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INTRODUCTION

I, the Chairman of the Public Accounts Committee, as authorised
by the Committee, do present on their behalf this 30th Report on the
.action taken by Government on the recommendations of the Public
Accounts Committee contained in Chapters I to III of their 50th
Report (Third Lok Sabha) on “Export Promotion Schemes and
Allied Matters” relating to the Ministry of Commerce.

2. On 12th June, 1968, an “Action Taken” Sub-Committee was
appointed to scrutinise the replies received from Government in pur-
suance of the recommendations made by the Committee in their
earlier Reports. The Sub-Committee was constituted with the follow-
ing Members:

1. Shri D. K. Kunte—Convener
2. Shri C. K. Bhattacharyya

3. Shri K. K. Nayar

4. Shri Narendra Kumar Salve

5. Shrimati Tarkeshwari Sinha
6. Shri N. R. M. Swamy

3. The draft Report was considered and adopted by the Sub-Com-
mittee at their sitting held on 20th July, 1868 and finally adopted by
the Public Accounts Committee on 12th August, 1968.

4. For facility of reference the main conclusions/recommendations
of the Committee have been printed in thick type in the body of the
Report. A statement showing the summary of the main recommen-
dations/observations of the Committee is appended to the Report
(Appendix II).

5. The Committee place on record their appreciation of the assis-
tance rendered to them in this matter by the Comptroller and Audi-
tor General of India.

New Devm; M. R. MASANI,
August 20, 1968. Chairman,
Sravana 29, 1390 (Saka). Public Accounts Committee.
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CHAPTER 1
REPORT
(i) General '

This Report of the Committee deals with the action taken by
Government on the recommendations observations contained in
their 50th Report (Chapter 1—III), (Third Lok Sabha), which was
presented to the House on the 26th April, 1966.

1.2. It would be seen from the 50th Report of P.AC. (Third
Lok Sabha) that the first three Chapters concern the Ministry of
Commerce and the Fourth Chapter relates to the Department of
Iron and Steel. Some of the Action Taken notes received from the
Department of Iron and Steel have been commented upon by the
Public Accounts Committee in their 56th Report (Third Lok Sabha).
Further, a Committee of Enquiry on steel transactions had been
appointed by Government in accordance with the recommendations
of the Public Accounts Committee contained in para 4.167 (S. No.
97) of their 50th Report and para 230 of 56th Report (Third Lok
Sabha). A copy of the resolution of the Government dated 12th
Septembers, 1966 constituting the Committee of Enquiry on Steel
Transactions is at Appendix I. Action taken notes on the recommen-
dations/observations included in Chapter IV of 50th Report and
those of 55th and 56th Reports, will be examined on the basis of the
findings of the Committee of Enquiry on Steel Transactions and the
Government's action taken thereon. A separate Report would be
presented to Parliament thereafter.

1.3. The first three chapters of the 50th Report. contained 52 re-
commendations/observations. Government have sent an interim
reply in respect of only one of these recommendations/observations
which appears at S. No. 24 (Para 2.38) of Appendix XLV of the
Report. The replies received in respect of the remaining recommen-

dations/observations have been categorised under the following
heads; —

1. Recommendations/observations that have been accepted by
the Government. (S. Nos. 17, 9, 12—16, 18-19, 21, 23,
26—32, 38-39, 41 and 47).

II. Recommendations/observations which the Committee do
not desire to pursue in view of Government’s reply.
(S. Nos. 8, 17, 20, 33—37, 40, 42—40, 48—52).
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IIl. Recommendations/observations to which Government have
furnished interim replies. (S. No. 24).

1.4. The recommendations in respect of which Government's re-
plies have not been accepted by the Committee and which require
reiteration have been dealt with in this Chapter.

15. The Committee hope that a final reply duly vetted by Aundit
in regurd to the Recomumendation observation to which only in-
terkn reply has so far been furnished will be submitted to them
carly.

(i1) Export Promotion Scheme—Loss due to non-forfeiture of
Bonds—paras 1.34 & 1.36 of the 50th Report of Public Accounts
Committee—Third Lok Sabha (S. Nos. 10 & 11).

1.8. In their Fiftieth Report (Third Lok Sabha), the Committee
had highlighted some instances of default by licencees of their ex-
port obligations under the Art Silk Export Promotion Scheme. The
default resulted in a shortfal] of foreign exchange earnings to the
tune of Rs. 5.29 crores. The Committee had then raised the question
why bonds/undertakings totalling Rs. 151 crores given by the licen-
cees to guarantee their export performance were not forfeited by
Government. In this context they had made the following observa-
tions in para 1.36:

“In view of the large amount involved, the Sub-Committee
desire that the whole matter should be thoroughly in-
vestigated without any loss of time with a view to
fixing responsibility, taking appropriate action against
the defaulting officers, adopting suitable preventive
measures against occurrence of such cases in future
and retrieving the loss caused to foreign exchange/pub-
lic exchequer to the extent possible.”

1.7. In the action taken notes furnished by the Ministry of Com-
merce vide their OM. No. 7(3) Tex. F./66, dated 4th Nov., 1966, the
Ministry while agreeing to investigate the points raised by the
Committee, stated inter-glia as follows:

“Government would like to respectfully point out that the
apparent irregularities of defaults in this matter have
really arisen out of what the Committee have termed
as an anomalous position, namely that an exporter of
a commodity should be categorised and regarded both
as a prospective exporter and an established exporter.
It will be appreciated that in relation to exports and
export realisations of the same product, it would not
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be correct or justifiable for Government to prescribe
differing facilities or obligations. The point which was
stated before the Committee by the officials of the
Ministry was that there cannot be discrimination, at
the same point of time, as between two classes of ex-
porters of the same product with regard to their under-
takings or obligations, and more so if the more cnerous
obligations are imposed on exporters with actual per-
formance to their credit than on those who had to
export at a later point of time. Thus, the initial stipu-
lation which was later found to be mistaken and
defective one of prescribing differing facilities, condi-
tions, obligations and prescriptions in relation to
exports and export realisation of the same product had,
in equity, to be rectified. It is in this context that the
question arises as to whether the letter of any under-
taking or bond could or should, in equity, be enforced
against the spirit of the schemes as a whole. The con-
cept of contingent losses of foreign exchange or rupee
realisation for the public exchequer has also reference
to this basic issue. However, in deference to the
recommendations of the Committee, Government
agrees that the whole matter and particularly the points
mentioned by the Committee in para 1.36 should be
examined and investigated. Government have already
undertaken such an investigation. The result of this
investigation will, on its completion, be submitted to
the Committee.”

1.8. After investigation, the Ministry of Commerce informed the
Committee in a *notes sent under their O.M. No. 7(3) Tex-F|66 dated
5th Oct., 1967 that the decision not to enforce the bonds was a deli-
berate one, taken with a view to correct the inequitous situation
which arose as a result of suspension of the Scheme. The views
expressed by the Ministry in this regard are given below:

“4]1. It is seen from a study of the scheme that the main
reason for enforcing export obligations even in respect
of licences issued on the basis of past exports was to
ensure continuity of exports. The intention under the
scheme always was that fresh import licences would be
issued against further exports. When a party execu-
ted a bond or gave an undertaking for further exports,
he had every reason to feel that he could satisfy those
obligations by earning profits on the artsilk yarn that

*Not Appended.
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would be licensed under the E.P. Scheme. When
therefore, the E.P. Scheme was suspended, it became
no longer possible for him to make further exports
because he received no further import licences. The
export promotion scheme has to be viewed as a con-
tinuous chain of exports and imports, i.e., exports of art-
silk fabrics and import of artsilk yarn. Thus if an
exporter of artsilk fabrics is given an import licence
for artsilk yarn, he is tied up with further exports of
artsilk fabrics, which in turn will entitle him to get
import licences for artsilk varn and so on. It will,
therefore, be seen that any export in the middle of the
chain has two aspects, namely, discharging the obliga-
tions against the previous import and earning entitle-
ment for further imports in future. These series of
transactions could be illustrated as follows: —

E-1, I-1; E-2 1-2; E-3 1-3: E-N I-N.

If the chain is broken some where in the middle, say 1-3
(Import-3), the question will arise whether the series
should be continued further to E-4 (Export-4). The
logical conclusion would be that when the series start-
ed with E(Exports), it should end with I(Imports).
It is the application of this principle which has resulted
in the waiving of the export obligation arising out of
the last import in the series. If instead of stopping at
1-3, we had extended the series to E-4, the party
would have become entitled to a further import, name-
ly I-4, which in view of the discontinuance of the
scheme could not have been implemented by the Gov-
ernment.”

“42, As mentioned in paragraph 1.1 of the Report of the P.A.C,,
the import licences under the EP. Scheme were issued
to two categories of exporters, namely established ex-
porters, and prospective exporters. Licences in the case
of established exporters were issued on the basis of the
value of past exports, whereas licences in the case of
prospective exporters were issued in anticipation of the
earning of foreign exchange by these exporters on the
basis of orders of foreign buyers pending with them.
In respect of import licences issued to prospective ex-
porters, where no exports were made, bonds executed
by the licencees were forfeited and the amount credited
to the Government, vide paragraph 1.2 of the Report of
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the PAC. The non-enforcement of the bonds/under-
takings related only to the category of established ex-
porters, i.e., those who had already made exports in
the past. If this category of exporters had been forced
to make exports even after the suspension of the E.P.
Scheme, this would have placed them in a more dis-
advantageous position, vis-a-vis prospective exporters,
because the export obligations of the former category
for the same quantum of import licences would in that
event have been in excess of the export obligations
applicable to the latter category.”

1.9. The crux of the argument of Government is that the boads not
forfeited were those given by established exporters and that the.
enforcement of the bonds would have placed on them a hoavier
export burden ris-a-vis prospective exporters. The Committee are
not, however, fully convinced with the explanation given by Gov-
ernment. It is no doubt true that an established exporter had nl-
ready an export record to his credit and that in consideration of
the grant of an import licence, he had to effect a second export, us
against a prospective exporter who had only to make one export
against a licence. However, the quantum of export obligation was
generally heavier in the case of prospective exporters (133 1|3 per
cent of the value of imports) as compared to established exporters
(100 per cent of the value of imports). Besides, established ex-
porters were given preferential treatment in the matter of bonds
executed, in that they were not required to support it with bank
guarantee, which were invariably required of prospective ex-
porters.. In fact, even the bonds were ultimately waived in the
case of established exporters and replaced by simply undertakings.
The Committee also find that the conditions for the issue of import
licences in the period July, 1957—March, 1959 specifically provided
“In the case of established exporters who have already cffected the
exports without seeking any earlier import licence under this
Scheme, the bond would be required only for the value of the im-
port licence which is in excess of the prescribed percentage.” This
would imply that the bond was required from an established ex-
porter only in respect of that portion of the import licence which
was not covered by import entitlement earned on previous exports.

The series of transactions under the E.P. Scheme would thus be-
come:

IMEL 12E2 I3E3............ In En.

1.10. On this showing it would appear that the most appropriate
point for stopping operation of the Scheme was after the fulfilment
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of the export obligation undertaken _-z-—-= the impert
issued in advance. In the circumstances, the Committee
sufficient weightage was given to established exporters
‘Scheme in consideration of their past export record. The
mittee are, therefore, unable to appreciate the Government’s ded-
sion to release the established exporters from export obligation for
which they had given an undertaking/bond.®

L11. In fact, the Government should have taken care to incor.
porate in the Scheme, for the Export Promotion of Art Silk, which
was revived after an interval of only a few months in July, 1959,
a suitable provision by which the undertaking/bond executed by
the established exporters would have been automatically carried
forward and given effect to.

1.12. Another point that was raised by the Committee in the
course of examination of the Scheme was the failure of the Ministry
of Commerce to consult the Ministry of Finance in matters connect-
ed with the scheme. The observations in this respect are given
below:

“The Sub-Committee fail to understand how the Ministry of
Commerce could decide without even consulting the
Ministry of Finance not to enforce the bonds, the non-
forfeiture of which has resulted in a loss of revenue to
the extent of Rs. 1.51 crores. Moreover, the Ministry
of Finance were also not consulted in regard to the
foregoing of the foreign exchange earning to the tune
of Rs. 5.29 crores though the Rules of Business made it
clear that in financial matters, there should be consulta-
tion with the Ministry of Finance. The Sub-Commit-
tee view such lapses with great concern and recommend
that the Ministry of Commerce should be more careful
and vigilant and consult the Ministry of Finance in
matters involving huge financial implications.”

(Para 1.34 of the Report).

*The Estimatex Committee in their 185th Report (2nd Lok Sabha) had
desired that a detalled mvestigation might be conducted into the circums-

tances under which the Export Promotion Scheme for Art Silk fabrics was
so manipulated by the exporters and manufacturer-exporters as to resuit

in heavy depletion of foreign exchange. The Government in their reply w0
‘ine Estimates Committee (1964-65) haq stated that at their instance the

Reserve Bank of India had conducted a comprehensive review of the working
of the Export Promotion Scheme since its inception. The Report of the

Reserve Bank of India had inter-alia brought out that:—
(1) The invouing of exports was three to four times the actual f.o.b.
realisation.
(1) The profit margin on the sale of imported art silk yarn was about
100 per cent of the cilf price,

el




7

1.13. The point raised by the Committee has been examined by
the Ministry of Commerce. The Ministry have admitted “As the
Scheme involved policy issues, formal consultations with the Minis-
try of Finance was essential and this had not been fully complied
with.”

1.14. The Committee would again like to stress that there was
a grave lapse on the part of the Ministry of Commerce in not con-
sulting the Ministry of Finance at various stages of formulation &
implementation of the Scheme and that effective steps should be
taken to avoid recurrence of these lapses.

(iti) Malpractices relating to Export Promotion Scheme—Para 2.30
of the 50th Report of P.A.C. (Third Lok Sabha)---S. No. 22.

1.15. In para 2.30 of their 50th Report, the Committee had drawn
attention to certain malpractices connected with Export Promotion
Scheme for Zari goods and other items. The following observations
were made by the Committee:

“The Sub-Committee regret to note the incidence of malprac-
tices particularly in the cases of Export Promotion
Schemes for Zari goods and art silk ready-made gar-
ments. The total amount of loss due to malpractices
including those mentioned above amounted to Rs. 8.03
crores (Rs. 468.71 lakhs for Zari goods in 1963 and
Rs. 333.85 lakhs for other goods from the year 1960 to
31st August, 1965). Perhaps much of the loss could have
been avoided if the Ministry had been a little more
careful and vigilant.”

“Though this amount of loss when compared to the total
amount of exports between 1960—865, may appear to be
a small percentage, yet in actual figures, the loss of
foreign exchange involved is very large. The Sub-
Committee, therefore, feel that the Ministry should not
relax their efforts to ensure, as far as possible, that the
export obligations are fulfilled by the defaulting parties,
apart from taking final action, as necessary.”

1.16. In their reply to these observations, the Ministry of Com-
merce under their O.M. No. 22(10) |86-EAC dated 16 Jan, 1967 have
stated: —

“The amount of foreign exchange awaiting repatriation has
come down from Rs. 8.07 crores on 31-8-1965 to Rs. 5.77
crores on 1-7-1966. When parties fail to repatriate
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foreign exchange within prescribed time limits, penal
action such as, black-listing and de-registration is taken
in addition to forfeiture of bond.”

“Where parties fail to fulfil their export obligations, proceed-
ings for penal action are initiated well in time and pur-
sued vigorously and concluded expeditiously.”

1.17. In a subsequent note sent under D.O. No. 22(10) 66-EAC
dated 16th February, 1968, the Ministry of Commerce reported the
following position: —

“A rigorous drill has been laid down in order to keep a close
and strict watch in respect of all cases involving fulfil-
ment of export obligations by the parties concerned.
Necessary instructions in this regard have been issued
by the Chief Controller of Imports & Exports to all the
licensing Authorities. The amount of foreign exchange
default has come down to Rs. 5.11 crores, as on 1-7-1967."

1.18. The Committee are constrained to observe that the pro- .
gress in this case has not been satisfactory. Over a period of one
year from 1st July, 1966, the parties concerned have repatriated
foreign exchange of only Rs. 0.66 crores out of Rs. 5.77 crores. The
Committee reiterate the recommendations made by them in para
2.30 of their 50th Report (Third Lok Sabha) and desire that vigo-
rous steps should be taken to ensure repatriation of the foreign ex-

change earning and fulfilment of export obligation by defaulting
parties. ..

o on 000



CHAPTER 11

RECOMMENDATIONS/OBSERVATIONS THAT HAVE BEEN
ACCEPTED BY GOVERNMENT i

Recommendation

The fact that the Art Silk Export Promotion Scheme had to be
revised at short intervals seems to indicate that while working out
the scheme sufficient attention was not given to details. The Com.
mittee cannot but emphasise too strongly the desirability and neces-
sity of werking out the details of scheme with a view to giving it a
fair trial over a reasonable period of time. Making of frequenq
changes in the scheme at short intervals is likely to defeat the very
purpose of the scheme.

[Sl. No. 1 Para 1.6 of Appendix XLV to 50th Report (3rd L. S))]}

The Committee are not convinced of the reasons for discontinuing
this scheme because:

(a) These reasons are quite common and found to exist in
other export promotion schemes also which are still in
vogue; and

(b) Even the Art Silk Export Promotion Scheme was also
revised and re-introducod soon after without making
any provision to safegvnard against these abuses.

The Committee propose to deal with the irregularities in the vari-
ous export promotion schemes in a separate chapter.

[Sl. No. 2 para 1.8 of Appendix XLV to 50th Report (3rd L. S.)]

The Committee are of the view that because of the paramount
necessity of ensuring that export obligations are fulfilled, thr Minis-
try should have itself prescribed the specific amounts of bonds as a
percentage of the value of the goods imported instead of giving dis-
<cretion to the licensing authorities at the ports.

[SL No. 3 para 1.11 of Appendix XLV to 50th Report (3rd L. S.)]

The Committee feel that it is an anomalous position that an ex-
Pporter of a commodity should be regarded both as a prospective ex-
Porter and an established exporter. If the same exporter is classified

9
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both as a prospective exporter and establisked exporter, then th2se
terms become meaningless. They would like the Ministry to take
steps to remove such an anomaly, wherever it exists,

[Sl. No. 4 para 1.13 of Appendix XLV to 50th Report (3rd L. S.)]

The Committee are not convinced by the arguments advanced by
the Secretary, Ministry of Commerce. These statements are not
supported by the documents produced before the Committce. (In
fhis connection attention is invited to para 1.22 to 1.26 and 1.32 to 1.36
of this Chapter). Bonds were unconditiona'! and were to be released
only on fulfilment of export obligation failing which they were to be
forfeited.

[Sl. No. 5 para 1.16 of Appendix XLV to 50th Report (3rd L.S.)]

The Committee fail to understand why when the decision to
suspend the Art Silk Export Promotion Scheme was taken in March
1959, the Ministry of Commerce had not taken into consideration
the implications thercof. While the suspension of the Scheme
obviously placed an embargo only on the further issue of import
licences under the Scheme, this did not prevent the Ministry of
Commerce from enforcing export of goods under the past obligations.
This the Ministry failed to do.

[S]. No. 6 para 1.18 of Appendix XLV to 50th Report (3rd L.S.)}

The Committee note from the Public Notice, dated 26th May,
1958, that Government had clarified that impeorts should be tied up
with exports and the requirement of the bond could not be dispensed
with in the case of established cxporters. Vide the Public Notice,
dated 6th February, 1959 though the condition of the execution of
a bond was waived in the case of established exporters, they were
required to give an undertaking to the effect that they would export
processed/finished goods equal to the value of the imports. Thus,
it is clear that none of these two Public Notices exempted the Estab-
lished Exporters from their export obligation under the Scheme,

[Sl. No. 7 para 1.24 of Appendix XLV to 50th Report (3rd L.S.)]

The Committee are of the view that the copies of the notings/
orders reproduced in Appendix VI do not bear out that the inten-
tion was that the bonds which had matured need not be enforced
or that they might be allowed to lapse after the 5th March, 1958. The
notings clearly indicate that the export obligations must be retained
under the Scheme and tied with another scheme.

| In this connection the Committee would also like to draw the
attention to the copy of the letter, dated the 28th November, 1958,
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from the Mysore State Silk and Rayon Exporters and Importers
Association (Appendix VII) wherein they have not claimed that
they were under no obligation because they had already got the
licence.

The Committee are, therefore, amazed to find out that the de-
cision of the Government in this case has not been carried out faith-
fully. 1f the decision has been interpreted correctly and the export
obligation insisted upon, there would not have been a huge loss of
about Rs. 5.29 crores of foreign exchange. Alternatively, the public

exchequer would have gained about Rs. 1.51 crores by the forfeiture
of bond amounts.

[S]. No. 9 para 1.32 of Appendix XLV to 50th Report (3rd L.S.)}

Action taken by Government

Recommendations made in paragraph 1.11 and 1.13 are accepted
by Government for compliance.

2. The observations made in paragraphs 1.6, 1.8, 1.16, 1.18, 1.24,
1.32 and 1.34 have been noted.

* * L ® *

[Ministry of Commerce O.M. No. 7(3)Tex (F') |66 dated 4-11-1966 ]

Further Information

Paras 1.11 and 1.13: With the abolition of all export promotion
schemes including the Art Silk Export Promotion Scheme conse-
quent on devaluation there is no longer any link between exports of
art silk fabrics and import of art silk yarn. The question, therefore,
of prescribing any export obligation or amounts of bonds as a per-
centage of the value of the goods imported does not arise now. The
position no longer exists where an exporter is declared both as a
prospective exporter and an established exporter.

[Ministry of Commerce D.O. No. 7(3) Tex(F)/67 dated 1st/5th
December, 1966]

Recommendation

This Committee fail to understand why Government have deli-
berately given such a high priority to the import of art silk yarn
even when there is adverse balance of trade and during a period
of 6 years the adverse balance of trade on this account alone is Rs.
14 crores. Moreover, it is really surprising that for the sake of im-
porting art silk yarn, Government have considered it essential to
1453(E) Ls—2,
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export sugar a( a Lighly subsidised rate. In this commection, the
Committee would also like to draw attention to the Press Note,
dated 22nd March, 1986 of the Ministry of Commerce (vide Appen-
dix VIII) re: Ban on non-transfcrable specific delivery contracts in
tmported art silk yarn. In the Press Note it has been stated nter
alia “A good decal of trafficking in import licences is reported to be
taking place”. The Committee are, therefore, of the opinion that the
priority to be given to the import of art silk yarn should be care-
fully re-examined by Government in the light of their observa-
tions,

[S1. No. 12 para 1.38 of Appendix XLV to 50th Report (3rd L. 8.)}
Action taken by Government

At the outset, it may be stated for the information of the Com-
mittee that there has been no export of sugar against importation
of art silk yarn. In fact 7825 tons of staple fibre (from which yarn
was spun) had been imported against the export of sugar.

The priority to be given to the import or art silk yarn is being
examined by Government in the light of the Committee's observa-
tions. In making this examination, the following factors are also
being borne in mind:—

(a) Government's decision to treat man-made fibre industry
as a priority industry;

(b) the need to maintain sufficiency of supply of fabrics to
meet the clothing requirements of the rising popula-
tion;

(¢) the plans for production of synthetic yarn in the country;

(d) industrial uses of synthetic yarn such as in the manu-
facture of parachutes, fishing nets and gas mantles;

(e) desirability of maintaining employment of handloom
weavers and of labourers working in both organised
and unorganised sectors; and

(f) the changing pattern of world trade and world consump-
tion. The use of man-made fibre fabrics is continuously
expanding as compared to traditiona] fibres like cotton,
wool, etc. Therefore, world export markets for art silk
fabrics are going up and India's share in these markets
has to be continuously increased by promoting exports
of these art silk fabrics. Also the quality and standards
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of Indian art silk fabrics is high and is liked in foreign
markets,

[Ministry of Commerce O.M. No. 7(3)Tex F/67, dated 4-11-1966].

Further Information

Para 1.38: With the abolition of the erstwhile Export Promotion
Scheme for Art Silk Fabrics, all imports of synthetic yarn (nylon
yarn and cupramonium yarn) is now canalised through the State
Trading Corporation. After a careful and detailed examination of
the requirements of the art silk weaving industry for synthetic
(nylon and cupramonium) yarn and the present and anticipated
production of such yarn indigenously, Government have arranged
import of nylon and cupramonium yarn for a total value of Rs. 9
crores. All these imports will be made by S.T.C. against tied foreign
exchange credits available from U.S.A.,, West Germany, Japan and
Italy. The distribution of the yarn thus imported to the weaving in-
dustry on actual user basis will also be done by State Trading Cor-
poration.

{Ministry of Commerce D.O. No. 7(3) Tex (F)/87 dated 1st/5th
December, 1867].

Recommendation

From the figures of exports given in Appendix IX against items
Nos, 13 (Metals and Mfrs.) and 37 (Chemical and Allied products-
excl, essential oils) which are also covered by the import entitle-
ment schemes, it would be apparent that in spite of export incen-
tives, exports of these commodities went down in 1962-63 in the
case of Item 13 and during 1960-61 and 1961-62 in the case of
item No. 37. It would therefore, appear that the purpose for
which Export Promotion Schemes were initiated is not being fully
achieved.

[S1. No. 13, Para No. 2.4 of Appendix XLV to the 50th Report
(3rd L.S)].

Action taken by Government

The figures of exports in Appendix IX have been taken from the
compilation published by the Director Genera] of Commercial In-
telligence and Statistics. Item No. 13 of Appendix IX namely
‘Metals and Manufacturers”, covers (a) metals for which there was
no promotion scheme and (b) metal manufactures for the export
of which promotion schemes were in force. The fall in the figures of
exports against item 13 in 1962-63 was due mainly to the fall in
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exports of metals an item not covered by any export promotion
scheme. The figures for this item are given below:

(Rs. Lakhs.)
Me=tals & Metals Metals

Year manufac- manufac-

tures tures onlv

1949 -60 . . . . . 377 214 163
1060-61 . . . ) . 11R7 993 194
1961-62 . . . . . 1263 985 278
1962-63 : : - : - S34 237 297
1963-64 : - 4 : : 947 561 386
1964-65 : : : . 1637 12058 433

2. The Export Promotion Scheme for engineering goods covered
(a) metal manufactures included in item 13 of Appendix and (b)
machinery and transport equipment (e.g. diesel engines, pumps,
clectric fans, sewing machines etc.) which are not included in the
figures against item No. 13, but which appear to have been taken
into account in the grand total at the foot of the appendix. The figu-
res of exports of (a) and (b) together during the period under
review are shown below:

(Rs. lakhs.)
1958-59 : : : : . : : 390
19§9-60 . . . . . ‘ §03
1960-61 . : . . . : 670
1961-62 . . . . . ‘ . 782
1962-63 . ; . . . . . 042
1963-64 . . . . . . . 1342
1964-65 . . . . . . . 1681

3. Item No. 37 of Appendix IX consists of (a) items covered by
the Export Promotion Scheme for Chemicals and Allied Products
and (b) items like plastic moulding powders and manufactures
thereof which were not so covered, Also this scheme covered pro-

"t
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ducts like rubber tyres and other rubber manufactures, paints and
varnish, glass and glass ware, ceramics, refractories and asbestos
products, which are not included in serial No. 87 of Appendix IX.

4. Exports of products covered by promotion schemes for allied
chemical products were as follows: —

(Rs. lakhs.)
1958-59 . . . . . . . 347
1959-60 . . . . . . . 350
1960-61 . . CL . . . 431
1961-62 . . . . . . . 465
1962-63 . . . . . . . SIS
1963-64 . . . . . . . 549
1964-65 . . . . . . . 969

1965-66 . . . . . . . 1167

5. It will be seen from the figures given in paragraph 2 and 4
above that exports of engineering and chemical items to which ex-
port promotion schemes had been applied have risen steadily over
the last 7-8 years. -

[Ministry of Commerce & Industry O.M. No. 22(10)/66-EAC
Dt. 16-1-19671.
Recommendation

Information pertaining to the analysis of the export promotion
schemes where entitlement was the highest and where the perform-
ance was the best is still awaited from the Ministry,

[Sr. No. 14, Para No. 2.7 of Appendix XLV to the 50th Report
(3rd L.S)].

Action taken by Government

A detailed note containing the requisite information has been sent
to the Lok Sabha Secretariat (PAC Branch) with this Ministry's
OM. No. 7(23)-B & A/65 (Vol. IT)—Pt, II dated the 23rd April, 1966.

[Ministry of Commerce & Industry O.M. No. 22(10)/66-EAC
Dt. 16-1-1967].
Recommendation
The Committee are surprised to learn that the statistics of im-

port are maintained commodity-wise and not scheme-wise and that
the same commodity is sometimes allowed to be imported under
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spore than one scheme. They are, however, glad te be informed
that it has since been decided to introduce code numbers to indicatn
on licences issued under a particular scheme so that in future this.
information may be available.

[SI. No. 15, para No. 2.10 of Appendix XLV of the 50th Report
(3rd L. S.)}.

Action taken by Government

The decision to introduce code numbers scheme-wise was
brought into effect from 1-4-1968. Sinte that date statistics are
being maintained, both commodity-wise and scheme-wise,

With effect from 6-6-1966, pre-devaluation scheme of Export
Promotion has been abolished. Nevertheless, statistics of imports
which will be effected by Registered Exporters in replenishment of
the single import content of their exports are proposed to be main-
tained separately for each category of exported goods.

[Ministry of Commerce & Industry OM. No. 22 (10)/66-EAC
dated 16-1-1967]

Recommendations

While appreciating the promptness with which Government has
initiated action on various recommendations of the Review Com.
mittee, the Commitiee would like to point out that the Review Com-
mittee primarily dealt with the organisational and promotional as-
pects of the E.P. Councils, as required under its terins of reference.
it did not undertake any quantitative assessment of the resuits
achieved by various Export Promotion Schemes.

[Sr. No. 16, Para 2.13 of Appendix XLV to the 50th Report (3rd
L. 8)]

Action taken by Government

It is correct that the Review Committee was not, by its Terms
of Reference, required to undertake a quantitative assessment of.
the results achieved by wvariouys Export Promotion Schemes. A
statement showing the progress of exports of some of the items,
the export of which has been promoted through Export Promotion
Schemes is given below for the information of the Committee.
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Statzmant showing the progress of exdares of som- of the items covered under
the Bxport Promstion S:hem:s.

(Value in lakhs Rs. .
Item 1960-61 1961-62 1962-63 1963-64 1964-65 1965-65
1. Drugs. pharmaceu-
ticals & fine chemi-
cals, . ) . 1089 111'3 120°9 127:50 222°42 1303°$9
2. Coal tar Chemi-
cals, dves & inter-
madiates. . . .. .. . 466 4494 49'72

3. Rubhzr products. Ro-§ 951 1234 1367 248-03 316.8

4. M. S.Pipes, Tubes

and fittings. . 17°47 128§ 618 37-40 8311 209'88
s. Diesel Engines and

Parts, . . 2516 47°73  54-27 65°37 126°72 126-20
6. Autamobiles &

Auto parts, 1r-26 1295 1338  57°8 110°79 117:08
7. Bicyclas & parts, 6-06 1R:69 13°B4 4270 7972 11497
8. Electric wires and

cables. . . 2°06 039 Rg8 1590 §B:76 74-23
9. Irm & Steel Cast-

ing (all sorts) . 2406 3542 35°46 S§2°10 $3 68 70°44

10. Processed Alu-
minium products
{inctuding utensils :
aodcipsules. . 28-09 3475 3565 41'63 4503 46'53

1 1. Builder’s Hard-

ware  including

Locks & Padlocks.) 15-26 16:23 16°22 32°94 35°77 44°64
12. Michine tools. . 410 969 6:21 10°52 16-60 35-60
13. Stez! furniture . 14-32 2168 22-24 26-§6 2500 28:30

14. Jute Mill Machi-
Tomery . . s'00 11-78 17°38 25°S§1  37-06 32-71

" PMiinistry of Commerce & Industry OM. No. 22° (10)/66-EAC
dated 16-1-1967]
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Recommendation

The argument advanced by the Textile Camm:--"aner that “it
(entitlement) is invariably not more than 100 per cent for compu-
tatiom purposes the figure is slightly in excess” does not appear te
be convincing. The Committee would like to impress upon the
Government that they should ensure that in no case import entitle-
ment is more than 100 per cent of the export obligation, prefera-
bly it should be less.

[Sr. No. 18, Para 2.19 of Appendix XLV to the 50th Report (3rd
L. S)]

Action taken by Government

Consequent on devaluation, the Export Promotion Scheme has
since been abolished with effect from 6.6.1966. However, the point
made would be borne in mind as a principle for guidance for the
future. It may be added that linking of imported cotton with value
of cotton cloth exported should not be construed as import entitle-
ment, as the cotton had to be imported independently on its own,
and not because of any import-entitlements.

[Ministry of Commerce OM. No. 22(10) 66-EAC dated 22-7-1967].
Recommendation

“The Committee were informed that the average entitilement
is 15 per cent of the export. The Committee, therefore, feel that
® definite maximum limit of import entitlement must be fixed for
each commodity, Any extra incentive, if necessary, should he
given in Indian currency but the percentage of import entitle-
ment should not be changed. The Export Promotion Schemes
must generate free foreign exchange and hence it is imperative
that this import entitlement is kept lowest possible and the export
should be compensated by other incentives of fiscal case subsidy
nature. Also no advance import licence should be given as that
has landed itself to lot of abuses.

[Sl. No. 19, para 2.19 of Appendix XLV to the 50th Report (3rd
LS)].

*Action taken by Government

The erstwhile Export Promotion Schemes were abolished with
affect from 6th June, 1966. The needs of the imported raw material
tor the purpose of maintaining export productions were assessed in

——— > - —— v —. - ——
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the light of mew circumstances and a Scheme of Import replenish-
ment has been devised. Under this import policy for Registered
Exporters the replenishment is allowed on the basis of the single
import content of the export product. The percentages of import

replenishment fixed for various export commodities are published
in the Red Book.

While generally these licences are allowed as replenishment after
the export, there are instances where advance import of the material
is necessary to make production for export possible. A Committee
of Senior Officers at the Headquarters considers requests for advance

licences in cases of specific export orders and upto the extent allowed
under the policy.

[Ministry of Commerce D.O. No. 22(10) 66-EAC dated 9-8-1968].
Recommendation

The Committee are glad to know that the Audit Unit has been
constituted in the Office of the CCI&E. They would like to be in-
formed of the results achieved by the Audit Unit in due course.
[SI. No. 19. para No. 2.21 of Appendix XLV to the 50th Report (3rd

LS)].

Action taken by Government

The E. P. Inspection Unit was constituted in the Office of the
Chief Controller of Imports and Exports in December, 1964. The
broad objective of constituting this Unit was to remove the difficul-
ties in the way of genuine exports and to keep a watch over the
proper utilisation of foreign exchange in connection with the E. P.
licensing. These objectives were sought to be achieved by periodi-
cal inspections of the licensing offices as also the offices of the spon-
soring Export Promotion Councils/Commodity Boards.

The Inspection Unit conducted a case study of the licences issued

on a random sampling basis. The object of the study was three-fold,
namely; —

(i) to see whether import licences had been issued promptly

and strictly in accordance with  the provisions of the
EP. Schemes;

(ii) to detect undue benefits, if any, derived by unscrupulous
exporters taking advantage of any possible loopholes in

the actual working of the Schemes and to suggest reme-
dial measures;

(iii) to examine to what extent existing procedure could be
further simplified.

~ The Inspection Unit also had discussions with the Customs, the
Reserve Bank, E. P. Council/Commodity Boards and the Textile



Commissioner etc. export promotion problems with a view to re-
solving the difficulties of the exporters on the one hand and of the
Government Department on the other in so far as the actual work-
ing of the E. P. Schemes was concerned. In the light of case study
undertaken and the discussions held, several suggestions were made
by the Inspect on Unit concerning procedural matters Most of the
suggestions have already been implemented.

It was on the basis of the suggestion of the Inspection Unit that
the licensing authorities and the Export Promotion Councils/Com-
modity Boards started maintaining detailed information in the pres-
cribed form to enable them to exercise an effective check over the
follow-up action in respect of fulfilment of export obligations against
advance licences and realisation of export proceeds against the
undertakings given by the exporters. This method had the desired
effect in that the outstanding in respect of matured bonds and under-
takings which siood at Rs. 1646.70 lakhs on the 1st June 1965 came
down to Rs. 788.75 lakhs on the 1st April, 1968.

The policy of issuing licences against undertakings was also
stopped and it was decided to issue licences only in cases where
bank certificates were available in respect of the realisation of
foreign cxchange. The licensing authorities were also instructed
not to issue advance licences except with prior approval on a case-
to-case basis of the Ministry of Commerce.

To enable the sponsoring Export Promotion Councils to detect
cases of over-invoicing, they were advised to maintain internaticnal
unit prices of items handled by them and also to constitute Raw
Material Committees to go into the question of the Import contents
of the exported products. This was one of the means suggested
by the Inspection Unit.

At the instance of the Inspection Unit, several changes were
made in the method of processing of the applications to assure that
the malpractices could be removed to the extent possible. Impcrt-
ant of these are as under:—

(a) Applications for registration were screened with refer-
ence to the names of the individual partners/Directors or
Proprietors and not merely with reference to the name

of the firm and Company.

(b) In the case of manufacturer exporter, his capacity to
produce goads of the requisite quality and standard was
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examined at the time of registration. Similarly, in the
case of a merchant exporter, his turnover and past record
were kept in view while registering him as an exporter,

(c) The exporters were asked to produce a copy of the ship-
ping bill with their application for an incentive l'cence
so that the possibility of the double advantage may be
eliminated,

(d) It was decided not to issue more than two advance
licences to an exporter under the same scheme at a time.

(e) Orders were issued to the effect that only the actual re-
quirement of the raw material and components going
into the production of the exportable product should be
allow'd to be imported to the applicants. Prior Clear-
ance from the DGTD in regard to the indigenous angle
was also made necessary.

(f) It was decided not to accept Auditor's Certiflcates in lieu
of the Bank Certificate.

[Ministry of Commerce & Industry O.M. No. 22 (10)/66-EAC
dated 16-1-1967]

Recommendation

The Committee regret to note that the information indicating
the actual foreign exchange earned by exporters (according to the
figures compiled by the Ministry of Commerce) and the foreign
exchange deposited in the Reserve Bank of India, during the last

three financial years, indicating reasons for difference, if any, is
still awaited. -

[Sl. No. 21, para 2.23 of Appendix XLV to the 50th Report (3rd
Lok Sabha)].

Action taken by Government

The data compiled by the Director-General, Commercial Intel-
ligence & Statis'ics represent the physical export of goods while
the Reserve Bank of India figures reflect the actual payments receiv-
ed in the country. Apart from the difference in time in those twa
operations, difference in the territoria] coverage ig one of the main
factors responsible for the difference in these two sets of figures.
While the statistics compiled by the DGCI&S include figures of ex-
ports to Nepal, the Reserve Bank of India has continued to exclude
such trade from their balance of payments statistics. If the figures
of exports to Nepal are excluded from the DGCI&S figures, the
difference between the two sets is narrowed down significantly and
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gets evened out over a period as will be seen from the following
figures: —

e I _. . {Rs. crores)
Years
Receipts  Physical Actual Excluding Difference
of foreign exports as  exports Nepal in figures
exchanges recorded  to Nepal of column
as recorded by DGCI&S 2 over
by Reserve  from Col. s
Bank ot  Customs
India returns
1962-63 . . 682 714 41 710 —28
1963-64 . . 8oz 794 12 782 +2¢
1964-65 : 803* 815 17 768 +s
1965-66 . 782¢ 810 20 =90 -8

| .I.t will be -x;een thata\o ﬁgure»s for the last two ﬁnanciaf years aré
ouly preliminary so far as the Reserve Bank of India is concerned,
and it is likely that these may be revised upwards, thus narrowing
down the difference still further.
Among other reasons for the difference between these two sets
of figures are: '
(a) Extension given by the Reserve Bank of India for the
repatriation of sale proceeds; and
(b) Permission granted by the Reserve Bank of India for re-
tention of some portions of sale proceeds abroad for
various approved purposes,

[Ministry of Commerce & Industry O.M. No. 22 (10)/66-EAC
dated 16-1-1967]
Recommendation
The Committee note that the Ministry have not only abandon-

ed the Export Promotion Scheme for Zari Goods and modified the
=:.sma for stainless steel, they have also imitiated adequate steps

against the defaulting firms. They hope that the Ministry would

keep a continuous check on the working of other Export Promotion

Schemes and will not allow the malpractices to creep in. .

[Sr. No. 23, para 2.31 of Appendix XLV to 50th Report (3rd
L. S)].

*Preliminary.
{Estimated
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Action taken by Government

All entitlement schemes have been abolished. The observation
of the Committee has nevertheless been noted for future guidance.

Recommendation

From the evidence tendered and also from the notes furnished
by the Ministry, the Committee find that the prevailing situstion
leaves much scope for improvement in the working of the Schemes.
The modus operandi of the fradulent traders who exploit the
Schemes in their own interest can be categorised roughly as be-
Tow:—

(i) production of false documents

(ii) mis-declaration of export goods

(iii) over-invoicing

(iv) forgery of export documents

(v) under invoicing

(vi) liquidation of the firms after enjoying the imports to
escape governmental action against them,

[S. No. 25, para 2.50 of Appendix XLV to 50th Report (3rd L. S.)}
Action taken by Government

All import entitlement schemes have since been abolished.
Nevertheless the observations of the Committee have been noted
for future guidance.

[Ministry of Commerce & Industry O.M. No. 22 (10) /66-EAC
dated 16-1-1967]

Recommendation

This Committee are surprised to learn that the Ministry have
to depend wholly on the customs authorities to verify as to whe-
ther the exports stipulated under the Schemes are actually eftec-
ted or not. Enquiries against firms are initiated either when ad-
verse reports are submitted by the customs authorities or when
the CCI&E develop any doubt, mostly on the basis of anonymous
reports. The Committee are of the opinion that the present checks
against the aforesaid malpractices are not adequate because in many
eases licences were issued to firms which on subsequent varification
were found to be not in existence. There were 8 such cases out
of the list of 58 cases furnished. The deposition of the CCI&E that
‘there have been cases where at the time of registration they
(firms) were in existence but afterwards they went out of exis-
tence’, makes it necessary to have thorough enquiries made hefore
firms are issued import/export licences. They also feel that the
checks that the customs authorities are exercising at present to
detect cases of over-invoicing and other connected malpractices are
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inadequate as they have come across cases where on a subsequent
enguiry, it was found that the parties had indulged in under hand
methods which had escaped the Castoms aufhorities (c.g. Case No.
3).

{S. No. 28 para 2.51 of Appendix XLV to 50th Report (3rd L. S.)}

Action taken by Goverament

The customs alone are in a position to verify the exports which
are actually effected by exporters. The claims of exporters are,
however, checked with reference to (a) Bills of Ladings which are
required to be submitted in original and (b) Shipping Bills which
are required to be certified by Customs Authorities. In cases where
suspicion is aroused, Licensing Authorities are expected to contact
the Customs Authorities with a view to confirming the genuineness
of the documents presented. Further, because applications were
- required to be routed through the Export Promotion Councils and
the Commodity Boards, opportunity was available for competitors or
rivals in the trade to point out the genuineness or otherwise of the
claims put forward by the exporters.

The supplementary checks mentioned in the preceding paragraph
are available not merely for checking up the fact of export but also
on the values at which exports were declared to have been effected.
In many cases, on the recommendations of the Export Promotion
Councils, the declared values had been reduced at the time of issu-
ance of import entitlement licences.

As regards firms which go out of existence, the procedure regard-
ing registration, de-registration and verification is being tightened
ap.

[Ministry of Commerce & Industry O.M. No. 22(10)!66-EAC Dated
16-1-1967).

Recommendation

The Committee consider it most unfortanate that even the pro-
visien of securing bank guarantees has net proved to be of muth
avail as in one case (No. 37) a bank stood guarantee for a fifm
which was net in existence. (The bond amount in this case was
forfeited). Under the existing scheme, the defaulting parties could
only be proceeded with under the provisions of Import (Contrel)
Order or thromugh the forfeiture of bonds furnished by them which
till July, 1965 was only 20 per cent of the value of import liconee
énd there was no course open to the Government whereby the
parties could be compelled to fulfil their export obligations. Coun-
sequently, the fraudulent parties indulged in malpractices and could
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conveniently go underground when called upon to justify their
actions without fulfilling their obligations under the Schemes to
export and thereby the real purpose of the Schemes was defeated.
The Committee fail to understand how a bank could give gua-
rantee in respect of such non-existent firms. The Committee de-
sire that the banks concerned should be addressed to and their
explanation obtained with a view to taking corrective measures.

Even in cases where the guilt was proved the firms were to
undergo imprisonment till the rising of the Court and a fine of
Rs. 200 only and they were debarred from receipt of licences for one
or two licensing periods of six months each.

[S. No. 27 of para 2.52 of Appendix XLV to 50th Report (3rd L.S.)]

Action taken by Government

The Banks which had stood guarantee for the firm in question
were asked and have advised that the firm opened accounts with
them through proper introduction and that they had no reason to
doubt that the firm was bogus or non-existent.

As mentioned in Report itself, the bond amount in this case had
been forfeited.

The action taken against exporters defaulting on export obliga-
tions, has been tightened up.

It may be added that the Import Export Control Act has been
amended with effect from 19th March, 1966 making it obligatory on
the part of the Courts to award imprisonment for a minimum period
of six months for contraventicn of Impnrt Export Rtgu'ations. The
cases in which fines of Rs. 200!- were imposed, mentioned in the
report, pertain to judgments delivered earlier and the punishments
awarded were in terms of the relevant Sections of the Indian Penal
Code in force at the time.

[Ministry of Commerce & Industry O.M. No. 22(10)!66-EAC Dated
16-1-1987].

Recommendation

That Committee note that from July, 1965 the value of the bond
amount has been raised to 100 per cent of the import licence and
that by the Imperts and Exports (Control) Amendment Act, 1966
the period of imprisonment has been raised from ome day to 6
months /2 years.

[S. No. 28 of para 2.53 of Appendix XLV to 50th Report (3rd L.S)]
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Action taken by Government
No action is required.
[Ministry of Commerce and Industry OM. No. 22(10)/66-EAC,
dated 16:1-1967].
Recommendation

The Committiee cannot get away from the impression that the
fraudulent traders were in a way encouraged by the lenient and
Jukewarm attitude of the officials. In respect of cases where the
partics have preferred false claims of exports (Nos. 4 and 8) and the
fact was proved. no penal action was taken and only an amount
equivalent to the amount of cxcess exports claimed by the parties
was deducted. In another case (No. 31) even though the allegations
were proved the case could not be taken to the court of law because
original documents were not available, There was yet another case
{No. 36) in which a fake owner of a non-existent mill could get a
licence for import of art silk. The party sold the Imported goods to
other parties without fulfilling the export obligations. (In this case,
a successful prosecution was launched and a Director and a Manager
of the Company were sentenced to pay fine totalling Rs.3,500).

[8. No. 29 of para 254 of Appendix XLV to 50th Report (3rd L.S.)]
Action taken by Government

This has been noted.

[Ministry of Commerce & Industry O.M. No. 22(10) 66-EAC Dated

16-1-1967].

Recommendation

The Committee take a serious view of the various malpractices
noticed in the operation of the Export Promotion Schemes and re-
gard it most unfortunate that even after several years of existence
of Export Promotions Schemes, even major loopholes in them have
not been plugged and they still continue to be exposed to various
malpractices and abuses.

They also strongly feel that the machinery administering the Ex-
port Promotion Schemes should be toned up in such a way that the
possibilities of fraudulent practices are eliminated altogether.

[S. No. 30 of para 2,55 of Appendix XLV to 50th Report (3rd L.S.)]
Action taken by Government
The observations of the Committee have been noted for guidance.

[Ministry of Commerce & Industry O.M. No. 22(10)!66-EAC Dated
16-1-1967].
Recommendation
While the Committee agree that it takes some time for every de-
partment to conduct their own enquiry before handing over the case
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to C.B.l, they are not convinced that a department should take as
long a period as seven years for this purpose. They feel that such a
situation arises only when a department is hesitant to take a firm
decision. In order to enable the Police/; SPE/CBI to play an effective
role, it is desirable that decisions are taken promptly and all docu-
ments/files etc. relating to the case are kept in the custody of a res-
ponsible officer till the final decision in the case is taken. The Sub-
Committee would also like the C.B.L to take steps to ensure that their
investigations are completed more expeditiously.

[S. No. 31 para 2.57 of Appendix XLV to 50th Report (3rd L.S)].
Action Taken by Government
The recommendation has been noted and acted upon. Copies of
two licensing instructions since issued are enclosed.*

[Ministry of Commerce & Industry O.M. No. 22(10)66-EAC Dated
16-1-1967].

Recommendation

The Committee suggest that Government should appoint a Com-
mittee of experts (a) to make a quantitative assessment of the Ex-
port Promotion Schemes, (b) to revise the Export Promotion
Schemes in operation so as to put them on a more scientific basis
with a view to ensuring that they succeed in stimulating the export
in the desired direction, (¢) to plug the loopholes which have re-
sulted in various malpractices, (d) to make sure that the import
entitlements are given only for such commodities as are essential
for country’s economy and for which no indigenous substitutes are
available, and (e) to ensure that each Export Promotion Scheme
generates a certain minimum percentage of free foreign exchange.

The Committee also recommend that since the advance import
licences in anticipation of export have resulted in various malprac-
tices, and since in a number of cases the anticipated exports have
not taken place subsequently the system of advance licensing should
be dispensed with and import entitlements under the Export Pro-
motion Schemes should be given only after the requisite foreign
exchange has been generated through exports,

[S. No. 32, Para 2.60 of Appendix XLV to 50th Report (3rd L.S.)]
Action taken by Government

The schemes to which this recommendation relates have been
abolished with effect from June 6th, 1966.

[Ministry of Commerce & Industry O.M. No. 22(10)|66-EAC Dated
. 16-1-1967]

Not printed,
1453 (E) LS—17?
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Recommendation

The Committce are umable to understand how the Ministry con-
tinued to place orders on firms (vide Serial Nos, 5, 9, 15, 16, 25, 36,
and 39 of Statement IIl of Appendix XX) which were black-listed.
They feel that this could happen because of lack of coordination and
it indicates, to say the least, some negligence on the part of the
officials concerned. They would, therefore, urge that these cases
should be thoroughly investigated and the persons found guilty
should be suitably dealt with. They would also like that on the
basis of such investigations adequate steps should be taken teo

tighten up the official procedure so as to make recurrence of such
cases impossible,

[S. No. 38, Para 3.19 of Appx. XLV to the 50th Report (3rd Lok
Sabha)].

Action taken by Government

The parlicular cases referred to in Statement III Appendix XX
of the Report (Pages 212—217) were barter deals for import of steel
against export of various mineral ores. The details are:—

" Duate of  Validity  Value of
approval period b

8. No. Name of the bartering narty

deal
(in Rs. lakhs)
§. M/s. Ramkrishan Kulwantrai, New |
Delhi. . . . . . 30-7-63  31-12-64 1000
9. M/s. P. Singh, Calcutta. ., . . 28-9-63 31-12-64 4750
10. M/s. Ramkrishan Kulwantrai, New
Dethi. . : . 13-11-63  13-12-64 3500
16. M/s. Ryjkumar (I) L1, Dni . . 10-1-64 31-12-64 20000

25. M/s. Rajkumar(l) Ltd., Delhi, . e 17-4-65 31-12-63 50-00
36. M/s. Ramkrishan Kulwantrai, New

Delhi. . . . . . 18-5-6¢  31-3-66 9200
39. M/s. Blectrolytic Tinplates Ltd., Bom-
bay. . . . . 21-5-65  31-3-66 45-00

2. With regard to the dates of approval of these barter deals, as
given above, presumably the Committee were referring to the orders
of the Ministry of Iron & Steel (covering the period 31-7-1963 to
31-7-1965) referred to in paragraph 4.126 of their Report. It would,
however, appear from the succeeding paragraphs of the Report that
the orders for suspension of the business dealings with the concerned
firms, issued by the Iron & Steel Ministry, were made applicable only
to the Iron & Steel Controller and were not communicated to other
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Government Departments. The M.M.T.C. have also confirmed that.
at the time these barter deals were concluded by them with the above
parties, no orders black-listing the parties in question had been
received by them.

3. Attention is also invited to the reply submitted under Recom.
mendation Serial No. 98.

[Ministry of Commerce O.M. No. 7(12)-B&A/66 Dated 12-4-1967).

Recommendation

The Committee find that out of the 2 contracts worth Rs. 8.60
crores entered inte with the firm, the party could export goods
worth only Rs. 2.86 crores during a period of 2 years and that the
validity period is only upto 3lst December, 1966. They have now
been informed that the party has asked for extension of the validity
period upto September, 1967. From the trend of performance upto
date, the Sub-Committee doubt whether the export obligation under
this barter deal would be fulfilled even by the extended date viz.
September, 1867. The Committee are of the view that at the time
of accepting a barter deal, the capacity of the party concerned to
fulfil the export obligation should be properly assessed.

[S. No. 39, Para 3.22 of Appendix XLV to the 50th Report (3rd Lok
Sabha)].

Action taken by Government

The observations, and suggestions for action contained in these
paragraphs, have later been summarised by the PAC in Recommen-
dation Number 52 (Para 3.45), in reply to which a detailed note is
being submitted to the Commmittte. Accordingly, separate replies are
not being offered in respect of these recommendations.

[Minisiry of Commerce O.M. No. 7(12)-B&A /66 Dated 12-4-1967].
Recommendation

The Committee find from SL Nos. 2, 9, 11 and 19 of Statement I
of Apperdix XX that the price, quantity and quality of mica quoted
therein are not consistent. For instance in Sr. No. 2 the party was
supposed to export 20,00,000 1bs. of Mica for Rs. 38,00,000. Actually,
however, the quantity exported was 9,61,8672 lbs. and the amount of
foreign exchange earned was Rs. 38,11,532. They observe that cols.
6 & 8 thereof do not tally with each other and are not convinced
by the argument advanced during evidence that it was because of
the wide variation in the quality of mica.

[S. No. 41, Para 3.26 of Appendix XLV to the 50th Report (3rd Lok
Sabha)1.
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Action taken by Government

The observations have been noted for future guidance. It might
be added that the deals referred to were of 1959-60 and, partly be-
cause of the special difficultics mentioned below relating to Mica,
Mica is no longer included in subsequent barter deals. It may also
be added that, till the introduction of the floor price system in early

1964, there was no readily available yardstick in regard to Mica
prices.

2. Mica is sold in different grades and shapes, such as blocks, films,
and scrap; within each, again, there are a very large number of
qualities. The price variation within the single item (Mica) are
large. For instance, while the price of heavy stained blocks (Special
Girade 6) may be only about $1 per l1b. FOB, the price for top
quality block Mica (CXX Special Grade) might be in the neighbour-
hood of as much as $50 Ib. FOB. Therefore, to facilitate imple-
mentation of the concerned contracts with the overseas buyers, ceil-

ings both in regard to quality and value were fixed under the con-
tracts in question.

3. The quantity of 20.00,000 lbs. of mica shown at Serial No. 2 of
Statement I of Appendix XX, for instance, was the sum total of
four sale contracts of 5,00,000 1bs. each entered into with overseas
buyers and the value of each contract in terms of rupces was
Rs. 950,000 ($2,00,000). The details of these contracts are given
below: —

S.C. No. Grade Quantity Contracted
contracted Value

25/60 Block, Scrap & condznser films 5,922,000 lhs, 9,502,020

28/60 Films, blozks & Scrap. . . 5,200,000 lbs, 9,50,003

29/60 D ) . §,00,002 lbs. 9,50,000

30/60 Do . . §,00,000 1bs. 9,50,000

ToraL . . 20.00,000 1bs. 38,00.000

4. Against the above total of 20,00,000 l1bs. (Valued at Rs. 38,00,000),
a quantity of 9,61,672 lbs. valued at Rs. 38,11,582 was exported. It
would be observed that if mainly high priced mica is exported, the
1imit in regard to value would be reached without the quantitative
ceiling being reached simultaneously. If only low-priced mica valued



at cents 97 per pound is exported within the ceiling of $ 2,00,000
(i.e. Rs. 9,50,000) under the contract, the exports will be 2,06,000 lbs,
On the other hand, if only high-priced mica valued at $49.80 per 1b. is
exported within the ceiling $ 2,00,000 the export quantity will be only
4016 lbs. A maximum quantitative ceiling of 5 lakh lbs. was, how-
ever, provided under the contract so as to allow shipment of mica
scrap also which was priced on long ton (2240 1lbs.) basis. The inten-
tion in providing this quantitative ceiling was that, within this
ceiling, as far as possible all grades of mica are exported within the
va.ue of Rs. 9,50,000 ($ 2,00.000). This would, explain how under
the abuve sale contracts, while the value of total export was Rs.

38,11.532.00 against the ceiling of Rs. 38,00,000 the quantity exported
was only 9,61,672 lbs.

5. The same explanation also applies to the other deals referred
to at S. Nos. 9, 11, and 19 of Statement I of Appendix XX.

[Ministry of Commerce O.M. No. 7(12)-B&A/66 Dated 12-4-1967].
Recommendation

The Committee feel that the conditions which were laid down
at the time of releasing the nylon tows for civilian use were rather
unusual. Since the question of conversion of nylon tows into tops
for defence production was no longer there, it is not quite under-
standable why it was laid down that these should be procossed by
only certain mills, though under the direction of the Textile Com-
missioner. It is also not very clear why the condition of price con-
trol could not be enforced. Since the parties had refused to lift the
goods, Government could have disposed them of by inviting open
tenders, The Committee would like to be apprised of the conside-

rations which weighed with the Government for acting in such a
manner.

[S. No. 47, Para 3.37 of Appx. XLV to the 50th Report (3rd Lok
Sabha) ].

Action taken by Government

Early in January 1963, it was considered that substantial quanti-
ties of nylon tops would be required for blending with Indian wool
for the manufacture of hosiery goods required for the Defence, At
that time only three units had been licensed for conversion of synthe-
tic tow (which includes nylon tow also) into tops. Out of these three
units, only two were ready for production. The third unit came up
much later. The two units were Messrs, * * * * » =

* L] L J * L J
(the latter was subsequently changed into Messrs. * * * *), Neither
of these two units was getting any ‘actual users’ licences or raw
materials for production and their capacity was reported to be idle

-



32

In view of the need for obtaining nylon tops and in view of idle
capacity lying with them, they came up with a proposal for import-
ing nylon tow under a barter agreement. Under this agreement, the
State Trading Corporation was to export Manganese ore and against
the proceeds, the two firms were to import nylon tow valued at
Rs. 25 lakhs each at international prices. As the State Trading
Corporation expected to suffer a substantial Joss in the export of
manganese ore, the two firms were asked to pay to the State Trad-
ing Corporation a compensation of 42 d. per lb. in rupees, over and
above the international price of nylon tow at 63 d. per 1b. The
price paid by them, therefore, worked out to 105 d. per lb. The
parties paid the compensation in cash in rupees to the State Trading
Corporation and, thereafter, two licences were issued in favour of
the State Trading Corporation for Rs. 25 lakhs each. The firms
were allowed to import nylon tow for conversion into tops against
letter of authority,

2. There was no distribution or price control over nylon tops.
Therefore, the two firms were asked to give an undertaking to the
Textile Commissioner, Bombay, agreeing to certain conditions. Two
of these conditions were (a) that they will not distribute, allot or
transfer the nylon tow or tops to any party without the prior written
permission of the Textile Commissioner and (b) that the nylon tops
would be delivered in accordance with the written instructions of the
Textile Commissioner and at prices to be fixed by him. This was
done with a view to ensure that the mills which were producing
goods for defence obtained nylon tops for blending with the Indian
wool. The nylon tow was to be imported at the rate of about 50,000
to 60,000 1bs. every month commencing four weeks from the receipt
of the letter of authority.

3. Subsequently on a reassessment in 1963, the defence require-
ments became considerably less and the demand for tops was also
reduced. Apart from the tow which had been imported by these
two firms, a quantity of 3.70 lakh lb. of nylon tops which had been
imported at international prices (about 70 d. per lb.) by the Indian
Woollen Mills Federation against an ad hoc licence given to them
was also released for civil consumption in consultation with the
D.G.S.&D. and the Defence Authorities as these were no longer re-
quired by the Defence. The woollen mills who were given actual
users’ licences in the normal course were also eligible to import nylon
tow/tops upto 10 per cent of the face-value of such licences at inter-
national prices. By the time the nylon tow covered by the barter
agreement referred to in paragraph 1 above reached the country in
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substantial quantities and was converted into tops the demand for
the defence goods had already been met and a substantial quantity
of nylon tops imported at considerably cheaper prices was available
to the mills out of the releases made by the Indian Woollen Mills
Federation and against mills' own AU, Licences. As the two firms
had imported nylon tow under the barter agreement, the rupee prices
were loaded to the extent of 66-2/3 per cent (42 d. per 1b.) paid by
them to the State Trading Corporation to cover its losses. The prices
of the nylon tops were, therefore, higher than the price of tops re-
leased as surplus by the Indian Woollen Mills Federation and other
quantities purchased by mills against their own A.U. Licences. The
problem thus became one of disposal of the goods in a market where
substantial quantities of tops were available.

4. The two firms had paid in rupees the full cost of the imported
tow plus the compensation to the State Trading Corporation. The
goods did not belong to Government but were only subject to dis-
tribution and price control in terms of an agreement which they had
entered into with the Textile Commissioner. The two firms had
blocked their capital and were anxious that the goods should be
released early. Mills in whose favour the allotments were made by
the Textile Commissioner were not prepared to lift the tops at the
price suggested by the Textile Commissioner which naturally took
into account the compensation paid by the two firms. According to
the firms even the cost of tow after payment of compensation to the
State Trading Corporation, import duty, countervailing excise duty,
Bank charges etc., came to Rs. 17.60 per kg. and in addition they had
incurred charges on conversion, godown rent etc. As the goods were
not lifted by the allottees, the firms were told that they could ne-
gotiate the price themselves with the parties to whom the tops had
been allotted. As this did not result in the clearance of the stocks,
the parties were ultimately allowed to sell the goods to such woollen
mills as were prepared to buy these tops as it was found that in a
market where substantial quantities of imported tops were available
at cheaper prices. it would be difficult to force the woollen mills to
buy these India converted tops at a price which was higher by nearly
66-2[3 %. The goods could not also be kept indefinitely as they had
been declared surplus and were unlikely to be required for the de-
fence purposes in the near future. The two firms had also blocked
their own capital and were anxious to dispose of the goods. All mills
could not utilise the tops because of certain technical difficulties.
This could only be used by woollen mills for blending with wool.

5. The conversion of nylon tow into tops was allowed only to the
mills which had the capacity to convert such tow into tops. The
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third unit was not in production st that time and no other mills in
the country had the necessary equipment for this purpose. The
condition regarding price fixation by the Textiie Commissioner could
not be enforced as the market price for nylon tope at that time was
much lower than the cost price of tops converted by these two firms
because of the element of loading by 66-2/3 per cent. If Government
had taken over the tops and auctioned them, Government would
have been under an obligation to give the two units the difference
between their cost price and the prices realised in auction which
were likely to be lower as the demand for nylon tops had been con-
siderably reduced and there were very few buyers. In such circum-
stances, a loss in the sale of tops by auction was likely and there was
also a possibility of the entire stock not being lifted because of tech-
nical difficulties in using them. In these circumstances, it was con-
sidered that there was no scope for the two firms to make any dis-
proportionate profits in the disposal of nylon tops converted by them
and they were, therefore allowed to sell off the tops to woo'len mills
on their own. These tops were sold out by them over a period of
months as and when they could enter into agreement with mills.
Government or the S.T.C. was not responsible for either the loss or
profit in such cases.

[Ministry of Commerce O.M. No. 7(12)-B&A/66 Dated 12-4-1967}.



CHAPTER Il

RECOMMENDATIONS/OBSERVATIONS WHICH THE COM-
MITTEE DO NOT DESIRE TO PURSUE IN VIEW OF
GOVERNMENT'S REPLY

Recommendation

“From this note, the Sub-Committee are surprised to learn that
the non-availability of the file was first noticed only in January,
1965. It appears that even at the stage, the loss of such an impor-
tant file was not reported to the higher authorities/police, and
that a thorough physical search of the file was made only in July,
19685 when the subject was to come up for discussion with the Pub-
lic Accounts Committee. The Sub-Committee also note with regret
that no proper inquiry has been held to fix responsibility for the
loss of the flle. They are not convinced by the argument that it is
not possible to fix responsibility on any person or persons for the
custody of the filee The Sub-Committee, therefore, urge that all
efforts should be made to locate the original fille at an early date.

They also desire that a proper inquiry should be held to fix
respousibility for the loss of the flle containing an important deci-
slon which meant loss of public revenue, due to non-forfeiture of
bonds, to the tune of Rs. 1.51 crores.”

[Serial No. 8, Para 1.29 of Appendix XLV to the Fiftieth Report of
the Public Accounts Committee (1965-66)]

Action taken by Government

Further effort has been made to locate the original file [No. 166
(10)EPD/I1/(59)] referred to in the above recommendations, but
this has not proved successful. It has also not been possible to fix
responsibility for the loss of the file.

2. The Report of the Inquiry Officers appointed to hold an inquiry
into this matter, covering the above aspects, is enclosed.*

3. The conclusions reached in the Inquiry Report were broadly
the following:—

(a) The main file leading to the decision to suspend the
scheme on 6th March 1959 is not miissing; it is intact and
available;

;I;lot Px"med..—.
3s
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(b) It has not been possible to trace the subsequent Ministry
file (evidently started in March/April 1959 and closed
in August/September 1959) leading to the instructions
issued by the CCI&E on 2nd September 1959 about nob-
forfeiture of certain bonds:

(c) With reference to the records of the offices of JCCIKE,
Bombay and of the Textile Commissioner, Bombay, it
has been seen that the counterpart file of the Chief Con-
troller of Imports & Exports contains re-production of the
possible contents of the missing Ministry file (between
7th April, 1959 and 28th August, 1959);

(d) A substantially complete reproduction of the missing
Ministry file existed right from the beginning in the Office
of the Chief Controller of Imports & Exports. Further,
the carresponding records in the offices of the Joint Chief
Controller of Imports & Exports, Bombay, and of the
Textile Commissioner, Bombay, also remained intact and
are available; so it will not be illogical to deduce that the
particular Ministry file got misplaced due to negligence
rather than any mala fide action.

4. In view of the findings of the Inquiry Report, Government
feel that no mischief can be reasonably suspected and accordingly
accept the above conclusions.

5. The Inquiry Officers tried to fix responsibility for the loss of
the file. They succeeded only in narrowing the gap in the period
of time, and that also through indirect evidence, during which the
file could have been lost, viz., from 28th August 1959 to December,
1962.° During this period, because of the administrative re-organi-
sations, on account of which the responsibility for the subject in
question was transferred from Section to Section, and because of
the frequent changes of personnel in the Sections concerned, it
has not been possible for the Inquiry Officers to fix responsibility
on any particular person or even any group of persons.

6. Government have carefully considered this conclusion and
have no alternative but to accept it.

7. The Inquiry Officers have also made the following recommen-
dations of a general nature:

(a) It should be examined whether some supplementing of
the Secretariat Manual is necessary to lay down the exact
procedure to be followed in regard to separation (or copy-
ing) of ancillary documentation like File Registers and
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File Movement Registers when the subjects being dealt
with in a particular Section are redistributed to one or
more different sections.

(b) It should be examined whether, as a measure of abundant
caution, periodically (once in three or six months) the
fact that all the files (according to File Registers etc.) in
the custody and possession of a particular Section are in
fact physically there could be verified by a Section Officer
(or officer of higher rank) unconnected with the parti-
cular Section, and such periodical verification done on re-
ciprocal basis between different Sections within the same
Ministry.

(c) More importance should be given than has been possible
so far, to the need for proper space for keeping important
records in safe custody while providing for office accom~
modation.

8. Further action will be taken by Government on the above re-
commendations,

[Ministry of Commerce O.M. No. F-14/22/66-Vig. Dated 14-10-1966].

Recommendation

The Committee are surprised to learn that even when there is
no sanction from the Government and Parliament, the Textile Com-
missioner gives his “moral” support to the Cotton Mills Federation
for realising premium on foreign cotton and fee on Indian cotton
consumption. The Committee are of the view that, however, desir-
able the objective, this compulsory levy has all the ingredients of
a tax and hence, it should be levied only with the prior sanction of
Parliament and should be operated by an official agency.

[Sr. No. 17. Para 2.17 of Appendix XLV to the 50th Report (3rd
LS)].

Action taken by Government

The premium collected on imported cotton is in the nature of a
voluntary contribution made by the Cotton Textile Industry towards
bearing the burden of export assistance by spreading it equitably
among all the cotton textile mills of the country. The bulk of the
exports of Cotton textiles from India is of textiles produced out of
Indian cotton rather than of imported cotton. As the imported
cotton could better bear the burden of such a premium as compared
to indigenous cotton, the industry evolved a voluntary scheme where-
by the imported cotfon and therefore the fine and super-fine cloth
Produced therefrom, could bear the burden of financing the export
assistance required for our cloth exports.



2. The Indian Cotton Mills Federation have collected a voluntary
contribution organised by the Industry itself and which falls equit-
ably on those varieties of cloth which can bear it best. Such volun-
tary and indirect methods and modes of export assistance are recog-
nised, and practised in many countries (as for example, dual pricing
system industry-wise and unit-wise whereby the local consumers
pay a higher price and indirectly enable reduction in international
prices) in preference to the system of collection of tax/duty/cess
by the Government and direct subsidisation by Government.

3. The Committee may like to consider whether such measures
could prove beneficial to our economy also.

4. It may be mentioned that it is open to any individual unit
of the Industry to refuse to pay the contribution, in fact, there are
quite a number of textile mills who are not paying this contribution
to the Federation,

8. So far as the reference to the ‘moral’ support given to the
scheme by the Textile Commissioner is concerned, what was meant
was that the scheme for collection of this voluntary contribution and
its funding for purposes of export promotion was evloved with the
knowledge of the Textile Commissioner and the Government autho-
rities and that the Textile Commissioncr was aware of the efforts
made by the industry to formulate a self-financing scheme for sup-
porting exports in the national interest,

[Ministry of Commerce O.M. No. 22(10) /66-EAC Dated 22-7-1967].

Additional Mformation furnished by Ministry of Commerce vide
their O.M. 7(12) B&A/66 dated 26th June, 1968.

A Note on the Export Promotion Fund of the Indian Cotton Mills’
Federation.

The Export Promotion Fund of the Indian Cotton Mills' Federa-
tion came into being in March. 1959 for financing the export assist-
ance required for our cotton textile exports. The Fund is adminis-
tered by the Indian Cotton Mills' Federation and is regulated by
the Rules and Regulations, a copy of which is attached vide An-
nexure I. The main purposes for which the Fund was established
were:—

(1) To promote exports of cotton textile products.

i
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(2) To give incentives, monetary or otherwise, to the manu-
facturers, processors and exporters of cotton textile pro-

ducts with a view to promoting the exports of such pro-
ducts.

(3) To incur expenses for the administration of the Fund and
for carrying out such work of calculating and disbursing
export incentives as may, in consultation with the Textile

Commissioner, be decided upon from time to time by the
Federation.

(4) To collect and disseminate information on all matters
affecting the export of cotton textile products and to print,
publish, issue and circulate such papers and circulars
as may be necessary for all or any of these objects.

(5) To send representatives or trade delegations abroad for
any work connected with the promotion of exports of
cotton textile products and to bear the entire or such
proportion of expenses incurred in connection therewith

as may be determined from time to time by the Federa-
tion.

(6) To take part in Tariff or other enquirics and the work of
Committees, conferences, etc., in India or abroad, which

have a bearing on the objects of the Fund and to incur
expenses in connection therewith.

2. The source of revenue of the Export Promotion Fund is the
premium/fee collected by the Federation from mills on their con-
sumption of cotton—both imported and Indian. This collection is in
the nature of a voluntary contributilon made by the cotton textile
industry towards bearing the burden of export assistance by spread-
ing it equitably among all the cotton textile mills of the country.
This contribution, under rule 4(I) of the Rules and Regulations of the
Fund, is to be collected in such manner as may, in consultation with
the Textile Commissioner, be determined from time to time by the
Committee and is credited to the Fund. The rate of the premium/
fee has been varying from time to time and from quality to quality.
While premium on imported cotton is being collected since March,

1959, fee on indigenous cotton is being collected only from 1st
January, 1962. :

The collection of fee on indigenous cotton has been discontinued
‘with effect from 1st January 1967. The rates were different for

different varieties of cotton and the average rate per bale was Rs. 7.50
before collection was discontinued.
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The current rate at which a contribution is levied on the basis
of quantities of cotton imported/(effective from 23rd November
1906) is Rs. 200.00 per bale of 400 lbs. for all varieties.

3. The main item of expenditure out of the Fund is giving of cash
incentives to manufacturers etc.,, on the export of cotton textiles.
The rates of cash incentive are fixed by the Committee of the Fede-
ration in consultation with the Textile Commissioner and they have
varied from time to time, from quality to quality and from destina-
tion to destination.

Other items of expenditure out of the Fund are the administrative
expenses of the Fund, contributions to the Cotton Textiles Export
Promotion Council and the Handlooms Export Promotion Council,
etc. A statement (Annexure II) showing the break-up of the ex-
penditure out of the Fund since its inception is attached.

4. All the trusts and the properties of the Fund vest in the
Trustees appointed under rule 7.1 of Rules and Regulations of the
Fund. The accounts and records of the Fund are maintained in
such manner as may be approved by the Committee of the Federa-
tion. and the auditors of the Federation are also the auditors of the
Fund. It is understood from the Federation that there is also a con~
tinuous internal audit of the Fund and particu'arly of the disburse-
ments, by a firm of chartered accountants.

5. Payments to the Fund are made by means of cheques and
demand drafts and not in cash. All the cheques and demand
drafts received from the various sources are deposited in the Fede-
ration’s current account with the Bank of India Ltd., Fort, Bombay,
which is operated upon by the Secretary-General of the Federation,
Similarly, payments from the Fund are made through the Bankers
and not in cash.

Moneys not immediately required for the purposes of the Fund
are invested in Fixed and Call Deposits with Banks.

6. A statement showing the receipts and disbursements of the
Fund since its inception is attached (Annexure III).

7. This note has been ‘vetted by the Accountant General, Com-
merce Works and Miscellaneous, New Delhi vide his U.O. No. Rep-
1-8(219) Com/Vol. VIII/1548-49 dated 2.3.1968.
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ANNEXURE 1

THE INDIAN COTTON MILLS' FEDERATION, BOMBAY-1

Rules and Regulations of the Indian Cotton Mills' Federation's
Export Promotion Fund

1. The name of the Fund shall be ‘The Indian Cotton Mills’
Federation’s Export Promotion Fund'.

Definitions

2.1. The ‘Federation’ shall mean the Indian Cotton Mills' Federa-
tion.

2.2. The ‘Committee’ shall mean the committee of the Indian
Cotton Mills’ Federation.

23. The ‘Textile Commissioner’ shall mean the Textile Com-
missioner to the Government of India.

2.4. ‘Cotton Textile Products’ shall mean yarn and cloth manu-
factured with cotton or with mixtures of cotton and other fibres,
or mixture fabrics containing cotton, and shall include other pro-
ducts and by-products manufactured with the help of such yarn
and such cloth including tapes, newars, ropes, fishing nets, web-
bings, hosiery fabrics, ready-made garments, mosquito nets, tents
and such other items as may be determined from time to time by
the Committee, in consultation with the Textile Commissioner.

25. ‘Contributors’ shall mean those versons, firms, associations,
companies or authorities as are called upon under rule 4.1 10 make
contributiong to the Fund.

2.6. ‘Beneficiaries’ shall mean those manufacturers, processors
and exporters as are eligible to receive payments from the Fund
under rule 51.

. QObjects
The purposes for which the Fund is established are:—
3.1. To promote exports of cotton textile products.

3.2. To give incentives, monetary or otherwise, as may, in con-
sultation with the Textile Commissioner, be decided upon by the
Committee from time to time to the manufacturers, processors and
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-exports of cotton textile products with a view to promoting the
exports of such products.

3.3. To borrow or raise money for carrying out the purposes of
the Fund.

34. To incur expenses for the administration of the Fund and
for carrying out such work of calculating and disbursing export
incentives as may. in consultation with the Textile Commissioner,
be decided upon from time to time by the Committee,

3.5. To collect and disseminate information on all matters affect-
ing the export of cotton textile products and to print, publish, issue
and circulate such papers and circulars as may be necessary for
all or any of these objects.

3.6. To send representatives or trade delegations abroad for any
work connected with the promotion of exports of cotton textile
products and to bear the entire or such proportion of expenses incur-
red in connection therewith as may be determined from time to time
by the Committec

3.7. To take part in Tarff or other enquiries and the work of
Committees, Conferences. rte., in India or abroad. which have a

bearing on the objects of the Fund and to incur expenses in con-
nection therewith.

3.8. To promote and finance research about cost of production
and marketing of products with a view to promoting the exports
of cotton textile products.

39. To incur expenses in carrying on propaganda or publicity
in India or abroad for the purpose of promoting exports of cotton
textile products.

3.10. To encourage and finance research and technical develop-
ments in plant, machinery, products and processes with a view to
promoting exports ef cotton textile products.

3.11. To invest the money of the Fund not immediately required
in such manner as may from time to time be determined by the
Committee or on delegation of authority from the Committee, by
one or more of the Chairman, the Deputy Chairman, the Vice-Chair-
man, Members of the Committee and the Secretary-General of the
Federation.

Contributions to the Fund
4.1, Contributions to be paid by cotton mills and others having
.direct or indirect connection with the manufacture, processing, dis-
tribution or export of cotton textile products, shall be collected h
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such manner as may, in consultation with the Textile Commis-
sioner, be determined from time to time by the Committee and
they shall be credited to the Fund.

42 The decisions of the Committee as regards the quantum,
manner and basis of contribution and the time limit for paying the
contributions shall be final and binding on all concerned.

43. The Committee shall have the authority to decide from time
to time, about payment of extra contributions by such contribu-
tors to the Fund as are in default in paving their dues to the Fund
within the prescribed time limits.

44. Any interest accruing from the investment of the funds shall
be made over to the Federation for being utilised for any of the
purposes of the Federation.

Export Incentive Payments from the Funds

5.1. Pavments from the Fund to manufacturers, processors and
exporters in vespect of exports of cotton textile products shall be
made in such quantum and at such time as may, in consultation
with the Textile Commissioner, be decided upon by the Committee
from time to time.

5.2. The Committee shall have the authority to withhold pay-
ment of any amounts due to any beneficiary of the fund in case the
beneficiary is in arrears of any payments due by him to the Fund
or otherwise, if in the opinion of the Committee the beneficiary has
done or omitted to do any acts resulting in or calculated to result
in derogating from the objects of the Fund.

Management of the Fund

6.1. The Fund shall be managed by the Indian Cotton Mills Fede-
ration and the Chairman, the Deputy Chairman, the Vice Chairman,
the Committee and all officers of the Federation shall hold corres-
ponding positions in regard to the management of the Fund provid-
ed that the Trustees of the Indian Cotton Mills—Federation shall
not be ex-officio Trustees of the Fund, but shall be appointed under
rule 7.1 of these Rules and Regulations.

6.2. The Committee sha!l decide from time to time as to the por-
tion of the total expenses incurred by the Federation as shall be
attributable to expenses for the administration of the Fund, for
carrying out the work of calculating and.disbursing the export incen-
tives and for carrying out any of the objects of the Fund and on
such defermination the amount shall be debited tot he Fund.

1453 (E) LS—??
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6.3. The Committee shall have the authority to advance loans from
fhe Fund for purposes of carrying out any objects of the Federation
on condition that the Federation shall remain liable to the Fund to
return the whole of the loan and to ensure that there is no delay in
making payments to beneficiaries on due dates, because of the Fede-
ration having taken the loan.

6.4 If and when the Committee deem it necessary or desirable
for the purposes of the Fund that any money should be borrowed or
raised, the committee may, under their powers specified in Rules
and Regulations of the Indian Cotton Mills’ Federation, borrow or
raise money for the Fund to the extent required in any manner
authorized under Rule 421 of the Rules and Regulations of the
Indian Cotton Mills' Federation and at any rate of interest and on
such terms and conditions and whether with or without security as
the Committce shall think fit, and the money so raised shall be made
ever as loan to the Fund.

Trustees

7.1. There shall be not less than two and not more than five
Trustecs of the Fund to be appointed by a Resolution of the Com-
mittee. Any person for the time being entitled to be nominated as
a member of the Committee shall be eligible to be appointed as a
Trustee, but shall ipso facto cease to be a Trustee if he ceases to be
eligible to be appointed as a Member of the Committee. Any
Trustee may be removed by a majority of 75 per cent of the votes
cast at a special General Meeting of the Federation duly convened
for the purpose of considering such removal. The Trustees of the
Federation shall be eligible to be appointed as Trustees of the Fund.

7.2. All the trusts and properties of the Fund shall be vested in
the Trustees appointed under rule 7.1, and they shal]l have custody
of all securities and documents of little relating thereto. and shall
deal with and dispose of the same and the income thereof in accor-
dance with the written directions from time to time given to them
by the Committee.

Accounts and Records

8.1. Proper accounts and records shall be maintained in such
manner as may be approved by the Committee.

8.2. The Committee shal]l have power to determine the manner in
which bills, loans, receipts, acceptances, endorsements, cheques and
other documents, shall be signed or executed by or on behalf of the

Fund.
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83. The Auditors of the Federation shall also be the Auditors of
the Fund and an audited statement on the financial position of the
fund for every year shall be sent with the notice convening the
Annual General Meeting of the Federation, to every member of the
Federation.

8.4. The accounting year of the Fund shall be the same as that
of the Federation.

Dissolution of the Fund

9.1. The Fund shall stand dissolved on such date as may be deter-
mined by the Committee.

9.2. On the dissolution of the Fund, accounts about the working
of the Fund shall be made up by the Committee within three months
of the dissolution of the Fund, and shall be duly audited.

9.3. If on the dissolution of the Fund, the accounts reveal a defleit,
the Conmumittee shall decided upon the manncr in which the deiicit
should be made pgood, by collecting, if they so decide. further con-
tributions from the contributors of the Fund, or otherwise.

9.4. If on dissolution of the Fund, the accounts reveal a surplus
the same shall be dealt with by the Committee in the following
manner.

The whole or such parf of the surplus as may, with the approval
of the Textile Commissioner, be decided upon by the Committee
shall be applied towards any of the objects of the Fund. The surplus
of the Fund. not so applied towards the objects of the Fund, shall
be distributed among the contributors to the Fund. The distri-
bution shall be in direct proportion, or as near thereto as possible,
to the contributions received by the Fund from the contributors pro-
vided, however, no contributor shall be entitled to share in the
surplus so distributed if he is in arrears in respect of any of his con-
tributions to the Fund.

9.5. Notwithstanding anything contained herein above, a contri-
butor shall continue to be liable in respect of his contributions to the
Fund till all dues payable by him in respect of his contributions to
the Fund have been duly paid.

General

10.1. All acts done by the Chairman, Deputy Chairman, Commit-
tee and Officers of the Federation'in good faith and within the powers
conferred on them by these presents shall, notwithstanding that it
ie afterwards discovered that there was some defect in the appoint-
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ment of any of these office-bearers, be as valid as if every one of
them had been duly appointed.

10.2. Without affecting the generality of the powers of the Com-
mittee, 1t shal]l have the authority to make by-laws in regard to all
matters connected with the operation of the Fund.

10.3. No alteration of these rules shall he made save and excent
by a majority of three fourths of the votes cast at a special meeting
of the Committec of the Federation called for the purpose of con-
sidering such alterations provided the alteration so passed shall not
be effective unless it has the approval of the Textile Commissioner
to the Government of India.

ANNEXURE 1!

Stairment shogorrg the Detaile of [):ghursemonts from the Export rononion)
Fund of the Pederation for the Peviod 121198y 10 31-X-196~ ' Swhjeet i Audi

R,

U Incontive Csee too note . $2.32,9°.5)3
2. Retund of 1oy Renulatory (gstons Dury . . ,72.55.599
TPt ot S O Dy exoortof Crmdbsric to T donssin T.03.02)
4. Contrth ring for exhibittoas abeond ‘ . T4 12,209
s. Payment to the Cotton Textiie Expoet Promotion O el *22.32.932
6. Chatribution eswands exnznses of running Handloom

Bxport Promatioa Council, Madras, . 4 . 2,200,000
7. Administration Expenses of the fund . . : 23,78,674
8. Interest paid on loan from Government - . . 3,28.521
9. Bank charges for Disbursement of Lucentives. - . 50,278

NoTE : The total cash incmtive faclud s a1 amout of Rs. 2.70,44.056
paid for post-devatuation exporis made against pre-divaluaticn
contracts.

- —_ e — [V SE,

——— i o o bp——

) 'vaision;'l“!y being tr;ated aQ ;dvan:c by I.C.M.F.
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ANNEXURE 11

Stazement showing Receipts and Disbursememts of the Expori Promotion
Fund of the Indian Cotron Mills' Federation, Bombav

As on Bulance at the  Receipts on Dis hursemients  Balance ar the
beginning of uccount of pre- end of the vear
the vear mium e
31-12-1959 -— 218,852,290 70 1.52,73,5301 00 1.52.,78,784 "0

31-12-1960  1.62.78.754°70 H.76.07.904°00 06.04.39,715 00 1,74,.40,943" 70
IT-12-1961  1.74.46.643 70 £.28.64.060:00 §.75,91,452°00 1,27,59.560-70
T-12-1GH2  1.27086,500° 70 12,05,22.604 24 5.64,3.1.041.16 7.68.4K.133° 78
*31-3-1904  TORU8.133° 78 11.99.67.366.97 9,26.60,911 20 10,41,45,589.55
341963 10.41,45,589.55 7B TTI92.90  T,14.04,963°89 11.26,17.818.56
31-12-1968 11,26017.818. 50 2,81.72.417-35 8,59,24,378-79 §,48,65.857 12

31-12-1966  §.u8,65.857-12 7.15.93.78% 40 15,24.26,502.317- 2.59,66,85G- 79

31-8-1967 {-)2,59.66,856-79 8,77,42.725°95 6.17.73.864- 16 §%.60,034°%9
(Provl. and

subject to

audit

*The accounting vear of the Federation was calendar year till 1962. As it was re-
gistered as atrede unlonurdcr the Trdisn Tisde Unions' Act, 1926, it had to change
the accounting year :0 financial year in July 1963 as per the act, and it closed its
gCcOLN’s €N 31.2.:674 fcr the par'ed 1.1.1963 10 31.3.1964 and on 31.3.1965 for
xg(4-;’5. The rd'en Ticd: Urlors’ Act, 1926 was smended in 1965 requiring trade
tricrns o meparn scccuns or Calacder yoar basis and, therefore, the Federation
changed its accounting ycar (0 calendar year in 1965 and presented sccounts for the
period fiom 1-4-19€5 t0 31-12-1965. From 1965 onwards the accounts are

maintaincd on Calendar vear basis.
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Recommendation

Incidentally, the Committee find that the compilation on Expert
Promotion Schemes prepared by the Directorate of Commercial Pub-
licity has been marked as Confidential/For Official Use only. They,
however, feel that it is advisable to publicise this compilation im
order to make it available to the general public,

[S!. No. 20, para 2.22 of Appendix XLV to the 50th Report (3rd Lok
Sabha)].

Action taken by Government

The compilation of Export Promotion Schemes was intended for
the use of administrative authorities, Export Promotion Councils,
administrative officers and exporters directly concerned with the
schemes. It was thought that if this compilation was made available
to those who are not directly concerned with the schemes, there
could be some cinbarassment with international organisations dealing
with international trade and importers in foreign countries might be
tempted to ask for at least a part of the monetary benefits from the

scheme to be passed on to them.

The Export Promotion Schemes included in the compliation re-
ferred to by the Public Accounts Committee have since been abolish.
ed. But cven in the case of cach assistance schemes which have
since been introduced, it has been considered that if the details are
too widely circulated, we would run the risk of facing embarassment
and exporters might run the risk of pressure from importers te

depress export prices,
[Ministry of Commerce & Industry, O.M. No. 22(10) /66-PAC, dated
16-1-1967).
Recommendation

The Committee are not happy to learn that leaving a few items
of are, neither the MM.T.C. nor the S.T.C. maintain any list of com-
modities which can he exported or imported wunder the Barter
Scheme. It has bern stated during the course of evidence that it
is not practicable to draw up any such list as the commodities are
changed from time to time according to the exigencies. While the
Committee concede that no permanent list of such commodities can
be drawn up which will meet the varying needs of the trade over a
length of time, they fail to understand why the Ministry cquipped
with all the necessary knowledge of the trends of internal trade and
which have experience of barter deals during the last eight year or
more, should not be in a position to prepare a list of items accep-
table for barter from time to time. Moreover, the difficulties against
the preparation of such a list do not appear to be insurmountable.



The Chairman, S.T.C. stated in evidence, “Since 1958, we know from
precedents as to what is regarded as acceptable. Then we consisten-
tly hold meeteings, we also know that in a certain year, we may have
to face difficulties”. It is obvious, therefore, that the commodities
which can be considered for barter are known to Government and
the plea that. “What is in one’s mind at one moment may not be
known to anyone” is not cogent enough to substantiate the stand
against having a list which could be made use of by the traders of
the country in general,

The Committee are glad to obscrve that in a subsequent meeting,
(arranged at the instance of the Ministry), the Secretary, Ministry
of Commerce was receptive to the suggestion that a list of commodi-
ties acceptable for barter could be prepared and amended from time
to time.

[S1. No. 33. Para 3.8/3.9 of Appendix XLV to the 50 Report (Srd
Lok Sabha)].

Recommendation

The Committee find that the Scheme of barter which was evolved
in 1958 with the purpose of importing more steel and ultimately
extended to cover the import of other items cssentinlly necded im
the country by exporting items which were ‘difficult to sell’ still
continues to be in a nebulous state.

{Sl. No. 34, Para 3.10 of Appendix XLV to the 50th Report (3rd
Lok Sabha)].

Recommendation

Under the circumstances where there is no systematic procedure
of issuing periodic press notes circulars giving adequate information
about the barter deals, excepting those who are already in the harter
deals or those who have access to official heirarchy, the trading com-
munity in general is dcnied the benefit of getting information regard-
ing the details of the different schemes of barter which are in opera-
tion or which are likely to be taken up or the commodities which are
permitted for export/import under the barter arrangements. As it
is, the initiative rests not with the Government but with each indi-
vidual trader to approach the Government to find out for himself
whether a particular commodity could be hartered,

ISl No. 35, Para 3.13 of Appendix XLV to the 50th Report (s
Lok Sabha)}.
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Recommendation

Since the objective of the scheme is to export “difficult” items,
it is all the more essential that the trading community is kept fully
informed. The Committee therefore, strongly feel that the working
of the present Schemes needs rcorientation. They, therefore, sug-
gost that the Ministry should devise ways and means by which all
information pertaining to the barter transactions including the list
of commodities are adequately published and are easily made avail-
able to those who want to take advantage of them,

[Sl. No. 36, Para 3.14 of Appendix XLV to the 50th Report (3rd
Lok Sabha)].

Recommendation

The Committee feel concerned to note that more than 90 per cent
of the proposals have to be rcjected for some reasons or the other.
This only indicates that Government's policy in regard to barter
deals is not fully known to the trading community in general result-
img in a lot of infructous effort by the parties concerned.

[S1. No. 37. Para 3.17 of Appendix XLV to the 50th Report (3rd
Lok Sabha)].

Recommendation

They feel concerned to learn that a substantial part of the export
ebligation of the party in respect of manganese ore was taken over
by the M.M.T.C. for which the party was required to pay 25 per cent
more value. The Chairman, MMM T.C. explained that this was be-
cause of the policy decision taken subsequently that the export of
manganese ore should be taken over by M.M.T.C. after December,
1964. Even so, the Committee are of the view that the export obli-
gation under barter deals must invariably be fulfilled by the party
concerned. They hope that such cases will not recur.

[Sl. No. 40, Para 3.23 of Appendix XLV to the 50th Report (3rd
Lok Sabha)].

Recommendation

In regard to the fixation of import prices, the Chairman, S.T.C.
had stated during evidence: “We do not fix the prices; but we do
see that the prices are reasonably competitive...... We also have
a general knowledge as to the price at which things get imported”.
The Committee were, however, informed by the Chairman, MM.T.C,,
that after barter deal was approved and the letter of intent issued,
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a detailed barter contract was eatered into, which stipulated the

ity, quality and price of the bartered commodities. This ena-
bled the MM.T.C. o exercise proper check over the value of im-
ports and exports involved in the barter deals. Committee how-
over, find that there is no such system obtaining in the S.T.C. In
the case of jute goods or tobacco, the Chairman, S.T.C. stated: “We
icnﬁoned only the value and not the quantity either in the ex-
perter’s contract column or the implementation column”. The Com-
mittee feel that unless the quantity and quality of the goods to be
exported and imported are also mentioned in the contract, there is
scope for the traders to get unintended benefit by the manipulation
of prices. They are, therefore, of the view that the practice follow-
od by M.M.T.C. should also he introduced by S.T.C.

[SL. No. 42, Para 3.27 of Appendix XLV to the 50th Report (3rd
Lok Sabha)].

Recommendations

The Committee are surprised to note that while M.M.T.C. have
considered it desirable and have introduced duplicate checks to en-
sure that the commoditics exported under the system of bharter
strictly conform to the termys of the agreement, the S.T.C., a sister
erganisation, have no such system. The Committee consider this to
be anomalous. It is not quite understandable how the S.T.C. in the
absence of any such machinery exercise any control on the quality
of the goods exported under a barter.

[Sl. No. 43, Para 3.29

of Appendix XLV to the 50th Report (3rd
Lok Sabha)].

Recommendation

The Committee suggest that Government should consider the
question of introducing a proper system of checks by the S.T.C. re-

garding the specifications etc. of the hartered commodities in the
same lines as by the MMM.T.C.

[Sl. No. 44, para 330 of Appendix XLV to the 50th Report (3rd.
Lok Sabha)].

Action taken by Government
The observations, and suggestions for action contained in these
paragraphs, have later been summarised by the PAC in Recommenda.
tion Number 52 (Para 3.45), in reply to which a detajled note is being

submitted to the Committee. Accordingly, separate replies are not
being offered in respect of these recommendations.

[Ministry of Commerce OM. No. 7(12)-Br. A/66 Dated 12-4-1967].
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Recommendation

The Committee regret to observe that while the note in question
gave details about the deals no hformltion/cxplamtlon has beea
gtven as to why high priority was given for the import of staple fibre
except stating “Government had considered the import of staple fibre
as an essential item against the exports of Indian sugar”. The Com-
mittee feel that the import of staple fibre is not strictly consistent
with one of the guiding principles for the barter deals viz. ‘essentially
of imports’ and by importing staple fibre in a barter deal the Ministry
have violated this principle.

It should be remembered that the export price of sugar (to be sold
in the international market) is in the neighbourhood of Rs. 50 a bag
whereas its internal controlled price is in the neighbourhood of Rs, 120
to Rs. 130 a bag. So in view of the fact that sugar is being highly sab.
sidised for export, care should be taken by the Ministry of Commerce
that commodities like staple fibre etc. are not imported in lieu thereof,
The Conumittee would also like to impress upon the Ministry that they
should be more strict in adhering to the twin principles of the barter
deals viz. essentiality of imports and additionality ef exports.

In this connection attention is also invited to the observation of the
Committee made in para 1.38 of this report.
[Sl. Nos. 45 & 46. paras 3.34 & 3.35 of Appendix XLV to the 50th
Report (3rd Lok Sabha)].

Action taken by Government

At the commencement of the sugar vear 1961-62 (November—
October), there was a stock of 11.83 lakh tons of sugar in the country.
The production during the year was estimated at 26.5 lakh tons and
the consumption at 24.5 lakh tons. Thus, at the close of the year,
sugar stocks in the country were expected to rise to about 13.8 lakh
tons. After providing for an essential carry-over ot about 7 lakh tons,
it was estimated that we would be left with surpius of about 5 lakh
tons of sugar during that vear. The question of disposing of this
sugar through exports by all available metheds (including barter)
had to be explored.

2, On an average, the f.o.b. cost of sugar worked out to Rs. 800
per ton after al'owing for full drawback of excise duty and cane
purchase tax. Against this, the export realisation then worked out
to Rs. 550 per ton on exports to USA, Rs. 350 per ton on exports to
preferential markets (Malaya, Singapore, Canada and the UXK.) and
Rs. 295 per ton to cther international markets. The supply price of
sugar was fixed by Government and sugar could not therefore, be



exported below these basic minimum prices. During this period
the basic minimum prices had been indicated as £ 23 & £ 29,
(which if necessary could even be £ 22 & £ 26 respectively) for
preferential and non-preferential markets. These prices were even
then considered about 20 per cent higher than the world market
prices. So losses could not be avoided in the export of sugar and
had to be made up if we had to have worthwhile business proposi-
tion, vis-a-vis disposal of surplus sugar stocks. In respect of cash
sales the exports were subsidised; in the barter transactions they
have to be made up by counter imports.

3. There had been very little exports to Canada in the past and
we had to make a break-through in the matter of exports to Canada.
Even at competitive prices, it was unlikely that a substantial demand
would be built up for s::gar as supplies were available in plenty from
other sources which had their financial and other interests. It will
thus be seen that we had a large surplus of sugar whose disposal vie
exports bristled with difficulties.

4. During this period, there was on the other hand an acute scar-
city in the availability of cotton in the country. As a result, it was
apprehended that there might arise a “cloth famine” and in any case
a fall in the exports of textile from the country. The demand for
cotton had to be satistied not only in the aggregate but also in terms
of specific varieties of cotton required by the mills, since they are
unable to substitute one varicty for another at short notice in their
mixings. One of the sectors in which the scarcity was particularly
noticed was in respect of long staple cotton. After taking into con-
sideration all the factors involved, it was inter alia decided to import
on an urgent basis about 50,000 bales of cotton under barter.

5. The price of long staple cotton during that period was in the
neighhourheod of 30 to 35 d. per 1b. The international price for staple
fibre was reported to be 21 d. per lb. c.i.f fnr the 1.5 denicr and 1.5
staple, which the cotton industry was willing t» accept. This staple
fibre was cheaper to import than long staple « »tton; the staple fibre
was as good as long staple cotton, and its spinning could be done with
the same machinery in the cotton spinning mills.

8. The f.0.b. realisation on the sale of sugar was expected to be of
the order of £9.06500 which would get as counter-import apout
4625 tonnes of staple fibre (equivalent to about 23,000 bales of
cotton). Besides, the barter importers were also able to get a dis-
count in the internationa! prices of the staple fibre.

7. The losses involved in the exports of sugar could be made up
only by making appropriate loading on the internal price of the im-
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ported item after its import at international price. While there
was 2 point beyond which loading on internal price ccull not be
made on cotton, such loading was mo-e practicable on s.aple fibre
in view of the high cost of the indigenous product as compared to
the imported price. The difference in prices provided sufficient ope-
rational flexibility, which could help in wiping out the losses involv-
ed in the export of sugar.

8. It was in these circumstances that it was decided to permit the
import of staple fibre in the context of the urgent necessity to pro-
vide the mills with sufficient raw materials to enable them to func-
tion uninterruptedly.

{Ministry of Commerce OM. No, 7(12)-B & A 66, dated 12-4-1967].

Recommendation

From the cases cited in para 3.38 the Committee observe that the
principle of barter viz. “essentiality of imports” has not been strictly
followed. They regret such deviations and hope that adequate care
would be taken to follow the principle of ‘essentiality of imports’
more strictly in future,

[SI. No. 48, Para 3.39 of Appendix XLV te the 50th Report  (3rd
Lok Sabha)].

Recommendation

Since, according (o evidence, the import licences are operative only
te the extent to which a party earn foreign exchange, the Commit-
tee fail to understand how the possibility of issuing import licences
in excess of the amount of shipments effected by a party could exist.
They would, therefore, suggest that the Ministry should consider
whether the present practice could be replaced by a system where
the import licences are issued only to the extent of foreign exchange
earned and the element of ynreality which is inherent in the present
system is removed.

[Sl. No. 49, Para 3.4} of Appendix XLV to the 50th Report (3rd
Lok Sabha)].

Recommendation

The Sub-Committee hope that both the Corporations cnsure that
the CIF value of imports doos not under any circumstances exceed
the FOB value of exports in any barter deal. As a matter of fact,
the Committee would like the Ministry to examine whether it would
be advisable to fix CIF value of imports slightly lower (say by 20
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per cent) than the FOB value of exports under every barter deal, so

that esch barter deal may generate some free foreign exchange for

the country.

{Sl. No. 50, Para 342 of Appendix XLV to the 50th Report (3rd
Lok Sabha)].

Recommendation

From the statement 11 of Appendix XX, the Committec find that
in a number of barter deals, the items of export consisted of ‘sweet-
ening agents’ or ‘cushions’ only (e.g. jute goods, jute bags, tobacce
etc.). While the Committee agree to the principle that a small pro-
portion of exports may consist of traditional items, to make a barter
deal attractive, they are of the view that the larger principle of addi-
tionality of exports should be observed to a greater degree than has
been the practice so far.

[SI. No. 51, para 344 of Append'x XLV to the 50th Report (3rd
Lok Sabha)].

Action taken by Government

The observations and suggestions for action contained in these
paragraphs have later been summarised by the PAC in Recommen-
dation Number 52 (Para 3.45), in reply to which a detailed note is
being submitted to the Committee. Accordingly separate replies are
not being offered in ruspect of these recommendations.

[Ministry of Commerce, OM. No. 7(12)-B&A/66, dated 12-4-1967].

Recommendation

In the light of the detailed examination of the barter deals, main-
ly from the point of export promotion, the Committee would like te
make the following suggestions:—

(a) There should be a clear formulation of the policy in regard
to the acceptance of barter proposals and this should be
made widely known to the public.

(b) The healthy principle of additionality of exports and es-
sentiality of imports should be adhered to as far as possi-
ble.

(¢) List of items acceptable for Imports and Exports for barter
deals should be determined and announced each time with
the Import Policy (six monthly).

(d) Quantity, quality and price of items to be imported/ex-
ported should be clearly stipulaied in each barter contract
to avoid the possibility of their mianipulation to get unin-.
tended benefits.
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(¢) S.T.C. and MM.T.C. should have proper and adequate
machinery to know the prevailing internal and interna-
tional prices of commodities.

(f) Suitable monetary limit should be fixed for each barter
contract.

(g) C.LF. value of imports should be 20 per cent lower than
the F.0.B. value of exports in a barter deal to generate
free foreign exchange for the country.

(h) In every barter deal, export should precede import.

[Sl. No. 52, Para 3.45 of Appendix XLV to the 50th Report (3rd
Lok Sabha)].

Action taken by Governmnent

These suggestions were made by the Public Accounts Committee
prior to the devaluatinn: the changed situation created by the devas-
luation has to be taken into account in examining or implementing
shese suggestions.

2. Because of our relatively small volume of foreign trade and
80 as to retain the maximum flexibility in the realisation of foreign
exchange earnings from our exports, we have resorted to barter
or link or parallel deals only to the minimum extent possible. But
barter is one of the oldest forms of trade and its nature as distin-
guished from other forms of trade has first to be recognised. In a
sense, it is a method of obtaining leverage to sell goods (i.e., exports)
where in any case some goods have to be purchased (i.e., imports).
In a country which has enough exports to pay for its imports, or
generous foreign exchange reserves otherwise, there might be no
hesitation to undertake imports without imposing an ebligation
to generate foreign exchange for repayment, our case is very far
from that. Similarly, while imports can be financed also through
credits or loans or other forms of aid, in effect the obligation to
earn foreign exchange to repay such aid is passed generally on to
the community without any obligation having been linked. at the
time of imports, to generate exports and thereby help towards re-
payment of the imports bill. It is against this background that
barter or link or parallel deals have to be considered when we are
faced with considerable surpluses in any export commodity or find
them difficult to sell on cash or find that the direct sale on cash
brings us lower prices in terms of foreign exchange than could be
available through special arrangements like barter. Like-wise, the
need for such deals can arise in an effort to raise the level of trade
with particular countries or where, otherwise, the trade despite
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best efforts continues at a very low level or there is a chronic adverse
balance of trade against us and th> changing of such a situation is
found to be in the national interest.

3. Our experience in this field shows that the situations in which
barter/link/parallel deals have to be considered may thus be classi-
fied into the following three broad categories, and the criteria under
each category will have to conform to the central objective which
the category in question is intended to achieve:-—-

(1) Commodity based deals:

These are deals where the main aim is to promote the exports
of certain commodities which are difficult to sell on normal cash
basis.

(2) Country based deals:

In this category of deals, the central objective is to raise the
level of trade, particularly exports to a particular country or region.

(3) Country-cum-import-commodity based deals:

The principal object of entering into this type of deal is to
finance the import an essential commodity, which India
is importing from a country, through exports of specified
commodities. Opportunity is taken under these deals to
include along with items of norma! exports a limited pro-
portion of new or difficult items.

4. It follows that, in the context of the broad objective of each of
the three broad categories mentioned above, the suggestions made
by the Public Accounts Committee would, apply in varying propor-
tions. Keeping that, and the foregoing analysis in view, the eight
specific suggestions of the Public Accounts Committee are dealt
below in the succeeding paragraphs; for facility in presentation, they
are taken up in an order slightly different from the order in which
they have been given in the Report of the Committee:—

1. “(b) The healthy principle of additionality of exports and
essentiality of imports should be adhered to as far as
possible.” ‘

To take the imports first, it is agreed that essentiality is the cru-
cial test that the commodity list as regards the import leg of any
deal of this nature must pass. As stated earlier, barter etc. is only
8 method to obtain leverage, to push exports, by linking them to
Imports which are otherwise essential and inescapable in any case.
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The concept of additionality of exports, however, presents more
difficulty in practice. The content and the nature of such additiona-
lity, firstly, would differ both in character and degree in their appli-
cation depending upon the category of the deals in question; in com-
modity based deals, the bulk of the export packet should be addi-
tional. In the country based deals. where the central! objective is
to raise the level of trade between the two countries, both the con-
cepts—of additionality of exports as well as essentiality of imports—
have to some extent to be conditioned by the basis of reciprocity
between the two countries. Regarding the country-cum-import com-
modity based deals, the import items by definition would be of essen.
tin" i*-ms. the export packets might have to include 2 larger propor-
tion of items which are normallv exported to that particular coun-
trv. bt with & certain portion of our “difficult to sell” iteme< also
udded. 1 sty the concept of additionality has to be viewed flexi-
bly and not o’y by taking into consideration the overall exports
from this country which might fluctuate. item to item and from vear
to year, for a variety of other reasons. Additionality has also to be
judged from the angle of our being able to sell the “difficult to sell”
items in new markets. where the particu’ar item of that quality has
not been sold before, or sold only to a negligible extent. and where

there is potential such new markets offer for building up future ex-
ports of that item.

. “(hY In every barter denl. export should precede import”.

This is accepted as heing the salutary genera! principle which
should normally be followed, and which has in fact been followed so
far. There have been, however. situations——which nyight recur
again—where, having no other source or means of finding foreign
exchange to meet imminent physical shortage of an essential import
item, in our own interest’we have had to negotiate for the import
items to arrive even in advance of generation of funds through ex-
ports from India. In such cases, however, it will be necessary to
take adequate safeguards so as to ensure that the exports do mate-
rialise, even if subsequently, and the requisite foreign exchange is
earned through the exports. One method suitable in such cases is
stipulate that remittance against such pre-imports would not be al-
Jowed until the foreign exchange is generated through the exports.
In such cases. the party has to be persuaded to outlay considerable
foreign exchange, involved in making those shipments through pre-
imports, and pay interest charges etc. on such outlay, because of
which some compensation has to be provided to enable them to re-
cover all or part of those expenses. Another alternative method
could be to insist on the foreign buyers, against the export contract,
to open a ‘“red Letter of Credit” under which we can be permitted
to draw certain percentage of the sale price, which will be in foreign
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exchange, if after 30 days, of declaration of load readiness of export
cargo. the buyers fail to nominate the vessel and lift the cargo. To
conclude, if may be reiterated that the general rule should be that
export should precede import and any departure therefrom should
be justified only by the urgency of the import item becoming physi-
cally available and safeguarded by suitable stipulations so as to en-
sure that the exports do materialise.

3. “(g) CLF. value of imports should be 20 per cent lower
than the F.O.B. value of exports in a barter deal, to genc-
rate free foreign exchange for the country”.

The desirability of such a target. while negotiating deals of this
nature, is accepted. It would. however, be seen that in practice this
may be very difficult to implement particularly if certain ether desi-
rable objectives have at the =ame time to be secured  For instance,
if under such deals, both exports and imports are to be made at in-
ternationally competitive prices, obviously the other parties would
not agree to the C.IF. value of imports being thus limited. In fact,
when export is made on F.OB. basis and import is to be made on
C1F. basis. the other party has already to undertake the responsi-
bility of paying the freight both ways and has to reimburse them-
selves for the freight on the import commodity by taking additional
goods from India. If imports permitted against barter deals are to
be for a value substantially less than 100 per cent, it would incvi-
tably mean that there will be some loading, visible or invisible, on
the imports. If it is intended to raise the obligation of the bartering
party to more than earning the transport cost both ways in addition
to the generation of foreign exchange for payment of F.O.B. value
of imports, the problem would arise as to the source from which he
has to meet the additional expenses. In these circumstances, it is
submitted, while efforts should certainly be made during negotia-
tions of any fresh deals so as to limit the imports to 90 per cent of
even 80 per cent of the F.O.B, export value, thiz cannot be made a
break point if the deal in question is found to be in the interest of
the country in other respects. As regards country based deals,
where we wish to increase our exports both in traditional and non-
traditional items. there would also be the question of reciprocity and
equality of nations. In such cases, at best, the deal could only be on
the equation of F.O.B. value of exports to the F.O.B. value of
imports.

4. “(f) Suitable monetary limit should be fixed for each barter
contract”,

This suggestion is accepted, and is in fact already being followed.
In negotiating such deals, monetary ceilings are determined after

1453 (E) LS—5.
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taking into account the status and standing of the firm in interns-
tional trade, their past performance, and their contracts with the
overseas interests both in regard to items of exports as well as of
imports. The monetary ceiling fixed for export obviously limits the
celling for import. Moreover, in such deals the firms are usually
required also 1o execute a Bank Guarantee for a certain percentage
of the overall value of the deal and that by itself acts as an indirect
check on the monetary value of the deal.

5. “(d) Quantity, quality and price of items to be imported/
exported should be clearly  stipulated in each barter
contract to avoid the possibility of their manipulation
to get unintended benefits”.

The procedure followed by the M\M.T.C. in respect of barters is,
after obtaining the approval of the Government in principle for a
deal involving export of certain commodity/commodities and like-
wise for import of certain essentially needed material/materials, a
letter of intent is issued to the firm by the M\M.T.C. with the stipu-
lation that firm contracts should be negotiated within a certain spe-
cified period which is subject to the approval of the MM.T.C. Such
contracts when established are commercial contracts in which quan-
tity, quality, price, delivery etc, are clearly out and there is thus
no possibility of any manipulation,

In cases where the MMUT.C. itself 1s the direct importer of steel,
the prices and quantities to be imported are also specifically men-
tioned an the barter approval.  In cases where prices are o be fixed
by the Iron & Steel Controller and where the foreign exchange is
to be generated in the first instance before such import, it is not
possible to fix the prices of steel in advance as the prices of steel
fluctuates over a fairly wide range. In case of non-ferrous metals,
it is also not possible to stipulate the prices in advance. In such
eases the barter approvals provide that the prices should be interna-
tionally competitive and are subject to approval of the MM TC.
beforce the import contract is finalised.

The procedure in respect of barters against bulk items of exports
like sugar in the case of ST.C. is that, after obtaining the approval
of the Government in principle for a deal involving export of certain
commodities and likewise for import of certain essentially needed
materials, a letter of intent is issued to (for a general agreement
arrived at with) the firm by the S.T.C. as the case may be with the
stipulation that firm contracts should be negotiated within a specific
period subject to the approval of the concerned Corporation. Such
contracts when established are commercial contracts in which
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quantity, quality, price, delivery etc. are clearly spelt out and there
is no possibility of manipulation. In regard to export packet, how-
ever, all that can be dene is to state the f.a.o. value of expurts that
would maten the c.if. value of imports. The purchases of the
several items inciuded in the export packet would be made under
specific contracts during the course of the period for which the deal
is to run. The purchases are to be made from the manuflacturers
or exporters in the open market at workable prices prevailing at
the time of entering into the contract. The fixation of prices would
have to be negotiated between the parties concerned. The public
corporations in such cases, however, register the contracts and see
to it that the prices at which the contracts have been entered into
are reasonable in the circumstances and are not such ag would be
<apable of manipulation.

6. “(e) ST.C. and MM.T.C. should have proper and adequate
machinery to know the prevailing internal and inter-
national prices of commodities.”

MAM.T.C. has fairly adequute machinery to study the market
irends, both internal as well as international, and such datan are
available to be taken advantage of during negotiations. The S.T.C.
has uiso some machinery of that nature. The suggestion is accepted
and, to the extent neccssary, such machinery hoth in the S'T.C.
and M.M.T.C. will be strengthened so as to discharge its responsibi-
lity in relation to the increasing volume and complexity of business
that the respective Corporations have to handle.

7. “(a) There should be a clear formulation of the policy ia
regard to the acceptance of barter proposals and this
should be made widely known to the public.

(b) List of items acceptable for Imports and Exports for
barter deals should be determined and anncunced
each time with the Import Policy (six monthly)”,

These two suggestions are being dealt together, as they are very
<losely inter-related. It is accepted that wide publicity about the
policy in regard to barter deals is as such a healthy and desirable
proposition, in its application to particular cases, however, it might
have to be qualified by canons of business prudence as explained
below.

‘Normally, exports and imports of commodities take place on
account of their qulity and competitiveness in price. If a commo-
dity is notified in advance as a barter commodity, then it is quite
likely that the exporters in India may hold back cash sales in order
1o link it up with some profitable item or items of import. The



. CHAPTER 1V

RECOMMENDATIONS/OBSERVATIONS IN RESPECT OF WHICH
REPLIES OF THE GOVERNMENT HAVE NOT BEEN AC-
CEPTED BY THE COMMITTEE AND WHICH REQUIRE RE-
ITERATION

Recommendation

The Committee fail to understand how the Ministry of Commerce
could decide without even consulting the Ministry of Finance, not
to enforce the honds, th non-forfeiture of which has resulted in a
loss of revenue to the extent of Rs. 1.51 crores. Moreover, the Minis-
try of Finance, were also 1ot consulted in regard to the foregoing
of the foreign exchange carnings to tune of Rs, 3.29 croves though
the Rule of Business made it clear that in financial matters there
should be consultation with the Ministry of Finance. The Commit-
tee view such lapses with great concern and recommend that the
Ministry of Commerce should be more careful and vigilant und con-
sult the Ministry of Finance in matters  invelving huge financial
implications.

[SL No. 10 para 1.34 of Appendix XLV (o 50th Report (3rd L.S)]

In view of the facts stated in para 1.35 the Committee are unable
to accept the arguments put {furward by the Secretary, Ministry of
Commerce, that the intention in this case wns that the obiization to
export would lapse and thevefore the bonds necd not be enforced
when the scheme was suspended,

In view of the large amounts invelved, the Committee desire
that the whole matter should be thoroughly investigated without any
loss of time with a view to fixing responsibility, taking appropriate
action against the defaulting officers, adopting suitable preventive
measures against the occurrence of such cases in future and retrieve
ing the loss caused to forcign exchange/public exchequer to the
extent possible,

[SL No. 11 para 1.36 of Appendix XLV to 50th Report (3rd L.S))
Action taken by Government

Recommendations made in paragraph 1.11 and 1.13 are accepted
by Government for compliance.

2. The observations made in paragraphs 1.6, 1.8, 1.16, 1.18, 1.24
132 and 1.34 h: ve bi :n noted.

64



3. Government would like to respectfully point out that the
apparent irregularities or defaults in this matter nave really arisen
out of what the Committee have termed as an anomalous position,
namely, that an exporter of a commodity should be categorised and
regarded both as a prospective exporter and an established exporter,
It will be appreciated that in relation to exports and export realisa-
tion of the same product, it would not be currect or justifiable for
Government to prescribe differing facilities or obligations. The point
which was stated before the committee by the oflicials of the Ministry
was that there cannot be discrimination, at the same point of time,
as between two classes of exvorters of the same product with regard
to their undertakings or obligations, more so if the more onernus
obligations are imposed on exporters with actunal perfurmance to
their credit than on those who had to export at a sater poirt of time.
Thus, the initial stipulation which was later found to he mistaken
and defective one of prescribing differing facilitics, conditions, obli-
gations and prescriptions in relabion to evvorts and export realisations
of the same product had, in equity, to be rectified. It is in this con-
text that the question arises as to whoether the letter of any under-
taking or bond could ar <hould, in equity, be enforced against the
spirit of the schemes as o whole. Tha eoncept of contingent losses
of foreign exchange o1 rupee realisations for thie public exchequer
has also reference to this basic issue. However, in deference to the
recommendations of the commiitee, Government agrees that the
whole matter and particularly the points mentioned by tne Comini-
ttee in para 136 should be examined and investipated. Gevernment
have already undertaking such an inveustigotion. The recult of “his
investigation will on its completion, be submitted to the Committee,

Government would like to aad that the decision of policy in this
case was taken at the level of the then Commerce and Industry
Minister It would also therefore, have to be considered as 1o what
extent and in what manner any individral officeis who inplementert

this decision can be held responsible for the ri:nlts following on the
decision.

4, Tt is mentivned for the infi.rmaiion of tlie ZTommitiee that this
particular export scheme was withdrawn and wound up by Gov-
ernment early in 1959 after it had run for ahout 25 months since
1957. Also, all the former export promotion schemes stand abolished
from the 6th June, 1966 after devaluatior.

[Ministry of Commerce O.M. No. 7(3) Tex. F./66 Dt. 4-11-1966]
Further Information

Paras, 1.35 and 1.36: The export of art silk fabrics in 1956 was
valued at Rs. 59'73 lakhs. In 1957, the total export was valued at



Rs. 49.97 lakh. In 1938, however, the exports increased to Rs. 9-13
crores. . i

The scheme of import entitlements to off-set losses on the export
of art silk fabrics was introduced in January, 1957, Various modifi-
cations, in the light of experience, were introduced on 18th March
1957, 28th August 1957 and 26th May. 1958

If the Notifications introducing the changes are studied, it will be
seen that modifications had been made primarily with a view to (a)
expanding the scope of the scheme to cover items, such as, garments,
hosiery, embroidered and hand stitched goods. braided thread, laces,
ribbons, shoe laces ete. (b) to prescribe documentation and proce-
dures to tighten up checks on the qualities exported and proceeds
realised, and (c) to plug loop holes through which unintended gains
were attempted to be secured by certain exporters,

The quarterly break-down of export performance for 1957 and
1958 is not readily available. But it seems clear that after the intro-
ductica of the scheme for the grant of import entitlement licences
against artual exports, manufacturers and cxporters started some
time early in 1957 {o study foreign markets, develop contacts, and
enter into export contracts. The result of the efforts made in 1957
are seen in the figures for 1958, This e port effort would not have
heen made except on the basis of the expectation entertained by ex-
porters that the losses which they would incur in effecting exports
would be made good by the gaing thev would make on the import
of artificial silk varn. The gains were sufficient in their view to
persuade them to incur losses in the first instance and to make off-
setting gains from the imports which thev thought they would be
able to make against import licences for artificial silk yarn which had
been promised by us.

Since this was the first import entitlement scheme introduced by
the Ministry of Commerce and since the import facility related to a
highly profitable item, it was not easy to anticipate the difficulties
which were experienced or to deal with them, when these came to
notice. Tt was because of the dffiiculty of plugging the loopholes and
the fear that if the scheme is continued, exaggerated claims of ex-
porters for import of a profitable item could continue to mount up,
that the scheme was suspended in March 1959.

When the scheme was suspended, the question arose as to what
should be done in reganrd to (a) claims in regard to import licences
qiainst the exports effected previously, and (b) undertgkings taken

%y fforg the exporters in regard to further exports. The claims were



dealt with through special Committees which were required to exa-
mine export performance very closely. The undertakings given by
prospective exporters were enforced fully. The undertakings given
by exporters, whose claims to import licences on the basis of past
performance were settled through committee procedure were, how-
ever, not enforced. Since in the case of such exporters the under-
takings had been taken merely to ensure that they continue to re-
main in the export business on the basis of the scheme which was
suspended, the best point at which the chain of the suspended scheme
could be terminated was at the stage of the completion of the transac-
tion beginning with the first export, motivated by the expectation
of gain on imports, and the fulfilment of the expectation by the
receipt of an import licence. If these undertakings had been en-
forced, a further claim to an import licence would have developed
and it would have become impossible to terminate the scheme on
any equitable basis.

[Ministrv of Commerce O.M. No. DS (KS) /7720 dt. 21-12-1967].
Recommendation

The Commitiee regret to note the incidence of malpractices parti-
cularly in the cases of Export Promotion Schemes for Zari goods and
art silk ready-made garments. The total amount of loss due to mal-
practices including those mentioned above amount to Rs, 8.03 crores
(Rs. 469.71 lakhs for Zari goods in 1963 and Rs. 333.85 lakhs for other
goods from the yvear 1960 to 31st August, 1965). Perhaps much of
the loss could have been avoided if the Ministry had been a little
more careful and vigilant.

Though this amount of loss when compared to the total amount of
export hetween 1960-1965, may appear to be a small percentage, yet
in a actual figures. the loss of foreign exchange involved is very
large. The Committee, therefore. feel that the Ministry should not
relax efforts to ensure, as far as possible, that the export obligations
are fulfilled by the devaluating parties, apart from taking penal ac-
tion, as necessary,

[S1. No. 22, para 2.30 of Appendix XLV to the 50th Report (3rd
Lok Sabha)]

Action taken by Government

The recommendation of the Committee has been noted and is be-
ing acted upon.

The amount of foreign exchange awatting repatriation has come
down from Rs. 8.07 crores on 31.8.1965 to Rs. 5.77 crores on 1.7.188%
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When parties fail to repatriate foreign exchange within prescrib-
ed time limits, penal action such as, blacklisting and de-registration
s taken in addition to forfeiture of bond.

Where parties fail to fulfil their export obligations, proceedings

for penal action are initiated well in time and pursued vigorously
and concluded expeditiously.

[Ministry of Commerce & Industry, O.M. No. 22(10) /66-EAC, dated
16-1-1967].

Furter NoTte oN S. No. 22

(Para 2.30 or Aprenpix XLV 1o tHE 50T RFrorT oF PAC—3rp Lok
SanHA)

A note on the subject was submitted with this Ministry's O.M.
No. 22(10) |66-EAC, dated the 16th January, 1967 (vide pages 12 &
13 of the note enclosed therewith)., 1t was stated therein that the
rccommendation of the Committee had been noted and is  being
acted upon. Further information in repard to the action taken by
the Government on the said recommendation is furnished below:—

A rigorous drill has been laid down in crder to keep a close and
strict watch in respect of all cases involving fulfilment of export
obligations bv the partics concerned. Necessary  instructions
(copies enclosed) in this regard have been irsued by the CCI&E to
all the Licensing Authoritics, The amount of foreign exchange de-
faulls has come down to Rs 511 crores, as on st July, 1967.

[D.O. No. 22(10) /66-FAC. dated 16-2-1968 from Shri P. B. Saltago-
pan, Dy. Director, Export Promotion]

GOVFRNMENT OF INDIA

OFFICE OF THE CHIEF CONTROLLER OF IMPORTS AND
EXPORTS

(MINISTRY OF COMMERCE)

New Delhi, the 19th January, 1967.
Office Order No. 4/67
SusyecT: —Procedure for dealing with cases where import licences

have been issued subject to export obligation, subsequen-
tly not fulfilled.

Attention is invited to Office Order No. 35/66 dated 19th Novem-
ber, 1966 regarding the procedure for dealing with cases involving
contravention of import and export trade control regulations. In,
paragraph 4 of the said Office Order, it has been stated that the,
licensing authorities should follow the guide-lines indicated in the



minutes of the meeting held on the 29th September, 1966 while
desling with cases of contravention of imports and exports trade
control regulations. A copy of the minutes of the said mceting was
appended to the said Office Order.

2. Paragraph 2-A of the aforesaid minutes indicate the guide-lines
to be followed in cases where import licences have been issued sub-
ject to export obligation, but where the importer has subsequently
failed to fulfil his obligation. In modification of these instructions,
it has been decided that, while dealing with such cases, the licens-
ing authorities shall follow the procedure indicated below: -

(a) A close watch should be kept on the export porformance
and in cases where the period of export obligation is ong
vear or less, instead of putting the firm's name straight
in the abeyance list as contained in 2\ (i) of the minutes
attached to the Office Order No. 35/66 dated 1%h Novem
ber, 1966, the party should he alerted two pnonthy priov te
the date of maturity of the bond in respect of his expory
obligation. In the cases where the period of export obli-
gation is more than one year, the party should be alerted
at the end of everv vear and also two months prior to
the expiry date of the bond.

(b) By “Export obligation”, what is implied is the receipt of
the export procecds. The extent of fullilment of export
obligation should be judged with referenece 1o the date
fixed for this purpose in the bond. A month's time from
such last date should be given to the party 1o produce the
requisite documents.

(¢) It should be eusured that the hank guarantee is velid for
a period of 12 months beyond the date of expiry of the
period allowed for fulfilment of the cxport obligation as
given in the hond.

(d) If the default in the fulfilment of the cxport obligation
is less than 10 per cent, the bond amount should be for-
feited in proportion to the default, as at present. No other
punitive action need be taken in such cases. The amount
of shortfall, however, should be adjusted aguainst the
future licences due to the party in any category.

(e) If the shortfall in export obligation is between 10 and 50
percent, the case should be referred to the Headquarters

(by name to Shri B. D. Bhattacharya, Deputy Chief Con-

troller of Imports and Exports, Enforcement and Vigi-

lance Division) for orders regarding the extent of forfei-

o ture to be made. Such references should give a self con~
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tained account of the total time that was available to the
party to fulfil the export obligation, the actual extent of
fulfilment by the due date, the reasons given by the party
for the shortfall, the Port Office’s own judgment as to
the willingness and capacity of the party to fulfil the
obligation within a reasonable period of time after the
due date etc.

(f) If the shortfall is more than 50 per cent, the bond amount
should e forfeited in full. Simultaneously, the party
should be informed that he would be well advised to fulfil
the obligation (adjusted for devaluation) within six
months from the date of forfeiture of the bond, failing
which punitive action under the Impex Act and Orders
would be taken against him.

(g) If within the six months period mentioned in (f) above
the party produces evidence to show that he has fulfilled
the obligation in full in terms of the foreign exchange
he was committed to realise or fulfilled it to the extent
of at least 90 per cent, the case against the party should
be closed except for setting off the marginal shortfall
against the partv's other eligibilities. In all other cases,
the party should be placed on suspension under clause
8(A) of the Imports (Control) Order for a peried of six
months and the papers should  be submitted to Head-
quarters for taking such punitive action as is considered
appropriate.

Sd/- P. D. KASBEKAR,

Chief Controller of Tmports & Exports,
(Issued from file No. 22(24) /66-O&M),

GOVERNMENT OF INDIA
MINISTRY OF COMMERCE
OFFICE OF THE CHIEF CONTROLLER OF IMPORTS AND
EXPORTS
New Delhi; the 2nd March, 1967.
OFFICE ORDER NO. 15/67
‘SusJEcT: —Procedure for dealing with cases where import licences
have been issued subject to export obligation, subsequent-
ly not fulfilled.
Attention is invited to Office Order No. 4/67 dated 18th January,
1“7 on the above subject.
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2. The position in regard to the rupee value of the export obliga-
tion as shown in the bonds has been further examined for the pur-
pose of redemption of the bonds and for taking punitive action
against the defaulters.

3. The export obligation for the purpose of redemption of the
bond will be the amount as shown in the bond; and the export carn-
ings for the satisfaction of the export obligation will be the amount
shown in the bank certificate. In other words, for determining whe-
ther the party has defaulted in discharging his obligation in terms
of the bond, the rupee values given in the bond ie. without any
escalation for devaluation etc., and the bank certificates will be re-
levant as they are. The percentages of default as mentioned in
paragraph 2 of the Office Order No. 4/67 dated 19th January, 1967,
are also with respect to the export obligation as shown in the bond.

4. For the purpose of taking punitive action against the default-
ing parties, the amount of default will, however, be determined by
taking into account the ‘real’ export obligation having regard to the
devaluation, and not the obligation as merely shown in the bond.
The ‘real’ export obligation will be the amount as shown in the
bond, plus 57.5 per cent of the amount of export rcalisation out-
standing on the date of devaluation.

5. In view of the position stated above, the licensing authorities
should take the following action in types of cases referred to in
sub-para 2(d) of the Office Order No. 4/67 dated 19th January, 1967,
where the amount of nominal default in the {ulfilment of export
obligation is less than 10 per cent of the amount of the obligation
as shown in the bond.

(a) The bond amount should be forfeited in proportion to the
default, as at present;

(b) Thereafter the real shortfall in the export obligation
should be calculated. The real shortfall will be the differ-
ence between the export obligation as expressed in post
devaluation rupees and the actual export realisation also
expressed in terms of the post devaluation rupee. If such
short fall is less than 10 per cent of the export obligation,
the case should be closed and no punitive action may be
initiated against the party. In such cases, the amount of
shortfall need not be adjusted against the future licences
due to the party. However, if it is more than 10 per-
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cent, the party should be informed about the shortfall
and given six months’ time from the date of forfeiture of
the bond, to make it good. They should further be advis-
ed that, in the event of their failure to make good the
shortfall within the period mentioned above, the question
of taking punitive action for the default against them
would be considered. If the party fails to make the ex-
ports within the stipulated period cf six months, the
case should be referred to the headquarters office (En-
forcement Division) for instructions. Simultaneously the
party may be placed on suspension under Clause 8A of
the Imports (Control) Order, 1955, fo- a period of 6
months. '

6. In the cases where the amount of the default in the fulfilment
«of expori obligation is between 10 and 50 per cent of the amount
-of the obligation shown in the bond, the licensing authorities should
take action as already indicated in sub-para 2(e) of the Office Or-
-der No. 4/67 dated 19th January, 1967,

7. Where the amount of the default in the fulfilment of export
obligation is more than 50 per cent of the amount of the obligation
shown in the bond, the licensing authorities should take action as
indicated in sub-para 2(f) and 2(g) of the Office Order No. 4/67
dated the 19th January, 1967 except that if, after the expiry of the
period of six months given to the party, the ‘real’ shortfall in the
export obligation is more than 10 per cent of the ‘real’ export obli-
-gation, the case may be referred to the headquarters office (Enforce-
ment Division) for instructions; and the party may be simultaneous-
ly placed under suspension under clause 8A. of the Imports (Control)
Order, 1955, for a period of six months. The amount of the shortfall
need not be adjusted against the future licences due to the party.

8. The Office Order No. 4/67 dated 19th January, 1967 may be
deemed to have been amended accordingly,

Sd./- P. D. KASBEKAR,
Chief Controller of Imports & Exports.
(Issued from file No. 22(24) /66-O&M).
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GOVERNMENT oF INDIA

MINISTRY OF COMMERCE

OFFICE OF THE CHIEF CONTROLLER OF IMPORTS AND
EXPORTS

(0. & M. Branch)

New Delhi, the 6th Oct., 1967,
OFFICE ORDER NO. 60/67

Sus: —Conditions imposed on licences/customs clearance permits—
follow-up action to watch fulfilment of.

In certain types of cases Customs Clearance Permit or licence is
issued subject to ‘export’ condition, but no bond is taken from the
licencee for fulfilment of the condition. In such cases the licensing

authorities take declarations or undertakings from the parties be-
fore issuing C.C.Ps. or licences.

2. In order that, in the absence of the bond, there should be a
proper and effective follow-up of such cases, it has been decided
that the Enforcement Sections at the Headquarters and the regional
-offices at Bombay, Madras, Calcutta, New Delhi (CLA), Ernakulam,
Panjim and Kanpur should maintain registers in the prescribed
proforma (enclosed) in which the particulars of all such CCPs or
Ticences should be entered.

3. To facilitate upto date maintenance of the registers, the Sta-
tistical copies of all the CCPs should, hereafter, be routed to the
‘Statistical Division at Headquarters through the Enforcement Sec-
tion of the respective licensing officers which will on receipt of such
copies from the licensing sections, enter the required particulars
in the register before forwarding the Statistical copies to the Statis-
tical Division at Headquarters. '

4 The Deputy Chief Controller incharge of Enforcement Sec-
tion should ensure proper and timely follow-up action in these

© «cases
8

5. I any such CCPs or licences happen to be issued by minor
port offices, they should report the particulars thereof to the office
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of the JCCI & E in the respective zone for being entered in the re-
gister and for further follow-up action.

Sd/- TAKHAT RAM,
Senior Administrative Analyst,

For Chief Controller of Imports & Exports.
(Issued from File No. 10(99) 67-O&M).

OFFICE OF THE CHIEF CONTROLLER OF IMPORTS
& EXPORTS

ENFORCEMENT DIVISION

(i) Name and full address of the

licencee: e e e e e eeme

(ii) C.C.P. No. & Date e e e o . o et

(iii) File No.
(iv) Value of CCP

(v) Brief description of goods for
import — e

(vi) Brief description of the goods
for export -

(vii) Value of export obligation. SR

(viii) Date of final fulfilment of the
export conditions. ————

(i) Full details of the export con-
ditions imposed:

(ii) Progress of fulfilment of
candition:



CHAPTER V

RECOMMENDATIONS/OBSERVATIONS TO WHICH GOVERN-
MENT HAVE FURNISHED INTERIM REPLIES.

Recommendation

From the notes furnished by the Ministries as also from the evi-
dence tendered, it appears that a mill in collusion with its agent not
only succeeded in purchasing import entitlements for staple fibre
worth about Rs. 68 lakhs from 54 mills but also managed to get the
licences which were issued for non-viscose staple fibre converted into
import licences for the “non-viscose staple fibre and/or synthetic
varn” and imported nylon fillament yarn which is not permissible
within the rules.

It is very unusual that as many as 54 mills should have thought
of selling their import entitlements to one mill within a short period.
It is still more curious that the agent of the mill purchasing the en-
titlements, who was admittedly a firm against whom investigations
were made in the past on more than one occasion by the S.P.E. and
whose activities were not free from suspicion could get endorsements.
changed on the spot at the counter in the JCCIE’s office, without
being questioned either by the Textile Commissioner or hy the issu-
ing authority whethe? the transferee mill had the requisite capacity
to utilise it

The Ministry have tried to argue that the present case involved
only a question of misuse of entitlements and there was no question
of loss to the Government. The Committee cannot appreciate this
attitude on the part of the Ministry because:

(a) this irregularity involves a very serious abuse of the
scheme;

(b) whether the export obligation attached to the imported
yarn was completely fulfilled is doubtful; and

(¢) the purchasing mill and the firm who was acting as the
authorised agent seem to have made profits by resorting to
serious irregularity and subterfuge.

The Committee feel that Textile Commissioner’s Office and Jt.
CCIE’s office should have been more careful in dealing with this
ﬂrm }_vhich had come to adverse notice on more than one occasion.

o 75
1468 (E)LS—S.



76

The Committee are of the opinion that instructions regarding the
transfer of entitlements, the circumstances under which sales can be
effected etc. should be so clearly emndorsed on the licence itself that
there would be no scope left for unscrupulous traders to indulge in
such nefarious activities. The requests for transfer of entitlements
should not be considered mechanically as at present, vis-a-vis, the
rules, but the consequences of such an act should also be taken note
of. Changes in procedure if necessary should be effected forthwith
to achieve this end. The Committee would alse like the Ministry to
examine and evolve measures whereby the misuse of Actual Users
Licence i.e., passing through many hands without proper authority
becomes an impossibility and to introduce more eflective checks to
ensure that export obligations are achicved. The Committee would
like to be informed of the results of the investigations now being
made and action taken against the delinquent officials.

[Sr. No. 24, Para 2.38 of Appendix XLV to 50th Report (3rd L.S.)}.

Action taken by Government

The observations of the Committee on the particular casec in ques-
tion have been noted. The malpractice to which attention has been
drawn could probably have been prevented if the official(s) dealing

" with applications for amendment of licences had been more careful.
The negligence on the part of the official(s) has been enquired into
by SPE, but some aspects of these enquiries are not yet complete.
A further report wil! be submitted to the Committee.

The recommmendation of the Committee regarding endorsements
on licences being more clearly worded has been noted for compliance.

The recommendation of the Cmomittee that transfer of entitle-
ments etc. should not be considered mechanically has also been noted

for compliance.

As regards misuse of Actual Users Licences, the conditions enforc-
ed on the licences have been amplified. These now provide as
follows:

“This litence is issued subject to the condition that all items
of goods imported under it shall be used in the licence
holder’s factory, or may be processed in the factory of an-
other manufacturing unit but no portion thereof will be
sold to any other party. The goods so processed in another
factory will, however, be utilised in the manufacturing
processes undertaken by the Scheduled unit to whom the
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licence has been issucd. The licensee shall maintain u

proper account of consumption and utilisation of the goods
imported against the licence.”

and

“This licence is issued subject to the condition that all items
imported under it shall be used only in the licence hold-
er’s factory at the address shown in the application against
which the licence is issued and no portion thereof will be
utilised by the licensee for a unit/purpose other than the
one for which the licence in question is issued, or will be
sold or be permitted to be utilised by any other party.
The licensee shall maintain proper account of consump-

tion and utilisation of the goods imported against the
licence.”

The following steps have been taken to introduce more effective
checks to ensure that export obligations are fulfi'led:

(a) continuous watch is kept over export performance;

(b) if such performance is not satisfactory during the first
2/3rd of the period allowed for fulfilment of the export
obligation, the concerned parties are put on the “abeyance
list”;

(c) if defaults continue at the expiry of the above period,
apart from forfeiture of the bond, the licensing authorities
mayv also initiate actinn under the Tmport Control order
for debarment of such parties from receiving further
licences;

(d) names of such debarred parties are now being published
in the weekly bulletin published by the Department;

(e) subsisting import entitlements of permissible import values
under the new import policy for registered exporters are
adjusted against the defau'ted export obligation; and

(f) in cases where values involved are large or defaults are
persistent licensing authorities have been authorized to
initiate proceedings for prosecution of the parties con-
cerned.

As a result of investigations so far conducted, seven licensee mills
have been prosecuted under section 5 of the Imports and Exports
Control Act. Prosecutions have also been launched against partners
and directors of Messrs* * * *. Other cases, including those of de-
linquent official, are stil' under investigation. Further action taken
will be reported as soon as this investigation is complete.

[Ministry of Commerce & Industry OM. No. 22(10)/66-EAC Dtd.
16-1-19677.
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Further Note on S. No. 24,
(Para 2.38 of Appendix XLV to the 50th Report—3rd Lok Sabha)

A note on the subject was submitted with this Ministry's OM.
No. 22(10) /66-EAC, dated the 16th January, 1967. It was stated in the
note that the negligence on the part of the official(s) had been en-
quired into by SPE but some aspects of these enquiries were not yet
complete. It was further stated that a further report would be sub-
mitted to the Committee.

2. The enquiry by the CBI into the conduct of the officer(s) has
been completed. However, the CBI are withholding action against
them till the finalisation of the prosecution already launched under
Section 5 of the Imports & Exports Control Act and under Section
420 and 120 B-IPC against M/s.***,

[D.O. No. 22(10)/66/EAC, dated 6-10-1967 from Shri J. Banerjee,
Director, Export Assistance].

New DrLHy; M. R. MASANI,

August 20, 1968, Chairman,
Saravana 20, 1890 (Saka). Public Accounts Committee,



APPENDIX 1
GOVERNMENT OF INDIA
MINISTRY OF IRON & STEEL
New Delhi, September 12, 1968

RESOLUTION
SC (II)-14(19) /66.

In Chapter 1V of its Fiftieth Report (1965-66), the Public Accounts
Committee pointed out certain defaults, lapses and irregularities in
relation to some transactions relating to barter deals in steel and
semi manufactured steel entered into in 1960 by certain firms. These
barted deals involved the import of finished steel against the export
of billets, ingots and slabs produced in India. The Committee recom-
mended that the lapses which have taken place in those deals, both
in the offices of Government as well as on the part of the parties
should be investigated by a high powered Committee constituted as
recommended in para 4.167 of its 50th Report. After further consi-
deration of these and ancillary matters, the Committee recommended
in para 2.30 of its 56th Report that the high-powered Committee
should hold a thorough and comprehensive enquiry in all aspects of
the working of the Ministry of Iron & Steel with reference to the
parties mentioned in the 50th Report and should further, similarly
enquire into transactions relating to other parties to whom large
licences!permits have been issued from 1951-52 onwards.

2. Government, after carefully considering these recommenda-
tions, has decided to accept these recommendations. Government
has accordingly appointed a committee consisting of the following
persons:; —

(1) Shri A. K. Sarkar, former Chief Justice of India.

(2) Shri V. S. Hejmadi, former Chairman of the Union Public
Service Commission.

(3) Shri P. C. Padhi, former Chiarman of the Central Board
of Revenue and former Deputy Comptroller & Auditor
General of India.

3. The Committee shall—

(a) investigate into the transactions relating to the Iron &
Steel Ministry, referred to in the 50th Report of the P.A.C,,
and also the transactions concerning other parties to whom
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large licences/permits have been issued from 1651-52 on-
wards;

(b) enquire whether any irregularities or defaults were com-
mitted by any person in authority or any other person,
firm or company connected with the said transactions and,
if so, whether such irregularities or defaults have resulted
in loss to the Government or any undue advantage to the
party or parties concerned;

(c) recommend in the light of their findings, what action, if
any, departmental, civil or criminal, should be taken
against any person; and

(d) make a report or reports, interim or final, to Government.
ORDER

Ordered that a copy of this resolution be communicated to all con-
cerned. Ordered also that the resolution be published in the Gazette
of India for general information.

Sd./- T. SWAMINATHAN,

Secretary to the Government of Indit.
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Para No.

of Report
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APPENDIX 11

Summary of Main Conclusions/Recommendations

Minis:ry/Deptt.
Concernsd

Commerce

Commerce

AU - - —_— [ - o

Conclusions/Recommendations

The Committee hope that a final reply duly vetted by Audit in
regard to the Recommendation/observation to which only interim
reply has so far been furnished will be submitted to them early.

The crux of the argument of Government is that the bonds not

forfeited were those given by established exporters and that the en--

forcement of the bonds would have placed on them a heavier export
burden vis-a-vis prospective exporters. The Committee are not how-
ever, fully convinced with the explanation given by Government. It
is no doubt true that an established exporter had already an export
record to his credit and that in consideration of the grant of an import
licence, he had to effect a second export, as against a prospective ex-
porter who had only to make one export against a licence. However,
the quantum of export obligation was generally heavier in the case of
prospective exporters (133.1/3% of the value of imports) as compar-
ed to established exporters (100% of the value of imports). Bes:des,
established exporters were given preferential treatmnet in the matter
of bonds executed, in that they were not required to support it with

18



Commerce

—do—

4

bank guarantee, which were invariably required of prospective ex-
porters. In fact, even the bonds were ultimately waived in the case
of established exporters and replaced by simple undertakings. The
Committee also find that the conditions for the issue of import licences
in the period July, 1957-March, 1959 specifically provided “In the case
of established exporters who have already effected the exports with-
out seeking any earlier import licence under this Scheme, the bond
would be required only for the value of the import licence which is
in excesss of the prescribed percentage.” This would imply that the
bond was required from an established exporter only in respect of
that portion of the import licence which was not covered by import
entitlement earned on previous exports. The series of transactions
under the E.P. Scheme would thus become:

IMELI2E2;,I3E3 ........ In En.

On this showing it would appear that the most appropriate point
for stopping operation of the Scheme was after the fulfilment of the
export obligation undertaken because of the import licence issued in
advance. In the circumstances, the Committee feel that sufficient wei-
ghtage was given to established exporters in the Scheme in conside-
ration of their past export record. The Committee are therefore,
unable to appreciate the Government’s decision to release the estab-
lished exporters from export obligation for which they had given an
undertaking/bond.

[4 K



4 1-11 —do— In fact, the Governmen. should have takeu care u incorporate in
the Scheme, for the Export Promotion of Art Silk, which was revived
after an interval of unly a few months in July, 1959, a suitable provi-
sion by which the undertaking/bond executed by the established ex-
purters would have been au.omatically carried fcrward and given
offect to.

b I-14 —do— The Committee would again like to sticss that there was a grave
lapse on the part of the Ministry of Conimerce in not consulting the
Min:stry of Finance at various stages of formation and 'mplementa-
tion of the Scheme and that effective steps should b~ taken to avoid
recurrence of these lapses.

6 I-1 —do— The Committee are constrained to observe that the progress in this
case has not been satisfactory. Over a period of one year from 1-7-
1966, the parties concerned have repatriated foreign exchange of only
Rs. 0.66 crores out of Rs. 5.77 crores. The Committee reiterate the
recommendations made by them in Para 2.30 of their 50th Report
(Third Lok Sabha) and desire that vigorous steps should b taken
to ensure repatriation of the foreign exchange earning and fulfilment
of export obligations by defaulting parties.

GMGIPND—LSI 1453 (aii) LS—24-10-68—1250—
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In fact, the Govermmen. shouid have laken care tu incorporate in
the Scheme, for the Export Promotion of Art Silk, which was revived
after an interval of unly a few months :n July, 1959, a _uitable provi-
sion by which the undertaking/bond exccuted by the established ex-
purters would have been au umaticaliv carried forward and given
effect to.

The Committee would again like to st ss that thete was a grave
lapse on the part of the Ministry of Commerce in not consulting the
Min'stry of Finance at variou: stuges «f {ormation and implementa-
tion of the Scheme and that effective steps should b: taken to avoid
recurrence of these lapses.

The Committee are constrained to observe that the progress in this
case has not been sauistactory. Over a period of one year from 1-7-
1966. the parties concerned have repatriated foreign exchange of onlv
Rs. 0.66 crores out of Rs. 577 crores The Committee reiterate the
recommendations made »v them ‘n Prra 230 of their 50th Report
(Third Lok Sabha) and desire that vigorous steps should b+ taken
to ensure repatriation of the foreign exchange earning and fulfilment
of export obligations by defaulting parties.

GMGIPND—LSI 1453 (aii) LS—24-10-68—1250—
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