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1, the Chairman of the Public Accoun~~ Committee, as autbriad 
by the Committee, do present on their behalf mts mery-Eighth Re- 
port on the Action Taken by Government on the recommendations of 
Llle Public Accounts Committee contained in their Fifty-Sixth Report 
(Fourth Lok Sahha) on Over-invoicing ot Value of Imported Hides and 
Skins. 

2. On 7th June, 1969, an "Action Taken" Sub-committee was a p  
pointed to scrutinise the replies received from Government in pursuance 
of the recommendations made by the Committee in their earlier Re- 
ports. The Sub-committee was constituted with the following Members : 

1. Shri N. R. M. Swarny-Convener 

Members 

2. Shri H. N. Mukerjee 

3. Shri K. M. Koushik 

4. Shri Tayappa Hari Sonavane 

5. Prof. Shanti Kothari 

6. Shrimati Sushila Rohatgi 

3. The draft Kepon was considered and adopted by the Sub-Com- 
nittee o t  their sitting he!d on the 26th December, 1969 and finally adoptcd 
by the mlic Accounts Committee on the 22nd January, 1970. 

4. For facility of refwence the main conclusions/recommendations of 
the Committee have been pnnte4 in thick type in the body of the Re- 
port. ' A statement showing the summary of the main recommendations/ 
observations of the Committee is appended to the Report (Appendix). 



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

ATAT, IDIXIARI VAJPAYEE, 
Chairman, 

Public Accounts Committee. 



CBAPTEBI 
REPORT 

This Report deals with. action taken by Government on the recom- 
mendations corrtained in the 56th Report of the Public Amounts Com- 
mittee (Fourth Lok Sabha) relating to Over-Invoicing of Value of Im- 
ported Hides and Skins [Para 16(ii) of Audit Report (Civil) on Revenue 
Receipts, 19681 which was presented to the House on 20th March, 
1969. 

1.2 The aotion taken notedstatements on the recommendations of the 
Committee contained in the Report have been categorised under the fol- 
lowing heads : 

( i )  Recommendatiorcs/observotions that have been accepted bv 
Government : 

S. Nos. 1, 6, 7, 8 . 9 ,  11, 12 and 13. 

(ii) Recommendatioru/observations replies to which have not been 
accepted by the Committee md which require reiteration: 
S. Nos. 5 and 14. 

(iii) Recommcndutio~/observatio~ in respect of which Govern- 
ment have furnished interim replies : 
S. Nos. 2, 3, 4 and 10. 

1.3 The Committee will now deal with action taken by Govern. 
men1 on some of the recommendations/observationsIW 

Measures to check Over-invoicing of Imports-Paragraphs 1.44, 1 A6, 
1.52, 1.53 and 1.55 (S. Nos. 2, 4, 10 11 and 13). 

1.4 In their FiftySixth Report (Fourth Lok Sabha), the Committee 
had dealt with certain cases of frauds involved in the use of Import 
Licenses issued by Government for import of raw hides and skins under 
the scheme for Export Promotion of tamed Hides and Skins. Cer- 
tain parties purchased import entitlements from leather merchants and 
then arranged to import through their agents abroad worthless stuff at 
grossly inflated prices. The invoicing which was of the order of 149 
times the assessed value resulted in a loss of foreign exchange of Rs. 1.5 



crores. These cases were investigated by the Central Buresu of In- 
vestigation. The Committee made inter alia the following observations in. 
paragraphs 1.44, 1.46, 1.52, 1.53 and 1.55. 

"1.44. In the opinion of the Committee, the commission of 
these frauds had been made possible by loopholes in procedure and 
by certain lacunae in the Export Promotion Scheme as it subsisted 
upto 31st May, 1963.* The Committee got an impression during 
evidence that hardly any check was exercised against over-invoicing 
at the licensing stage. Even though there was a provision for the  
indication of the quantity in the import licence, no such indication! 
was given in the case of non-capital goods. Nor was there any check 
at the foreign exchange releasing stage. All this combined with laxity 
at the importation stage facilitated the perpetration 04 the fraud." 

"1.46. The Committer. are concerned over the performance of 
the Customs Department in these cases. It appears to them surpris- 
ing that the appraising staff of the Department who were supposed 
to keep in constant touch with the market and maintain registers 
showing the prices of commodities coming from various sources,. 
should not have been able to detect these cases, over-invoicing in 
some of which was as high as 228 times the assessed values. It was 
urged in evidence that the appraising staff at minor ports was not 
high ranking enough. The Committee, however, find that the failure 
to detect over-invoicing was not confined to minor ports; it was also 
evident in case of major ports like Calcutta, Bombay and Madras. 
The Committee would like Government to examine whether there 
was not a gross neglect of duty on the part of the appraisers concern- 
ed. They would also like the Ministry to examine whether some 
change in the existing system is not called for." 

"1.52. The Committee appreciate the difficulties in investiga- 
tion of cases involving hreachcs of foreign trade and exchange control 
laws. They are particularly anxious that persons contravening these 
laws should not be able to flee to other countries for the purpose of 
escaping punishment or destroying incriminating evidence against 
them. While the Committee are anxious that the freedom of the 
citizens is not impinged upon in any manner, they feel that such free- 
dom should not be allowed to be so used as to prevent the law nf 
the land from having its natural course. The Committee are keen that 
no person is allowed to contravene the law with impunity. It should 

-. ---- 
*The date has been indicated in the Report as < ~ s t  Aupust, 1963 hut 

rhould read as 31st May. 1963. 



also be examined whether and to what extent the diIficulty of obtain- 
ing witnesses and documents from foreign counuies and apprehending. 
persons involved in economlc offences can be got over by enlisting the 
support of the International Criminal Police Organisaticm or by 
amendments to lndian laws." 

"1.53. The Commi:tee would also like to observe that the 
parties involved in cases ol the present type are rich and influential 
and the amounts hoped to be gained large and tempting. They would 
like the Ministries concerned 'to examine whether the foreign trade 
and exchange control laws of this country are implemented strictly 
to make anti-social elements feel that breaches of law will not and. 
cannot pay." 

"1.55. The problem of leakage of foreign exchange through 
over-invoicing and under-invoicing is an old one. The Committee 
observe in this regard that the Mathur Study Team on Import and 
Export Trade Control Organisation had, inter a h ,  recommended the 
study of the problem of over-invoicing and under-invoicing by a se- 
parate Committee. Government have stated in a writtea note that 
consequent upon ,the abolition of the old Export Promotion Schemes 
and the enforcement of a new import policy for registered exporters 
with effect from August, 1966, Government felt that there was no 
need for the appointment of a Committee for the purpose. The 
Committee are left with an impression that the malpractice of over- 
invoicing and under-invoicing of exports and imports has not been 
effectively checked and, therefore, they feel that it would be useful 
if a small Study Team consisting of the officers of the relevant Minis- 
tries and of thz Reserve Bank and the Central Bureau of Investi- 
gation is appointed to study the problem in all its aspects and suggest 
remedial measures." 

1.5 In their reply d m d  15-1 1-1969 to the recommendations contained 
in paragraphs 1.44 and 1.45, the Department of Foreign Trade have 
i n t ~ r  alia stated 

'The cases reported by the CBI irmtolved illegal trafficking in im- 
port licences. l?h offence was not the result of any specific feature 
of the Export promotion Scheme.' 

In our opinion, there are certain difficulties in ensuring at the 
licensine stage that there wiIl be no over-invoicing subsequently. How- 
ever, this question win be remitted to the Study Team proposed to 
be appointed in pursuance of the Committee's recommendation at 
Sl. No. 13 (Para No. 1.55). 



It is true that there is a provision for indicat~on ot the quantity 
in an import licence but the effect of mentioning quantity is only to 
lay down a quantitativc limit in addition to the value limit for im- 
ports that can be made against the licences. There is nothing to pre- 
vent the licence holder from importing a lesser quantity than indicat- 
ed  in the licence. The mention of quantity, therefore, cannot pre- 
vent over-invoicing. 

Regarding the check at the foreign exchange releasing stage, the 
Exchange Control Regulations lay down certain precautions which the 
authorised dealers in foreign exchange have to take if the import 
documents have been received direct by the importers. If the banks 
concerned in these cases have failed in observing the rules, their de- 
faults will figure in the report to be submitted by the C.B.I., to the 
Reserve Bank vide the Committee's recommendation at S1. No. 9. 
Apart from this, it is possible that there are some lacunae in the Ex- 
change Control Regulations. For example, according to the exist- 
ing regulations, it appears that the authorised dealers in foreign ex- 
change, in cases where the shipping documents are received by them 
from the overseas banks, are not required to verify that the remit- 
tances they arrange are matched by the value bf the goods actually 
imported. The question whether the Exchange Control Rep la -  
tions need some tightening, will be examined in depth by the Study 
Team which is proposed to be appointed in pursuance of the Com- 
mittee's recommendation at para No. 1.55." 

"Import replenishment against exports of hides and skins have 
.since been further reduced to 2 per cent in the case of vegetable tan- 
ned leather all sorts, known in the trade as E.I. tanned e?., and 4 
per cent in the case of chrometanned leather. The replenishment is 
meant to be utilised for import of chemicals, since the import of hides 
and skins is at present under O.G.L. 

It may be possible to deal with few selected items on unit value 
basis, but it would be difficult administratively to deal with all the 
items on the import list on unit value basis. Tn our view, the system 
will be imperfect as any incorrect uMt value rnentioncd in the licence 
may serve as a legal cover for over-invoicing. However, we are 
willing to have this q~~estion examined by the Study Team proposed 
to be appointed in pulstlance of the Committee's recommendation 
at Sl. No. 13 (Para 1.551." 



1.6. In regard to the Committee's observations regarding the fdureu 
.on the part oi the appraising staff of the Custom Department, the Minis- 
uv of rinance (Department of Revenue) have stated in their reply 
dated 4-10-1969 : 

"The Committee's observation regarding failure to detect cases 
of over-invoicing in the major ports like Calcutta, Bombay and Madras 
has beeu examined. While there have not been any cases of this 
type in the Bombay a~:d Calcutta Custom Houses, the position of the 
Madras Cu'stom House could not be examined in the absence of the 
relevant documents which have been taken over by the Econonic 
Offences Wing of the C.B.I., in connection with prosecution proceed- 
ings in the court. The matter will be examined on receipt of the 
documents." 

1.7. The Ministry of Finance have added : 

"The recommendation of the Committee has been accepted and 
a Study Team of the type suggested by the Committee is being 

constituted." 

"As for the recommendations for examining the existing system 
in the Custom Houses, the Study Team being constituted in pur- 
suance of recommendation No. 13 (Para l . 5 5 )  would be asked to 
study this aspect." 

1.8. In a further reply dated 16th December, 1969, on the scope of 
work of the Study Team, the MirCstry of Finance (Department of 
Revenue) have stated : 

"The Team will examine the problems of leakage of foreign ex- 
change through over-invoicing and under-invoicing of imports and 
exports and will, for this purpose, locate the possible avenues now 
existing because of organisational deficiencies or policies of various 
departments particularly in the Customs Department, Directorate of 
Enforcement, the Reserve Bank of India, Directoratc of Ex- 
port Assistance and suggest suitable changes in organisation, policy 
and procedures. The Team will also examine the legal and administra- 
tive set up relating to imports and exports and the role of the res- 
pective agencies in implementation of the relevant procedures for 
suggesting suitable remedial measures. 

The Team will start functioning immediately and will submit it* 
report within a period of four months." 



1.9. In regard to the qo~.sti011 of tightening the provisions of E ~ -  
change Control laws, so as to eliminate nlalprclctiocls, the ~a~~ of 
Finance and Department of loreign Trade have slated in their n a  aabd 
15-1 1-1969, 28-1 1-1969 and 16-12-1969 : 

"The Govcrm~ent arc themselves anxious to see that perbolls 
who are suspected to have contravened the fiscal laws and against 
whom investigations arc in progress are 1~0 t  ailowco 10 leave the 
country ir, order to escape punishment or to tamper with the evidence 
against them. Howcver, the exact nature of the statutory ~ o v i s i o n s  
to be nlade in this regard is under examination." 

"The Government accept the Committec's recommendation 
ar,d propose to undertake studies of a fair nlimber of actual cases 
of contravention of ( i)  the Exchange Control Regulations and (ii) 
of the Import and Export Control Regulations, and the punishments 
awarded to those found guilty in each case, this will give an idea 

whether the penal provisions in the two Acts are adequate enough 
to deal with anti-social elements. 

The matter has been examined in an inter-Ministerial meeting 
held in the Ministry cf External Affairs on the 9th October, 1969 
and as decided in the meeting, the Central Bureau of Investigation 
and other agencies concerned are examining the question of amend- 
ments of the restrictive provisions of the Passports Act, 1967. 

The matter is still under examination by the Central Bllreau 
of investigation. The investigation agencies are ascertaining from 
their field formations the precise difficulties experienced in the matter 
of examination of witncsses/documents from foreign countries and ap- 
prehending persons involved in economic offences. A proposal for 
inclusion of certain offences a'cainst the Foreign Exchange Regula- 
tion Act, in the Sccond Schedule of thc Extradition Act, 1962, 
is also being examined." 

1.10. The Eqtimates Committee of Parliament in their Thirtieth Re- 
port (Fourth Lok Sabha) made the following observations about the 
enforcement of exchange control regulations : 

"10.87. Thc Committee are surprised that although the Foreign 
Exchange Regulation Act has been amended a number of times it 
has not been found possible to devise suitable wavs and means either 
for securing re-patriation of fnre ip  exchanne held abroad by citizens 
and residerlts of Tndh or fnr preventirh thr  malpractices which re- 
sult in leaka~e nf forcim rxchanec n r v  rcnrrt  to oh~ervc thst all 



that could and 8b0uld have been done to make exchange conuol 
re&y cffcctive has wt been done. For instance, in Pakistan, wdff 
a Martial Law Regulation promulgated in 1958, failure to surrender 
or declare foreign exchnuge held in contravmtion of any law was 
made punishable with rigorous imprisonment extending to seven years 
and with confiscation of either whole or part of the property of the 
offender in Pakistan. In contrast, in India, in spite of the critical 
foreign exchange position and in spite of the wide powers availb1e to 
the Government undcr the emergency, Government have been con- 
tent with making a few changes in Foreign Exchange Regulation 
Act which do not touch basic probelms, like the non-repatriation ot 
foreigr,~ exchange held abroad, at all." 

"10.90. As the Commission suggested above might take some 
time to report, the Committee would like the Government to take 
urgent measures for removing obvious deficiencies and lacuna in the 
provisions of the Foreign Exchange Regulation1 Act relating to penal- 
ties and procedure in respect of violations of the Act and rules, 
directions and orders made thereunder. Some of these shortcomings . 
and the changes, which the Committee consider necessary, are in- 
dicated, in general terms, in the paragraphs that follow." 

"10.91. At present, the maximum punishment for exchange con- 
trol offences is two years' imprisonment. The Committee feel that 
this is not sufficiently deterrent. They recommend that section 23 
of the Act may be suitably amended so as to raise the punishment 
provided for thereunder to five years rigorous imprisonment and also 
to make it obligatory on the Courts to pass a minimum sentence of 
om year's imprisonment in cases of serious contraventions. The 
amended section may also provide for punishment in the form of 
confiscation either of the whole or a part of. the property of the offender 
in India. The Committee feel that provision on these lirres is essm- 
tial to get over the difficulties faced by the administration in securing 
repatriation of foreign exchange held abroad." 

"10.92. There is no provision in the Act for penalising persons 
who conspire, or aid, or abet or counsel. or procure any other person, 
to contravene the restrictions or requirements imposed by or under 
the Act. This lacuna should he removed by introducinig a suitnble 
nrovision in the Act." 

"10.94. The Committee need hardlv stress that the very object 
and purpose of ~ I I C  Fn~eicn Fxchanpe Reeulation Act would be 
defeated unless cffectivc arrangements exist for bringing offenders to 



justice, They suggest that oMznces against the provisions of the Act 
and rules, directions and uidcrs ~ssued thereunder, should be made 
cognizable and every Sessions Judge should be declared to be a - 
Tribunal for the trial of such otfences. As a corollary, the Director 
of Enforcement would have to be divested of his judicial functions 
and a complaint by him would no longer be an essential precondition 
for the initiation of proceedings in cases of violations of exchange con- 
trol. The Committee would like the Directorate of Enforcement to 
function as the main agency for investigation and prosecution of foreign 
exchange violatiorx. To strengthen intelligence and investigation 
arranyenlents in regard to breaches of exchange control the Directorate 
of Enforccmcnt should work in close cooperation with officers of 
thc Customs Department. Central Excisc and Police, particular- 
l y  thc Cer,trnl Bureau of Investigation. Further. it should be made 
obligatory on the part of thc Directoratc of Enforcerncnt to report to 
the CRI all serious cases of violations of Exchange Control. A duty 
should also bc ca:t on officers of Fnforcenient. policc officers and 
such other offictrs as ma! be specified in this behalf of the Central 
Government to lunch prosecutions wherever there is a prima facie 
case of contravention of cxchnngc control provisions." 

1 . 1 1 .  The Comrnittec observe from the Eighty-Ninth Report of the 
Estimates Con1mi;tce (Fourth l.ok Sabhn) that thcse recommendations 
arc hcing acted upon. 

1.12. The Committee note that pursnant to thcir recommendations, 
Government have appointed a Study Team to go into the problem of over- 
invoicing of imports and under-invoicing of exports. The Committee hopc 
that the Study T a m  will examine thr problcm in all its aspects and that, on 
the basis of their suggestions, Government would be able to devise effective 
Checks at the licensing, l~i.elcn exchange relcasing an3  importt.tion stages, so 
as to clhninate the mal-practices connected with over-invoicing and under- 
invoicing. 

1.13. The Commitlee would like Government to give particular consi- 
deration to the following suggestions : 

(i) The Committee understand that the Reserve Bank of India has 
at  present no machinery to check declarations of value of goods 
by importers and exporteis. The Customs Authorities have 
appraising units and they should be charged with the responsi- 
bility for verifyin: whether the declared values of exports and 
and imports are fair and in accordance with exchange control 
law and requirements. 



(ii) Valuation of exportsjimports is a job wMch calls for ex* 
and a knowledge of prevalent market conditions in Indi and 
abroad. Et wRI, therefore, be necessary to ensure that adequate 
rnnrket intelligence is made available to the cuetoms officers 
who do appraisal work. 

(iii) There would be temptatiom to over-value hnports where import 
licences are issued liberally for essential machinery and plant. 
A comprehensive scrutiny of imports of the type where there 
is possibility of over-valuation should therefore be conducted 
in Customs Houses. Any powers that the custom officers may 
require for this purpose, such as calling for documents and other 
evidence, should be provided to them under law. There should 
likewise be a scrutiny of selectcd exports, but the procedures for 
this purpose should be such that they do not delay shipments. 

(iv) The experience in the cases dealt with by the Committee in their 
Fifty-Sixth Report indicates that prosecutions tend to bc drawn 

.. out. Delay is likely to vitiate the very purpose of prosecution. 
It makes establishment of guilt difficult and tones down the 
deterrent effect of pennlties. Tile Committee would like Gov- 
ernment to examine whether a special procedure could be pres- 
cribed so that prosecution proceedings could be quickly comp 
leted in cases of this type. In  dealing with foreign excbange 
offences, except those which are petty in nature, the emphasis 
should be on prosecutions rather than adjudica!ion. 

(v) Government have themselves stated that there are some lacunae 
in Exchange Control Regulations and have mentioned as an 
instance the fact that the existing regulations do not cast any 
obligation on authorised dealers in foreign exchange to verify 
whether remittances arranged on behalf of importers are malch- 
ed by the value of goods actually imported. w h o l e s  of this 
kind should be plugged. The Estimates Committee had also 
drawn the attention of Government to obvious deficiencies and 
lacunae in the provisions of the Foreign Exchange Regnlation 
Act and rules and orders etc., thereunder. The hw shculd, 
therefore, be streamlined so that: 

(a) the onus of proving that a fair value of exportsjimports has 
been declared is on the exporter/importer; 

(b) in case of exports, where payment has not been received, 
the onus b cast on tbe exporter to prove that reasonable 
steps have been taken for rsrllsPtJoa; 



(c) .pelsons who conspire or aid M abet or comrsd or 
any other person to contravene the exchange control rsgp 
latiom could be penalised under the Aet; 

(d).provisions reganling penalties are so fmmed os to operate as 
an adequate deterrent to potential offenders, 

(e) offences under the foreign exchange re@tions are includ- 
ed in the schedule of offences calling for extradition pro- 
ceedings, if necessary. 

It is, however, not the intention of this Committee that omissions arising 
nut of nlinor procedural deviations inadvertently committeed should be visit- 
ed with punishment. i 

1.14. The Committee note that in respect of cases mentioned in the 
Fifty-Sixth Report, the Customs Department have not been able to exa- 
mine whether there has been any failure in the Madras Customs House to 
detect cases of over-invoicing as the relevant documents are with the 
Central Bureau of Investigation. The Committee suggest that the Central 
Bureau of Investigation should examine how far there was failure in the 
Madras Customs House to detect ceses of over-invoicing and *to  what 
extent there was collusion, if any. Suitable action against delinquents 
should be taken thereafter. 

Review of issue of Import Licences by way of incentives--Para- 
graph 1.4: (S.  No 5 ) .  

1.15. Tn paragraph I .47 the Committee made the following observa- 
rions : 

"The Committee are pained to observe that at a time when this 
country was facing a serious shortage of foreign exchange, the Minis- 
try of Commerce should have issued licences worth crores of rupees 
for the import of raw hides and rkins to persons who were not inter- 
ested in importing these materials. As pointed out by the representa- 
tive of the Central Bureau of Investigation in evidence, the licensees 
had perhaps enough materials of their own, with the result that most 
of them sold their import entitlement: at a paltry commission of 2 
to 3 per cent and some of them even surrendered their entitlements. 
This shows how wrong the Export Promotion Council had been in 
their assessment of the need for imports of these materials. The Com- 
mittee desire that the hlmistry of Commerce should carefully review 
the issue of import licences which are given by way of incentive for 
exports to make sure that such abuses do not recur." 

1.16. In their reply dated 15th November, 1969, the Department of 
Foreign Trade have stated : 

"The main purpose of allowing the import of raw hides and skins 
against import entitlement! earned from Export of E.I. Tanned 



bather  prior to 15th May, 1964, was to increase the availability of 
raw hides and skins in the country. It is an essential raw material 
and was expected to help in increasing the export of processed and 
finished leather. 

Import entitlements against export of E.I. tanned leather prior 
to 15th May, 1964, was fixed at 75 per cent on the basis of the formula 
viz., twice the import content subject to a maximum of 75 per cent. 
In this case, the import content was taken roughly as under : 

Item lmport Import 
content entitlement - -- -- 

(a) Hides and skins, wattle 
extracts and bark. 

32% 63f%1 

(b) Chemicals and preservatives. 6% 114% 

Most of the chemical items previously allowed import, such as 
caustic soda, borax and boric acid, hydro-sulphite of soda, exalic acid 
etc., have since become available indigenously. Moreover, raw hides 
and skins and wattle extract bark etc., are now on O.G.L. According- 
ly, the import replenishment has been fixed at 2 per cent." 

The Committee had desired to be furnished with further infonnation on 
rhc following points : 

.(i) the principal Export Promotion Schemes under which import 
entitlements are given by way of incentive for exports; 

:(ii) the extent of import entitlement permitted thereunder; 
(iii) the restrictions subject to which import entitlements are trans- 

ferable; 

(iv) any other checks exercised to ensure that import licences given 
under these schemes are not misused. 

1.17. The Department of Foreign Trade have furnished a further note 
prepared by the Chief Controller of Imports and Exports stating : 

"All erstwhile Export Promotion Schemes, which were commonly 
termed as 'incentive schemes', were abolished consequent to the de- 
valuation of Indian Rupee on 6th June, 1966. The Government 
simultaneously announced the import policy for Regd. Exporters ap- 
plicable in respect of exports of certain specified products effected on 
or after 6th June, 1966 to permissible destinations. The policy has 
.bean passing .through a process of evolution and still continues to be in 
4orce. Urllike the erstwhile Export Promotion Schemes, the object 



of the import policy for Regd. Exporters is to provide replenishent 
from the most preferred sources of imported materials, intermediates, 
components and parts thereof used in the manufacture of the exported 
products. Nalurally the percentage of replenishment, which is based 
on the conccpt of single import content, varies from product t o  
product." 

"The important and striking aspect of this policy is the A.U, con- 
cept. Import licences under this policy are normally issued in favour 
01 n~anufacturers, who are borne on the books of the concerned tech- 
nical authorities, w;., DGTD, Textilc Commissioner, State Directors 
of Industries etc., subject to the condition that the good? imported 
under the licence are utilised in the licenceholders' own factory. How- 
ever, in the case of certain specified products, which are mainly decen- 
tralised on cottage industry basis, option has been allowed to merchant- 
cxportcrs (even though the Rcgd. Exporters policy fundamentally 
applied to manufacturer-exporters) to obtain replenishment licences 
in their own name provided they got the imported goods used else- 
where on their account and undertake not to sell the goods or other- 
wise dispose them of. The current import policy for Regd. Export- 
ers is contained in Vol. 11 of the Import Trade Control Policy for the 
year April, 1969 March. 1970 and necessary amendments or changes 
in the said policy have been announced by means of Public Notices 
issued from time to time." 

"Section I of the aforesaid policy-book contains the salient fea- 
tures of the policy and procedure; while Section 11 contains policy 
statement indicating the export products and the import replenishment 
percentage as well as the items that may be allowed for import and the 
extent to which they arc subjected to face value restriction. All the 
export products covered by the above policy have been brought under 
a number of product groups such as Engineering Goods, Chemical 
and Allied products and so on. Within each product group, the ex- 
port products hnvc been divided into broad categories like Ferrous 
manufactures, Non-ferrous manufactures, rubber manufactures and so 
on and into product sub-groups under each sub-category. The exports 
effected against the product group qualify for grant of replenishment 
licences under this policy." 

"Column 4 of Section I1 of the current policy book isdicates the, 
rate of replenishment against each export product. It also shows the 
items that may be allowed for import and the extent to which they. 
are subject to face value restriction under this policy". 

"Under certain restwhile Export Pron~otion Schemes both the. 
merchant-exporters and manufacturer-exporters were eligible for 



obtaining Export Promotion liceaces in their own name and the 
scheme also provided for transfer or sale of the import entitlements 
to other manufacturers. However, under the present import policy 
for Regd. Exporters, ordinarily licences are to be issued in the name 
of Regd. Exporter only if he is the manufacturer of the product 
exported, except for certain items listed in para 11 of Section I 
(Volume 11) of the current Policy Book wherein iicmces are issued 
even to merchant exporters subject to modified Actual Users condi- 
tions. Under the import policy for Regd. Exporters, a provision for 
nomination has been made. Nominations may be made by a mer- 
chant-exporter in favour of a manufacturer of the product exported 
or any product in the product sub-group to which the export belongs. 
Nomination can alm be made in favour of a manufacturer of a part, 
component or material used in the manufacture of the export product 
provided that (a )  such a part, component or material, if exported, 
would have qualified for import replenishment under the policy; and 
(b) unless specifically provided otherwise, it falls within the same pro- 
duct group to which the exported product belongs. It is also open 
to manufacturer-exporter also not to take the licence in his own 
name but to ask the licence to be issued in favour of a manufacturer 
nominated by him. Except for the provision of nomination as stipu- 
lated in the import policy for Regd. Exporters, the transfer or sale 
of entitlements or of the imported material is not allowed and the 
Actual User Conditions imposed on the replenishment licences pro- 
vide a built-in safeguard. It may be added that the licensing autho- 
rities exercise care and caution in accepting nomination by carrying 
out careful scrutiny regarding nominee's manufacturing activities in 
consultation with the concerned technical authorities like D.G.T.D. 
Textile Commissioner, State Director of Industries etc," 

"The following checks and built-in safeguards have been provid- 
ed in the prePent import policy for Regd. Exporters to ensure that 
import licences issued under this scheme are not misused: 

(a) Unlike the erstwhile Export Promotion Schemes, the 
replenishment is based on single import content. 

(b) Import licences or release orders under this policy are 
issued to manafacturerexporters duly registered with the con- 
cerned technical authorities subject to actual-user conditions. 
Even in the case of certain specified export producl, as given in 
Para 11(1) of Section I, Volume 11 of the current policy book, 
import licences are issued in favour of Ragd. Exporters even 
though they may not be registered as 'manufacturercxporters' 



subject to the condition that such goods are manufactured else- 
where on their account and undertaking not to sell or otherwise. 
dispose of the material allowed to them for import. 

(c) In order to keep a watch on the post-importation utili- 
sation of the imported material against the, licences issued under 
this policy, a provision has been made that intimation regarding 
issue of each licence is simultaneously sent to the concerned tech- 
nical authorities on whose books the licence is borne as a,manu- 
facturer. 

(d) The objective of the policy is to allow, in consultation 
with the technical authorities, only those items of import which 
constitute direct inputs in the exported produot. The policy 
adopted under the erstwhile E.P. Scheme to allow unconnected 
items, as an element of incentive, has been discontinued under 
the present import policy for Regd. Exporters. However, in 
order to neutralise the incidence of non-refundable local taxes 
as well as to enable the exporters to compete in the international 
markets, a scheme to grant cash assistance against certain select- 
ed export-product:, introduced after devaluation, still continues 
to be operative. 

(e) Except for the provisions of nominations as provided 
in the policy, no sale or transfer of entitlements of goods irnport- 
ed against the replenishment licences is permitted under the 
policy ." 
"Whenever any case of infringement of the actual user condition 

or misuse of imported material is brought to notice, the case is investi- 
gated, wherever necessary, through the agency of the C.B.I., and penal 
action is taken against the defaulters under the Imports and Exports 
(Control) Act, 1947, besides deregistration of the party and suspen- 
sion of grant of licences to them." 

"An inter-departmental committee consisting of representatives 
of the Ministries of Foreign Trade and Finance, D.G.T.D., and 
C.C.I. & E. has been constituted to screen and decide applications 
for grant of advance licences. A careful follow-up action is taken to 
watch the fulfilment of export obligations in such cases." 

"Another interdepartmental committee consisting of officers of 
the Ministries of Foreign Trade and Finance, D.G.T.D. and C.C.I. & E. 
keeps a close and constant watch on the working of the policy and 
takes adequate steps to plug any loopholes or any reported misuse of 



the provisionsl of the policy. The Committee carry out pariodical r e  
view and important changes in the import policy are made as a result 
of the Committee's decision." 

"The replenishment percentage against the exports of Vegetable 
Tanned Leather, Tanned hides and skins has been constantly under 
review since the introduction of the policy. The replenishment per- 
centage under the current policy isl only 2 per cent of the f.0.b. value 
against the E.I. Tanned Leather and 4 per cent against the exports 
of tanned hides and skins, as compared to the high rate of entitlement 
allowed under the erstwhile Export Promotion Schemes prior to de- 
valuation. In order to prevent misuse of the imported goods, items 
of import allowed are also subject to face value restriction.'' 

1.18. From the Import-Trade Control Policy for the period April, 1969 
March, 1970 announced by Government, the Committee observe that, 
apart from import replenishment schemes, where the replenishment is r e  
lated to export performance, there are a number of other schemes provid- 
ing facilkfes to export houses. These fall under the following categories: 

(i)  Export eflort by priority industries 

Industrial units engaged in priority industries will be accorded preferen- 
tial treatment if they export 10 per cent or more of their production, or 
if their products are used in exports to this extent. Such preferential treat- 
ment will include facilities for expansion and improvement of installed 
production capacity and for the import of raw materials and components 
from preferred sources of supply. 

(ii) Imports through Export Houses 

A new scheme has been formulated to enable recognised Export Houses 
to maintain stocks of industrial raw materials and spare parts for meeting 
essential requirements of the manufacturing units whose products are 
marketed by them. Under this scheme, import licences will be issued to 
merchandising Export Houses recognised on the basis of their exports of 
nonaaditional products. The details, of the scheme are being announced 
separately. 

(iii) Import of capital goods by export-oriented units 

Applications for import of capital goods, equipment, dies, jigs and tools 
required by exporting units for expansion, modernisation, diversification 
of production facilities as well as for research and developmeht with a 
view to accelerating their exports will be given high priority from out of 



a special allocation of foreign exchange to be made for this p o w ,  A 
provision to this effect has been made in Chapter V I  of the Import Trade 
Control Hand Book of Rules and Procedure, 1969. 

(ivl Strengtiretling Export Production 

In order to strengthen export production, industrial units with substan- 
tial export performance will be given certain facilities by way af (a) ex- 
panding their production capacity to enable them t o  step u p  their exports; 
(b) following up the additional capacity licensed for export production by 
appropriate import licensing for capital goods, spares and raw materials; 
(c) provision of finance, technical and managerial assistance; and (d) 
exclusion .of the capacity used in export effort from the overall licensed 
capacity. 

(v)  Phased Export Progratnmes 

The present export effort in industrial field? is confined to a few of 
many organised units. Government is desirous of assisling all competent 
concerns to expand and become more efficient in exporting over a period of 
time, thereby enlarging the number of exporting units. A scheme for 
phared export programmes has accordingly bcen cvolved which would en- 
able the intending cxportcr5 to obtain some or all of the facilities referred 
to in (iv) above. 

1.19. The Cornnittee note that under the Import Trade Control Policy 
now in operation, exporters are entitled to licences on specified conditions 
regarding export performances. It is no doubt true, as stated by Covern- 
anent, that the licences are issued to manufacturer-exporters who are duly 
registered and are subject to "actual-user conditions." However, it will 
be necessary for Government to devise effective procedures to ensure 
against misuse of import licences. Powers available to Government to 
blacklist firms should be effectively and promptly used to stop such abuses. 
In any case, asgg;port performance is either an implied or explicit eondi- 
tion of the p t  of licences, it will be necessary for Gavwnment to keep 
tab on the utilisation of these 1icencc.s from the larger pint  of view of 
export prawaion. 

Actrnrl tuhrrl crgainst prr.ronJ respon~ihle  for  tnalprcrcrices-Paragraphs 
1.49 and 1.50 ( S .  Nos .  7 and 8 ) .  

1.20. In paragraph 1.49 the Committee recommended that the Minis- 
try of Commerce should consider the question of debarring the persons 
who had abused their licences in these cases from getting further Import 
Licences. 



1.21. In their reply dated 15th November 1969, the Department of 
 reign Trade had stated : 

"This wwld be done. In some of these case?, prosecutions have 
,already been launched and the question of debarring persons concern- 
,ed would be considered in the light of the Court's judgment. The 
remaming cases are still under investigation by the C.B.I. and action 
under the Imports (Control) Order, in these cases, will be initiated as 
soon as investigation reports are available. The C.B.1, has been re- 
quested to indicate whether there are any other cases apart from those 
which have been so far reported." 

1.22. The Committee had desired to know whether the Central Bu- 
reau of lnvestigation had since indicated any other cases besides those al- 
ready reported and if so, the amount of foreign exchange involved. The 
Committee find ikon1 a copy of the reference dated 15th December, 1969 
received by the Department of Foreign Trade from the Chief Controller 
of lmports and Exports that the Central Bureau of Investigation have not 
registered any other case involving allegations of malpractices of licences 
h u e d  against the export of tanned hides and skins under the ermA~ile 
Export Promotion Scheme, apart from the cases already reported. 

1.23. With regard to the cases filcd in Court by the Central Bureau 
of Investigation and recoupmcnt of foreign exchange, the Committee 
made the following observations in paragraph 1.50: 

"As regards thc action taken or to be taken against the persons 
involved In the4c ci~ses. the Committee note that some of the cases 
havc already bem filcd in Court. and the remaining ones are also ex- 
pected to be filed shortly. They would, therefore, not like to comment 
on this aspect. Thcy are, h o ~ c v e r ,  anxious that the prospects of re- 
coupment of foreign exchange under Section 23(IB) of the Foreign EX- 
change Regula~inns Act should be fully explored in all these cases." 

1.24. In their reply dated 38th November, 1969, the Department of 
Revenue have stated: 

"The observations made by the Committee have been noted and 
these have been brought to the notice of the concerned arcncies for 
necessary action." 

1.25. The Committee desired to be furnished with information repard- 
ing (i) the outcome of the efforts made by the concerned agencies for the 



recoupment of foreign exchange and (ii) the precise position regarding 
starting of legal proceedings against all the parties involved. In a note 
dated 16th December 1969, the Department of Revenue have stated : 

"As has been explained in paragraph 1.23 and 1.24 of the Report 
of the Public Accounts Committee, necessary directions under the 
Foreign Exchange Regulation Act, 1947 can be issued for repatria- 
tion of foreign exchange retained or accumulated abroad unauthori- 
sedly. In the cases, which are pending in the court and in the cases 
where complaints are yet to be filed, the Central Bureau of Investiga- 
tion and the Enforcement Directorate propose to make a specific 
prayer to the court that the court may, in exercise of the powers 
under section 23(IB) of the Foreign Exchange Regulation Act, direct 
the persons concerned to bring back the foreign exchange holdings in- 
to India." 

1.26. The Department of Revenue have also in their note stated the 
position of legal pr&eedings in the six cases of over-invoicing of imports 
of hides and skins which have been referred to in the report. The position 
is as follows : 

"Case No. I: The Customs authorities have already filed a comp- 
laint in this case in the court of law. The Enforcement Direc- 
torate was contemplating filing of a complaint in the court. 
However, on the 14th October, 1969, the Supreme Court, in 
their judgment relating to MIS. Rayala Corporation of Madras 
ruled that the Directorate cannot file a complaint straightaway 
without initiating adjudication proceedings. In view of this 
judgment, the matter is being re-examined by the Enforcement 
Directorate." 

"Case No. 11 :. . . . . .The Bombay Custom House have filed comp- 
laints in the court of law in April, 1968 for offences under 
the Customs Act, 1962, A complaint has also been filed by 
the Enforcement Directorate in the court of Chief Presi- 
dency Magistrate, Bombay on the 10th July, 1968. The case 
has already been heard partly and is pending trial." 

"Case No. 111:. . . .The Central Bureau of Investigation have c o m p  
leted their investigation in the matter and have sent their in- 
vestigation leport to the Enforcement Directorate. The case is 
being examined in the light of the judgement of the Supreme 
Court referred to above." 

"Case No. IV : . . . . . .The Central Bureau of Inve~tigation launch- 
ed prosecution against the persons concerned in the court of 
Second Presidency Magistrate, Madras. The persons wem 



discharged by the court on the 8th May, 1969. The Cm-- 
tral Bureau of Investigation have filed a revision petition in 
the Madras High Court on the 23rd July, 1969." 

"The Enforcement Directorate have issued showcause notices to.. 
the holders of import licences, for contravention of section 
4(3) of the Foreign Exchange Regulation Act". 

"Case No. V: . . . . . .The Central Bureau of Investigation had 
launahed prasecution in the court of Seoond Presidency 

Magistrate, Madras, for offences under the Indian Penal Code. 
The court in its judgement dated 7th October, 1969 convicted 
SlShri . . . . . . Both these persons have filed appeals in the 
Madras High Court against their conviction." . 

"Case No. VI: . . . . . .The Central Bureau of Investigation have 
since completed their investigation in this case and have sug- 
gested to the Enforcement Directorate that a complaint for 
contravention of certain provisions of the Foreign Exchange 
Regulation Act and also for the charge of conspiracy may be 
filed in the court. The case is being examined in the light of 
the judgement of the Supreme Court referred to above." 

1.27. The Committee note that out of six cases investigated by tbe 
Centmi Bureau of Investigation/Enforcement Directorate, three cases are 
pending in courts while the remaining three cases are still under examina- 
tion in the light of Supreme Court judgment of 14th October, 1969 tbat En- 
forcement Directorate cannot file a complaint straightaway without initiating 
adjudication proceedings. The Committee desire that the examination of 
the matter should be expedited. 

1.28. Necessary steps should also be taken in cases pending in the 
courts and also those which are yet to be filed to make a specific prayer 
to the cwrt to direct the persons concerned under Section 23(IB) of the 
Foreign Exchange Regulation Act to bring back the foreign exchange 
holdings i t o  India. 

1.29. The Cormnittee note that Government has not taken any action 
to debar the peaom who have abused their licences from obtaining for- 
ther import licences. It has beem stated that tbe queetioa of debmbg the 
persons conrenred will be coasidered hr the light of tbe courts' judgment 
The Committee wwld like it to be examined whether Government are at 
this stage p d u d e d  from initiating such an a c t i ~ ~ ~  by virtue 4 power8 
vested ia them wider tbe Import and Export (Coatror) Act. 



Reporting of ornissiot?~ I:y autlrorised banks to the Reserve Bank of India- 
Paragraph 1.51 ( S .  NO.  9)  

1.30. In paragraph 1.5 1, the Committee made the following obser- 
,vation: 

"In their note to the Committee, the Central Bureau of Investi- 
gation have promised to send to the Reserve Bank a report on the 
acts of on~ission and conlmission of the banks authorised by the Re- 
serve Bank to deal in foreign exchange. The Committee trust that on 
the receipt of this report, the Reserve Bank will take necessary action 
against such of the banks as had contravened the Reserve Bank's 
instructions in regard to release of foreibq exchange." 

1.31. In their reply dated 18th December, 1969, the Department of 
Economic Affairs have stated : 

"Reserve Bank or India have undertaken to'take necessary action 
on receipt of reports from the Central Bureau of Investigation." 

1.32. The Committee had desired to be furnishcd with information on 
the following points: 

(i) whether C.B.I. have reported to the Reserve Bank of India re- 
garding acts of omission and cornmiscion by the banks in- 
volved; 

(ii) the action taken by the Reserve Bank against those banks which 
had contravened the Reserve Bank's instructions in regard to 
release of foreign exchange. 

1.33. In their communication dated 29th December, 1969, the De- 
partment of Economic Affairs have stated: 

"C.B.I. havc l'u~rmhcd R.B.I. with information relating to four 
cases but have ~ I c I v ~ > L ' ~  t h ~ ~ i l  not to take action till the same are disposed 
of by courts." 

1.34.. The Committee desire that the Central Bureau of Investigation 
should report to the Reserve Bank of India all other acts of omission and 
commission by banks authorised to deal in foreign exchange so that neces- 
sary action might be taken against them. The Committee would Like to 
to be apprised of the action taken by the Reserve Bank of India in this 
regard. 

Audit of fore i~n exchange trarlsactions-Parugraph 1.60 ( S ,  No. 14) 

1.35. In 'paragraph 1.56, the Committee had examined a suggestion 
that there should be a system of periodical review of foreign exchange 
transactions by an independent authority like the Comptroller and Auditor 
General. The Committee were then informed that the Ministry of Finance 



proposed to consult the Comptroller and Auditor General on the question 
whether and to *hat extent the advice of the Comptroller ahd Auditor 
General could be usefully drawn upon in laying d o m  appropriate proce- 
dure in this regard. The Committee made the following recommendation 
in paragraph 1.60: 

"The Committee would like Government to take an early decision 
in consultation wiih the Comptroller and Auditor General so that 
irregularities in cases where specific obligations are undertaken by the 
parties concerned may be brought out without delay." 

1.36. Government have stated in thcir reply dated 18th December, 
1969, that "their views have been con~municated to to Comptroller and 
Auditor General along with the information required by him on procedures 
etc., and the matter is presently under his consideration." It is understood 
from Audit that the Ministry of Finance have referred to Comptroller and 
Auditor General for comments a note setting out the various types of cases 
where foreign cxchange is released as a quid pro quo for specific obliga- 
tions and detailing the procedures which are being followed or are pro- 
posed to be followed to watch fulfilment of the obligations. This note 
does not deal with the question of test-check by Comptroller and Auditor 
General but Govcrnmcnt while forwarding this note to Comptroller and 
Auditor General have stated that in their view "no test-check by Compt- 
roller and Auditor General is called for, the matter being one of adminis- 
trative procedures rather than of financial transactions of Government. 
The draft prmedurcs are under examination of Audit." 

1.37. There are a number of schemes at present which relate import 
entitlements of parties to export performance. Parliament is entitled to 
know whether in these and other similar cases the country has derived 
the expected foreign exchange benefits. The Committee, therefore, feel 
that there should be some external test-check of these transactions by an 
independent authority like the Comptroller and Auditor General to ascer- 
tain whether import entitlements have been correctly regulated and obli- 
gations arising out of grant of import entitlements have been fulfilled. The 
Committee are not convinced by the argument put forward by Govem- 
ment that the matter is one of "administrative procedwes rather than of 
financial transactions of Governmentn. It cannot be denied that in the 
last resort foreign exchange spent or even earned by non-Governmeot en- 
filles has a vital impact o nthe economy d the country and attracts Gov- 
ernment's responsibility. The Foreign Exchange Regulations themselves 
derive from the basic premise set out in the Foreign Exchange Regulation 
Act, 1947 that "it is expedient in tbe economic and financial interests" of 
the country to regalate all dealings in foreign excbmge. In the circum- 
stances, Government should themselves welcome a selective test-check by 



the CompgoIIer and Auditor General of foreign exchange transactione is 
m far as they involve some form of quid pro quo. The Camnittee are con, 
fident that the Comptroller and Auditor Gene& will exercise hi9 functions 
~II this regard judiciously, without impinging on administretive dlscretim. 



RECOMMENDATIONS/ORSERVATIONS THAT HAVE BEEN 
ACCEPTED BY GOVERNMENT 

The Committee are shocked to observe that import licences granted 
by Government with a vowed object of export promotion of tanned 
hides and skins should have been wd to perpetrate frauds entailing heavy 
loss of foreign exchange to the country. According to the invdgadon, 
carried out by the Central Bureau of Investigation, the parties committing 
the frauds purchased import entitlements for raw hides and skim form 
leather merchants of Madras and then arranged to import, through their 
.agents abroad, worthless stuff at grossly inflated prices. An idea of the ex- 
tent of over-valuation can be had from the fact that imported raw hides 
:and skins, both cleared and uncleared, the value of which was estimated at 
Rs. 1 ,O3,500 were invoiced at Rs. 154,32,438 (i.e. 149 times the assessed 
value). The Committee note in this regard that, according' to the findings 
of the Central Bureau of Investigation in one case imports were arranged 
through a firm floated by the partners of the importing tirm solely for the 
purpose of effecting shipments and in another case a remuneration of 3 
percent was paid to a foreign firm for allowing the use of their name as 
shippers. 

[(Sd) No. 1, Paragraph 1.431 

Government entirely agrees with the Committee. 

{Ministty of Finance (Department of Revenue and Insurance) D.O. F.  
' 

No. 1/1/69-LC 11, dated 15-1 1-1969.1 

Another disquieting aspect of the matter which has come to the Com- 
mittee's notice is the lack of coordination between the various Ministries 
and Departments of Government. During the course of evidence when 
the Committee desired to know whether any further licences had been 
given to the firms which had sold the licences in these cases, the repre- 
sentative of the Ministry of Commerce stated categorically that the case 
had not even k e n  reported to them by any quarter. The Committee are 
surprised to learn this. They feel that after the cases had come to light, these 
should have been brought to the notice of the Ministry of Commerce. The 
Ministry of Commerce should have also been kept fully posted with subse- 



quent developments. ?his was necessary to enable that Ministry to examine 
the matter in the light of the new situation and initiate such action as they 
considered necesmry. This unfortunately was not done. The Committee 
trust that necessary steps will be taken to ensure that in all such cases 
there is close coordination between the Ministries and Departments of 
Government. 

[S. No. 6 ,  paragraph 1.481 

Action taken 

The obwrvations of the Committee have been noted. Steps have been 
taken to ensure that cases involving breaches of Import Trade Control 
regulations are reported promptly to the Chief Controller of Imports and 
Exports for initiating action under the Import Export Control Act, when- 
ever necessary. A copy of the instruction issued to the Collectors of 
Customs and Central Excise on the subject is enclosed for the information 
of the Committee. 

[kl~nistry of Finance (1)epartmenr oj Revenue and Insurance) D.O. F .  
No. 8 / 9 7 / 6 9 4 u r .  VII,  daled 18-10-1 9691. 

F. KO. 8/27/68-Cus. VII 
GOVERNMENT OF INDIA 

hllNlSTR Y OF FINANCE 
(Depa-nt of Revenue and Insurance) 

New Delhi, the 13th March, 1968. 
F:om 

The Under Secretary to the Government of India. 
To 

All Collectors of Customs, 
All Collectors of Central Excise. 

SUBJLCT :-1.T.C.R.- Blacklisting of firms that have contravened cus- 
toms law and foreign exchange regulations-Circulation of 
,information to ITC authorities and other Ministries-Fort- 

nightly Statements showing particular of unauthorised im- 
ports- 

Sir, 
Please refer to the hfinistry of Finance (Deptt. of Revenue) Secret 

letter No. 8/48/60Cus. VII, dated 24th June, 1960 wherein you were re- 
quested that fortnightly statements of all cases involving breaches of 
ITC regulations may be reported to the CCI&E (with a copy to the 
Board) for departmental action under the import/Export Control Act. 



2. It has now been decided, in consultation with the CCI & E that only 
the following types of cases need be reported to him i.e. 

(1)  where licences are issued for goods to be used in the impor- 
ter's factory but the goods imported are such as 

(i) are not ordiriarily used in such a factory, 
(ii) are much in excess of a year's requirements; or 

(iii) are imported by someone else. 

(2 )  where the liconce is for spares or components, but the goods 
imported are complete or near complete articles. 

( 3 )  where the ~narpin of profit on the imported goods is over 50 
per cent. The last category will include all miscelliineous 
types of offences for importation of goods with high margin 
of profit. 

3. It has been noticcd that these fortnightly statements have not ban 
furnished regularly and promptly. You are requested to ensure that 
such statements are furnished reprularly. If there are no such cases dur- 
ing a specific fortnightly then a 'nil' report may be sent to the CCI & E,. 
New Delhi with a copy to t h ~ s  Ministry. 

4. The receipt of this Ictter may please be acknowledged. 

Yours faithfully, 
Sdj- M. S. SUBRAMANYAM, 

Under Secretary to the Government of India. 

Copy forwarded to the C'CI & E, New Delhi. His U.O. No. 7iMisc.l 
HQ. 681Eng.1930 dated the 19th February, 1968. Copies of fortnightly 
ftiitements arc being czldorsed to this Ministry by a number of Collec- 
tomes. In this connection his office letters 3( 1 ) Stat-I(E) 1743 dated 
'1-6-61, 5(5)i661Stat.lI dn!ed 27-5-66 and 17-8-66 and 2961631StatlI11/562 
dated 29-10-66 have been quoted in such statements. However, the Collec- 
tors have been requested once again to ensure that such fortnightly state- 
ments are forwarded to his office. 

Copy to the Directorate of EnforcementjDirectorate of Revenue In- 
telligencelDirectorate of Inspection. 

Copy to all sections in the Customs Wing including Land Customs. 

Sdl-M. S. SUBRAMANYAM, 
Under Secretary to the Government of India. 



The Committee would like the Ministry of CotlImerce to Consider 
.the question of debarring the persons who had abused the licences in 
,these cases from getting further import licences. 

1s. No. 7, Paragraph 1.491 

Action taken 

This would be done. In some of these cases, prosecutions have a]. 
'ready been launched and the question of debarring persons concerned 
would be considered in the light of the Court's judgment. The remain- 

ing  cases are still under investigation by the C.B.I., and action under the 
Imports (Control) Order, in these cases will be initiated as soon1 as in- 
vestigation reports are available. The C.B.I. has been requested to iadi- 
.cate whether there are any other cases apart from those which have been 
s o  far reported. 
-[Mrnistry of Finance (Department of Revenue and Insurance) D.O. No. 

11 1 169-LC I I  dated 1 Stir November, 1969.1 

Further Information sought by the Action-Taken Sob-Co- 

Have the Central Bureau of Investigation since indicated any other 
.cases besides those already reported and if so, the amount of foreign ex- 
-change involved ? 

Government's Reply 

The Central Bureau of investigation have informed in their letter 
No. 15/27/68-EOW dated 12-12-1969 that they have not registered any 
other case involving allegations of malpractices of licences issued against 
'the export of tanned hides and skins under the earstwhile Export Promo- 
tion Scheme, a part from the cases already reported. 

'[Ministry .of Foreign. 7rade D.O. No. 211 1168-EP (CAP) dated 16th 
December, 19691. 

Recommendation 

As regards the action taken or to be taken against the persons involved 
in these cases, the Committee note that some of the cases have already 
been filed in court, and the remaining ones are also expected to be filed 
shortly. They would, therefore, not like to comment on this aspect. They 
are, however, anxious that the prospects of recoupment of foreign exchange 
under section 23(IB) of the Foreign Exchange (Regulations) Act should 
'be fully explored in all these cases. 

[S. No. 8, Paragraph 1.501 



[ , \Yi,~istr)? of Finance (Department oJ Revenue and Imuroncr) O.M. F. 
No. 1 1  120169-Tech. Cmrd. dated 28-1 1-69]. 

Furtbet Inforumtion sought by the Adon  Taken Sub-CommWoe 
piease Indicate- 

(i) the outcome of the efforts made by the concerned agencies for 
the recoupment of foreign exchange; 

(ii) the precise position regarding starting of legal proceedings 
against all the parties involved. 

Government's reply 

( i )  As has been explained in paragraphs 1.23 and 1.24 of the Report 
of the Public Accounts Committee, necessary directions under the 
Foreign Exchange Regulation Act, 1947 can be issued for repatriation' 
of foreign exchange retained or accumulated abroad unauthorisedly. In 
the cases which are pending in the court and in the cases where com- 
plaints are yet to be filed, the Central Bureau of Investigation and the 
Enforcement Directorate propose to make a specific prayer to the court 
that the court may, in exercise of the powers under section 23(IB) of 
the Foreign Exchange Regulation Act, direct the persons concerned to 
bring back the foreign exchange holdings into India. 

(ii) The position of tHe legal proceedings in the six cases of over- 
invoicing of imports of hides and skins is as follows: 

Case No. I : 

The main persons involved in this case are Snrvashri. . . . . . of 
Bombay. The Customs authorities have already filed a complaint in this 
case in the court of law. The Enforcement Directorate was contemplat- 
ing filing of a complaint in the court. However, on the 14th October, 
1969, the Supreme Court. in their judgment relating to _MIS. Rayala 
Corporation of Madras ruled that the Directorate cannot file a complaint 
straightaway without initiating adjudication proceedings. In view of this 
iudgment, the matter is being re-examined by the Enforcement Dirccto- 
rate. 

Case .No. I I  : 

The main persons involved in this case are SIShrl. . . . . .The 
3142 (Aii) L . S . 3 .  



Bombay Customs House have filed complaints in the court of law in April, 
1968 for offences under the Customs Act, 1962. A complaint has also 
been filed by the Enforcement Directorate in the court of Chief Presi- 
dency Magistrate, Bombay on the 10th July, 1968. The case has al- 
ready been heard partly and is pending trial. 

Case No. 111 : 

The main persons concerned in this case are Shri. . . . .  .of Bombay 
and Shri. . . . .  .of New Delhi. The Central Bureau of Investigation have 
completed their investigation in the matter and have sent their investigation 
report to the Enforcement Directorate The case is being examined in the 
light of the judgment of the Supreme Court referred to above. 

Case No. IV : 

The main persons concerned in this case are Sarvashri . . . . . .  
The Central Bureau of Investigation launched prosecution against the per- 
sons concerned in the court of Second Presidency Magistrate, Madras. 
The persons were discharged by the court on the 8th May, 1969. The 
Central Bureau of Investigation have filed a revision petition in the 
Madras High Court on the 23rd July, 1969. 

The Enforcement Directorate have issued show-cause notices to the 
holders of import licences, for contravention of section 4(3) of the Foreign 
Exchange Regulation Act. 

Case No. V : 

. . . . . . . . . . . . .  The main persons involved in this case are Sarvashri. 
The Central Bureau of Investigation had launched prosecution in the 
court of Second Presidency Magistrate, Madras, for offences under the 
Indian Penal Code. The court in: its judgment dated 7th October, 1969 
convicted SIShri. . . . . . . .  and . . . . . . . .  Both these persons have 
filed appeals in the Madras High Court against their conviction. 

The preliminary enquiries in the matter do not reveal any case for 
action against Shri . . . . . . . . . .  under the Foreign Exchange Regula- 
tion Act. As regards Shri . . . . . . . .  the matter is under examination. 

Case No. VI : 
The main persons involved in this case are Sarvashri.. . . . . . . . . . .  

The Central Bureaw of Investigation have since completed their investiga- 
tion in this case and have suggested to the Enforcement D i i W h k  that 



a complaint for contravention of certain provisions of the Foreign Ex- 
change Regulation Act and also for the charge of conspiracy may be tiled 
in the court. The case is being examined in the light of the judgment of 
the Supreme Court referred to above. 

It is requcsied that the names of the parties may not be mentioned in 
the final Report of the Committee. 

[Ministry of Finance (Department of Revenue) lD.0. No. 1 1  120169- 
Tech. Coord., dated 17-1 2-19691. 

Recommendation 

In their note to the Committee, the Central Bureau of Investigation 
have promised to send to the Reserve Bank a report on the acts of omis- 
sion and commission of the banks authorised by the Reserve Bank to 
deal in foreign exchange. The Committee trust that on the receipt of 
this report, the Reserve Bank will take necessary action against such ot 
the banks as had contravened the Reserve Bank's instructions in regard 
to release of foreign exchange. 

( S .  No. 9-Paragraph 1 . 5 1 )  

Action taken 
Reserve Bank of India have undertaken to take necessary action on re- 

ceipi of Reports from the Central Bureau of Investigation. 

[ M i n k t r y  of Finance (Department of Economic Affairs) DEA U.O. No. 
3 / 1 1  /69 -EP. ,  dated 18-1 2-19691. 

Furfher Information sought by the Action Table Sub-committee 

Please state- 

( i )  whether C.B.1, have reported to the Reserve Bank of India 
regarding acts of omission and commission by the banks in- 

volved; 

(ii) what action has been taken by the Reserve Bank against those 
banks which had contravened the Rescrve Bank's instruc- 
tions in regard to release of foreign exchange. 

Government's Reply 

The Central Bureau of Investigation have furnished the Reserve 
Bank of India with information relating to four cases but have advised 
them not to take action till the same are disposed of by courts. 

[Minishy of Finance (Department o f  Economic Adairs) communication 
Do. No. F .  3/11/69-E.P., dded 29-12-1969]. 



Recommendation 

The Committee would also like to observe that the W i e s  involved 
in cases of the present type are rich and influential and the amounts hoped 
to be p i n e d  large and tempting. They would like the Ministries con- 
cerr,ed to examir,e whether the foreign trade and exchange control laws 
of this country are implemented strictly to make anti-social elemenis feel 
thal breaches of law will not and cannot pay. 

[Sl. No. 1 1 -Paragraph 1.531 

Action taken 

The Government accept the Committee's recommmdation and pro- 
I.:., , ' .::: !::take studies of a fair number of actual cases of contrnven- 
t .  . ( i )  1'); Exchange C*mtrol Regulations and (ii) of the Import 
and Export Control Keguiations, a d  the punishments qwarded to those 
found guilty in each case; this will givc an idc;~ whether thc penal provi- 
sions in the two Ac:s are adequate cnoilgii to dcal with anti-social ele- 
ments. 

Further information sought by the Action I'akcn Sub-Committee 

Please furnish the results of the studies proposed to bc undertaken to 
ascertain whether the penal provisions iri the ( i )  Exchange Control Re- 
gulations and (ii) Import and Export Control Regulations are adequate 
enough to deal with anti-social elements. 

Government's Reply 
The Study is in propress and iesults thercof will bc communicated by 

the end of December, 1969. 

[Mi t~ is t ry  of Foreign Trade D.O. No. 21 1 1  i 6 9 - E P ( C A P ) ,  dared 16th 
Dc3cemhtv-, 19691 

Recommendation 
The Coinmittcc find that a nunlhcr of cilforcement agencies are scizcd 

of cases ayainst firms and persons i .valved in econon~ic offcnces. In the 
interest of smooth and swift investigation of such offences, the committee 
would like to emphasise the inlpcrativc need for close coordination among 
these agencies. The Committee trmt that necessary steps will be taken 
by Government to ensure clo\e coordination between various investiga- 
tion agencies. 

[S l .  No. 12-Paragraph 1 .id] 



The question of coordination among the enforcement agencies has be= 
receiving the active coAde~a t ion  of the Government. The positim 
has been kept under constant review with a view to make the enforcement 
of the fiscal laws as eltective as possible. 

In order to see that there is no conflict in the functi~nin~g of the var- 
ious agencies, an attempt has been made to define the sphere of activity 
of each agency. If in the course of working of these agencies, coordina- 
tion is found lacking in any area, fur.her measures will be taken to en- 
sure that investigations of fiscal offences do riot suffer due to want of 
coordination. 
[Ministry of Finance (Department of Revenue and Insurunce) O.M. F .  

No. 1 1 /20/69-Tech. Dev.,  dared 28-1 1 - 1  5691 
Recommendation 

The problem of lcakage of foreign exchange through over-invoicing and 
under-ifivoicing is an old one. The Committee observe in this r q a ~ d  
that the Mathur S.udy T c m  on Import and Export Trade Control 
Orpanisation had, inter aliu, rccon~mended the study of the probfcm of 
over-invoicing and under-invoicicg by a separate Committee. Govern- 
rncilt have slated in a written note that consequent upon the abolition of 
the old Export Promotion Schemes ;~nd  the enforcenmt of a ncw import 
policy for registered exporters with effect from August, 1966, Government 
felt thitt thcrc was no need for the appointment of a Co.nniittec To; the 
pt!rposc, Tlic Committee arc left with an impression that thc malprac- 
tic? of ovcr-invoicin; and under-invoicivg of exports and imports has not 
lxxn cffcctivcly checked and therefore. thcy fccl that it  would be uscful 
i f  :I small Study Team consisting of Ihc officers of thc relevant Miristrits 
a n d  of thc Rcservc Rank nrd the Central Bureau of Investigation is a?- 
pointcti to study the problem in all its aspects and suggest remedial men- 
surcs. 

(S. No. 13-Paroqroph 1.55) 
Action taken 

The recommendation of the Committee has been acepted,and n S!udy 
Team of the type suggested by the Committee is being constituted. 

[Minisfry of Finance (Department of  Revenur and Inntrance) 0.M. F .  
No. 11 120169-Terh.. Dev.,  dated 28-1 1-19691. 

Further Inforrrmtion sought by the A d n  Taken Sub-Committee 
Please state- 

( i)  whether the Study Team to go into the problem of ovar- 



inwicing of Imports and under-invoicing of exports has sj,p, 
been constituted; and if so, what their terms of reference are, 
and by what time they are required to submit report; 

(ii) if not, when the Study Team is proposed to be constituted and 
how much time is proposed to be allowed to them for sub- 
mission of Report; 

(iii) please also furnish in the due  course a statement showing the 
main conclusions of the Study Team together with action 
taken thereon by Government. 

Government's Reply 

The Team will examine the problems of leakage of foreign exchangc 
through over-invoicing and under-invoicing of  imports and exports and 
will, for this purpose, locate the possible avenues now existing because of 
organisational deficiencics or policies of various departments particularly 
in the Customs Department, Directorate of Enforcement, the Reserve 
Bank of India, Directorate of Export Assistance and suggest suitable 
changes in organisation, ~ o l i c y  and procedures. The Team will also exa- 
mine the legal and administrative set-up relating to imports and exports 
and the role of the respective agencies in implementation of the relevant 
procedures for suggesting suitable remedial measures. 

The Team will start functioning immediately and will submit its report 
within a period of four months. 

[Ministry of Finance (Dept t .  of Revenue and Insurance) U.O. No. 8/24/ 
69-Cus.,VI, dated 16-1 2-1 9691 



CHAPTER III 

IZ~,COMMENDATIONS/OBSERVATIONS WHICH THE COMMITTEe 
1)0 NOT DESIRE TO PURSUE 1N VlEW OF THE REPLIES 

BY GOVERNMENT 



CHAPTER IV 

RECOMMENDATIONS/OBSERVATIONS REPLIES T O  WHICH 
HAVE NOT BEEN ACCEPTED BY T H E  COMMITTEE A N D  

WHICH REQUIRE REITERATION 

Recommendation 

T h e  Committee are pained to observe that at a lime when this country 
was facing a serious shortage of foreign exchange, the Ministry of Com- 
merce should have issued licences worth crores of rupees for the import of 
raw hides and skins to  persons who were not interested in importing these 
materials. As pointed out by the representative of the Central Bureau of 
lnvestigation in evidence, the licensees had perhaps enough materials of 
their own, with the result that most of them sold thcir import entitlements 
at a paltry commission to 2 to  3 per cent and come of them even surrend- 
ered their entitlements. This shows how wrong the Export Promotion 
Council had been in their assewment of the need for imports of these mate- 
rials. The Committee desirc that the Ministry of Commerce should care- 
fully review the issue of import lieenccs which arc given by way ot incen 
t ~ v c  for exports to make sure that such abuses do not recur. 

[Si. N o .  5-Paragraph 1.471. 

Action taken 

The nuin puipose of allowing the import of raw hides and skins against 
import entitlements earned from Export of E.1. Tanned L a t h e r  prior to 
15th May 1964, was to incrcasc the a~~ii labi l i ty  of raw hidm and skins in 
tilt country. It ic an essential raw material and was expected to help in 
increasing the export of processed and tinlshcd lcathcr. 

Import entitlements against export of E.I. tanncd leather prior to 15th 
May 1964. was fixed at 75 per cent on thc basis of the formulrt, viz., twice 
the import content subject to a maximum of 75 pcrccnt. In this case, the 
import content was taken roughly as under :- 
- -  - -- - - - - 

Item Import Import 
content en t~ t l tment  

- --- 
(a) Hides and skins, wattle 32O/, 

extrncts and b-rk : 
63% 

(b) Chamical and presrtrg~5v:s : , Go/, 11% 



Most of the Chemical items previously allowed import, such as caurtlc 
soda, borax and boric acid, hydro-sulphite of soda, exalic acid etc., ham 
since become available indigenously. Moreover, raw hides and s k i  a d  
wattle extract bark etc., are now on O.G.L. Accordingly, the import rap 
lenishrnent has been fixed at 2 per cent. 

[Ministry of Finance (Department of Revenue and Insurance) D.0.F- 
No. 1/ 1 /69-LC-II., dated 15th November, 19691. 

Further Wormation sought by the Action Taken Sub-Committee 

The Committee had desired to be furnished with further i n f o r m a b  
on the following points. : 

(i) the principal Export Promotion Schemes under which import 
entitlements are given by way of incentive for exports; 

(ii) the extent of import entitlements permitted thereunder; 

(iii) the restrictions subject to which import entitlements are t m s -  
ferable; 

(iv) any other chccks cxcrciscd to ensurc that import liccnces given 
under these schemes are not mi~used. 

Government's Reply 

All erstwhile Export Promotion Schemes. which were commonly term- 
ed as 'incentive schemes', were abolkhcd consequent to the dcvaluation of 
lndian Rupce on 6th June, 1966. The Government sinlultaneously an- 
nounced the import of policy for Regd. Exporters applicable in rerrpd 
ot exports of certain specified product. effucted on or after 6th June 1966 
to permissible destinations. This policy has been passing through a process 
of evolution and still continues to be in force. Unlike the erstwhile En- 
port Pronlotion Schemes, the object of the import policy for Regd. Ex- 
porters is to provide replenishment from the most preferred sources d 
imported materials, intermediates, components and parts thereof used m 
the manufacture of the exported products. Naturally the percentae of 
replenishment, which is based on the concept of single import conteut, 
varies from product to product. 

2. The important and striking aspect of this policy is the A.U. concept, 
Import licences under t h i ~ ~  policy are normally issued in favour of man+ 
factureres, who are borne on the books d the concerned technical autbri-  
ties, viz., DGTD, Textile Commissioner, State Directors of Industries, dt, 



mbject to the condition that the goods imported under the licence are uti- 
lised in the licence-holders' own factory. However, in the case of certain 
rpecified produots, which are mainly decentrali~ed on cottage industry basis, 
option has been allowed ta merchant-exporters (even though the Regd. Ex- 
porters policy fundamentally applied to manufacturer-exporters) to obtain 
replenishment licences in their own name provided they got the imported 
goods used elsewhere on their account and undertake not to sell the g d s  
o r  otherwisc dispose them of. The current import policy for Redg. Ex- 
porters is containcd in Vol. 11 of the Import Trade Control Policy for the 
year April, 1969-March, 1970 and necessary amendments or changes in 
the said policy have been announced by means of Public Notices issued 
from time to time. 

3. Section I of the aforesaid policy-book contains the salient features of 
the policy and procedure; while Section I1 contains policy statement indi- 
cating the export products and the import replenishment percentage as well 
as the items that may be allowed for import and the extent to which they 
are subjected to face value restriction. All the export products covered 
by the above policy have been brought under a number of product groups 
such as Engineering Goods, Chemicals and Allied products and so on 
Within each product-group, the export products have been divided into 
broad categories like Ferrous manufactures, Non-ferrous manufactures, 
rubber manufactures and so on and into product sub-groups under each 
sub-category. The exports effected against the product groups qualify for 
grant of replenishment licences under this policy. 

4. Column 4 of Section I1 of the current policy book indicates the 
rate of replenishment against each export product. It alm shows the items 
that may be allowed for import and the extent to which they are subject 
to face value restriction under this policy. 

5. Under certain erstwhile Export Promotion Schemes both the mer- 
chantexporters and manufacturer-exporters were eligible for obtaining 
Export Promotion licences in their own name and the scheme also provid- 
ed for transfer or sale of the import entitlements to other manufacturers. 
However, under the present import policy for Regd. Exporters, ordi- 
narily licences are to be issued in the name of Regd. Exporter only if 
h e  is the manufacturer of the product exported, except for certain items 
listed in para 11 of Section I (Volume 11) of the current Policy Book 
wherein licences are issued even to merchants exporters subject to modified 
Actual Users conditions. Under the import policy for Regd. Exporters, 
a provision for nomination has been made. Nominations may be made by 
a merchantexporter in favour of a manufacturer of the product exported 
or any ~ roduc t  in the product sub-group to which the export belongs. 
Nomination can also be made in favour of a manufacturer of a part, com- 
ponent or material used in the manufacture of the export product provid- 
.ed that (a)  such a part, component or material, if exported, would have 



qualified for import replenishment under the policy; and (b) unless specs- 
d y  provided otherwise, it falh within the same product group to which 
the exported product belongs. I t  is also open to a manufacturer-exporter 
also not to take the licence in his own name but to ask the licence to be 
issued in favour of a manufacturer nominated by him. Except for the 
provision of nomination as stipulated in the import policy for Regd. Ex- 
porters, the transfer or sale of entitlements or  of the imported material is 
not allowed and the Actual User Conditions imposed on the replenishment 
licences provide a built-in safeguard. It may be added that the licensing 
authorities exercise care and caution in accepting nomination by carrying 
out careful scrutiny regarding nominee's manufacturing activities in consul- 
tation with the concerned technical authorities like D.G.T.D. Textile Corn- 
missioner, S:ate Director of Industries, etc. 

6. The following checks and built-in safeguards have been provided 
in the present import policy for Regd. Exporters to ensure that import 
licences issued under this scheme are not misused : 

(a)  Unlike the erstwhile Export Promotion Schemes, the replenish- 
ment is based on single import content. 

(b) Import licences or release orders under this policy are issued 
to manufacturer-exporters duly registered with the concerned 
technical authorities subject to ac:ual-user conditions. Even 
in the case of certain .qxcified export product, as given in 
Para 1 l(1) of Section I, Volume I1 of the current policy book, 
import licences are issued in favour of Regd. Exporters even 
though they may not be registered as 'manufacturer-expopters' 
subject to the condition that such goods are manufactured else- 
where on their account and undertaking not to sell or other- 
wise Gispose of the material allowed to them for import. 

(c) In order to keep a watch on the pm$-importation utilisation of 
the imported material against the licences issued under this 
policy, a provision has been made that intimation regarding 
issue of each licence is simultaneously sent to the concerned 
technical authorities on whose books the licence iq borne as 
a manufacturer. 

(d) The objective of the policy is to allow, in consultation with 
the technical authorities, only those items of import which 
constitute direot inputs in the exported product. The policy 
adopted under the erstwhile E.P. Schemes to allow unconnected 
itams, as an element of incentive, has been discontinued under 
the p r q n t  import policy for Regd. Exporters. However. in 
order to neutralise t4e incidence of non-refundable local taxes 



a s  well as to enable the exporters to compete in the intuna- 
tional markets, a scheme t o  grant cash assistance against cer- 
tain selected export-products, introduced after devaluation, still? 
continues to  be  operative. 

(e) Except for the proviqions of no:ninations as provided in the 
policy, no sale or transfer of entitlements or goods imported 
against the replenishment licences is permitted under the 
policy. 

7. Whenever any case of infringement of the actual user condition or 
misuse of imported material is brought to  notice, the case is investigated, 
wherever necessary, thiough the agency of the C.B.I., and penal action is 
taken against the defaulters under the Imports and Exports (Control) Act, 
1947, besides deregistration of the party and suspension of grant of licen- 
ces to them. 

8 An inter-departmental committee consisting of representatives of 
the Ministriec, of Foreign Trade and Fmance. D.G.T.D., and C.C.I. & E. 
has been constitutcd to screen and decide applications for grant of advance 
liccnccs. A careful follow-up action i q  taken to watch the fulfilment of 
export obligations in such cases. 

9. Another inter-departmental committee consisting of officers of tllc 
Ministries of F o r c i p  Trade and Finance, D.G.T.D. and C.C.I. & E, keep; 
a close and constant watch on the working of the policy and takes adequate 
steps to plug any loopholes or any reportcd misuse of the  provisions of the 
policy. The Committee carry out periodical rrvlew and important c h a v e s  
in the import policy are made as a result of the Committee's dccidon. 

10 .  The replenishment percentage against the exports of Vegetable 
Tanned Leather, Tanned hides and skins has been constantly under revicw 
since the introduction of thc policy. The replenishment perccntage under 
the current policy is only 2 per cent of the f.o.b., value against the E.T. 
Tarned leather and 4 per cent against the exports of tanned hidcs and 
skin:;, as compared to the high rate of entitlement allowed under the erst- 
while Export Promotion Scheme prior to devaluation. In order to prevent 
mis-use of the imporied goods, items of import allowed are also subject to 
face value restriction. 

11. 5 copies of the I.T.C. Policy Book Vol. 11 for 1969-70 containin? 
the import policy for Regd. Exporters are placed below. T h e  set of Public 
Notices issued from 1st April, 1969 to date notifying the changes in the 
aforesaid policy is also enc1,osed in quintuplicate. (Not printed). 

[Ministry of Foreign Trade D.O. No. 211 1/69-EP (CAP dated 16th 
December, 19691. 



ANNEXURE 
( i )  A. Engineering Goods. 

(ii) B. Chemicals and Allied Products. 
(iii) C. Plastics. 
(iv) D. Leather and Leather Goods and other Animal Products. 
(v) E. Sports Good$. 

(vi) F. Fish and Fish Products. 

(vii) G. Processed Foods. 

(viii) H. Handicrafts. 

(ix) I. Cashew Kernels. 

(x )  J. Tobacco and Tobacco Products. 

(xi) K. Woollen Carpets, Rugs and Druggets. 

(xii) L. Wollen Textiles, Hosiery and Mixed Fabrics. 

(xiii) M. Coir Products. 

(xiv) N. Cotton Textiles. 

(XV) 0. Ready-made Garments (other than Ready-made Garments 
of Natural Silk). 

(xvi) P. Natural Silk Fabrics, Garments. 

(xvii) Q. Stainless Steel Products. 

(xix) S. Gem and Jewellery. 
(XX) T. Cinematograph Films (exposed) 

(xxi) U. Natural Fibre Products. 

(xxii) V. Nylon Products. 

(xxiii) \V. Cellulosic Product!. 

(xxiv) X. Bcnded Products forni Mixture of Korton~Celluloec, Fibre 
or Yarn/Nylon/Polyestcr or Yarn. 

Recommendation 
The Cornmittec would like Government to take an early decision in 

consultation with the Comptroller and Auditor General so that irreylari- 
ties in cases where specific obligations are undertaken by the parties con- 
cerned may be brought out without delay. 

[S .  No. 14-Paragraph 1.601. 



Action taken 
Governmefit's views have been communicated to the Comptroller and 

Auditor General, along with the information required by him on procedures 
e:c. The matter is presently under his consideration. 

[Ministry of Finance (Department of Economic Aflairs) U.O. No. 3 / 1 1 169- 
EP dated 18th December, 19691. 



CHAPTER V 

RECOMMENDATIONSiOBSERVATIONS IN RESPECT OF WHICH 
GOVERNMENT HAVE FURNISHED INTERIM REPLIES 

Recommendation 

In the opinion of the Committee, the commission of these frauds had 
been made possible by loopholes in procedure and by certain lacunae in 
the Export Promotion Scheme as is subsisted up to 31st August,* 1963. 
The Committee got an impression during evidence that hardly any check 
was exercised against over-invoicing at the licensing stage. Even though 
there was a provision. for the indication of the quantity in the impoft 
licence, no such indication was given in the cacle of noncapital goods. Nor 
was there any check at the foreign exchange releasing stage. All this com- 
bined with laxity at the inportation stage facilitated the perperation of 
the fraud. 

[S l .  No. 2-Paragraph 1.441- 

Action taken 

( i)  It is not clear how 31st August, 1963 has been mentioned in tba 
recommendation. The position is that prior to 1st June, 1963, import 
entitlements earned againqt exports of E.1, tanned leather could be u t i k d  
without any particular restrictions. From 1st June, 1963, restrictions w e e  
imposed on the utilisation of imported materials and the Scheme a l f d  
the articles imported against the entitlement:- 

(a) to be used in the exporter's own factory; or 

(b) to be sold to any other manufacturer who manufactured pro- 
ducts covered by the Scheme and who exported a part of his 
products. 

(c) In cases where the exporter wanted to transfer or sell his i q w t  
entitlement to any other manufacturer, an application for im- 
port licence could be made by such manufacturer, provided 
such manufacturer satisfied the conditions mentioned at perm 
(a)  and (b) above. Alternatively, an exporter getting im 

---- A- ---- 
*The date has been indicated in the Report as 31st August, 1963 k t  

should read as 31st May, 1963. 



licence in his own name was eligible to  obtain a letter af 
Authority in favour of any manufacturer who could statisfy 
the conditions mentioned at  (a) and (b) above. 

<d) Detail?, of sales of the imported materials to  any &rx~l in  ac- 
cordance with (a), (bj and (c) above were t o  be reported by 
the exporter within a fortnight, to  the concerned Export 
Promotion Council. 

From 15th May, 1964, the import entitlement was reduced from 75 per 
cent t~ 19 pcr cent with the same restrictions on utilisation as mentioned 
above. 

It will thus be seen that while the imported material was allowed t o  be 
transfcrred, such transfer was subject to certaln conditions. Sale or trans- 
fer of import liccnce: was not allowcd. The cases reported by the CBI  in- 
volved illcgal trafficking in import licences. This offence was not the re- 
sult of any specific feature of the E.P. Scheme. 

(ii) In our opinion, there are certain difficulties in ensuring a t  the licen- 
sing stage that there will be no over-invoicing subsequently. However, this 
question will bc remitted to the Study Team proposed to be appointed in 
pursuance of the Committee's reconinlendation at S1. No. 13 (Para No. 
1.55). . i 

(iii) It  k, true that there is a provision for indication of the quantity in 
an import licence but the effect of mentioning quantity is only to  lay down 
a quantitive limit in addition to the value limit for imports that can be 
made against the licences. There is nothing to prevent the licence holder 
from importing a lesscr quantity than indicated in the licence. The mention 
of quan:ity, thercforc, cannot prevcnt ovcr-invoicing. 

( iv)  Regarding the check at the forcign exchange releasing stage, the 
Exchange Control Regulations lay down ecrtain precautions which the au- 
thoriscd dealers in foreign exchange hace to take it the import documents 
have been received direct by the inipor C I S .  If the bank? concerned in 
t h e  cases have failed in observing the rules, their defaults will figure in 
the report to be submitted by the C.B.I. to thu Reserve Bank vide the Cum- 
miUee's recommendation at SI. No. 9. Apuri from this, it is possible that 
k e  are some lacunae in the Exchange Control Regulation?. For  example 
a x o r d i n g  to the existing regulations, it appcars that the authorised dealers 
in foreign exchange, in cases where the shipping documents are received 
by them from the overseas banks, are no: required to verify that the remit- 
tances they arrange are matched by the value of the goods actually imported. 



The question whether the Exchange Control Regulations need some tighten- 
ing, will be examined in depth by the Study Team which is proposed to be 
appointed in pursuance of the Committee's recommendation at Para No. 
1.55. 
[Ministry of Finance (Department of Revenue and Insurance) D.O.F. No. 

, 111 169-LC 11 dated 15th November, 19691. 

Recommendation 

The Committee note that the Export Promotion Scheme has since been 
modified; and the import entitlement is now restricted to 19 per cent, 
instead of 75 per cent as before. Restrictions have also been placed on the 
~plejtransfer of import entitlements. The Committee would like the Minis- 
try of Commerce to examine the feasibility of indicating in the licence the 
fair unit values of the commodities to be imported on the basis of ruling In- 
ternational prices. 

[S l .  No. 3-Paragraph 1.451. 

Action taken 

(i) lmport replenishment against exports of ,hides and skins have since 
been further reduced to 2 per cent in the case of vegetable tanned leather 
all sorts, known in the trade m E.1. tamed etc., and 4 por cent in the case 
of chrometanned leather. The replenishment is meant to be utilised f a  
import of chcnucds, since the import of hides and skins is at presenrt undez 
O.G.L. I 

. . 
(ii) It may be possible to deal with few selected items on unit value 

ba~js, but it would be difficult administratively to deal with all the items on 
the import list on unit value basis. In our view, the system will bo ink 
perfect a s  any incorrect unit value rncntioned in the licence may sarva 
as a legal cover for over-invoicing. However, we are willing to have this 
question e x ~ m h d  by the Study Team proposed to be appointed in Fur- 
suance of the Committee's recommendation at SI. No. 13 (Para 1.55). 

[Ministry of Finance (Deparrmcnt of Revenue and Insurance) D.O.F. No.  
1 1 1 169-LC 11 dated 15th November, 19691. 

Recommendation 

The Committee are concerned ova  the performance of the Cus toq  
Deptt. in these cases. It'appears to them surprising that the appraising 
staff of the Deptt. who were supposed to keep in constant touch with the 
market and maintain registers showing the prices of commoditiw coming 
from various warm should not have been able to ddbct these cases over. 
invoicing in same of which was as high as 228 times the a9scssed values 
3142 (Aii) LS-4. 



It was urgcri in evidence thnt the l~ppraising staff at minor pdrrts was not 
high ranking enough. Thc Conlmittee, however, fhd that the 'failure to 
d m t  over-incoicinp was not confincd t o  minor ports, it was also evi- 
dent in case of major ports like Calcutta, Bombay and Madras. The Corn- 
mittee would like Government to cxanline whether there was not a goss 
neglect of duty on the part of the appraisers concerned. They would also 
like the Mlnrstry to ex;~mine whcthcr some ch;lnge in the existing system is 
not called for .  

Action taken 

Tlle Committee's observation. regarding failure to detect cases o£ over. 
invoicing in thc major ports like Calcutta, Bombay and Madras has been 
examined. \Vhile there have nu, been any  cascs of this type in the Bombay 
and C ~ k ~ t t a  Custom Houses, the posirion ol the Madras Custom House 
could not be exarnincd in thc absent:. of the relevant documcnt.~, which 
have bcen taken over by the Economic OfTenccs Wing of the C.B.I. in w n -  
nection with prosecution prtxccdings in the court. The matter will be 
examined on rcceipt of' the documents. 

As for the recnn~nlcndations for exanining the existing system in the 
Custom Ilouses, tllc Study Team bcing constituted in pursuance of recom- 
mendation KO. 13 (P;lra 1.55) would be asked to $udy this aspect. 

Recommendation 
The Committee appreciate the diHiculties in investigation of cases in- 

volving breaches of foreign tradc and exchange control laws. They are 
particularly anxious that p e r m s  contravening these laws should not be 
able to flee to othcr countriec, for the purpose of escaping punishment or 
destroying incriminating evidence against them While the Committee arc 
anxious that the freedoni of the ciiizcnis not impinged upon in any manner, 
they feel that such freedom should not be allowed t o  be so used as to  
prevent the law of the land from having its natural course. The Com- 
mittee are kecn tha t  no person is allowcd to contravene the law with im- 
punity. Jt should also bc exaniined whether and to what extent the diffi- 
culty of obtaining witnesws and documents from foreign countries and a p  
prehending persons involved in economic offences can be got over by cn- 
listing the support of the Inter-national Criminal Police Organisation or 
by amcndements to Indian laws. 

[Serial No. I Lparagraph 1.521 



The Committee's recommendation has been noted. The Government 
arc themselves anxious to see that perbonc, who are suspectd to have con- 
tr,ivcned the fiscal laws and against whom invc5,igations are in progress a n  
not allowed to leave the country in order to cscape punhhment or to t a m p  
with  the evidence against them. Howcvcr, thc exact nature of the gatu- 
tory provisions to be made in this rcgard is under examination. 

[h f i r~ js t ry  of Finunc~ ( L k p t t .  of Rewrtrw owl 1rr.wruncr) O.M. I;. No. 
1 1 120169-Tech. C'oord. dared 28-  1 1-69]. 

Further information sought by the Action-Taken Sub-Ccmmittee 

Plcase state 

( i )  Whether Government have sinoc conw to a decijion regarding the 
cxact nature of the statutory provisions to be made to ensure that persons 
su\pected of contravention of fiscal law4 against whom inbcdgations arc 
In progress arc not allowed to leave the Country in order to c4crlpe punish- 
ment or to tampcr with evidcnce againct thcni; 

( i i )  Whcthcr Gvvernnicnt haw cxiuiiincd wltctlicr and to v+I~at cnteut 
thc difficulty of obtaining witnesses and documents from foreign countries 
and apprehending percons involved in economic ofTences can bc go: over 
by enlisting the support of thc lCPO or by oolcndn~cnts to Indian laws. 

Government's Reply 

(i) The matter has bcen cxan~ined in an inter-Ministerial rnmting held 
in the Ministry of External Affairs on the 9th Octohcr, 1969 m d  ils decide& 
in the meeting, the Central Bureau of Investigation and other agcncies 
concerned are cxmining the question of aniendnients of the restrictive 
provisions of the Passports Act, 1967. 

( i i)  The matter is still under examination by the Central Sureau of 
Investigation. The investigation agencies are ascertaining from their field 
formations the precise difficultics experienced in the matter of examination 



of witnessesldocuments from foreign countries and apprehending persom, 
involved in economic offences. A proposal for inclusion of m a i n  offences 
against the Foreign Exchange Regulation Act, in the Second Schedule of 
the Extradition Act, 1962 is also being examined. 

TD.0. No. 11(20/69-Tech. Coord. dated 17th December, 19691. 

Jew Delhi ; 
'(Ru+'/ - 

Chairman 
P u b l i c  hccounis ~ o m m i i t e ~ ,  



APPENDIX 

Summary of Main Com~ujionslRecomzndatiom 
---- -- -- - - - -- - - 

S. NO. Para No. of ~Ministr,- D5partment C );lclusio-:srRecommendati?cs 
Report cntceriled 
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I 2 3 4 

-- - -- - -- 
1 1.12 Finance The Committee note that, pursuant to their recommendations, 

Foreign Trade Government have appointed a Study Team to go into the problem of over- 
invoicing of imports and under-invoicing of exports. The Committee hope 
that the Study Team will examine the problem in all its aspects and that, on 
the basis of their suggestions, Government would be able to devise effective 
checks at the licensing, foreign exchange releasing and importation stages, 

-a so as to eliminate the mal-practices connected with over-invoicing and 
undcr-invoicing. 

Finance - 
Foreign Trade -- 
Home Affair~ 

The Committee would like Government to give particular consi- 
deration to the following suggestions : 

(i) The Committee understand that the Reserve Bank of India has 
at present no machinery to check deciarations of value of goods 
by importers and exporters. The Customs Authorities have 
appraising units and they should be charged with the responsi- 
bility for verifying whether the declared values of export. and 
imports are fair and in accordance with exchange control law 
and requirements. 

-- 



(ii) Valuation of exports[imports is a job which calls for expertise 
and a knowledge of prevalent market conditions in India and 
abroad. It will, therefore, be necessary to ensure that adequate 
market intelligence is made available to the customs officers 
who do appraid work. 

(iii) There wourd be temptations to over-value imports where import 
licences are issued liberally for essential machinery and plant. 
A comprehensive scrutiny of imports of the type where there 
is possibility of over-valuation should therefore be conducted 

in Customs Houses. Any powers that the customs officer may 
require for this purpose, such as calling for documents and other 
evidence, should be provided to them under law. There should 
likewise be a scrutiny of selected exports, but the procedures for 
this purpose should be such that t5ey do not delay shipments. 

(iv) The experience in the cases dealt with by the Committee in their 
FiftySixth Report indicates that prosecutions tend to be drawn 
out. Delay is likely to vitiate the very purpose of prosecution. 
It makes establishment of guilt difficult and tones down the 

deterrent effect of penalties. The Committee would like Gov- 
ernment to examine whether a special procedure wuld be 
cribed so that prosecution proceedings could bt quickly c a n p  
leted in cases of this type. In dealing with foreign ex- 



4 

offences, except those which are petty in nature, the emphasis 
should be on prosecutions rather than adjudicath, 

(v) Government have themselves stated that there are some laconae 
in Exchange Control Regulations and have mentioned as an 
instance the fact that the existing regulations do not cast any 
obligation on authorised dealers in foreign exchange to verify 
whether remittances arranged on behalf of importers are match- 
ed by the value of goods actually imported. Loopholes of this 
kind should be plugged. The E5timates Committee bad also 
drawn the attention of Government to obvious deficiencies and 
lacunae in the provisions of the Foreign Exchange Regulation 
Act and rules and orders etc., thereunder. The law should there- 
fore, be streamlined so that: 

(a) the onus of proving that a fair value of exportslimports bas 
been declared is on the exporterlimporter; 

(b) in case of exports, where payment has not been received, 
the onus is caFt on the exporter to prove that reasonable 
steps have been taken for realisation; 

(c) persons who conspire or aid or abet or counsel or procure 
any other person to contravene the exchange control regu- 
lations could be penalised under the Act. 

(d) provisions regarding penalties are so framed as to operate as 
an adequate deterrent to potential offenders; 

(el offences under the foreign exchange regulations are includ- 
ed in the schedule of offences calling for extradition pro- 
ceedings, if necessary. 

--- - -- A 
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It is, however. not the intention of this Committee that omission arising out 
of minor procedural deviations inadvertently committed should be visited 
with punishment. 

Finance The Committee note that in respect of cases mentioned in the 
Fifty-Sixth Report, the Customs Department have not been able to exa- 
mine whether there has been any failure in the Madras Customs House to 
detect cases of over-invoicing as the relevant documents are with the 
Central Bureau of Investigation. The Committee suggest that the Central 
Bureau of Investigation should examine how far there was failure in the 
Madras Customs House to detect cases of over-invoicing and to what 
extent there was collusion, if any. Suitable action against delinquents 
should be taken thereafter. 

Foreign Trade The Committee note that undser the Import Trade Control Policy 
now in operation. exporters are entitled to licences on specified conditions 
regarding export performances. It is no doubt true, as 'stated by Govern- 
ment. that the licences are issued to manufacturer-exporters who are duly 
registered and are subject to "actual-user conditions." However, it will 
be necevary for Government to devise effective procedures to ensure 
against misuse of import licences. Powers available to Government to 
blacklist firms should be effectively and promptly used to stop such abuse. 
In any case, as export performance is either an implied or explicit condi- 
tion of the grant of licences, it will be necessary for Government to keep 



Finance 
Home AfE& 

Finance 
Home Affairs 

Foreign Trade -- -- 

8 1 34 Home Maim 
Finance 

tab on the utilisation of these licences from the larger point of view of 
export promotion. 

The Cmmittee note that out of six cases investigated by the Central 
Bureau of Investigation]Enforcement Directorate, three casea are pending 
in courts while the remaining three cases are still under examination in the 
light of Supreme Court judgment of 14th October, 1969 that Enforcement 
Directorate cannot file a complaint straightaway without initiating adjudi- 
cation proceedings. The Committee desire that the examination of the 
matter should be expedited. 

Necessary steps should also be taken in cases pending in the 
courts and also those which are yet to be filed to make a specific prayer 
to the court to direct the persons concerned under Section 23m) of the 
Foreign Exchange Regulation Act to bring back the foreign exchange z 
holdings into India. 

The Committee note that Government has not taken any action 
to debar the persons who have abused their licences from obtaining fur- 
ther import licences. It has been stated that the question of debarring the 
persons concerned will be considered in the light of tbe courts' judgment- 
The Committee would like it to be examined whether Govenunent are at 
this stage precluded from initiating such an action by virtue of powers 
vested in them under the Import and Export (Control) Ad. 

Tbe Committee desire that the Central Bureau of Investigatian 
should report to the Reserve Bank of India all other aagr d imhion and 



Finance 

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

I 2 3 4 
- - -- 

commission by banks authorised to deal in foreign exchange so that neces- 
sary action might be taken against them. The Committee would like to 
be apprised of the action taken by the Reserve Bank of India in this 
regard. 

There are a number of schemes at present which relate import 
entitlements of parties to export performance. Parliament is entitled to 
know whether in these and other similar cases the country has derived 
the expected foreign exchange benefits. The Committee, therefore, feel 
that there should be some external test-check of these transactions by an 
independent authority like the Comptroller and Auditor General to ascer- W 
tain whether import entitlements have been correctly regulated and obli- 
gations arising out of grant of import entitlements have been W e d .  The 
Committee are not convinced by the argument put forward by Govem- 
ment that the matter is one of "administrative procedures rather than of 
financial transactions of Government". It cannot be denied that in the 
last resort foreign exchange spent or even earned by non-Government en- 
tities has a vital impast on the economy of the country and attracts Gov- 
ernment's responsibility. The Foreign Exchange Regulations themselves 
derive from the basic premise set out in the Foreign Exchange Regulation 
Act, 1947 that "it is expedient in the economic and financial interests" of 
the country to regulate a l l  dealings in foreiga exchange. In the circmn- 
stances, Government should themselves welcome a selective testcheck by 
the Comptroller and Auditor General of foreign exchange transactions m 








