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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 ~e ' po r t  of 
the Complroller and Auditor General of India for the year 1974-75, Union 
Government (Civil) relating to Expon d 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 ba~ed  on the evidence taken and the further written 
information furnished by the Ministry of comn~erce. The Minutes of the 
sitti- form Part II* of the Rebort. 

3. A statement containing conclusions/recommendations of the Com- 
mittee is appended to this Report (Appendix). For facility af reference 
these have been pinted 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 placcd on record their appreciation of the 
assistance rendcred to them in the examination of this paragraph by the 
Comptroller & .4uditor General of India. 

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

C. M. STEPHEN, 
Nr:w DELHI; Puhlic a4ccounrq Committee. Chairman. 

, . . . .  .. +-.. _ -- 
*Not printed. One cyclostylcd copy laid on the Table of the House and 

five copies placed in Parliament Library. 



REPORT 

'EXPORTS OF BICYCLES AND BICYCLE COMPONENTS DURING 
THE 1970s. 

A. Audit Paragraph 

1.1. Presently, the instaIled capacity of the 14 units in the orgenised 
sector engaged in production of bicycles is reported to be 30.19 lakh 
bicycles; these units are located in Punjab, Uttar Pradesh, Haryana, West 
Benga?, Bihar, Tamil Nadu, Maharashtra and Assam. The organised 
sector accounts for :ibout 80 per cent of the production of bicycles. There 
are a number of unitc 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. 11n 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 bicvcle 
components during 1970 to 1974 were as follows: 

Year 
Production of o~aniscd sectclr 

Bicycles Bicycle corn- 
(Nos. lakhs) ponents value 

(Rs. lakhs) 

7-- 

*Souits: Annuil Replrts of the Director General, Technical Devclopmurt. 

@SOURQ: Annual Report of the Ministry of Industrg and Civil Supplies. 



Export of bicycles (complete) and bicycle components 

Year Bicycles (complete) Bicycle Total Percent- Percent- 
No. Value cornpi.- value age crf age of 

(La&) (Rs. lakhs) nents (Rs. lakhs) Cds. Cole. 
Value 

(Rs. Lakhs) 
3 t o 5  4 t o 5  

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. 
Exprt 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 hizh. 

1.5. Indian bicycles and bicycle components are exported to about 86 
countries of the world, main importers being Nigeria, lndoncsia, Iran, 
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 light 
roadster (special model speed light weight bicycles). The roadster is the 

universal model commonly used, and accounts for thc major portivn of out 
exports. The sports ligh: roaditer is a sophisticated model which is mainly 
in demand in the United States of America. There are only two manu- 
facturers of sports l i ~ h t  roadster bicycles. exports of which constitute$ only 
a m:dl portion (lest than 10 per cent b 1974) 4 of the total expof of 
biq cles. 



1.7. Rates of cash assistance and import replenishment admissible on 
exports of bicycles and bicycle components from April 1970 onwards are 
shown below : - 

peric.d C )mplete bicyclc C# mplete bicpclc Bicycle C m- 
jR )adster) , (Sport5 Light poncnts 

Rods te r )  

Caa'~ Imp-rt  Ca::h Import Ca..h Impc :rt 
assis- repleni- am:.- repleni- sss1:~- replcnl- 
tance shment tance shment tance shment 

(percentage c.f f.c>.b. value) 

1st April I 970 to  
3IS t  August 1970 . 30 20 20 47 30 30 

1st September 1970 
t" 21st Fcbruary 
1974 . . 30 20 25 30 30 30 

22nd February 1974 
to 13th March 1974 Nil 20 25 30 30 30 

14th March 1974 to 
31st March 1974 Nil 20 2 5 30 20 30 

1st April 1974 to 
2znd April I974 Nil 10 25 30 20 20 

23rd April 1974 to 
31st August 1974 Nil 10 10 30 20 20 

1st September 1974 
to 3ISt March 1975 15 10 10 30 20 20 

1.8. I n  1972 the Indiau Institute of Foreign Trade was asked to study 
the adequacy or otherwise of the cash assistance avai!iible for exports of 
co~nplctc (roadster) bxycles and bicycle components. In its reports sub- 
mi:ted in Noveinber 1972 the Institute reconimended continuance of cash 
asaidmce and export assistance at the rates ~rcvailing then. 

10 0 1 1 1  .;, i1,irJ 1973 a comniittce mas cet up  b! the Ministry of 
Commerce under the Ch:lirrndnship of tiic Chic! Controllc'r of Imports and 
! - \ ; ~ ~ r t s  to re\ is\$ the regiqtercd euportcr~, policy for 19'3-74. Ministries 
of Comnlc~-cc and Finrince as wcll a$ the Director Gcneral. Technical 
Developrncnt. were r ~ p r ~ ~ e n t e J  in the Committee. which was asked to 
rckicw, sniong other thinps. the nwd for and quantun~ of existin: cash 
s i ~ b s i d i ~ ~  and import rcplcnishrncnt. It u7ns deciclcd that since thiq corn- 
mittoc was going into the question of cash subsidies on engineerin? goods 
expo; tc consideration of the Institute's rerort on bicycles might be held over. 



1.10. In  an annexurc to its report submitted to Government in F&N- 
1973 the Committee indicated the proposed rates of cash assistance an 
exports of complete bicycles (roadster) and bicycle con~ponents as 22.5 
and 20 per cent of f.0.b. realisation respectively as against 30 per cent 
admissible for both then. Thc Committee also indicated therein proposed 
reduction of the existmg rates of import replenishment by 10  per cent viz., 
from 20 to 10 per cent for complctc bicycles (roadster) and from 30 to 
20 per cent for components. It was estimated that the proposed reduction 
in cash assistance would rcsult i n  a saving of Rs. 83 lakhs to Govcrnrnent 
during 1973-74. The proposed rcduction in import replenishment was 
expected to result in a saving of K h .  SO lakhs in foreign exchangc during 
that year. The abow rcductions ~ e w .  howe\rr, not effcctsd. 

1 . 1  1 .  Thc report of the Indian Institute of Foreign Trade was referred 
to the Cost Accounts Branch of the Ministr!, of Firiancc in May 1973 for 
advice about cash assistance ndrnissiblc on marginal cost basis. ?'hc Cost 
Accounts Br:1n:4 pcrintcd ou: ~ ~ i - l : l j n  ancmdies in the rncthod ;rdoptcd by 
the Institute i n  ~ ~ ~ r k i n ;  out  lie t.0.b. cost of bicycles. On the basis of 
the data for t\ . i l)  nianufacturing units. the Cost Accnunts Branch estimated 
that f.0.b. realisation fell short of thc  f.0.b. cost of those tivo units by 94.65 
and 17.69 per ccn: as against thc csisting cash assistance of 30 per cent. 
The Cost Accounts Branch a'so pointed out that the Jnstitutc's study did 
not take into account the extra benefits accruing to exportcry from inlport 
replenishment on cxports of bicycles and component:;. It added that 
"h'ormallg import entitlements arc sold at heavy premium or utilised by 
importing directly r3w materials or capital p o d s .  The units concsrned 
would derive considerable advnnt:ige in imports over indigenous cost." 

1.17. In July 1973 the Director Gencrnl, Technical Deve'oprncnt, 
confirmed the abovc presumption. starin: that the actual ivport  contcnt in 
complcte bicycles (rondstcr) would not excecd Rs. I0 p:'r. bicj~c:e. which 
worked out to less than 10 per cent of the f .o .b,  rc:~lisation. as against 
20 Fer cent import replcnishment allowed. About components dso .  i t  was 
stated that the actual in~port  contcnts was much lesq tha:~ the permitted 
Icvel of 30 per cent. 

1 . I  3.  In N o t m h r  1973 'C'. on: of thc 1enJ:ng n~:~nufacturc~,  of 
bic!clc~. submitted its cost data for 1973-74 to Government. 'C's c~ lcu la -  
tions showed a premium of 50 per cent on import replcni~hmcnt. Had 
premium on import replcnishment been taken into accou.it for the two 
unitc whose costing had hccn done b\ thc Indian institutc of Foreign Trade, 
the gap between the f.0.b cost and f.o.6, realisation would hnvc heen 
subt:intially less than 24 65 and 17.69 per cent. For e ~ a m p l c ,  prewming 
that prcmium on import replenish~nznt in 1971-72. fnr which costing was 
done by the Institute. was 50 ycr cent. as in the case of 'C' in 1973-74, the 
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.gap betweem the f.0.b. cost and f.0.b. realisation would have been 14.65 
and 7.65 per cent respectively. 

1 .l4. I n  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.0.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 alnd premium on import replenishment, had not becn taken into 
account in working out the proposed r>te of cash assistance. Had those 
facts been taken into account the rate of cash assistance would have been 
lower than the rate proposed by thc Ministry of Commcrc-. Howcvcr, since 
the Institute's report had been ~ u x i v c d  in November 19?2 and a decision 
had already been delayed, the Finance Ministry gave its concurrence 
(October 1973) subject to the following:- 

( i)  reduction of cash a s i ~ i ; 1 1 ~ 1 _ '  on corn.-:,;.:1: bicycles ( roadster) 
and conlponents from 30 per cent to 2 0  per ceilt a!:d no; 21 per 
cent since the syst:m was to fix tiic ~ 2 4 1  assistance a! rounded 

rates; 

(ii) reduction of cash assistance on sports light roadster bicycles 
from 25 to 20 per cent as the f.0.b. realisation had increased 
by 6 dollars per unit as reported by the Director General, 
Technical Development, and 

(iii) reduction of import rcplcnisl~nient on cnmpletc bicycles 
(riadster) and cvmponents from 20 and 30 per cent to 10 and 
20 per cent respectively. 

I . l5. In  January 1474. it I \ , \ \  decided to nllow cash a s s ;~ tmcc  on 
complete bicycles (roadster) and cimponcnts ~t 20 per crnt and on $parts 
light rondstcr bicycies at 221 pcr ccnt of f.0.h. valu: ap.tinst :hc y:\:iil- 
inp sates of 30 per cent and 25  per cent. r~s~cctivcl!. It W:ii dirtxted that 
suitable adjustn~cnts in the inipart replenishnient rates should be niadz 
simultaneously. 

1.16. Whilc ordcls con\cylng [h,- nhkw dccivon ncre  y:t to he issued, 
the  Director General, Technical Development, informed the Ministry of 
Commerce in February 1974 that the unit-value rcnlisation from complete 
bicycles (roadster) had gone u p  from £8.50 (Rs. 161 ) to 2 13.50 
(Rs. 236), and that ~ u b s t m ~ i ~ l  c\rort  contracts wcre currently k i n g  booked 
at the higher pricc. The Ministry of C'ommercc rvnc4.: fresh calculations, 
and it was found that thew \\ ,I$ no loss in expoit of complcrt: hicycles 
(roadster). I t  was accordinply dccidcd (Fcbnlary 1074) to abolish cash 
assistance for complete bicycles ( roadrfer) . 



1.17. No change was m d e  in the decision of January 1974 about 
bicycle componerns and sports lighi roadster bicyclcs on the ground that 
n o  separate costing of these two itcms had been made, nor had the Direc- 
tor General. I e c I i i ~ ~ ~ d i  L\cvelop11:~11t, inmlated any higher unit-vi~lue 
redisation lilcrcfor. According ro Gover~m~ent ,  averilge increase in ullit 
v d ~ c  r ~ ~ . h i ~ t i o n  on ~ornponc:?~!~ n,is 6.57 pcr cent ( C S C ~ L I ~ I : ~ ~  saddles) 
durins April 1973 to Dxcmbr;.r 1973, as compared to the correspoilding 
pried c':' the p!.~,\iuus p : . .  Ho~\cver ,  unit vnlut: of moii bicycls com- 
ponents tsportr'd jwhich : ~ Z L O U I I ~ C C ~  lor 91 per ccnt of the total exports 
of components bj. neigh[,  excluding saddles) had increased by 8 pct ccnl 
o r  more during Ap,,il 1973 to Dccci~lbcr 1973 compared to the cor~,cspond- 
Ing period of [hi: i:reiious year as ngins t  increase of 10 per ccnt registered 
by . .?,.:. . (bLrudlt.s are exportcd by numbers and account for about 3 
i;;; x n " f f  thc :oral exports by value). The Ministry stated (Dccnibr 197.5) 
tha. +the pr.~,?osal not to effect any change in the rates of Cash Assistance 
ts: L . . L O T . ~  of ~ m ~ o h e n t s  wah recorded in February 1974. when the 
s~atistics of the D.G.C.I. & S. relied upon were not available. Usuaily the 
published siatistics are available six months after the period thcsc relate 
to". 

1.18. Cash assistance on coniplete bicycles (roadster) was abolished 
from 22nd February 1974, and that on bicycle components was reduced to  
2 0  per cent from 14th March 1974. For  sports light roadster bicycles, 
cash assistanze was reduced from 25 to 10 per cent of f.o.b. value from 
23rd April 1974. 

1.19. Thc import replenishnlent on complcte bicycles (roadster) and 
bicycle components was reduced from 2 0  and 30 per cent to 10 and 20 per 
cent respecti\lely from 1st April 1974. 

1.20. 1:1 March 1974 the D i r c m ;  General, Technical Development, in- 
formed the Ministry of Commerce as follows:- 

" .  . . . . . . conventional roadster bicycles are almost always shipped 
in a knocked down condition. There is, therefore, a risk 
consquent  on abo!iiion of cash subsidy on the export of 
complete bicycles, that unscrupulous exporting u n i ~ s  might 
S ~ C W  exports of co~ilplctc bicyclcs as exports of bicycle com- 
i-onel:' ~ I W J  w:11k. ;,u,: , with 30 pcr ccnt cash ;c$si<tancc prcs- 
cribed for bicycic components." 

1.21. H =  suvxstcd  that to avoid this si!~ltation cash assist;~nce might be 
restricted only to ei:!ht inywrtant bicycle componenh which he specified. 
and yointaxi out that those eicht cnnlponents constituted the bull: of exports 
of h lqc le s  componcnii from nui country. The Ministry of Conlmcrce 
stat!:d (March 1974, in renly that, as there were more than scvcntyfive 
conlponcnh of bicycle$, "som.: more thought could be given to tho 
problem" and perhaps the componivts could be put in two groups, one for  
which carh assistance would be admissible and other for which cash assis- 



,tame would not be available, while announcing registered exporters policy 
and cash assistance effective from April 1974. No snch grouping has so 
far been made (November 1 9 5 ) .  These was no cash assistance on 
complete bicycles (roadster) during 22nd February 1974 to 31st August 
1974. During the period cash assist:rnce was available for bicycle compo- 
nents, their exports increased to 83.70 lakh kilclg-nms (Rs. 8.44 crores) 
during April 1974 to September 1974 from 71.51 1:kh kilograms (Ks. 4.58 
crores) during the cosrespondin~ period in the previous ycnr, i.?.. April 
1973 to September 1973,  while exports of bicycles decrcnsed to 51,435 
(Rs. 1 . I  4 crores) during April 1974 to Scptembcr 1074 from 87,627 
(Rs. 1.32 crorcs) during April 1973 t.3 September 1973. 7hc Ministry 
stated (kcember  1975)  that "althoagh it  m,:y be aclmilt;.d that there was 
a decline in exports of bicycles canplete during the period in question and 
that it coilld be due to abolition of Cash Assist~lncc c.:i this itcm, i .  will 
be incorrect to concludc that bicych :vere b i n ;  c:iq!?rtxI a i  compcnents 
and the percentage rise (of :thou1 17  per cent 1 1!1 cspart.. c?f ~comnonents 
re;rcscnted exports of bicycle. complr,:: in knockcti C ! O I I I ~  conzition 
exported as components". 

1.22. In the test audit check it u ' r i q .  lmwc\'cr. noticcd !hat the nu:nbsr 
of complete bicycls exported to counir! 'P' durin: AT!.;! 1 ' 7 3  :o Sr.p~:-nber 
1973 was 7,500 hicylei (Rc, 1?-.C5 I:l!.l~s, I d 1 !C!'l to 
Sc.ptcilibcr 1974 th,:;.r: \vat no c\cpol.t of compl::.: b ; p ~ c l -  t,\ ! h 2 t  ci~1,lntry. 
Export of bicycle compone!ir~ t o  ! ' ; . ~ t  :.,tunti.!. I P \ , ;  ! l ( l l l :  I: .?? lah!i bilo- 
gram5 (Rs. 63.09 Inkhi) durlnc 4 p ; : l  1073 1.i c-:rti.;;il;.-: 10-3 :(.- 11.97 
I:~kh k i lopnis  (Rs. 138.3s 1~l:h.i)  dur:;!; .i \ ;~:i l  1 C'-' +,.- $:.,::r;lhL>r ! 9-4 
Similarly, while 1,060 complete bicy1i.s werc csportcc! t t r  country '0' dur- 
in? April 1973 to Septr,?~bcr : 07: .  i 1 T I  t.;; -.:q > f  C D : : I P ~ C . ~ ~ '  

bicyclcs to that coun:r!; during April I!JT-1- ti'! Sci~; i ; ; , ! \ :~ 1974. 9gr ing  
that period the n m b c r  of s d i l l ~ <  cunor~~xi Irlcrcn<;il f i . c 1 1 ~  ! ,259 !o 2.2'0 
Ex'prts of components (other than s:lddie.) to coun!ry '0' ir~crcmxl from 
2.74 lakh kilograms (Rs. 17.48 I ~ k h c  i tlurir!? April ! 973  r o  September 
1973 to 4.59 lakh kilograms (Rs.  47.41 I;tklis\ duririr April 19-4 to 
September 1974. 

Prbrind 4 1' Q - - . . - -- .-- . . . -- - -- - - -. - - . .- . --.. . -- ..- 
April 1971-Scptcmhcr 1971 . . 15.g;o 1,496 
April 19-2-Scptcrnhcr 1072 . . . . . 21 .;co 605 
April rp~3--Scpt~.rnbcr 1973 . . . -.ice ~r.nho 
April 1974-Srptenzher 1974 . -- - - .- -- 

. Nil 
" 

Nil - -- - - - - 



8 . 
1.24. When the proposal for reduction of cash assistance from 30 per 

cent to 20 per cent on bicycle components was sent t a  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.0.b. realisation without any distinction between the 
small-scale sector and large-scale sector, the Ministry of Finance did not 
press (March 1974) its view further as proper cost data were not rcadily 
available for an objective analysis to determine the rate of cash assistarice 
justified. On reconsideration, however. the Ministry of Finance felt in 
June 1973 that even without waitin for detailed cost studv, which would 
take more than h months. there was clear iustifica'ion l o r  reducing cash 
assistance on export of bicycle components, particularly because cash 
assiStance on export of bicycle com'ponents might lead t a  malpractices, as 
there was no cash assistance on complete bicycles, :ind suggested to the 
Ministry of Commerce the following two alternatives:- 

( i )  reduction of cash assistance on export of bicycle components 
from 21) per cent to 10 per ent, or 

( i i )  grant of cash assistance on export of both camplete 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 araund 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 b July 1974 from the trade for restoration of cash assistmce 
on complete bic)cles (roadster). One Stclte Government also made 
a similar requect in July 1974. On consideration of the representations 
and also the suerestion of the Ministrv of Finance mentioned above, on 
5th Aupst 1973 the Ministrv of Commerce recommended to the Ministry 
of Finance carh assistance at the rate of 123 per cent for both complete 
bicycles (roadster) and bicvcle components uptp March 1975 as it was 
understood by the former Ministry that "f.0.b. realisctions have not been 
as hieh as were originally" and that "realisations vary from market to 
market". On 13th August 1974 the Ministry of Finance reiterated its 



earlier view that cash assistance on complete bicycles (roadstar) and cum-- 
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. 

(ii) The cost data for bicycles givcn by one or two exporters were 
not authenticated by Chartered Accountanrs and therefore could 
not be relied upon. Moreover, certain inadmissible expenses 
had been included in the f.0.b. cost. 

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

1.26. From a note recorded on 17th August 1974 in the Ministry of 
Cammerce 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- 
cusped by cash assistance revicw committee which recomn~ended that cash 
assistance on complete hicycles should be 15 per cent on the hasis of t he  
following cost data:- 

RF. 
F.0.b. realisatir n per bicycle. . . . , . . 200 
Duty drawback at 12 per cent . , , . . . . 24 
F.0.b. Cost . . .  . . 260 
Shortfall in realisatic n 
(18 per cent of f.0.b. value realisatirn' . . . 36 

1.27. It was also reported that two Far Eastern countries had reduced 
their prices considerably. which had poszd a threat to the bicyclc export. 
I t  was. therefore, decided to allow cash assistance on ad hoc basis at the 
rate of 15 pcr cent of f.o.b. rcalisa~ion for bicycles from 1st September 
1974 :o 3 1st March 1975. In the cnsc of components the existing rate 
of 20 per cent was to continue. 

1.28. It WLis also decided that cost data would hi. collected and sent 
to tlic Cost Accounts Branch which would sivc its re'pmt by the end of 
October 1974. 

1.29. For the above determination or thc f.o.b. cost cf, and if f.0.b. red- 
isatims from, bicycles. the Ministry of Con~merce rdicd on unauthcnticat- 
ed data, as pointed out by thc Ministr!. of Finnnci.. F.o.b, cost of Rs. 260 
adopted a4 the basis for determininr :hc losc had bcen furnished (July 
19741, without anv dctailed brcnk-up. h ~ '  the Chnirnlan. Bicycles and 
Bicycle Conlponents and Accessoriec Panel of the Pngineerin~ Export 
Promotion Council (incidentally, he was connected with a le~ding  bicycle- 
manufacturing firm); of the mst of Rs. 260 intimated by him, Rs. 220 were 



:stated to be the average ex-factory cost and Rs. 40 for packing, ireight, 
etc. F.0.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, Commercinl intelligence and Statistics, f.0.b. rea1is;irions 
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.0.b. cost of Rs. 260 as correct and without taking into account 
the benefit accruing from import rcp1enishmcnt:- 

Add duty dravback a t  rz  pcr ccnt . . 26.28 

LOSS . . . .  . . .  . . . 14' 72 

1.3 1 . "1 l ~ i ; ! ~ : i c ~ ~ ~ c c l  .,:i:ii<r. I!K ludian ins tit^:^ cf Foreign Trad:. had 
not gonein'o l h c  coslin? of ;.onlpnIixts. In J u n e  !V'?3. illc Fngin~,cring 
Export Prc-moticin (-'n,incil ha,:] recomrncn:lcd ca.cll ;:ssi<lanr.: ;I! lfi: rate 
of 15 per cznt b:,:!i for cnrnpon:~ds cnmplcte bicycles. Thc dxi.,ion to 
con'inue cach aqcislance on cup?r! of hicjlclc conlnoncpts a! 20 1:cr cmt 
of f.o.b, ~ d u c  ua5 taken vi?hout rcfcrence to any cost data.  T I  is to be 
pointed out thnt while !hr u n i t - v a l u ~  realisation of bicyclc~ rose b!. (1 per 
cen: in 1973-74 :I1- ro-vyarcd t . ,  1972-73. the corrc\pondinc rise fo r  most 
of the con?!mnents r cover in^ 96 pcr cent of the total esportv of compo- 
nents by weipht. ~cc lud ino  saddles) was 1 1  p-r ceni or morc. Rctwcen 
April 1974 and Ju ly  1974 the uni:-wluc realisniionc froni most tmmn-  
nents (exports of nrhich accounted for 94 per ccnt of thc total cuports of 
coniponcnts by w i q h t ,  e~cludin? saddles) row h-; 2.5 pcr cent nr more 
whereas that of bic!rcles fcll marginallv hv 3 per cent. Thc rice in 11nit- 
valu- realisatinns from compc-m~qtc d n ~ s  no! seem fn h ~ v e  htpn takm info 
consideration i n  continuing cash :tw;ctance r37 ccomnonents ,,t 20 ner ccnt. 
Tht bfinictry c+atcd (neccmhcr 197.5) !hat "thest statistics were no! a' 7il- 
a+!- : ~ t  rhs time nF tnkinp rh? decision to confinue cash as$istance on. 
cnmnoncnts and accessories." 



dl Ex- f i ~ r n d i o n  Schemes in exktmoe priar to 8mlatatf.on. 
E&owewr, a scheme of cash assistanoe for exports had been htro- 
d u d  wbseqwmtly in 1966 itself. The Committee, therefom, 
desired fo know the rationale fsr the introduction of the cash 
assistance scheme immediately after devaluation. The Additional 
Secretary the Ministry of Commerce replied in evidence: 

"In 1960 we took a certain basic policy decision that In respect 
of certain engineering g d s  we could have certain cash 
assistance fixed so that they might be competitive. 
There were certain fiscal incidences and &her levies 
which our pr~ducers  were made to bear and which were 
not bmae by their competitors in other parts of the 
world. Even in the European Economic Community 
there is such a thing called border tax adjustment 01 
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- 
c u b  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 beern influenced by the powerful lobbying of the  engineer- 
ing industry, the witness replied: 

"Previously there were certain forms of assistance ava~rable 
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 notec furnished subsequently in this regard, the Ministry of 
Commerce informed the Committee that "Engineering goods were 
by and large costlier by 57 per cent in foreign markets in 1966 
prior to devaluation." 
- ----_I_ _ _ - 

*Not v %ttcd in Audit .  
I944 IJs-2. 



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

"There are so many external factors that come into being. 
I am connected with the industry for so many years. 
The changes that are occurring today are so hectic. This 
also happened after devaluation. We did take advantage 
of devaluation of 57 per cent for a while. There are 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 Ejcport Promotion 
Schemes applicable to different product groups moving in 
export field. These provided for import of raw mate- 
rials, components and such other requirements a t  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 Jutie 
1966, all erstwhile Export Promotion Schemes were abo- 
lished m d  replaced by an import policy of replenishment 
by a single import content. I t  was expected that 574 
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 industry argument, keeping in view the 
need to encourage such new expwts and promote items 
other than in which we have a competitive advantage. - ---.-- - - - - - . - .- - 

*Not  vetted in Aud~r  



I t  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 
slructure. In a note, the Ministry of Commerce informed the Com- 
mittee that Government considered supply of further information 
lri this regard would be prejudicial to the 'interest of the State' and 
that the information was, ther'efore, not supplied under the Proviso ' to Rule 270 of the Rules of Procedure and Conduct of Business in 
the Lok Sabha. 

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

"The scheme of cash assistance is designed to neutralise or 
reduce the gap arising out of f.0.b. realisation compared 
to cost or produ-tion of export product, because of 
uncompetitive prices of our4 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 necessarv in 
the case of products, mainly new manufactures like 
engineering goods, which wili need cash assistance and a 
system which was likelv t,o promote expansion of those 
exports in  which the country has comparative advantage 
was considered suitable. Large orders will have to 
bt? dealt with on a case to case basis. 

This scheme is operative since 6th June 1966." 
121. The Audit ~a ragraph  points out that in addition to various 

incentlves for expo> promckion such as issue of import replenish- 
ment licences, cash assistance, export finance at concessional rate. 
drawback facilities, freight concessions etc. the main raw material 
fo r  engineering goods (Plime iron and steel) was made available 
y t  international prices or domestic prices, whichever were lower, 
and that upto 1971 and the earlv part of 1972 world prices were 
vnerally lower than the indigenous base prices, as a result of which 

-. - - - - -- - - -- . - - - - - - 
*Not vrrtrd in Audit. 



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 
Assistame f i n d  and the manner in which accretions to the Fund ' 
were utiiised. The Ministry of Commerce furnished to the Com- 
mittee a note on the subject made available by the Ministry of 
Steel, the administrative Minisky 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 ozl 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 I ~ o n  consumed 
for the fabri-cation of goods exported js reimbursed to the 
fabricators. 

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

A note indicating the procedure followed for the reimbursement 
to  the fab~icators of engineering goods was also furnished in this 
connection by the Ministry, which is reproduced in Appendix* I. 

1.22. The Committee desired to know the basis on whi-h the rates 
?f 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 acsistance for number 
of products was introduced as a matter of policy. Subse- 
quently, detailed costing was gone into in certain cases, 
and the Cost Accounts Branch went into the records of 
the exporters for finding the shortfall in realisation, if 
any, in select and appropriate cases." 

..- 
*Not vetted in 



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- 
zuiar product or commodity was taken up, relevant data was 
3btained in a prescribed proforma. He stated further: 

"l'he pro-edure followed is that we ask the Engineering Export 
Promotion Council to get data in this profmma from a re- 
presentative number of manufacturers. These data are 
then collected. They give the cost figures as to how the 
f.0.b. cost is arrived at and the price at  which the contract- 
ing has been done, i.e, the f.0.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.0.b. cost and what is the difference, if a n y . .  .This is 
the net f.o.b, realisation according to the contract. l'he 
cost accounting people go into the contract documents with 
the firm to check whether the f . 0 . 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 presrribed proforma was obtained in 
all cases, the Secretary, Export Promotion replied that the proforma 
was sent to the Export Promotion Council to collect data in respect 
of certain representative cases. In reply to another question whether 
the Export Promotion Council consisted of the exporters tht~mselves 
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 Prornotion Council is a registered sockty. I t  
comprises various producers end exporters, who are in- 
terested in any pnrticular group of products. The Engi- 
neering Export Promotion Council 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 baais of clearly laid down criteria. The Secretary, Export 
Promo#on replied in evidence: 

" l7.e difference between FOB realisation a t  that time and the 
FOB cost is the relevant factor in deciding what kind 



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 reasoil- 
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." 

tIe added: 

"When we take into account the marginal cost of production, 
we do not take into account the overheads and cert,ain 
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 
ns fnllows: 

"For fixing the rate of cash assistance the data of some typical 
manufacturers is. obtained through the Export Promotion 
Council. Since there will be variations between several 
firms, :t is subject to scrutiny by the DGTD and sometimes 
by the Cost Account2nts Branch. On that basis, we deciJc 
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 p r i m  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 o pre- 

y -- - p 
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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 scr'utiny exercised by the Cost Accounts 

Branch on the data furnished by the Export Promotion Council, the 
represmtative of the Ministry of4 Finance stated in evidence:. 

"In the CdSe of cash assistance, it is not that the Cost Accounts 
Officer comes into play in all cases. I t  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, desir'ed to know how it was determined 
whelher there was a genuine need for cash assistance. The witness 
replied: 

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

He added that since the data was to be furnished in a prescribed 
proforma, the Chartered Accountant had to satisfy himself about the 
coqrectness of the data while certifying them. To another question 

the Commerce Ministry checked the data furnished by the 
exporters and certified by Chartered Accountants, the Additional 
Secretary of the Minisky of Commerce replied: 

"So far as the technical angle is concerned, it is done througli ' 

the DGTD . Where the f . o. b ,  realisations are sizeable, 
they are cross-checked or compared with the data cf the 
CCTE. Then they are furnished to the Cost Accounts 
Officer. They test check, whether all the data f u r t ~ i s h d  . 
are correct and then come to their own judgement. They ' 

even go into the accounts of manufacturers." 
Askkd in how many case5 this test check was done, the witness re- 
plied that it was done 'in appropriate cases'. The representative of 
the Ministry of F in~nce  sdded: 

"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 .o .  b.  realisation, and if the quan- 
tum of export is large, then we specifically ask the Chief 
Cost Accounts Branch to go into the question of costing 



tbr'oughly. It is not possible to undertake a review of 
aP the items by the Cost Accounts Ekanch." 

126. Since it appeered that in deciding the w e d  for cash assist- 
ance a h t  exclusive reliance was placed on the data furnished by 
 he 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 
apparerrt helplessness in this regard was not exploited to their ad- 
vantage by the exporters. The representative of the Ministry of 
Emance stated in evidence: 

"The data furnished by the Council is subject to scrutiny at 
the governmental level. It is verified by the cost accounts 
officer in some cases units to individual unit. In some 
cases, r d w e m e  is made to technical authorities like DGTD. 
In some other cases, we verify basic data given in terms 
of price of raw materials 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 
particuIa-r product or group of products. The weakest 
p o h t  in these matters will be the so-called f .o .  b.  reali- 
sation. FOB cost can reamnably be verified because there 
will be other units and we will have other figures Iike 
those based on Tariff Commission Report, the report of 
the Bureau of 1ndustr;al Costs or some other ad hoc 
studies made. We make use of them. For f .  o. b, iealisa- 
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 possib!e 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 i t  and fix it at sufficiently 
low figure so that there may not be prima facie excess 
payment." 

The witness however, added , that requests for cash assistance em- 
anated from the Cslvlcil and Government did not take any initiative 
in this regard 



1.2'7. Since i t  had been stated by the witness that Government did 
not rely entirely on the Export Promotion Council, the Cammittes 
desired to know the machinery or agency on which reliance was 
placed. He stated: 

"There is more than one agency. It is a coIlective 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 his scrutiny, he makes it 
clear. Then only a col1e:tive judgement has to be taken 
b a ~ e d  on examination by the various authorities." 

'The witness added: 

"The primary data is given by the Export Promotion Council, 
which gathers it from the various manufacturers and ex- 
porters. That is crosschecked. That roughly indicates 
what is the f .  o.  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 .  o. b ,  reali- 
sation. Therefore, there is a ceiling fixed." 

The Seaetary,  Export Production stated in this context as follows: 

"There is an impression that i t  is done party-wise. It is not. 
It is done as a matter of policy for the entire industry. 
If an industry is 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.b. 
realisation will be the cash assistance given. Now, in 
arriving at this fortnula of percentage, the initiative comes 
from the Export Promotion Council, which provides some 
data on which we always ask for farther 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 
mu,ltiply that with the number of contracts, tbe number 
becomes very large indeed." 



Asked whether this procedure was followed in all cases, the repre- 
sentative of the Ministry of Finance replied: 

"This is the general drill." 

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

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

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

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

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

Asked how many times the Standing Committee had actually met 
and how often it was expected to meet, the Secretary, Export Pro- 
duction, informed the Committee that the committee was constituted 



only in June  1974 and that i t  was scheduled to meet every three 
months. Subsequently, in  a note,* the Ministry of Commerce in- 
formed the Committee that the Standing Committee, with the follow- 
ing composition, had been constituted to review cash compensatory 
a l lowan~es  and that in the course of it's review of cash assistance, 
this committee would also go into the behaviour of international 
prices and f . o . b ,  realisations: 

1. Additional Szcretary, Ministry of Commerce-Chairmun 

Members 
2. Additional Secretary, Ministry of Finance (Department of 

Expenditure). 
3. Additional Secretary, Department of Economic Affairs. 
4. Chief Controller of Imparts & Exports. 
5. Economic Adviser, Ministry of Commerce. 
6. Dire-tor (EA),  Ministry of Commerce. 
7. 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 . o . b , realisation." 

In 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 as Trade 
Development Authority and Engineering Export Promotion 

*N,,t vetted in Audit. 



Council collect market information about prevailing inter- 
national prices, competitive positions uio-q-vis f.0.b. ~.eali- 
sation in respect of various items through their represen- 
tatives stationed abroad. 

This information is further supplemented (a) by market study 
reports of Indian Institute of Foreign Trade, as and when 
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 
materials." 

1.31. Asked whether* this implied that the Ministry kept the cash 
assistance rates under review periodically, the Additional Secretary 
of the Mi~is t ry  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 year 
a review does take place by itself." 

The Committee, therefore, desired b know details of the machinery, 
if any, in the Commerce Ministr'y for the examination, from time 
to time, of the need and justification for cash assistance with re- 
ference to $he prevailing market trends and how exactly this machl- 



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 ir available upto a particular date, the Commodity 
Division takes up cost examination of the cornmodit,. 
sufficiently ahead of time to decide about continuance 
or otherwise of the cash assistance from that date. 

the case of engineering goods, the Expo,r, Promotion (Engi- 
neering) Section looks after the review of cash assistance 
relating to engineering items. The Section collects c ~ t  
data through the Engineering Export Promotion Council 
from time l o  time and sends the same to the Cost Ac- 
counts Branch of the Ministry df Finance for detailed cost 
study. While ~ n d e r ~ a k i n g  cost study, the Coi;t Accounts 
Branch goes into the cost of production a s  well as f.0.b. 
redisation and repo~rts whether there is any loss to the 
exporters. On the basis of their report. a decision is taken 
about the rate of cash assistance." 

The Audit paragraph points out that cash assistance for ex- 
pwts iq  not normally a h w e d  beyond 25 per cent of the 'added value' 
which is &rived at by deducting the cost of imported material from 
the f.0.b. realisation due to the export product. The Comm~ttee 
des~rell to know how 'added value' was calculated and its relation- 
ship with the quantum of cash assistance. The A d d ~ t i m a l  Secretary 
of the Minisky of Commerce stated h evidence: 

".4.dded value is on the total imported content LO sec, that  there 
is sufficient amount of input so far as production 
factors are concerned and at a minimum level-at leas, 25 
per cent s~ that foreign exchange earning is at  least on 
the basis of net 25 per cent. Cash assistance is on the 
basis of different calculations altogether. We take into 
account not only f.0.b. realisation but cost of production. 
Costing is based on the marginal costing principle-that 
is to say, if a particular producer has got certain portion 
for his product for domestic market and certain portion 
for export market, we do not calculate on the basis of 
exportable portion of the product alone but we calculate 
on the totality of the product cost, setting off certain 
items and the marginal cost on that basis." 

In a note* furnished subsequently in this regard, the Ministry of 
Commerce info~med the Committee as followq: 

- . - - - - - . . -- -- ---- - 
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"The term 'value added' represents 'f.0.b. value of the export 
product after deducting the value of import content. 
Thus value added-f.0.b. value-gross CIF value of 
all imported inputs. (Example: If the f.0.b. value of 
export product in terms of Rupees, is Rs. 200 and the im- 
p o r ~  content is w ~ r t h  Rs. 80, the value added is Rs. 120, 
i.e., 60 per cent of f.0.b. value). This 'value added' por- 
tion represents indi'genous inputs, labour and other ser- 
vices. 

Normally the rate of cash assistance on exports is determined 
on the basis of the extent of difference between f 0.b. 
realisation p~evailing and f.0.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 fro,m 'value added'. Cash 
assistance is the quantum of assistance found necessary 
as support for our exports with reference to f.0.b. cost 
and the f.o.b, realisation. 'Value added' is the criterian 
to dciermine at  what cut off point the foreign exchangz 
earning through export is worth-while. I t  is als? an in- 
dex of the domestic inputs vis-a-vis the import conte~it of 
a product." 

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

"Barring a few, almost all engineering products consume steel 
in smaller or larger quantities It is presumed that by 
steel-based items, it is meant to cover such cnqineering 
items where the international CIF co~st of the steel in such 
items constitutes 50 per cent or more of f .o .  b .  price of the 
end product. On this premises, the total number of steel 
based items (steel intensive) which were once receiving 
cash assistance is 38 (For the purposes of calculatinn of 
the number of items, classification in Section I1 of Red 
Book, Volume I1 has been adopted and secondlv the selec- 
tion of the items is hased on assessment of valuc with re- 
ference to CIF international value presently prevailing. 

Jn recent times, cask assistance was withdrawn in respect of 
six item. 

- - _ _ I __ I__ 
- 
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The reasons for withdrawal of cash assistance was the change 
in the  export eclon~rnies as  a result of better f . o .  b. rea- 
lisation and co;nparahve streng~hening of the competi- 
tive position due to better price realjsations vis-a-vi,s tho 
cost of production, thus reducing the need for casih com- 
pensatory support." 

1.34. The Audit paragraph highlights a few examples of possible 
anamolous consequences 3f the export promotion policy for  engi- 
neering goodsl (vide paragraph 1.10). Drawing attent~o(n 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 availoible with Government to enable a decision being taken 
i n  this regard and whether the cost ~ t r u c t u r e  of the industry and 
data in respect of f . o . b ,  realisations were examined for demmining  
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 Comn~erce stated: 

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

1.35, Though the general policy is to reduce the quantum of cash 
aqsistance when the import content of an export product goes up- 

*Not vetted i t1 Audit. 



the reduction being proportionate to the dimunition of the value 
added indigenously-, an exception to the policy had b m  made in 
April 1971 in favour of engineering goods, when it had been decided 
that there need be no reduction in 'the existing rates of cash assis- 
tance. The Committee desired to know the reasons for the depar- 
ture from the accepted policy in the case of engineering goods. The 
Additional Secretary of the Ministry of Commerce stated in evi- 
dence: 

"This requires a resume' of the hi-tory of the case and also 
certain factors that govern supply of steel for production, 
for export purposes. This also requires recapitulation oi 
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 df steel both from indigenous as well as 
from import sources. In the year 1971 when we found 
that i t  was not possible to supply steel for export produc- 
tion purpxes and import was nece5sarily 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 a t  a disadvantage compared to the exporter elsewhere, 
it was fisund necessary that certain correctives had tc 
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 a190 a notional cut 
off point of 25 per cent. When we got intn difficulty in 
regard to supply of steel and when imports were allowed, 
in 1971. we got a specific decision made that for pur- 
poses af export we can import steel and the value of 
such steel imported need not be taken into account for 
purposes of warking out the cash a s s i s h o e .  This is 
based on the reasoning which has alrea&y been set out 
in the Audit paragraph." 

He stated further: 

"In 1971, the position was reviewed and we found it was 
not possible f o ~  us to maintain the value of exports or 
the exportq 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 



aidies could be regulated whenever neckssary. In a note, the Ministry in- 
formed the Committee as follows : 

"Tbe Government do not have at present a machinery to keep 
a watch over and monitor f .  o. b. redisations merely for the 
purpose of regulating the cash subsidy." 

Asked, in this oontext, 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 Crwncil/Indzlstry 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) apprdmate implicit subsidy, if available, under the import 
replenishment sc3eme; 

(d) compensation for irremven.ble taxes and levies; 

(e) difference between domaytic cost and internatimal price of 
indigenous inputs and raw materials; and 

(f) costs of entry into hew market. 

1.62. In this context, the ~dmmittee consider it relevant to draw 
attention ta their observations/reoommendations contsined 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 he that there is no effective mac3inery 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 cauld be effected vornptly as 
noon as wide fluctuations came to notice. Consequently, t!e - 
assistance given from time to time has had little or no rele- 
vance to the d i t i e s  a f  the situation at a given point of time 
and more ofiten than not, such assistance proved to have 
been not only a dmg on the exchequer but in the result in- 
fructuous. The ~ornrnittee, t h e f a r e ,  desire that a suitable 

1948 -3. 



Ffwy fp a c%qrent review of Qe relevant E m  
*'skould be devised so as to ensure fhat hbe trkk ' d m  .dot 
derive undue benefits Prwn, the fact that all the relevant in- 
formation may not be readily available to thd a&&istrative 
Ministry ctmced."  ,a ... , 

1.63. ft ... would -.+ +)bus seen from @e forgoing paragraph that the 
g ~ t i %  ot! revrpg the assistance export of complete bicycles 
(g%di$ery en'iia-$eea'bsdihg fih'for nearly two years, for one rcasoq or 
Mg ober, thou h' it h a d - e n  mooted in the middle of 3972 and a cost i . 1 1 ..,, 
stud* $I 'an Institute of ~oreign Tra* bad then k e n  commission- 
&&-' Fbr facility Gf r&dy reference, the various events between 1972 and 
1974 may be briefly 'scmmed up as follows: 

E P ~ ~ Y  I972 . . . Certain anomalies in the operation ofthe cash assist- 
scheme brou 'ht to the notice of the Commerce 
Ministry by tfe Central Bard  of Excisel Customs. 

J',,;. ' 

Middle of 1972 . . . Cost studies commissionrd throu the Indian Institute 
of Foreign M l f i  respckt of k tee1 pipes and tubes, 
Steel wire repes, Transmission Towers, Electric 
Ttrasfonncnr and Bi&w @bicycle pirts. 

November 1972 . . , IIFT Report on Bicycles and bicyqe parts submitted - . ,  , . I  ' LtO Garsrmntat. . , : + <  < 

Janury 1973 . . . Committee constituted under the c h d ~ s h i p  of the 
Chief Controller of Imports & Expol 1s to review 
Rc$isrered Exporters' Pdicy for 1973-74 14 aadnsi- 
deratioll of ffFT Report deferred. 

pcl?~~rjl 1973 . . . Report of Ryvicw Committee (referfed to above), re- 
conimendtng, inter aka, reduction in the rates of cash 
adstance ioa bi@+dds and corn$6h&ts submitted to 
Government. Recommendations -not aucepted by 
Gcmermncx. 

May 1973 . . . I IFT Report referred to Cost Accounts Branch for 
advice. AaomPlies in the method adopted by the 
kktititte ih e i n d b u t  i.0.b. cost, as well as non- 
Inclucion of -fits accruing from import replenish- 
ment pointed om by Cost Accounts Branch. 

July I973 . . . Presumption made by the Cost Accounts Branch in 
regard to advantages derived by exporters from import 
repldehmeat colrArmed by DGTD. 

Augirst 1973 . . . Proposal mooted by Commerce Ministry to reduce cash 
I '  asslotanrre on complete bicycles from 30 to 21 p u  

cent. . 
October 1973 . . . Finance Midstry pointed out certain omissions/defi- 

cienciesin thecalculations ofthe Commerce Minstrjr. ' 
The farmer, however, agmd to rCduction of w b  
adrt.noeoncomplmbioydm(Rodbter)from o to 
ro pqr cent, iincc a d d i i o n  i9 this regard had 3ready 
been delayed considerably. . 

f .  . <  8 " '  . . ,  



1.64. As stated eadier [.Vide paragraph 1.571, the Main Committee of 
ae 6 k e t i n g  Development ,Fund 'had also decided, in January 1974, to 
zeduce the cash assistatice 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 p g r d *  points out that while deciding in February 1914, to abolish 

, cash ass.isBnce on com&te bicyFlet (&oadptp), qo change was made in 
the'decigon of January 1974 in reAard to $ports Light poadster bicycles on 
the gtound that no separate cost46 had been done in respect of this item 
q r  had, Ule Director general, Technical Qe~elopmcnt intimated any higher 
uqit value realbation h &spect of these special model bicycles. The then 
d s t i q g  rate of cash assistance of 25 per cent for SLR bicycles was, how- 
q e r ,  mntiped till 22'Agril, 1974 and reduced to 10 per cent with effect 
f,mm 23 April, 1974. 

1.65, The Committee, therefore, desired to know the basis on which it 
bad been decided to reduce the cash assistance on SLR bicycles to 10 per 
cent, particularly in the context of the earlier deoision of February 1974 not 
to make any change in the January 1974 decision of the MDF Committee 
.on the ground that relevant cast data in tiis regard were not available. In 
a note, the Ministry of Commexce 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 22+ per cent of the 
f.0.b. realisation along witb other rates for bicycles and bicycle 
components. However, the question of cash assistance for 
bicycles, bicycle components and SLR bicycleskame 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 cort 
mdy." 



1.66. In this connection, the Committee found from the extracts of the 
relevant aotes leading to the decision to abolish cash assistance on complet'e 
bicycles (Roadster) furnished to the Committee [Vide Appendix 1J 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. decision may 
be followed for export of components and SLR. . . ." 

1.67. The Ministry of Ccunmerce also furnished, at thc Committee's 
instance, 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 lattcr's suggestion to withdraw cash 
assistance on bicycles components, which are reproduced in Appendix 11*. 
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 Febrwry, 1974/21 February, 1974; 
recorded with reference to the decision of the CoXmeroe Ministry not t a  
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 
dia, the following observations in regard to cash assistance on SLR bicycles. 

"We are not convinced by making a distinction between complete 
bicyclm 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.0.b. realisation. 
Further, f ie  rate of cash assistance on SLR bicycles was 25 per 

L -  
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*This issue has been discussed in detail in a later sectjon of this Report. 



31 
cent as against 30 per cent for complete bicycles when the then 
prevailing rate of assistance, was less for SLR bicycles, it is 
diilicult to maintam that 22.5 per cent assistance is s~till 
necessary for such bicycles when w assistance is considered 
necessary for bicycles. It would be dficult to maintain to 
different prlnc~ples for two types of bicycles and it may result 
in discr~mmation irnd representation from the exporters. We 

would, therefore, strongly recommend that cash assistance 
on bicycle components and SLR bicycles should also be with- 
drawn immediately. If the exporters represent a fresh exami- 
nation on the basis of the cost data furnished by the exporters 
can be made and assistance reintroduced if it is justified on 
facts and figures. 

l n  regard to SLR bicycles, there may not be more than two unit5 
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 a+ a 
report on the participation was awaited, a sudden withdrawal of cash a<sis- 
tance at that stage might create confusion. I t  had also been pointed out that 
if the other alternative course of implementing the decision (January 1974) 
of thc 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 aliu, 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 tlhe need to 
reduce the assistance further. On 25 February, 1974. the reason adduced1 
by the Under Secretary had been considered tenable by the Additional 
Secretary in the Ministry, who had also endorsed the proposal that the MDF 
decision could be effect to initially and the position reviewed further 
on the basis of cost studies. 

1.69. I n  their wbwqilent note dated 5 March. 1974. the Ministrv d 
Finance (Commerce Division), while agreeing to the im~lementation of the 
January 1974 decision of the Main Committee of the Marketinp Develop- 
.merit Fund in regard to  cash assistance on bicyole components, had, how- 
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cver,,rcitc~ted their ~ e a r l i e r . ~ e m  in regard to SLR bicydles and*had pointcd 
out that. the case for withdrawal/further reduction of cash assistance was 
still valid as indicated below: 

FOB cost of production per bicycle . . . . . Rs, 19z.29 

Escalation l.n cwt of production (60 as adopted in the case of 
Roadsterbicycles) . . . , . . . . Rs. 115.37 

- 

Total cost , . . . Rs. 307.66 
-. 

FOB realisation according to the DGTD and as indicated in the 
note of the M D F  Main Committee ($ 32 at the spot rate of 
Rs. 8) . . Rs. 256 -00 

Benefit of duty drawback (On the basis of the revi~ed rate of 13 
of the f.0.b. value ab adopted for Roadster bicycles though the 
rate available in  I970 was Rs. 70 per unit) . . . Rs. 33.00 

Total realisation . . . Rs. 289 ,oo 

Estimated loss . . . . . . .  Rs. 18.00 
or about 7 per cent 
of the f.0.b. value. - 

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

1.70. Cash assistance on exports of complete bicycles (Roadster), 
abolished with effect from 22 February, 1974, was however, 'reintroduced 
with effect from 1 September, 1974 on an ad hoc basis at the rate of '15 per 
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- 
mercn, Ministry had recommended to the Finance hiinistry cash assistance 
at the rate of 123 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 following grounds: 

( i )  Having withdrawn the cash assistance wliony on export of 
complete bi&les, its restdration at the ratk of 12.5 per cent 
without .detailed cost s6dy ka's not justified. 



, + ( 'JiZ &art 1 

(it) Ulh coat d'atli fid bic$ffs gfved b$ one or twb exporters t # h J r  .were I *  

not auhenhated by charterid ~c&tan t s  &d therefore 
could . - .- mt relied upon. Moreover, certain inadmissible 
expenses had been included in the f.0.b. cost. 

. , -  .. 
(iii) No data zibouj cornpb\h&ts were availalhe in pope; form. 

1.7 1. The Audit paiagraph also obse&es that while. decidinj to rein- 
troduce cash assistance for complete bicycles (~oadster),  t& Comyerce 
Ministry had, as H n t e d  out by the Finance Ministry, relied on unauthq- 
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, without 
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 ccincerned. The Chairman of each Panel is elected 
from among the members and hence it is natural that the 
Chairman is a leading manufacturer/exporter of the prodi~ct." 

1.72. Asked 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 {ime the view was takkn that cash assistance was not re- 
quired. But later on, in August 1974, a view was taken to restore 
it from 1st ~ e p t e m h r .  Only for a few months i t  remained! 
suiijdiidkd." 

He added : 

"Very large number of representations were made. ~ h o s k  representa- 
tions were considered. There was the Cash Assistance Review 
committee which is an inter-mipsterial grbup. They went into 

this partjcdar mdtter. A11 the fi&res yer? @aced before thcm. 
I t  was felt that there was 18 per cent loss on bicycles and they 
came to the conclusion to allow 15 per cent cash assistance. This 
was a reasonable view that they thougbt they would take at that 
time." 



I To another question whether these representatioas were received from 
the organised seaor or ttze small scale sector, the w i w s  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 111. The Com- 
mittee have found from a scrutiny aF these representations that while with- 
&awing cash assistance, in February, 1974, m com'p'lete bicycles (Roads- 
ter) the unit value (f.0.b.) realisation had been adopted as Rs. 250.00 
(£12.50) on the basis of informaition furnished by the Directarate Generdl 
of Technical Development, the Chairman of the Bicycles and Bicycle Coni- 
ponenlts and Accessories Panel of the Engineering Export Promation 
Council, in his representation addressed to the Commerce Minister had 
contended that the actual~realisaltion was much lower and rangd between 
Rs. 174 and Rs. 180 (exclusive of duty drawback). On the cnt5er hand, 
alongwith their representation dated 21 June, 1974, the Atlas Cycle Indus- 
tries Ltd. had furnished a statement showing f.0.b. realisatibnis, in respect 
of different exports to various mumtries during 1974, ranging fi-om 
Rs. 179.85 to Rs. 293.31. 

1.73. The Ministry of Commerce also furnished, at the Committee's 
imtance, extracts d 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 caish astistance 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 bridy 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 judficartion" for reducing cash assistance on 
export of bicycle components to prevent malpractice% and had1 
suggested that, pending referem ta 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. 

Ia Jdy, 1974, an Under Sacktan)l iol tht Depmtmmt of Export 
Production (Mfnistry of Commerce), on the basis of the cost 
data prapand in September, 1973 by the Cost Accounts Branch 



in respect of M/s Sen Raleigh, Calcutta, as well as the details 
of the rdbat ions,  casts and profitlloss on export in 1973 and 
1974 furnished by Atlas Cycle Industries Ltd, had concluded, 
inter aliar, that the rate 08 10 per cent cash assistance for 
expkt  of complete bicycles (Roadster) as suggested by the 
Finance Ministry appeared to hold good. 

On 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 a£ cash assistance of 10 per cent on complete 
bicycles as well as bicycle components might be allowed. 

The Joint Secretary in the Ministq, in 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.0.b. realisation 
and had recommended that a mihimum 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. 

On the case being submitted to the Additional Secretary in the Mi- 
\ 

nistry. he bad observed, aa 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 updated, 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 
f 124 then) and "the realisations vary from market to mar- 
ket", a uniform rate of 121 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 updated and the position further re- 
viewed. 
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The Finance Ministry, to whom the case Ea'd b'&b referred again 
had, however, observed, in their note dated 12/13 Aiigust, 1974, 
that it was difficult to agree to the graht of cash assistance at 
a rate higher than 10 per cent of the f.0.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 
Councillindustry were inflated and in a majority of cases 
where cast study was undertaken, the cash assistance was 
either not justified or remrnehded at a much reduced rate. 

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, 
depreciation, 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 sejwesentative exporters to amve 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 ~ a i n  Committee of the m ~ .  The cost 
data for components is not available in the proper form. 
Even in the DGCT&S statistics, the export is in terms of 
quantity figs.) and value (rupees) for which comparable f.0.b. 
cost is not available. In this context, whatever rate is de- 
cided on components, is purely ad-hoc. 'I'he main basis for 
this ritk is tfie reasonable loss on export of cokplete bicycles 
and the'anxiety to avoid misuse of the facili* of cash assis- 
tance on bicycles carnponihts in the abfience of any assist- 
ance on complete bicycles." 

> 



1.74. l[be CC- l d h t  from AJ& &at,, w& reference ta their 
obsewktidris in this regard contained in the Audit plaragraph, the Min 
istry of Commerce had stated (December 1975) as follows: 

"Although the facts stated are correct, it may be painted out that 
the F i n a m  Ministry's suggestion for allowing 10 per cent 
Cash Assistance on export of bicycles and 10 per cent on 
bicycle components was totally ad-hoe proposal not baed  
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 an the available data and 
DGTD's advice." 

1.75. In view of the fact that while deciding to allow cash assistance, 
on ad hQc basis, for complete bicycles (Roadster) at the rate of 15 per 
cent from 1 September, 1974 to 31 Maroh, 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 cenlt on f.0.b. value 
af complete bicycles was decided in the meting of the Cash 
Adstance Review Committee held on 22.8.1974. 

The above decision was based on (1) data supplied by the Chair- 
mah of the Bicycle Panel of nhe Engineering Export Promo- 
tion Cauncil (2) h e  data available from sthe Cost Accounts 
Branch Report pre&red in connection with the fixation of 
domestic prices of bicycles. On analysis of these data, the 
following coslclusions were reached: 

- 
<cF.O.B. realisation . . . . .  . . Rs. zoo/- 

F.O.B. cost . . . .  . . Rs. 2601- 

Duty drawback @ 12% . . .  Rs. 241- 

Shortfall in realisation . . . , . . . Rs. ?6/- 
or 18%'' 

In addition to the shontfall of 18 per cent a's indicated above, the 
Chairman also drew (attention) to an individual problem that 
had arisen far the, biyycle manufacturers as Taiwan and* 
mina had reduced thefr prices considerably posing threat to 
our bicycle exports. The Committee had also decided that 



the cash assistance on this item should finally be fixed only 
after detailed cost examination. However, since this was like 
Ig  t o  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 d any assis- 
tance, the exports of bicycles were receiving a set-back." 

Asked how Government could justify the concessio~~s given tol 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: 

"h is true thilt thcre were variolus views expressed on this subject 
by various officers within thc 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 t5e 
subject. 

Finally, this matter did came up before what is known as thc Cash 
Assistance Review Committee. I have got here the minutes 
of the meeting of this Committee." 

After reading out relevant 'portions of the minuta, ha added: 

"This is a b u t  the bicycles price. This is quite in detail and that 
is how the decisim was arrived at." 

Relevant extracts from the Minutes of the Second Meeting of the Cash 
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 suggestian for allow- , 
ing 10 per cent cash assistance was "totally an ad hoc pro'p'osal not based 
o n  any kind of data", the Commerce Ministry's proposal for the grant 
af 12+ per cent (subsequently increased to IS 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 Minisby was fram two 
sources ( i )  data furnish%% by the Chairman of the Bicycle 
Panel of the E.E.P.C. and (ii) data of cosa p r e p a d  by the 



- Cast Acoonruts Branch for determining domestic prices of 
biiycles available h the. Ministry elf- Industry. 

The decision on the basis of the above d ~ t a  was taken in the 
meeting of the Cash Assistance Review Committee held on 
22.8.1974. It may bt:tated that \the Ministry of Finance 
(Departments of Expenditure and Economic Affairs) were 
represented on the Cash Assistance Review Committee." 

In rdply to another question as to how Government could decide such 
an important issue without obtaining reliable data, the Ministry, in a nene, 
stated : 

"The data supplied by the Engineering Expat Promotion Council 
corrobmated the data in the Cost Accounts Repoft of the Min- 
istry of Industry. The weighted average of f.0.b. realisation 
in the case d exports of bicycles complete to Iran during 1974- 
75 works to about Rs. 2001- (61,479 bicycles valued at Rs. 
l,22,3 1,800/-) 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- 
cusslions held at 'senior officers' level. D.G.T.D.3 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 d contraas enltered inta 
quite sometime back and therefore do not reflect the pre- 
sent prices. He was of the view that we should collect 
information from clur Conimercial Representatives in dif- 
ferent countries to find oult price at which these countries 
are importing Roadster Bicycles. 

Since collection c~f  data about costins and f.0.b. realisation will 
be a never ending process, since they will vary from time to- 
time, it is suggested that we take ? decision on the basis of 
data given in the Under Secretary's note. AS for these figures, 



the shortfall in realisatip is a b u t  11 per w t  in respect of 
upoh of 'Rddstei- l$cycle's. 4 cp& '&si@- of 10 p 

cedi should theriioik d e d  b e  re'q~irimeoi: ' 

At plmeqt, there is no cash &an* on complete bicycle 
where? there is a 20 'per *t ;ash 'assist,&e on bicycle 
dhiponeoqts. 'It his *n'&ted, out by e Audit and m a -  

fh%%kI''bJ D. G. T. 9. that there is a possibility of complete 
bicycles being exported as bicycle components for availing 
ca;rlh assisbance. In view of this, it is necessary to have the 
same rate of cash assistance both fix compMe bicycles and 
bicycle components.' " 

'The Audit paragraph, however, points out that from a note recorded on 
17 August 1974, in the Ministry af Commerce, it ap'pkared that the Dir- 
ator  Qeneral, Teohniical Development, had been ccmsdted and the Min- 
is- was informed that "from the point of view & costing data and its 
potential the rate cannot admit of any reduction below 15 per cent." The 
&ant note (recorded by the Additional Secretary Ministry of Corn- 
:merce furnished to the Committee by the Ministry is reproduced below: 

"(1) This was raised in today's CAR Committee and Dr.. . . . . . . . 
Ecmomic Adviser and S4ri .  . . . . . .desired to see this case. 

(2) I should add that I have since had discussion on the appro- 
priate rate of CA for bicyile oamlP\Onents with DGTD and 
I ain infoded that from the point of view of costing data 
and its potential the rate cannot admit of any ,reductian be- 
low 15 per cent. This may ;be taken as my final view regard- 
ing the specific rate. Q i s  is now proposed to be discussed 
on 22.8.74, at 3.45 PM in my room." 

1.78. Accxading to the Audit paragraph, while the Commerce Minis- 
try had ndopt-ed, for the determination of f.0.b. cost and realisations, the 
&t of Rs. 266 ihimated, without any detailed break-up, by the Chair- 
man, Bicycles and Bicycle C o m p e n t s  and ~ccessories panel of the En- 
gineering b p r t  Promotion Council and the realisation of Rs. 200 on the 
basis of data given by a different manufactyrer (Atlas Cycle Industries 
Ltd.), the f.0.b. realisations during A , . l  1974 ta July 1974 actu~ally ran- 
ged between Rs. 188 'and Rs. 247 (average RRs. 219 per bicycle as per 
the statistics published by the Directpr GenerG, Commerci a1 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 
t&en inta acocunt, the loss would yave worked out only to 6.7 per cent 
(as against 18 per cent asshed by the Cornmere Ministry), even assum- 
ing the f.ob. a t  of Ro. 260 as oorrea and without bkifig into accouflt . , .. . 1 



*he benefit accruing from import re&-ent. ,Q..@e Cqlpmittee pch- 
Idg M ' i n  fkL mnnectlm thd eveh"ih&i& q e  $jQ&s sn&yhed by a- 
-ciaJ agenck indicated a situation far removed from the industry's con- 
tentions, the Ministry and the Cash Assistance. R$ew (3m@tty appear- 
ca to have oveAooked tkrm in fk3our'ot the trade iptyests co?cerp,e4, the 
bCammerce Secretary stated in evidence: ' ' " ' ' . . <  

"For example the kind of calculation made by the D.G.C.I.S. about 
the figures shows that the f.0.b. realisation from the bicycles 
was of a certain order. The figure has been taken from April 
t a  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 vi& the months you c h o w  
are a matter to be looked into or not. I 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 t5em the figure for June. Then they had 
to go by a certain figure that had been befare them or that 
had been sup'plied to them. And on the basis of that, they 
came to the figure of Rs. 200 as the f.0.b. realisation prices 
which was not unusually a wrong price in this context. 

If we take the 1973-74 realisatians, 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 ofi play with the statistics as to which 
period they should take for the purpose of aver-tging out 04 
these things. It is nothing else but Ithis. 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 E0.b. 
realisation wab 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- 
tin from A&]-hly, we might as ivell say that he could h&{ 
taken the statistics from January to hm which would gave 
given him a much lesser f.0.b. reaqsatipn. He hqs taken 219 
for his f.0.b. calcula(iona; a c t 9 y  ,J+p rWl4. , ,  have taken 



177. And if we take, h. whole year of 1975-76, then the 
actual coines to 199." 

1.79. Asked whether the index period was not selected and calcula- 
tions of f.0.b. realisations done og 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 a o  production constraints, like 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 t o  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 competitiorl 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 : 

"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: 

T h a t  irn+essian was conveyed and as a result of that the casha 
assistance was discontinued. 



But at the time when the cash assistance was ratoral, tbs calcula- 
tions were again gone into. The calculations as at that time 
presented before the Finance Ministry and the Commerce 
khk4tfy showed a loss of 18 per cent. 15 per cent cash assis- 
taace 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 vik-v is  other engineering units 
for the perid 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 Oeneral, Commercial Intelligence and Statistics an& 
mentioned iq 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 rn 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 I SO of their 174th Report (5th 
Lok Sabha), the Public Accounts Committee (1975-76) had recommended: 

"The Committee have bean informed that there is usually a time 
lag of about six months between the infarmation that is 
collected by the Director General. Commercial Intelligence and _____ --.. _ _ _ .  .---- - - - - ---.- -- ---.--. 

*Not vetred in Audit. 
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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 corn- 
.pilation in the Directorate is a matter for concern. The 
Committee desire that the existing arrangements for the 
collection and dissemination of information relating to commer- 
cial intelligemce 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 theu Action Taken Note on the above recommendation, the Min~stry 
of Commerce had informed the Committee as follows: 

"The Gwernment 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 strengthening 
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. Tbe Chnmittee, therefore, desired to know ttne s p i f i c  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 M a t r y  concurrentiy 
and continuously. The Commerce Seaetary 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.I.S. gives us the data getting which 
is somewhat delayed and cornbursome. 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 



then they finalise the #ata and put them on paper. k is OW 
recentl) 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 ta  work on insufficient 
data. DGClS data is not available before six months." 

On the Committee enquirin? 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 collectian and collation 
ahd di'ssemination 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 t h e  lag in the availability of India's Foreign Trade 
statistics ta the Ministry of Commerce has since been reduced 
t o  a period of about three months. This has been made 
possible largely by an arrangement with the D.G.C.I.&S. 
Oflice t o  seceive 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 reeular 
market intelligence reports in regard to international price trends, export 
realisations, etc., the Committee desired to know if such intelligence reports 
were adtually received d w h g  the relevant periods and, if so, how these 



were utilised for determining the policies in regard to cash assistance from 
time to time. In a note furnished in this regard, the Ministry stated: 

'bThe market survey repr t s  iazdicating 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 jlncentives were 
available, and the export realisations therefrom were made available 
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 Pro~l;loticm . 
Councils on various items relating to f.0.b. cost and realisation 
for which cash assistance has been granted. However, the 
proposals received fan  the Ex'prt 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 (Raadster) was valid only tilf 
.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 resptively on 36 April 1975 and 1 October 
1975. Simultaneously, on 30 April 1975, cagh assistance for Sports 
Light Roadster bicycles was alm increased from 10 to 121 p r  cent. The 
Audit paragraph also points out that on 30 August 1974 [after the initial 
decision to re-introduce cash assistahce, on a$ hoc basis, from 1 September 
1974 far  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 mahufmturers* ('A', 'B', 'C' and 9'-'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 - _ _  -- -- . ..--_--- - --- 

*'A1-T.1. Cycles India Ltd. (Tube Inve5tments of India Ltd.); 'B'-&lac Cycle 
Indq~ttie; Ltd.; 'C'-Sen Raleigh Ltd. 'D'-Hind Cycles Ltd.; 'E'-Hero Cycles (P) 
Ltd. 



$he cash assistance allowed from time to time for exports of completel 
bicycles (Roadster). 

1.86. The Committee learnt from Audit that the Ministry of 
Commerce h,ad stated, in this c o n n e o n  iol 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 tho 
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 m the 71th April 1975, which examined the questian of 
extension of Cash Askistame rates in respect af 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 a6 the cash askistance 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. 
realisaticm in many cases. Since due to recessionary interna- 
t iha1 market conditions, f.0.b. realiszition had come down in 
case 06 many of the ehgineering items, the exports had been 
representing that the latest lower f.0.b. realization should be 
takm into account while daing cost study. In several reports 
a h ,  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 d this, 
it was decided that the latest f.0.b. cost and f.0.b. realization 
should be t a k a  incta account while ccmsidering the question 



of exteasion 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. 
Tn this connection, 'seveml letters were issued to the Enginee- 
ring E-t Promotion Council to send the cost data in proper 
form, complete in all respects. It was also decided to take a 
meeting of the exprters ' to  explain to them the oorreut manner 
of compiling marginal cost data. Such a meeting was taken on 
the 14th July, 1975 and the same was mended by the Chief 
Cost Accounts Officer and the Joint Secretary, Ministry af 
Commerce. 

Ln 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: 

'%I regard to the procedure, it was decided that there should be a 
quick review of cases. The cases blatantly unsustainable a r  
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 c a ~ h  assistance Review 
Committee took up th: question of extension of the Caqh 
asdstance rates beyond 30.9.1975. In  the note submitted 
to this Committee, it was pointed nut that the cast data submi- 
tted by firm showed a short-fall d 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 w t i n g  basis. It was therefme recommended ta 
the Committee that the present rates should continue. The 
Committee agreed with this remtnmdndation end it w& 
decided that fie existing rakes shouId d n u e  upto 31.3.1 976." 



TL Minifttxy is furthar undarsoood to have stated: 

"The questi~n of strewdining export beo.e& that were being 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. I t  had also been felt at the time that the 

cash assistance scheme should be formulated taking into account 
relevant parametres and not merely 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 assistance 
scheme was not brought into force, it was also felt desirable 
that the exisCing ratas should not be disturbed, unless they 
were wholly unjustified. The Cash Assistmce Review Com- 
mittee, in its met ing  held on 30th September 1975, decided 
about the rates that should contiwe, 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- 
tionai cash assistance was decided upon. These rates were given 
effeat 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. Our endeavour is to com- 
plete the cxeroise, well ahead of time so that thc 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 

Governn~ent to obtain proper cost data from time to time and have them 
examined by the Cost Accounts Branch at  periodical intervals for repu- 
lnting 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 a t  of data in. the prevailing cohditions. However, 

I - 



efforts were always made to get data cost accounted in tima 
for the Revicw 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 a p o r t  
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 &at 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- Junb, 1975, being cost studied. Cost data 
pertaining to this pkriod 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.0.b. cost and f.0.b. realisation expressed as 
percentage of f.0.b. realisation on exports of bicycles in respect of Units 
"A', CB' and '@ was as follows: 

Roadster Bicycles SLR Bicycle. 

1974 Early 
1975 

'A'-T.I. Cycles 
India Ltd. 

cB'-Atlas Cycle 
Tndustries Ltd. . . (-)rr .9 (+)5.3 . . (-)rp50 ( f710.4  

cC'-Sen Raleigh 
~ t a  . (+)9 32, (+)8.93*+ .. . . . . . . 



& computing the loss on exports in the case of 'A' (T.I. Cycles India Ltd. j, 
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 Cycla 
hduPitries Ltd., which had 'sold its import rdplonishment in 1973 $ 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. It 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." 



"This point has been raised more than ance 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 gzt his 
licence q~rickly 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 is 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. I am sure it will disappear. If w were tot 
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 requkstiztg for &termination of 
a s h  assisltancc, rate. A m t s  Branch w h a m w  reguired' 

to undertake cost study, also toolc into accouM pmnium earned 



by exportqs on import repienishmeqt licences transferred to- 
hi 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 
b e f i t  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 differsd." 

1.92. The Committee enquired into the basis on which cash assistance 
on SLR bicycles had been increased from 10 to 121. per cent with effect 
from 1st April 1975. In a nolte, 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 loss 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.1. 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 rraissd from ;the existing rate ofl 10 per cent to 
124 per cent w.e.f. 1st April, 1975 upto 30th September, 
1975, basing its decision on the Report of the Cost Accounts 
Branch in respect of MIS. 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 m c e r ' 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 special model cycle based on 



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 ( l o ) ,  then again 
the shortfall will change. The excess import entitle- 

ment licence with the Company is 15 per cent on 
f.0.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 ~ta indicate the basis on which the rate had been sulbse- 
quently increased to 15 per cent with effect from 1 s t  October, 1975, the 
Ministry in a note replied: 

"The rate of Cash Assistance at 12.5 per cent sanctioned w.e.E. 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 33 Yt March, 1976. 

The rate of 12.5 per cent was based on the marginal oosting of MIS. 
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-vi.s 

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 Ootober, 1975. 

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

While deciding upon the additional rates of cash assistance it was 
made clear that these rates were not related to the principle 



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 t5at 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.0.b. cost could be 
as high as had been claimed by the industry. A representative of the Dir- 
ectmate 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 seator. There is no price control while 
the integrated steel plants' prices are controlled. As far as 
the secondary sector is concerned, the Indian Tube Ccnnpany 
is doing hot strip and reducing it to cold rolled strip. They 
are charging high prices." 

He added: 

"The bicyck 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 oharged 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 
Stecl Ministry and ilt may be that your Committee may like 
to take it up with Steel Ministry. Nickel is a basic innut foe 
electro-plating of the bicyclc. It is not produced in the coun- 



try. There is the imernaknal cartel, Mond Nickel. Now the 
b>imle industry asks us, can you get nickel at such and such 
price, mr a tpreriod of years. So, these are difficult and 
complicated problems and this does not admit of any simple 
inferences." 

'Since the secondary sector was admittedly charging high prices by taking 
advantage of the situation, the Committee enquired whether the Steel Min* 
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." .4sked whether there was 
any cammunication 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 privatc produ- 
cers where no doubt profit are being charged considerably. 
How can we control everything?" 

1.95. The Audit paragraph ?]so points out that the export of complete 
bicycles (Roadster) bears a relatively small proportion (about 8 per cent) 
to  production of bicycles in the cauntry, The followincg table indicates the 
share of export in the total output d bicycles: during the period 1965-66 
t o  1971-72: 

Year Onqnt of Expqrt.: Percentage of 
bicycle\ export< to 

total outp?!t 

1 .%. S h  exports of bicycles amounted ta only 8 preh cent d the 
production, & CQmnittee asked whether it was vvMZhwhile to promote 



.such a law quantum of exporrs with incentives like a s h  awintance. The 
Gmmerae Secretary replied : 

"This is the view of the Government that' incentive on a selected 
basis should be given for promoting exports. In the case of 
bicycles if we compare the figures right f r a s  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 year 6 crores and thereafter 8 crores. 
It is also hoped that the ex'port market will enable us tor uti- 
lise (the idel capacity which is therc and it  may hajppen that we 
may succeed more and more to set up more capacity and 
create more employment." 

On the Committee pointing out that the podicy of promoting exports at 
all costs did not appear to be sound and expbrts merely for the sake of 
exports was open to question, the Additional Secretary of the Ministry of 
Finance stated: 

"The possibility of devebping our export performance was one 
factor which was prominently kept in view when dealjng 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 aF 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 fmal 
figures are yet to  be checked. The desirability of closing this 
gap by more and more exports has been emphasised in va- 
riaus 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 so, a number of hew strategies have been 
devised faA the purpose and a few others are under considera- 
tion." 

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



"We do  make samb kind of projectioq far ourselves. It is entire- 
ly for our own use. For complete bicycles, we have a target 
of 5 m e  io 1976-77 which we expect will go to 6 wore& 
next year ahd to 8 crores in 1978-79. This is a kind of very 
rou& targ& 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 difEcu1- 
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 oi? 
both complete bicycles and parts: 

Rupees in Crores 

Year Estimated value of 
Exports 

1.97. The Report of the Indian Institute cd Foreign Trade p in t s  out, 
inter cqlia, that the burden of uncovered loss on exports was absollbed 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 
prasent uncovered loss had not been difficult. The Report, however, goes 
on to add that "to what extent t,his praces~ can be continued has to be view- 
ed from the angle of the overhead elements in the f.0.b. cost and calpla- 
city of the domestic market to bear the additional burden." Beside, 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. Dr~wing 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 r e e n t a t h e  0% 
the Directorate General, Techincal Development stated in evidence: 



"it is only 8 per cent d the production which is exported. It is 
rather difficult to say that subsidy on this 8 per cent is push- 
ing up the wst of 92 per cent sale in the iaternal market. 92 
per cent sale in the internal market at high price is for various 
reasons. There could be managerial iaadquacies, there could 
be ho cost msciousness, but there could be very serious diffi- 
culty of raw materials." 

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

"I can only mention that the ~rices of bicycles were controlled 
under the Essential Commodities Aot. 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 
factary 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 therefme, constituted about 6.7 to 13.0 per cent in respect of Units 
'U' and 'V' as per details indicated below: 

Pcrcentagt of total factory overheadq to f.0.b. cost . 9 . 7  1 6 . 7  

Percentage of total offic: overheads to f.o.b. cost I .2 3 . 1  

Percentage of total overheads . 1 0 . 9  1 9 . 8  

Percentage of variable factory overheads . 3 ' 6  5 ' 5  

Percentage of variable office overheads . 0.6 1'3  

Percentage of total Fixed Overhead5 to f.0.b. Cost . 6 . 7  13.0 

- -.-- - - ---- - -  
The IIFT study, however, focusses attention on the fact that while the 
installed capacity of the bicycle industry had gone up quite substantially 
(in Dacember 1971 the installed capacity was reported to have gone upto 
33,32,000 bicycles while in 1972, when the IIFT study was commis- 
sicned, 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 ca'pb- 
city mpresented a high proportion of the total available capacity, with 
1948 LS--5 



less than 50 per cent 4 the installed capacity being utilised on the whole. 
The Report goea on to observe: 

66 . . . . . . . .The produotion of the bicycles can, therefore, be almost 
doubled if the total installed capacity is fully utilised. Even 

I fram the angle of individual lead manufacturers the unutilised 
capacity varies from 113 to 112 of the total available. . . . . . 
This h g e  proportion of unutilised capacity irldicates the p o s -  
sibilities of reducing the unit cost at lem 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.0.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 to 50 per cent (emphasis added). This means that 
the prdpbrtion of fixed overheads to the total f.o.b, mt will 
go down from the preseht average of 10 per cent ta 5 to 6.7 
per cent and that gain of 3.3 to 5 per ccnt in f.0.b. cost can 
be anticipbted. In addition, the scale economies may help in 
reducing the per unit incidence of the variable elements." 

1.99. The fallowing table, compiled on the basis of statistics furnished, 
at the Committee's inktance, 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 product ion as percentage 

of imtalled 
capacity 



.A& stated earlier, in paragraph 1.43, there are more than 300 units in the 
small scale sectm presently engaged in the assembly of bicycles and manu- 
facture of bicycle parts and as agaiflst 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 af Technical 
Development also 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 mganised sec- 
tor of 40.19 lalch Nos., the additional capacity, which would mature by 
1978-79 was estimated at 1 lakh Nos. 

1.)00. Since under-utilisation of the installed capacity pushed up the 
unit cost of production which in turn affected zdversely the Lab. 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- 
ary. The Commerce Secretary replied in evidence: 

"The ca1p'aci2y utilisation at present is certainly low. Fcatunately we 
find that the capacity utilisation in the components sector has im- 
proved and is slightly better than in the complete bicycles sect-. 
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 e x p x  of bicycles, 
we have hed occasion to talk to some pedple. 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 ?hem 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 arc 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 'ptesent in studying the aspect 



on better ultilization of capacity in the industry, as alsa im-. 
provement in the technology and in the design's of various types. 
of bicycles manufactured in the country. 

Another important aspect which the panel will study is: t a  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, sctne 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 alnd to see how far they can be moder- 
nized. This is done both in regard to the manufactuding cost 
as well as quality. These are the studies which are now under 
way. In the course of 6-8 mcnth5, we should be able to 
come out with some definite information." 

1.101. On the Committee enquiring into the reasons for the unsatisfac- 
tory utilizatian 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 bee,n 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, ithe marketing ability of the cycle manufacturers is hold- 
ing them back from increasing the production. Cost of pro- 
ductioln has increased during the last 2 years; 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 utili~a~tion 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, ~esulting ia 
unnecessary investment of capital, another representative of the Directorate. 
replied : 

"Jn all humility I submit that we are neither lea efficient nor more 
efficient than anybody else. We licence the capacity on the basis 
of the demand projections but if the demand projections. om 
account of various factors, do not rnaterialise, then you are 
faced with the problem of idle capacity." 



In a note furxWed subsequently in this regard, the Directorate General ot 
Teohnioal Development stated that while the capacity utilisation in the 
complete bioyde Industry taken as a whole ranged between 48 and 63 per 
c a t  of the installed capacity, unit-wise capacity ut'lhsation showed on the 
ohe hand! a very high rate of certain units like Hero Cycles (P) Ltd., Lu- 
dhiana and Atlas Cycle Industries Ltd., Smepat 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;. 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 5it 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 Con~mittee asked whether instead of sustaining exports at 
all costs by means of various incentives for export promotion the idle- 
capacity available in the industry could not be utilised for export-oriented 
activities. 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- 

plete 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, Nqeria 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 con- 
cerned, there is a large market for 3 model known as 
Sports Light Roadster bicycles which are required most- 
ly in Europe and USA. There is I demand for 
as much as 4-5 million bicycles a year but we have to kee? up 
technologically abreast to be able to avail of this demand. We 
have been taking certain steps in this direction and one unit has 
dready come up in the field and now it is a question of time 



and we are organizing and this particular panel to which my 
colleague, (Mr. . . . . : . . . . . . ) made a reference, is, going intg 
this question as to how we should diversify our production inta 
sports model. It is being done, but this is something where 
you cca~ld mt expeat results in a! very &om period d time. 
But we hope to keep on working at it and we hope results will 
follow." 

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

I 

"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 
pu+pW. Further utilisation of idle capaoity for export and 
export generakion, 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 n~anufacture. the representative of the Direc- 
torate General of Technical Development stated during evidence: 

"In regard to improvement in the design, we are 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 i t  could be lighter in weight. We are studying improving 
processes like fixing various p r t s  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 pans. Three sub-corn- 
mittees have been constituted to go into its these aspects and 
their s td ies  should result in some economics in the cost of 
manufacture." 

Asked whether the industry itself had been entrusted with this K&D 
effort, the withness replied. 

"This is being done under the direction of the DGTD. Most of 
the manufacturing units are' fdly conscious of this need and 
they are in the process of establishing R&D centre for 
improving quality of the bicycle." 



"We are not fully satisfied. That is why we have given a little 
more thought to this. A panel has been set up to examine 
this aspect." 

The ~ o m m i t k e  desired to know how the R&D efforts were coordinated 
and manitwed and whether any R&D centre had been s a  up by the 
industry. In a note funnished in this regard, the Direotorate 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 Iess 
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 th~s, 
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 m?erial 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 mtiy 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 compositian 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 fndugrial Development are as follows: 

"(1) To canrider the present stage of developmept of the cycle and 
cycle components industries and to  recammend me&ures 



necessary for consolidation and for further accela!iiW4 g ~ w t h  
d these industries; 

(iU To  assess the future requirements of critical inputs 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 estab1iahent of related 
industries to meet the sequirernents of cycle industry; 

(in) 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 recommand steps for technological inputs and strength- 
ening design devdopment and researrfi facilities for the cycles 
and the ancillary industries; 

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

(vi) To take into account the present and future export market for 
cydes and cycle components with due regard to the require- 
meal in terms of woight, styling, h i s h  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 Gover~men~t." 

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 
&velopmebt, rmdedsation, diversification, cost evaluation aod reduotion 
export generation and other related matters and that thcse working groups 
were currently engaged in these studies. 

1.105. Another note furnished, at the Committee's instance, by thD 
Directorate General of Technical Development iadicating tbe steps taka. 
in this regard betwean 1970 and 1976, i.e. prim to tbe constitution of thr 
bl, is reproduced in Agpendix VIL 

1.106. With reference to tb ueder-utisur;m of the h&dd ~8pa0jtY 
of the industry, the Committee drew attention to the. paor p~farmaa~e  of 
Sen Raleigh h d .  nccessitatfng its c b u r e  for wrnetlme and m k q u e n t  



take-over by Government and desired to know the cantrol exercised by 
Government over the unit to ensure that its capacity was fully nt i l id .  
The Additional Secretary of the Finance Ministry slatsd in evidence: 

"It has been entrusted to the authorised controkr under the IDR 
Act. After closure, it was taken over sometime in September 
last. It went into production soon after and production bas 
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-intanhive 
industry, the overheads in an orgamised sector are quite high. 
Therefore, Sen Raleigh has been asked to explore the possibili- 
ties of export markets. Thwe has been a coaistent 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 tbe 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 d e c e d s e d  eectar, 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. Bu,t it is no longer possible to sell at that rate in com- 
petition with other brands of bicycles 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 
Raleigb 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 furnishad subsequently, the Directorate General ot 
Technical Developmant informed the Conunitter: that the management of 
Sen Ralei@ Ud. was taka over by the Government of India under Section 
1'8kA(l) (a) of t& InhstrIes (~evdopnex i t  a .  Regof'aticm) Act, 1951 by  
a narfffcation dated 8 Sipternbet I975 and the IhdustrIaY Reconstruction 



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 h place of IRCI Ltd. Details of the fiinancial assistance 
made available to the company since its take-over are as follows: 

State Bank of India . Cash credit limit 
of Rs. 80 lakhs. 

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

Government of West Bengal ' .  . Rs. 35 lakhs - - - - 
As regards the p e r f o r ~ c e  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 
Fehruary 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 cam'p'any'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 accumulatims on a m u n t  of fall in sales, the Committee enquired 
into the st&@ taken to overwme this problem. In a note, the Directorate 
General of Technical Development replied: 

"The Company have k e n  facing a ~'roblem 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 exparts. In so far as sales in other areas are 
concefned their sales are proposed to be marketed through Sen 
aaad 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 served 
by the latter-advising and co-ordinating as necessary. It is 
expected that with these changes sale of our products would 
definitely improve. h addition, efforts for higher volume of 
exports are being made. 

The above strategy has already s h o 6  enoouraging results and 
domestic sales in August, 1976 have been the highest since the 
t a k m e r . "  



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 . r ,62  
7 --- - ---- - 

(b) Production: 

Unit January January April to April to 
to March to March June 1975 June 1976 
1975 1976 

Bombay . 18,166 47,749 32,360 38,006 

(c) Expart performance: 

Complete Bicycles 

Year Quantity Value 
( N ~ s )  (Rs. in lakhs: 

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 compments 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 tepresentative of the Directorate Genera1 
of T e c h W  Development, while informing the Committee that the UnimI . . 



cI6ingdom, Austria and Japan were the main competitors in SLR bicycles, 
stated: 

"We arc not in the show in a big way. We are exporting some- 
thing like 10,000 SLR bicycles a year, mainly by TI Cycles." 

H e  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. I 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 Oycles were able to compete in this area and whether they 
'had the requisite know-how which was a closely-guarded secret, another 
,representative of the Directorate replied: 

"It is because they have been able to develop some of these cycle 
components like frames, lugs, etc. because it 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, lthey could develop the right frames for these. All 
these they have been able to organize in India but they have 
been imparting the three-speed hubs from abroad." 

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

'"rhey have tried and failed to produce the sophisticated one." 
I n  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. I would 
not call it a dent, it is not even a dent. 10,000 bicycles is all 
that TI Cycles have tried to introduce into the US market 
where millions of UK and Japanese cycles are v)ying 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 iMo the market. I can tell you, this is g&ng 
to be a vev diffcult market." 

On ttaG C o r n m i  obenftng thst it WBS d9lftcutt to understand wlty atkt 
bicycle units CCNM nd'mahuftactltr~ StR bkydee it TI Cycles m W  dblt  
succeclsfully, he added: 



"The answer to this is, the ptoducticm 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 she sophisticated cycles market. This is 
what the Panel is engaged in." 

He, homwever, added: 

"ln this, sports light roadster bicycles, even TI Cycles is landed 
with several claims because the Ame.rican importers have 
rejected them because of various factors like the reflector not 
being the right m e  or the weight not being the standard weight, 
etc." 

Asked mhether TI Cycles had bcen 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 d 
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." 

1.1 11. The Committee enquired into the detaik of the firms which hcld 
thc monoply over the technology in respect of 3-speed hubs and whether 
any cfforts 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 Sturrnia-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 Sturmin-Archer of U.K. 
for establishing a joint venture in Indin with the milahration 
of the fatter fw production of three-speed hubs for export but 
thew efforts did aat succeed. T.1. Cycles (India) does not 
have the teclmdagy for tkwpeed h u h ;  but the company has 



the technology for SLR bicycles based on imported three-speed 
hubs. The question of transfer of technology from T.I. Cycles 
(India) to orther 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 prepared tentative 
feasibility study based on reverse engineering; but it is under- 
stood that the further pursuit of the proposal was given up 
on economic consideratian." 

1.1 12. 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 nbt so much the investment in thi 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 biuycles. 
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 done would call for consider- 
able capital investments." 

1.1 13. Asked whether TI Cycles Ltd. was an Indian company CN a 
foreign one and whether it was a FERA company, the represemtive of the 
Directorate General of Technical Development replied that the company 
was a "foreign mtity", with foreign equity of more than 40 per cent. but 
the management was Indian. The Committee, therefme, desired to know 
the share of TI Oycles Ltd. in the export effort of the country and whether 
the company was deriving the l h ' s  bhare 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 total 
export, this is subject to verification-is very small. Most of 
the exports are being carried out by the three companies ia 



Punjab, that is, Hero Cycles Co., Avon Cornpany and the 
Roadmaster. Them 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 o£ 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." 

1.1 14. 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 
'pkrfarmance during the period from 1973-74 to 1975-76. Information 
furnished in this regard by the vinistry of Commerce is tabulated below: 

(a)  Impmts of 3-speed hubs: 
- -  

Year Quantit Value 
p?os.Y (Rs.) 

Nil Nil 

(b) hxport Performance: 

Year 
Bicycles Bicycle Total -.---_-__ Compon e m  Value --- (in Rs.) 

Qtr. Value Value 
(NOS.) \RsJ W.1 

1.1 15. 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: 

Year 
Import Cash 

Re,denish- Assistarce 
ment 
(Re.) (RS.) 



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 Ltd., U.K., on 
30th Oaober, 1950, for the manufacture of cycles, compcrnent 
parts of cydes, etc. The duration of the agreenaent is without 
any time limit. As per clause 7(a)  of the agreement, teohnical 
know-how, drawings etc. were supplied by the foreign colla- 
borators free af cost. No royalty is also required to be paid 
to them ynder the collaboration agreement. 

Subsequently, by a special resolution dated 12th September, 1959, 
the name of the lndian company was changed from 'T.I. Cycles 
India Ltd.' to 'Tube Investments of lndia Ltd.' and a fresh 
certificate of incorporation consequent an change of name was 
issued by the Registrar of Companies, Madras, on 15th Sep- 
tember, 1959. 

The issued and subscribed capital of M 1s. Tube Investments of lndia 
Ltd., Madras, is 3,75,000 equity shares d Rs. 100 each fully 
paid up out of which 1,96,875 shares are held by their colla- 
borators, Mis. Tube Investments Ltd., U. K. The total non- 
resident Iparticipation in the company is 52.67{, of the equity 
capital. 

MIS. Tube Investments of India Ltd., do not have any equity parti- 
c i p a t h  in companies abroad (i.e., joint ventures in foreign 
countries). The company have, however, provided technicaI 
know-how on behalf of M/s. Murugappa & Sons, Madras, to 
their joint-venture unit in Malaysia. wt up in March 1971 for 
which the Indian company are entitled to receive initial techni- 
cal know-how fee of Rs. 50,0001- and royalty of 2 + S  on the 
net sales of the prcducts of t3e Malapian company, for a period 
of fin 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-earning stage. In view of the 
continuaus losses incurred, their request for time till 31st Dec- 
ember, 1976, for payment by the overseas company of royalty 
ahd know-how fee has been accepted by the Board of Directors 
of the lndian Company. 

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

-.- .- - -. .- - - 
*Not vetted in Audit. 



of Indi'a to their Collaborators M/s. Tube Iwesltments Ltd., 
U.K., in reswt af ,the shares held by them for the last 10 
year6 are as follows: 

E ' &cp'* -- -- 
S1. For the year Amour t of tr 
No. ended Dvidecd Remarks 

(Rs.) !2 

5. 31-12-1970 11,8g,rz5.00 Interim Dividend 

13,5g,ooo-oo Final Dividend 

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 U.K. 
Collaborators on this account. 

It may be added tiat in respanse to the Company's application for 
c o ~ n u i n g  its aotivities 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 JOTn,, by 1st week of M:ly, 1977." 

1 . 1  17. The Committee d.sired ta know whether mother forcign com- 
pany operating in India, Dunlop India Ltd.. had also been mon.opolisinp 
the bicycles market for a number of ?cars and. if so, its sharc in the 
exports of bicycles and con!pncnts and tilt. qunntum of export benefits 
given to the company. The Commcrcc Secrctnry stated in evidence: 

"Dudop has not figurcci anywhcrc in + I i ;  cvcle industry export 
trade so far. Their name has not reallv been mentioned any- 
where uptill now. . . . The information ~ iven  to me is that 
probably they function in the export market for rims only, 
but accurate information is not wailable just now." 

1948 LS-6. 



In a note* furnished subsequently in this regard, the Ministry of Cam- 
merce stated as follows: 

"Official statistics of exports are not maintained Company-wise. It 
is, therefore, diflicult to correlate Dunlop's share in the toltal 
ex'prrs 06 bicycles and bicycle components of the country as 
a whole. However, the value elf total exports and the Import 
Replenishment granted as wcll as the value of exports and 
the Cash Assistance grmted are tabulated below. i t  will be 
Seen from the tables that value of exports for different years 
do not ,tally. The reasons cauld 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 ?he Impolrt 
Replenishment or the Cash Assistance in respective years may 
not actually reflect the correct value of cxportc: made by the 
firm during that particul,,r ycar to which the Cash Assistance 

or the Import Replenishment granted relate." 

Valw of Import Replenishmnr licenc~$ manted to M l s .  Dlrnlops India 
Limited on Exports of B t c y  les ~vld Bicycle c w i p o t w i l t  F drrrlng 1970-7 1 

to 1975-76 and the f.o.h. vnllte of exports admitted. 

Year 
I 

Value of Import F.O.U. Value, r f 
RepIe~i5hment Exports Adm~t'cd 

-.- 
*Not vetted in Audit. 



Value of Cmh Assistartce granted to M l s .  Dl~ntops Indti Limited on 
Exports of Bicycles and Bicycle components during 1970-71 to 1975-76 

and the f.0.b. value of exports admitted. 

Year Value of Cash F.O.B. Value of 
A?sistnsce Exports Admltted 

( In  R*.) ( I E  Rs.) 

1.118. When the Committee pointed out that apart from the SLR 
bicycle, acquisition of know-how in rcs'pct of which appcared to be 
difficult, it should be possible to produce more sophisticated models than 
the ordinary Roadster l i k ~  \he f ~ i d i n p  blc>cles procluceJ in Japan, which 
might not require rx~raordinary knv i-hou. 2nd asked Xvhcther necessxy 
technical knowlcdgr: could be tlc~elopcd in this regard, the representative 
of the Directorate General of Technical Development re'plicd: 

"It should be possible As I have pointed ou! earlier, a panel 
has been cstLiblished recently for studying this problem, and 
some of the manufacturer\ hale facilitics far doing this job. 
1 expect that i! should be possible tn produc: most sophisti- 
cated bicycles at chcapcr costs. Some of the manufacturers 
have expressed a view that cven for undertaking b>sic research, 
it will cast a lot in the form of capital equipment. We are 
examining ns to how bcqt with the availahli. facilities the 
quality of bicycles could be imr~ovt.d, b j  tht n~ nufacturers 
so that they could manufacture bic!cle< which could be com- 
parable with the bicycles which arc bring m:~nufactured in 
some of the Middle East countrie\ and cnn ccwpett. with other 
competitors like Japan. U.K. etc." 

1.119. On the Committee pointin9 out that one of the rensom for 
the inability of the Indian cycle rnanufxturcrs to compctc 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 



effected to match the rquirements 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- 
w e d  ta 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 wcluld 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 t!! 
compolnents both in Kg. 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; hext year ilt went up to Rs. 7.97 
crores; then to  12.46 crores; in 1974-75 to Rs. 17.8 crores 
and during 1975-76 i t  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 couhtry." 

Since i t  appeared that the large-scale manufacturers of bicycles in the 
organised sector bought out components from thc small scale secltor and 
marketted the cycles under well-known brand names, the Committee 
desired ta know how it was ensured that the quality of such components 
fulfined the prescribed specifications and standards. The Commerce Secfx- 
tary stated in evidence: 

"We certainly have a quality inspection 5ystcm for bicycle; and all 
the bicycle manufacturers r r c  srrhject to t l i n !  quality control 
scheme. But if thc qxestion i's whether t5ev kccp up their 
quality according to tFc brand namcs which thev have cstab- 
lished. 1 would say th:it we do not have any quality control 
system based on b r : d  n.:mcs. M?c hr~vc certain s'pecifications 
by which WL tes! and see w!~ctIlcr th: (w?litv oC :he compo- 
nent p;irts which :.he\. put in info ?hei!' bicycles conform to 
those ~p~cificarionq. J am surc v:: \i:ill iniprovc our quality 
gradually. Wc are tal:ink m m v  n l i : i i l i T C \ .  V'C ~ 1 1 1  upon them 
t o  ,~ttepd some mectinns. You :rrc right in sayinc that this 
kind of compar;ltivc clisadvnnt~tm~ h a w  bcw nointcd out by 
foreign countries. Wc arc n w m  ctf '5;s. am1 !vr f( el tha'? we 
should improve our quality. Tn the matter of components, 
each consignmeht has to be opened up :!nd inspected; a n 8  



then d y  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 noth~ng to go out, unless it passes our strict 
standards." 

In this context, a reprcsenta.tive of the Directorate General of Tcchni- 
cal Development added: 

"What the hnn. Membcr xiid about brand names and d l  is quite 
true. But even in regard to domestic prcduction and sales, 
that picture is not trucl any longer. For example, Atlas and 
Hero arc purelq in the 1ndi:n scctor. They are parely Indian, 
unlike Sen-Raleigh and T. i .  The former arc able to sell 
much more than tlic latter. The former havc no sales pra- 
blem, w h ~ r e a s  Sen-Ralrigh a:id others have i t .  In  regard :o 
quality, 1 n m ~ l d  like to q t :  lify what the  C:mmercc Secretary 
said. There arc two poin:s h s c :  functoin;!l qualit!. ;ind the 
designs 01 the bicyclzs. J!wfar as the linadster bi~ycles are 
concern;d. functiondly t l ~ : ~ ,  have 'pro\.ed ~hcir  worth. This 
is truc by and 1::rge. In fact ,  m.ny o! the developing coun- 
tries which go in for our clclcs have lo fact? the same kind 
af condition. The!. havc also got to carry heavy things like 
milk cans. additional pswnger etc. We have repor:. that 
the Indian hit!-c1c.s ~ i t h 3 u t  tht513 brand n:lmcb have won con- 
sumer nc:.Ft:inci. But \ \ h . n  it corncs to c l c s j y ~ s  and !oaks. 
we would cert:~in!y :i~?.t thc  J:~panesc hicycles arc far 
s:!pcrior. T!lc!. hsl.2 acf~:~nt:lpcs in  materials which we do PO! 

!lave. They have mclan~ilc jinihh; and the15 are doing hrazirip 
wmk, I mean in J.*pan, niih i i p  and i i tu rc i .  whereas in 1ndi:i 
\h-c arc doing i t  nl:inu:illy, U'!icn we talk about basic rrynd 
conditions. ny should i:t!k : . h u t  functicmai qu~!ity as  u.i.11 :I< 

abaat look; 2nd designs." 



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 cclnsignment inspecition by the Export 
Inspection Council. This consignment inspection is carried 
out to certain nlinimum standard notified by the Export Ins- 
&ction Council. Under the present natitication, the packages 
are to be subjected to drop rolling and water spraying test 
before shipment of the condgnncnt. A number of bicycle 
components manufacturers, especially in the small scale sec- 
tar, have represented about the rigidity of even these minimal 
standards. The whole question ol quality control on engincer- 
ing export including cxports of bicycles and components is 
currently being gone into by a Committee headed by Secretary 
(Technical Development) ." 

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

"In the Small Scale Sector no regular quality control exercise is 
carired on by any authmised a p c y  for the production of 
bicycle and Bicycle components. However, therc are quality 
marketing schemes with somc of thc State Governments which 
are voluntary in n ~ t u r e  and the Small Scale Units can a l p  
proach the authorities for getting the quality marketing fm 
the centres set up far 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 contrci' :IS well as 'consign- 
ment-wise inspections' are in operation simultnneously in res- 
pect of small scale Units. The Ex'pmt Inspection Council is 
the appropriate agency whc~ draws up sample from the con- 
signments to bc exported and certifies the export worthiness 
of the firm. Far thow unitc; which havc built up "in process 
quality control" the s:!me :'fencg is reeularly monitclring the 
inspection from time +o time. T h e  nrrcncy normally follows 
either the natbnal ,)r international dandards fcn any product 
while making an awessncnt ;~hnu+  the qwlity. Tn cnsc thcsc 
are no! avail;lhle thct' dso f a k x  l h c  contractllal s ' ~ c ; f i ~ : i t i n ~ l ~  
of t'lc b:;ycw or th,\ ccrvpany standards. if there is : ny." 

C. BICYCLE COMPONENTS 

1.121. The follnwinp tablc. compiled from relevant data in the Audit 
paragraph and information fumishcd subscquen!ly hy thc Ministry of Com- 



merce, indicates the value of exports of bicycle components and the per- 
centage of components exports to the total exports of bicycles and bicycle 
cmponents : 

Value i n  c r o ~  es of Rupees 
_ _  _ -  -_ .__. - - -- 

Yenr Value of exports Total value of Percentage of 
esportt t f bl- compor er te 
cycle: Rc corn- exports to total 

pol er ts exports 

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

Year Production 

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

+The Department informed the Committee that theirstalled capacity in theorganised 
sector for the manufacture o f  compor ertq war p o t  a\ ~llable. There are also some 
minor variations between tl-e figures of prcdt'ctiorr furris hed by tke  Depertmer t er d 
these indicated in the Audit paragraph. 



1.123. The various changes introduced, from time to time, in the rates 
of cash assistance (expressed as a percentsge of the f.0.b. value) for b e  
export of bicycle cmponents  are briefly indicated in the following table: 

Bicycle Components 
- -. -. -- - - - , . . - 

Date Rate of Cash 
Assistal-r ce 

1.124. As pointed out earlier [Vide  paragraphs 131 to 1.571, after 
some ano~nalics in the operation a£ the cash assistance schcn~r in respect 
Of engineering goads h'id come to light, cost s t d i e s  had been comrnis- 
s h e d  through the Indim lnstitutc of Foreign Trade for the first time in 
1972 in respeu of some items which jncludcd bicycles and bicycle com- 
ponents. While thc lndian lusritutc of' Fareign Trade, in its report sub- 
nlitted in November, 1972, had recommended continuance of the cash 
assistance at the rate then prevailing (30 per cent in ths case of bicycle 
components), a Committee sct up, in J a n u a ~ ,  1973 under the Chairman- 
ship of the Chief Contrdler of I~nports & Exports, to review the Registered 
Ex'pners '  Policy for 1973-74 had suggested. inter nlia, that cash assistance 
on  exports of bicycle components might be reduccd to 30 per cent as 
against the then prcvailinp rate of 30 per cent which was not, hawever, 
accepted by Government. Subsequently, in Januar!.. 1974. after various 
psopossls and counter-proposals n~ade  by the VinIstrie5 of Commerce and 
Finance had k e n  considered, the Main Ca:nmittee of the Mnrkcting Deve- 
lopment F ~ n d  had proposed. itltcr alio. that  cash acsistance for bicycle 
com'ponents might be reduced from 30 to 20 p:r ci.nt and for bicycles 
(complete) also at 20 per cent. Before these prapcrsLlls could he given 
.;fle,-t to. the Direc?or..fr. Gencr:il of Technical Devclapnient had drawn 
attention to thc fact thn: f.0.h. ri.:~li$:~lions from cxporr of Roads t~ r  bicycles 
l!::d cone up, which ncccssitated a close wcond look o n  the level of ca.h 
compcnsstory cllpport leading to the withdra~ral of cash :issistance on 
bicyclcq f complete) with effect from 22 February, 1974. 

I .12.5. Whilc taking a decision to abolish cash assi'stance for bicycles 
(cnn~plcte ) .  no than?? r W : i s ,  however, niade in the decision of the Mnrket- 
inc D w c ' y m c n t  Fund (Main Committee) of January, 1974 in regard to 
bicycle components on the ground that no  separate costing in respect of 



*components had been made nor had the Director General of Technical 
Development inthmted any higher unit value realisai!on from 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 ~ssistance on bicycle compormts ~nip!~t be witiidrawn which was, 
however, not accepted by the Minislrq. From ihe rdevaii; no!,s in the 
Ministry's files on (the subject firnishei! by the Min:strj: of Colr~n~crce at 
the Committee's instance [Vide Appendix 111, the Committee found that 
the Finance minis try"^ suggestion was based inainly un thc conhideration 
that if ex'port realisetion was much more ~h n the cc:.,t of pr'aduciion for 
complete bicycles, the same position would hold good for bicydc compo- 
nents also. On the other hand, the Ministry of Comclercc had taken the 
view that as mare tSan 75 per cent of the exports was Lccountcd for by 
components and the m:nufac!urcrs of compwcnts w r e  mostly in the 
small scale scctor their economics o f  pr:duction and ..x;lor: could nat be 
compared with that of ths cyclf: manufacturers \!!I!, v.cr :ilntitI~. in  thc 
organised sector and that exports of cornuonents ~vo~:ld have a setback 
if the cash assistance was withdr:~u,n co!npletely a\ s u p p t c d  by the 
Ministry of Finance. The Mitll\iy: 1 i : i~ I  also o'imrved :h:ii ? h i s  wa, one 
area where the small scal , sectcr had ''really b:-n c:-,:~tr-it.a~inc to cx'port 
earnings in spite of all dif5cultic.q in t 3 e  mater -of procurement of raw 
material. etc." and it, thcreforc. stood t:. rcssrrn !h;:: nn jolt should be 
given to the industry which was perforn~ing rather srttisfrlctorily. 

1.126. Both these arguments had. however, been refuted bv the Minis- 
try of Finance in their notes on the subject dated 5 M m h .  1974. In 
regard to the contention of the Commerce Ministn th.;lt :uporti; of com- 
ponents would have a sethack i f  ths cash assist;+nce was n.ithdrann. the 
Finance Ministry had wintcd piit that if thc \\it!lcir;lv. I of (hi. :tss;.;tmcz 
on cormplete bicycles could not l i : i \ .~ .  :; s c t h z k .  pc.sition s!.~o~:ld n:?* be 
different for bicycle com'pnents. A< rcprds th:? di>iiilction sought to be 
made b j r  the Commerce Mini~ti.!,. h<t\\i.>n ::I> !)rz:ini.it.i! c c i - , r  and 'hc 
small scale sector. the Financp J l in i s t r~  !lad drawn attention to t l ~  ici:t 
that the rates of cash ns<:istnni.,; u~r.; .  Jxii! ,d on11 .In t!?., bas;. cr \:ost 
of prodrlctinn 2nd f.o.h. ri.;llir;;laric-p ;lnd n.1 ~?.istincti.in In d- hmvcrn 
the snlsll  scale .wctor and ths !'.r?c ,-,:nlr. c;.ctor. -!%::,I \fi!l!s!ri' !lad. 
however, not pressed t]lc issue f~!rth:r and h:ld ngr:cd to thr p r . ? t  of 
cash assistance for hic!)rlc conironents n t  the reduced mtcb of 20 per cent 
till 31 December 1974. Rc.1ct8:int extncts frcw thr, 3I;nislry'c r\Totes in 
this r e p r d  arc rc'p'r~duced k l o w  : 



available for an objective analysis to determine the higher 
rate of cash assistance, we may not, ior the present press for 
the withdrawal of cash assistance on export of bicycle com- 

ponents, though the argument of higher f.0.b. realisation will 
still be valid. Cash assistancc of 30% is being reduced to 
20"; on the bL sis of the report of the I l l T  given in 1972. 
Since then f.0.b. realisation ha\ gone up considerably though 
the precise figure is not  avaihble, ncrmally, as suggested by 
us earlier, there should be withdrawal or further reduction of 
CA on componcnts. However, for the reasons indicated above, 
we mdy agree tol the reduced rate of cash assistancc of 20% 
being given effect to till 31st December, 1974 before which 
the position may be reviewed. The Engineering EPC, the 
TDA and the M,'Commerce tnay '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, an recorasi- 
deration of the question, the Ministry of Finance had pointed out, on 3 
June, 1974, that even without waiting for a detailed cost study, there was 
"clear justificatian" for reducing cash assistance on export of bicycle wm- 
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 t a  10 per cent or cash assistance 
on complete bicycles as well as com'pnenrs mzy be allowed uniformly at 
10 per cent. The following reasons had been indicated by the Ministry of 
Finance in support of their suggestion, in their Notes dated 5 June, 1974: 

"(i) (while the producers crf bicycle components are mainly in the 
small scale sector, it i \  nat necessary that exporters are the 
same who are the producers o f  components. Exporters are 
different from the protluccrs. Thev will be purchasing the 
components frcrn the 'producers and then exporting. This 
m y add to the ultin7;tte cost of export on account of cost of 
export overheads and other exoenses. Continvance of cost 
a\sistancc will only help such middle mnn cxportcrs in  quoting 
lowir prices.) Further the item ic of a labour intensive 
nflture and lndicln prices should be ~ompeti~tive in view of the 
high cost of l a b c ~ r  in other developed countries. While the 
economics of scale may not be av:ilablc t o  the small walc 
sector, it has also to he conceded that overheads and other 
fixed expensec are much less in the case of small scale vnitc 
as compared t o  lame scale sector. 



(ii) Cash assistance on complete bicycles and SLR bicycles has been 
withdrawn/reduced after taking into account the increase in unit 
realisatim in International Market. 'The unit realisation for 

components would also havc gdne 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 i : ~  nlisuse of the facility in as much as complcte 
bicycle may be sent in semi-assembled condition for the pur- 
pose of claiming cash assislance. The country will lose 
foreign exchange on account of higher unit realisation for a 
finished produc~ 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 complete 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 
crorrs, 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 Ieft uneffective. In the absence of detailed cost data 
to justify continuance of cash assi'stance at the increased rate 
of 20 per cent on edpcat of components in the face of with- 
drawal of cash assistance on con~plete 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 assistanct for hicycle components continued to be allowed at 20 per 
cent while cash assistance for complete bicycles, withdrawn with effect 
from 22 Fcbrunrv. 1974. was reintroduced at 15 per cent with effect from 
1 September 1974. 

1.128. Thc Audit paragraph 31~0 pointy out that in March, 1974, the 
Dircctor General. Technical Development. had informed the Ministry of 
Commerce thl~t as conventional roadster bicycles were almost always ship- 
ped in a knocked down conditicm. thcrc was a risk, consequent on t!w 
abolition of cnsh assistance nn the export of completc bicycles, that un- 
scrupulous exportinc units nlirht show exports of complete bicycles as 
q m r t s  of bicvcle component.; and walk away with 30 per cent cash 
assistnce prescribed for components. The Ministry of Commerce furnish- 



ed, at the Committee's instance a copy of this communication dated 12 
March 1974 trom the Development Officer in the Directorate General, 
Technical Development, wh~ch 1s reproduced in Appendix 1X. The Com- 
mittee learnt from Audit that the Ministry of Comnlerce had stated 
(December 1975) in this context as follows: 

"It is correct that Bicycles are exported n~ostly in unasszmbled 
knocked down packing as it is not feasible nor possible to ship 
bicycles in campletely fitted Sorm. However these exports 
remain exports of "Bicycles complcte" and no! exports of 
"bicyclc con~ponents and acccssories" as the audit s x m  to 
infer. Total value of cxports of components and accessories 
have always bcm morr than the value of expms  of complete 
bicycles as is ohi.ic.::sly ,;]car from the cxpori statistics shown 
by audit in sub-p:~r . 3. Th- ris: in !he t.si10~ti of bicycle corn- 

poncntsduring {hi. ::ears 1973-74 and 1973-75 is owing to 
increasing internatimal demand for the q2mc awl  increased 
participation nf Tndix Fvpnrtcrs i t l  !he \\,o:ld mnrkct." 

1.179. 1: :,!.:Id :;~?LxI. 11.on1 (1:: s;;\tis!ic~ US c s p r i s  of bi~yclcs and 
bicycle con1pi)iitilts dur i l?~  the pcriod when the cash assistnncc on com- 
plete bicycles stood abolished ns ~i-e l l  ns two specific c a s s  of e.i;?orts of 
bicyclcs and coniponcrils to coun1riey 'P' 2nd 'Q' citcd in tlnc .4uclit liars- 
graph that thpsc fears \verc' not cntirelv unfounded. T h t  C:mmiites were. 
.2 

however. informed by Audit that thcir conclusions hasl bccn dicp:~!i.d by 
the Minirtry of Commerce who had stated (Decenibcr 1Q75) ;is foll:nvs: 

'.'In support of their argu~ucnt that cycles were being exporrcd in 
CKD/SKD condi:iun :IS "componen!s" illc audi: have qi~oted 
two instances of cc!. nti.!' 'P' :incl '0 '  v:iic!i in:poi,tc~i 7.';)0 and 

1060 cycles rcspccti\.:l!- in April---Scpten~ber. 1973 hut did not 
import an;, c!.iIc during April-SL-picmbsr. !974. i n  this 
connection, it ]nay kc poi11ti.d out th:!! d:11.;1.!2 thc corr:~pond- 

ing period of the preccdins two !cars. viz. 1 971 and 1012. the 
country 'P' imported 12248 (Rs. 16.39 1nkh.I and 21700 
(Rs. 29.49 lakhs  i iycles rcyxxtivcl~~.  !: \\.o~t!rf bc s ~ ~ p n  that 

there was :in increase of 59 p x  ccnt in cvclc c::porqs !o that 
country in the April-Septcnihcr 1972 :IS compared t n  the 
corrcspondinp period of 1971. Again in thc c:rme p:rlod in 
197.7. there ~ v r j s  a clcclinc of 65 per ecnt. I n  \ , icw of  this 
erratic performance, Nil exports during April-Scp'eniher. 
1974 ap ins t  7500 cyzlcs in April-Sc~!~~nil~cr.  1973 cannot 
he attributed to a n v  particu!ar rcason. Similar i q  the case with 
country 'Q'. Fxports to that country d u r i n ~  April-Scptmher, 
1971 and April-Sept~rnhcr. 1972 were 1dQ6 cvclcq (Pc .  187 



I thousand) and 335 bicycles (Rs. 56 thousand). Nil exports in 
I April--September, 1974 against 1060 bicycles in April- - 

I 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 rvcn in the previous 
years and there has not been any spectacular s p u ~ t  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 k g . ,  1.16 lakh kgs., 2.74 lakh 
k g .  and 4.59 lakh kgs. The table showing the quantity ex- 
ported afid the percentage increase in the succeeding years 
compared to the previous year in respect of the two countries 
is given below: 

.- .- ,- - --. 
Exports'of bicycle components 

Camw 'P' 
-------- -A~ -- 

Period Q u a r t i t y  espor tedwER Percentage 
increase over 
the previms 
years 

April-Septembei 10-2 . 9 - 2 9  l a b  k g $ .  

Perilid Q.i?. :IT! e x ? k ,  f t ~ :  Pcrcer r?ge 
i i  cre.1. e ,.rer 

\, t!-e prericus 
yr?xT 

-- -- -- -- - 
Apri l -Septcn~l) r~  191: . I .  ,; l?k! 1;. . - 



1.130. In  this context, the Commerce Secretary stated during evidence 
as follows: 

/ 

"The question of components going into the form of broken parts 
ot bicycles has been di5approved by us in our statement which 
we have givcn to the Audit. Although 1 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." 

T!lr rcprescntativc 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 1973-73 and 
1973-75 items likc Chains, Frec Whccls, Hubs. Rims, Saddlcs, 
Spokes. e:c. were exporttd as cc~mponcnt parts of the bicycles. 
For example. i f  !:oil :ake nnc of the itctlis like Huhs. the cluan- 

li t4 i n  tcrms of 'thousands of Kys.', in 10'71-75 cxports dropped 
down from 293 in 1973-74 to 2 7 3  Sinlilarly in respect of 
other items like Rims, the quantity exporti-d wcnt up marginal- 
1;: to 3'99' in 1974-75. A:!ain in rcspect of Saddlcs. thc e:;port 
came down from 357 in 1972-7.3 to 199 in 1973-71  and 719 
in 1974-75. So, the argument that thc bicycles ucrc exported 
in knocked-dmvn condition is no: borne nu t  hy 'hr  informntion 
that is collc.cfed by the Conimr.rcia1 Tntel1i:cn.x and actually 
exports (of colnnonenls li::\,c not heel7 to our ;td\.;\ntage.'' 

On the Cornniittec drawing attention in this connection to the commu- 
nication received from the Development Oficer in the Directorate ,~nd  en- 
quiring whether this did not imply that thc Directorate Gcrleral. Technical 

Development, in fact, had somc apprehensions in t h i c  r eprd .  the witness 
replied: 

"This word of caution was given by w-since wc wanted to see that 
malpractices do not occur-on the basis of (he  anticipation of 
a contineency that the hicvclcs mieht he expor!cd in knocked- 
down condition under the guise of components. This was not 
borne out bv the exnnrt performance l :~tcr  i.e, i- subsequent 

years, as I have iust now read out. Yaturallv- wme of these 
parts do constitute very important items; but with these parts 



it is not possible for them to assemble the bicycles, unless 
matching parts are available." 

1.131. Though it had been contended by the Commerce Ministry that 
these apprehensions were unfounded, rhc Commit:ce: howcvzr, found from 
the representation dated 19 June 1974 from ~ h c  Lnginccring Export Pro- 
motim Council [Vide Appendix ill] p l d i n g  tor the ~,cintroduction of 
cash assistance for conlplete bicycles, that the Council thcmsslves had 
pointed out that in the absence of cash assistance for complete bicycles, 
"the tendency would be to incrc:tsc zxpnrt of components and evcn d d a r e  
the comple:e bicycles which are always exported in CKD icompletely 
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 ihr cash assis?i~n~.s on components in 
their notes [Vide Appendix IV] on thc suggestions of . t l u  Finance Minis- 
try referred to earlier in paragraph I .  12.5. Thus. the L1nJer Secretay in 

the Mhistry had observed that "the cli\.c.~\ion thrcl:~:h esFoi:.s in  un-assem- 
bled condition of bicycles fw the purpose of cliliming ;~s.is'i!nce on com- 
ponents and parts is posciblc." i r e  h:td further obsc ved that "the 
identical treatment of components 2nd compler= l-ic!.-lcs anpenr to be 
essential since it is easy to export ,cnniplete bicyclcs in CKD condition 
under the name of components." The  Director i n  the ?? in i~~ry .  jn his 
note dated 25 July 1974. had gone on to ohserve as follor~s: 

"At present, there is no cash ashistance on 'cnmpli.!c bicycles' 
whereas there is a 20 pcr cent cash ;?csist:ln,l-s cn h i c ~ . ~ l , :  cc3rn- 
ponents. It has been pointc:! out by thc Audi! x;d confirmed 
by D.G.T.D. that there is ,I pos<ibi!iry (>f colnpletc bi::'cles 
being exported as bicycle ivmponents for :;\,nilin,c cash assist- 
ance. In view of this, i t  is necccsary ti7  hnvc the same rate 
o f  cash assistance both for conlplc!s bicvcles and bicycle 
components." 

1.132. One of the reasons indicated b:! the Ministry of Commerce for 
not making any change in thc January 1974 Je~isinn of the Main Com- 
mittee of the Marketing Development Fund was tha! the Directorate 
General of Technical Developnicnt had not intinintcd anv h i ~ h e r  unit 
value realisation from exports of bicycle conlpcrnen'q. Thc C \mn~ i r t ee~  
therefore, desired to know whether nnv enauirv wnc mn:k frcim the 
Director General, Technical Development, at that srnge about the increase. 
if any, in the unit value realication of components. In n note the Ministry 

<of Commerce stated: 



t i o ~ c ~ c r ,  cohi datd III rcspccr ( 1 1  ccrtaln compmcnts  was rsccrvcd 
t r i m  I I u l i~ ls  ti ti1~11 u a, w i t  10 the C ' o u  Accounts Branch. 
!kmc of thc unlfs .  howevcr, could not furnish details r equ~red  
b~ thc Cos! Accounts Branch Thc  Co$r  Accounts Branch, 
thcrcfors, could finally conduct m s t  study in reqpect of 3 units, 
out of u h ~ c h  rhrcc Cosr R c p n s  were received in the Ministry. 
Thl \  ircc!f c \ p l a ~ n s  rhnr cocring of about 7.5 items of hicycle 
ccwiponcnt\ n io~ t ly  in !hc snlull wale scctor i s  physically not 
p~ss ih l :  " 

1 . I  34. U'tiilc dr;ln ing thc C'imin.ic:cc Minis!rya.; attentinn to the pos- 
sible nilsusc of ttic a4 ;~\sisli~nr.c c*n bicvclc component". the T3irc:rsr 
Gcncr;~' .  T,~i~hni; ;~! I k \ ~ ! ~ ~ p n ~ c n t  hnd n!w su~:crstcd t !~: i f  to prevcn! :~husc.% 
cash nr;si\tnncc 111i~hr tv rcc'rictcd onl:. 1 0  ci!-ht iniportnn' hiz!.~lc conip* 
nents (r, i , - . .  Frc:: \ \ ' h l ~ ~ . I ~ .  Ch;liri\, !1:1h. :lwi !luh j l  rt.. O ' l i ! ~  \Vhecl\ and 
cranks, r i~ i i \ .  S!\c ,Lib\  .!lrd Yi!:'li-. 1hn:1 l11  1 I . i rh t in~? ,cr, ..nil R .  Shells) 
which ~ w n \ i i r ~ t ~ ~ . ~ l  *tic I i l t f l  of tlli* cu fop  ' q  from rhc. coti~!r . .According 
ro thc ,411dlt r ~ .  I ,::lpt? !Ilnrrptl .I).- \7;n;\*-v of C',mt:~c:x !lad ~ : * ! c d  
m a r ,  1: 1 Q7.l)  r}l:,, :I\: f b ~ r ' :  n.,:r: v3.-:c- 'h:!:7 7 5  'vmp(ln.lnt< nf hic]i*cles 
s I 1 1 ,  i ( l \ ! l > l  h~ -:\en !P thic proh'em" nnrl rerhaps !he 
conlp:)rl:ntc , . : lulLJ !\c y!! in',. ru.t> C r r t l n c  cln,. f r r  v.hich c7ch acziifance 
\vollld h -  ndn~i.;.;lhlc 2nd the n thrr  fr- nhich cnbh : i v i g * n n c ~  wo*!lt! not 
he n\ -iilnFlc. lrhilc nnncrmcino rhr R:rcictercd F~porter3 '  P,.l;,..v :tn4 c l ~ h  
a.rsiv!:~~r.r rfTcct i \ ,r  frtyll April IQY sut.b nrnulrin? herd not Sccn m d e  
even till Nnvct.1ht.r la75 In tb;c m n r c u t  thc Ccr.nmi!tc,= I c a n t  h r n .  
Audit thnt the Min i s t r y  had stated in December 1975 as foll~ws: - 



7%~ D.G.T.D.'s advicc rad s u p t i o m  of their Ninrstry mention- 
dl in urik part of  his sub-para arc admitled. It is. however, 
not concct to say that the matter was not pumucd further. 
ERorts wcre mrttlnuing In swurc crlsr data in rcspxr crf major 
items of wmpcats"  

1.133. Tbr Committee. thcrrfnrr. cnquiretf into the step tnkcn in this 
rolptd s i m  March 1 W4 md the rcnscnr\ for thc dclny in thc p u p i n g  
d m p o n c n t s .  In P ncnc: thc Ministry of C'an~mcrcc hnvc dated: 

"On the b s i s  of thc 1.l.FT'. Cost Study Report which w m  consider- 
cd by the M.D.F. Committce. C',lsh Asl;istunw on bicycle 
COmpenh was rcduccd fnmr 70  pcr ccnt to 2 0  per ccnt w.e.f. 
14.3.1974. Thew raw, wcrc \;anc.tionccl uptn 3 I.12.lQ74. 

Action to rcvicw the rilfCz of C;tch Awist;t~lcc on 13icvcle C o m p  
ncnts wnt initiatet! in thc rnonth of Scptcnlhcr 1974. The 
hllowinp chronolagy will tndic:\tc thC ;~ct io l i  tnhcti in  pt t ing 
the hicyclc component\ c ~ w t  :~lrd~lrd : 

(4) In the muntimc 'wit &tn in rnpect of certam expmt units 
wcre received dtrcct. T h e y  wcrc n~kcd  to submit r,uch 
Peports through the l3wneering Export Prorno'ion Couricil. '+1o-r974 

e) The En@m%ing Exwn Pmmoticm Ccnmc~l was reminded 
to expehte the cmt  data . 19-10-1974 

(6) Chst data in respect of lo  firms wn5 rcce~ved from the Mgi- 
nccringBrportRomotionCauncil . . 6-11-1414 

(7) Rte cost data received from the Endneering Export R+ 
motion Council waa referred to tfie Cant Acoounu Branch . 11-11-1971 

(8) Tie Cost A a a w t s  Branch reminded through the Ministry 
of Fiance for campletion of c a t  study early . . ?a-1x-1~4 

(9) 'Ptc Cwl Accounol Branch intimated that Cort Reports 
not likely to be available before 31-12-1974 . . . 4 - r t . 1 ~ 4  

00) Tbe Cort Auxmlts R y t  in respect of bicycle Rim3 re- 
drsd from the Cost CCUMU Btmcfi . 25-2-1979 . 
rNor nztcd in Audit. 



The rcquircd material \&as not, however, madc available by the 
Units ccmcerncd. In \,iw of the revised criteria adoptcd for 
the grant of Cash Assistance, the matter rcgsrding cost studies 
of these units was not persued." 

I .  136. Asked whether bicycle components had since then been grouped 
for the purpose of cash assistance, the Ministry, in a qote.* 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 
tbe exports of (a) Free Wheels, (b) Chains, (c )  Chain Wheels and Cranks, 
(d) Rims and (e) Spokes and Nipples, exported, year-wise, during the 
period from 1970-71 to 1975-76. Relevant information furnished in this 
rqard by the Ministry of Commerce is tabulated below: 

----I_-_-- - -- - 
'Not vetted in Audit. 





Th Hinuby dsa infmmaj tbe Commsttec thrt Jince scparau upat 
statistics for Chain Wbc& eDd Cranks and Nipples were not pbhskd in 
thc &cia1 publication, export figurer for 'Blcyclc Other Puts' had bea 
br ~irnbrd. 

1.138. Tbe Audit parogrrph points out that an m the casle of bqdm 
(complete), subsequent exammntim (Xovernbcr 1974-April 1975) by tbe 
Cort Accounts Branch of the cost data furnished by three manufacturers 
uf compoaeots disclased that the cash nssistnncc allowed+ from time to 
t h c ,  on cxfrons of componcntk which wcrc *fidicd (v iz . ,  Rims Caliper 
bnlrc(t nnd Dynamo Lighting w f s )  am not justified or was hardly jmtifid 
Thm, in respect of m e  manufacturer of Rims. thc following position 
emerged on the basis of the cost study: 

T'SIT 'S' 

Yrar 

Gap hct\\cen f.o.h., mt and f.0.b. 
real irst ~ n n  

Cocli r . .l*,rnn;c 
drni\crhlc \\;'r\t WIN J Wcst a& lindrlck 

CI' DC R ~ r n  Raw Rim Rim 

Tbough 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 entitlemeat 
(sdaal import content of rims manufactured by 'X' was 10 per cent during 
1973 as against 20 cent lmport Replenishment admissible) was used 
by thc unit in the manufacture of rims for the domestic market, the log  
an 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 an varieties if the benefit 
daived by 'X' inproduction for domestic sales was taken into account. 
Similariy, since tbe excess import replenishment was also used during 1974 
by X in the manntacture of rims for the domestic market, the average 
pmfit would be stepped upto about 41 per cent of f.0.b. nalisations from 
export of rims of all varieties. 

1.139. Though the Report of the Cost Accounts Branch relating ta 
CaIipcr brakes manufactwed by Unit 'Y' disclosed that the uacoveted gap 



1 140. Thc position thii! h ~ t l  t-tiicrpxl as ;I rcsult c ) f  cost st110! of Umt 
'Z' prtducing Dynamo Liphtrt~p Set> \\:IS ;I.: follows: 

1.141. In this contcxt, thc C'onln~i~~cc 1c;trnt I'roni Audit th;~t thc 
Ministry of Commerce stated in Decclnbcr 1975 ;it; follows: 

"Data extracted from Cost Rcporl\ i \  confirmed Howcvcr. lhcsc 
data related only t o  3 coniponent\, viz Rim?, C~Iipcr  I31 akcs 
and dynamo lightin(: 4cts J t  I\ cJifTicult to pcncralisc conclu- 
sions reached in 3 c a w  to all thc cornponcnts (rntrrc than 75). 
Moreover, the Rcporh  h , ~ l  ju\t bccn receivcd whcn thc He- 
view Committee on Ca\h A~sictance nlct (on 7-4-75 and  
8-4-75) and h;td not, till then, becn cxamincd." 

1.142. Asked. during e\,idence. whv cash a$\ict;lncc for coniponcnts 
wa\ persisted with when even the Cmt Accounts Oficcr's reports ilppcar- 
ed to indicate that there tvar littlc ju\tific:l.tion therefor, the Conimercc 
Secretary replied: 

"There are three types c- f  components, rims, brakes and dyna.mo 
sets. There are a large number of items, about 75 or so. So, 



1.143. 7 % ~  Axtdir, paragraph poiots m that our of five units manuir- 
turing canplrseatr sludted by thc Cclst Accounts Rraach, rcpona m d y  
l h r a  units w n c  fhalmd an February and March 1975 Tk Cmmirtcc, 
thcrcforc, rukcd whether the rcponr rm the two remaining units had lu~cs 
thcn bccn mcivcd and, if m, what thcy d i c k ~ c d  In  a note, thc Minjsiry 
of Cammerot repticd: 

'?'be Cort Rcprts in respect of Lhc remaining tuu units wcrc a d  
nccivcd in this M h t r y .  The matlcr wau not pursued in 
view d the changed critcrm for the purpose of grant of Cash 
Assistance " 

1.144. Thc following table ~ndic;itct tht c h n n p  intrnduccd, from 
timc to timc, in the quantum of Import Rcplcnthrcnt for Roadqtcr bi- 
cycle*, SLR bicycles and bicycle components. 

1mp.ln Rcplcnl\hment :\dmir\ihk 
'Pcmnragr of f.1). h. val uc) 

*Addition$ I R  grpntcj for i m p r t  u i  ctrtiun Item$ *qp::lfu.\l i n  I rnpc~ t  Trade Control 
Policy for Kqwtrrtti Fxpnrtcr~ (1'01. 11'. 

1.145. The Committtc cnquircd inlo the basis on which i t  had k e n  
dccidcd to r~viuce the Import Rcpicnishrnen~ on Bicycitns (Roadster) and 
Bicycle components with e f k t  from 1 April 1974. In a note furnished 
in this regard. the Ministry of Cornrncrcr havc replied: 

"Reduction in the Import Replenishmrnt pcrcentagc on exports of 
bicycles and bicycle components effective from 1 4  1974 was 
decided at thc meeting of Policy Group while finalising the 
Registered Exporters Policy for engineering goods for 1974-75. 



I. 146 Thwgh an ~rnpc~rt rcplcni~hnirnr of 10 pc.r wnt h;~d becn nllow- 
cd in rapcct  d conwntion:rl Ro.~Iwr h~cvulct uith cHcct from 1 April 
1974 [In t h 1 ~  a w c x t  i t  is aluo s i ~ n i t i ~ m t  t1i;it :i< cnriv RP in Fchntnry 
1973, the C1mrnittr.c appmntcd to rxiiminc tho Hcpwrcd  rxpwcr s '  
Pol~cv for 1973-74, had p r o p c d  thc rt.drtct~ori of thr existing r'itr; of IR 
by 10 pcr cent, i c.  f r t ~ n ~  20 to 10 pcr ccnt Itjr con~plctc bicyclr\ (Ro,rd- 
~ ter )  and from 30 to 20 per ccnt lor corripclncnh], thc Rcportq of the 
Cost Accounts Branch (Fcbruary-Milrcti I157S), aftcr a rtuciy of the cmtq 
of three units manufacturing cornplctr hicvclc\, had d~w-kwctf that thr 
actual import contcnt in thc bicycles exportcd hy thc rcspcctitc unih waq 
wry small cornpnrcd t o  thc entitlcn~cnt (the import contcnt hi\\ hctwccn 
0.5 to 2.27 p e r  cent of f o.b. rcalisntion for vari~ul;  brnntlr, of completc 
bicyclm (Ror~dqtcr against cntitlerncnt of 70 pcr wnt i n  1073-74 and 10 
per cent in 1974-75. and about 15 pcr cent of f o.b rcaliwtion in the 
caw of SLR hicyclet ilpainst the cntitlcmcnt of 30 per cent). On the 
Committee pointing mt that it. therefore, ;lppcarcd that the IR entitle- 
mutts had k n  allowed on s lnrper sc:rlc than wnc neccwary, the rcbrc- 
W t i v e  of the Directorate General of  technic:^! Dcvclopmcnt st ntcd in 
cvidcnc: that the current IR entitlement of Roadster bicycles was 10 per 
ccnt and added. 

"We arc not nwnrc of the basis on ~ h i c h  thc rnct  Accoi~nts nrnnsh 
has come to thc conclusion that the import contcnt in the 
bicycle is up t o  3 marimurn elf 7.25 per cent So. wc would 
not really he :tble to cornrncnt on  thcir ohscrvations. nut we 
do know our tcchnical cnlcul,~tion\ and enrlicr 1 have ~ a ~ d  
that it comes to 10 per cent. We have the actual calculations. 
We just take into account a l l  thew rnat~ridc which nre used, 
which arc pcrmitteci for import and ulc will prove it to yon 
that it iq 10 per ccnt. In this connection, 1 may qtatc that it 



ir quite powt i le  that thc Colrt Accounts Brarrch migbt hova 
ctnl) gcme into tlx utll~satwn of only Ifiu' R.F.P. liccncc SO, 
I do not know cm %hat basis t h ~ i  2.25 per ccnt has be.m 
ar r rvd  at." 

1.147. Thr ('hlcf C ' w l  Account\ Oficcr o f  thc Finance M~nistry, 
bowcvcr, infortilcd thi. C'trmrnittce in thi+ cc)nnrctinn as follows. 

"In coniputmg thc inipvt contcnt in an itcm sxpc)rtcd, a11 in~ports 
are taken into nccount. Thcsc i jrc derived with rcfcrcnce to 
the particular itcrn\ utllised in tllc m;inufacturc of a product 
that is exported with rcfcrcnre to thc niatcrial impixtcd was 
on account of thc import cntitlement licence or an actual 
users licence, i t  is immaterial. So long as i t  is imported, that 
is nlatcrial and that has gone into thc export order. They 
h;wc becn reckmcd with and tnkcn notc of in our repom." 

1.148. Ihc Committee. thcrcfore. desired to  know the basis on which 
the import content in respect of Roadster bicycles was determined by the 
two agencies. The Ministry was aka requested to reconcile the discre- 
pancy between 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 d 
bicycle at 10 per cent is as follows: 



4. Spring stecl wirc'wirc r o d \ .  . 
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(c) Tnt~lc.1.f.\3ltleofperrn1u~1ble ~rnpcvrcdrawmatr.r ~u l* ,o  n ~ ~ . l ~ ~ d i , l ~ . t ~ ~ ~ ~ I -  
mg., ctc., t o r  export gmeratlon . I r i  5 0  1 

7 50 

In relation to the then existing f.0.b. value of around Rs. 200 per 
complete bicycle exported, the c.i.f, viiluc as given above 
constitutes 9 per cent. It is a practicc under the Rcgistcred 
export Policy to round-off to the nearest multiple of 5 per 
cmt, recommendation was, therefore, made for a 10 per cent 
import replenishment per bicycle.' 

The difftrence between the two appears to be due to the fact that 
the manufacturers miyht have used material jmported against 



A.U. q u m  and nor a g h u  REP. Mareorcr, th: DGTD f a -  
nruh taLrs mto account thc induntry as a whole. k e  mry 
bc unit4 In w h o s c  raw I n p r t  contcnt may be very high, while 
In thc care of wnw t t  nray hc much kc$." 

1.149, ktcn  in rc.\pc.it of c c m p ~ n ~ ~ ~ h .  the r c p n i  of the Cmr A a o u n u  
Branch app.wctt +ui7pe\t that the ~ : t j i i I  rcquircmcnt?; of impr ted  
matcrralc, Hero nib~li  Ic4s than thc IK ent~tlcmtat.c allowed. The Corn- 
mittec lcarnt f r c w  ~AuJil t t ~ t  thc M ~ n ~ \ t r y  of Commerce had stated 
(Dcoemkr 1975 r ill thts context ;I\ follnw. 

"A point niadc i 5  about highcr ratc of Import replenishment having 
kcmi givcn in cases utierc actual requirement of imported 
materrah wcrc much less. I t  may bc pointed out that the 
pcrccntage of jniport rcplcnishment is sometimm calculated . 
on p u p  of p r i d ~ c t . ~ .  whcrc i t  is not possible to fix a ~ p 3 -  
ri~tc IK rate in respect of individual items, In thc Import 
Trildc Control Polk!, i t  h:~s heen thc pr;tcticc for several 
ycarr nou to show bicycles components as a single product 
group ;~nd  to rrllnw thc snmc i m p r t  replenishment percent- 
age for ;ill items coming under thk group. I t  is not pssiblc 
to civc 3 separate import rcplclrishmmt for tach item under 
such system whrreav come item3 cnjoy unintended benefits. 
snmc other items mHy bc getting less than their requirement." 

1.150. Sincc thi\ appcarcd 111 hc ri special advocacy for an industry 
which war taking advantap of th: excess Import Rcplenishmcnt entitle- 
ments by scllinp thcni at a premium. the Committee askcd whether these 
entitlenicnts \hould not be all(nsi~1 only to the extent actually needed. 
The Commcrcc Sccrctnry replied in evidence: 

"Import rcpitnishment is. generally speaking, fixed on each item 
of comple*e hicyclcs. Of course this h p 0 ~  replenishment is 
filtcd on thc advice of the mTD. But the components are 
so ni;lny that i t  was thought fit to lum- thcm together and 
f ix u kind of general import replenishment on this. This is 
not something pecu1i;lr to bicycles; it is a feature which 
repcats itself in respect af many other commodities where 
they huic to be lun~ped because it is physically impossible to 
give import replenichnicnt for each item and to judgc the kind 
of product base, For example, in thc case of chemicals, we 
may have thousands of chemicals, which may otherwise have 
to be given import rcplcnishment separatelv. It is not practi- 
cable to  give impart replenishment in that manner, it is al- 
ways practicable and proper to  give them only a kind of 

lump import replenishment. That is what I was trying 
to  point out. Probably, when the scheme started, 



In a notc* furnished subscqucntlp in thi\ rcgitrtl, at thc Committee's 
instance, thc Ministry of Comnicrce htatcd: 

"Thc import replcnishnicnt ic  arrivcd n t  on thc basis nf f o.h. 
export to c.i.f v:lluc of imported raw nxttcrial an all intluvtry 
basis and not unit to unit baqis which is not prilcticiiblc in 
component oricntcd intlustrie\ likc bicycles, automohilc\, ctc. 
Depending on the technology of production. thc procc% of 
manufacture. the number of total components produced, ctc. 
by different unitc, the replcni\hmcnt in certain c a w  may bc 
less and in yome caw ma) bc niorc." 

1 . I  5 1. Thc question of restricting the benefits of Import Replunishmcnt 
onlv to those itcrn4 for uhich they wcrc actually rcquircd had also bccn 
coisidered e;~rli:r by thc Public Account+ Committec ( 1974-75) who, in 
paragraph t . Id  and 1.1 5 of their 164th Rcport (5th I.ok Sabha). had 
observed, inter a1i.1, as follow;: 

"The Committee had alw obcerved that "Arising out of this cnw 
iq the basic question how import rcplcnishmcnt could be 
allowed for an item of cxporr which docs not have any impcrrt 
content. It is obvious thnt such items should he altogether _ -  _-___ --_I.I_ --̂ -I-_ -- -___ 

*Sot vetbed in Andit. 



( i i )  i!cmh a r c  ;tllvui.t! I,, hr. ;:II:'(Y:~J .,:,lir~.i ;I R E P  !i:cncc oil 
I!R tu\i. of !lic ; 1 ~ : ~ ! ; 1 1  urcr li~.cnir*, o i l i y  uhc rc  thc :taual 

uscr liccncc per t r~ ins  to th: s;tnic Prtlcl~tct Group t o  which 
the ltJ,'I' Iit.cr?:,:: ?>c!ongh: 

( i v )  I \:ltuc liii\il hit\ inipcwd up 1 0  which onl) 1hc manu- 

Con~niittcc Jcsirc 11131 the Goternmcnt should rc-cxamine the 
quedion ; ~ n d  takc action along lines rccornmended by the 
Comtnittce unless there are overwhedming reasons against it. 
It should bc rcflccted in the Annual Rcpt7n of thc Mirlistry." 

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 crorcs had been allowed for exports of bicycles and bicycle 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 



crub usLtancc and Import Rcpicnishmctv khenrc* have alw bccn 
htehwted tn Lhc Audit purrgraph. Slrlcc nearly 25 per ccnt of thc cxport 
arnirrlls appcad to have been rcrurncd lo thc cqwrtcrs 111 the fern of 
CWI assktoncc and LR kncfits to thc w c n t  of i~hju t  22 percent were 
dbwed in addtdon, thc Conlmittrc de\ired to k n w  whclhc~ the promotion 
a[ cxprts at such CMI W ~ C  worth continuing. prliculorby in view of thc 
fact that me d the Icading cnpcrrtcrs CT'1 C'yclcc India Ltd.) wes nlso 
essentially a foreign-owned ccwccrn. Thc C'rln~rncrcc Ss.i.rrlr.rr! slated in 
evidem: 

"I may clarifv some p in t \ .  It is tnlc that Hs. 15 crorcs wcrc piid 
out in cmh during the pcriorl 1970-71 to 1074-75. Tl t i~  was 
in  exchange of foreign exchanpc twninp of Hs. h0.58 crors$. 
The nct is about Rs. 4.5 crows. Now, this i\; rhc forcign 
cxchmpc earnings. N o w ,  Hs. 15.0 crorc5 which was pivcn 
nq impon rcplcnishmcnt wcrc not givcn out i n  thc shapc of 
money. It wai; 3 sort of title to irrlport sonrc~h~np of whatever 
thc cxpr tc r  liked f~lr  furthcr building up of cnport\. As I had 
alrc:id!: mentioned, hc rcquirr\ a lot of ctrnlporrcmts and 
mi~tcrial, for nlanufncture of bicyclcs and fo r  thc manufacture 
of qtrdit~, bicyclcs that arc  roquircd in  thc forc~gr~ ni;irkct and 
this requirement i s  slightly marc than what wcwld he required 
evcn for the lndian m;lrkcr. So. this in~pclrt wplcnishmcnt to 
the cntmt of 10 per ccnt and 2 0  pcr cent r;~rlir.r Wits given 
in order to allow him to build up thc ~narkct to ~ixmufacturc 
more bicj9cles from his imporlctf material. I t  was not given 
in cash. Government did not givc them any C ; I ~ I .  This was 
only a title and i t  w;~s not as if  Ks. 15 .0  crorcs wcrc ,@van out 
as a complete cash." 

1.153. Asked whether instcad of wbsidisinp export, on wch a large 
scale, suitable export obligation\ could not be imposed, as wir. being done 
in the United Kingdom in the past, and Govcrnnmt nssil;tnnce extended 
only when considered abcolutcI>' incscnpablc, thc Clommercc 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 am export commitment is one idca which is already 
under consideration. So far as new industries are concerned 

which can be export-oriented, whenever they come up for an 
industrial licence, there is usually the requirement given t o  
them that they must export n part of their product which ia 
suitably mentioned in terms of a percentage of their produc- 
tion. 



There is another thinking going on at present in thc Ministry of 
Industry that tile industries Development and Regulation Act 
should bc ancndcd and, in suitable cases, particularly of course 
in thc i.iIScs of big con~panies-foreign-owned companies, 
multi-~nationul, it might bc possible even to give an export 
oblig~liion to thcm. Ifut. sir. since this is only in  the stage of 
an icica whcre a lot of thought 113s to bc yivcn. I would not 
thcrcf'orc expound i t  fur~llcr cxcept to say that the Industry 

Ministry, I understand, h;ls gone al~eild with this idea to a 
considerc~ble extent." 

1.154. Thc Comruitlcc cnquircd into the s t e p ,  if any. taken to tap new 
mvrkcts for thr export of b i q d c s  and hicyclc ctw~ponents and thc success 
a c h i e \ d  in  this rcgrrd. I n  a notc*, thc 34inistry of Conmcrcc rcplicd: 



*F. Revised criteria for the determination of the need for and quantum of 
cash assistance and Import replenishment 

1.155. The Audit paragraph also points out that the Ministry of 
Commerce had staled that "the entire structure of export bencfits including 
import rep!enishmcnt and cash assistance, is at prcscnt bc ipsev iewed  by 
a fairly high lcvcl Committee. The Co~nmittce, thcrtforc. enquired whether 
this review had since been complctcd and, if so, what nciion, if any. had 

been taken in pursuance thereof. In a note* fumishsd in this rcgard, the 
Ministry of Commerce have stated as follows: 

"Thc policy for the grant n: cash assistance on esports has been 
modified and the Govcrnmcnt havc d c c i d d  io have a Fairly 
wide ranging system of cash cornpcnsator]. supper: to improve 
our competitiveness :md to make escort act~vity rcrwnably 
profitable. Further, i t  has becn d c c i d d  that thc cash ncsisrance 

scheme should be used as a nieans of boost in^ t ~ r  export effort. 
Accorclinglv, it has been dccidcd that t!le dctcrmination of the 
rates of cash assistance should not be based on  any mechanical 
application o f  a rigid f o n n u l ~  like the difference between the 
f.0.b. pricc rsn1is;ltion and the marginal cokt of production. 
Thc  rntcs of cash asiacnncc shou!d bc determined by a 
bnlr~nccd judpmcnt of the following criteria: 

f a )  export potential and ci;mcstic avail;tbili:\. :i. ti dl a s  supply 
elr~sticity of thc products: 

(c) be fixed far 11 pcriod of tlnr \car:  
- - . - - .  . - . - - . - --- . - .. .* ."-. . -.- . . . . 

*Not vmcd in Audit. 



(d) ,continue to be eligible for protection available under the 
scheme for Registration of export contracts; 

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

(9% 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 replenishmcllt 
percentages, it has been felt necessary to remove the dis- 
advantages on account of high cost of domestic raw materials 
and intermediates, hy making available inputs at international 
prices. It has accordingly bcen decided that in respect of 
export products whcrc availability of raw materials is restraint 
on export production and the con~petitivc strength of export 
products. thc inIpot3 replenishment percentages may be adjusted 
b~ allowing imports of all thc raw materials cvcn though the 
item may be indigenously available. Thew decisions have 
also been taken into account while framing the Registered 

Exporters Policy for 1976-77." 

1.156. Since i t  had bcen statcci earlier that the collection of data in 
regard to f.0.b. coqt and f.0.b. realisations proved to be a difficult proposi- 
tion, the Committee desired to know how, in the absence of a suitable 
machinery for the c o l l e ~  of the relevant data. the Ministry hoped to 
determine what would be the valuc added under the revised policy for the 
p n t  of cash asaistancc. The Commcrce Secretary stated in  evidence: 

"On the questioii of value addcd it i <  easy to calculate. Value added 
is givcn in the Red Rook. 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 infarma- 
tion from the various sources. As nprds our own prodnctim 
costs and f.o.b, costs we h a ~ c  to take a view. I am sure in a 
larce. number of caws cvcn though the prices do vary fmm 
time to time wc arc not very much off the mark by working 
on a figure on which 'wc think that f.o.b, cost should be b a d .  
Thc other matter relating to cost of cntry into the new market 
has to wait in the light of the product concerned." 

Y'alue added i\ thc percentage of f.0.b. since cash adstance is 
percentage of f.0.b. They are relatable always ro the same 



Bgure. 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 (5th Lok Sabha), 
who had observed, inter ulici, as follows in pagragra~h 1.1 1 of the Report: 

"While certain decisions, ainlcd at 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 reluctance to act upon their recom- 
mendation that a suitable machinery should be devised for a 
concurrent evaluation and review of the market trends, f.0.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, intexnationnl priccb. etc., which are proposed to 
be taken into account for determining the rates and quantum 
of cash compensatory support, are variable faaors. subject to 
tluctuation from timc to time, the Committee are unable 
to understand h o ~  the impact of these criteria would be 
evaluated and quantified in the absence of an adequate 
machincry 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 105s of time." 

1.158 Time and again, the Public kcoonts Committee b v e  adversely 
commented upon tbe indiscriminate grant of cash assittance a d  othn in- 
centivcs for export promotion on the brsis of od boc and incomplete osscss- 
menb that had IWle or no relevance to the realities of the sitaatioo a! 8 

$ten point of tiww The Audit .paragraph under coasidewtiao, which dealn 
witb Ibc gnat of Csish Assicbnce and I* ReplerrisLmast for e l r e  
of bicycles and bkyde cornpwtnts k oae mere hta,ace of fermulption d 
policies on the hasis d an inadiquare asse.6med and a m  Of tk 
I~cfors involved a d  d failure to lalie prompt c o d w  actior~ tvem whor 
certain ammalicq in the operation of the schemes had come to Wt Whik 
the Committee ars not o m ,  ip principle. to the gR.1 af Mce.bhCq kr 
boosting tbe rountn'o exports they cannot bclp f e w .  after a dudy ef 
the Audit paragraph and the evidence kadered betom I k m .  &at p* 
cam and tigilrnce \hould hnw k e n  exercised in dlcnmhrp lam paynnn(.r 
out nf Ihc rxchcqwr and Llw export pmmotion scbeam extended m a rnnn 
pnrd~nl nnd dlscrim9na*im manntr nfter fmnuhtiap the Snl.ic'm ia tCk 
Ward on maw preckel~ thttpht-out fnundathn~. Same of fhe am wets- 
~ i r t r f w s  r l ~ P z J ~ n d c \  nnrt &vTccis in thr cchenrw io resmt af kic.rcku pa* 

h i w k  mmpclncntc rrr dttcnwd in I h c  follodmg pa-. 
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1,159. According to the Report af the Indian Institute of Foreign Trade 
tbe 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 d~rnwtic sale." Cadi Assistance is, thus normal- 
ly intended to bridge tbe gap between the cost of pwduction of an export 
proditst and the T.0.b. realisation accruing from its export. Data in regard 
to f.o.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 !,curs 
(1966-1974), cash assislance for tlw e s p t  of bicycles and bicycle rom- 
ponents had been extended, as In the case o f  other engineering goods. not 
on the basis of any critical and scientific cost studies but on the basis of 
whni has heen dmcribcd by Phc Con;ancrcc\ Scm!(inry as "a more or lcss 
quick qtpr:tisal of the sitr~ation." .Admittedly. when the decision to intro- 
duce the cash nssistance srhenr immrdhttdy after deval~rtion wms talien in 
August 1966. it 'was not b a . 4  on any detailed ralc~~lation." It has ulso 
been admitted that "the basis on which t k s c  decisions wercr trtkcn wcre not 
always definite" and (hat it was only in 1972 that the Commerce Ministry 
decided "to have a second look" in mspcct of certain item% and ascertain. 
on thc ba4s of n~arginol costing whether "thcsr. deserved the cash u 4 -  
tance that has always been rnjoyod by them" and cost studies for the pur- 
pose were commissioned through the Indian Institute of Foreipn Track,. 

1.160. The Committee are concerned to note that etcn in tk obwnce 
of relevant data and a cost-benefit analysis. the rates of ca*h a&tancc f o r  
bicycles and bic?cle components had been rnhanced from the pst-devalua- 
tion rate of 20 per cent to 25 per cent ai th effect from 1 Junc, 1967 and 
to -30 pw cent with effect from 1 March, 1968 and mnvined undisfurbcd 
thereafter till 21 February 1WJ in the caw d complete biqlces (Roud 
sk r i  and till 13 March, 1974 in rmpect of mmpnnents despitt the fact that 
a h i n  pernptibk cbangeci had tnken p k c  during thi% period in regard t o  
fhi indigc-now avaihhflifv of raw materials required for the manufactrrre of 
bicycles and b i q d e  compc~lents and in the b~havio~tr of intcvnational pri- 
m. Thc Committee f d  that the podtion should have heen kept lrrwfer 
constant wiew and fimtlv c o M f v e  action taken on the bo4s of dntu 
niatiw b cost of pmdDcthn and f.o h, rcali~afion* tndcad of extending 
tbr 9chtmc fmm year to ytar in what appears to be an Injrtdkbuc; manner. 
Since &valastlon &snM not have ordinafiv wamntcd furfkr a ~ 4 i ~ t ~ n ( * i *  
and incrn+!vp4 for export p m m h .  the initial M d a n  tcl extend rmh 
nsrktancc oko nmeM to have hcea takca nnlv alter drbilcd me rstndcr. 
7%~'  *-hn pmrathw were mi trkm in r t g d  to ackm 
-vfweo-odptmn,flwpWecrrlrq.nkrr~r~blr* 



1.161. Even after the introduction in 1972 (after some anomalies in 
the operation of the cash assistance scheme lor engineering goods: had been 
brortgh. to the Ministry's notice by the Central Board of Excise 8: Customs;) 
of the concept oi determin.ng tho gap between the cost of production and 

, f.o.b, realisalions on the basis oi a more sciedific analysis of cost data, the 
question of rnakhg suiiabk adjustn~enls in the rates of cash assistance for 
bicycles and bicycic conlp l rn i  had k z n  hanjpg tue, for one reason or the 
other, lor nearly two years, Thus, the lndiao Institute of Foreign Trade, 
in their Hepork submiUed in .'uovcrnber 1972, had usscsstd that the!, percentage 
of uncovered loss on exports to the f.0.b. cost in the case of complete bicy- 
cles (Roadster) manufactured 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 
rash assistance and other export as$istance for bicycles and components at 
the rates then prevailing. It had, bowever, been decided that considcra!ion 
of the Institute's Report might be held over on the prou!~cl Iha: 3 Commiftve, 
appoinlcd in January 1973 ~ ~ n d e r  t h ~  Chairmanship of the Chief Controller 
of Import5 & Exports to review the Registered Exporters' Policy for 1973- 
74, had also bcen asked lo review. inter alia, the need for and quantum of 
existing cash subsidies and import replenishment. 

1.162 Surprisingly enough, thougb the Review Committee referred to 
above, had in an annexure to its report submitted in F e h q  1973, propo- 
sed reduction of the rates of casb ~ i s t a n c e  for bicydes and bicycle com- 
ponents to 22-5 per cent and 20 per cent respectively of tbe f.0.b. real ' i-  
tions as ngainsi 30 per cent admissible for both then, and bad also proposed 
reduction of the existing rates of import replenifhment [from 20 to 10 per 
cent for complete bicydes (Roadster) a d  from 30 to 20 per cent for com- 
p n m t s ]  the proposed reductions were not given effect to. Explaining the 
reasons for the wn-acceptance d tbese proposals, rPhicb wonld have resd 
red in a swing of Rs. 83 tekbs by way of cnsh assistance and Rs. 80 la* 
in l o r r i p  ewhange hv way OC i l~rnrf  repicni~hment during 1973-74 the 
Commcrce Ministry huvc ctattd int:r 31i;1. that thwe WI~F a discrepanrp bet- 
ween the main recommendatbn in the Report of the Review Cammittec and 
the f igtm~ sbown in the annemre and that tbe wcommemhrtion~ bad ~t 
been accepted a9 they involved an increase in the rates of cash assistance 
on many of the items, which WRZ not cond&rcd pwiMe without proper 
examination of lxw data relating to the p d n c h .  It is, however. nnt drat 
to the Committee why. fhc olleped diwtepanrv ww not mt remncilid by 
reference to tbc Review Committee. Since thc recommcn&thao m a  
hnvr prrmnahlr hcen h n ~ n  nn a studs of drtr then av~ilohk and of tbs 
then p w v a f l ! ~  t r d  Of #.ah. reaIiratians from t . ~ r t T  of M ~ d e  .ad 
bicvcle c a m ~ n e n t s .  is  dm not dear to the C o n w ~ h  wbp i- * 
p e c t o f ~ r r r c t b c t b a i n m t t s d t . s b . ~ ~ ~ ~ ~ ~  



could not have been viewed in isolation and cost data in respect of itcmcl. 
for which inuease in tip rates of cash assistance ipd been proposed, ma- 
mined separately so as to safeguard against the payment of larger amounts 
than was considered necessary. 

1.163. That whatever studies were undertake11 by the Indian Institute 
of Foreign Trade were only haphazard would be evident from the anomalies 
pointed out subsequentiy by the Cost Accounts Branch of the Finsncc 
Minis&> to whom the Institute's Report had been referred for advice in 
May. 1973. While the Lnstilutc had assessed, after comparison of the 
manufacturing cost of two units ('I!' and 'I"), that the uncovwd low, after 
taking into account the then admissible cash nssihtance of 30 per cent, 
would be respectivclj 2.8 per cent and 1.9 per cent, thc Cost Accounts 
Branch bud determined the loss in respect of these units, on the hnsis of 
marginsl coqting, as 25.65 per cent and 17.69 pet cent respectively as 
against tlte then existing awisfance of 30 per cent. Apart from pintin$! 
out certain anomalies in the method adopted by the Instihltc 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 
accoonf the extra benefits accruing to the exporters from tbe import rcp- 
lenishment oa export of bicycles and compnnents which wcrc norpmlty sold 
at a high premium (one of thc kading manrifacturers of bic!des. Sen 
Raleigh 1,td.. hod themselves indicated later in Yavcmhcr 1974 fhni ,hr\ 
had ahtaiued a premium of 50 per ccnt h? giving their import replcnishmwt 
as a nomination to other parties) or were utilked by importing drccll! 
raw materials ar capital pwds ari a r ~ u l t  of which thc c v p o r i e ~  wodd 
derive considerable advantage in imports over indi~cnoa. co~t.  This posi- 
tion had dso heen ronfimed in July 1973 h? Ihr nimctor Ctneml. Techni- 
cal Dwelopment, who had painted nut thst the actual Import wn!cnt in 
compkte h b c k i  (Roadster) wodd nark out 00 less than 10 per cent of 
the f.o b, realisation pc spins4 the 20 per cent Import Rcplcnishmnt the11 
nnowed. 

1.164. 11 is signbant ip thl) context Wf while cod *die$ hr#i becn 
cornrrlis~lupcd ~ ~ I I  Hre Jndiaa jastltute of Fqnh Trade allcr th ('cn 
tnl h a r d  of Excise as$ CWarn5 bad drawn lbc Commcrcr Mlaistrj'b 
atfention to certain awmnlk lo the operation of t h  e ~ s h  awlitawt 
~chm far mgfneeriw g a l s ,  tbe Rcview ComMw poder I ~ C  Vh tit- 
manqh$ crf tht Chki Cantmlkt of lmprrta rrad E x ~ r t s  har\ been re1 \ l r1  

*ah itl r.nnwcfkm with fly annual r r v i r i h  d Hr Xmpnrl Policy and nor 
in rhc csrnleXt ol tbe anampli~s in nwnlkoe d &c coPb assi~tnnc.c 
u-hern~ hlehfkhfed b t k  Central Rnml of Ex* a d  Casbmr 111 

t h e  c ~ ~ ~ ~ ,  fk Costmffttt m uqhk rrpp#trrc (bc raihnak. 



for deferring consideration ol: the hstitute's Repod. After having speci- 
ficaliy commissioned these studies, it would have been more appropriate 
k, have referred ihe Keport promytly,to, the Cost Accounts Branch or 
C ~ ~ ~ C U S L C ~  t h ~ :  C O S ~  stuiljes to iircitil ai) iuitio, instead ot huving ~raiied tor 
more ihau six months. Uetier rcsults might have ensued horn a d o p h g  
such a course 01 action. Ln:'uxLunaleiy, thc Commerce Ministry appcnr 
lo have adopted a "Ileads i ~:h, l a i l s  jou losc' attitude in deding t;iih 
thb question. 

1.165. After making yet another abortive attempt in August 1973 to 
redurc the ratw of cash assistance for complete bicycles (Roadster) and 
bicycle components, a decision had been taken, in January 1974, b! thr 
Marketing ~$evelopment Fund to reduce the cash assistance for cornldctc 
bicycles (Roadster) and bicycle components from 30 to  20 per cent and for 
special model Sports Light Roadster (SLR) bicycles from 25 to 221 per 
cent. However, while orders conveying these decisions were jet to be 
issued, the Director General, Technical Development had informed the 
Commercc Ministp, 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 dose second look at the level 
of the present cash compeusatorp support for this item." On fresh calcola- 
tions being made by the Commerce Ministry, it was found that there nac, 
no Im in the export of complete bicycles (Roadster and accordingly cash 
aasidance on this item had been abolished witb effect from 22 February 
1974. 

1.166. However, barely six months later. cash assistance for com- 
plete bicycles (Roadster) had been reintrodaced on an ad hoc hasis. 
rhougb at a &ed rate of 15 per cent. with effect from 1 September 1971 
to he effcctivc till 31 March 1975, p a d i g  collection of relevant cost 
data and tbtir examination by the Cost Accounts Rranch. It appears 
that this decisian had been taken on the basis of "a q a f e  of represcnto- 
tion?' rrccived fmm the industry in this connection and on the rmmd 
that f.0.b. reaHsaI.ionJ had not heen "as &h as they were orginah" and 
that h e  rrshstioas varied "from market to market". The Committee 
however, lad thri tbe Ftnance M i n i i  had expressed a number of m e n a -  
rims in w d  b this proposal and had pointed out i1rr:r alin t h ~ t  h m i q  
"ithdrawn cash (rPPf~bnce tor romp)ete bbcle  CRaatbterl compktelr. i tp 

rh tmduct taa  wttboat a &bM cast st& mav mot he fastlfied and that 
fhc rrrpt ot m b  a d d a i m  on an ad hoc W s  w i h t  ~ ~ t p r t i n e  detnills 
had h a  d,m to hp the PlsMic Amaants Cnmrnlffn in the case at 
\ I J ~ H  pmllrrpiw on CnL A~htaart aa stme items tacfadtd in t k  Re& 
of the C o l i r m  rad A d t m  C c m l  d Idh far tbC twr 1972-73. 

w, on 5 A m  1974, !be Additiond Sccrrbr?. in fh C~alatrce 



Ministry himself had suggested a lower rate of 129 per cent Cur bothi 
bicycles (Roredster) and bkycle components, while the Under Secretary 
and Director in the Ministry had suggested, on the basis of the data avail- 
uble from the report of the Cost Accounts Branch prepared in connec- 
tion with fixation of dormestic prices for bicycles as well as data made 
available by the exporters in 1974 alongwith their representations, a rate 
qf 10 per cent uniformly for complete bicycles (Roadster) nnd bicycle 
components. 

1.167. It 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 calculatiyrs for determining the loss on exports, the 
f.o.b. cost of Rs. 260 furnished, in July 1974 without any detailed break- ' 

up by the Chairman, Bicycle and Bicycle Components and Accessories 
Panel 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.4.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 exp r t s  to various countries 
during 1974 ranged from Rs. 179.85 to Rs. 293.31. The Finance Minis- 
tr? had also gone on record, in no uncertain terms, that it had been the 
esperience in the pa* that the data given by the Export Promotion Coun- 
cil/indu.stq were inflated and "in a majority of cases where cost study was 
rrndertaken, the cash assistance WRY either not justified or recommended 
at a much reduced rate". While emphasisinp. therefore, the need for being 
"very cautious" in announcing the rate of cash assistance "which tnav 
prove to he liberal bter  on wben a detailed cast study is undertaken," the 
Ministry had pojnted out tbat it was difficult to agree to the ~ m n t  of cash 
nssis!snce at n rate higher than 10 per cent. 

1.168. It has. however, been contended hy the Commerce Ministp 
that while the Finance Ministry's supgcstinn for rcstrictinl: the cash nssiu- 
tance for complete bicycles (Roadster) and hicyclc componcnlc u t  10 per 
cent was "totally an ad hw p r o p 3 1  not hrrc;etl on nn\ kind of d:lta," the 
propocal for the grant of 124 per cent (later 15 pet cent) cnsh as4dnnce 
for complete hiqcles (Roadster) "was bawd on the available data and 
DGTD's advice.". .The Committee, however, find from the relevsnt ncW 
retwrded hy the Director in the Commrrcp hiini\trv after dilicuwions with 
fhe ncvelapmrnt OAicer of the nirectoratc General, Technical I)cvrlop. 
men, on 25 July 1974, that the ofIicial of thc iliredomte had pointed OW 
that 8 4  Ihe exports of hicvclcs then bcing wade relded f a  contracts en- 
tcr(4 into sometime back, the f,a.b, realisstion did mt refled present 



prices and bed suggested that information from the Commercial RW* 
sentatives in different countries should be collected to find out the pice 
at  which w g e  countries were importing Roadster bicycles* The 
quent discussions on 17 August 1974 between the Additional Secretary in 
the ~ i ~ i s t r ~  a d  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- 
eid that %om the point of view of costing data its potential the rate 
cmnot 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, fhe C o d t t e e  are unable to accept the Ministry's 
contention in this regard. 

1.169. That whatever assessments were made i;j the Commerce Minis- 
try in this regard had no relevance to realities would be evident from the 
subsequent (February-March 1975) findings of tbe Cost Accounts Branch 
after a cost stud) of three of the four bicycles manufacturers selected 
far the pitrpose RI well as from the data relating to f.0.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 ha& of the data giwn by Atlas C y l e  Industries Ltd.9 
according to the statistics published by the Director General, Commercial 
intellieence and Statistics. the f.0.b. realisations during April-July 1974 
actually ranged between Rs. 188 and Ro 2-47 (average Rs. 2191. Had 
this figure been token into account. the loss on export would have worked 
out only to 6.7 per cent, as against 18 per cent assumcd hv the Commerce 
Wni$try, even after assuming thc f.o h cmt of Rs. 260 BF correct and 
without taking into arcount the benefit accruing from import replenirh- 
men!. Thonrh the correctnew of assoming the alerace realisa!ion fn be 
Rc. 219 has been disputed bv the Commerce Miniktn, thc Camrn'ttec. ?re 
of the tiew that as t h e ~ e  data are indicative of the market trend5 pm:?;linr 
at the rdcvant time, thcv are of some dgnificnnce. In any care it would 
nnnrnr from the ~~vhccqnrnt m d  ct~rlljcs h\ thr rwt Aeconnts Rmnch 
(dcti1il5 of which hnvc been discossed en rk r  in thir. Rcnart) that in rccpect 
of three 1r:idlnr mannfnct~rrc~ nf hirvclec (T 1 6 ' v l c ~  India T td .  t t l q c  
('\cle Jndmtricr I td nnd F n  Rnleioh I.td. thr InFs on pynort n f f p v  *n!.,inr. 
into account the henrfits derived fmm import rcnlrnirhrwvt liccnrvc; w n c  

inriawnifit.nnt nnd fhcrr hod. in fnrt. h.cr s~htnnt ia l  miqr in qnlrfx mre$ 
me Committee rcpret that cash ac&tsncc zhorrld h ~ c .  h ~ w  re~forr-d f~ an 
: ~ d  t l c x  basis, wifhont a scientific cvdnntian nf thr rwf. :md f n h re?li  
wtinnz 

1.170. W'hnf cnrrw merfer concern fn the Commith.e :a the fact the1 
in wile of the fact thst the F'inance Mini.* had not rerivr) to fhc mfe of 
cash atrktnnce pmpcd by the Commmc M l n h .  and had, in fad, rr- 



peatedly drawn attention tu the lack of .adequate . jhsdfkation, in the 
absence of authenticated datat for the rates proposed, the Cash Assistame 
Revicw Committee should have overlooked these objections and decided 
upon a rate (15 per cent) which was more than what the Cornmeme 
Ministry themselves had proposed earlier (121 per cent). The Committee 
canpot countenance this procedure whereby thc Finance Ministry bed been 
precluded from exercising its legitimate functions of careful scrutiny of 
expenditure of considerable mngnitude sought to be incurred on an incen- 
litc crhe~ne. Thotrgh the Committee haw becn infoni~ed in (his cortncction 
that the Ilinistr! of Finance (Department of Expetiditurc and F:coi~omic 
i ffairs) werc alko rcprcornt~d on the Vmh 4~ i s tnnce  Revicw Committee. 

this does not. as has earlier becn pointed out by thc Committec in psra- 
graph 1 112 of their 178th Report (Fifth I A ~  ~ ~ h h a ) ,  obviate the need for 
obtaining the specific concurrence and approval of that Minbtrv to a 
wheme that appears to have heen unjustified on nlI amunls ,  

1.171. Though the cash as4stnnc.c of 15 pPr cent. grnntca on nn ~d 
hw basis in .\ugust 1971, was valid only till 31 March, 1975 rontintinncc 
of the assistance nt same rate upta 30 September. 1975. and amin upto 
31 March. 1976 was sanctioned respectiyelp on 30 April, 1975 and 
1 October, 1975. The Committee find that tho dccidon to extend the cach 
assistance upto 30 Scptrmhcr, 1975 rn not taken on the hash of an? 
fnsh examination of detaikd data In r e p d  to f. o h cosh and f. a b. 
realisaths bot oa somemtmi tenuous g r 4  that mntkonify of caPh adcia- 
tame waq necessary in the interest of export* from the country. In view 
of the fact that the rcprr ts  of the Cost Accmnts Branch on fht cod study 
of lead& mp&turm: of bicycle hsd beon received by then m d  thew 
Lad s h  disctoscd t h t  tbc crrcrh sssisbnct emliar given wns h s d y  jurti- 
tied, the Caramittee f e d  thet the Coramtrec M i n w  ought to have pro- 
reeded more m ~ ~ v  aad taken these w& into amsJdcration indcsd of 
exteading thc cseb ami.etonrr cmce again in an ad hnc a d  indhcridnarr 
maastu. SiFimilPrlv, though it W idtially been M d e d  that the late*t 
I. o. h cod s.d f. a. b rerlirrtion RharM be wen iuh a r m n t  while 
conridering #he q e e s h  d c a I  arwrisb#c beyond 30 StptcaPber, 1975. it ' 
nppeirr that nn ddrRGd studhi W been nmdsclcd in tM* rrpard hnr 
the cod &fa sabdtted by a 6nn mmdr(wiq m q d c t e  bkprles. which 
ditclmed r shortfall ol 16 per test rrl 1885 per c d  mpectlvdt in fhr 
cafe nf two mhs, hnd bser atimpid. W e .  rccm&yt 10 Finance\ 
MinIsWv. past expr ies#  &d dnow tL.l fhc d.CI made a m W r  h\ lhc 
imdudry wem Wtd, the CuamMee m nat asre bow far fbc rxclp.*hib 

rclinnrc p?.ccd an t k  data fumhbd by flw I h t r y  crrrrld hc cancrictcrcd 
w 

1,172 1. CumdWc h d  fbal mas in tk caw d ,- 1-t R o d -  
arkr (StS) m d d  Mclrtcr, 6 d d mrkrtnn! lcld bmn ~ n c m w d  



Sronl.10 to 12h per cent witb e k t  froat 1 April, 1975 without t a b g  into 
account all tb relevant factors. I t  has been staicd by the Commerce 
Ministry in thb connection that the decision to enhance the cash assistance 
had been taken by the Cash Assistance Review Committee on the hasis 
of rcprcsentutions received from the trade, that Ihc cash compensatory vrp- 
lM?t of 10 per cedt was inadequate and of the report of the Cost Accokmts 
Branch in respect of T. I. Cycles India IAd, which disclosed a inw of 
12.1 prr cent on csporti 11f SLR bicycles. I t  is however, scen thnt the 
Cost Ac.counls Branch h x l  ~imultaneonsly pointed nut that the cornpnnv 
hiad i l l?  (LYCCSS import entitlement licence of 15 pcr cent. the hen:.!?' i ' q * .  T 

which covld not he asswcd and had, therefore, sugrctsted that the Com- 
merce Ministry may takc 9 \icw on the benefits, i f  any. on the imrrbrt 
entitlements in deciding the quantum of cash assistance. '1% : ~ s p ~ r t .  i in -  

fortanatelv. does not appear to have been gone into. In \.icn. of !he fncf 
that Yhr imporl replenishment on bicyles was admiftedly found 011 c.r:!mi- 
nation fo hr much higher than the actual imporfant contcnt and thc ruresa 
import entitlement could also be transferred at con4derahle preminm. the 
Commhtee fail to undemtand why this important and vita! question had 
been over-looked in determining the quantum of cash asqirtancr neccwarp 
for S1.R Mcycles. 

1.173. The manner in which the qoestim of granting cash assistance 
for hic!cle components had been handled causes even greater concern to  
the Committee. While taking a decision to abolish, with effect fmm 22 
Februar? 1974, cash assistance for complete bit! cles (Roadster). no 
change had, however, heen made in the Januav 1971 decision of the 
Marketing Devebpmcnt Fund in repard to bic!cle components (viz. to 
reduce tbe c s J  as4stanre from 30 to 20 per cent\ on the grotind that no 
separate costing in respect of components were made nor had the Direc- 
tor Ce-I. Tc-chnical Dr.relopment intimated an! higher unit talue rcalia- 
tion from tbeh exports. l l w  Committee find in thi$ m n t e d  that when 
the pmpmal for redudion of caqh essistancc from 30 to 20 per cent waq 
wnt lo the Finance hiinittry in Februav 1974. that Minist? had ssoeee4d. 
on Ihc mantdcrstkm that tf expod re&afion waq mach m e  lRnn the 
cost of pdmctbn far complete biqdcs tbe came pitian would hold 
p o d  far componcm also, that cash assidatwe on thiCvck componeIIfS 
might be withdrawn This had not been accepted by the Commercc Minis- 
try on & ground the! ac mre than 75 pet cent of the erporl w m  *- 
coanled lm bP components and the manufacturers of compo~ats were 
montlv in & s& zrctor, t k i r  eroaomicls of prdmtba a d  expa l  
conld nn( be ~ l y w d  w#b that of tbc c rck  mmdactmm who were 
mostly b Bw -iwd mhr. d h t  e q m k  Of c o m n b  would 
hrvcr~I (bsc t sb . s s l sCurarrrsd (LQ.mrco .~pktdp .  



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 wodd have a setback if cash assistance was withdrawn, 
tbe Finance Ministry had pointed sut that if the withdrawal of the assis- 
tance on complete bicycles could not result in a setback to exports, 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 tbe fact that the ratcw of 
cash assistance were decided only on lbe basis of cost of production and 
f.0.b. reali t ion and no distinction was nude between the sn~all scale scc- 
tor and the large scale sector. 

1.175. Though the Finance Miistry had not then pressed this issue 
further as proper cost data were not available for an objective analysis, 
sobsequently, on reconsideration of the question in June 1974, the Minis- 
tq had pointed out that even without waiting for a detailed cost study, 
there was ''clear justification" for reducing cash assistance for components 
to prevent mdpractices. That Ministry had accordingly suggested that, 
pending reference to the Cost Accounts Branch for cost study, either the 
cash assistance on bicyclc componcnts he reduced from 20 to 10 per cent 
or cash assistance on complete bicycles as well as componcnts be allowed, 
uniformly at 10 per cent. Tbe foUowhy! valid reasons had been cited, 
inter alia, by them in support of their suggestion: 

(i) W'MJe the producers of bicycle components nre mainly in thc 
small scde ~ector, it is not neceswv that exporttn art fhc 
same w h o  arc the prodwee of comptmenh. Expor fc~~  arc 
different fm the prodncers. The? will bc purchasing the com- 

ponents from tbe producers and then exportin% This m a  ndd 
to tbe ultimate cost of export on nccount of cost of cwprt 
otedwadc and other C S ~ C D W S  Continimncc of c a ~ h  :tssistnnct~ 
a31 onl! help such middle mnn c ~ p r t e r s  in quoting I t m w  
prices. 

(u) Aci (he item is of 1ahc)ar intmive ntrturc l n d i ~ n  prices \hoeld 
hc competitive in view of the high cod of lahow in othcr 
dcvelopetl conntries 



(v) Continuance of cash assistance of 20 per cent on components 
may r d t  in misuse of the facility in as much as complete 
bicycle may be sent m semi-assembled condition for the purpose 
of claiming cash assistance. The country will lose foreign ex- 
change on account of higher udt  retisation 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, tbe Director General, Technical 
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, conscqucnt on the abolition of cash assistance for 
complete (Roadster) bicycles. that unscrupulous exporting units might show 
exports of complete hicycles as exports of components with a vicu to 
claiming the cash assistance prescribed for components. 

1.176, The Committee arc, however, surprised to find that in utter dis- 
regard of the reservations expressed hy various official apencies. no ps i -  
tive steps were taken by the Commerce Ministry to prevent the possible 
aba4.1 of the cash assistance available for bicycle components. I f  would 
appear. prima fatic, from the statistics of exports of bicycles and biqcle 
components doring the period when cash assistance on hirycles stood nbo- 
lished as well us from the two qxcific c a . ~  of exports of hicydes and 
components to countries 'I" and 'Q' cited in the Audit paragraph that 
these fears were not entirely rmnfoundtd. Though thc Commerce Minis- 
try hnvc at!cmp!ed to prow that the apprehension B a t  complete bicycles 
might bc exported as components was not borne out by the actual export 
performance, the reaqons for fhe somewhat drastic decline in the e-rts 
of complrfc bicycles and increase in exports of components to countries 
'P' 8 '0'. have w t  been wtisfnctorily explained. Regides, the Engineer- 
ing T.:sqwrt Promotion Council theinsdver; had pointed out, m their repre- 
wntotioa pkading for the re in td~~c t ion  of cmh assicfnncc for cornplctc 
bicqclcs. that in the nhwncc of msh ns+tnnce for complete bicycles, "the 
lcndrncy woold hr to i n i ~ n ~  cxport of components and even dcrlarp the 
cornplcte hicyclm which nrc s l w y  exported in ChD (completely knwk- 
cd down conditinn) ns c.rport< of comrwmnts with a mntivntion to eet 
w h  stttrc;idq of 2 0  ~~~r cent " Thc nfficinls in the Ffini~ty nf Cornmcrce 
hnd nluu ronced4. in their notrr; nn the wc~mtions of the Finance ?fin- 
i s t r ~  referred to cnrlirr, the possibility of abucs of the a s h  al;&tnnce on 
componcnh. 



at that stage to the Directorate by the Commerce IWhti!i@y. Hdwever, 
even in fk absenc~' of nny co~nmunlcation in this regard, it should have 
been evident that if realisations from exports of bicycles had increased, 
it was onls logkid, as a nafiiriil corollary, that redisations from exports 
of contponrnts sholild have also in:tr%rsetl at lenst rcltttively if not oil the 
same sc::lc ti5 contpkte hicyrlcs i t  is alao significant in this contest thirt 
even kr \o\cnrhrr 1972, while ac:omrnnldinji msh wsi~tnnce rrt Ihc thcn 
existing mtcs for both complete bicvries mid cunipoi~cnls, the Indim 
Institule of Ycirc.i&n 'Ira& had ne\citlicles\ pointed oul ~ritc'r d i d ,  th:~t 
'*the hopc of hriilging thr gnp betnr.cn thc f oh .  c.c . t  :trjrs I'.o.b, renlla- 
tion through iniprovcd uuit \due realiwtion mag 1): p:~rti:~lly j:~stiIial~le" 
111 the rase ot biqclc components on 111c hasis of dat ,~  in rcgilrd to un i t  
13lur rcalisutions during the pcriod from 1965-ti0 to 1970-71. 

1.178. The Committee note that shill* the unit \ r~ l l~c  rr4iWitm from 
t r p t s  of bicyclcu: row by 9 per ccnt in 1973-74 a. compnrcd to 1972-73. 
the correapondinp: rise for of the components was  11 per ccnt or 
more, and that between April and Julv 1974.' the llnit value rrslisalions 
from most components rcne by 25 per cant or mow nherrsq that of 
bicycles fell marginally by 3 per cent. That the unit value rcnliqrrtion 
from exports of components bad. in fact, increased during the period in 
qwstion is also e*ident from fhe data relating b exports of components 
to countries 'P' and 'Q' Thw, while the export of b i q c k  componenb 
to country 'P' had increased on1 about 22 per cent dariug .4pril 1971 
to Scpttmba 1974 as mmpad to fhc expr l s  during t b  corresponding 
period ii~ 1973 (from 12 23 takh kp. to 14.97 lakh lqs I ,  the vane of the 
exports had risen by neatly 119 pw mi ( R s  138.38 Inkhs as n ~ i n s t  
Rs. 63.09 1alrh.r). Similarly, whnt cxporls of compclaents (other than 
saddle) to country 'Q' bad itmead by 67 per cent (I- 2.74 lakh lips 
to 4 59 Iskh kg%) d m h g  tkc relevant period as mmpred to thc r x p r l s  
during the conappondiep: period in 1973, t h  value of thc cuportc had 
gcuae up hy nearly 131 per cent (Mrn R?i 17 4% lekhq to 47.44 Irkbc) 
S i W a u ~  inaaffa thc Enghmrfn~ Export Pmmatisn Catmcil had dsn 
recommndcd cash awktonce of 15 per ccnt for both compnnentc and 
corapktt MLjlrJcs. I 

1.17'1 .ntr Cammitfct flnd %tat while drawing thc Cnmmercr Mini\. 
I d s  atttation. in Febnvwv 1974. to tfre POSPM~ misnsc oi thd cash asqi~t- 
.rice CHI bicycle compocresh, the DhPcfar C&DMBI Technical Dclcloa- 
m m  lad dm mg$mkd tkrl, tn print dnwn, ctch twiartnncr mleht he 
mtr+rted to oatp carspna~lle whtcb mndftDtcd httL d ihc cxpnrh 
fraal tbe comuy rn MnctOIitCI hrd .trw, *ttd oat Ihrt &u l h s c  
carpaarts did ro( add up Ob I COPPIL& )IfCJtlt, it wodd bnvt hwn 
c r g b a ( b , C m b . m a b m M b b M r r ( l y ~ t ~ d t l w e p s t t r  
~ l b a r d c a q C V ~ ~ ' t r " r ~ k v r r s c a l r d h t a n .  



T@u#J t)ts Commerce Ministry bad felt, in vim d the fact that there 
were more than sevepty five components of biiyclm, that "some mare 
@ought could be given to this problem" and that the components could 
perhaps be put lnts two groups, one for which cash assistance wodd be 
admissible and another for which such msistance would not be available, 
wbilc annoancing the rqistered exporters' policy and cash assistance effes- 
tive from April 1974, the Committee are concerned to note that this qua- 
tion was not pursued to its logical concluhn for one reason or #he other 
As Ulis dwision, if implemented, would have imparted greater rationality 
to the cash assistance scheme and would have curbed at lead partiall!, 
the misuse of the scheme besides resulting in considerable saviny to the 
exchequer, the Committee are inclined to take a serious view of this failure 

1.180. In lksc  circumstances, the Committee are firmly of the view that 
tbe possibility, however remote, of fhe gash assistance for compnncnM 
being a L W  by unscrupulous exporters in the absence of similar assistance 
for complete bicyclc~ should have been promptly taken wtice of and 
nercssary corrective. action taken to plug the loophle. The Committee. 
however, regret that evon the eleanentary precaution of ascertaining t5e 
f.0.b. realisalions from exports of components had not been taken by the 
Commerce Ministry and cash assistance had been persisted with without 
reference t o  any cost data on the tenuous groand that export$ of compo- 
nents would suffer a setback. 

1 181 4\ ia the care of complete hicjclec (Roadster), subrwpent e w -  
mination (Swrmber 1974ApriI 1975 1 hj the Cod Accounts Bmnch of 
tbe cast dale funrksbed by three mannfaclurerc of coinponents had d;,F 
&bed tho! the ash assi~tance a n o ~ e d  born time to time on exports of 
CompoReah which were stadicd (Rim$, Calipcr brake5 and D!narno Light- 
k g  sets) was  not jpstified or was hardi;) juMed-It ha!. bowoer been 
coalended bj the Commerce MMdq that as tbe data studkd b) the Cost 
Acc- Braach related only to dhnv compaac.nts, tbese sere e d  %erg 
represcotathe" and it was diiGcdt b apply the condusions reacbed b 
hew thee croes to aR the componcrrts numbering about meaty 6w. 
!Since, according to tbe Diredor Generaf, Tcchoird Development, W 
of the expo& was accounled for b) o d )  eight ,.ampontmts, the C O W -  
tee arc m b l c  to a- aby dab relating to at I c d  these compo- 
eats could not have k n  exolldard rrPd tbe pdicics in this regard [m- 
midated on mn prccicc foPPdotioas insfcad of iadisnisiaately and e m u  
imtiolmlty extendinn, Ihc s c k  from timc ta time. 

1.182. It appcrus that &a lPpiC of tkc fact that fbe Finance Miaistry 
h.d expnmed a number nl mer*stioas in r q p l n  *I ?be p m p d  lnsdr 
b) the Camnrcn:~ Mi&tq from ttslc to Liar a d  *lan;nn oUiclpl in @be 
Cmrpsm Mnky &a beM di#wen* r h s  on the w. (Lr A l i  



hr ' s  approval bad not been oMaied at any stage to the decisions taken 
about the continuation and quantum of Cash Assistance at different points 
of time exmpt while increasing the cash assistailre rate on SLR Bicycles 
in October 1975. Since conflicting views had been expressed on the 
suhjtwt and the decisions a l s ~  appear to havc becn hkcn 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 
opportunit? tu give his co~rsidered views on the rntirc question. The 
feasibility of prwcribing suitablc rnorretnry limits for t h ~  grnnt of cnsh 
assistance at the Secretary's levcl. without obtaining the Minister's specific 
approval, should be appropriately examined. 

1.183. Apart from tho somewhat indi.wriminale extension of cash 
assistance fur bicycles and biqcle component$, import rcplcni Jment 
also appears to have been allowed on a larger scale than necessar) and 
the Committtw are concerned to ubserve fhat fhere lrnd k n  avoidable 
delay in revising the rates of import replenishment. As pointed out earlier 
in paragraph 1.162, tboogh the Committcc appointed under the Chair- 
manship of the Chief Controller of Imports and Esports had proposrd, in 
February 1973, r~duction of import rcp1enil;hment tor bicyclcs (Roadster) 
and bicycle components to 10 per cent and 20 per cent respectively from 
the then esisting rates of 20 per cent and 30 per ccnt. which would have 
resulted in a saving of Rs. 80 lakhs in foreign exchange during 1973-74 
alone, the proposed !reductions had not hcxw cfiectcrd to. Admittedly, 
prior to 1973 no study had beon made in fhc Commerce Rlinidn to deter- 
mine lihe premium on import replcnisthmt licences. Subsequmtiy. in 
May 1973, the Cost Accounts Branch, to whom the Rcport of the Indian 
Institute of Foreign Tmdo on 'Bicycles and Ricycle Parts' had hccn refer- 
red, Itad ako dmwn attention to thc fact that the import replcnishmmts 
CM expods of bicycles were nonnelly wid o l  a heavy premium. .(Su&ie- 
g o d  scrutiny of the cost data of leading bicycle manttfacturen had a h  
indirated &at while Sen Raleigh I.td, bnd5,mld their import rcplcnidmnt 
at a p m i o m  ot 50 per ceat during 1973-74, Atlas Cycle Industries I.td 
bad SOW their knporl tqknishment in 197.1 ni pren~ia r o q i n ~  fmm 30 10 
49 per cent). As early as fa July 1973. the IXrcctor GawrnI, I'cchnical 
Devebpment had aha pointed out hat  the sctual tmport content\ in com- 
pMc hiqdes  (Roadster) worked oat fo lew @an 10 per ccnt of FIW f.o h 
realilsahn 3s &nst 20 per cent thca allowed Tlw ('ntnmerce S ~ r e  
tan. dqo rnmM dorin~ evidewr that abut  17 per <unl nt the impnrt 
rr.plenicihment iircnceq were mminated 10 cr(hem 



liberal and had no relevance b realities wooid be evident from the SMY 
by the Cost Accounts Branch (August 1974-March 1975) of the costs of 
T.I. Cycles India Ltd., Atlas Cycle Industries Ltd. and Sen Ralei* Ltd. 
which disclosed that the actual import content in the bicycles exported by 
the iespwtive units was very m a l l  compared to the entitlement [the im- 
port content was only 0.5 to 2.27 p r  cent of f.0.b. realisation for various 
brands of campleto bicycles (Roadster) against the entitlement of 20 per 
cent in 1973-74 and 10 per cent in 1974-75; and about 1 5  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 manufacturera of certain com- 
ponents (Kovember 1974-April 1975) also suggest that the actnal require- 
ments of imported materials wxe  much less than the Import Replenish- 
ment entitfemcnts allowed. 

1.185. The Committee are unnblc to see any justification tor allowing 
import replenishmcat on such liberal scales for exports of bicycles and 
bicycle components. 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 i s  not podble  to prescribe sepa- 
rate rates for each item under such a system, some items mjoy unintended 
benefits while o h m  may be getting less than their requirement. While 
this argument mav perhaps be valid to same extent in the case of com- 
poncull, it is difficult to appreciate the Ministry's reluctance to determine 
the quantum of import replenishment actually required for bicycles (Road- 
ster) and S1.R bicycles on a need-based analpis. Since. according to 
the Finance Ministry, lherc may not be more than two units manufactur- 
ing SLR bicycle and exporting them it should not be too difficult to  
determine the quantum of import replenishment necessary after a detailed 
wrutiny of all relevant data. The Committee would therefore, urge Gov- 
ernment to re-examine this question in an its aspects .and ramifications 
and brlq ahout Ibc desired imprnvewnts in the Import Replenishment 
Scbeme. They would dso reiterate. in this connection, their recornmen&- 
t h  contained in p9rapgaph 1.1 5 of their 164th Report (Fifth Lok S a b W  
that no import y p l e n i A m f ~ ~ t  liceace should be gmnttd against the mpod 
of those commaditim which ck, not have anp i m p r l  content and sn& 
licencc~ should not also be allowed to be t r adewed  or tttiiirsd for irn- 
W s  of machiwry. quipcnenb. I d s ,  fixturn and cpares which are mot 
q n l ~  for the pmdtrction or processing of the mmrnodltics heing 
exported. 

1.186. 'IRe final picture that emcps  fmm the forrw:np, pnmpraphs ic, 
thus, far fmm satisfactory. The Committcw cannat help feeling that 
grmtcr rnnccrn h s  been %how9 h! the Commcrcc hlini\tr? %+ithunt ade- 
quate J~astMcntion. for the in!cri*rts of the indrrstrv rrttklr than for ensnriap 
hf the ctnmtry's m r c e  resmme~ are not expended i n d i c c r i h t d p  a d  
hbMlkhdy. Dmhg the period fran 1970.71, to 197475,  while the 



,totsl lunrwPt of caeh W W c o  kWiUd6siQle Ear e~ywtrts oP bicsdes w d  
bkyale ampown$ d t d r  out lo about Rs. 15 cmw, ,an import re#- 
nisbarset of about 14 cram bad been allowed for purpose, winst 4he 
tatal exports valued at Rs. 60.58 crores. It is also signillcant in this aon- 
text that only about 8 per c a t  of thq' production of Roadster bicycles is 
exported while the country is yet to make a percept& impact in the mar- 
ket for SIR bicycles. If the other concessions and facilities for export pro- 
motion such ss drawbacks of customs and. excise, railway freight rebate, 
supply of raw materials at concessioaal ra t s ,  etc. are also qnantilied and 
taken into account, the total cost of thcse exports may well turn out to be 
diiproportio~ete to the foreign exchange actuallv earned. 

1.187 As has been earlier pointed out by the PuWc Accounts Corn- 
Rlittee. in paragraph 1.49 of tbcir 174th Report (Fifth Lok Sabha), Ihe 
basic defect in t t r  system oi granting cash assistance and other incentives 
seems lo be the absence of an effective machinery with Government to con- 
currently avaluatr and revim the market trench, the f o b  realisations 
and the impact of various kinds of assis!ancc given for export promotion 
so thd a e r e s q  changes and adjustments meld he efiected promptly es 
soon as wide fluctoptlons CC- to notice. AS a r e d t  of thii handicap. 
Government bate bad to piace en dmod mdusive reliance on the data 
fumisbed b) the industries tt~ermrdves for the E ~ p a r t  Promotion Connril. 
which, rwlmittedl?, has been often found to be at variance with (Plpl aciwtl 
position obtaining It would also war tbst thou* d o l  suney re- 
pods h4icPlinp: export prospects, prewLeat price t m m i h .  &. arc m d v d  
h m  ldiae E m h i e s  setod aod otber +s. apart horn b.acidt- 
liug lhesc b €k E m  Promolimn ColradLs for exploldag #c oppOCCwli 
licr relyeded tfroush .Hdb m. very Wtle me is d c  of (hese repwtn 
by Ule C-ce M k W y  Ior Yc Jela3.iutim of pdciesr I f  hrr dw  
h o & a r i t t a d b y I k e M b b t q r h d t b a r e C m o ~ ~ a d a o c p r i c c  
~ f i r e m d h 4 s c ~ . . 1 1 r r + t L e a S o r t & ~ w p o r a f B x r l b n o l c . ~  
&&amx NailLer lrws Ibt Ministry btve rt proam4 any fdandhg ar- 
~p.~cne.Ls kw tbe p d d k d  c d k t h ,  or r+ar &sirr. fran 4k Export 
Pramatin CnulPeib data d 4 m g  to f.0.b. oorls d rmncu(iew,ro in mqwcf 
of ifem Bw which crrb ygbiblLm L.I been gmdcl. Thh Ic a dhtalkw 
nhkb needs lo bc rmwdkd InnntdSnkty S b e s h i q ,  thtreforc, o ~ w t  w i n  
the Importtlacc. o' devising a soitahh! markincry for a mrrrrcol revkw 
uad mamiloring of PU tBe rehvpal hrlaca Enflueacing w i a c m  inccntjvrb 
for expod prornotbs w, rr to earwr tbJ t& trade &m mot derive andm 
btacfits from the faef timi d l  the d e v u l  EoLwrPrtioa rnny no4 be r v d -  
able with tkc ~bntPistxatbt MiaEdt)r coacetaed. 4& Cwarnlllce nwld 
rejlerirtc fhS recr)mnnrmd*sloa c n n M  Jp prmpph 1 I t  cf Wr 236th 
Report (I;rflh Lot. SaMr). 



1.188. Ye! an- reason advanced by lk Ministry for m t  taking 
j13f0 O C P O U ~ ~ ~  the f.6.b. rerdiegtions reported, from t&& 16 'baae, by like 
Directar Gaoed,  ComnrerJa1 Xdligence and StatkPrrcS L fluit these 
PgvesarenotavailnMeatthethDeof f ~ r r r m ~ ~ o f t h e ~ P o d l b n t  
the published rtatistb are d y  received after six mo-. Tbe Com- 
mittee note that in pursuance of their recommendatfons b Ibis w d ,  con- 
tained in paragraph 1.50 of their 174th Report (Fifth Lok Sabha), cer- 
Wh .important chaages in the metbod of compilation and publiiatfon of 
trade statistics coupled with the stnrtural sirengthening of the org4nlsa- 
tion 'have been made, as a result of wbkh lthe timdeg between t k  peilod 
for which the information relates and its ;ompilation and pftpamtion for 
publiition has been reduced frem about six months to about three 
months at present. The monthly Siatistics of the Fore@ Tmde of India 
are also now stated to be rehived in lnennscrfpt form wilbout wa- for 
a printed ropy of tbe volame. W b i  tbest bprovemeats are nadoabtd 
Jy to be welcomed, @be Committee are, however, concerned to learn that 
thw is no machinery in the Commerce Mfnktry to watcb and momitor 
export realisations wktber on the M s  of the data avaifable in the 
manoscript copy or otkwtw,  wMch makes it alt tbe more impcrathe to 
devise a sdtable machinery for a cancorrent review aad evalaation of 
f.0.b. r e a ~ n s  as recommeaded in the pwediq paragraph. lhere 
s h d d  also be a regular arrangement for the periodical coaection of cost 
dain aad theh examination by the Cost Accwats B r d  from time to 
time, at least in respect of those rommoditks involving hrsw mtlkrrP of 
C& assktence inskad of extending the cwsistance on an ad hoc basis 
on Ihc ground that thc coilectba and examination at fhe daQ MLCs a 
l o q  time. 

1.189. According to lhe Report of tbe Indian IrrstiWe of Fore@ 
Trade, one of the reasons lor tke bigla f .o b cost, necessitating large quantum 
of a s h  as6stuK.e, is the hi* proportion of the fixed overheads to the 
f 0.b. cod rewltine from the under-atilsation of the total capad@ avail- 
1Me)at l~cmatryfer (bcpmtudo~d'Mcpctes .  C i n r e s p d a t t w o  
hie* manufsctdq units shdkd by tbe 'Institute, the fixed overlumk 
amsthdd 6.7 a d  13.8 pcr rrrd d tbe f 0.b. cod). Obmvbg. i this 
~ x t , ~ l ~ n d b k p c k s m L t . ) r m r s ( d a r M e d Y t l w ( o 9 p l  
las(.Ued c*prhy is f a g  d k d .  nYcb b taa ndd rcd.ro tk a i t  
~ O ( ~ b y ~ ~ o r 0 r k a & ~ m  wcb e r  n.abers. 
H w I ~ s R e p e r t p c l i n Q e o l t h a t ~ p l . b b a e t ) b a ~ ~ 5 8 ( o  
1 0 0 p r c c a t d t b t t ~ ~ , ( h r ~ d h e d o ~  
~ ~ I d t d p r s d o c l S a r ~ b e ~ b l p r b o r ( 3 3 3 l a S d p n ~ "  
I thdhr re#m~, : tomte tb t~ .kdpred&n d bkyckswlsody 
c W l . 7 p r c e . 1 b 6 3 . 3 p c r r c a t o f * W c r p n l t y m t k - h  
! 9 ~ ( b 1 9 7 5 ,  dyc lboa(8pcraat  dtlkIct.rl-bdbee6 
cxplortsa. I t & b k d s a k c r c o r * d c d b y r t p r e - ~ d t L c ~ -  
1948 L.S.-9. 





and Mkycle components indastry is necessary and fessibk. Standardi- 
sation of specifications of componestp and raw material is Plso o w  of #a 
terms of reference of the Panel. Considerable time having elapsed since 
the Panel was constituted, the Committee would l i e  to be apprised in some 
detail of the progress made so far by the Panel and the specific steps 
taken to achieve the objecthes envisaged. 

1.192. As regards improving the quality of bicycles and components, 
4be Committee learn that the whole question of quality control on engig 
neering ,exports including exports of bkycles and components is currently 
Wig gone into by a committee n d e r  tbe chairmanship of the Secretary 
(Technical Development). They would like to know whether this exer- 
cise has been completed and, if so, the. measares taken as a sequel thereto. 
The Committee need hardly cmphasise the importance of ensuring that 
the quality of Indian bicycles and bicyclo components come up to the 
exacting standards set by the sophisticated market. 

1.193. Yet another reason for the high f.0.b. cost of Indian bicycles 
5 stated to be the high prices charged by thr secondary sector for COW 
rolled steel strips. the basis raw material required by tbe industry. The 
Committee have hem i n f o d  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. S i  
an assured supplj at reasonable prices of the basic raw material required 
by the bicycle industry has a d i r r~ t  bear'hg on the f.0.b. cost, the Coni- 
mitfee Csire &hat the question of high prices charged by tbe secondq 
sector should be gone into urgent11 by the Steel Ministry and n e c e s m  
corrcctivc action taken to discipline the private prndocers of coldrolled 
lee! strips. 

f 194. The C o d t h e  are a h  of the opmion that instead of rrso- 
to tbe p n t  of ad h n ~  a.id piece-meal incentives tor export promotron. it 
ma> he ~ ~ i l h w h i l r  to impose witable export obiigations on the industry 
and Government mktance cxteaded anlv nhen it is. absdulel? he-P 
able. Tbq have k e n  infonned b! the Camtnerce ScctetPr?'that the idea 
of imposlap expod oMQgtbns and askiag exportem to take on *nmdm 
an export commitacnt k already under Governmtars dderst ioa ard 
thnt thc Minidry of ladrrstry is also mmkmplrtiag oscmdmt d 
IndlurMgi ( lkt4opcnf and Rqplatiaa) Act ta provide fop an e s p d  
obligat&a tm s ~ W r  cases. particuMp in tbe case d lore@& 
m a l t f U  compPalt;p Since thew merrom appear Q be ola?. in 
+ m b ~ l a l c  stap still tbe Committee rr~bkl urge Cowm11~11t 10 e h  
*w t r p c d i t i d y  and if forrd k.stnblr brtnp fbrti n a m m y  kdrbtb. 
kr the pa-. ftaldbaft! of ,f tbt i& I k t y  h 



1.195. The Committee 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 bem only 
around 10,006 bicycles a year. Bulk of these exports are by T.I. Cycles 
India Ltd., a company governed by Section 29 of the Foreign E x m e  
Regulation Act, 1973, with 52.6 per cent of the equity capital being behl 
by non-resident shareholders. It has been stgted that attempts made so far 
to make a purely Indian-owned company to enter the export market for 
SLR biqcles havc not been successful on account of the absence of tbe , 
requisite facilities and technoi~gy within tho country for the manufacture 
of three-speed hubs for these bicycles. The Committee understand that 
the cost of manufacture of the L'hree-speed hubs in India would be proliibi- 
t h e  an& even 1'1 Cycles India Ltd. have k n  importing this vital compo- 
nent. Efforts msde by several Indian companies for coliabomtivc joint ven- 
tures for the production of three-spced hubs or export with two of the four 
foreign firrns-Shimana of Japm and Sturnis-Arckr of 1J.K.-who aw 
stated to have mompoliied their pmductton, havc a h  been unsuccessful. 
Since the development of an economic and vinbie unit for the p d a c t i a n  of 
threr-speed bhr ahne  nnuM mqukc cmsidcrahk capW invtntmcmk. 
aperl from the investment neressan in the steel and ancCllrrry sectors for 
buWinp: up the prodoction farilltier for various other rridcal mak- 
dds and cmpoaents. if appears &at the country ma! not be in a position 
in the immediate hrture to make any petceptfbie impart on the market 
for SLR bicyctes. 



1.191. Incidentally, the Committee 1- that T.1. Cycles Iirdis Ltd. has 
been advrsad by the Reserve Baak of Mia to reduce its nomresideet equity 
t o  40 per cent by tbe Ist week of May 1W7, in response to the company's 
application tor continuing its aCfIyi$es in fndh under Section 29 of tbe 
Foreign Exchange Reguhlioa Act, lW3. They wauld LiLe to know whe- 
ther the company has complied with this requirement and, if not, the steps, 
if  my, taken to eufmce tbe provisions of the Act. 

1.198. From tBe analysis ef fncb givea in th for%airrg pmgnyh, fbe 
Committee can safely infer that cash assistance provided for export of 
bic~cles and bicycle components has not been on a r d i o d y  justifiable 
basis. The Committee are unable to u n h t a d  how the Cash Assistance 
Review Committee could, on the basis of data Chrown up (which was avail- 
able Plso b ofRcers of the Ministries of F i c e  as well as Commerce) 
d i i r  wilh tbe suggestions made at different lev& for a lower rate of caqh 
tlssirtaoce and ultimately fixed it at IS per cent, in the case of eaqnpiete 
bicycles and 20 per cent in the case of bicycle components with effect 
from 1-9-1974. Thy would like Government to direct the Cash Assistance 
Rwkw Comdttee to have a more rational rppreach in deciding the com- 
modities eligible for export promotion and the rale' of cash assistance jnsti- 
tie+ in individoal c a w  so as to ensure that thr countr!'s scarce resources 
are comm?ited in the national interest of export promotion and wt frittered 
=-w'. 

M. STWHEN. 
Chairman, 

Public .Accounts Committee. 



APPENDIX 1 

( Vide paragraph 1.60) 

Extra-ts of notes containing calculalions leding to withdruwul 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 ratc of 
Cash Assistance and the rates decided by MDF are indicated below:- 

Existing Rare 
rate of C.A. decidcd 

hp MDF 

A. 152  2 ~ I C \ ' C I ~  camplnents . . . . 30yA 20: Yo 

.4 .153.3 SLR b~cycles . . . .  . 25 ",, 22) O;, 

As per the above decision of MDF, we wcre going to issue a circular 
reducing the cash assistance. In the n~cantimt.. howcvcr, a letter has 
been received from Development ORiccr. DGTD (Page 6S/c) [hat f.0.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 ma:; be pointed out in this condcction that the llFT study examined 
the costinc of roadster bicycles only. and did not go into the costing 01 
bicy&g components and S1.R models. From the fipures given i n  thc 
1lFT report. Cost Accounts Branch had calculated the m:minnI cost nncf 
rea%ation of two units as follows.- 

F.O.R. rcaliraf ion t duty drawback . . . . . 142 f 5  138 d l  -- -- 
$'I rrthllrr prrcmrageoTf.n.b. mlinatmn 'w;thtru~ CA:. . . 24 (55 ':, 17 No:. 

111_- 

Sllire there w3f rhnrtfall in realisation. WDF have decided to give cash 
xslctmc- a! the rate of 20 prr cent lot the roadqtcr bicycles (A.152.1) 
lo Ihc : h v e  catcutation howrwr. f a h .  reali7ation was taken at a much 



lower figure than that obtaining now as pe!r as DGTD's letter. This there- 
fore uecessitates 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 completely withdrawn. Since there was no 5eparate 
custing of bicycle components and SLR bicycles, and DGTD have not 
indicated any higher unit value realization in this respect. MDF decision 
ma;, bc. followed for export of components and SLR. 

There is no necd to consult Finance or take i t  to MDF again, since we 
are u,irhdrawiny the incentive. 

Sd - J.  P. Das. Director. 
14-2-1974. 

JS(BDK) on tour. 
AS/(Rn 

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

(R) A complete list of all such uithdrauals,'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 thc volume of exports under each and also 
effect, if any of our revisionz 

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

(A) I have spoken to Sccy. a h u t  thee and he has agreed and that 
orders may issue. 

Sd/- R. T i m a l a i .  
1 6-2-74. 



APPENDIX U 

(Vide paragraph 1.67) 

Ex&acts of notes le- w the Msim nor to accept sugges.slion to withdruw 
Carh A~istence on bicyck 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 do 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 dec~ded 
by the MDF Main Committee. 

3. The order regarcbng withdrawal of cash assistance on complctc 
bicycies may be issued immediately. 

4. In regard to bicycle components and SLR bicycles, the order for 
reduction may not be k u t d  for the present. We are not convinced by 
making a distinction between cromjtk& bqclca on the one hand and the 
bicyck parts and SLR bicycla on the other hand. If cxport realisation 
is mrrch more than tbe coot of production for complete bicycles, the samc 
position will bold lpood for bicycle Components aad SLR bicycles. The 
cost of production w k e  thc cash ouistancc on SLR bicycles was refixed 
in 1970 would be available in t k  rclmmt fik of the Ministry of Com- 
merce. That could be taken as the basis after providing for 60 per cent 
increase as is Wing dooc for complete bicycles, the cost d d  be com- 
pared with f.0.b. dimt ion .  Further, the rate of cash assistance on St R 
bqcck um 25 per c a t  as p%rinst 30 per cent for ampbre hicycks when 
the then prevailing rate of assistance was 1% fa ELR bicyJ#, i t  is difficult 
to maintab tbgt 32.5 per cent assistance is d l 1  necessary for such hicvcl-. 

w u8uiMce is  m s M  aeceuary la bicycles. It would k 
dilearft to maiutain two diflermt priaciplcs for two types of bicycles and 
it m y  result in diminshation and nprrte~tatba from tbe exportem. Wc 
w d d .  thedon, tmmgty recammmd that casb wktance an bicycle corn- 



p m r s  a& BLR bicyotes ahwld abo be withdrawn irpnrcdiately. If tho 
exporters represent a fresh examination on the basis of the cost data fur- 
nished by the expo9ers can be made and assistance reintroduced if it is 
justified on 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 daffLwlt to get proper c a t  data from these wits and take decision on 
metit after witbdrawiog 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 bicyclcJ is issued without any delay. 

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

(3) The sugestion at 'X' above is also approved. 

Sd/- S. Y. Gupte, 
2 1-2-74. 

MINISTRY OF COHMERCE 
EAC Sectnon 

Notes from middle of page 8 untr may kindly be elanced through 
SUocil, wiPMraaing c& assistance on expons of complete Birple, is 
placed W o w  for signature of Director (EA). As the instructions could 
Ix issued by tomorrow, this ma! be given effect from 22-2-74. After 
issue of instructions the file may be referred to EP (Engg.) Section for 
k i s i o n  on point r a i d  in para 4 of the note on pm-page. 

n. D. (MET) 
D. r. R. (EA) 



132 
out. Issue notification and then put up proposals with self-contained note 
for MDF. 

EAC 

EP (Engg.) Section may kindly see Ministry of Finance's notes a t  
pages 9-10 ante. instructions withdrawing cash assistance against ex- 
ports of B i c ~ l e  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) Sd/- M. E. Thonlas 
US/(KVB) 23-2-74 

In view of the stand taken by the Ministry of Finance in their note on 
p. 9 and 10 ante, it is for consideration whether wc may wrrl~draw cash 
assistance on components and SLR bicycles also and they have a cost 
study. I 

It may be added, at present thcre 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 bicycle 
fair agreed for the MDF assistance for the participation. The PEC have 
since participated in this fair and we are awaiting their report. Hencc 
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 mav also be available. But then wc will be 
Marncd for frequent changes in the CA policy. Far Orders please. 

As regards bicycle components it may he mmdaned that more than 
75 per a a t  of t b ~  td8l export ir from components rab the murufactunt of 
campaoeahl tn d v  in d s a l e  rocror, T W  sooeorndcs al pmdslcthn 



d 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 not 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 
to 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. 

The reasons adduced by US(KVB) are tenable and T would endorse 
the proposal. Finance may concur. 

Sd/- R. Tirumalai 
25-2-74 

Kindly agree to the su~es t ion  made above. 
Sd/- J. P. Das 

28-2-74 
M/Financc (Commmc Diu.1 Shri S. Y. Gupte. 
~ / ~ ' o r n r n e r &  U.O. NO. 5 ( i 5 j 1 7 i - -  diti'i 53-1974 

EP (Engg.) 
MIYISTRV OF FISANCE 

(COMMERCE DI\'ISION) 
Our note at pp. 9-10/N refers. 

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



3. 1P ow eaclier me, we bad auggmtd to ahe M,Koarmsrce to wah- 
.draw cMb W ~ i c e  oa SLR bicycles and bicycle compw~nts also as bas 
been chided fm mmpleoe bicyclw. Tho main justitbatton is that if tbe 
f.0.b. redisation in tb iebernationat market has g o ~ e  up considerably for 
coppplrto bicyc)es so as to justify total wiWraw3 of eash aseistance after 
the decision of the MDF Main Committsc, the f.0.b. reelisation should 
have gem \tp for SLR bicycles and components also. It will be ditEcult 
to &ijQ two different principles for complete bicycles and the other 
two items. The MfCommerce has not agreed with this view and they 
have'- that the order for reduction of cash assistance may be 
&wed to be issued as decided by the Main Committee. The reasons 
given by t k m  are as under:- 

(a) The position may be reviewed after somaCirne oa the basis of a 
cost report if the cash assistance is to 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 eow issued on the basis of tk decision of the 
Main Committee and agaia after sometime on the basis of a 

cost report. 

@) Export of bicycle components and SLR will have a set-hack 
if CA is withdrawn completely. Simulraneously cost data 
could be taken up to daennint the need to reduce C.4 further. 

6) More than 75 per cent of the total export is from components 
l l ~ d  the manufacturers of components are mostly in the small 
scale sector. Their aooaomits of pr0ckti.m a& export cannot 
bt compared with that of the manufactwers who arc mostly 
in the organised sector. This is one area wirere the small scale 
=tor has really been contributing to cxpon earnings inspitc 
of dificulfies in the matoti of procurement of raw materials. 
etc. 

4. In regard to Cb) above, i t  may be mentioned that if the withdrawal 
of cash Waau on coragkte b i c y b  rvmt bave a, subock, thc pwi- 
tion should not be different for bicy& cornpamu ;rod StB biaydca. 
The reason at (c) above i s  not generally taken into Bccaunt in the prin- 
ciple of carb incentive. No dislincth k Ruds betwar, the small scale 
bsctor oad 1- scde actor. 7 % ~  rate 3s d t x W  only oa the basis of 
t b  d p m b t h  an& redintian. 

5. Hwever, hvisg ragad to the lam mmbtr of c--4 which 
are expork4 dw fmt tkrt cbc qnft rrrlition is pdfy by wd@t aad 
not by nos. and that cwt dM It not md3y atdablo fat 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 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 IlFT give in 1972. Since then 
f.o.b, realisation has gone up considerably though the precise figure is not 
available, normally, as suggsted by us earlier, there should be withdrawal 
or further reduction of CA on cornpmc;lts. However, for the reasons indi- 
cated above, we may agroe to the reduced rate of cash assistanct of 20 per 
cent being givcn effect to till 31st Deccmbcr. 1974 before which the position 
may be reviewed. The Engineering EPC, thc TDA and the M/Commercc 
may please 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/furthcr reduction 
is ,still valid as indicated below :- 

On the nbovc brtsi,. thcrc. i >  no justitiiarior~ fur fixing thc rate of cash 
tissistancc kyond  10 per cent. \i'c nu?  a g i n  rcquest thc 5iK'ommerce 
to pleasc is.uc. tire order for i cduc~ng  c'a4l as?i>tancc. to 10 per cent with- 
out any furrhcr Jcla!.. :!> thC nuttcr h ; ~  ;ilresJy bccn pending for more 
thiin 2 m ~ m h \  m d  an! furrhsr dzlay i3 like!! ti1 he pointed out by the 
Audit. rhc Irl/Ccrnirt~crc.c nl;~! LindI! [3)rc inlnlcdi;ttt' action for reducing 
thr cust~ ;,\\iatan<c wh:n 11 irii> already hi.c.n c\t;tbli$\lcJ on the hsis  01 
availahlc J.m. 

SJ!- J.4GDISH CHANDER. 
5-3-74 



Additional Secretary (W) 

M/Commerce-Add, Secy. (RT) Y 

M/Commerce-Shri L. N. Saklani, Dir. 
- -.- - - -- M/~in. U.O. No. 1772-=Dl74 dated 6-3.74. 

Please examine immediately & put up. 
Sd/- R. TJRUMALAI 

6-3-74. 

Dir (JP) 
Discussed with AS. He wanted present costing of SLR to be asccr~ain- 

ed from DGTD. 
Sd - J .  P. DAS 

1 1-3-74. 

I am not getting Rajagopalan. In the rnesnwhile, circular on bicycle 
components may he issued. as Finance have agrced to MDF decision. 
E.4C nia! pleased take neccswrt action. 

9d ' -  J P DAS 
l2 -3 - '1 .  



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

I-(COPY) 

Dr. R. K. Singh 
Executive Director 

ENGINEERING EXPORT PRO- 
MOTION COUNCIL, Suva  Kirdn 
Bldg. 19, Kasturba Gandhi Marg, 

EPC:D:EA: New Delhi-1. f 

19th June. 1974. 
Dcar Shri Chavan: 

Please refer to your D.O. No. 5 (  15) 174-EP (Engg.) /dated the 12th 
June, 1974 regarding the cash subsidy on complete bicycle. 

The cost data together with the F.O.B. realisations for complete bicy- 
cles as well as components hasc already been given to the Ministry at 
earlier occasions. Thcrc i \  no u h h  subsid! on export of complete bicycle, 
at present, while 20 pcr cent is ;rlloaed on export of bicycle componcnts. 
The cost data furnished to thc Ministry has already established consider- 
able gap to justify allow~ng a cab suh\idj of atleast 15  per cent on export 
of completc bicycles. Thc prcwnt Tystem of allowing cash subsidy on 
bicycle components @20 per cent and not allowing any cash subsidy on 
complete bicycle, in itself will give riw to various problems as exphined 
below : - 

( 1  1 Fxport of complete bicycle has got a set back and, in course 
of time. there will hardly be any export. Export of compo- 
nents will go up uhich has law realisation and lesscr added 
value as compared to th;lt of complete bicycle. hlxkets c a p  
tured after years cons~derablc efforts and expenditure, will 50 
out of our hands which can be seen from the following de- 
tails: - 



( 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:- 

I 9 Aprjl 197.4 Kate ofcash Actual cash 
F L I ~ S K ~ \  <ul.:,id! 

Gmpletr  Bicycle , 13-91 24-31 Nil 

Campkte B~~ycle  . . . 2 ~ 9 ' 2 '  223- 13 Assuming . . 
ca\h sub- 
sidy i s  nil 
iw the 
u hole year 

Some of the important ohscrvation\ c;m hc niidc: from the above study 

( 3 )  7he  dewlopmcnt of cxporf of complcrr hicycic ic  an imprr- 
taat factor to iacreaw csport of ccqwncnu.  In cast l k  
export of complerc b q d c  vantrhes, future may not lu iri t t ~  
expon of only componcntr and, as such. higher target will 
not be fulfilkd. 



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 thc markets established for the 
export of complete bicyclcs in the past may not die out. With best regards, 

Yours sincerely, 

Sd/- R. K. SINGH. 

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

11 (COPY, 
Shri D. P. Chattopadhyaya. 
Hon'blc Minister of Commercc. 
Government of India, 
Udyog Bhavan. 
New Delhi. 
Dear Sir, 

SUBJECT.--C.~sh Assistance for complcte bicycle exports. 
Thc exponcrs of complete bicyclcs had received a rude shock on the 

notification No.  12(2)/74-EEC dated 22nd February 1974, issued by the 
Dircctor of Export Assistant, Ministry of Commerce, withdrawing cash 
assistance on export of complete bicycles. I t  has upset all plans and cal- 
culations of the exporters of bicyclcs who have been making efforts to 
better their pcrfolniancc during the current year in line with the Govrrn- 
nlent's ahjective to improve our country's export earninp. 

Arigmg out of the notification are the following points:- 
( i )  whclhcr the f.o.b, realisation on complctc bicycles exports pre- 

senrl) obtaining warrant nny such a step; 

(ii) whether such a step would he conductive to maintain even the 
present Ievcl of exports in the context of the steadily increasing 
ccwt of production. 

Tbe bicyck exporters hove comidercd t h w  in all its aspects. 
Tho w m n t  wcwld n p p r  to have mlcn their stand on the basis that 
f.0.b. reahation has e a c h t d  a stage where hicyclc exporters can very wtIl 
do *ri\haut any c& m~istane. U'c arc afraid Giwernment's appraisal in 
this regard b not comt. 
1948 L4.-10. 



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.0.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 l ) ,  the average f.0.b. realisation of 
a bicycle at that time was Rs. I I I and the cost was Rs. 174.04. Adrnitted- 
ly, since the submission of this data the f.0.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 rcalisation 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 detern~ine the latest costs and f.0.b. rc;ili>ations on the gme.  
lines as we d ~ d  on the earlier occasion in 1972. This study has rcvcalcd 
the following:- 

( i )  The maximum avcragc I.0.b. rcalisation pcr bicycle during 
Scptcmber 73 to 37nd Fchruaq. 1971 has bccn /: 7.09 onlv 
for a hicycle cornplctc with saddle. In terms of rupeec, t h k  
realisation works out tn Rs. 133 per bicycle. The increasc. 
in f.o.b, realisation has thus bcen Rs. 2 1 per bicyclc since the 
data was last submitted to the Government. 

(i i)  As against this, the incrcasc in cost during thc bame period, 
upto 22nd February. 1974 has bccn Rs. 49 pcr bicycle. Thl\ 
increase does not tahc into account the cffccts of  addition.^! 
levies in the latest Government Budpct: i t  also assumes that 
co\t have remained ~tat ic  sincc 21nd Fcbrtury, I974 wh~c!) 
is f3r from the case. Evcn as t odq  the costs of all mzrtcri 
arc stcadily rising. Annexure I 1  sets out the cost of ocda twn\  
as principal raw-material and consun~ble~  during Scptetntvr 
1973-February. 1973 pcriod. 

Possibly Govcrnrnent have reached the conclusion that thc f.0.b. re&) 
tions for thc c x p n c r s  have moved up appreciably by looking at the c i 
p r b  at which some orders have bcen hoaked sincc the beginning of thl \  

year. However, what i s  ovcflookcd is rhc fact that much d the incr~~l.~ 
obtained at the c.i.f. level has bccn off-'-1~t by thc vastly incrcavtd cxr.*ifl 
freight which has gone up by SO per cent to 70 per cent in the last t ~ o  
month.  F u r t h e r o n ,  it would appear that no nllowancc has bcen givcn 



a the accessories included in the bicycle such as gear case, camer, stand, 
bell, toolbag, dynamo lamps etc. which have all register4 increase ranging 
from 60 per cent to 100 per cent. Annexure I1 gives comparative prices 
;in September, 1973 and February, 1974. All these facts can be substan- 
diated 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. 

Iran. Zamb*, 
Behrin, Nigcr~a Tanzan~a, 

- -- . -. Kuwait ctc. Alalavi e 5  

Expon Rcolisation , 

Gmvertcd to Rs. . 
Less Ocean Freight . 
Lea Ocean Fricghr & Insurance . 

CIF 

E 14-00 

260'00 

. . 
45.00 

CIF 

E 13-00 

2 4 2 ' 0 0  

. . 
30'00 

Less Cost of Double bar etc. . 
Less Cost of additionid accessories . 

.";a FOB redisation Add Duty Drawtrock Kcfund 
@I ljyo of F. 0. B. value. . 22.62 28.79 23-66 

Say RE. . . . . . . .  19:.00 207-00 206'00 

- --- 



1, 2 3 

Cost of Export Productian of One Unit of Bicycle. Re. ?2,5'00 

Average Ex-Factory Cost add the cost of special 
Export Packing; Reshipment Inspection 
Charges; Transportation; Railway Freight 
etc.; Clearing, Handling and town duty 
charges at Port; interest and bank charges 
e t c  . . . .  

Net Export Production Cost per Bicycle Export 
Redisation per unit of Bicycle i.e. FOB plus 
existing rate of duty drawback refund 197.@J 207*00 206~001 

Export Cost of Production per unit of Bicycle . 265.00 265.00 265.00 --- 
Gap in Export Realisation . 68-00 58-00 59-00 

Gap in percentage . 26 9" 22 "/b 22 % 
-. - -. - 

Cost as on Total Cost in- Total 
1-7-73 Rs. crease Cost as 

Ra. Addition on 30-4-74 
u p  tlll 

30-4-74 . . - - --- ". - 4 
I 2 3 

(A) Material Cvsr 

( i '  Iron 8: Steel . . 18.24 10.03 

( i i :  SetnLtinlshcd and direct parts. . 51 * 70 13'47 

(iii': Rcad!madc goods . . , . 43.12 

(c, Wrapping hiataid . . . 1.39 0 . 2 1  



I 2 3 4 - 
(F) Selling and Distribution. 

( i )  Packing & Transport . . 6.55 0.65 7'20 

(ii) Selling & Distribution . . . 3' 57 . . 8.57  --- 
160.67 224.85 

Less Scrap Sale . . , . .  I 60.67 

Selling Price for Cycle Margin . . 169.00 fzz.3 -- 
Plus 9 -83  - -I '00 

Price difference in  Iron a d  Steel Items from 1-7-73 - 30-4-74 

Particulars 
Landed Landed Price Average 

Cosr cost increased prie 
as on as on increase 
1-7-73 3+4--4 

Per T o n  Per T a n  Per Ton Per Ton 

Strip. 
3-I/R'x~oGTIAI . 
Indian Tube . 
Grahnm Finh . 
, 3 4 * x 2 4 G . T I M  . 
Indian Tube . 
Armr Steel 

? ~ ' x I I G T I M  . 
Indian Tube . 
Graham Finh . 

3'1~14 C. G r a b  Firth 

Do. 

+*XI  3G. M.S. Gurunrnak Stcel Works . 2250 3- 750 



144 -- 
I 2 - 3  4 5 

Sheat 
4-G. HSL. . . . . .  2000 a625 625 

16-G.HSL. . . . . .  2125 2625 500 

18-G. HSL. . . . . .  21zj 2625 500 

21-G. HSL. . . . . .  2100 2592 492 

M.S. Round. 

M. S. Rod. . . .  I O M M  . . 12% I 680 476 476 

H.B. TIRE . 1812 2670 858 858 
-- - 

Zron and Stul-Ju)y 19-3 t~ 30th April, 1974 

Required Avenge I n a e u c  
by us per lnucosr 

cycle. pcr ton. 

Strip . . . . S . 8 3 3  &. 1559:- 9 'W 

Wire' . . .  , 0.300 Kg. 8511:- 0.26 



Landed cost Larded cost Inctease Average 
a8 on 1.7.73 asIon 30.4.74 increase pet 

i tern 

Seat Stay Tubes (2) , , , , 2-12 2-60 0.48 

Chain Stay Tubes (2) . . , . 3'15 3-  80 0-t.5 

B.B. Shell . . , . . . 3-58 3' 35 0.77 

Frame Lugs . . . .  1.85 2 .  -W 0' 54 

seat Piller 5' . . . .  0' 72 0'75 0- 03 

R.B. Shell Bolt , . . . .  3- I I 0- 16 0.05 

Chain Stay Bolts & Nuts . . >' I I 3' 15 0.04 

B.B. Cup . . .  1-45 L'OO 0.50 

B.B. Ring . . . .  0'1s 0.25 0. 10 
P - -- 

TOTAL , , , . , 16.S6 24-09 5-23 - - --- 
Ftnk : 

Fork HIPJc TU~X (2 . . , . 2-96 3-60 0.64 

Stecr~ng Col ' I  CDW . . .  r . So 2.26 0.46 

ChWk Sut . . . .  C . 7 1  3'41 '3' 1 C  

llnndlc Srrm [ I  . . . , . (?.-, 3.89 0 . 1 5  

.. [hck  h'ut ' 4  . . . , 3'1J 0 . 1 5  0'02 



Landed Landed Increase Aver ag,. 
C08f cost ~ncrcasi: 

as on as on pet 
1-7-73 30-4-74 ite,n 

Pedal Rubber ( I  Set) . , , , 0.60 o *  68 0.08 

Central Tube ( 2 )  . . . . 0' 32 0'44 0' IZ 

Nut 3'16' (4) . . , . . 0.06 0.09 0.03 

Pedal Axle (2) . . . . 1-00  1-53 0'53 - -- -- 
TOTAL . . . . . 2-38 3 - 1 4  0.76 --- 

Rank : 

Crank unrnachinrd ,'Pair) . . . 2' 7 5  4 '75  2.00 

A4rrdgwrd & C h J i r u ~ w  

Mud. Stay Nuts . . . . 0.06' 0' 1 0  0 . 4  

Broke : 

Brake Tube . . . . . 9' -7 I ' 38 0 .31  



Prico Differem in it6tm of Rsadymade Go& jot Completr Bicycle 

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

as on 30-4-74 per 
1-7-73 item 

- 

TyresDI .  . , . . (2j Pair 

Tubes . . . . 
Chain . . . . . 
H u b . .  . . . 
Freewheel . . . . 
Spokes . . . . . 
B. B. Axle . . . 
Steel Ball )' . , . . 
Steel Bail 1 ,'8* . . 
Reflector . . . 
Rim Tape . , . 
0. Adjuster (21  . 

Dunlap Rim . , . . 
S d d l c  . . . . . 

(2: 3 3 

PC 

Pair 

PC 

4 Gross 

1692. PC 

2.50 Gr. 

o.So Gr 

241- PC 

16.25 Pr Pr 

y e 5 0  Grs. PC 

13.00 17-96 4-96 
G. Seal 

Per cycle Estimated Average 
cost n Increase mt on incmse 
worked uptdl 3 ~ 4 - ;  J sincc 1-7-13 
our on p . p - 4  Rs. 
3.2-6--3 

hint . . 2.93 -y+bd", ,  5 . 2 -  

Ruing 6 Welding , . . 6 r+l'.bSP, 6 .  ; 5  



Price d#mencc in items of Processing Mat& 

R 
Rate Per Rot 7et Increase Av- ' 
ke. on ke. on in value increase m a e r e  
1-7-73 30-4-74 

A. &a&tg 6 Welding: 

2. Finishing . . . 7 .qo l i t  1 3 - 6 7  6 .27  



% 
Rate per Rateper Imrease Irucase A\uege 

kg. o n  kg. on in value ixcseasc 
11-73  30-4-74 

-. 

6. Polishing Belt8 . . 5.90 PC 6.  10 0- 20 , 
7. Nicklc Square & Anode . 48-50 64.00 15-50 

9. Copper Wire Soft . . 20.50 Kg. 31 ' 50 11 -00 

10. Sulphuric Acid Cond. . 0- 50 Kg, I .  75 1 - 2 5  - 
132.90 196.10 63-20 47.557; 

-. 

D. Oil 6 Lubricants: 

I. Mobile Oil . . 1'85Lit .  8 . 1 s  6'33 

3. TcUu Oil , . 3.00 Lit. 8 - 6 1  5.62 

4. Grease . . 2-50 Kg. 7'50 5 ' 0 0  

10'00 33'4.' 223'45 234'5",, 

THE ATLAS CYCLE INDUSTRIES LTD. 
.b 

Registenxi Office ATLAS NAGAR, ATLAS ROAD, SONEPAT. 
INDL4'S LARGEST PRODUCERS 

OF QUALITY BICYCLES 
Ref. Na EXPORT1 

Mr. L. N. Saklani, 
Director, 
Ministry of Commerce, 
Government of India, 
Udyog Bhava~, 
New h l h i .  

Post Box No. 20, 
SONEPAT-131001 

(Near W) 
India 

21st June, 1974. 

Dear Sir, 
The Enpineering Export Promotion Council as well as the Cycle 

Manufacturers Assacintian of lndin hnvc already nprexnted to you the 



WOUS repercussions of the decision to withdraw cash assistance on the 
export of complete bicycles. It is understood that the matter is under 
acb've octhsideration of the Government. We, therefore, take the opportu- 
nity of bringing the following facts to your hotick. 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 dca not 
need any further assistance. As has already been represented the increase 
in export prices has been more than off k t  by the increase in cost d 
raw materials and other in puts. bought up accessories and components and 
sea freigbts etc. 

In this regard we are enclosing herewith nine statements giving a 
complete break up of expon price realization including incentives and thc 
costs relating to each consignment exported by us from January, 1973 
onwards. Statement No. 1 to 7 give these details for each country. State- 
ment No. 8 is a comparative statement showing thc position of early export 
in 1973 and position after the withdrawal of cash assistance. Thc figures 
in red indicate the losses. 

The fipres in these statements. from Statement 1 to 8, mentioned 
above, are based on the earlier draw back rates on 1 3 5  and the earlier 
cash assistance d 25% against the export of SLR cycles. 

Statement No. 9, however, gives a comparative position on the basis of 
the latest draw back of 12c",n the expbn of Roadster cycle and cash 
assistance d IOCT, on the expon of SLR bicycle. The losses in statement 
No. 9 are indicated with red line under the concemed figure. 

We are also enclosing herewith a statement No. 10 showing compara- 
tive cosh of boqht  out components. aeewxies and raw mafcrials mhu- 
med in early 1973 and now in  1974. 

We are confident that these figures would amply convince you that wc 
are incurring heavy losxti in most of the countries to which we are ex- 
porting our products and the losscs are the henviest in the area to which 
om exparts are 607, to 707,. 

We are prepared to have the figures verified by any of yaur r c p r d t a -  
tfPM. 

We are confident that this d l  amply convince the Govcmment that In 
spite d the increase in the expcm price realitstian the export of corn'ptetc 
bicycles citill needs cash assintancc by the Gavemmcnt. 

Jn this connectiaa wc do wish to pohrt cnrt the anomaly d cash assist- 
ance d 20n: belng allowed m the export of umpownfs. wlmtaai no 



assist-, whatsoever, is allowed on the export of cornplae bicycles. TSis 
will not only e m w a g e  the unscrupulous exporters to export the cycles in 
Lnocked down parts but would also discourage exporters like ourselves 
who export complete bicycles and do not resort to such practices. The 
expont of the complete bicycles from India, which are more than Rupees 
two crores per annum are bound to come down if immediately decision to 
restare 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, therelare, 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 IKDUSTRIES LTD. 
'- 

Export Manager. 
Encl : - 
CC ta : 

The Enkneering E w r t  Promotion Council, 
Surya Kiran Building, 
Kasturba Gandhi M u g ,  
New Delhi-1. 

THE ATLAS CYCLES INDUSTRIES LTD. 
S m c , ~ : .  rh; 25.h .UJ.Y. 19-4. 

Sutcmcnt No. I. EXPORT TO IRAS 
M p l r t c  CoIourJ Ricycles a i t h  Saddle and I 4 Chaincover _ - _ .I_-.. ._ -.. -. 

3- 5- ICOO 5502 2ccm 
B~cyclcr Bicycles Bicycles Bicyais Bicycks 
a n t p a d  contncrcd contracted conhacted c o n t ~ a e c d  
in  1972 + shirncd Qr shipped Qr shipped shipped 
but ship- in 1973 i n  1w3 ln 1973 ln 1973 

Sl. Particulnrs in  ( Inv .  1d1o [Inv. 112Iflnv. 116, (Iav. 123 ~m ( 1 ~ .  181s 118, 119 1n5 % 139) 
~-gRr.> 1or.103. lu, 126. 
1s01 11o& 111' ta7.128, 
R: 1803'. I%,& 

138) 
--- . - . - - ,. . . . - -- . - --------. - ---- 
( I )  (2 \ 3  ,4' CS! i 6  ' 

-' 

... - ---- 

, i i i  Leu hvc r4~gc  Sca 
Freight . 1sa-6 1 3 . ~ 5  I - * T  1 14 '02  

I III 1 . t ~  c rmn~. .~ iOn $8 i J 45 s ~ i  hll 4' 52 



(iv: Nc! F.O.B. Rcali- 
sat1 n . , 128.40 131.63 128.35 132.17 132'07 

(v) Add. Incentive 
(a) Drnwback-13 1 6 - 6 9  17 -01  16.69 17 .18  17'17 
(h) Cash Assist~nce - 30% . , 38-52 fig-25 38.50 39'65 39.62 

% .  COST 

D. Perccnrigc Prt f i t , l .  ss ( f 
F.O.B. t ' r l ~ c  . 9 '6" ,  8. - 0 .  

/ ,o 14. 1 ' , u  h. -6 , ' 5 . 8 "  



S. Parliculars 
No. 

900 2812 102 Bi- 1183 Bi- 
Bicycles Bicycles cycles cycles 
Contrac- Shipped contract- Contrac- 
ted& & cont- trdin ted in'73 
shipped racted ir, 1973 hut b u ~  \hip- 
in 1973 1973 (cnv. ~ ~ h ~ p p c d  ped .n  74 
(Inv. 141) 142& 143) in 1974 (inv. KO. 

  in^. 156) 4-148, 
163, 

zoooBi- Position 
cycles of 20000 
Contrac- Bicycles 
ted ;n '73 contract- 
but ship- ed in 
ped in in I974 
1874 
f inv .  A- 
A-168. 
169: 

- -. __ ---- 
'8; '9, (lo; 'I I '12' '13 

---- - -- -- pp- - - 
A ( I )  C xntracted Price . 47'70 67.94 €7-  70' €1.04  &-. -r i d  £1~.95 

C cYr F C&FC CBrF C&FC C &. F C & I: 
R,. R , .  Rr. R c .  Rs . R.. 

I 46.05 150.61 146.05 15c.61 14C : 5 ;c'.(9 

--- . . . . -- - - -. . . . . . . - - - - -- .. -. -- 

B .  COST 



f. 1 = Rs. 18.968 Sonepat, the 25th May, 1972 
TRE ATLAS CYCLE INDUSTRIES LTD. 

STATEME~T NO. 2 

Erport to Kenya 

(Complete Gents Bicycles i t1 Black Colour V i t h  Saddle. Full Chaincover, Pump And 
Tool Bag With Tools\ 

593 Bicycles 1000 Bicycles 2000 Bicycles 
f h .  1802 & (Inv. I 15 & I 17) (Inv, 140 & 

SI. Part icularq 1805) contracted contracted and 140A) Contracted 
In 1972 and ship- shipped In 1973 and shipped 
ped in 1973 i n  1973 

(vi't Total Realisation . 193 '44 z00,.$5 225.26 232.85 232 83 240 36 

R.  Cosr. 

(i) Ex-w rks cost f 
Cycle w1t11 Saddle in Ex- 
port Packing . 173 90 178 65 177 59 182.68 183 66 18875 

liii)PorTIlandlingCo~t . 2.50 2 5 0  z j o  2 .50  1 . 5 0  2 .30  



(iv) F.O.B. C O S ~  of Cycle with 
Saddle . 181 .qo 186 15 185.09 193.18 191 . r 6  196 25 

(v) C m t  of acc:ssories i.e. 
Pull Chaincover, Pump 
Tool Bag&Tools . 17.65 17 65 21 70 21 70 u 25 22 25 

(vii) C ~mrniision** . 8.56 8 70 10 19 13 35 18 15 18.72 

(viii) Bank Charg:\ . 7 .16  7 .16  6 54 6 54 6.32 6 . 3 2  

SI . Par:icu!ars I103 Bicyc!es 933 Bicycle\ 3000 Bicycles 
No. (Inv. IS:& 161 i (Inv. 162 c.1.1- cm: rac :d in  .MI y 

contracted in July. trac:edin Ju!!, 1974 
73 but shipped in 73 hut s h i p p d  

Jan. 1974 in M a r c h ,  19-4 

Roo 300 5 3 2  405 2100 900 
S'H D'B S B  D B  S B  DB 

d E E E E 4 -  
A. (i! Cmtrac'cd Pric: C. I .F .  9.57 9 .87  9.5 '  9 .87  15.00 15.40 

Rs. Rs. Rr. R.. Rb. Rs. 
181.52 187.21 181.52 187.21 284 52 292.10 

( i i )  Lew Averag: Sea Fmghr 31  49 31.49 30 S J  33 5S 31 oo 31 .oo 



(v i) Total Real lsat ion 213.36 221.49 170.12 176.58 284.12 292.69 

B. Cost : 

( i )  Ex-Works cost  of cycle 
with Saddle in Export 
Packing 207.74 215.45 207.75 215.45 217.50 225.20 

jiii) Port Handling Cost 2.50 2.50 4.00 4.00 4.00 4.00 

( iv)  F.O.B. Cost of Cycle with 
Saddle . 215.25 222.95 216.75 22.4 45 227.00 234'70 

(v) Cost  of accessories i.e. 
Full Chain cover, Pump, 
Tool,Bag&Tools . 22.75 2 2 7 5  22.75 u ' 7 5  3 1 2 5  31-25 

(vi) Commission in India . 7 . 6 6  7 .66  7.42 7-70 12.46 12.84 

( v i i i l  Bank Charges . 7.03 7 0 3  8 5 6  8.56 1 1 . b  11.60 

C. Profit Loss per Cycle . 28-01 26,13 6.05 3 97 13 68 r reSo  

D. Prrcemage Profit h s  of 
F.O.B. Value 21"; 1 8  Re,, 3 9% 2 5:; 8 . 5 %  6.994 

C .  Profitibss per Cycle . 5; 19 55 62 103 53 105 60 26.64 26.92 

----- - - 
**Special arrangement for payment to foreign buyers for hlgher p r h  

obtained 



Sonspat, the 25th May, 1974. 

STAIBMBNT NO. 3 

Complete Sports Light Weight Roadster Bicyclac in Black 50% Plumboyant 50% Colmrs 
With Saddle, I/J Chain Cover, Bell, Tool Bag With Tools. Side Stand 6 D y n w ) .  

SI . 
No. 

Particulars 4050 bicycles con- 
tracted in 1971 but 
shipped in 1973 (Inv. 
Nm. 1809, 1812 to 

1816) 

Rs. 

A. (i)  Contracted Price F.O.B. rqo .oo 
( i i )  Net F.O.B. Realisat$n . . . . . . . . .  . . . . .  . . . . .  . . . . .  . . . . .  140 ,W 

(i i i )  M d  Incentives : (A) Draw Back 130,: . 18.20 

( R j  Cash .4ssfstance 30'; -42 .oo 

$1 507; RIy. Freight Rebate . 2 . 5 0  

(iv) Total Real isation 202.70 

B. Cost. (i', Ex-Works co3t of cycle with saddle in cxpon packing 188.74 

( i i )  Transportation cost to port 5 . 0 0  

( i  i i )  Port Handling charge< . 2 , 5 0  

( i v )  F.O.F. oost of cycle with saddle . Igb.14 

(v) ( 3 - t  of ACCCSYOT~~S I . C .  I '4 Cha~n  Cover. Bell. Tool 
Bag wlth T a ~ l s  side Stand iY. D p m  1 P 30 

( v i )  Commission in India . 7 00 

(vii) Total F.O.B. cost 235.44 

C. Profit,'Loss per b i q d c  . . 32 '74 



ATLAS CYCLE INDUSTRIBS LTD. 
Sonepat, the 25th May, 1974. 

STA- NO. 4 

Export to U.S.A. 

( h ~ l 8 t t  Sports Light Eight  Roadstet Bicj~cles i n  Flc nitcj a, t Co!rurs airh ScddL),  
I / #  Chin Cover, Side Stand and Imported T h r ~  SPssd Hubs 

S1. (i) Contracted price C & F/ F.O.B. 2040 Nos. Bicycles xa Nos. Bicycles 
NO. Particulars Contracted in  1972 contracted in 1974 

but shipped in 1973 
(Invoices 1806 to 

1808,102 & 106). 

(ii) Less Average Sea Freight . Nil Rs. 62'80 

Rs. Rs. 
(ii) Nett F.O.B. Realisation . 184.88 199'70 

(hi) Add X n e n t i w s  :- 
(A) h ~ b a d r  Rs. 141- . 14.00 14'75 

(B) Cash Ass& 25% . 
(C) 5076 Rly. Frt. Rebate 

(iv) Total Realisation . 248.60 267.87 

B. Can: 
(i) Ex works cost of cycle with 

saddle in Transport M n g  . 245'24 a81 .St 

(iii) Port Handling cost . . 7'00 10'00 

l iv)  F.O.B. cost of cyclewith saddle . 259'14 tg8.57 

(vi) Commission in Lndia . . 9 ' U  9'98 
--- - - 

(oii) T u u l  F.O.B. Car 271.48 315.05 

D. Paam- M / L m r  of P.O.B. 
vdue . . , ra.4# 33'6% 



THE ATLAS CYCLE INDUSTRIES LTD. 

Sonepat, the 25th M J ~ ,  1974. 

(Compktt Gents Bicyclcs in  black Colout with Saddle, Pull Choin Cwm, Toor bag w i t h  Tools, bells, Pump with Clips, side stand and Dynamo) 

S1. Particulars 2- Nos. 1000 Nos. r 500 zoo0 
No. Bicycles Bicycles Bicycles 

contracted contracted contracted "a" or a 
&shipped & shpped in 1973 obtainiog 
In 1973 In 1973 but ship- in end 

(Inv. No. (Inv. No. ped in Feb., 
A108, 109 136) Jan., 74 ' 1974. 
rzo,and (Inv. 137 
rzII. 144) 

Rs. Rs. Rs. Rs . 

( i i )  Less Average Sea Freight . 27-49 36.82 42.88 42-88 

(iii) Less r / t : b  for Non-Insurana . 1 - 0 1  1.02 1.02 1-31 

- --.. 

(iv) Nett F.O.B. Redisation . 174.46 16-a31 16.96 2 1 7 . 9  

(b) Cash h s s n  9% . 52.58 5i" 19 48'31 Nil 
4 

(c) 50% Rly. Frt. Rebate 2.53 2'50 2-50 2'50 



Rs. Ra. RR. Rs. 
(iv) F.O.B. Cost of Cycle with 

saddle . . . . . 181.40 1gr~16 rg~-16 22gw50 

(v) Cost of ~cixssories i.8. Full 
Chain cover, Td With 
Tools, Bell, Pump, side Stand 
& D ~ u ~ o  a . . 41-35 49'43 49'43 77'Ie 

(vi) Commission in India . . 14.81 14.52 14-20 18-43 

D. Pemntage Roj3t/hss of F.O.B. 
value. . . . . . 3% 14% 20% 41'4% 



TFfE ATLAS CYCLE :INDUSTRIES :,LTD. 

.Ponepat, the 27th May,  I974 

S T A ~ T  No. 6 EXPORT TO DUBAI 
((&Cmrpllru Bicykr m'th Srrddle, Currier, side stand, roo1 hag with Tools, 114 Chain 

(60 Nos.) Full Chain Cwers. (zoo Nos.) Dynamo (190 Nos.) & Pump with Clips 
(roo Nos.) 

S1. 60 Bicycles xoo Bicyc!er roo No*. Bicycles 150 
No. Particulars slupped (Black &.Green, contracted in Bicycles 

in 1973 shipped rn 1973 May, 74 to be con- 
(Inr. (Inr. No. 105) shipped in 1974 tracted 
No. wio Tool Bag in May; 

o Nos. (Inr.  with tools. car- I974 .to 
IW) a .  1o5))o ricr. be siup 

Nos. in 
g r e c  Mac;: Green: in 

50 SO assorted 
wlmrs 
Tool 
Rag 
Carrie 
Full 
Stand 

(C) 50% Rly. Frt. Re- 
bdte . 2-53 2'50 2.53 2.55  2'50 2 . ~ 0  

B. ti) &-works awr of' Cyc- 
les with srddlern cxplrr 

P4L . . 173.65 1~496S r7?.sa 216.39 m y #  =)-a7 



(iv) F. 0. B. cost of cycles 
withsaddle . . 181.95 18a.02 185.02 225'39 228.98 232'27 

(v) Cost of accessories . 9-40 46-55 46-55 16- 10 16-10 32.60 

(ri) commission in India . 7.72 8.68 8.78 10.69 10.99 13-25 

(vii) Bank charges . . 3.28 3-72 3.76 Nil Nil 5.67 

C. ProfitlLoss per cycle . . 21-63 9.81 9'39 8.08 5.19 18.05 



THE ATLAS CYCLE INDUSTRIES LIMITED, Sonepat, the 28th May, 1974 

STATEMENT NO. 7-EXPORT T O  PARAGUAY 

(COIIIpICtC h b  bi~ycka in bl.ck/Auort~d colour with saddle, I:4 chain cove-, ride stand, tool bag with tooh, bell, dynamo 
Carrier and pump with clipr) 

zm Nos. Black IOO No\. 200 NOS. ~ o o o  Bi- 
Sr. Ik)-clc a m -  Ihnboyant  Hicycles cycles 
No. Part i c u l w  rractcd in I hicyclc. con- contractcd i n  conrtacted 

1973 with t~aclcd in Sept 73 but in May 1974 
IJymrntn 1973 w~~~ Dy- likely shipped 
( 1 1 i i c c  No. names (Inv. In May 74 

A-135) J ~ L  )1Ni1. A- I 35) (Invoicc No. 
~- -- - - . . -  - -- - . .- - 

r 67 
-~ 

( i i )  l.,crs avcragc Scn Frriyht . K\. 14.73 as. 14-73 Rs. 26.41 Rs. 26-41 

( i i  i j l x s s  I ~ u r v l c c  . . R.;. 3 6 8  Ks. 3 6 8  Ks. 3 .90 Rs. 6.55 . ..- ~ - - -  . . . . - - -- - - - .- - -. . - - - - - - - - - 
rv, &ett I' 0 H Kcull*at ton . . Ks. 172 59 Rs. 158 37 Rs. 165 06-A Rs. 293.31 

(v) Add hcct t~ives : (A) Drawback 13% . . . . .  . Ks. 22 54 Ks. 20-59 Ks. 21.46 Rs. 38.13 

(1%) Cash Acstt. 3012/, . . Ks. 5 1 7 8  R\. 4 7 5 1  Nil Nil 

(C)  SO')^ Rl y. 1:rt. Kcbarc . KF. KF. - .- _ - - --.: . - .  - - - ' -52 - -  - &- r ̂ 5O 350 _ - Rs. 2 .50  

(vi) Total Rnlirntion . . . . . Rs. q y  qr Ks. 228 97 Ks. 189 -02 Rs. 333.94 

R. COST: 
( i )  Ex. Workq Gv.t of cycle with saddle in export packing . . Rs. 176 54 Rs. 182.79 Rs. 206.89 Rs. 217.39 

( i i )  Transportation &st to Pofl . . . . . Ks. 5 . 0 0  Ks. 5 00 Rs. 5 .00 Rs. 5-00 



(iv) F.O.B. Cdnt of Cycles with saddles . . Ws. t89 -54 &. 195.79 Rs. 221 .89 RE. 232-39 

(v) Cwt of ACCCSSOT~CS i.e. 114 Chain Chvcr, Side Stand, Tool Bag with 
Tmlr, Bell, Carrier, Dynamo & Pump . . Rs. 37.90 Rs. 11.90 Rs. 51.10 Rg. 68-10 

jv i )  Cornrnicsion in India . Rq. 8.63 Rs. 7-92 Rs. 8.25 Rs. 14'67 

(vii) Bank Charges . . RE. 3.73 Rs. 3.45 RF. 3.81 RS. 6.36 

C. ProAtiLnss per cyde . , R9. 9 61 Rs. 9-93 Rs. 96.03 Rs. 12-42 

D. Puantage Profit!Loss of F.O.B. value 5 -6% 6 . 3 %  58.2% 4.2% 



STATEMENT NO. 8 
COMPARATIVE STATEMENT SHOWING REALIsATIONS. COSTS & PR0FITS:LOSS ON EXPORTS IN 19731AND I N  1974 

Sonepat, the 31st May, 1974 --- -. - - 
SI. Countricq Iran Kenya DlRar Bulgaria U.S.A. Nigeria Dubai Paraguay Tanzania 
No. 

S/Bar SLR (Single SLR (3- 
----- s p e w  Speed) 

I 3 3 4 5 6 7 8 9 10 I T  
----- -- - - - --A- 

A. (i) CJcla . 73 20214 2 300 

Wi) Sc* 
I973 Rs. 13.05 Rs. 14.85 
1974 Rq. 26.00 R*. 31 oo 

v l  Total 
(\OB R e d - 1  197) Rs. 186 04 Rq. 225 26 
isntionfln- 1974 R,. 207.81 Re. 284 12 

R3. 14-23 Nil Nfl Rs. 27.49 RS. 9.86 R3. 14'73 . . 
Rq. 31.60 . . Rs. 62.80 Rs. 42.88 Rq. 21 .08 R1. 26.41 Rs. 29.93 

(lli) Other 
Selllngerp.1197jRs. 16.73 Rs. 32.02 Rs. 32.44Ru. 14.50 Rs. 23.24 Rs. 31.56 Rs. 18.50 Rs. 25.36 . . 
Involved /1974 Rs. 22.13 Rs. 62.01 Rs. 63.15 .. Rs. 26.98 Rs. 40.82 Rs. 27.92 Rs. 36.03 Rs. 21.93 





STATEMENT No. 9 
SONEPAT, the 15th June, 1974 

W M P W T I V E  STA'rEXIENT SHOWING REALISAI'IONS, COSTS & PROFITS,!LOSS ON EXPORTS IN 1973jAND IN 1974 

S. Coumdes Iran KENYA Bulgaria U.S.A. 
No. SLH S.L.R. Nigeria 

$/Bar DIBar (Single (3 Speed) 

- . .- - . - . . . - . - - - -. -- 
Speed) - - -  - 

(iv) Ixss Insurmnce/Non-lnsur~nre . . 1973 . . . Ks. 2.95 Ks. 2-95 . . . . Rs. 1-01 
I974 . Nil Hs. 4-30 Ku. 4 -30  . . . . Rs. 1-31 

(vi) Add lnccntives 
(a) Dl11 1 3O:, . . 1973 . Rs 16-69 KF. 20'25 RF. 20.94 UF. 18+20 Rs. 14-00 Rs. 22-68 

12:& . . . . . 1974 . H h .  21-79 Us. 29.90 KF. ~ o - S ?  . RS. 1 $'75 us. 26-10 



STATEMENT No. 9 

SONEPAT, the 15th June, 1974 

S. No. Countria Dubai Paraguay Tanzania 

. . . .I973. Rs. 9 . S 6  R.3. 14-73 
1974 . Rs. 21-08 Rs. 26-41 

(iv) IIUUTU~CY ~r\n-fnsurpncc . . . I973 . Rs. 3-68 
1974 . Ks. 5-16 

(v) Nct /.oh. rcaliutiun . . . . . 1973 . Hs. 154.32 
I974 . Ks. 264.91 

Rs. 3-68 
Rs. 6-53 

(c] R.il*ry Fm&t Refund . . . . 1973 - Rc. 2.50 
1974 - Ks. 2-50 

Rs. z9-9; - E3 

(mi Add l n c m t i v a  
( I )  DiB 136' . . . .1973. b. 20.06 RS. 22-54 

r 2:: . . . .  . 1974 KS. 31-79 ~ s .  35.m 

Rs. 2-50 
k. 2'50 

. . 
Rs. 23-38 

Nil . . 

- - - -  - - .-- -- -- 
(\+) Told Rrdirrtion . . 1973 . Rs. 223-18 Rs. 249.41 . . 

I974 - Rs. 299'20 Rs. 331-01 h. 205.73 
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STATEMENT NO. 10 

87%- SHOWING NCRBASE IN COSTS SINCE 1973 FOR SOMB 
IMPORTAW ITEMS ONLY -- 

Cost per cyde in 
& No. Item Inacne 

I973 I974 
T d  Total 

Rs. Rs. Rs. Rs. 
BROUGHT UP COMeONENTs 

3 mC9 . . . . . 13.00 15'70 2'70 

4 Rubber Tubes . . . . 5.08 7.62 2-54 



S1. No. Item . Cost per cplc in , ,  Increase TdtlLl 
. I  - 

i933 '1974 

RAW MATERIALS AND CONSUMABLBS Total Total 
Re. Rs. Rs. RS . 

25 St&SbUtsmd strips . . 17.95 26.61 8.66 

a7 Steel Bars &Rods . , . 4'39 7'44 3'05 

28 Brass wire . , . , , 1.46 3'25 1-79 

29 Steelwire . . . 
30 Packing & wrapping papers . 
31 Fuel Oils . 
32 Welding Gas . 
33 Cop*, Zinc, Brass & Bronze 
34 Packingcases . . , 

35 Paints . . . .  
36 Chemicals . . . . 

Total 
37 Power . . . . 
38 Labour . . . .  

CYCLE ACCESSORXES 

39 Full Chain Cover . . . 
40 Tool Bag . 
4 I M C r 6 . .  . . . . 
* B e l l s . .  . . . 
43 Stands . , . . . 
44 Pumps & . . . 2'-88 4.08 

46 114 Chain Cover . . .  0.85 1.70 

47 Dynamo . . . . 24-40 28-00 -- 
250~29 70.26 

Grand Total - - 



( Vide paragraph 1.7 2 ) 
Extracts of notes Ieading to grant of Cash Assistance at 124% (later 

15%) ovr export o f  bicycles. 

It may kindly be redled that decision was taken with the approval 
of M.D.F. Main Committee to revise the rate of cash assistance on bicyIes 
and bicycle components as under:- 

Item Rate Rate 
meoious Approved actually 
Rate by the decided 

Main after 
Cpm- taking mnee  into 

aCcount 
further 
de- 
velopment 

. . . . . . .  Complete bicycles 30% . . 
SLR bicycles . . . . . . .  25% 22.5% 10% 

Components . . . .  . . 30% a0 y, =% 
---- . --.. 

2. When the draft note for reducing the cash assistance on components 
was referred ta 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 d id  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. 

(ii) 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 pmduction and export cannot be 
compared with that of the bicycle manufacturers who are nlostly 
in the organised sector. This is one area where the small 
sector has really been contributing to export earning in spite 
of difficulties in the matter of requirement of raw matsri3ls. 
etc. We had pointed out that i f  the withdrawal of cash 
assistance on complete bicycles 'SLR bicyclcs cannot hove a 



set back to exports, the position should not be different for 
ComPonents. The reason at (ii) above is not generally taken 
into account in the principle of cash compensatory support. 
No distinction is made batween the small scale sector and 
large scale sector. The rate is decided only on the basis d 
a t  of production ahd 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 determihe tbe 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- 
tioh fat reducing cash assistance on expbn of bicycle components for the 
reasons indicated earlier and as shown below:- 

(i) While the producers of bicycle components are mainly in  thc 
small scale sector, it is not necessary that exporters are the 
same who are the prducers of components. Exporters are 
different from the producers. They will be purchasing the 
cornpatents from the producers and then exporting. This 
may add to the ubtimate oost of export on account of cost 
of export overheads and other emnses. Cantinuance 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 vie& of the big5 
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 scalc sector. 

(ii) Cash assistance on complete bicycles and SLR bicycles has 
been withdrawn,'rcduced after taking into account the increase 
in unit realisation in International Market. The unit rcalisa- 
tim for camponas d d  also have gone up in line with 
similar bDayaacy for all other products. The argument far 
m t e  bicycles will be equally valid for companents. 

(iii) Cantinuance of cash assistance of 20% on components may 
raJnlt in mhuse d the facility in as much as complete bic~cles 
m y  be in semi-assembled condition for the purpose of 

cash assistance. The country will lose foreign ex- 
change on account of higher unit rcalisatkm for a finish& 

and also will have to pay cash assistance even though 
it bn9 been withdrawti. 



4iv) lX3TD had suggested that bicycle components may be delbed 
by making it clear that anly a few major items of export wilI 
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 sueges- 
tion was not accepted by the Ministry of Commerce. 

(v) Out of total exparts 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 af cash assistance at the 
increased rate of 20% on export of components in the face 
of withdrawal of cash assistance on complete bicycle, may bc 
objected to by the Audit. It is, therefore desirable to tdke 
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 20% 
ta 10% pending a detailed cost study. If this is not acceptable to them, 
we may suggest b a t  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 sxporting com- 
plete bicycles in an unassembled condition. Expenditure-wise. cash 
assistance of 2 0 5  on export of components of about Rs. 11 crores will 
work out to Rs. 2.20 crores whereas cash assistance on 1O0', both on 
bicycles and components will result in a total expenditure of about Ks. 1.5 
crores. There would still be a saving of Rs, 70 lakhs i n  3 ful l  vex. 

5. If the above suggestian is approved by Director ( C K A )  and A.S. 
(C&I), we may take up the matter with the Ministry of Cornmercc. 

Grant of cash assistance on erportq o! bicvclt. components at a rDtc 
higher than that admissible on exmrt of bic\.dtu is b x n d  to lead to the 
type of misuse or malpractices a b u t  which appr=hcniion is :\Pw~:J i n  
our above Note. Since the manufacturer of cornpncnn i, principally 
in the small secta, it is equdh possible that actual exporters are other 
than the actual mltnufacturcrs and futher merheads of the eypner  arc 
being added to claim deficit or Ims between F.0 B cost and redisation. 
Ministry of Commerce, DGTn, and As~ociate Finance a r e  s p e d  a b u t  



the need for mdentaking and colmpleting detailed oost study expeditiously. 

2. Ministry of Commerce may, therefore, be suggested two alternatives 
pending reference to C,A. Branch for cost study:- 

('i) Reduce C.A. on Bicycle components from 20% to  10%; 

(ii) C.A. an complete Bicycles as well as bicycle components may 
be allowed uniformly at 107,. 

Sd/- S. Y. Gupte 
DIRECTOR. 

6-4-74 
AS (=I) 

Sd/- A.P.V. Krishnan 
7-6-74. 

Dir(ECA) 
Sd/- 10-6-74. 

MICo~nmerce--Shri L. N. Saklani, Director/NR 
M x e  c;f Finance ~ ~ ~ 4 2 2 i ~ ~  174-*&~=dated I-=%- 

This point was discussed with AS(RT) when Dir(JPD) was also 
present. Dir. (JPD) was of the view that cost account of local bicycle is 
available an file. It has been checked in file that we have sent t w ~  
reminders to Industries Department for i t .  However, meanwhile Finance 
has agreed on prepage to a 10"; C.A. Dir(JPD) has some view on this. 
May now sce and deal with thc file. 

Sd - I,. N. Saklani. 
20-6-74. 

Dixussed with Dir(JPD), who desired that Cost Accounts Branch 
Report on ~nritgcnaus l3ic~clc IntluWy ma! he had from Shri Ranpan. 
Dy S s y ,  in Ministq of Indwtrial Dcvclopmcnt. Inqpitc of numerous 
D 0. reminders this h3< no1 hecn given so far.  On personal contact, i t  
has been told that only onc copy was available and it  had been put up 
in file qubmittcd to higher oficers in th-t Minktry. Hc pron~iscd to pivc 
a copy as soon as the file was back to him Podion has bccn t d d  to 
Dir(JPD) who said we might wait 

Sd 1 -  R. R. Chavan 
29-6-74. 

EP(Enqg). 
Hc~ferew Ministry of Finance (Associaled Fin)  Notes on pages -!ante- 



This ismgarding the review of cash assistance rates on export of 
complete bicycles, bicycle components. The rates had been recently re- 
vised, under which lthe caab assistance has been reduced ;from 30% to 
20% in respect of bicycle components from 25% to 10 per cent in respect 
of SLR bicycles and has been cmpletely abolished on export of. complete 
bicycles. 

Ministry of Finance have suggested the reconsideration of the rates o n  
complete bicycles and components on grounds listed in their note dated 
5-6-1974. The suggestions now made by them are that the rate shoulq 
be reduced on bicycle components from 2W0 to 10% or uniform 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 shmld 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 complete bicycles. The 
diversion through exports in un-assembled condition of bicycle for the 
purpose of claiming assistance an components and Wrts is possible. It 
has been apprehended that there would be decline in the unit realization. 
Since components fetch less. 

The expoa statistics during the three years has been as follows:- 

1971-72 1972-73 1973-74 

Item No. Value No. Vabe No. Value 

I .  Bicycles 
Complete . 142620 1-84 crs. 2x1576 2.50 crs. . . . . 

2. Parts . . . 6 . 1 4 ~ ~ s .  . .  - a 8 3  m. . . . . - 
Total . 7.98 CR. 10.41 m. 

The export targets fixed for these products amount to Rs. 13 crores, 
Rs. 15 crores, Rs. 17.50 crores in thc next three years. This is based 
o n  the presumption that there would bc a gr;~du;il ~ncrc'asc' in the exDon 
of complete bicycles and the ratio between parts and ccanpletc bicycles 
will be titled towards complete bicycles in course of time. This exercise 
had k e n  undertaken some time back when the cash assistance rates were 
identical for complcte bicycles as well as components. The situation has 



been dmged as a result af reduction of abditidn of cash aeeistatbcb on 
complete bicycles with cffect from 22nd F e h a r y ,  1974. As from 14th 
March, 1974, the C.A. on bicycle components and accessories in 20% 
upto exports effected rill 31st December, 1974. 

The anamcdy created by differentiation in the rates of assistahce as 
between complete bicycles and parts had been under examination. We 
had reques4ed EEPC to submit &tails 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 
goups. Simultanwusly, we have been requesting the Ministry of Indus- 
trial Development to make available the CAB Report prepared by Cost 
Accounts Branch, Department of Expehditure, Ministry of Finance, pre- 
p a d  for fixation d fair prices on I d  sales of bicycles. Whjle 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 cdlected from that deprtment permally. 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 e ramination dn 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 d com- 
plete bicycles, has beem withdrawn on the ground that the f.o.b, realin- 
tion+benefit of duty draw back was more than the cost of production. 
even allowing the escalation in the cost by 60%. The f.0.b. realization 
taken for consideratian as given by DGTD was about l13. As a result 
of checking of cum& f.0.b realizations, it is seen that the realization of 
about 13-14 was CIF and not f.0.b. Because of this, net f.0.b. realiza- 
tian goes dawn 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 c:ipn- 
city as UW:, and where subzequcnt wage increase had also fonncd the 
part. the following figures can bc deducted:- 

.--- ---- ..-.- . - . -.. 

(a) FDR dettin~tion cmt whh pi&rfi (Hna trcns- 215'79 Thh i s  ik maul 
port ro Port not induded) mum cottinp P!' 

an j units. 
6) l n c r e ~ d  q i n e  S q t .  rg?) at minimum . 70-00 A* reverted from ststmcntc hrr- 

nisherl bj the Xtbr 
Cycle. 



- -- 

Item V a l ~  (RE.) 

(c)PortHandling . . . . . 2-50 

2.- 'i Fr m figures 
.(d)Accessories . . . . . furnished by 

Atlas Cycle 
(e) Finance Chargee and similar expenses . . xoeoo J - -- 

Total FOB cost . . a . . 300'0~-1 

FOB Realizations as in May, xwg . . . 237.50 

Drawback @ 12 % . . . . . 28-50 -- - 
GopRs. 34.00 -- 266.m-11 - 

Attention is d o  invited to a com'parative statement &owing realiza- 
tians, 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 
difference of about Rs. 70. Similarly, as regards the realizations, it was 
Rs. 161 per cycle in 1973 while it has moved up ta 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 10% therefare, as 
suggested by Ministry 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 20'7,, which had been reduced from earlier 30%. 
This has been b e  on the basis of costing by IIFT done in 1972. Finance 
had a p w d  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 generdy by weight and 
not by numbers and that the p q e r  cost data is not readily available 
for an objective analvsis. A number of m a n  units have been engaged in 
manufacture of components and the costs could vary from unit to unit. 
leaving the matter to hc judged on ad-&c basis. A point has been 
made that the export of complete bicycle and components was raising at 
the same growth ratc till thc period when cash subsidv was withdrawn 
and that thcreaftcr the growth rate in enport of complete bicycle ha< gone 
down while there has k e n  sponstnneous incrcase in the export of brcycle 
components. It is possible that this decision may intensify in the months 
ahead if: bicycle ormpncnts arc cligibtc to g:t c ich assistance at the rate 
of 20?,, when such facility iq  not avrrilahle for complete hic~clc The 
identical treatment of components and complete bicycle< appear to be 
ewntjal sime it i s  e q  to export campletc bicycles in CKD conditicas 
llndcr the nnme of compmentr. Export of components arc stated to have 
realizath W e r  than that of complcte bicycles. thus dfectine the foreign 



exchange - .  realization. Assuming an increase of 30% in the total cost of  
production on the basis of figures at slip 'Y' and 40% iincrbse .ia f,o.b. 
realizations (awoximate relatfan&ip with completk bjcycle 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-hoe 
oonsideratidn. The major point ia doing so ik to establish identity 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 fixed1 
at 10% of f.0.b. value and appears fully justified an the basis of figures 
from Cost Accounts Branch as well as the exporters. Similar dispensa- 
tioh to bring uniformity, for components will resalve the problem as there 
seems to be inter-changeability in export plroducts to an extent. This 
facility should be available upto 31st March, 1975, by which time the 
matter could bc reviewed in detail through Cost Accounts Branch of 
Ministry of finance. 

Sd,'- R. R, CHAVAN 
DIR (JPD) 

We had obtained f.o.b, realization figures from TDAIPEC. Pkase 
put up those papers. Also link file dealing with renewal of CA on bicyclc 
components. 

Sd/- J. P, DAS 
18-7-74. 

k t &  f r a n  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.0.h 
realization and cost of production. For cost of production. we have the 
cost data of the Cost Accounts Branch prcpared in September, 1973. For 
purpose of this examination, the costing of Sen Rcleigh. Calcutta, which 
is. the highust has bcen adaptcd. 

As ref~rds f.0.b realization. uc had taken 12.50 pounds (Rs. 237.50) 
while examining thc qucstioin of ci1.h assi\t;incc in February 1974. Thc 
main contention of the Qc lc  manuf;lcturcra is that the nc!u:tl rcnli7ntiorl 
is much lower. According to fhc Chairman, ?3icyclc< rind Ct-rrnponcnt* 
Pancl of EE,PC. f.0.b. realization is Rs. 174 to RI 183,as again\: 
RE 2.17.51) adopted by UF. Thifc i\ howcscr n ct;itcmcnt rcccived froin 
Ir¶/\ Atlas Cyclcs showing f . o h  rc;rlir;rtion ranging from R\. 17'2.85 1 1 )  

Hc 293.31 in different markcta 

I had crmsuitod Shri Rajayopalan, D.0 . mTD rcpiudinp, prcscnt f .0.h 
rcalrzation. Hc \aid thax the cxport of bicyclcs now k i n g  ma& arc i n  
rcyxct of contracts cntcred into quite ~romttime back and thcrcton do not 
rencct the present price$. Hc was of the view that wc should collcct infor- 



mation from our Commercial Representatives in different countries t o  
find out price at which those countries are importing Roadstor Bicycles. 

Since collection of data about costing and f.0.b. realisation will be s 
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 necessary 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. 

The question of revising our orders issued in March 1974 regarding the 
withdrawal of cash assistance for complete roadster bicycles, while allowing 
20 pcr cent cash axisfancc for hicyclc components, has been taken on hand, 
o n  account of the apprehension that a11 the parts of a complete bicycle 
nu! actually bc shipped. for being assembled at the importing end, thereby 
leading to payment of cash assibtancc nherc this a . a b  not intended. This 
:~jyvchcnsion ha$ h e n  brought io our notice b!. DGTD and Finance and 
has :~lso bccn dmittcd hy EIEPC. However. 1 do find that ewn whcn tht. 
rate of cash ;~ssi>tan~.c H.;\, thC s3rne. both for asscrnhled biiyclcs and 
hicycle componsnts, our exports of components ncre far higher than the 
c\ports of coniplctc bicycles. In 1970-7 1 \ve exported complete bicycles 
!'of. :I V ~ U C  of US. 2 . 7 2  crorcs. while th? exrorts of components were 
Rs, 4.55 crorrs. 111 1971-72, these figures wcrc Rs. 1.83 crorcs and 
K*.  6.14 crorcs rc.;pcclivcl\., aitd in 1972-7.3, t h ~ c  were respectiveb' 
Rc. 2.50 crorcs and Rs. 7.83 crores. EEPC have given us the value of 
c~utstirndin~ cxpon ordcCn on 1-1-1974 and ai  nn 1-7-1973: but since 
only one figure has heen given for hicyclcs and p;ms togcthcr. i t  has n@l 
hccn possible for mc to ilsccrt;lin prccisrhy the c w n t  to shich there ha.; 
hccn a shift from the export of cnmplr.tc hicyclcs t~ that of bicycle corn- 
ponents En rhc current finnnci;d ycv .  



2. There has been a plea from EEPC, the Bicycles Manufacturers 
.Association and the Punjab Governmeat for restoring cash assistance to 
aaqembled bicycles. For this purpose, it becomes necessafiy to assess as 

.nearly as possible the f.0.b. realisation and the f.0.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. 1741- 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 
t o  the fact that one of the exporters. Messrs. Atlas Cycles, has f.0.b. ~ealisa- 
tion ranging between Rs. 179.85 and Rs, 293.31. 

3. This range revealed from the figures piven by the Atlas Cycles, has 
however. to be modified on two grounds. Firstly. f.0.b. realisation given by 
the firm includes the value of accessories asked for by an importer and is 
not relatable to the assembled bicycles with saddlc alone. For jnstance, 
while Rs. 293.31 is the f.o.b. realisation by the f i r m  on a contract of supply 
to Paraguay, i t  is found that the cost of accessories was Rs. 68.10. Wc 
d o  not know the price quoted for these accessories by the firm; even if w e  
take the cost alone off the f.0.b. realisation. then such realisation net of 
accessories works out to Rs. 225.21. If this is done for the other countries 
to which expons were effected by the firm. i t  is found that the f.o.b 
realisation. net of accessories. ranges between Rs. 155.85 and Rs. 2 3 . 2 1  

4. Since our attempt should be to arrive at the average f.0.b. re:disn- 
tion, the quantity exported at  any particular prices also bccomcs relc\i~nt. 
Thus, Atlas Cycles exported only 1200 cycles to Paraguary. wherc the 
higher f.o.b, realisation was achieved. On the other hand, they had exportetl 
as many as 2 1790 cycles to Iran, wherc the net f.0.b. realisation w;:\ only 
Rs. 178.44. If allowance is made for the quantities exported a$ well. the 
weighted average of f.0.b. realisation would be somewhere between RF 190 
and Rs. 2 0 .  These figures are 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. 3 0  at page 9 IN, 
while wen the EEPC has given u\ the figure of Rs. 2M/-, in the d n lcttcr 
of the Chairman of the Bicyclcc Panal, of 12th Julv addressed to C.\1 
Since duty drawback is bcinp allowed at 12 r r r  cent, if  the f.o.h, rc:di~atiol~ 
is taken at R6. 200/-. the net shonfnll for an exporter will bc Rc, 36 - 
per cycle. i.e., around 18 pcr cent of f.o.b, rcdiwtion. It thus appear., t o  
me that cash asdqtancc of onlv 10 per cent on complete hicvck\ lilw 17: 

insufficient iind that the minimum that should bc nllowcd i~ 15 per ccnt, 

6. The suggestian of the Ministry of Financc to have 10 p e r  ccnt cad) 
awistsncc cqually for complete b;cyclcs and bicycle campncntc ht .  
obviously behind it the intention that the total outflow of awistancc shwlrl 
not c x c w  that which would be given at the rate of 20 p r  ccnt on thc 



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 bicycle 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. 

1 have considered this matter. There are two issues involved: (1) 
whether there should be a common rate for both bicycles and bicycle corn-- 
ponents in view of the admitted prospect of bicycle components being, 
exprted and their getting assembled in the cou.ntry 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.0.b. realisation and costing available on. 
record which. however, needs to be up dated. JStKR) sugested 15 per 
cent while Dir(JPD) suggested a uniform ratc of 10 per cent. I understand 
that thc f.o.b. realisations have not been as high as they were originally 
and that i t  is somewhere 12 1 2 Pounds now. I also understand that the. 
realisations vary from market to market. Having regard to these facts 

. on 3. priority basis we may suggest a uniform rate of 124 per cent for 
hot11 compcnrnr.7 and bic?des to obtain till the 31st March 1975. 
Meanwhile, costing and f.0.b. realisation data will be up dated and we can* 
take n fqrthrr look.  Finance may kindly consider this suggestion. 

Sd. '- R. Tirumalili, 

Additional Secret*. 

R/Miaistry of Finance (Commerce) 
(Shri S. Y. Gupta, Director. 

Ministry of Connrnerce, V.0. No. 5 (  15) 71-EP( Engg). dated 7-8-1974.- 



184 

MINISTRY b~ NNANCE 
(Cornmefie Division) 

Our note at pp. 4 6 / N  refers. 

2. With the approval of Additional Secretary (W), we had suggested 
reduction of cash assistmce 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/Commercc has examined the 
matter. In the analysis at p. 8-1 l/N, the Under Secretary and Director , 
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 compnents upto 3b3-1975 
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. i t  is difficult to agrcc to the grant of cash 
assistance at a rate higher than 10 per cent of the f.0.b. realisation for the 
following main reasons:- 

( i )  Having withdrawn the cash assistance completely on export 
of complete bicycles, reintroduction of cash assistance at :I 

higher rate of 12.5 per cent without a detaiied cost study may 
not be justified. 

( i i )  As the M/Commerce is aware, grant of cash assistance on d n  

ad-hoc basis without supporting details was objected to by !hi. 
PAC in the case of audit paras. on cash assistance on sonic 

items included in thc report of the C&AG for 1972-73. 1:) ' 
this context. we have to be very cautious in announcing the r:i[< 

of cash assistance which may prove to be liberal latcr on bhcr: 
a detailed cost study i5 undert:iken. It has bccn our cxpericr\~: 
in thc past that the figures givcn by thc Council/industry w r :  
inflated and in a mtljority of cascs where cost study was unikr- 
taken, the cash assistance was either not justified or r c m -  
mended at a much reduced rate. 

( i i i )  The cost data furnished hy the induqtry itnd rhc C'ouncil :I* 

available in the file is unaudited without :i certirtcaru of i'. 
correctness and reasonahloness by a firm of f i n r t m d  A c s w n .  
tants end the Council. Certain inadmissible items l i k :  
manufacturing overheads. genetel adminisuativc expenditurt.. 



depreciation, interest 'grid bmk cdh'kis~ion, selling and dis- 
tribution expenses have been taken inip account which are not 
admissible in the principle of marginid &sting. 

4 v )  The data available in the file is for one or two exportus and 
not for all the representative exporters to arrive at complete 
loss on exports. Even this data is in respect of complete bi- 
cycles m 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 i5 in terms of quantity 
(kgs.) and value (rupees) for which comparable f.0.b. cost is 
not available. In this context, whatever rate is decided cn 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 bicyclei 
components in the absence of any assist:~nce 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, i t  will be safe and reasonable to fix cash assistance at a lower slab 

o f  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/Comrnerce 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. 
1-12-1 974 

Director (C&A) 

M/Comnrercc~-Sltri I .  P. Dns, Dlr. 
..- -- 
M {Finance U.O. S o .  5479-CD/74 d n t d  13-8-1974 

JS may kindly see. 

(Sd.) J. P. DAS, 
16-8-19'4 



tion that 10 per cent cash assistance could be given to complete bicycles- 
was itself only an ad-hoc one. We have taken into account data available - 
in making the recommandation for the considwation of Finance. i 

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. 

(Sd.) R. TIRUMALAI 
17-8-1 974 

EA (Dr. A.  K. Sengupla) 
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 componantr, 
should be reduced 

(Sd.) A. K. SENGUPTA 
28-8-1 974 

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 eligible for C.A.  at 20 per cent and cyclcs 15 per cent 
and also rationale of the differential rate and how this will not lead to any 

(Sd.) R. TIRUMALAI 
22-8- 1974 

**. *L. 



APPENDlX V 
(Vide paragraph 1.75) 

Extracts from the seccnd meeting of the Cash Assis:ance Review Com- 
mittee held at 2.45 P.M. on Friday, the 22nd August, 1974, under the 
Chairmanship of Shri R. Tirumalai. Additional Secretary. Ministry of 
Commerce. 

The following decisions werc taken:- 

(1) Cash Assistmce on export of bicycles and bic!lcle components. 

The rates of Cash Assistance for bicyclcs rind bicycles components have 
been revised recently to the following:- 

( i )  Bicyclch Components from 30 pcr cent to 20 per cent. 

( i i )  con~plcte bicycles from 10 pcr ccnr to nil 

(iii) S.L.R. Bicycles 2.5 per cent to 10 Fcr cent. 

After complete withdrawal of cash assistancc on bicycles. there were a 
series of reprcscntations from the hicyclcs t.sporter> that they had been 
out priced in the International market. The decision to comphely  with- 
draw cash assistance on complete bicycles had been taken an  the ground 
that bicydes had been able to fetch f.0.b. realization of E 12.5. It was . 
rcprcsen!ed by the exporters of bicycles that such f.0.b. realization was 
confined to a few markets only end 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 gct the advantage of cash assistance 
rates available on export of bicyclc components. 

The repressntntions received in the Ministn of Commerce had been 
examined with reference to cost ddta furnished bg the bicycles manufacturers 
to EEPC, as well as the data avlril.ib!c. from the Cost Account3 Branch 



report prepared in connection with lixation of domestic price for bicycles. 
On analysis of these data, the following conclusions were reachcri: 

Rs. 
F.O.B. realization , . . 200 

F.O.B.cost . . . . , 260 j 

Duty Drawback 3 IZ?; . . . . . . .  2-4 

Shortfall i n  rcalizatlon . . . . 36 or 18% 

A case had therefore been made out to Finance (Expcnditurc) lo allow 
cash assistance on comp1e:e bicycles. Since Ministry of Finance ( Expendi- 
ture Division) did not agrcc to the proposal, the case was placed before the 
Cash Assistance Review Committce. 

The Chairman drew attention during the discus4ons to the reports that 
a new problem had arisen for thc bicyclcs manufacturers. as Talwan and 
China had reduced their prices considerably and this had p o d  a threat to 
our bicycle exports. The boom in the bicycles cxpor~s which had led a 
~rithdrawal of the cash assistance had bccn chort-lived. The lateqt figures 
now revcnled a short-fall in realization of 18 jxr cent. 

The Committee was of the vicw that cash ussistuncc should bc fixed 
only a f~er  dctajled cost examination. Houzvcr, since this is likcly to takc 
time. i t  uas decided to allow cahh :t\sistancc rate on id- /roc basis from 
1-9- 1974 to 31-3-3 975. In the rneaotin~c. cost data were ta bc w i t  to thc 
Cost Accounts Branch for de~ajled costing so as 10 announce new rates from 
1-4-1 975. 

Though it was pressed by the Ministry of Commerce that the rate for 
both bicycles and bicycles components should be fixcd at 20 per ccnt, it 
was agreed after discussion that thc d - h o c  rote for complcte bicycles may 
be kept at 15 per cent of f.0.b. value, in vicw of the loss bang calculated 
at about 18 per cent. With fixalion of this ratq thcrc will no doubt, he ii 

difference in the rate of C.A. for complete bicyclcs and bic)cles compo- 
nents. I t  was felt that this differcncc was not enough to tempt exporten 
of complete bicycles to send them in C.K.D. pitcks for ultimore assembly 
and sale in foreign countries would bc much Inure than the 5 per cent, and 
so there will be no difficulty in having such separate rates for complete 
bicycks and bicycles components. 



( Vide paragraph 1.104) 

tComposition of the PANEL for development of cycle and cycle components 
industries. 

G O V E R N M E N T  OF INDIA 

MINISTRY OF INDUSTRY AND CIVIL SUPPLIES 

(Department of Industrial Development) 

New Delhi, the 14th April, 1976 

The Government haw decidcd to constitute a Panel for the develop 
ment of the Cycle and Cycle Components industries with the follouing com- 
position, for a period of two years from the date of this Rssdution. 

Shri S. C. Bancrjce, Dc 'p ty  Difcitor General of Technical Develop 
ment (Rctircd), Ministry of Industry and Civil Supplies. 

RESIDENCE t 

C-107, Chittnranjan Park. New Delhi-1 10019. 

MEMBERS 

1. Shri M. V. Arunnchalam, Managing Director, T.I. Cycles of India 
and President, The Cycle Manufacturers Association of India, 
2 E/ 16. Jhandc\valnn. Extension. ,Yew Delhi-110005. 

2. Shri Brij Mohnn Lal. Managing Director. Hero Cycles. H m  
Napr .  G.T. Road, Ludu'ana-14 1003. 

3. Shri B. D. Kapur. President. M/s. Atlas Cycles of India Limited, 
Sonepat' ( Haryana ) . 

4. Shri h4. K. Modwal, Chief Executive, Sen Raleigh Cycles, 1 ,  
Middleton Street, Calc~ia-16.  



5. Col. U.S. Anand, General Manager, Hind Cycles, 250, Worli, 
Bombay-400025. 

6. Shri Hans Raj Pahwa, Managing Director, Avon Cycles, Indus- 
trial Area, Ludhiuna (Punjab). 

7. Shri R. N. Agarwal, Director, Popular Cycle Manufacturing 
Company Private Limited, Belanganj, Agru-4 (UP). 

8. Shri P. S. Satara, President, All lndia Small Tyre Manufacturers 
Association & M/s. Satara Rubber Industries, 18 , ' I ,  Mathura 
Road, Faridabad (Haryonu). 

9. Shri M. R. Gadhok, Managing Partne.r, MIS. Matchless Indus- 
tries of lndia. 36, DLF Industrial Area, Najafgarh Road, 
New Delhi- 15. . 

s 

10. Shri Lov Kurnar, Merchandising Otficer, Merchandising Dividon, 
Trade Development Authority. NCW Delhl. 

11. Directar. Central Mechanical Engineering Rcscarch Institute, 
Durgapur. 

12. Shri R. K. Rangan. Deputy Secretary, Department of Industrial 
Development, Ministry of Industry and Civil Supplies, 
h'ew Delhi. 

1 3.  Menzhar Sccrelary : 

Shri T. Ramasubramaniam, Development Officer. Directorate 
General of Technical Development. Udyog Bhavan, New Delh. 

GOVERNMENT OF INDIA 

MINISTRY OF INDUSTRY & CIVIL SUPPLIES 
(Department of Industrial Development) 

New Delhi, the 15th lutte, 1976 

RESOLL'TION 

The Government of India had constituted a Panel for the devcloprncnt 
d tht Cycle and Cycle C o m p o m t s  Iqduwies vi& Resolution dated the 
14th April, 1976. It has now been decided that in addition to the membca 
mentjootd therein,-&ri S. V. Pikale, M/s.  S. V. Pikale It Company. 18/ 19, 
Hamam Street, Bombay-400001 will also bc a mcmbct of the ahove panel. 

(Sd.) C, MALLIKARJUNAN. 
Under Srcy. to the Govr. 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 requircmcnt, therefore. has to keep in view appropriate 
technolugy and the fact that the bicycle in such a market is used alco as a 

carrier of milk cans, families ctc. under existing arduous road conditions. 
This, therefore calls for sturdiness and robustness which arc peculiar 
features of marketing in Indian conditions. 

The stress of the manufacturers has therefore. in the pabt. been in the 
direction of meeting such requirements. But as these requirements them- 
selves vary from region to region. there had bccn occasions where the 
quality of the bicycle. some assemblies and components had come for some 
criticism. This aspect however, has been effectively tackled hy Govern- 
ment through creation of competition forcing managements to give attention 
not onlj. to cost reduction aspects hut also to quality and other desirable 
features. The role of the manapmerits has. therefore. assumed a greatcr 
importance. 3 here 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 hcen brought to the notice of the 
CJovcrnmmt, which has bccn rare, suitahlc action was taken. 

In the above context. imswers to the specific questions raised are given 
below : 

(i ) ~t~rndaniiu~tion of purr s.-Attention had been focussed on 
standardisation of parts even earlier to 1970. Almost all 
major bicycle components had been standardised; these include 
bicycle rims, frilmcs, handle bars, tube, valves, spokes and 
nipples, crank and chin wheels, free-wheels and mud-guards. 
Thu residual area is relatively small and is engaging Govern- 
ment attention. 



(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 i,n 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 opefative 
conditions in India give at the same time improved design, 
quality and cost reduction. Unfortunately, such high strength 
materials are still not malnufactured 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 cxpanded for our bicycles, this choice would 
have to be resolved as between import of these m:rtcrials 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. 

(iii) Diversificatiot~ of producrion parric~rlarly for the manufactrrrc ot 
SLR Model.-Attempts had been made in  the past to dcvclop 
SLR and other special models of bicycles. as would be evident 
from the successful export of SLR modcl bicycles of TI Cycles 
ef India. However, the key to thc further development of t h~s  
model is indigenous manufacture of three-speed hubs in respcct 
of which information relating to another question has bccn 
furnished. For models of bicycles, other than the SLR, com- 
ponents like multi-speed free-wheels havc becn developed and 
are in the process of trial usage. Special bicycle rims likc 
endrick rims and westrik rims for SLR modcls arc already k i n ;  
produced in the country. Therc has also bccn \ipnificant p r o  
duction of caliper brakes, a ncwly developed item. 

(iv) Modernisation of hiqrler and hicycle components ntanufrrcrwcc: 
by Bicycle Industry.-in the context of the appropriate techno- 
logy, to which a reference has heen made earlier, thc nccd fo* 
wbIt-sale modmisation of thc indastry for updating materia!. 
;and methods, had not arisen. However, in the rrplaccment 0 

old cn obsolete equipmmts and tmlings, 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 VIII 
( Vide paragraph 1.107) 

Extmcrs from rhe study undertaken, in February 1975, by M / s .  S. R. 
Batliboi & Co. ,  Chartered Accountunts into the working of Mls.  Sen Hulciyh 

Limited. 
# 

* I *  * * *  * *+  
3.7. In order to determine the reasons for the vulneriible position in 

~ h i c h  the company is placed at the moment, we have carired out a detailed 
survcy of the Company's operations during the yost-closure period from 
April 1972 to Deccmber 1974. On the basis of our study, wc Ilavc for,iied 
the opinion that unsatisfactor! overall performance during thc above pcrrod 
can bc attributcd to the combined cflect of several complcv and in exor:lble 
factors, \ome major. others rclati\cly minor. Thcsc arc outlined hcrcundcr 
for consideration and futurrl renledinl measure: 

( a )  At the very outsct. i! appcars to us that thc Com-any's pro- 
duction programme was optimistic to a f ~ ~ i r l y  substantial extent 
at the time of opening of thc fnctorv and, in conscqucnce. the 
Conipany's financial rcquircments werc under esti11i:lted. I t  IS 

also clear to us that, had the financi:~l rcquircments been pro- 
perly assessed. and had the reopening been donc on :I pre- 
planncd gradual manncr. to corrcsrond with the increase in the 
production, the Company would not only have conserved 
resources but could also have built up  thc nccess:lry inventory 
so essentially required for achicving production :it thc target 
level. 

(b) The ahove fiinancial difficulty was further ;~cccntuatcd duc to 
the fact that the Company was not i~!lowed to increase the 
prices for its products for quitc some time in  spite of repeated 
rcquest made by the Company m d ,  ;IS a result, thc Company 
sustained loss estimated at Rs.  54 lakhs leading to crnsion of 
its working capital. In our opinion. thc decision not t o  allow 
rhc Company to increase the price at a time when ms t s  were 
spiralling was wholly unfavourable to the Company. 

(c )  I t  i s  also observed by us that the Company ncvcr undcrtnok 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 
they could have asscsscd the Company's rcquircrnents in propcr 



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 
Anncxure-I1 it will be ob~crved that thc Company failed to 
achieve the target production within a short period after 
resumption of operation. 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 bc sdid to bc 
one qf the signilkant factors which led to thc cfctcrioration of 
the h a t i o n .  

The following factors had also contributed to unsxisfactory performance: 
( a )  Extremely high wages and salary cost pcr c\~cle due to increase 

in dearness allowance. 
(b) Heavy burden of intcrebt charges due to increased b9rrowings 

from the financial institutions. 
( c l  Errati.: suppi! position of some of the critical raw materials 

resulting in loss of production. 
( d )  Sporadic power cuts. 
( e l  Xdherencc to Raleigh brand and the failure to initiate action 

for a medium priced model. 
3.8. Besides the above. the luke\varm approach and ilttitud:~ of the 

management to sortie of the h s i c  and vital issues concerning the corn pan!.'^ 
operations. failure to iniliatc ;\<lion in time in anticipation of rvents and 
lack of t i r m n w  hid  contrihutcd in no small measure to thc ditiixlt situa- 
tion the C o ~ t n p a n ~  tinds itself in at prctent. It is our opinion thur. inspitt of 
thc various comt ra in t~  in general and that of financi'll in particular. the 
nl:lnqymcnt could have possibly 3ecurcd better performance i f  thev had 
been able to orgonisc ;I suitahlc rn:ln;lFement, structure and to penerrlte 
appropriate motivation amongst thc kc! prrsonncl far attaining the hnsic 
ohjcctive o f  the viability within il reasonable period of time. 



APPENDIX IX 

( Vide paragraph 1.128)  

Copy of D.O. No. l (93 )  174-EPE dated 12th March, 1974, from Shri 
K .  Rajagopalan, Development Officer, Directorate Cencrol of Technical 
Development, New Delhi, lo Shri J .  P .  Dm, Direrlor, Ministry of  Com- 
merce, NEW Delhi, and copy  to Shri M .M. Sultlani, Director, Export 
Promotion, Ministry of Commerce, New Delhi. 

SUB J ~c~ . - - -Crnh  Assistance on export of hicyclcs/ hiryc-IP components. 

As you are aware, conventional roadster bicycles are almost always ship- 
ped in a knocked down condition. There is. therefore. risk, consequent 
on the abolition of the cash subsid! on export of complctc bicycles. that 
unsrupulunus exporting units might show exports of complete bicycles as 
exports of bicycle components and ual). :t\r:ly with 30 pcr cent cash assis- 
tance prescribed for bicycle components. 

In order to avoid this .situation. i t  may worth considering the limitins 
of the cash assistance on bicycle components to thc shiprncnt of only the 
following component.. :- 

( a )  Free Wheels 

(b) Chains 

(C'J Hubs and hub parts 

( d )  Chain wheels and crank< 

(e)  Rims 

( f  ) Spokes and Nipplcs 

( g )  Dynamo lighting sets 

( h )  B. 8. Shells 

The other components like frame tubing forks, etc. ma '  not merit a subsid). 
on the ana top  d precedents already established for steel tuk9 .  products 
with little d u e  added etc. 



The advantage of the above proposal is that the bioycle 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. 
I t  is also pertinent to mention in this connection that the components speci- 
ficd above constitute the bulk of exports of bicycle components from the 
CL buntry. 



APPENDIX X 

-- - - . -- 

Conclusions jNecommendations 

I 1.158 Ministry of Commer ce Time and again, the Public Accounts Committee have adversely corn- 
mcntcd upon lhc indiscrin~inarc grant of cash assistance and other incentives 
f w  export pronlotion on thc basis of r ~ d  hoc and incomplete assessments 
tI1;lt had little or no relevance to the realities of the situation at a given 
point of time. Thc Audit paragraph under consideration, which . deals 
with the grant of Cash Assistance and Import Replenishment for export of 
bicyclcs and bicycle components is one more instance of formulatioa of 
policies on the basis of an inadequate assessment and appreciation of the 
factors involved and of failure to take prompt corrective action even when 
certain anomalics in the operation of the schcriies had come to light. Wbik 
thc Committce are not opposed. in principle, to the grant of inceatives-for 
boosting the country's cxp r t s  thcy cannot help fee!ing, after a study d the 
Audit paragraph and the cvidcncc tendered before them, tbat greater care 
nnd viglancc should have been exercised in allowing large payments-out of 
tthc exchcqucr and the export promotion schemes extended in a more ,pm- 
dcnt and discriminating manner after formulating the policies in this regard 
on mcve prcciscly thought-out foundation$. Some of the more C O ~ ~ ~ ~ C U O U S  



deficiencies and defects in the schemes in respect of bicycles and bi- 
cycle components arc discussed in the following paragraphs. 

2. 1 ' 1 5 9  Ministry of Commerce According to thc Report of the Indian Institute of Foreign Trade, the 
main consideration for the grant of an export subsidy is the "removal Of 
price disadvantage ~nvolved in export and making thc exporr operation no 
lcss attractive than the domestic sale." Cash Assistance is, thus, nonimlty 
intended to br idp  thc pap between the cost of production of an export 
product and the f.o.h. rcalisation ;1ccruince from its export. Data in regard 
to f.0.b. ccat and f.0.h. re;~lis;~tion ;ire. therefore. of vital importance fot 5 
a propcr dctcrrnination of thc nccd for and quantum of cash assisthme. 
'The Committee arc, howcvcr. conccrncd to find that for as long as eight 
years (1966-1974), cash assistance for the export of bicycles and bicycle 
components had hccn cxtcnded. as in the cnsc of other en&eering gods, 
not on the basis of m y  critical and scientific cost studies but on the basis 
of what has bccn described by the Conimcrce Secretary as "a more or less 
quick appraisal of thc situation." Admittedly. when the decision to 
introduce thc cash assistance schcmt. inirncdintclv aftcr devaluation was 
taken in August 1966, i t  " w : ~  not hascd on any detailed calcuhtion." It 
h;~s :dso hcon ndniittcd that "the h:~sis on which these decisions werg taken 
werc not always tlcfinite" and that i t  was onlv in 1972 t h t  the Commerce 
Ministry decided "to have a sccond Icmk" in rcspect of certain items and 
ascertain, on the bnsis of marginal costinp. whether "thew desewp the 



cash assistmcc that has always been enjoyed by them" and cost studies for 
the purposc were commissioned through the Indian Institute of Foreign 
Trade. 

3 I . I& Ministry of Commerce The Committee arc conccrncd to note that even in the absence of 
rclcvant data and a cost-benefit analysis, the rates of cash asisstance for 
bicyclcs and bicyclc components had been cnhanccd from the post-devalua- 

8 tion rate of 20 pcr cent to 25 per cent with effect from 1 June 1967 and to 
30 per ccnt with effect from 1 March 1968 and remained undisturbed there- 
after till 21 February 1974 in the case of complete bicycles (Roadster) 
and till 13 March 1974 in respect of components, despite the fact that I 

. . 
certain perceptible changes had taken place during this period in regard to 
the indigenous availability of raw materials required f a r  the manufacture of 
bicycles and bicyclc components and in the behaviour of internationd 
prices. The Committee feel 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.0.b. realisations instead of extending 
the scheme from year to year in what ap?ears to be an injudicious manner. 
Since devaluation should not have ordinarily warranted further assistance 
and incentives for export promotion. the initial decision to extend cad. 
a\\i\tancc also ought to haw been tahen only after detailed cost studies 
That thew elementary precautions were not taken in  regard to schemes 
involviog considerable outgo from the public exchequer is regrettable. 
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reduction of the rates of cash assistance for bicycles and bicycle compo- 
nents to 22.5 per ccnt and 20 per cent respectively of the f.0.b. reaUsationv 
as against 30 per cent admissible for both then, and had also proposed 
reduction of thc existing rates o f  import rcplcnishment [from 20 to 10 
per ccnt for conipletc bicycles (Roadster) and from 30 to 20 per cent for 
components] the proposal reductions were not given effect to. Explain- 
ing the reasons for the nun-acccptancc of these proposals, which w d d  
have resulted in il savin_r of Rs. 83 lakhs by way of cash assistance atld 
Rs. 80 lakhs in foreign cxchangc by way of import re~lenishment during 
1973-74, the Commerce Minictry have stated, inter alia, that there was a 
discrepancy betwccn the main recommendation in the Report of the 
Rcvicw Committcc and thc figurcs shown in the annexure and that the 
recommendations had not bccn accepted as they involved an increase in 
the rates of cazh assistancc on many of the items, which was not consi- 
dered possible without proper cxamination of cost data relating to the 
products. It is. howsvcr, not clear to the Committee why the alleged dis- 
crepancy was not got reconciled by reference to the Review Cornmitt&. 
Since the rtcommendations mwt have presumably been based on a study 
of data then available and of the then prevailing trends of f.0.b. realisa- 
tions from exports of bicycles and bicycle components, it is also not clear 
to the Comrnittce 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 
assistance had been pmposrd. examined se,parately so as to safeguard 
against the payment of larger amounts than was considered necessary. 



6 1.163 Ministry of Commerce That whatever studies werc undertaken by the Indian Institute ot 
Foreign Trade were only haphawrd mould be evident from the anomalies 
pointed out subscqucntly by the Cost Accounts Branch of the F i ance  
Ministry to whom the Institute's Report had been r e f x e d  for advice in 
May 1973. \\'bile the Institute had-assessed, after comparison of the 
manufacturing cost of two units ('U' and 'V'). that the uncovered Icss, 
after taking into account the then admizsible cash assistance of 30 per 
cent. would be respcctivcly 2.8 per cent and 1.9 per cent, the Cost Ac- 
counts Branch had determined 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 Tnstitute in 
working out the f.0.b. cost of bicycles, the Cost Accousts 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. S41 Raleigh Ltd., had themselves indicated later in November 
1974 that they had obtained a premium of 50 per cent by giving their 
import replenishment as n nomination to  other parties) or were utilised 
by importing directly raw materials or capital goods, as a result of which 
the exporters would derivc 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 



actual import content in complete bicycles (Roadster) would work out to 
less than 10 per cent of the f.0.b. realisation as against the 20 per cent 
Import Replenishment then allowed. 

7 1.164 AIinistrv of Commerce It is siguificant in this context that while cost studies had been com- 
missioned through the lndian Institute ol Foreign Trade after the Central 
Board of .  Excise and Customs had drawn the Commerc: Ministry's atten- 
tion to certain anomalies in the operation of the cash assistance scheme 
for engineering goods. the Review Committee under the Chairmanship of 
the Ch id  Controller of lnlports & Exports had been set up only in con- 
nection with thc annual revision of 'thc 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 thesc circumstances, the 
Committee are unable to appreciate the rationale for deferring considera- 
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 th? Cost Accounts Branch or entrusted the cost 
studies to them ah initio, instead of having waited far more than six 
months. Better results might have ensued from adoptins such a course 
of action. Unfortunately, thr Commerce Ministry appear to have adopted 
n 'Head5 I win. Tnih you lose' attitude in dealing with this question. 

8 I .1h5 .\\inistry of Commerce 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 been taken, in January 1974, by the Market- 
in;: Development Fund to reduce the cash assistance for complete bicycles 
(Roadster) and bicycle conipvnents froni 30 to 20 per cent and for special 
model Sports Light Koadstcr (SLR) bicycles from 25 to 221 per cent. 
Howcvcr, wliilc. orders conveying tliesc decisions were yet to be issued, 
the Director Gcncral. Tcchnicnl Developu~cnt had informed the Com- 
mcrce Ministry, in Fcbruary 1974 that the unit value realisations from 
complctc bicyclcs (Roadster) had in~reascd from 8.50 pounds (Rs. 161) 
to 12.50 pounds (Rs. 236) which niiglit "necessitate a close second look 
at thc Icvcl o f  thc present cash conlpcns:~tory support for this item." Ofl 8 frcsli calcdations being made by the Commerce Ministry, it was found ,,, 
that [her-c was no loss in the export of complete bicycles (Roadster) and 
accordingly ~ ~ s h  assistance on this item had been abolished with effect 
from 22 February 1974. 

9 I .  166 Ministry of G)mn?ercc However, barely \ix oionths later, cmh as\istance for complete bicycles 
(Uoitdqtcr) had hceri reintroduced (3" an d ilc>r' bayis. though at a reduced 
rate of 15 per cent. with effect from 1 September 1974 to be effective till 
3 1 March 1975. pending collection of relcvant cozt data and their exami- 
nation by the Cost Account\ Branch. it ;Inpears that thk, decision had 
hcen tahen on thc h:~qi< of ";I \p;ttc of rcprc\entntions" received from the 
industry in thi? connection ;ind on the ground that f~1.b. rcalisations had 
not hcen "as high as they wcrc originally" ~ lnd  that the realisations varied 

- - 



"from market to nlarket". The Comnlittee, 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 
assistiincc on an ud Itoc basis without supporting details had been object- 
ed to by the Public Accounts Committee in the case of Audit piragraphs 
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, th; Additional Secretary in the Commerce Ministry him- 
self had suggested a lower rate of 12$ per cent for both bicycles (Road- 
ster) and bicycle components. while the Under Secretary and Director in 
the Ministry had suggested, on th: 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. 

-10 i - 167 Ministry of Cm-mqce, It is also significant in this context that in arriving at the rate of 124 
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.0.b. cost of Rs. 260 furnished. in July 1974 without any detailed breakup 



Ministry of Commerce 

- .  - -- 

of the Engineering Export Promotion Council [who was also conz 
nected with a leading bicycle-manufacturing firm. Hero Cycles (P) Ltd.] 
had been adopted, the f. o. b. realisation of Rs. 200 had been assumed on 
the basis of data given by another manufacturer (Atlas Cycle ~ndustries 

Ltd.), whose f.0.b. realisations from different exports to various countries 
during 1974 ranged from Rs. 179.85 to Rs. 293.31. The F i ance  Minis- 
try had also gone on record. in no uncertain terms; that it had been 
the expcriam in thc past that the data givcn by the Export Promotion 
Council/inclustry wcrc inflated and "in a majority of cases where cost 
study was undertaken, the cash assistance was either not justified or recorn- bJ 

3 
nlehdcd at a much reduced rate." While emphasising, therefore, the need 
for being "very 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 dificult to agree to the pan t  of 
cash assistancc a1 a rate higher than 10 pcr cent. 

I t  has, howevcr. been contendcd hy the Commerce Ministry that while 
the Financc Ministry's sugpes:ion for restricting the cash assistance for com- 
plete bicyc'cs (Roadster) and bicycle coniponcnts at 10 pcr cent was 
"totally an ucl hoc. proposal not b;tscd on any kind of data." thu propod 
for the grant of 129 per cent (latcr 15 per cent) cash assistance for com- 
plete bicycles (Roadster) "was based on the available data and DGTD's - . ._ .I__..._____-_ _ - _  ._ .. -_  - 



Ministry of Commerce 

advice." The Committee, however, find from the relevant note recorded 
by the Director in the Commerce Ministry after discussions with the Deve- 
lopment Oficcr of the Directorate General, Technical Development on 25 
July, 1974, that the official of the Directorate had pointed out that as the 
exports of bicycles then being made related to contracts entered into some- 
time back, the f.0.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  rice at which these 
countrie\ were importing Roadster bicycles. The subsequent discussions 
on 17 Augmt, 1974 between the Additional Secretary in the Ministry and 
the 1)ircctol Ciencral, Technical Development also related not to complete 
bicycle, (Roackter) but to the appropriate rate of ca5h asqistance for bicycle 
corpponcnts when the former had been informed that "from the point ot 
view of costing data and its potential the rate cannot admit of any reduc- 
tion below 15 per cent." In these circumstances and in view of the fact 
that the da1.1 made available by the iridustrv was not entirely reliable, the 
Committee arc 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.0.b. realisations compiled by the Directsr 
General, Commercial Intelligence and Statistics. Thus, while the @amerce 



Ministry had adoptcd the f.0.b. realisation as Rs. 200 on the basis of the 
data given by Atlas Cycle lndustries Ltd., according to the statistics pub- 
hhed  by the Director General, Comn~ercial Intelligence & Statistics, the 
f.0.b. rcalisations during April-July 1974 actually ranged betwaea 
Rs. 188 and Rs. 247 (average Rs. 2 19). Had this figure been taken inm 
account, the loss on export would have worked out only to 6.7 per cent, as 
against 18 Fer c x t  assumed by the Commerce Ministry, even after assum- 
ing the f.0.b. cost of Rs. 260 as correct and without taking into account 
the benefit accruing from import replenishment. Though the correctness 
of assuming the average realisation to he Rs. 219 has been disputed by the 
C'onlmcrce Ministry, thc Comnlittee are of the view that as these data 
indicative of the market trends prevailing at the relevant time. they are 01 
some signific;lncc. In any case, it would appear from the subsequent cost 
studies by the Cost Accounts Branch (details of which have been discussed 
earlier in this Report) that in respect of three leading manufacturers of 
bicycles (T.I. Cycles lndia Ltd., Atlas Cycle Industries Ltd. and Sen Ra!e@ 
Ltd.), the loss on export. after taking into account the benefits derived from 
import replenishment licences, was insi~nificant 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 b c  basis, 
without scientific evaluation o f  tlie 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 
ssistance proposed by the Conlmerce Ministry and had, in fact, rep~atedly 
drawn attention to the lack of adequate justification, in the absence of 
authenticated data. for the rates proposed. the Cash Assistance ~ e v i e w  
Committee should have overlooked these objections and decided upon a rate 

-- 



(15 per cent) which was more than what the Commerce Ministry them- 
selves had proposed earlier (121 per cent). The Committee cannot cour~- 
tenance 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 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 sheme tbat ;; appears to have been unjustified on all accounts. 

14 r - 171 Ministry of Commerce 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 Septembcr, 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 a the basis of any fresh examina- 
tion of detailed data in regard to f.0.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 





could not bc 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, unfartunately, 
docs not appear to have bcen gone into. In view of the fact that tk 
import replenishrncnt on bicycles was admittedly found on examination 
to bc much higher than the actual import content and the excess import 
entitlement could also be transferred at considerabk 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 manncr in which the question of granting cash assistance for bicycle 
16 1.173 Ministry of Commerce compments had been handled causes even greater concern to the Com- 

mittee. While taking a decision to abolish, with effect from 22 February 
1974, cash ar5istance for complete bicycks (Roadster), no change had, 
however. been made in the January 1974 decision of the Marketing Deve- 
lopment Fund in r c ~ a r d  to bicycle components (viz.  to reduce the cash 
assistance from 30 to 20 per cent) on the ground that no separate costing h 
respect of components were made nor had the Director Genefa!, Techn)eal 
Development intimated any higher unit vafue 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 Minictry had sugested, an the consideration that if 
export realisation was much more than the cost of production for complete 



bicyclcs the same position would hold good for components ako, that cash 
ns4ct:tncc on bicyclc components might bc H ithdrawn. This had not been 
acccplcd by thc Commercc Ministry on thc ground that as more than 75 
pcr ccnt of the c x p r t  was accounted for by components and the manufac- 
turers of components were mostly in the small scale sector, their economics 
of uroduction and export could not be compared with that of the cycle 
manufacturers who wcre rnostly in thc organiqed secbr, and that exports 
of components wodd h:~\.c n set back i f  the cash assistance was withdrawn 
completely. 

Both thcse arguments had, howev-r, been refuted in March 1974 by the 
Ministry o f  Finance. As regards the contention that exports of compo- 
nent< would have a wt  h x k  if cash ncsistance was withdrawn, the Finance 
Minictry had pointed out that if the withdra\val of the assistance on corn- = 
pletc bicycles cou!d not result in a set lxick to cxports, the position should 
not he diffcrcnt for components. With refercnce to the distinction sought 
to be drawn between the organi~ed 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 hiisis of cost of productiort and f.0.b. realisation 
and no distinction was made between the small scale sector and the large 
scale sector. 

Though the Finirncc Ministry hid not then pressed this issue further as 
proper cost data wcrc not ;~vailitblc for an objective analysis, subsequently, 
on reconsideration o f  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, 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 suggcstion: 

(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 ~wchasing the I 
comhnents 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, hdian prices should 
be competitive in view of the high cost of labour in other 
developed countiies. 

(iii) Cash Assistance on complete bicycles and SLR bicycles has been 
withdrawdreduced 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 
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 
niay rcsult 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 fore@ 

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 5 

H 
Roadster bicycles were almost always shipped in a knocked down condi- 
tion, there was a risk, consequent on the abolition of cash assistance for 
complcte (Roadster) bicycles, that unscrupulous exporting units might show 
exports of coniplctc bicycles as exports of components with a view to 
cl~tirning the cash i~ssistnncc prescribed for components. 

r .176 of The Commitlee arc, however, surprised to find that in utter disregard 
19 of the reservations expressed by various official agencies. no positive steps 

werc taken by the Commcrce 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- 

- -  - - - -- - - -- - - - - - 
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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 entireiy unfounded. 'I'hough the Commerce Ministry have 
attempted to prow that the apprehension that complete bicycles might 
be cxported as coniponents was not borne out by the actual export per- 
forniancc. the reasons for the somewhat drastic decbine in the exports of 
complctc bicyclcs and increase in exports of components to countries 'P' 
and '0' have not been satisfactorily explained. Besides, the Engineering 
Export Prcmmtion Council themseltcs had pointed out, in their representa- 
tion pleading for the reintroduction of cash assistance for com~lete 
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 exportnd 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. 

M 1.177 hlinistry of Commerc~ As stated earlier. one of the arguments advanced by the Commerce 
Ministrv for not withdrawing or at least reducing cash assistance for com- 
p n e n h  iq that while informing thr Ministry of the increase in unit value 
rcaliwtions from coniplcte bicyclcs. the Director General, Technical Deve- 



lopment had not indicated similar higher realisations from exports d 
components. No rcfwence on this question was either made at that stage 
to thc Dircctorritc by thch Commerce Ministry. H~wrver ,  even in the 
absencc of any communicatio~l in this regard, it should have been evident 
that i f  rcalisations fron~ 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 
conlpletc bicycles It is also significant in this context that even in No~em- 
bcr 1972, while rccon:mcnding cash assistance at the then existing rates for 
both cornplctc bicycles and components, the Indian Institute of Foreign 
l'rndc had ncvcrthclcss pointcd out. i~rtc~r dm,  that "the hope of bridging 
the giip hctwen thc f.0.b. cost and f.0.b. realisation through improved 
unit value realisation may be partially justifiable" in the case of bicycle 5 
components on the basis of data in regard to unit value realisations during 4 

the period from 1965-66 to 1970-7 1. 

Thc Coriirnitrce nole that while the unit value realisation from exports 
of bicyclcs 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 bctween April and July 1074. the unit value realisations from 
most components rose by 25 per cent or more whereas that of bicycles 
fcll marginally by 3 per cent. That the unit value realisation from ex- 

- ports of components hod, in fact, incrcascd during the period in question 
is also evident from the data relatin: to exports of components to coun- 
tries 'P' and 'Q'. Thus. while thc cxpnrt of bicycle components to country 

- _ _-- - -  - 



'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 1 19 per cent (Rs. 138.38 Iakhs 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 lakhs to 47.44 lakhs). Signi- 
ficantly enough. the Engineering Export Promotion Council bad also re- 2 
commended cash assistance of 15 per cent for both components and 
complete bicycles. 

- 
u 1.179 Ministry of Commerce 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 suaested 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 

I 
Customs authorities to identify consignments of these parts from those of 
complete bicycles exported in a knocked down condition. 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 firhaps be put 
into two groups, one for which cash assistance would be admissible and 
ancther for which such assistance would not be available, while announcing 
the registered exporters' policy and cash assistance effective from April 
1973, the Committee are concerned to note that this question was not 
pursued to its logical conclusion for one reason or the other. As this deci- 
sion, if implemented, would have imparted greater rationality to the cash 
assistarlce scheme and would have curbed at least partially the misuse of 
thc schcnic besides resulting in considerable savincs ro the exchequer. the 
Committee arc inclined to take a serious view of this failure. 

3 In these circumstlmces, the Committee arc firmly of the view that the 
possibility, however remote, of the cash assistance for components being 
abuscd by unscrupulou~ exporters in the absence of similar assistance for 
complctc bicycles should have been promptly taken notice of and necessary 
corrective action taken to plug the loophole. The committee, however, 
regret that even the elementary precaution of ascertaining the f.0.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. 

-Do.- As in the case of complete bicycles (Roadster), subsequent examina- 24 1.181 tion (November 1 9 7 L A p r i l  1975) by the Cost Accounts Branch of the 
________-_____- - -- . - - -- - -__ --- 



cost data furnished by three manufacturers of components had disclosed 
that the cash assistance aElowed, frorn time to time, on exports of compo- 
nents which were studied (Rims, Cakper brakes aad Dynamo Lighting sets) 
was not justified or was hardly justified. It has, however been contended 
by the Commerce Ministry that as the data studied by the Cost Accouds 
Branch related only to three componm'q these were not "very represen- 
tative" and it was difficult to apply the conclusions reached in these three 
cases to all the components numbering about seventy five. Since, according 
to the Director General, Technical Development, bunt of the e d p m  was . 
accounted lor by only eight components, the Committee are unable to ap tS preciate why data relating to at least these components could not have 
been examined and the policies in this resard formulatd on more precise 
foundations instead of indiscriminately and even irrationally extending the 
scheme from time to time. 

35 1 . 1 8 2  Ministry of Commerce h appears that in spite of the fact that the Finance Ministry had ex- 
pressed a number of r ema t ions  in regard to the proposals made by 4he 
Commerce Ministry from time to time and various officials in the Com- 
merce Ministry also held different views on the subject, tbe Minister's a p  
provd had not been obtained at any stage to the decisions taken about 
the continuath and quantum of Cash Assistance at different points of 
time except wbile increasing the cash assistance rate on SLR Bicycles ia 
W b e r  3975. Since conflict5e views had been expressed on the subject 
and the dccidnns also appear to have been taken on an ad hoc basis. the 



committee are ot the opinion that all the facts oi the case ought to have 
been placed before the Minister who could then have had an opportunity 
to give bis considered views on the entire quest~on. The feasibihty of pres- 
cribing suitable monetary limits for the grant of cash assistance at the 
Secretary's level, without obtaining the Min~ster's specific approval, shwld 
be appropriately examined. 

Apart trom the somewhat indiscriminate extension of cash assistance 
lor bicycles and bicycle components, impurt replenishment also appears 
to have been allowed on a larger scale than necessary and the Committee 
are concerned to observe that there had been avoidable delay in revising 
the rates of import replenishment. As painted out earlier in paragraph 
1.162, though the Committee 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 resulted 
in a sav'ng of KF. 80 lakhs in foreign exchange during 1973-74 alone, the 
proposed reductions had not been effected to. Admittedly, prior to 1973 
no study had been made in the Conirnerce Ministry to determine the pre- 
mium on import replenishment licences. Subsequently. in May 1973, the 
Cost Acc'ot~tits Branch. to whom the Report of the Indian Jnstitute of 
Fordgn Trade on 'Bicycles and Bicycle Paris' had been referred, had dso 
drawn attention to the fact that the import replenishments on exports of 
hicycles wcre nnrninllv wld at a hcnw premium. (Subsequent scrutiny 
of the cost data of leadine bicycle manufacturer$ had also indicated that - -- ---- - - - - - - - - - - - - - 
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wbde 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 rcplcnishmcnt in 1973 at prcmia 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 complete bicycles 
(Roadster) worked out to lcss 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. 

E 
27 I - 184 Ministry of C~mrnerce 

Yet, it was only in April 1974 that the import replenishment for h, 

bicycles (Roadster) and bicycle components were reduced respectively to 
10 per cent and 20 per cent. No. change was. howevcr, made in the rate 
of 30 per cent in respect of SLR bicycles. That these rates were also 
liberal and had no relevance to realities would be evident from the study 
bv the Cost Accounts Branch (August 197LMarch 1975) of the costs 
of T.1. Cycles India Ud.. Atlas Cycle Industries Ltd. and Sen Raleigh 
LM. 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 f.0.b. realisation for 
various brands of complete bicycles (Roadster) a~ain5t the entitlement of 
20 wr cent in 1973-74 and 10 per cent in 1974-75; and about 15 wr cent 
pf f.0.b. realisation in the case of SLR $icycles against the eqtiflemerlt 



of 30 per cent]. The cost studies in respect of manufacturers 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. 

The Committee are unable to see any j u s ~ c a t i o n  for dowing imporr 
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 components, it 
is difficult to appreciate the Ministry's reluctance to determine the quan- Y 

turn of import replenishment actually required for bicycles (Roadster) and 
SLR hicyclc\ on a need-based analysis. Since, according to the Fin'ulce 
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 ;ill rclevant data. Thc Committee would. therefore, urge Government I 
to re-examine thiq question in all its aspects and ramifications and bring 
about thr d:\ired improvenicnts in the Import Raplcnishmcnt Scheme. 
They would also reiterate, in this connect~;on, their recommendation con- 
tained in paragraph 1.15 of their 164th Report (Fifth Lok Sabha) that no 
import rcplcnishmcnt licencc shou'd hc pr;intcd apinst thc export of thcse 
commodities which do not have any import content and such licences 

___--_ I _ _ _ _ _  - _ _. -- -- - -- 



should not also be allowed to be transferred or utilised for imports of 
machinery, cquipments, tools, fixtures and spares which are not required 
for the production or processing of the commodities being exported. 

29 I .  186 ~ i n i s t r ~  of Commerce Thc final picture that emerges from the foregoing paragraphs is, thus, 
far from satisfactory. The Committee cannot help feeling that greeter 
concern has becn shown by the Commerce Ministry, without adequate 
justification, for the interests of the industry rather than for ensurkg that 
the country's scarce resources are not expended indiscrhimtdy and 
injudiciou4y. During the period from 1970-71 to 1974-75, while the t: total amount of cash assistance admissible for exports of bicych and * 
bicycle components worked out to about Rs. 15 crores, an import reple- 
nishment of about 14 crores had been allowed for this purpose, w i n s t  
the total exports valued at Rs. 60.58 crores. It i s  also significant in this 
context that only about 8 per cent of the production of Roadster b i  
is exported while the country is yet to make a perceptible impact ia the 
market for SLR bicycles. If the other concessions and facilities for er- 
port promotion such as drawbacks of customs and excise. railway f*M 
rebate. surplv of raw materials at concessional rates, eto. are also quan- 
tified and taken into account, the total cost of these exports may well tum 
out to be disproportionate to the foreign exchange actually earned. 

-do- As has been earlier pointed out by the Public Accounts CornmiWe? 



in paragraph 1.49 of their 174th Report (Fifth Lok Sabha), the basic 
dcfcct in the sy\tem of granting cash assistance and other incentives seem 
to be hc 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 export promotion so 
that necessary chmges and adjustments could be effected promptly as soon 
as wide fluctuations came to notice. As a result of this handicap. Gav- 
ernment have had to place an almost exclusive reliance on the data fw- 
mished by the industries themselves or the IExport Promotion Council. 
which, admittedly, has been often found to be at variance witb the actual 
position obtaininy. It would also appear that thougb market survey w- 
ports indicating export prospects, prevalent price trends, etc. are received 
from Indian Embassic5 abroad and other agencies, apart from transmit- 
ting thcae to the Export Promotion Councils for exploiting the appor- 
tunities revealed throuph such reports, very little use is mde of these 
reports by the Commcrce Ministry for the determination of policies. It 
has ako been admitted by the Ministv that there is no machinery to C U ~  

out pice trends from theae reports and use them for the purpose of fixa- 
tion of cash amistance Neither does the Ministry have at present my 
sfandine arranwments for the periodical collection, on regular basis, from 
the Export Promotion Councils dnfa relatine to f. o. h. costs and realisa- 
tions in tespcct of items for which cash assistance has been granted. This 
is b dmafim which needs to be remedied immediatelv. Stresshe. there- 
fore once ap~ in  the imnortmce of devisine a suitable machinerv for R 

concurrent review and monitorinp. of all the relevant factors influencine - - - -- - - - - --- 





realisations whether on the basis of the data available in the manuscript 
copy or otherwise, which make it all the more imperative to &vise a 
suitable machinery for a concurrent review and evaluation of f.0.b. reali- 
sations as recommended in the preceding paragraph. There should also 
be a regular arrangement for the periodxal collection of cost data and 
their examination by the Cost &counts 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 ou the 
ground that the collection and examination of the data takes a long time. 

32 I .  189 Ministry of Commerce According to the Report of the Indian Institute of Foreign Trade, one, 
of the reasons for the high f.0.b. cost, necessitating large quantum of cash 
assistance, Is the high proportion of the fixed overheads to the f.0.b. cost kl 
resulting from the under-utiksation of the total capacity available in the 4 

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.0.b. cost). Observing in this context, that 
production of bicyclcs can bc alniost 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 SO per cent." It 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 - ---- - -- 



expmcd. It has also been conceded by the representative of the Directorate 
General, Technical Development that the high cost of production could be 
auributcd 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. . . 

33 1.190 Ministry of Commerce , Another reason for the inability of the Indian bicycle manufacturers to 
compete effectively in the international market appears to be the quality d 
the Indian bicycles. The Commerce Secretary has a l ~ o  been good e n d  
to concede that while the Roadster bicycles have fuoctiondly proved their 
worth in the developing countries, in certain markets and certain models, 
Indian bic);cks do not measure up to the exacting standards set up by the 
importing countries, as a result of which the country has Rot bcen able to 
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 orgaoised 
sector generally buy out components manufactmed in tbe 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 Tndian bicycles would appear to have been adversely affected. 
All these u n d e r m e  the importance of improving upon the existing mange 
rnents for enforcing quality conhol 'and of a coordinated programme for 
Research and Development so as to be able to cater to the nqufrements of 



I- rgr Ministry of Commerce 

the sophisticated markets. This is particularly necessary in view of the fact 
that other developing countries like Iran, 'Iraq, Sri Lanka, Indonesia, 
Nigeria. etc. are also establishing a s s e n ~ b i n ~  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 rhat while the 
emphasis in earlier years 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 congtituted in April 1976 to go into various aspects relating 
to the growth and reqtructuring of the industry, like better utilisation of 
existing capacity. modernisation, technology development, diversification, 
cost evaluation and reduction, export generation and other related matters. 
The Panel will also examine, in the context of a larger mounting of research 
and development 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 bicyclz compo- 
nent$ industry i\ necessary and feanible. Standardisation specifications of 
components and raw materials is ii'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 vrogress made 
so far by the Panel and the specific steps taken to achieve the objectives 
envisaged. 

-- - - - - -  



35 x.xg;r Ministry of Commerce As regards improving the quality of bicyclcs and components, the Com- 
mittee learn that the whole question of quality control on engineering exports 
including exports of bicycles and components is 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 I 

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. 

36 1'193 Ministry of Commerce Yet another reason for the high f.0.b. con of Indian bicycles is staled # 
to be the high prices charged by the secondary sector for cold-rolled steel 
strips, the basic raw material required by the industry. The Commit& 
have been informed in this connection that while hot-rolled steel strips are 
available at the JPC (Joint Plant Committee) contro!led prices, the prices 
of cold-rolled steel strips are totally uncontrolled. S i  an assured supply 
at reasonable prices of the basic raw material required by the bicycle industq 
has a direct bearing on the f.0.b. cost. the Committee desire that the ques- 
tion of high prices charged by the secondary sector should be gone into 
urgently by the Steel Ministry and necessary corrective action taken to 
discipline the private producers of cold-rolled steel strips. 

37 X. i W  M i n i s v  of C~mmerCe 
The Committee are also of the opinion that instead of resortin5 to the 

grant of ad h m  and pizce-meal incentives for export promotion, it may be 



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 take on thcmselvcs an export 
commitment is already under Governmcnr's consideration and that the 
Ministry of Industry is also contemplating amendment of the hdustries 
(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 Comnlittee would urge Government to examine thesn expeditiously 
and if found desirable bring forth necessary legislation for the purpose. 
The feasibiJity of utilising the idle capacity in the bicycle induitry 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 

d 

which is stated to be engaged in a study of this subject. 

The Committee also note that though there is n 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 bicyclcs a ycar. Bulk of these exports are by T. I. Cycles India Ltd.. 
a company governed by Section 29 of thc Foreign Exchange Replation Act. 
1973, with 52.6 per cent of the equity capital being held by non-resident 
shareholders. Tt has been stated that attempts made so far to make a purely 
Indian-owned company to enter the cxrort market for SLR bicycles have 
not been successful on account of the ahqence of the requisite facilities and 
techology within the country for the manufacture of three-speed hubs for 
these bicycles. The Committee understand that the cost of manufacture of _ _ __--I - - - - 



the three-speed hubs in India would be prohibitive and even T.I. Cycles India 
Ltd. have been importin8 this vital component. Efforts made by several 
I d a n  companies for cdlahrarive joint ventures for the production of 
three-tpeed hubs for export with two of the four foreign firms23himano 
of Japnn and Sturtni:~--Archer of U.K.-who are stated to have mono- 
plisod tJwir production, have also been unsuccessful. Since the develop- 
ment of an ccmmic  awd 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 m d  components, 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. 

39 1.196 Ministry of Commerce The Committee have been informed in this context that dismsiom: 
have been initiated with the purely Indian units manufacturing bicycles fat 
the updatinf of their faciiities to the kvel of T. I. Cycles India Ltd. and that 
the Panel for the hicycle industry. referred to earlier. would also go into 
this -inn. In view of the fact that the demand for Roadster bicydes is 
not likely to increase further, the Committee would urge GovemmclIt t6 
examine this question on an e m v e n t  basis and take all s t e p  to provide 
the necessary infrastructurd facilities for thc production of a l a ~ c r  number 
of SLR t i cyks  and bicycles of more modern design required by the import- 
ins countries long term and assured basis. It should also IIO? be beyond 
the ingmuity of our techrnlogkts to find ways and means of achieving a 



breakthrough in the manufacture of three-speed hubs at dasonable 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 thexeof. 

40 r .1g7 Ministry of Commerce 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 to 
40 per cent by the 1st week of May 1977, in response to  the company's 
application for continuing its activities 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. 

41 1.198 Ministry of Commerce From the analy4s of facts givcn in tlic foregoing paragraphs, the Com- N 
W mitree can safely infer that cash assistance provided for export of bkycles w 

and bicyclc components ha5 not been on a rationally justifiable basis. The 
Committee are unable to understand how the Cash Assistance Review Com- 
nlittee 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 niadc at different levels for a 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 hicycle components with effect from 1-9-1974. They 
would likc Govunmcnt to direct the Cash Assistance Review Committee to 
have a morc rational approach in dciciding the commodities elieible for 
cxport promotion :inti the rate of c;lsh as\i~t;~nce justified in individual cases 
so :I< to cnsure that the country's scarce resource$ arc committed in the 
nation;d intere\t of export and no: frittered away. 
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