1T per cent or more,
and that between April and July 1974, the unit value realisations from
most components rosc by 25 per cent or more whereas that of bicycles
fell marginally by 3 per cent.  That the unit value realisation from ex-
ports of components had, in fact, increased during the period in question
is also evident from the data relating to exports of components to coun-
tries ‘P’ and “Q’. Thus, while the export of bicycle components to country
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‘P’ had increased only about 22 per cent during April 1974 to Septem-
ber 1974 as compared to the exports during the corresponding period in
1973 (from 12.23 lakh kgs. to 14.97 lakh kgs.), the value of the exports
had risen by nearly 119 per cent (Rs. 138.38 lakhs as against Rs. 63.09
lakhs). Similarly, while exports of components (other than saddles) to
country ‘Q" had increased by 67 per cent (from 2.74 lakhs kgs. to 4.59
lakh kgs.) during the relevant period as compared to the exports during
the corresponding period in 1973, the value of the exports had gone up
by nearly 171 per cent (from Rs. 17.48 lakbs to 47.44 lakhs). Signi-
ficantly enough. the [Engineering Export Promotion Council had also re-

commended cash assistance of 15 per cent for both components

and
complete bicycles.

The Committee find that while drawing the Commerce Ministry’s at-
tention, in February 1974, to the possible misuse of the cash assistance
on bicycle components, the Director General, Technical Development had
also suggested that, to prevent abuses, cash assistance might be restricted
to only eight components which constituted bulk of the exports from the
country The Directorate had also pointed out that as these components
did not add up to a complete bicycle. it would have been easy for the
Customs authorities to identify consignments of these parts from those of
complete bicycles exported in a knocked down condition. Though the

81T
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Commerce Ministry had feit, in view of the fact that there were more
than seventy five components of bicycles, that “some more thought could
be given to this problem” and that the components could perhaps be put
into two groups, one for which cash assistance would be admissible and
another for which such assistance would not be available, while announcing
the registered exporters’ policy and cash assistance effective from April
1974, the Committee are concerned to note that this question was not
pursued to its Jogical conclusion for one reason or the other. As this deci-
sion, if implemented, would have imparted greater rationality to the cash
assistance scheme and would have curbed at least partially the misuse of
the scheme besides resulting in considerable savings to the exchequer, the
Committee are inclined to take a serious view of this failure,

In these circumstances, the Committee are firmly of the view that the
possibility, however remote, of the cash assistance for components being
abused by unscrupulous exporters in the absence of similar assistance for
complete bicycles should have been promptly taken notice of and necessary
corrective action taken to plug the loophole. The Committee, however,
regret that even the clementary precaution of ascertaining the f.o.b. reali-
sations from exports of components had not been taken by the Commerce
Ministry and cash assistance had been persisted with without reference to
any cost data on the tenuous ground that exports of components would
suffer a setback. '

As in the case of complete bicycles (Roadster), subsequent examina-
tion (November 1974—April 1975) by the Cost Accounts Branch of the

617



as

1-182

Ministry of Commerce

cost data furnished by three manufacturers of components had disclosed
that the cash assistance allowed, from time to time, on exports of compo-
nents which were studied (Rims, Caliper brakes and Dynamo Lighting sets)
was not justified or was hardly justified. It has, however been contended
by the Commerce Ministry that as the data stdied by the Cost Accounts
Branch related only to three componen's, these were not “very fepresen-
tative” and it was difficult to apply the conclusions reached in these three
cases to all the componcnts numbering about seventy five. Since, according
to the Director General, Technical Development, bulk of the exports was
accounted for by only eight components, the Committee are unable to ap-
preciate why data relating to at least these components could not have
been examined and the policies in this regard formulated on more precise

foundations instead of indiscriminately and cven irrationally extending the
scheme from time to time.

N appears that in spite of the fact that the Finance Ministry had ex-
pressed a number of reservations in regard to the proposals made by the
Commerce Ministry from time to time and various officials in the Com-
merce Ministry also held different views on the subject, the Minister’s ap-
proval had not been obtained at any stage to the decisions taken about
the continuation and quantum of Cash Assistance at different points of
time except while increasing the cash assistance rate on SLR Bicycles in
October 1975. Since conflicting views had been expressed on the subject
and the decisions also appear to have been taken on an ad hoc basis, the
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Committce are of the opinion that all the facts ot the case ought to have
been placed before the Minister who could then have had an- opportunity
to give his considered views on the entire question. The feasibility of pres-
cribing suitable monetary limits for the grant of cash assistance at the
Secretary's level, without obtaining the Minister’s specific approval, should
be appropriately examined.

Apart from the somewhat indiscriminate extension of cash assistance
for bicycles and bicycle components, impost replenishment also appears
1o have been allowed on a larger scale than necessary and the Commitice
are concerned to observe that there had been avoidable delay in revising
the rates of import replenishment. As pointed out earlier in paragraph
1.162, though the Committec appointed under the Chairmanship of the
Chief Controller of Imports and Exports had proposed, in February 1973,
reduction of import replenishment for bicycles (Roadster) and bicycle
components to 10 per cent and 20 per cent respectively from the then
existing rates of 20 per cent and 30 per cent, which would have resuited
in a savng of Rs. 80 lakhs in foreign exchange during 1973-74 alone, the
proposed reductions had not been eflected to. Admittedly, prior to 1973
no study had been made in the Commerce Ministry to determine the pre-
mium on import replenishment licences. Subsequently. in May 1973, the
Cost Accounts Branch. to whom the Rcport of the Indian Institute of
Foreign Trade on ‘Bicycles and Bicycle Par's’ had been referred, had also
drawn attention to the fact that the import replenishments on exports of
bicycles were normallv sold at a heavy premium. (Subsequent scrutiny
of the cost data of leading bicycle manufacturers had also indicated that

1z
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while Sen Raleigh Ltd. had sold their import replenishment at a premium
of 50 per cent during 1973-74, Atlas Cycle Industries Ltd. had sold their
import replenishment in 1973 at premia ranging from 30 to 49 per cent).
As early as in July 1973, the Director General, Technical Development
had also pointed out that the actual import contents in compiete bicycles
(Roadster) worked out to less than 10 per cent of the f. 0. b. realisation as
against 20 per cent then allowed. The Commerce Secretary also conceded

during evidence that about 17 per cent of the import replenishment licences
were nominated to others.

Yet, it was only in April 1974 that the import replenishment for
bicycles (Roadster) and bicycle components were reduced respectively to
10 per cent and 20 per cent.  No. change was, however, made in the rate
of 30 per cent in respect of SLR bicycles. That these rales were also
liberal and had no relevance to realities would be evident from the study
by the Cost Accounts Branch (August 1974—March 1975) of the costs
of T.I. Cycles India Ltd.. Atlas Cycle Industries Ltd. and Sen Raleigh
Ltd. which disclosed that the actual import content in the bicycles exported
by the respective units was very small compared to the entitlement [the
import content was only 0.5 to 2.27 per cent of fo.b. realisation for
various brands of complete bicycles (Roadster) against the en‘itlement of
20 per cent in 1973-74 and 10 per cent in 1974-75; and about 15 per cent
pf f.0.h. realisation in the case of SLR bicycles against the entitlement

T



of 30 per cent]. The cost studies int respect of manufactuters of certain
components (November 1974—April 1975) also suggest that the actual

requirements of imported materials were much less than the Import Re-
plenishment entitlements allowed.

a8 1.18¢ —Jo— The Committee are unable to sce any justification for allowing inipon

replenishment on such liberal scales for exports of bicycles and bicycle
components. It has, however, been contended by the Commerce Minis-

try that as the percentage of import replenishment is sometimes calculated

for a group of products and it is not possible to prescribe separate rates

for each item under such a system, some items enjoy unintended benefits
while others may be getting less than their requirement. While this argu-
ment may perhaps be valid to some extent in the case of componeats, it B
is difficult to appreciate the Ministry’s reluctance to determine the quan- %
tum of import replenishment actually required for bicycles (Roadster) and
SLR bicycles on a need-based analysis.  Since, according to the Finance
Ministry, there may not be more than two units manufacturing SLR
bicycles and exporting them, it should not be too difficult to determine

the quantum of import replenishment necessary after a detailed scrutiny,

of all relevant data.  The Committee would. therefore, urge Govemmcntl

to re-examine this question in all its aspects and ramifications and bring
about the desired improvements in the Tmport Replenishment Scheme.
They would also reiterate, in this connection, their recommendation con-
tained in paragraph 1.15 of their 164th Report (Fifth Lok Sabha) that no
import replenishment licence shou'd be granted against the export of these
commodities which do not have any import content and such licences
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should not also be allowed to be transferred or ytilised for imports of
machinery, cquipments, tools, fixtures and spares which are not required
for the production or processing of the commodities being exported.

The final picture that emerges from the foregoing paragraphs is, thus,
far from satisfactory. The Committee cannot help feeling that greater
concern has becn shown by the Commerce Ministry, without adequate
justification, for the interests of the industry rather than for ensuring that
the country’s scarce resources are not expended indiscriminately and
injudiciously. During the period from 1970-71 to 1974-75, while the
total amount of cash assistance admissible for exports of bicycles and
bicycle components worked out to about Rs. 15 crores, an import reple-
nishment of about 14 crores had been allowed for this purpose, against
the total exports valued at Rs. 60.58 crores. It is also significant in this
context that only about 8 per cent of the production of Roadster bicycles
is exported while the country is yet to make a perceptible impact in the
market for SLR bicycles. If the other concessions and facilities for ex-
port promotion such as drawbacks of customs and excise. railway freight
rebate. supplv of raw materials at concessional rates, etc. are also quan-
tified and taken into account, the total cost of these exports may well turn
out to be disproportionate to the foreign exchange actually earned.

As has been earlier pointed out by the Public Accounts Committ¢e,

24



in paragraph 149 of their 174th Report (Fifth Lok Sabha), the basic
defect in the system of granting cash assistance and other incentives sceins
to be he absence of an effective machinery with Government to concur-
rently evaluate and review the market trends, the f.o.b, realisations and
the impact of various kinds of assistance given for c¢xport promotion so
that necessary changes and adjustments could be effected promptly as soon
as wide fluctuations came to mnotice. As a result of this handicap, Gov-
ernment have had to place an almost exclusive reliance on the data fur-
nished by the industries themselves or the (Export Promotion Council.
which, admittedly, has been often found to be at variance with the actual
position obtaining. Tt would also appear that though market survey re-
ports indicating export prospects, prevalent price trends, efc. are received
from Indian Embassies abroad and other agencies, apart from transmit-
ting these to the Export Promotion Councils for exploiting the appor-
tunities revealed through such reports, very little use is made of these
reports by the Commerce Ministry for the determination of policies. It
has also been admitted by the Ministry that there is no machinery to cull
out price trends from these reports and use them for the purpose of fixa-
tion of cash assistance. Neither does the Ministry have at present amy
standing arraneements for the periodical collection, on regular basis, from
the FExport Promotion Councils data relating to f. 0. b. costs and realisa-
tions in respect of items for which cash assistance has been granted. This
is & situation which needs to be remedied immediatelv. Sfressing, there-
fore. once again the importance of devising a cuitable machinerv for a
concurrent review and monitoring of all the rclevant factors influencing




various incentives for €Xport - promotion so as to emsure that the trade

does not derive undue benefits from the fact that all the relevant infor-
mation may not be available with the administrative Ministry concerned,
the Committee would reiterate their recommendation contained in para-
graph 1.11 of their 236th Report (Fifth Lok Sabha). '

31 1.188 Ministry of Commerce Yet another reason advanced by the Ministry for not taking into
account the f.0.b. realisations reported, from time to time, by the Director
General, Commercial Intelligence and Statistics s that these figures are
not available at the time of formulation of the policies and that the pub-
lished statistics are usually received after six months, The Committee !
note that in pursuance of their recommendations in this regard, contained
in paragraph 1.50 of their 174th Report (Fifth Lok Sabha), certain im-
portant changes in the method of compilation and publication of trade
statistics coupled with the structural strengthening of the organisation have
been made, as a result of which the time lag between the period for which
the information relates and its compilation and preparation for publica-
tion has been reduced from about six months to about three months at
present.  The monthly Statistics of the Foreign Trade of India are also
now stated to be received in manuscript form without waiting for a printed
copy of the volume. While these improvements are undoubtedly to be
welcomed the Committee are, however, concerned to learn that there
i8 no machinery in the Commerce Ministry to watch and monitor export

4
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realisations whether on the basis of the data available in the manuscript
copy or otherwise, which make it all the more imperative to devise a
suitable machinery for a concurrent review and evaluation of f.o.b. reali-
sations as recommended in the preceding paragraph. There should also
be a regular arrangement for the periodical collection of cost data and
their examination by the Cost Accounts Branch from time to time, at
least in respect of those commodities involving heavy outflow of cash
assistance, instead of extending the assistance on an ad hoc basis on the
ground that the collection and examination of the data takes a long time.

According to the Report of the Indian Institute of Foreign Trade, one
of the reasons for the high f.o.b. cost, necessitating large quantum of cash
assistance, Is the high proportion of the fixed overheads to the f.o.b. cost
resulting from the under-utilisation of the total capacity available in the
country for the production of bicycles. (In respect of two bicycle-manu-
facturing units studied by the Institute, the fixed overheads constituted
6.7 and 13.0 per cent of the f.o.b. cost). Observing, in this context, that
production of bicycles can bc almost doubled if the total installed capa-
city is fully utilised, which in turn could reduce the unit cost at least by
distributing fixed overheads over much greater numbers, the Institute’s
Report points out that “if production increases by 50 to 100 per cent of the
existing capacity, the incidence of fixed overheads on each unit of pro-
duction will be reduced by about 33.3 to 50 per cent.” Tt is discon-
certing to note that the actual production of bicycles was only 48.7 per
cent to 63.3 per cent of the installed capacity during the period from
1970 to 1975, only about 8 per cent of the actual production had been
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exported. It has also been conceded by the representative of the Directorate
General, Technical Devclopment that the high cost of production could be
attributed to managerial inadequacies and lack of cost consciousness.
Subsidising such exports at the cost of the public exchequer would, there-
fore, tantamount to paying a premium for the inefficiency of the bicycle
manufacturers, - :

Another reason for the inability of the Indian bicycle manufacturers to
compete effectively in the international market appears to be the quality of
the Indian bicycles. The Commerce Secretary has also been good enough
to concede that while the Roadster bicycles have functionally proved their
worth in tl}e developing countries, in certain markets and certain models,
Indian bicycles do not measure up to the exacting standards set up by the
importing countries, as a result of which the country has not been able 0
compete with the products of United Kingdom or Japan. In regard to
designs and looks also it has been admitted that the Japanese bicycles are
“far superior”. Since large scale manufacturers of bicycles in the organised
sector generally buy out components manufactured in the small scale sector
and in the absence of an adequate machinery for ensuring that the quality
of such components fulfils the prescribed standards and specifications, the
quality of the Indian bicycles would appear to have been adversely affected.
All these underscore the importance of improving upon the existing arrange
ments for enforcing quality control 'and of a coordinated programme for
Research and Development so as to be able to cater to the requirements of

144
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the sophisticated markets. This is particularly necessary in view of the fact
that other developing countries like lran, Traq, Sri Lanka, Indonesia,
Nigeria, ctc. arc also establishing assembling plants for Roadster bicycles
and a survey of foreign markets has also disclosed that the demand for
complete Roadster bicycles will not increase the world over.

The Committee have been informed in this connection that while the
emphasis in earlier ycars had been on import substitution, it has now been
shifted to the up-dating of technology as well as to aspects of cost reduc-
tion where the current effort in relation to the total turnover of the industry
is still far from adequate and that a Panel for the bicycle industry, in which
all the manufacturers and some of the important consumers would be mem-
bers, has been constituted in April 1976 to go into various aspects relating
to the growth and restructuring of the industry, like better utilisation of
existing capacity, modernisation, technology development, diversification,
cost evaluation and reduction, export generation and other related matters.
The Pancl will also cxamine, in the context of a larger mounting of research
and devclopment effort in areas like material conservation, reduction of
process wastes, use of alternate light weight, high strength materials, etc.,
and whether a scparate research centre for the bicycles and bicycle compo-
nents industry is necessary and feasible. Standardisation specifications of
components and raw materials is a'so one of the terms of reference of the
Panel. Considerable time having elapsed since the Panel was constituted,
the Committee would like to be apprised in some detail of the progress made
so far by the Panel and the specific steps taken to achicve the objectives

envisaged.
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As regards improving the quality of bicycles and components, the Com-
mittee learn that the whole question of quality control on engineering exports
including exports of bicycles and components js currently being gone into
by a committee under the Chairmanship of the Secretary (Technical Deve-
lopment). They would like to know whether this exercise has been com-
pleted and, if so, the measures taken as a sequal thereto. The Committee
need hardly emphasise the importance of ensuring that the quality of Indian

bicycles and bicycle components come up to the exacting standards set by
the sophisticatcd market.

Yet another reason for the high f.o.b. cost of Indian bicycles is stated
to be the high prices charged by the secondary sector for cold-rolled steel ~
strips, the basic raw material required by the industry. The Committec
have been informed in this connection that while hot-rolled steel strips are
available at the JPC (Joint Plant Committee) controlled prices, the prices
of cold-rolled steel strips are totally uncontrolled. Since an assured supply
at reasonable prices of the basic raw material required by the bicycle industry
has a direct bearing on the f.0.b. cost, the Committec desire that the ques-
tion of high prices charged by the secondary sector should be gone jnto
urgently by the Steel Ministry and necessary corrective action taken to
discipline the private producers of cold-rolled steel strips.

The Committee are also of the opinion that instead of resorting to the
grant of ad hoc and picce-meal incentives for export promotion, it may be
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worthwhile to impose suitable export obligations on the industry and Gov-
ernment assistance extended only when it is absolutely inescapable. They
have been informed by the Commerce Secretary that the idea of imposing
export obligations and asking exporters to takc on themselves an export
commitment is alrcady under Government's consideration and that the
Ministry of Industry is also contemplating amendment of the Industries

- (Development and Regulation) Act to provide for an export obligation in

suitable cases, particularly in the cases of foreign-owned and multinational
companies. Since these measures appear to be only in an embryonic stage
still, the Committee would urge Government to examine thesz expeditiously
and if found desirable bring forth necessary legislation for the purpose.
The feasibility of utilising the idle capacity in the bicycle industry for export
oriented activities should also be examined on a top-priority basis, in the
light of the findings of the Development Panel for the bicycle industry
which is stated to be engaged in a study of this subject.

The Committce also note that though there is a large market for the
Sports Light Roadster model bicycles, demand for which has been estimated
at 4 to 5 million a year, exports from the country have been only around
10,000 bicycles a year. Bulk of these exports are by T. I. Cycles India Ltd..
a company governed by Section 29 of the Foreign Exchange Regulation Act,
1973, with 52.6 per cent of the equity capital being held by non-resident
shoreholders. Tt has been stated that attempts made so far to make a purely
Indian-owned company to enter the export market for SLR bicycles have
not been successful on account of the absence of the requisite facilities and
technology within the country for the manufacture of three-speed hubs for
these bicycles. The Committee understand that the cost of manufacture of

LEZ
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the three-speed hubs in India would be prohibitive and even T.1. Cycles India
Ltd. have been importing this vital component. Efforts made by several
Indian companies for collaborative joint ventures for the production of
three-speed hubs for export with two of the four foreign firms—Shimano
of Japan and Sturmia—Archer of UK.—who are stated to have mono-
polised their production, have also been unsuccessful.  Since the develop-
ment of an cconomic and viable unit for the production of three-speed hubs
alone would require considerable capital investments, apart from the invest-
ment necessary in the steel and ancillary sectors for building up the produc-
tion facilities for various other critica! materials and combonents, it appears
that the country may not be in a position it the immediate future to make
any perceptible impact on the market for SLR bicycles.

The Committee have becn informed in this context that discussions
have been initiated with the purely Indian units manufacturing bicycles for
the up-dating of their facilities to the level of T. I. Cycles India Ltd. and that
the Panel for the bicycle industry. referred to earlier. would also go into
this question. In view of the fact that the demand for Roadster bicycles is
not likely to increase further, the Committee would urge Government to
examine this question on an emergent basis and take all steps to provide
the necessary infrastructural facilities for the production of a larger number
of SLR bicyckes and bicycles of more modern design required by the import-
ing countries on long term and assured basis. It should also not be beyond
the ingenuity of our technologists to find ways and means of achieving a
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breakthrough in the manufacture of three-speed hubs at réasonable cost.
The Committee would like to be apprised, in some detail, of the findings and
recommendations of the Development Panel in this regard and the specific
steps taken in pursuance thereof.

Incidentally, the Committee Icarn that T.1, Cycles India Ltd. has been
advised by the Reserve Bank of India to reduce its non-resident equity to
40 per cent by the Ist week of May 1977, in response to the company’s
application for continuing its activitiecs in India under Section 29 of the
Foreign Exchange Regulation Act, 1973. They would like to know whether
the company has complied with this requirement and, if not, the steps, if
any, taken to enforce the provisions of the Act.

From the analysis of facts given in the foregoing paragraphs, the Com-
mittec can safely infer that cash assistance provided for export of bicycles
and bicycle components has not been on a rationally justifiable basis. The
Committec are unable to understand how the Cash Assistance Review Com-
mittce could. on the basis of data thrown up (which was available also to
officers of the Ministries of Finance as well as Commerce) differ with the
suggestions made at different levels for a lower rate of cash assistance and
ultimately fixed it at 1S per cent. in the case of complete bicycles and 20
per cent in the case of bicycle components with effect from 1-9-1974.  They
would like Government to direct thc Cash Assistance Review Committee to
have a more rational approach in dciciding the commodities eligible for
export promotion and the rate of cash assistance justified in individual cases
so as to ensure that the country's scarce resources are committed in the
national interest of export promotion and not frittered away.
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