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INTRODUCTION 

I the Chairman of the Public Accounts Committee, as authorised 
by the Committee do present on their behalf this Hundred and 
Forty-ninth Report on Paragraph 1.17 of the Report of the Com-
ptroller and Auditor General of India for the year 1980-81-Union 
Government (Civil) Revenue Receipts, Vol. I-Indirect Taxes re-
lating to duty exemption allowed overlooking condition of end-\lse. 

2. The Report of the Comptroller and Auditor General of India 
for the year 1980-81, Union Government (Civil) Revenue Receipts, 
Vol. !-Indirect Taxes was laid on the Table of the House on 31 
March, 1982. 

3. In order to achieve the twin objective of meeting the gap 
between the demand and supply of wrist watches and to contain 
their smuggling in the country, a notification was issued in Decem-
ber 1978 exempting watch components imported for the manufac-
ttire of wrist watches from customs duty in excess of 50 per cent 
ad valorem. However, there was no appreciable fall in the number 
of w&tches confiscated during the years from 1977 to 1981 and the 
production of watches also remained stagnant since 1978 allowing 
wide gap between the demand and supply. The Committee have, 
therefore, concluded that the statutory exemption has faned to 
fulfil either of the two purposes for which it was given. 

4. The Committee have found that the exemption notification 
was not reviewed at any level with a view to assess periodically 
as to how far the exemption had achieved the underlying objectives. 
The Committee have, therefore, recommended that such exemptions 
should not be granted for indefinite periods but restricted to a 
couple of years subject to review and extension. 

5. The Committee have pointed out that Government have not 
made any study to ascertain whether the concessional customs duty 
on import of watch parts has been passed on to the cunsumer. The 
Committee has drawn attention to the fact that HMT has earned 
huge profits (Rs. 18 crores approximately every year) on its watch 
Division. Unless there is significant price advantage in regara to 
indigenously assembled watches, smuggling is bound to thrive. The 
Committee have desired that Government should ensu~ that the 

(v) 



(vi) 

benefits of the duty concession are passed on to the consumer by 
suitable reduction in the prices of watches. The Committee have 
felt that HMT sho-uld be a pace setter in this regard. 

6. 6.rhe Committee (1982-83) examined the above paragraphs at 
their sittings held on 13 and 14 December, 1982. The Committee 
co~sidered and finalised this Report at their sitting held on 21 April. 
1983. Minutes of the sitting form *Part II of the Report. 

7. For facility of reference and convenience, the observations 
and recommendations of the CQ~ittee have been printed in thick 
type in the body of the Report and have also been reproduced in 
consolidated form in Appendix to the Report. 

8. The Committee would like to express their thanks to the Mi-
nistry of Finance (Department of Revenue), Ministry of Industry 
(Department of Industrial Development), Ministry of Commerce 
(Office of the Chief Controller of Imports and Exports) and De-
velopment Commissioner, Small Scale Industri~ for the cooperation 
extended by them in giving information to the Committee. 

9. The Committee also place on record their appreciation of the 
assistance rendered by the Office of the C&AG of India in the exa-
mination of this paragraph. 

NEW DELHI; 
April 26, 1983 
Vaisakha 6, 1905 (S) 

SATISH AGARWAL 
ChaiT1'1Um, 

Public Accounts Committee. 

*Not printed. (One cyclostyled copy laid on the Table of Ule 
House and five copies placed in Parliament Library.) 



REPO.RT 

DUTY EXEMPTION ALLOWED OVERLOOKING CONDITION 
OF END-USE 

Audit Para 

1.1. Watch parts are assessable at 100 per cent ad valorem under 
heading 91.01/11 (2) of the Customs Tarift Act, 1975. By the issue 
of a notification in December 1978, as amended, exemption was 
granted to watch parts imported for the manufacture of wrist 
watches, from customs duty in excess of 50 per cent ad valorem 
subject to the condition that t!le import of wrist watch parts was 
in accordance with the production programme approved by the 
Ministry of Industry and that the watch parts imported are actual-
ly utilised for· such man'Ufacture. 

1.2. During the audit of records pertaining to import of watch 
parts it was enquired (March 1981) as to how the customs depart-
ment had satisfied itself about the fu11ilment of the conditions 
mentioned in the notification of December, 1978 in regard to -pro-
duction programme being approverd in respect of each watch 
manufacturing unit. The Department replied (August 1981) that 
the. first condition prescribed in the notification implied that the 
importer should be an actual user having a production programme 
approved by the Ministry of Inctustry and the second condition 
implied the production of end use certificate for which necessary 
bonds were undertaken. The department further added that they 
granted the benefit of notiftaction only to watch components fro-
ported by persons having the production programme duly approv-
ed by the Ministry of Industry and the end use of the watch com-
pon,ents was watched through the production of consumption cer-
tificates given by a chartered accountant duly supported by an 
affidavit sworn by the importer. 

1.3. Audit, however, noticed that in reality no effective customs 
control existed regarding the end-Use and production programme 
approved for each manufacturing unit. For example, a trading 
company was allowed to set up a unit for the manufacture/ 
assembly of 17 jewels hand wound, non-automatic wrist watches in 
a Union Territory. As against the production proeramme of 20,000 



watches approved for the first year with an annual increase of 
10,000 watches the company imported and assembled wrist watches 
out of imported materials as follows:-

.Vum~er pf watches Quarrti{r of watch parts imporud 

---···-· 
CKD c~lSrs Diuls n~1d' 

197B-n)- - -----·---· ·---~ 3,018 5,000 IO,OCO 10,( ( 0 J(. ,c ( l 

1979-Bo 13,284 16,100 2J,4C.O 21 ,.;.c.o 21,~(( 

Ig8o•8I .15,492 13,500 18,5co 19,450 15,CCO 

--· 
1.4. Even though the company is the actual user of the watch 

parts it cannot be said that the company had fulfilled its obligation 
to reach the target approved by the Ministry of Industry. Since 
'there has been a shortfall in the production for one year it is not 
clear whether the same is to be carried forward and complied with 
in succeeding years. Further, it is not known whether there was 
diversion of watch parts for repairs, maintenance etc. 

1.5. The department had closed 36 bonds without verifying the 
conditions in regard to production programme. The C.I.F. values 
of the wrist watch parts involved in the bonds pertaining to the 
year 1978 work out to Rs. 28.79 lakhs. As the conditions prescrib· 
ed in the notification have not been complied with in this case, the 
duty has to be charged at the standard rate of 100 per cent ad 
va.Zorem and on this basis the under-assessment would work out 
to Rs. 14.39 lakhs. 

1.6. ·There were 64 bonds pending closure for the years 1978 and 
1979. ' 

1.7. The Ministry of Finance have stated (January 1982) that 
the point will be examined in detail in the tariff conference. 

[Para 1.17 of the Report of the Comptroller and Auditor Genera] 
of India for the year 1980-81-Union Government (Civil) 

Revenue Receipts, Volume-I, Indirect Taxes). 

1.8. The Committee enquired as to when the exemption order 
regarding import watch parts was issued for the first time. The 
Chairman, Central Board of Excise and Customs replied that it 
was issued in June, 1977. 



3 
.1.9 The Committee desired to know the considerations which 

weighed with the Government for the isS'Ue of exemption notifiea· 
tion for the first time in June, 1977. The Chairman, CBE&C re· 
plied in evidence: 

''The main consideration that prevailed with the Govern· 
ment at that time was that attempts should be made to 
increase the availability of watches within the .~ountry 
because between the demand and supply, there was a 
very wide gap and the Ministry of Industry had been 
carrying on some exercises in this direction. So, they 
were worried about the supply position. 

So far as the Finance was concerned, we had serious concern 
with regard to the possibility of the gap 6eing filled up 
at least partially by smuggling. 

These two considerations prevailed at that time and it was 
at that time about 120 per cent, was brought down by 
half, to about 50 per cent plus the auxiliary, the dual 
purpose of increasing the production of the watthes and 
also monitoring the production and also of containing 
the extent of smuggling would be served." 

1.10 Subsequently, the Ministry of Finance (Deptt. of Revenue) 
furnished the following information in this connection: 

''The basic idea in extending the exemption is to make it 
available only for those watch movements wfiich are 
meant for actual production of wrist watches and that 
this concession should not be available to parts meant 
for repairs. The exemption notification as worded does 
not appear to relate the exemption to the programme of 
manufacture, but relates it to the fact that the unit 
enjoying the exemption should have a phased programme 
as ex-approved by a specified authority so that the 
usage of the goods for the P'Urpose for which it is intend-
ed could be ensured.'' 

1.11 Enquired in regard to the demand of watches projected by 
the Ministry of Industry at the time of seeking concession in duty, 
the Chairman, CBE&C replied: 

"The demand that was projected was 1977-60 lakhs num-
ber; 1978-65 lakhs; 1979--70 lakhs; 1980-73 lakhs and 
19&1--80 ~ald-.;. This was the cl.mand projected oy the 
Miniltry ... 



4 . 
1.12 As regards ·the actual production of watches, the Depart-

ment of Industrial Development have furnished the following 
figures of production of watches Calendar year-wise since 1977: 

Yer.r 

1979 

Organised 
Sector 

28·o8 

45'06 

48'44 

46'43 

48'03 

54'00 
(EsLimate) 

(Figures in lakhs) 

Sm1.ll scalf' 
Sector 

r·8o 

Not yet a\•ailable 

Total 

29'88 

47'56 

54'79 

52'95 

56·82 

---------------------·-----
1.13 The Dy. DGTD, Ministry of Industry stated before the 

Committee: 

''Production of watches in the organised sector has increased 
from 4.77 lakhs numbers in the year 1971 to 12.59 lakhs 
in 1976 and to 48.03 lakh numbers in 1981. Our estimate 
for 1982 based on the data for ten months is 54 lakhs 
numbers in the organised sector.'' 

1.14. The Committee desired to know the extent to which smug-
gling was contained consequent on grant of the aforesaid exemp-
tion. In reply, the Member (Customs) stated before the Committee: 

"I have figures here from 1974. In 1974 the number of pieces 
seized was 2,58,000; value Rs. 295 lakhs; 1975 number of 
pieces 3,88,000 and value R.s 391 lakhs; 19'76 number of 
pieces 2,35,&38 and value Rs. 300 lakhs; 1977 the number 
of pieces 47,901 and value Rs. 168 lakhs; 1978 number of 
pieces 1,12,318 and value Rs. 337 lakhs; 1980 number f1'1. 
piece 1,04,116 and value Rs. 315 lakhs; 19l)l r1umber t>t 
pieces 1,04,127 and value Rs. 357 takt.a!!'' 

1.15. Supplementing the information, the Chairman, CBE&C 
stated ln evidence: 

'"!'he value of the watches seized over the last 8 yean re-
mains almost col'lstant and if we take the variou.a factor~ 



into account and particularly if we take into account the 
fact that the number of watches which have been seized 
for the same value, it has almost come down to 113. 
That means the cheaper watches which used to be the 
normal favourite of the smugglers ceased to be their 
items of sm·uggling and what is coning noe are all sophis-
ticated kind of watches. As we are progressing in cheaper 
kind of watches, the smuggling of these has came down. 
The sophisticated watches have still to be stopped from 
smuggling so far as the local manufacturing programme 
is concerned. If this trend continues as in the case of 
cheaper watches, I agree en~irely that the policy that 
has been followed so far has definitely had an effect on 
the smuggling pattern and it has certainly changed the 
quantum of smuggling. But complete containing of the 
smuggling has not been achieved and I am sure that 
has to be achieved now.'' 

1.16. Enquired whether the watches confiscated were high value 
watches or low value watches, the witness replied that these were 
high value watches. 

1.17. The Committee desired to know the extent to which the ex-
emptoin helped. in the growth of watch industry or in increased 
production. In reply the Dy. DGTD stated in evidence: 

''The exemption has helped in narrowing the gap between 
a watch which would have been smuggled either legally 
or illegally and sold in the Indian market as against a 
watch assembled in India. What I am trying to say is 
that if a set of components for watches costs, that is to 
say, Rs. 80 for a pack, then after importing, paying the 
duty and assembling, it will probably be on the Indian 
market for Rs. 140. The same watch, if you have to pay 
for the components a higher rate of duty, would have . 
gone upto Rs. 200 in the retail and if it is smuggled pro-
bably it would have been sold at a much lesser price. To 
that extent, it has !).arrowed the gap between the price 
of the smuggled watches and the locally assembled 
watches." 

1.18. The Committee pointed out since the demand projected 
was 80 lakhs in 1981 and ~ · production was only 48 lakhs, how 



I 
could it be said that the exemption had helped in the growth of 
watch industry. The witness replied: 

"This has encouraged new ·units coming up with the propo-
sals and we have sanctioned in the past few years a sub-
stantial additional capacity which is in various stages of 
implementation. For example, the total capacity WP. have 
today approved for manufacture in the public sector is 
54 lakhs numbers per year. To this we must add the 
capacity sanctioned in the private sector which is 49 
lakhs per year, giving us a total of 103 lakhs per year. 
Many of the new schemes have really come forward on 
account of the incentives available to watch manufactures." 

1.19 The representative of the Ministry of Industry stated in 
evidence: 

''If one has to look at the watch industry, one ha3 to look at 
the picture that was obtaining before the duty 
concessions were granted in the year 1977. The demand 
was indicated at 60 lakhs-the total production but in 
the organised and the small scale sector together. The 
figure of 30 lakhs, Mr. •has just now given-was related 
only to the units in the organised sector wheteas if one 
takes a look at the picture of the whole industry as 
such, taking into account both the production figur~s in 
the organised and small scale sector, one finds that over 
a period the production and demand have gone up. 
During the year 1977 it was at the level of 30 lakhs. In 
1982 we are expecting a figure of 62-63 lakhs. If you 
take into account the demand and supply gap, you will 
find that it was something around 30 lakhs in the year 
1977 but it has been narrowed down to the extent of 
about 5 lakhs now. 

Apart from taking into account that the demand has in-
creased over this period, we will also have to take into 
account from the point of vi~w of industrial development 
as ILlcb as to hotr much of additional capacity or how 
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much of entrepreneurial interest has been shown in tbia 
particular industry, the total capacity that has been 
approved for the watch industry as such. We will find 
that the figure to-day has gone upto 21 millions. All these 
factors will have to take into account both the demand 
and supply gap the actual production as such and the 
kind of entrepreneurial interest that a particular notifica-
tion has generated. If you see the total capacities approv-
ed, we shall have a capacity of about 10 lakhs numbers 
this year. In addition, there is a five· million numbers in 
the small scale sector.' 

1.20 The Committee desired to know the manufacturing units in 
the public1 private and small scale sectors which were allowed to 
import watch kits at reduced duty. In a written note the Ministry 
of Finance (Department of Revenue) stated as under: 

"As reported by the Custom Houses the number of manu-
facturing units which have been allowed to import 
watch kits at a reduced duty are as under with sector-
wise break up: 

Public Private Sm-..11 scale 
srctor llrctor ~rc•or ---

Bombay 2 2 :z:; 

lklhi 2 4 56 

B:!ngalorr :2 5 

Madras ' nil nil 2 

.Jaipur nil nil 4 

Calcutta . nil nil .f' 

1.21 The Committee desired to know the quantum of watch 
components imported during last 5 years for manufacture of 
watches. In a written note, the Ministry of Finance (Deptt. of 
Revenue) furnished the following information: 

''The Department of Industrial Development has stated that 
the DGTD do not have figures o! actual import of 
components effected by the units in the organised sector 
nor they have any figures of actual utilisation of watch 
components imported by the concerned units. However, 
a statement showing import of watch cases and parts 

during the years 1977-78 to 1981-82 (Upto July, 81) has 
been received from the office of the C.C.I.&E. Firm-wise 
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figures are also not compiled. The statement is as 
follows: 

"Import of watch cases and parts during the year 197'1 
onwards." 

1977·78 
1978-79 
1979-So 
1g8o-81 
1g81-8~ (Uptojuly '81) 

Qlldltliry in tons Valu1 in RJ. la/cJ,s 

-------
1.22 The Committee enquired if the firms had fully utilised the 

components imported by them. Iri reply the representative of the 
Department of Industrial Development stated in evidence: 

''About 74 units are in production in the total watch indus-
tries as such. It would not be possible for me to indi-
cate whether 100 per cent has been utilised. For exam-
ple, let us take the case of HMT which has, in fact, 
imported largest number of components. We are now 
talking about the production from the years 1976-77 to 
1980-81. H.M.T. has imported about 76 lakhs sets of 
components and production has been of the order of 67 
lakhs and odd. These are the number of sets of compo-
nents which the HMT has imported and aDc:rut 9 lakh 
number of sets are in the pipe line to be converted into 
wat-ches over a period. This much quantity will always 
remain in the pipe line, whether it is HMT or any other 
organised sector." 

1.23 The Committee wanted to know the mechanism available 
with the sponsoring authorities for checking the proper utilisation 
of imported watch components. The C.C.I.&E. stated in evidence: 

''There are two sponsot1ng authorities that is, D.G.T.D. and 
Director of Industries. The DGTD is for the · organised 
units, the Director of Industries is tor small scale indus-
tries. They will exercise tlie check and they have got 
the field organisation. They may inspect the place. 
They may act on the basis of information received, if 
necessary. Sometimes people do complain to us directly 
or fn the course of our tours and when it comes to Ugbt 
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we in. turn refer it to the sponsoring authority. We also 
send out a team of officers from the Chief Controller's 
Office. So, we do have the mechanism for checking up 
these things." 

1.24 Enq'llired in regard to the programme of production of these 
units from 1978-79 onwards and percentage achieved in eacn year, 
the Ministry of Finance (Department of Revenue) stated in a 
written note: 

"It has been reported by the Ministry of Industry (Depart-
ment of Industrial Development) that no specific annual 
programmes of production for the units in three sectors 
from 1978-79 onwards were laid down by the Govern-
ment. However, while approving the schemes the pro-
duction programme of individual units was subject to a 
phased production programme under which manufacture 
of watch components is progressively ind.igenised along 
with phasewise increase in production to achieve the 
targeted capacity. Therefore, the schemes are approved 
for implementation ;n phases that is first phase, second 
phase, third phase etc. and not calendar yearwise." 

1.25 The Committee wanted to know the sanctioned capacity, 
capacity added every year, additional capacity sanctioned in each 
year and actual production in respect of organised and small scale 
sectors separatetly for the last 5 years. In a written note the De-
partment of Inustrial Development furnished the following informa-
tion in a writte-n note: 

----
"Year Total regis- Additional Installed Actual 

terer\ capacity registef('rl capacity production 
at th(' ~gin- t'.apacity rluring the during the 
ning of th~ during the y~ar year 

year year 

1977 !Z!J. 3 3•·8 17 28.o8 
1978 61. r 20.0 25 45·o6 
1979 8r. 1 4·11 34 48-+4 
lg8o ss.' 2)·9 so 46 3!1 
•98• Ill. 0 52 .8.03 
I~ II J. 0 10.(1 6t 54 (I 

The ftsures are in lakh n011. (Estimated) 

No-ra: (rut•Ued c&!ncity indicated at column 4 i1 for the manufacture of wrist 
w&tch~ Ot&t or indiFnow component• .. per the phased manufacturing p~me. 
Prod tction indicated in coli.Uiln 5 is hi.sher than the install~d capacity as it ancludi'Cf 
pto4'.1ction of watche1 aaembled from CK.D/SKD imports. 
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2. There was a fall in production in 1980 as consumers demand 
was met from the increased production in the previous year. 

Year 

1977 

1978 

1979 

1980 

1981 

lg82 

S~IALL SCALE SECTORS 

Total app. Additional Total instal. 
ca. at the sanctioned l(:d/function· 
beginning during the ing cap. 
of the year year during the 

year 

II. 70 10.8o 3.20 

2z.5o 9·50 4·30 

32.00 11.0 8.30 

43·00 3·00 10.30 

46.oo +·58 14·4° 

not ~t a\•ailabl.e}-- --

Total prO·i 
duction of 
watcM:s 
during the 
year. 

( /, lakhs ) 

1.80 

z.sn 

6.:J5 

6.62 

8. 29·" 

1.26. Enquired about the actual number of watches produced and 
the percentage of capacity utilisation of the various units of H.M.T. 
in the organised sector in each year since 1977 with reference to 
the installed capacity, the Department of Industrial Development 
have furnished the following details; 

"Year 

1977 
1978 

1979 
19!Jo 

rg81 

Jg82 

Imtatlcd capacity 
during the ~ar 

12 

12 

19 

3-1-

34 (HMT) 

Production of 
watche• during 

the year 

Peruntage capa· 
city utilisation 

(Figures are-: in lakh not.) 

t8.68 165.17 

~·~ l~.q 

32.60 142· 47 

35·82 
37.08 {HMT) 

r (ALLWYN) o. 35 (ALLWYN) 

34 (HMT) 40.4 (HMT) 
5 (ALLWYl\~ I. 4 (AU.WYN) 88.52 

NoTE : Production indicated is higher than the installed capacity u it included 
production of watche• anembled from CKD/SKD imporb ... 
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1.27. The Committee wanted to know the reasons for non-utilisa-
tion of the sanctioned capacity in full, the Department of Indus-
trial Development in a written note stated as under: 

''ln respect of units in the organised sector, it has been stated 
by the DGTD that manufacturing programme was aP" 
proved in respect of the units in the organised sector to 
be implemented in phases i.e. first phase, second phase, 
third phase, etc. and not yearwise. It has been stated 
that some of the units in the private sector could not 
achieve the production as approved due to various con-
straints like demand fluctuation, competion from smug-
gied watches, etc. 

In regard to the small scale units, it has been stated by 
DC (SSI) that the gap that exists between the approved 
functional capacity granted to the units and their total 
production is attributed mainly to the following reasons: 

(i) Location o.f these units in remote area where building 
up of an industry takes a little longer time; 

(ii) Delays at various levels in the grant of E.Cs and im-
port licences, etc. 

(iii) Delays in the arrival of imported components and their 
release from Customs etc.; and 

(iv) Non-availability of trained hands." 

1.28. Elucidating further in this connection. the Dy. D.G.T.D. 
replied in evidence:-

''The apparant gap that one may see between the sanctioned 
capacity and the utilisation does not necessarily mean 
that there has been much under-'tltilisation. It does take 
between one-half to three years to instal, commission and 
to bring them to rated production in a typical watch 
unit. So, there is a lag between the sanctioning of 
capacity and its actual fructifying in terms of actual 
utilisation." 

1.29. The Committee wanted to know the quantum of foreign 
exchange involved on the import of components for the watches 
792 LS-2. 
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during the last 5 years. In reply the Chainnan, Central Board of 
Excise and Customs stated during evidence:-

"The total is Rs. 115 crores. Over all these five years the 
total imports come to Rs. 115 crores.'' 

1.30. Enquired about the normal rate of duty without concession 
and after concession on the import of watch components, the wit-
ness replied:-

''The basic duty is 100 per cent. We red·uced it to 5() per 
cent." 

1.31. Asked in regard to the revenue foregone as a result of this 
concession, the witness stated:-

''The revenue which we would have got on this value of im-
portation at the old rate as against the duty at the pre-
sent rate would be of the order of Rs. 65 crores." 

1.32. The Committee desired to lmow the Post-wise break-up of 
the differential duty enjoyed by the watch manufacturers. In a 
written note, the Ministry of Finance (Deptt. of Revenue) stated 
as under:-

"The Port-wise break-up of differential duty enjoyed by 
watch manufacturers is as follows:-

Bombay (By air) R~. R, 19. 56, 42n 

Bombay (By post) R~. 76,a6,!!34 

Delhi R~. 23.B3,B8.6s4 

Bangalore Rs. 'j I ,02,56,!'\19 

Calcutta R~'· s,o8,2n9 

(Period 1979, 
tgBo, t9flt) 

Separate figures for Organi5f·d ~!'d Small Srrt (•I s :11 r· not av:\ilahlr." 

1.33. Asked whether the H.M.T. had made a profit of about 
Rs. 18 crores during the year 1981-82 the representative of the De-
partment of Industrial Development replied in the affirmativ&. 
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.1.3•. Enquired if the H.M.T. made these profits by availing of 
the concessional rate of duty on import of watch components, the 

• Finance Secretary replied during evidence:-

"If there is a concessional duty scheme for the im-
port of watch components in accordance with their 
schedule of production, it applies not only to the 
publtc sector or the private sector, but it applies to any 
body who has an approved production programme. If 
under that programme, the bulk of the exports is being 
done by the HMT, I do not know whether one should 

• quarrel with that very much." 

1.35. The Committee wanted to know whether HMT should not 
be refrained from making huge profits if the same were the conse-
quence of concession in duty on import of watch components. The 
Chairman, Central Board of Excise & Customs stated in evidence:-

"A concession is given as a long kind of planning. It was done 
by the Ministry of Industry, in consultation with us, 
after a lot of consideration, and the projection was that 
by the end of the Sixth Plan we will be able to produce 
one crore watches. We cannot tinker with it. But we 
will definitely take the very relevant point raised by the 
Committee that the profits are very high. We have to 
consider why it is so, whether it is due to indigenisation, 
productivity or economies of scale. In any case, we have 
to think of some other method of moppjng up this kind 
of profits rather than apply the stick. which will apply 
to everybody. including H.M.T." 

1.36. The Committee wanted to know whether because of the 
duty exemption the H.lVLT. had increasingly resorted to assembly 
of watches instead of concentrating indigenisation of components 
of watches. In reply the representative of the Ministry of Industry 
stated in evidence:-

''In the year 1976-77, the total production of watches by 
H.M.T. was 11.7 lakhs out of which about 1.93 lakhs were 
from out of the components manufacturE-d indigenously 
and 3.77 lakhs from out of components imported from 
outside. In the year 1977-78, out of a total of 19.27 lakhs, 
8.09 lakhs were out of the components manufactured in-
digenously and ll.lB lakhs from out of the components 
imported. Jn the next year, that is, in 1978-19, out of a 
total of 26.61 lakhs, 10 lakhs by way of compone~fs in-
digenously manufactured and 16.6 lakhs by way of im· 
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por~ed components. In the year 1979-80 out of 37.11lakhs, 
~0 la~hs by way of components imported were manufac~ 
tured and 10.97 lak.hs by way of" components, indigenously 
manufactured were produced. In the next year, there is a • 
big leap. In so far as the indigenously managed com~ 
ponents are concerned the number has gone up to 19.68 
lakhs out of a total of 35.13 lakhs and the share of the 
watches from out of imported components has come 
down to 15.44 lakhs." 

1.37. Elaborating the position, the witness further stated:-
• 

''HMT has four projects; the fir~ t project is called Bangalore-
1, the second project is known as Bangalore-II, the third 
project is in Srinagar and the fourth project is at Tumkur. 

So far as the first project is concerned, the HMT has reached 
a degree of indigenisation so far as manufacture of com-
ponents is concerned even in the year 1964-65 of the order 
of 84 per cent. That was the degree of indigenisation in 
the, first HMT project which was started in the year 1960. 
They reached 100 per cent indigenisation in the year 
1976-77 only because certain parts are very very sophis-
ticated. So, these parts continued to be imported. It 
would not be correct to say that HMT has shifted from 
its production to indigenisatJidn of components. Tfie 
second HMT project. Bangalore-II watch factory, started 
in 1972-73. The degree of indigenisation reached by 1976-
77, that is, before the policy came into being, was 84 per 
cent and subsequently the indigenisation went up to 100 
per cent. HMT used to import only three components 
which are sophisticated in nature and they are also indi-
genised from 1976 onwards. The third factory of HMT 
is located at Srinagar with a capacity of three !akhs. The 
projed started in 1972. At that point of time the num-
ber of wakhes produced from out of indigenous compo-
nents was nil, whereas in 1978-79 the full production of 
three lakhs watches if! out of indigenous components." 

1.38. The Committee deRire0 to know about the current price 
list CJf H.M.T. The Dy. Director General Technical Development 
replied in evidence:-

110ut of the total watches produced by MMT, roughly 70 per 
cent to 80 per cent would be accCYUJlted for by 5 or 8 
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models' e.g. Janata which has a ret~il seUl.ng· prl~. of 
Rs. 212, Chinar Rs. 211, Aj ay I J awahar Rs. 230, A'ditYa 
Rs. 25U and Bahadur I Kohinoor Rs. 288. Recently, they 
have also put on the market a watch named Appu, priced 
at Rs. 160., 

1.39 Asked if the concession in Customs duty on import of watch 
partsjcomponents had been passed on to the consumers, the De-
partment of Industrial Development in a written· note stated as 
under:-

"No specific study in this regard has been made by this Mi-
nistry. It has, however, been rep6rted both by DGTD ana 
the DC (SSI) that the benefit of concessions in customs 
duty seems to have been passed on to the consumers." 

1.40. The Committee wanted to know the position in regard to 
production of watches in the small scale sector. The D.C. (SSI) 
stated in evidence:-

''The Small Sector entered this area recently. The figure :is 
1.8 lakhs in 1977-78. The Small Scale units had thefr 
own problems in the production of components, and they 
look to the production of components by other manufac-
turers and for this reason when other manufacturers 
were not coming forth they have come forward to esta-
blish their cooperative ventures in which with some 
foreign collaboration they propose to manufacture 'the 
components to the extent of 5 millions to become self-
reliant. The small scale units produce mechanical 
watches costing between Rs. 125 and Rs. 150 depending 
upon the dial case, design and so on." 

1.41. Enquired about the steps taken to ensure that the small 
sector becomes self-reliant in the matter of indigenous production 
without dependence on imported components, the representative 
of the Ministry stated in evidence:-

''A phased manufacturing programme has been approved for 
these 96 units in the small scale industry. Before one 
moves from one phase to another, the small scale units 
are supposed to have installed certain capacities for the 
manufacture of certain components." 
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1.4.2. Enquired about the progress made by these units so far, 
the witness replied:-

"In a watch there are two types of components-inner com-
ponents and outer components consisting of dial, hand, 
case, strap and so on. The indigenisation programme for 
the small scale sector is primarily with reference to 
outer components, because the precision whic:h is re-
quired for the manufacture of watch components and the 
capital goods investment that would be called for would 
be outside the limits of small scale sector investment. 
While approving this manufacturing programme the idea 
is to indigenise in the small scale sector itself the pro-
duction of outer components. Before a· unit is allowed 
to move over from the first phase to the second, it is 
essential that it must install capital goods, plant and ma-
chinery for the manufacture of certain outer components 
that have been indicated in this phased manufacturing 
programme. Over a period it is certainly not the inten-
tion that the industry particularly the small scale indus-
try should continuously depend on the imported com-
ponents. For that purpose equal to the total approved 
capacity in the small scale sector a proposal has been 
approved for the manufacture of the entire range and 
in the first year of production the order of indigenisation 
is 75 per cent.n 

1.43. Asked in regard to th~ achievements of these units since 
the time of grant of concession in duty in 1978, the D.C. S.S.I. 
state in evidence:-

• 

"Since, as on 1981, Sixty Small units had commenced pro-
duction. Of these, 32 were in the first phase, 12 we~ in 
the second phase, 4 were in the third phase and 2 were 
in the fourth phase." 

1.44. Clarifying about the term "phase" the witness statedff-

"The third and fourth phase is the stage where they are 
engaged in certain capacity of production. The inner 
parts, cannot be produced in the small scale sector and 
for the manufac~ure of the inner parts they have set up 
a large unit with foreign callaboration., 



17 
1.45. '!'he Committee enquired if the grant of concession on duty" 

was justified in view of the state of manufacture of watches so far. 
The Ministry of Finance (Deptt. of Revenue) have stated in a note 
as under:-

"It is not possible to answer this question in precise terms. 
The production of watches, particularly in small sector, 
has been going up. To the extent that production levels 
has been maintained and even gone up, the duty con-
cession would appear to stand justified.''' 

1.46. The Committee desired to know whether the exemption 
notification was reviewed at any point of time with a view to as-
certain the continuance of the exemption granted in 1978. The 
Finance Secretary replied in evidence:-

"I am told that the review of the operation has not been 
done so far.'' 

1.47. Clarifying the positwn in this connection, the Chairman, 
Central Board of Excise & Customs stated during evidence:-

"It is year-wise phasing that has been licensed or approved 
and it must be produced within that year. The pro-
gramme that was imposed on them or that was approv-
ed by them has by and large, been achieved. People go 
and start the watch industry and plan on a certain basis. 
If we go on with drawing or giving duty concession 
depending on demand and profit every year and tinker-
ing with this duty concession, I am not sure whether it 
would not have created some kind of a problem for the 
industry.'" 

1.48. The Committee desired to know if it was not desirable or 
even necessary for the Ministry of Finance to review the exemp-
tion notification after every 2 to 3 years. the Finance Secretary 
replied during evidence:-

"Even to come up to the first phase and think of a component 
manufacture for the small-scale sector as a whole, it 
takes time. 

I do grant that this review has to be done not only in terms 
of the achievement of production and manufacture 
targets but also from the point of view of technology. 
~ regards technology, would not swear today that the 
imports have helped to intro·duce the right technology 
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for our conditions in the last two or three years. Th.~ 
policy question; for consideration is whether at all duty 
concession/exemption should be given for the purpo~~ of 
making watches vis-a-vis importing watches. That is 
entirely different. 

Imports of the industry of this kind, specially if you intro-
duce modern technology, it will help you produce more 
durable watches. We go into it." 

1.49. The Ministry of Finance (Deptt. of Revenue) have further 
stated in a note submitted after evidence:-

"It is desirable that the exemption Notifications issued one~ 
are periodically reviewed with a view to ensure that the 
objectives behind the grant of these exemptions are 
being achieved. In actual practices as far as possible, 
periodical review is undertaken on the advice of the 
concerned administrative Ministries." 

1.50. The Committee desired to know the staff available with 
the adjudicating Custom officer to satisfy himself that the im-
ported kits are in fact manufactured into watches. In a note, the 
Ministry of Finance (Department of Revenue) have stated:-

"There is no staff specially deputed in the Custom Houses 
to examine and satisfy that the imported watch compo-
nents/parts are in fact manufactur-ed into watches." 

1.51. Asked as to how in the absence of such staff, the condition 
of end-use was satisfied by the Customs authorities, the Ministry 
of Finance (Department of Revenue) have stated in a note as fol-
lows: 

"In terms of the Board's instructions for cancellation of end 
use bonds, the Customs' authorities have been authorised 
to accept consumption certificates issued by Chartered 
Accountants together with affidavits sworn by the im-
porters." 

1.52. The Committee desired to know the monjtoring system 
available to ensure that the imported components were used only 
for the purpose of manufacturing watches only.• The representa-
tive of the Department of Industrial Development stated in evi-
dence: 

"Regarding 'Certificate of Essentiality' in regard to various 
-mrnponents by various units whether in organised or 
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small-scale sector, I would submit, watch industry is· not 
a scheduled industry in terms of the IDR Act. It' doe& 
not appear in the schedule in the IDR Act The questio11 
of their having any licensed capacity would not arise. 
To the extent necessary Government gives approval in 
terms of which components will be allowed or foreign 
collaboration taken. It is from these figures that we 
arrive at the figure of approved capacity rather than 
licensed capacity, as we have in many other ind"UStries. 
In small-scale sector 96 units are approved by D.C., SSI. 
In the organised sector there are 18. DGTD is spon-
soring authority for import of parts and components. 
For small scale industries Director of Industry of res-
pective States act as sponsoring authorities. The parties 
can also apply for supplementary licences if needed. 
They can authorise supplementary licences or make re-
commendation to CCIE ·as the cas~ may be. So far as 
checking of these components and parts in 'end use is 
concerned, there are 2 ways of looking at it. One is 
under Import Trade Control Order. Second is under 
Customs Act. Government revenue is involved. So far 
as revenue part is concerned, the 19"78 notification says 
that the proper authority of Customs Department has to 
satisfy himself that the parts and components have in 
fact been used for the purpose for which they were im-
ported. There are in-built checks. The sponsoring 
authority makes a second check whether the imports 
made in the past have been properly utilised or not. In 
respect of the imports that have been made at least 
roughly 75 per cent of the components should in fact 
have been used in terms of th~ end product. One has 
to allow some lead time and some parts and components 
will of course, remain unutilised because it takes about 
4 to 5 months for the imports." 

1.53. Enquired in regard to the machinery available 
Government to ensure utilisation of the components, 
D.G.T.D. replied during evidence: 

with the 
the Dy. 

"The only independent machinery is when the unit comes 
up for supplementary licence, at that time we insist on 
their producing a certificate from the Chartered Accoun-
tant." 



20 

1.54. Asked in regard to the direction under which the Customs 
authorities were absolved of the responsibility cast upon them for 
.exercising the required check, the witness replied in evidence: 

"This is the Order, 'dated 5 March, 1980 issued by the Depart-
ment of Revenue to Cuctoms authorities. It said, the 
difficulties faced by the importers of watch components 
in complying with the Notification had been examined 
by the Government and it had been decided that for 
the cancellation of end-use bonds, the customs authori-
ties should accept, in modification of the normal practice, 
the consumption certifica:e issued by the chartered ac-
countants together with the legal affidavits sworn by the 
importers." 

1.55. The Committee wanted to know the checks exercised by 
the Customs authorities for the satisfaction of the prescribed con-
ditions fm· the period from December, 1978 up to March 1980. In 
reply the Chairman. C.B.E&C. stated in evidence: 

"So far as the exemption notification is concerned, it is en-
tirely the responsibility of the Customs Department to 
satjsfy themselves that exempted imports have been 
utilised for the purpose for which the exemption has 
been granted. . . . Before March, 1980, it was a chaos. 
There were bonds which were pending and which were 
not being cancelled. There were all kinds of different 
procedures being adopted. In a sit'llation like this, where 
imported things are to be used for some end product, we 
have got a number of options available to us ...... In 
the particular case, we go by the certificates of Chartered 
Accountants.', • 

1.56. Enquired if a fresh license was issued by the Ministry of 
Commerce or the Chief Controller of Imports and Exports only 
alter ascertaining the end-use from the Customs authorities, the 
witness replied: 

''There is a different mechanism for their satisfaction." 
1.57. Clarifying the position in this connection, the C.C.l.&E. 

ctated during evidence:-

"In so far as the issue of automatic licence by the CCIE is 
concerned, we get a certificate attested by the Chartered 
Accountant to the effect that this much quantity of com" 
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ponents has been utilised. This is called actual consump-
tion certificate. Fresh licence will be issued for the next 
year covering the value of the previous automatic 
licence." 

1.58. The Committee pointed out that since the notification does 
not provide for such a certificate how was it considered sufficient 
for the satisfaction of the prescribed conditions. In reply the wi~ 
ness stated in evidence: 

"The policy remained the same." 

1.59. Asked about the policy, the witness explained during evi· 
.dence: 

"Year to year this import policy has been laid down. As the 
Committee is aware, the import policy is covering ail 
items of production and it is not linked only to specific 
items of manufacture. In the instant case, it is wrist 
watch. But it covers all other items also. Any producer 
or any manufacturer has got an entitlement what we call 
the automatic licence for certain items which are listed 
in the import policy for this purpose. But what he im-
ports, is subject to actual use of those raw materials and 
the certificate of consumption at the end of the year. So 
long as these two tests are satisfied and when he comes 
back to the Regional Licensing Authority who is entrus-
ted with this function, the manufacturer will indicate 
the consumption of those items last year. value of con-
sumption and a certificate to that effect by the charatered 
accountant. Based on such certificate, licence will be 
issued for the subsequent year to that value covering 
those items." 

1.60. Enquired if under import-export policy. licence was issued 
to manufacturers on the basis of certificate from the Chartered 
Accountant without observing the conditions as laid down in the 
exemption notification, the witness stated: 

''There is a duty cast upon the user in the import policy. 
There is a recognition like that. There is a responsibility 
on the actual user. I am reading out a relevant portion:-

However, actual user (industrial) fn whose case the phased 
manufacturing programme has been approved by the 
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DGTD or other concerned authority should abide by 
the terms and conditions of the phased manufacturing 
programme and furnish to that authority half-yearly 
return of the items imported in quantity an:d in value 
item-wise and the report mentioning about indigenous 
achievement. This wo'lild apply to all the units. De-
faulters will be penalised under the Import ContrOl 
Order, 1955. This procedure has been embodied in the 

import policies. This has been there in 19'78-79 and 
every year. There are two things. We are giving 
licences based on past consumption where his past con-
sumption or his manufacturing activity is itself subject 
to some phased manufacturing programme which is 
laid down. Then, his obligations under that phased 
manufacturing programme have to be discharged by 
him.'' 

1.61. The Committee desired to know the provisions in the poficy 
in regard to cheeks exercised by· the Import Export Control autho-
rities to verify certain Customs benefits, if any, avail~d of by the 
manufacturers. In reply, the witness stated during evidence: 

''We would not be administering any check on that. Tliere 
is a limit as to what all we could do from our side. Ow 
problem is we give a certain imported material. We have 
to satisfy that all things have been used and they have 
not been diverted and sold away in the market." 

1.62. The Committee wanted to know whether the Government 
had appointed any special set of Staff under the Import Trade Con· 
trol Act and Industrial Development and Regulation Act besides 
the Customs Officers. The Ministry of Finance (Department of 
Revenue) furnished the following information in a written note: 

"It has been reported by the office of CCI&E that the Chlet 
Controller of Imports & Exports has enforcement mach!-
nery to go into the cases involving contravention of im-
port licence conditions in the matter of utilisation of 
imported goods. However, such an agency is not a subw 
stitute for not taking bank guaratees from those who are 
granted import facilities subject to certain perfonnances 
having been 'Undertaken. However, provisions had been 
made in the import Policy under which bank guarantee 
can be waived in order that these do not add to the cost 
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of manufacture. In such cases in lieu of bank guarantees, 
legal agreements are executed by the importers with the 
Import Control Authorities undertaking to utilise the im· 
ported materials in accordance with the purpose for 
which import is permitted. The scheme of taking bank 
guarantees or legal agreements in lieu thereof, operated 
by the CCI&E also covers cases in which industrial licen-
ces under the In~ustries (Development and Regula 
tions) Act, are granted." 

1.63. Asked in regard to the details of the form of the certificate 
0{ Chartered Accountant, the CCI&E replied in evidence: 

''There is no separate Certificate prescribed under this pro-
gramme for watches as such." 

1.64. Enquired if the certificate contained details to the effect 
that agc..inst a specific number of imported components the required 
number of watches had been manufactured, the witness explained 
during evidence: 

'In these matters we have to rely on certain procedures es-
tablished by the Department concerned. In this case, 
duty e'l{emption or concession is extended to them by 
the Customs Department. If there is a breach of the 
Customs enactment and if the Customs were to bring it 
to our notice, then, certain penalties do follow and we can 
take action against him 'Under Clause 7 of Import Export 
Control Order.'' 

l.t/5. Asked if in view of the position explained the responsibility 
for r-.beck of end-use lay only with the Customs authorities, the 
C'CI& ~ ~tated in evidence: 

"The end-use violation will be looked into if prima facie, 
there has been an end-use violation which has come to 
our notice or some inspection has revealed it. So far· 
as I have been able to understand the Customs, the very 
action of their cancelHng the bond implies t'ne assump-
tion that so far as the import control is concerned, the 
duty exemption conditions under which the material hag 
been imported have been satisfied. If in any one of those 
cases any reference is made to us that some condition 
has not been satisfied, then we take action.'' 
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1.68. Enquired if it was not possible to introduce some other 
methf·d to ensure fool-proof check, the witness stated in evidence; 

uNow coming to individual cases, it is our responsibility, we-
have adopted this procedure. Now we will see whether 
by and large this has served the purpose or not Thr 
Ministry of Industry and the DGTD are by and large 
satisfied with the procedure on the basis of a sample sur-
vey carried in about 43 units. The Directors of Industries 
of various States have said that by and large the utHisa-
tion has been all right. 

Now it might be said why we did not do it earlier. We have 
done only when we were confronted with this very unfor-
tunate situation. V/ e have conducted a survey and from 
that survey we have selected at random 2 units in 
Delhi-2 units of watch manufacturers who are excise 
licences and who pay duty under the Central Excise 
Act-a duty of 10 per cent and also 2 units which are 
exempt because they are in the small scale sector. In 
both the cases, the Collector's report is-they sent a team 
of officers-after going through the entire imports, the 
parts imported and utilised and w::ltches produced. the-
duty paid on the parts. etc., that he is totally satisfied as-
fa:r as these four units are concerned and he has :!ounri 
nothing. 

My submission is that by and large things have been all right. 
Individual cases-Yes, do agree that we have got to take 
care of. There are some infractions of the law. This i!'-1 
my humble submission." 

] 6T Enquired whether in view of the position explained the par-
ticula !' provision in the notification was technically redundant, the 
v...-itnf ;s stated:-

"There, the utilisation Ls there to the satisfaction of the offi-
cer. If I were the officer, I have to be sitting there and 
I know that an automatic licence has been given. I know 
that the Director of Industry's certificate is to bE:- then: 
and on the basis of it the licence is given. Ther1 there is 
the affidavit. He brings in a Chartered Accountant's 
certificate. If I were thE' officer at lower 1evl~1. I would ht· 
satisflf'd." 

1.68 The Committee dr~~;;red to know the number of current 
notifications where exemptions/concessions in duty subject to and 
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use was to be verified. In a written note, the Ministry of Finance 
(Department of Revenue) have furnished a list of 83 notificationa 
which is at appendix I. 

1.69 The Committee then wanted to know the position of checks 
with regard to the other 83 items also where the end use satisfac-
tion has to be there. In reply, the Member Customs stated in evi-
dence: 

"The position in respect of those notifications rerL·lLlS tht! 
same. Here as you will see watch parts will only go into 
watches and nothing else can be done. If somebody ia 
bringing in watch parts, he has to produce the watches 
whereas in any other goods some alternative use m~ be 
possible. This is not permitted for the purpose of exemp-
tion. It will depend on each case to examine to what 
extent there is a risk of misuse." 

1.70 The Committee wanted to know if it was not necessary to 
make a mention in the certificate of Chartered Accountant etc. In 
regard to the number of .components which were used by the manu-
facturer. The Chairman, CBE&C stated in evidence: 

"In the Bill of Entry document, there is a mention about the 
imports made and used by the manufacturers. That will 
also mention the batch number; it shows the description 
and the movement of watcbes and the quantity imported. 
In one case which is here before me, the customs officer 
has gone by the chartered accountant's certificate which 
says: 

'I hereby certify that the following imported components 
as detailed in the table below haYe been utilised in the 
manufacture of watches in the factory of Messrs. So 
and So.'" 

The certificate is given by the Chartered Accountant." 

1.71 Enquired if the Excise Officer could check up from that spe-
cific mention about the number of watches manufactured or not, the 
witness replied in the affirmative. 

1.72 The Cnmmittee then wanted to know whether it would not 
be expedient to amend the notification by making suitable provi-



sion so that the officers are made responsible to satisfy themselves 
personally before allowing the exemption, the witness replied in 
evidence: 

"It is a very useful suggestion we make note of it." 

1. 73 Enquired if similar provision could also be made in respect 
·Jf other notifications where similar exemptions from duty were 
allowed, the witness stated:-

''! do remember at least one case where a higher duty was 
leviable on imported stainless steel sheets for the manu-
facture of utensils and a lower one when it goes into 
certain industrial applications in such as manufacture of 
dairy machinery or chemical industry and so on and so 
forth. We do allow the exemption from the payment of 
duty in excess of 40 per cent provided that is utilised for 
this particular application. The officers in the field have 
to satisfy themselves that the components are made and 
are sold to the dairy industry. The dairy industry makes 
the payment by way of cheques. But. after some time, 
we discovered that it was not enough. Now, we are insis-
ting that all imported sheets for the preferred purpose 
should be converted into components under Custom Bond. 
This kind of review we have been having. So, it is not 
that we have not done that." 

1.74 The Committee wanted to know whether in view of the 
mterpretation of the officers being questioned later in certain cases 
which was likely to create complications. was it not feac;ible to pres-
cribe a uniform rate of duty. In repl~ the Finance Se-:?retary stated 
1n evidence:-

"The point is well taken regarding the administrative feasi-
bility of prescribing a unform duty. This auestion had 
come up every now and then. The ministries concerned 
with particular industries apply the concession either in 
terms of excise dutv or in terms of jmport duty on impor-
ted materials. Our notification is precise :md our officers 
follow jt up. Ex~ise and Customs officers will be in 
difficulty if we have to go a,gainst thi~ cour<>e. We can 
only try to see whether our objective could be met in 
some cwther way. Certain thin£.rs may look good on paper. 
But in practice, they may not work." 

t.V5 The Committee desired to know the details of the cases, lf 
any, where the manufacturers of watches availing of the .concession 
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in import duty had not adhered to the approved programme. In a 
written note the Department of Industrial Development furnished 
the following information: 

"The progress towards indigenisation of the individual firms 
is monitored by the Government from time to time. As 
a result of this it was found that Mjs. Sandoz.. (I) Ltd. 
was not adhering to the approved indigenisation pro-
gramme and the DGTD reported the progress of this 
Party to the Department of Industrial Development in 
June, 1979. The Department of Industrial Development 
then informed the CCI&E New Delhi in April, 1980, to 
black list the firm so that the firm is not in a position to 
avail of import licence facility. 
' A show cause notice was issued to the firm by the office of 

CCI&E, SLA, New Delhi on 15-1-1981 under clause 10 for 
action under Clause 8 of the Import (Control) Order, 
1955, as amended. Firm was debarred from getting any 
import assistance. In view of this no import assistance 
of raw material/components is being allowed to the firm. 
It has been further ascertained that the total amounts of 
bond executed by this firm during 1977-79 covering their 
import of watch parts was Rs. 2.27 crores approximately. 
Thereafter, it is reported that there have not been any 
impor~ of this firm through Customs at Palam Airport." 

1.76 The Committee enquired if instead of importing more com-
ponents for watches, would it not be desirable to give priority to 
manufacture of watches indigenously. Tn reply. representative of 
th~ Ministry of Industrial Development stated: 

"The duty on selling the raw material should be reduced in 
order to act as an incentive to manufacture." 

1.77 The Committee desired to know whether the officer admin-
istering the Customs Act at ports also attended to violation of Im-
port Control Act. In a written note, the Ministry of Finance (De-
partment of Revenue) furnished the following information:-

"It is a fact that the Customs Department is required to per-
form agency functions for various other Ministries and 
Departments which inter alia include Import Trade Con· 
trol Department. However, Customs Authorities are con-
cemed with the ITC licence conditions which are vpera-
tive prior to the release of the goods from Customs 
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CQntrol. Any licence conditions which are applicable 
after clearance of the goods through Customs, will have 
to be verified or enforced by the Import Trade Control 
Authorities." 

1. 78 The Committee wanted to know the reasons for the Closure 
of 86 Bonds referred to in the Audit Paragraph without verification 
of the end use. In reply the Ministry of Finance Department of 
Revenue furnished the following information in a written note:-

"It has been reported by the Bombay Customs House that the 
36 bonds referred to above have been closed after verifi-
cation of the end use on the basis of the documents filed 
including Affidavits sworn by the importers.' The Char-
tered Acoountanes Certificates regarding consumption 
had been produced. A Chartered Accountant is an inde-
pendent authority. It is, therefore, not correct to say that 
bonds have been closed without verifying end use with 
reference to conditions attaching to production program-
me. The notification requires that the watch parts should 
be imported for the manufacture of wrist watches in ac-
cordance with the production programme duly approved 
by the Ministry of Industry /DGTD and are in fact, so 
used for such manufacture. The production programme is 
verified from the Industrial Licence/Registration Certifi-
cate produced and the fact of use in the maftufacture is 
verlfted by the Chartered Accountant's certificate and the 
afttc!avUs filed." 

1. 7! 'I'h:e Committee wanted to 'Know the number of bonds anc.t 
the revenue involved in the bonds accepted by the various Customs 
Houses during the last 5 years. The Ministry of Finance (Depart-
m~t of ltevenuel furnished the following itifonnation in a note:-
~oALoaB 

Year 

1977·78 
tt?l-'19 ,,,.... 
Jfllb'll 

tts•• 

No. of'Bonds accepted DeA'erential Duty (R•) 



Dllhi 

Year 

1977·78 

1978•79 

1!)7g-8o 

198o-81 
1981-&z 

Bombay 

l!)j!) 

··-

29 

• No. of end 
wed hands 

No. of non-~ware-
Housing bonds, in-

cluding end use Bonds 

210fi 

5 1 [ 3 

3777 

Differential 
Duty Rs. 

s.~s.ss.455 
14, 19,29,139 

Diffe-rential 
Duty • 

Value particulars. 
could not be com-
piled.'' 

N.B. [mp>rl ofwcltCh parts at Madras & Calcutta port has ~en of Negligible orders". 

1.80 The Audit has informed that to date the following 454 bonds 
for an amount af Rs. 17,78,60,463 are pending cancellation after 
verification:-

Year 

( A) Srinagar Unit: 

1977 

'978 

1979 

I~ 

'1!)81 

(B) ~AU~ Umt 

·I gal 

Olltlrl 

1977 

1978 

197g 
t98o 
fgflr 

No. of Bonds ___ ,.._..._ 

11 

19 

t6 

13 

loll 

• 
10 

_..,..... __ _ 

Amount 

37,83.9~1 

35.57.870 

17,65.39+ 

35·34,4o8 

8,a1,855 

5,61 ,'l79 

• •s.a...soe 
•·09·04·983 
1,86,oo,g79 
1,41,gr,o36 

., • 78,6o..tfis 
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1.81 Ynder the Customs lPri-11 Act, 1975 imported watch compo--
nents are assessable to customs duty at 100 per cent ad valorem. The 
A-linistry of Finance, Department of Revenue, issued a notification 
in December, 1978 exempting watch components imported for the 
mauuf acture of watches from customs duty in excess of 50 per cent 
ad valorem subject to the condition that the import of these com-
ponents is in accordance with the production programme approved 
by the Ministry of Industry and that the watch components imw 
ported are actually utilised for such manufacture. The twin 
objective of the notification was to increase production atld con-
tain smuggling as there was a wide gap between the demand and 
supply of indigenously manufactured watches. The exemption 
was not avaifable if the imported watc-h components are diverted 

. for other 1mrposes like repairs etc. 

1.82 The Ministry of Industry projeeted the demand of watches. 
in the country M 60 lakh numbers in 1977, 65 lakhs in 1978, 70 lakhs 
in 1979, 73 lakhs in 1980 and 80 lakhs in 1981 to the Minishl. of 
Finance when they approached the latter for the grant of exemption 
from duty. However, the actual production in the organised and 
small sectors taken together respectively in the years 1977, 1978, 
1179, 1980 and 1981 was 29.88, 47.56, 54.79, 52.95 and 56.82 lakh 
numbers leaving a gap of about 30, 17, 15, 20 and 23 lakh number~ 
1-espectively in these years. 

1.83 In regard to the smuggling of watches, the Committee note 
from the figures of seizures furnished by the Ministry of Finance 
(Depat"tment of Revenue) that there has been no appreciable fall 
in the number of watches confiscated. While in 1977, the nwnl•cr 
of watches seized was 47,901 (value Rs. 168 lakhs) the same wa.<.J 
1,12,318 (value Rs. 337 lakhs) i'n 1978 and 1,04:,127 (value Rs 357 
lakhs) in 1981. lt was admitted by the Chainnan, Central Boal'tl of 
Exdse & Custom!~ before the Committee that complete containing 
of the ~muggUng h«s not been achieved. He, however, stated that 
the cheaper watches which used to be the normal favourite of the 
smugglers has ceased to be their items of smuggling and what i~ 

eeming now are aU sophisticatecl kind of watebes. 

1.8. In view of the fact that smuggling in watch continues un-
ahated aDd the pJ"Oduetlon of watches in the country has remained 
•ore or Jess stagnant since 1978 allowing a wide gau between the-
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.demand and supply in spite. of large capacity licensed, the Commit-
tee cannot but conclude that &tatutory exemption has failed to ful-
fil either of the two objectives for which it was given. 

1.85 The Committee are dismayed to note that since its issue 
the exemption notification has not been reviewed at any level. Th~ 
Committee wish to stress that as recommended in their U)5th Re-
port (1981-82) the Ministry of Finance should evolve a monitorme 
system to review periodically how far the objectives underlying 
each exemption notification have been achieved and to decide 
whether the exemptions, should be allowed to continue, The Com-
mittee further suggest that such exemptions should not be granted 
for indefinite period but restricted to a couple of years subject to 
review and extpn•ion. 

1.86 The Committee note that Snflll Scale Units in watch indus-
tr~: are by and large engaged in the assembly of watch parts 
imported in C.K.d condition and except for a few outer components 
like dial, band case etc. are wholly dependent on imported watcb 
cotnponents. Even large scale units like HMT is manufacturing 
about 42 per cent of watches out of the imported components (in 
1980-81 for w!tich latest figures are available out of total production 
of 25.13 lakh wat(.'hes by HMT, as many as 15.44 lakhs were manu-
factured out of imported watch parts). The Committee cannot but 
conclude that due to the duty concession available on im~rted 
watch parts, the watch manufacturing units including the public 
fee) that this is n matter of serious concern and the administrative 
sector have no~ paid adequate attention to the development of 
industry and cspeciaUy of watch components indigenously and have 
l'E"mRined depcrJdent on imported watch parts. The Committee 
Ministry should take note .t it. The Committee are of the view that 
G11vernmt"nt should chalk out a time-bound programme for the 
n1anufadure of watrh compcmeats in the country and should give 
dutv l'oncession on the import of raw material used in the manu* 
farture of watch parts as we11 as concession in the excise duty so as 
to encoura~e the manufacture of watch parts/components in the 
eountrv and keep the prices of these components competitive u 
rompa~ed to imported watch parts. This will not only lead to con-
~iderable saving In foreign exchange but would also provide em-
-ployment to a large number of people In the country. 

1.8'7 The duty conceflston appUeCI to an un'ts both in the pubUe 
and private sectors which had appro~ed u'I'Oductton p~es. 
'The Committee have been Informed that the Govemment have not 



32 

made any specillc study to ascertain whether the benefit of the con· 
c:euioaal customs duty on import of· wateh components has been 
passed on to the coDSumer. In this connlction the Committee wish to 
draw attention to the fact that HMT has earned huge profits (Rs. 18 
crores every year) on its watch division. Unless there is, significant 
price advantage in regard to indigenously ·assembled watches, 
sm~ggling is bound to thrive. The Committee bas reason to believe 
that- benefit of the duty concession is mopped up by the manufac-
turers with the result that the exchequer suffers loss of revenue, 
consumer does not benefit and smuggling goos on unabated. ~ The 
Committee therefore desire that Government should ensure that the 
benefits of the duty concession are passed on to the consumer by 
suitable reduction in the prices of watches. The Committee further 
feel that HMT should be a pace setter in this regard. 

• 
1.88 The CoDUDittee find that there was a big gap in the approved 

capacity and actual production of watches In the Small Scale Sector. 
Against the total approved capacity of 3.20, 4.30, 8.30, 10.30 and' 
14.40 lakhs respectively in the years 1977, 1978, 1979, 1980 and 1981, 
the -.11 scale sector units manufactured 1.80, 2.50, 6.35, 6.22 and 
8.Z. lakh watches iD these years respectively. The shortfalh in 
protluction with reference to approved capacity is stated to have 
J,een due to loeation of the units in remote areas where building up 
of an industry tabs a tittle lou.ger time, delays at various levels in 
the grant of Blsentiallty Certificates and import licences, delays in· 
the arrival of imporied components and their release from Customs 
and non-availability of trained hands. The Committee feel that 
delays in the grant of EtsentiaUty Certificates, import Hcences andl 
the release of imported materials from Customs eould be easily 
avoided. The Committee desire tha'M&uitable improvements may 
be made in th~ prescribed procedures whereby such delays are 
effectively eliminated. 

1.89 In terms of notification of December, 1978 the proper au-
thority of Customs Departme~~t was to satisfied that the parts and 
components imported were in fact used for the manufacture of 
watches in acl"ordance with the production programme duly 
approved by the Ministry of Industry. The imported executes a 
bond for payment of differential duty in case the parts are not used 
In the manufacture of watches according to the approved production 
programme. The bond undertaken is different depending upon 
whether the importeT is a public sector undertakiDg or private 
manufaeturets. If tbe importer Is a pubUc sector undertakbag, • 



33 
bond is ·taken for each coDBip.auent and. in the C8l8 of others. one 
nrnnine bond for an amount equal to. the. differential duty bued ea 
licence v~ue is t-.k,en fQr each import licence. The bond was to 
be cancelled on receipt of enct-use cemificate from the Miniatiy ef 
Industrial Development which monitors the production programme 
ef the unit-. In actual practice there was no detailed mcmitorlDf. 
This procedure was modified by Government in their letter dated 
5-3·1980 which enjoined that the end-use bonds can be cancelled by 
the Customs authorities on the basis of utilisation certificates iB8ued 
by the Chartered Accountants and legal affidavits sworn by the 
importers. This change has been brought about by executive iDs-
tructioas without amending the notification. 

1.90 It is clear to the Committee that prior to .M,areh 1880 the 
couumption of imported components baa not been properly verified. 
It has been admitted by the Chairman of Central Board of Exri• 
and Customs before the Committee .that "Before Marcla, 1181; it wu 
a chaos. There were bonds which were pending al)d which were 
not being cancelled. There were all kiDds. of diflernt proc~ 
beiDg adopted." The Committee cannot but express their unhappj,. 
ness at the moner in which the notification whieh . speeificalb 
liaked the grant of duty concession to ensurig fulfilment of condi-
tiou of end was allowed to operate without layhag down aay fooJ.. 
proof procedure to easure that the imported eomponents were 
actually utilised for the ) purpose wllkh these were impoJtecl. 

1.11 The change ill procedure for verifying end.-ule of imported 
components was made by issue of :mere executive i.Datructioaa OD 

5 March, 1980. The executive instruetions wlrlch seek to modify a 
legal notification, do not have the fOI'ee of law. The Committee 
therefore, desire that suitable change may now be made iD the 
notification itseH. The Committee further desire that revenue efleet 
of exemptions should be given in the Annual Reports of the Min-
istry and exemption notiflcation should be for two years at a time. 

1.12 The Committee find that a total number of .tM bon&. involv-
ing a total amount of Bs. 17.78 crores pertaining to t)le years 197'! to 
1981 were pending cancellation after verification in the vartous 
Customs Rouses. The Committee would like to be apprised of the 
precise reasons for the pendency of such a large number of bond and 
the action taken or proposed to be taken by Govemmemt to ellmi· 
nate such delays in future. 
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1.93 The Committee note that there are 83 exemption notifica-
tio~J~~ which contain end-use conditiO.as in respect of goods import-
ed. There is, however, no special staff in the Customs Houses to 
examine and ascertain that the conditions of import are satisfied 
with thr result that the end·ltie conditio115 are not enforced 
effectively. The Committee, therefore, desire the Government to 
review all such exemptions and the conditions to be fulfilled with a 
view t~ simplifyiJli the process of verification by the Customs 
Houses as was done in the case of concessional duty on import o! 
watch components. 

1.94 l'ile Public Accounts Committee was set up in 1921. The 
Committee's work has widened a great deal with the tremendous 
increase in expenditure caused by planned socio-economic develop-
ment of the country entailing massive public sector outlay. Since 
sixties the Committee have also been systematically examining 
revenue receipts which have also increased vastly 'to match the 
expenditure. Further there has been qualitative change in the 
work of the Committee. The Committee undertake comprehensive 
reviews of schemes and projects as well as systems and procedures, 
which demand more time and effort. It ic;. thus becoming increas-
ingly difficult for one Public Accounts Committet> to do justice to 
the work in the changed context. In the considered opinion of the 
Committee it is time that some restructuring of the Committee is 
done to ensure the financial accountability of the Executive etfe<'-
tively. Accordingly, they would suggest setting up of the indr-
pendent :&.bJic Accounts Committees for examination of 'Expendi-
ture' and 'Revenue Receipts' separately. The Public Accounts Com-
mittee (Revenue ~eipts) could also monitor and review the exer· 
cise of the delegated powers of the Executive in thf' matter of ~trnnt 
of exemptions under the Customs and Central Excise Jjaws. bt>sides 
examining th(> Reports of the Comptroller and Auditor General of 
India on Revenu~ Receipts. 

NEW Dn.m; 
26 April, 1983 
6 Vaisakha. 1905 (S). 

SATTSH AGARWAL, 
ChainMn, 

Public Accounts Committee. 
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(Vidl Para 1.66) 

Stattlllf:nt showing the number (If cw-rcnt Notificr.ti<,r.t v:hcrr: c:umptkn/ 
conceseion in duty, Euhjcct to end u:;c, i6 to l.c vcrifitti. 

------------
Sl . .No. 

Q 

3 

5 

6 

' R 

9 

12 

15 

J6 

J7 

t8 

QO 

-

.Noltfirolion .No. 

2 

1{4 

u6 

135 

MO 

35 

Dau 

IU-12·78 

xs-~-& 

R-8-']6 

lt-8-76 

7-fJ.-77 

e-8-76 

J 3-llt-77 

lg-6-Bo 

lt-7·76 

6-3-79 

a81-Bc 

l!r7-8o 

1~7-& 

19-3-& 

19"6-So 

1-3-7~ 

15·7-78 

•-8-76 

•-8-76 

l-g-8t 

----·--- ------
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I ~ s 

25 Wl9 . e-8-76 

•6 ~6 Cl-8-76 ., Q30 rz-8-76 

e8 36 1·3·78 

19 JIIO Q-6·79 

30 •9 J-g-8J 

31 J76 1 r-g-78 

3'l 199 ~-g-77 

33 117 g-8-?8 

34 ass Q-8-76 

35 •I+ s-••·79 
36 389 a-8-76 

37 1M llJ•lQ·?? 

38 !fa 1•3·78 

39 157 86-,5-&1 

40 199 8-to-So 

41 119 -+-!r& 
4A •sr •7·11-& 

43 4? •-s-78 
+t 48 1·3·78 

45 JOS 1•4-81 

+6 150 85·5-81 

+7 g8 8•5•79 

..s cr6o IZ-8-?6 

49 u6 ag-6-So 

50 UZII •u-6-78 

51 95 g-s-8o 

5!1 119 IO•J 1•78 

53 165 a-8-76 

5+ qo 3o-IS"78 

55 114 1•7•77 

s6 QOO cz8-9-'19 
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I li s 

57 IUS as-9-81 

s8 133 Hl-5-Bt 

.59 8g 30-g-81 

6o J3 9-~-81 

61 155 QS-s-81 

&..& r.ug 118-9-81 

63 lil35 Q·It-Bt , 

6+ a6s . g-rc-81 

65 ++ aS-2-&.2 

66 4.5 . Q~-Bt 
67 I 53 r8-s-Bil 

68 157 16-s-82 

69 197 gg-8-8~ 

70 I38 !17-6-79 

71 39 IS~-79 

7rJ. 3i4 a-8-76 

73 78 1·3-82 

,... t66 a-8-76 

75 245 l!J"I I·'J7 

76 201 I4•t0-8o 

77 1,51 rs-7-77 

78 ao8 11-1 I-78 

79 114 1-7-77 

8o ~7 I3•1l•79 

81 77 I 7•4-80 

&.:t Tl7 g-6-78 

ss 21 I 15-I0-77 

----
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Sl. No. Para No. 

0 L------- -----~- --••• ~--~---- -----
'2 

-----------

Ministry/ 
De1)artment 

. 3 • 

-------- ·---------·-·----------------
C(mdusicms[Rccorrunendations 

.... 
-~-------~-- -----

T. 9t Ministry of Finance (Dcptt. un Under the Customs Tariff Act, 1975, imported watch com-

'1 1 ·82 

ofRevenur) ponents are assessable to customs duty at 100 per cent ad valarem 
1he 1v1initry of Finance, Department of Revenue, issued a notifica-

do. 

tion in December, 1978 exempting watch components imported for i: 
the manufacturE of watches from customs duty in excess of 50 per 
cent ad valorem subject to the condition that the import of these 
components is in accordance with the prodtLCtion programme 
approved by the Ministry of Industry and that the watch compo-
nents imported are actually utilised for such manufacture. The 
twin objective> of the notification was to increase production and 
contain smuggling as there was a wide gap between the demand 
and supply of indigenously manufactured watches. The exemption 
was not available if the imported watch components were diverted 
for othPr pnrposes Hke repairs etc. 

The Ministry of Industry projected the demand of watches in 
the country as 60 1akh numbe-rs in 1977, 65 lakhs in 1978, 70 lakhs in 
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4 I ·84 

M/o Finance (Deptte 
of Revenue) 

-do-

1979, 73 lakhs in 1980 and 80 lakhs in 1981 to the Ministry of Finance 
when they approached the latter for grant af exemption from duty. 
However, the actual production in the organised and small sectors 
taken together respectively in the years 1977, 1Q78, 1979, 1980 at?-d 
1981 was 29.88, 47.56, 54.79, 52.05 and 56.82 laKh numbers leaving a 
gap of about 30, 17, 15, 20 and 23 lakh numbers respectively in these 
ye~rs 

In regard to the smuggling of watches, the Committee note from 
the figures of seizures furnished by the Ministry of Finance (Depart-
ment of Revenue) that there has been no appreciable fall in the 
number of watches confiscated. While in 1977, the number of 
watches seized was 47,901 (value R.s. 168 lakhs) the same was 
1,12,318 (value Rs .. 337 lakhs) in 1978 and 1,04,127 (value R.s. 357 C 
lakhs) in 1981. It wa~ admitted by the Chainnan. Central Board 
of Excise & Customs before the Committee that complete containing 
of the smuggling has not been achieved. He, however, stated that 
the cheaper watches which used to be the nonnal favourite of the 
smug~lers has ceased to be their items of smuggling and what is 
coming now are all sophisticated kind of watches. 

In view of the fact that smuggling in watch continues unabated 
and the production of watches in the country has remained more or 
less sta·gnant since 1978 allowing a wide rr~p between the demand 
and supply in spite of large capacity licenst ,1, the Committee cannot 
but conclude that statutory exemption has f811ed to fulfil either of 
the two objectives for which it was given 

--------------- ·---------------- -···· --·~---· 
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, ·85 

1·86 

~ 4 
-·--~~-- --------

M/o Finance (Deptt. 
of Revenue) 

(i) Mfo Finance (Deptt. 
of Revenue) 

(ii) M/o Industry (Deptt. 
of Industrial Deve-

lopment) 

The Committee are dismayed to note that since its issue, t.Wt 
exemption notification has not been reviewed at any level. Th1! 
Committee wish to stress that as recommended in their 105th 
Report (1981-82) the Ministry of Finance should evolve a monitor-
ing system to review periodically how far the objectives underlying 
each exemption notification have been achieved and to decide 
whether the exemptions should be allowed to con ~inue. The Com-
mittee further suggest that such exemptions should not be granted 
for indefinite period but restricted to a couple of years subject to 
review and extension. 

The Committee note that Small Scale Units in watch industry 
are by and large engaged in the assembly of watch parts imported 
in C.Kd. condition and except for a few outer components like dial, 
hand case etc. are wholly dependent on imported watch components. 
Even large scale units like HMT is manufacturing about 42 per cent 
of watches out of the imported components (In 1980-81 for which 
latest figures are available out of total production of 35.13 lakh 
watches by HMT, as many as 15.44 lakhs were manufactured out 
of imported watch parts). The Committee cannot but conclude 
that due to the duty concession available on imported watch parts, 
th~ watch manufacturing units including the public sector have not 
paid adequate attention to the development of industry and especi-
ally of watch components indigenously and have remained depen-

* 



7 1"87 (i) Mfo Finance (Deptt. 
of Revenue) 

(ii) M{o Industry (Deptt. 
ol Indultrial Develop-
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dent on imported watch parts. The Committee feel that this ia a 
matter of serious concern and the ·administrative. Ministry should 
take note of it. The Committee are of the view that Government 
should chalk out a time-bound programme for the manufa£ture of 
watch components in the country and should give duty conccession 
on the :import of raw material used in the manufacture of watch 
parts as well as concession in the excise duty so as to encourage 
the manufacture of watch parts/components in the country and keep 
the prices of these components competitive as compared to im-
ported watch parts. This will not only lead to considerable saving 
in foreign exchange but would also provide employment to a large 
number of people in the country. 

The duty concession applied to all units both in the public and 
private sectors which had approved production programmes. The 
Committee have been informed that the Government have not made 
any specific study to ascertain whether the benefit of the conces-
sional customs duty on import of watch components has been passed 
on to the consumer. In this connection the Committee wish to draw 
attention to the fact that HMT has earned huge profits . (Rs. 18 
crores every year) on its watch division. Unless there is significant 
price advantage in regard to indigenously assembled watches, smug-
gling is bound to thrive. The Committee has reason to believe that 
benefit of the duty concession is mopped up by the manufacturers 
with the result. that the exchequer suffers loss of revenue, consumer 
does not benefit and smuggling goes on unabated. The Committee 
therefore desire that Government should ensure that the benefits 

...... .... 
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of the duty concession are passed on to the consun1er by suitable 
reduction in the prices of watches. The Committee further feel 
that HMT should be a pace setter in this regard. 

The Conunittee find that there was a big gap in the approved 
capacity and actual production of watches in the Small Scale Sector. 
Against the total approved capacity of 3.20, 4.30, 8.30, 10.30 and 
14.40 lakhs respectively in the years 1977, 1978, 1979, 1980 and 
1981, the small scale sector units manufactured 1.80. 2.50, 6.35, 6.62 
and 8.29 lakh of watches in these years respectively. The shortfalls 
in production with reference to approved capacity is stated to have 
been due to location of the units in remote areas where huilding C 
up of an industry takes a little longer time, delays at various ,levels 
in the grant of Essentiality Certificates and import licenses, delays 
in the arrival of imported components and their release from 
Customs and non-availability of trained hands. The Committee feel 
that delays in the grant of Essentiality Certificates, import licenses 
and the release of imported materials from Customs could be easily 
avoided. The Committee desire that suitable improvements may be 
made in the prescribed procedures whereby such delays are effec-
tively eliminated. 

In terms of notification uf December, 1978 the proper authority 
of Customs Department was to b': satisfied that the parts and com-
ponents imported were in fact u'Sed for th~:- manufacture of watches 
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in accordance with the production programme .duly approved by 
the Ministry of Industry. The importer executes a bond for pay-
ment of differential duty in case the parts ·are not used in the manu-
facture of watches according to the approved production programme. 
The bond undertaken is different depending upon whether the im-
porter is a public sector undertaking or private manufacturer. H 
the importer i's a public sector undertaking, a bond is taken for 
each consignment and in the case of others, one running bond for 
an amount equal to the differential duty based on licence value is 
taken for each import license. The bond was to be cancelled on 
receipt of end-use certificate from the Ministry of Industrial Deve-
lopment which monitors the production programme of the units. In 
actual practice there wB'S no detailed monitoring. This procedure 
was modified by Government in thetr letter dated 5-3-1980 which ~ 
enjoined that the end use bonds can be cancelled by the Customs 
authorities on the basis of utilisation certificates issued by the 
Chartered Accountants and legal affidavits sworn by the importers.· 
This change has been brought about by executive instructions 
withou ~ amending the notification. 

• 
It is clear to the Committee that prior to March 1980 the con-

sumption of imported components has not been properly ·verified. 
It has been admitted by the Chairman of Central Board of E-xcise 
and Custom:s before the Committee that "Before March, 1980, it was 
a chaos. There were bonds which were pending and which were 
not being cancelled. There were all kinds of different procedures 
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being adopted.'' The Committee cannot but express their unhappi-
ness at the manner in which the notification which specifically 
linked the grant of duty concession to ensuring fulfilment of condi-
tions of end use was allowed to operate without laying down, any 
foolproof procedure to ensure that the imported components were 
actually utilised for the purpose for which these were imported. 

The change in procedure for verifying end-use of imported com-
ponents was made by issue of m-=re executive instructions on 5 
March, 1980. The executive instructions which seek to modify a 
legal notification, do not have the force of law. The Committe~ 
therefore, desire that suitable change may now be made in the 
notification itself. The Committee further desire that revenue effect 
of exemptions should be given in the Annual Reports of the Minis-
try and exemption notification should be for two years at a time. 

The Committee find that a total number of 454 bonds involving 
a total amount of Rs. 17.78 crores pertaining to the years 1977 to 
1981 were pending cancellation after verifica~ion in the various 
Customs Houses. The Committee would like to be apprised of the 
precise reasons for the pendency of such a large number of bonds 
and the action taken or proposed to be taken by Government to 
eliminate such delays in future. 

:t 
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-do- The Committee note that there are 83 exemption notifications 
which contain end-use conditions in respect of goods imported. 
There is, however, no special staff in the Customs Houses to examine 
and ascertain that the conditions of import are -satisfied with the 
result that the end-use conditions are not enforced effectively. The 
Committee, therefore, desire the Government to review all such 
exemptions and the conditions to be fulfilled with a view to simpli-
fying the process of verification by the Customs Houses as wa-s done 
in the case of concessional du: y on import of watch components. 

Deptt. of Parliamentary The Public Accounts Committee was set up in 1921. The Com-
Affairs. mittee's work has widened a great deal with the tremendous 

increase in expenditure caused by planned socio-economic develop-
ment of the country entailing massive public sector outlay. Since 
sixties the Committee have also been systematically examining 
revenue receipts which have also increased vastly to match the 
expenditure. Further there ha-s been qualitative change in the work 
of the Committee. The Committee undertake comprehensive re-
views of schemes and projects as well as systems and procedures, 
which demand more time and effort. It is thus becoming increa-s-
ingly difficult for one Public Accounts Committee to do justice ·to 
the work in the changed context. In the considered opinion of the 
Committee it is time that some restructuring of the Committee is 
done to ensure the financial accountability of the Executive effec-
tively. Accordingly, they would suggest setting up of the indepen-
dent Public Accounts Committees for examination of 'Expenditure' 
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and 'Revenue Receipts' separa~ely. The Public Accounts Com-
mittee (Revenue Receipts) could also monitor and review the ex-
ercb;e of the delegated powers of the Executive in the matter of 
grant of exemptions under the Customs and Cen~ral Excise Laws,. 
besides examining the Reports of the Comptroller and Auditor 
General of India on Revenue Receipts. 
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