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INTRODUCTION

I, the Chairman, Estimates Committee, having been authorised
by the Committee to submit the Report on their behalf, present this
Nineteenth Report on the Ministry of Industrial Development
(Department of Industrial Development)—Industrial Licensing.

2. The Committee took evidence of the representatives of the
Ministries of Industrial Development (Department of Industrial
Development), Defence (Department of Defence Supplies), Finance
(Department of Expenditure, Department of Economic Affairs and
Department of Banking), Foreign Trade, Petroleum and Chemicals
(Department of Petroleum and Department of Chemicals), Steel and
Mines (Department of Steel and Department of Mines), Cabinet
Secretariat (Department of Cabinet Affairs), Department of Company
Affa'rs, Department of Electronics and Planning Commission on the
18th to 21st January, 1972. The Committee wish to express their
thanks to the Officers of these Ministries etc. for placing before them
the material and information which they desired in connection with
the examination of the subject and for giving evidence before the
Committee.

3. The Committee also wish to express the'r thanks to Shri N. D.
Sahukar of the All India Manufacturers’ Organisation, Bombay, Shri
Sanjoy Sen, President, Indian Engineering Association, Calcutta and
Shri S. S. Kanoria, President, Federation of Indian Chambers of
Commerce and Industry, New Delhi for furnishing Memoranda to
the Committee and also for giving evidence and making valuable
suggestions.

4. The Committee also wish to express their thanks to all the
Assoc’ations and Bodies of Trade and Industry and individuals who
furnished memoranda on the subject to the Committee.

5. The Report was considered and adopted by the Committee on
the 21st April, 1972,

v)



(vi)

6. A statement showing the analysis of recommendations/conclu-
sions contained in the Report is also appended to the Report
(Appendix VII).

KAMAL NATH TEWARI,

Chairman,

New DrLHI; Estimates Committee.
April 25, 1972

Vaisakha 5, 1894 (Saka).



PART 1
INDUSTRIAL LICENSING POLICY




. CHAPTER 1
INTRODUCTORY

A. Inroduction and Background
Industrial Policy Resolution 1956

1.1. The Industrial Policy of the Government of India continues
to be governed by the Industrial Policy Resolution of the 30th April,
1965 which had, in the wake of Second Five Year Plan, replaced the
Policy enuncisted in the earlier Pol'cy Resolution of the 6th April,
1948. Referring to tke acceptance by Parliament in December, 1954
of the socialist pattern of society as the objective of Social and
Economic Policy, the Resolution stated: -

“In order to realise this objective, it is essential to accelerate
the rate of economic growth and to speed up industrialisa-
tion and, in particular, to develop heavy industries and
machine making industries to expand the public sector,
and to build up a large and growing co-operative sector.
These provide the economic foundations for increasing
opportunities for a gainful employment and improving
living standards and working conditions for the mass of
the people. Equally, it is urgent, to reduce cisparities
in income and wealth which exist today, to prevent
private monopolies and the concentration of economic
power in different fields in the hands of smzll numbers of
individuals. Accordingly, the State will progressively
assume a predominant and direct responsibility for setting
up new industrial undertaking and for developing trans-
port facilities. It will also undertake State Trading on
an increasing scale. At the same time, as an agency for
planned national development, in the context of the
country’s expanding economy, the private sector will have
the opportunity to develop and expand. The principle of
co-operation should be applied wherever possible and a
steadily increasing proportion of the activities of the
private sector developed along co-operative lines.”

1.2. The Resolution classified industries into three categories. The
first category of industries enumerated in schedule ‘A’ to the Reso-
lution included industries the future development of which would
be the exclusive responsibility of the State. “All new units in these
industries, save where their establishment in the private sector had

580LS—2.
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-

already been approved, will be set up only by the State. This does
not preclude the expansion of the existing privately-owned units or
the possibility of the State securing the co-operation of private
enterprise in the establishment of new units when the national
interest so requires . . . Whenever co-operation with private
enterprise is necessary, the State wil] ensure either through majority
participation in the capital or otherwise, that it has requisite powers
to guide the policy and control the operations of the undertaking.”

1.3. The second category—Schedule ‘B’—consisted of industries
“which will be progressively State-owned and in which the State
will, therefore, generally take the initiative in establishing new
undertakings, but in which private enterprise will also be expected
to supplement the effort of the State.” The State will increasingly
estzblish new undertakings in these industries, while “at the same
time private enterprise would have the opportunity to develop in
this field, either on its own or with State participation.”

1.4. All the remaining industries were placed in the third category.
The Resolution expected that their development would be under-
taken “ordinarily through the initiative and enterprise of the private
sector, though it will be open to the State to start any industry
even in this category.” It was emphasised that the State would
“facilitate and encourage the development of these industries in the
private sector in accordance with the programmes formulated in
the successive Five Year Plans . ..” It was mentioned that in
suitable cases, the State might grant financial assistance to the private
sector but such assistance “especially when the amount involved is
substantial, will preferably be in the form of participation in equity
capital, though it may also be in part in the form of debenture
capital.”

1.5. The complementary nature of the private and public sectors
was emphasised in the Resolution and it was repeatedly mentioned
that the categories did not imply any water-tight compartments.
Possibilities of over-lapping as well as a great deal of dovetailing
between industries in the private and public sectors were envisaged
and it was stated that it will be open to the State to start any industry
not included in Schedules ‘A’ and ‘B’ to meet the requirement of
planning or for other important reasons, while private units might,
in appropriate cases, be permitted to “produce an item falling within
Schedule ‘A’ for meeting their own requirements or as by-products.”

1.6. The policy of supporting cottage and village and small-scale
industries was emphasised and the instruments in use for this
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purpose such as restricting the volume of production in the large-
scale sector, differential taxation and direct subsidies were mention-
ed. It was also recognised that it was necessary to improve the com--
petitive strength of the small-scale producer and various measures
for that purpose were suggested. The importance of progressively
reducing the disparities in levels of development between different.
regions was stressed and measures for achieving a balanced industrialt
development among different regions were indicated.

1.7. The primary objectives of the Industrial Policy Resolutiom
of 1956 may be summarised briefly as follows:—

(a) Acceleration of the rate of economic growth and the
speeding up of industrialisation, and, in particular, the:
development of heavy and machine building industries;

(b) Prevention of undue concentration of weslth in a smalF
section of the population;

(c) Reduction of disparities in levels of development betweem
different regions;

(d) Protection of the. small scale sector; and

(e) Encouragement of the cooperative sector.

Industries (Development & Regulation) Act, 1951.

1.8. The Industries (Development and Rezgulation) Act, 1951 was:
enacted by Parliament as an instrument designed to provide the
Central Government with the powers and means to implement the
Industrial Policy of the Government. Taking into account the prin-
ciples enunciated in the Industrial Policy Resolution of 1948, the Act
provided for the development and regulation, by means of registra—
tion and licensing by Central Government, of industries specified in
the First Schedule of the Act. The Act came into force on the 8thr
May, 1952. In 1953, Government acquired, by an amendment to the
Act, powers also to cause investigation to be made into the affairs
of any industrial unit and to take over its management, if it was
running in a manner highly detrimental to the industry concerned
or the public interest. Certain short-comings such as those relating
to licences for shifting, manufacture of new articles and for “carry-
ing-on-business” were also removed. Although the Industrial Policy
as re-enunciated in 1956 contemplated a number of important changes
in the approach to the problems of industrial development, no signi-
ficont amendment was made to the basic provisions of the Act such
as those relating to Industrial Licensing. The only substantial
amendment was the addition of some industries in the First Schedule
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of the Act and their arrangement in a more rat'onal manner. Thesc
industries were those mentioned in Schedules ‘A’ and ‘B’ of the 1956
Resolution which were not in the First Schedule cf the Act earlier.

1.9. The important provisions of the Industries (Development and
Regulation) Act, 1951 as amended from time to time are as follows:

()

(ii)

(iii)

(iv)

All the existing industrial undertakings in the scheduled
industries have to be registered with the Government
within a prescribed period;

No new industrial unit can be established or substantial
expansion to existing plants made or manufacture of
‘new article’ taken up without a licence from the Central
Government;

The Government can order an investigation in respect of
any scheduled industry or undertaking if, in its op:nion,
there has been or is likely to be an unjustifiable fall in
the volume of production in the industry or undertaking
or if there is a marked deterioration in quality or an in-
crease in price for which there is no justification; a
similar investigation can also be ordered in respect of any
industrial undertaking being managed in a manner highly
detrimental to the industry concerned or the public
interest;

In the event of an industry or undertaking not carrying
out the directions issued after such an investigat.on, the
Government may take over its management;

(v) For the purpose of advising the Government on matters

(vi)

concerning the development and regulat.cn of the sche-
duled industries, the Act provides for the setting up of a
Central Advisory Council representing owners, emplovers,
consumers and certain other classes including primary
producers;

The major instrument envisaged under the Act for esta-
blishing the necessary liaison between the public and
private sectors and for ensuring that private industry
conforms more and more to the planned pattern of deve-
lopment is the institution of Development Councils;

(vii) Central Government can regulate supply, distribution

pr.ca etc. of the products of scheduled Industries.
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Exemptions under Section 29B of IDRA

1.10. According to the provisions of the Industries (Develop-
ment and Regulation) Act, 1951, the industrial undertakings pertain-
ing to industries included in the First Schedule ther:to are subject
to regulation and control by Central Government by means of
registration and licensing. Section 29B of the Act provides that
“if the Central Government is of opinion, having regard to the
smallness of the number of workers employed or to the amount
invested in any industrial undertaking or to the desirability of en-
couraging small undertakings generally or to the stage of dewelop-
ment of any scheduled industry, that it would not be in public
interest to apply all or any of the provisions of this Act thereto, it
may, by notification in the Official Gazette, exempt, subject to such
conditions as it may think fit to impose any industrial undertaking
or class of industrial undertakings or any scheduled industry or
class of scheduled industries from the operation of all or any of the
provisions of this Act or of any rule or order made thereunder.”
Under this Section, Government have been notifying exemptions
from the licensing and other provisions of the Act. At a given time,
the prevailing exemptions from the requirement of licensing etc.
under the Act represent the licence-free area available to industry.
This licence-free area has been restricted or liberalised by policy an-
nouncements of Government from time to time to meet the exi-
gencies of a new situation or in pursuance of the various objectives
enunciated in the Industrial Policy Resolution of 1956 which con-
tinues to remain the basic document on industrial policy of the State.

1.11. The general exemptions under Section 29B of the Act were
first announced by Government by a notification issued on the 26th
February, 1960. The change made in the exemptions from time to
time are indicated below in chronological order:

16.2.1960. Industries employing less than 100 workers and
which had fixed assets not exceading Rs. 10 lakhs in value
were exempteéd from the licensing provisions of the Act.

13.1.1964. All undertakings, other than undertakings pertain-
ing to coal, textiles and roller flour milling industry, oil
seed crushing, vanaspati, leather and matches having fixed
assets not exceeding Rs. 25 lakhs in value were also
exempted from the licensing provisions of the Act.

1966—68. During the period from 1966 to 1968 Government
issued orders exempting a number of industries from the
licensing provisions of the Act. These industries were
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such as did not involve any substantial import of compo-
nents or raw material. The industries in respect of which
protection to the Small and Cottage Industries was of
importance were, however, not de-licensed.

1966. In the year 1966, with a view to facilitating fuller utilisa-
tion of installed capacity, Government announced that
licensed or registered industrial undertakings would be
free to diversify their production upto 25 per cent of the
licensed or registered capacity without the formality of
obtaining an industrial licence subject to certain condi-
tions, such— (i) no additional plant and machinery was
installed except minor balancing equipment procured
indigenously (ii) no additional expenditure of foreign
exchange was involved, (iii) the items into which the pro-
duction is diversified were not reserved for the Small Scale

Sector.

1967. In December, 1967, Government announced that if the
industries into which diversification of production has
taken place were priorty industries, import of raw
material could be allowed for diversification in those indus-
tries. The industrial undertakings were also permitted
to expand their production upto 25 per cent of the licensed
capacity subject to the condition that (i) no additional
plant and machinery was installed except minor balanc-
ing equipment procured indigenously; (ii) no additional
expenditure of foreign exchamge was involved; and (iii)
extra production did not occasion any additional demand
fo"Scarce indigenous raw materials,

Hazari Committee Report

1.12. Though Industrial Licensing under the Industries (Develop-
ment and Regulation) Act, 1951 has been in force since 1952, the
first appraisal of licensing attempted was by the Industrial Develop-
ment Procedure Committee (Swamipathan Committee) appointed in
September, 1963. This Committee submitted its final report on the
18th March, 1964. The Committee, however, confined itself to licens-
ing procedures and allied matters. An inquiry into the role and
purpose of Licensing Policy as an instrument of industrial planning
in an industrial environment which had changed considerably since
the enactment of the Industries Act, was entrusted for the first time
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to Dr. R. K. Hazari of the University of Bombay who was appointed
an honorary consultant in the Planning Commission in July, 1966 for
the purpose. The study had two objectives:—

(i) To review the operation of licensing under the Industries
Act broadly over the last two Plan periods and more closely
over the last six-seven years, including the orderly phasing
of licensing with reference to targets of capacity.

(i) To consider and suggest in the light of the present stage of
economic development, where and in what directions modi-
fications may be made in the licensing policy.

1.13. Professor Hazari submitted an Interim Report in December,
1966. One of his conclusions was that the large and medium-sized
Business Groups enjoyed a higher ratio of approval in licensing appli-
cation as compared to others and that their share in the investment
applied for and approved had tended to rise over the period and that
this was specially true about certain Business Houses. These Indus-
trial Houses, according to Prof. Hazari, tended to pre-empt licensable
capacity in many industries and, by not following through it, took
advantage of the foreclosure of markets and economic resources. One
of his salient recommendations was that the Planning Commission
should specify the major priority areas and lay down fresh estimates
of aggregate, sectorial and industry-wise requirements, consistent with
overall plan and availability of resources. This exercise, according to
Prof. Hazari, would enable the Planning Commission to know in ad-
vance the implications of various lags and leads in different areas and
thereby to suggest the corrective action that is necessary andlor to
modify the individual targets. Having indicated the priorities and
selected a few basic industries|projects which qualify for them, Gov-
ernment should, Prof. Hazari suggested, undertake to pre-empt foreign
exchange and rupee resources and arrange to provide key physical
resources. like power, transport and land for their benefit. There was
a discussion on this Report in the Rajya Sabha on the 22nd May and
Ist June, 1967, during which the Minister of Industrial Develop-
ment made an announcement that Government would appoint a
Committee to go into the basic questions regarding the functioning
of the licensing system and any advantages obtained through it by
some of the Larger Industrial Houses.*

1.14. Dr. Hazari submitted his final Report in September, 1967.
The analysis of Licensing Policy and frame-work as well as the major

*RajyaSa’y12 Debates, VolumeLX, Nos. 1-8.220d May—Ist June, 1967, page 1591
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recommendations made in the final Report were substantially the
same as in the Interim Report. The recommendations relating to tax
and credit policy and measures to reduce the concentration of econo-
mic power had, however, been further elaborated.

Industrial Licensing Policy Enquiry Committee

1.15. In pursuance of the assurance given by the Minister of In-
dustrial Development in the course of the debate on the Interim Re--
port of Prof. Hazari in Rajya Sabha in May, 1967, Government ap-
pointed on the 22nd July, 1967 “an Expert Committee to inquire into
the working of the industrial licensing system during the past 10
years”, under the Chairmanship of Prof. M. S. Thacker. Later,
Shri M. S. Thacker resigned from the Committee and Shri Subimal
Dutt was appointed to succeed him as Chairman and he joined the
Committee on the 4th May, 1968. The name of the Committee was
also later changed to “Industrial Licensing Policy Enquiry Commit-
tee” (Dutt Committee). The terms of reference of the Dutt Com-
mittee were set out as follows: —

“(i) To enquire into the working of the industrial licensing
system in the last ten years with a view to ascertaining
whether the larger industrial houses have, in fact, secured
undue advantage over other applicants in the matter of
issue of such licences; and if they have received a dispro-
portionately large share of such licences, whether there was
sufficient justification for this;

(ii) to assess to what extent the licences issued to the larger
industrial houses have been actually implemented and
whether the failure to do so has resulted in pre-emption of
capacity and the shutting out of other entrepreneurs;

(iii) to examine to what extent the licences issued have been in
consonance with the policy of the Government as laid down
in the Industrial Policy Resolution of 30th April, 1956,
particularly in regard to the regional dispersal of industr-
ies, the growth of small scale and medium industries and
the policy of import substitution.

I The Committee will also inquire whether, and if so how far,
' the policies followed by specialised financial institutions,
such as the Industrial Finance Corporation and the Indus-
trial Credit and Investment Corporation of India in advanc-
ing loans to industries have resulted in any undue prefer-
ence being given to the larger industrial houses.”
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1.16. The Committee submitted its Report in July, 1969. It cover-
ed a very wide field and included subjects like Industrial Licensing,
Concentration of Economic Power, the role of the Larger Industrial
Houses and the Joint Sector concept besides the functioning of the
specialised financial institutions.

1.17. Some of the major recommendations of the Dutt Committee
accepted by the Government as summarised as under:—

(a) Government accepted the recommendation for the consti-
tution of a ‘core’ sector and announced a list ¢ industries
that would comprise that sector. (Appeniix I, Schedule
1I1). The Planning Commission was entrust.d with the
responsibility of framing detailed industry plans for in-
dustries in this sector. Though the Dutt Committee
thought that such detailed plans should be drawn up for a
period of 15 years, Government felt that it was not practi-
cable to plan for such a long period in the context of
rapidly changing technology and conditions and that the
plans should be drawn up for the period of the Fourth
Plan, but keeping in view the projections for the Fifth
Plan.

Government decided that, apart from the ‘Core Sector’, ind.ti-
dual investment propositions of over Rs. 5 crores should be
treated as being in the ‘heavy investment sector.” Govern-
ment announced that the Larger Industrial Houses as well
as foreign concerns (i.e. Companies of which over 50 per
cent paid-up capital is held by non-residents) would be
expected to channelise their energies, resources and
expertise primarily in the ‘Core’ and ‘heavy invest-
ment’ sectors leaving the opportunities in other fields
to the smaller entrepreneurs. However, in these seetors,
public enterprises might be set up if warranted in the light
of the Industrial Policy Resolution or otherwise. En-
irepreneurs, other than those belonging to the Larger
Houses and {oreign concerns might also apply and would,
in fact, receive preferential consideration provided the pro-
posals were technically sound and feasible.

(b) Government accepted the criteria for classification of
‘Houses’ adopted by the Committee.

The suggestion that all the delicensed industries should be re-
licensed was accepted and implemented so as to secure a
better control over attempts at concentration of economic
power. The exemption limit was, however, raised from
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Rs. 25 lakhs to Rs. 1 crore subject to certain conditions
relating to foreign exchange. This exemption would rot
apply to Larger Industrial Houses, foreign concerns and
dominant undertakings. These categories of entrepreneurs
would have to apply for a licence irrespective of the value
of the fixed assets of the undertaking. In the middle sec-
tor applications other than those from these specified
categories would be granted liberally. Government also
abolished the “banned list” altogether so as to facilitate
grant of licences to smaller entrepreneurs. For the same
reason undertakings, other than those belonging to the
specified categories, as well as those with fixed assets upto
Rs. § crores could undertake substantial expansion by
Rs. 1 crore by way of fixed assets provided certain con-
ditions were satisfied. This was an improvement in libera-
lisation in the middle area over what was suggested by the
Dutt Committee. Similarly, the raising of the exemption
limit to Rs. 1 crore as against Rs. 25 lakhs as suggested by
the Dutt Committee was also positive measure of liberali-
sation in favour of the smaller entrepreneurs. Though the
Dutt Committee had suggested the automatic rejection of
applications from the Larger Industrial Houses and foreign
concerns in this sector, Government felt that a total and
automatic ban was not necessary as this might not only be
deemed to be discriminatory but might result in certain
remote areas not getting industrialised though these
Groups might be willing to invest in such areas which
other parties might not be willing to so invest. Positive
preference, however, would be givitr to the smaller and
medium entrepreneurs, who would be given licenses
liberally. The expansion of industrial units belonging to
these categories might be allowed if this was in the in-
terest of cost efficiency or if a substantial export obligation
was furnished. Such cases would be decided by Govern-

ment on merits.

Government accepted the recommendations of the Dutt
Committee regarding reservation of industries for the small
scale sector and also enlarged the list of industries reserv-
ed for the small scale sector (from 47 items to 128 items
now). This list was put on a statutory basis as distinct
from its enforcement through the system of banned list

previously.

(d) Government accepted the concept of ‘joint sector’ in prin-
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ciple. Details in this regard were worked out by the De-
partment of Banking.

The Public Sector was also proposed to be expanded and

(e)

quick yielding short-gestation projects taken up. It was
decided that public financial institutions in the same
manner as private enterprises. Government accepted that
the Public financial institutions would have option to con-
vert loans granted to private entrepreneurs into equity. In
so far as past cases were concerned, such option could be
exercised in cases of default.

Government examined the recommendations regarding
procedural reforms with a view to streamline the licens-
ing system and issued necessary guidelines to the Licens-
ing Committee as well as to the Licensing authorities.
Government also appointed a Commission of Inquiry to go
into the lapses, improprieties and irregularities committed
by some of the Large Industrial Houses as brought out by
the Report.

1.18. The recommendations of the Dutt Committee with which the
Government were unable to agree are summarised below:—

H

(ii)

(iii)

(iv)

The Committee recommended that detailed industry plans
for the core sector should be drawn up faor a period of 15
years. Government, however, considered that it would not
be practicable to plan for such a long period in the con-
text of rapidly changing technology and conditions.

The Committee recommended that the Larger Industrial
Houses and foreign concerns should concentrate in the core
sector. While Government accepted this recommendation,
they also decided that apart from the ‘core’ sector, indivi-
dual investment propositions of over Rs. 5 crores should be
treated to be in the heavy investment sector and the
Larger Industrial Houses and foreign concerns should be
allowed to participate in this sector also.

The Committee recommended to continue the exemption
limit upto Rs. 25 lakhs. Government, however, raised the
exemption limit from Rs. 25 lakhs to Rs. 1 crore subject to
certain conditions relating to foreign exchange etc.

The Committee suggested automatic rejection of applica-
tions from the Larger Industrial Houses and foreign con-
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cerns in the middle sector. Government felt that a total
and automatic ban was not necessary as this might not only
be deemed to be discriminatory but might result in certain
remote areas not getting industrialised though these
Groups may be willing to invest there. Larger Industrial
Houses and foreign Companies would be allowed 1n the
. middle sector if it was in the interest of cost efficiency or
developing the undertakngs to the minimum economic size
or if it was in the interest of export promotion. Positive
preference, however, would be given to the smaller and

medium entrepreneurs, who would be given licence
liberally.
(v) The Committee recommended a ban on further invest-

ments in industries whose growth was considered undesir-
able for a period of time, such as non-essential luxury
goods, which would make large drafts on scarce resources.
Government felt that it would be neither practicable nor
desirable to restrict the further production of luxury arti-
cles in the country. They considered that apart from pre-
paring a list of <uch commodities, which would be extreme-
ly difficult in itself, any restriction would tend to place
producers of sv commodities in a very disadvantageous
position. I tueir opinion, if consumption of luxury articl-
es was to be discouraged, the appropriate means to bring
this about should be heavy taxation and exercise measur-
es rather than curtailment of production.

(vi) The Committee also recommended area bans to avoid con-
centration of industries in big cities and metropolitan areas.
Instead of placing any ban on the setting up of industries
in such areas, Government decided to take certain positive
measures with a view to ensuring development of indus-
trially backward regions and areas which are likely to ac-
celerate the pace of industrial development in the back-
ward and remote areas.

1.19. After consideration of recommendations of the Dutt Commit-
tee and also those of the Administrative Reforms Commission and
the Planning Commission and various other aspects of Licensing
Policy, Government decided to modify their Licensing Policy “to ac-
celerate the pace of industrial development but at the same time to
avoid concentration of economic power and provide adequate oppor-
tunities and scope to medium small entrepreneurs.” The policy that
finally emerged is held to be a “compromise between the necessity for
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greafer Lberalisation on the one hand so as to encourage the deve-

lopment of small and medium entrepreneurs and the need for regu-
lation and control on the other hand, of certain special categories of
aundertakings like Larger Industrial Houses, Foreign concerns etc.”

B. Industrial Licensing Policy in Force

1.20. Every non-Government industrial undertaking existing at
the commencement of the Industries (Development and Regulation)
Act (i.e, on the 8th May, 1952) is required. under section 10 of that
Act, to be registered with the Central Government. Section 11 of
the Act prohibits the establishment of any private undertaking
except under and in accordance with a licence issued by the Cantral
Government. Under Sections 11A and 13(d) and (e) of the Act,
licence is necessary for undertaking the manufacture of a new article
or for effecting substantial expansion or for shifting the undertzk.ng
to a new location. Section 29B of the Industries Act, however, em-
powers the Government to exempt from the operation of all or any
of the provisions of the Act any industrial undertaking|scheduled in-
dustry or class of industrial undertakings!scheduled industries. Based
on the recommendations of the Industrial Licensing Policy Inquiry
Committee (Dutt Committee) and other bodies accepted by Govern-
ment. a new industrial licensing policy was announced by Govern-
ment in February, 1970 which was radically different from the pre-
vious licensing policy of the Government. Under the new pelicy,
the area of exemptions from the licensing provisions of the Industr-
ies Act has been expanded subject to certain conditions. The exemp-
tions are, however, generally not applicable to certain classes of in-
dustrialists, namely, “Larger Industrial Houses” (these have heen
identified). foreign companies or branches or subsidiaries of foreign
companies and dominant undertakings (as defined in Section 2(d)
of the Monopolies and Restrictive Trade Practices Act). The exemp-
tions allowed and the conditions thereof are summarised briefly in
the following paragraphs: — )

Licence for New Units

1.21. In regard to proposals for setting up new undertakings re-
quiring licence under section 11 of the Industries Act, the exemptions
are laid down in the Ministry of Industrial Cevelopment Notification
No. S.O. 713]TDRA|29B|70/1 dated 19th February, 1970 (Appendix I).
According to this Notification, all industrial undertakings which have
or propose to have fixed assets in land, build'ngs, plantg and machinery
not exceeding cne crore are exempted from the licensing require-
ments of the Industries Act, subject to the following conditions: —

(1) Larger Industrial Houses, foreign majority companies,
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dominant undertakings and undertakings related to indus-
tries listed in Schedule I to Notification, will have to take
out an industrial licence in all cases.

(2) In case of undertakings other than those regarded as cn
small scale (i.e. where the unit has or proposes to have
fixed assets in plant and machinery not exceeding Rs. 7.5
lakhs), an industrial licence is required to be obtained:

(a) by categories of entrepreneurs/industries mentioned
in (1) above;

(b) if the undertaking is related to any of the industries
listed in Schedule II to the Notification (Small Scale
Sector);

(c) if the undertaking is related to any of the industries.
listed in Schedule III to the Notification (Core S=2:tor);

*(d) if it requires foreign exchange more than the equiva-
lent of:—

(i) rupees five lakhgs or ten per cent of the additional
fixed assets by way of land, building and machin-
ery, whichever is higher, for the import of machin-
ery ana equipment; or

(ii) ten per ceat of the ex-factory value of the annual
production of aa article in any year, after three
years of the commencement of production, for
the import of components to. bz uzed in that arti-
cle; or

(iii) five per cent of the ex-factory value of the annual
production of an article in any year or rupees five
lakhs, whichever is less, for the import of raw
materials (excluding steel and aluminium) to be
used in that article.

Substant’al Expansion

1.22. According to Section 13(d) of the Industries Act, an indus-
trial licence is necessary for effecting any ‘substantial expamnsion’ of
a licensed or registered industrial undertaking. The Explanation to:

*As am:ndet by Mivisry o7 Injustrial Devalopment No ific tor Ne.S.0./INDRA
29B/71/10 da ¢ 21-7-1¢50.
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the Section defines ‘subsiantial expansion’ as “expansion of an exist-
ing industrial undertaking which substantially increases the produc-
tive capacity of the undertaking, or which is of such a nature as to
amount virtually to a new industrial undertaking, but does not in-
clude any such expansion as is normal to the undertaking having
regard to its nature and the circumstances relating to such expan-
sion”. Section 23 of the Act provides that if, for the purpose of the
Act, any question arises as to whether there has been a ‘substan-
tial expansion’ of an industrial undertaking, the decision of the
Central Government thereon shall be final. At present expansion
without a licence is permissible upto an extent of 25 per cent of the
registered/licensed capacity subject to certain conditions, namely,
(i) no additional plant and machinery is installed except minor bal-
ancing equipment procured indigenously and (ii) no additional ex-
penditure of foreign exchange is involved and the extra production
does not occasion any additional demand for scarce raw materials.
A copy of Press Note dated 18th July, 1970 is at Appendix IIL

1.23. The Estimates Committee had, in their Ninth Report (Fourth
Lok Sabha), recommended that the term “substantial expansion”
appearing in Section 13 of the Industries (Development and Regula-
fimn) Act might be clearly defined in terms of percentage. This re-
commendation was reiterated by them in their Seventy-Ninth Report
(Fourth Lok Sabha). On being asked to indicate their final view in
this regard, Government have stated that the recommendation of
the Estimates Committee for clearly defining of ‘substantial expan-
sion’ in terms of percentage has becen noted and that it is being con-
sidered alongwith other proposals for amendment to the Industries
(Development and Regulation) Act, 1951.

1.24. The Committee reiterate the recommendation made in their
Ninth and Seventy-Ninth Reports (Fourth Lok Sabha) that the term
‘substantial expansion’ referred to in the Industries (Development
and Regulation) Act, may be clearly defined in terms of percentage
so as to introduce a certain amount of definiteness in the applica-
tion of the relevant provisions of the Act to individual cases.

Relaxation affected in January, 1972

1.25. According to the Press Note issued by Government on 1<t
January, 1972, (Appendix III), industrial undertakings in 54 speci-
fied industries are allowed to take advantage of rationalisation of
production patterns and modernisation of equipment. Industrial
undertakings in these industries licensed for a certain capacity on
the basis of one or two shift working would be allowed an increase
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in their licensed capacity on the basis of maximum utilisation of plant
and machinery and in other cases the undertakings have been al-
lowed to expand upto 100 per cent of the licensed or registered capa-
city including the 25 per cent free expansion already allowed previ-
cusly to them.

1.26. This relaxation is, however, not allowed in regard to the
production of goods which have been wuxclusively reserved in the
smal] scale sector.

1.27. The relaxation will also not apply automatically to the
Larger Industrial Houses and the foreign concerns who will have
to apply to the Ministry of Industrial Development for being allow-
ed an expansion. Such application will, it is stated, be considered
by a Task Force which will dispose of the applications on considera-
tions of ‘public interest-keeping in view also the requirements of the
MRTP Act’ According to the information furnished by the Minis-
ter of Industrial Development in Lok Sabha in response to a ques-
tion on the 22nd March, 1972, the Task Force has started receiv-
ing applications only from 8th March, 1972 and upto 16th March,
1972, 8 applications had been received and these are under considera-
tion by the Task Force.

1.28. The Committec welcome the relaxations announced by Gov-
ernment on the Ist January, 1972 for fuller utilisation of installed
capacities by taking advantage of rationzlisation of production and
modernisation of equipment in 54 specified industries. They, how-
ever, feel that unless systematic follow-up action is taken in pursu-
ance of Government’s announcement to help established units to pro-
duce upto their installed capzacity without undue restrictions the rate
of growth of industrial development may not come up as rapidly
as desired. The Committee therefore recommend that simple and
streamlined procedures snd modalitics may be evolved to give effect
to these relaxations and decisions in individual cases may be taken
swiftly, so that production is maximised in as large a number of
industrial units as possible and within a short time. Since it is only
when there is a climate of easy availability of basic raw materials
including ferrous »nd ron-feirous metals that industries can be ex-
pected to get into full swing of production, the Committee would
like Government to make arrangements for promptly mecting the
increased raw material demand of industrial units wishing to take
advantage of the new policy. The Task Force zppointed to process
cases for expansion under the new policy should, in this context,
give immediate attention to the applications of such industrial
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undertakings as arc engaged in the production or manufacture of
materials which, in turn, are required for the manufacturing opera-
‘tions of other industrics, more particularly the small scale industrial
‘units.

Licence for Substantial Ex;')ansiQn :

1.29. Exemption of licensing requirement under Section 13 of the
Industries Act in respect of. proposals for substantial expansion are
‘laid -down in the Ministry of Industrial Development Notification
No. S.O. 912(IDRAI29B|70/3 dated 28th February,- 1970 (Appendix
‘TV). The Notification provides that all registered -or licensed indus-
‘trial undertakings which have fixed assets in land, bu1ld1ng, plant
-and machinery in value not e\:ceedmg Rs. 5 crores can carry out sub-
‘stantial expansion (i.e. expansion beyond 25 per cent of their regis-
‘tered or licensed capacity) without taking out an industrial licence
therefor, subject to the following conditions:—

(1) the categories of entrepreneurs iand industries mentioned
in para 1.21 (2) above (namely, Larger Industrial Houses,
foreign majority companies, dominant undertakings,
undertakings related to industries listed in Schedules I to
IIT to the Notification and proposals involving foreign ex-
change beyond a certain limit) will require licence before
substantial expansion can be- carried out.

(2) if the value of fixed assets of an undertaking after sub-
stantial expansion exceeds, at any ‘stage, Rs. 5 crores,
licence will be necessary for carrying out the expansion.

(3) licence will be necessary if the aggregate value of the
substantial expansion (whether in one or more stages)
under this exemption exceeds Rs. one crore.

Licence for New Article

1.30. As for diversification of production (i.e. production or manu-
facture of new article) by a registered or " licensed undertakings,
Ministry of Industrial Development Notification No. S.0, 2443/IDRA/
"29B/70/5 dated 18th July, 1970 (Appendix V) exempts from the re-
‘quirement of licensing under section 11A of the Industries Act, dll
such undertakings subject, to-the following.conditions:— .

(1) Undertakings belonging to or controlled by any Larger
Industrial House or foreign-majority .Company will have

"580LS—3.
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to obtain a licence before they undertake manufacture of
a new article,

(2) licence will be mecessary if the new article proposed tc:
be manufactured is anyv of those listed in Schedule I, II
(Small Scale Sector), III (Core Secctor) or IV (Public
Sector).

(3) undertakings registered or licensed for an industry in the
Core Sector will have to take out a licence if they pro-
pose to manufacture a new article even if it is outside the
Core Sector. -

(4) licence will bo necessary if the new article to be manufac-
tured exceeds 25 per cent of the registered or licenscd
capacity (by value) of the undertaking.

(5) undertakings with total assets in land buildings. plant and
machinery exceeding Rs. 5 crores will require licence be-
fore they can undertake the manufacture of a new article.

(6) undertakings proposing to manufacture a new articie
“other than those which belong to allied lines of manufac-
ture, namely; involving the same technological process as
the article or articles for which the undertaking is regis-
tered or licensed” will have to take out a licence.

(7) licence will be necessary if the manufacture of the new
article would involve any expenditurc of foreign exchange.
directly or indirectly,

(8) if the manufacture of the new article involves installatiop
of additional indigenous machinery of advance axcecding
10 per cent of the value of the total installed machinery
or Rs. 10 lakhs, whichever is less, the production of new
article will require a licence.

(9) undertakings producing les;s than 50 per cent of their
existing registered or liceased capacity will require a
licence before they can undertake the manufacture of a
new article.

Main Features of Policy

1.31. The main features of the new licen=ing policy are stated to
be as follows:—

(i) The exemption limit from licensing provisions: including



(i)

(iii)

(iv)

v)

(vi)
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licences of new undertakings and substantial expansion of
existing units has been raised from Rs. 25 lakhs to Rs. 1
crore (by way of fixed assets in land, buildings and machi-
nery) provided certain conditions are fulfilled.

The facility of expansion of production upto 25 per cent
in the line of manufacture for which an undertaking is
licensed has been continued, subject to the conditions as
in the past (i.e. no additional plant and machinery is in-
stalled, except minor balancing equipment procured indi-
genously and no additional expenditure of foreign ex-
change is involved and the extra production does not occa-
sion any additional demand for scarce raw materials).

Registered or licensed industrial undertakings having fix-
ed assets not exceeding Rs. 5 crores would be exempted
from indystrial licensing, if they effect substantial expan-
sion involving a total further investment of Rs. 1 crore,
whether in one stage or in more than one stage provided
that the value of fixed assets after substantial expansion
does not exceed Rs. 5 crores and certain other conditions
are also fulfilled.

The policy of diversification by way of manufacture of new
articles upto 25 per cent of the licensed or registered capa-
city without licence is being continued, though in future,
Larger Industrial Houses and foreign concerns will re-
quire a licence before further diversification is effected.
Also, diversification without a licence in the case of others
can only take place if no foreign exchange is involved and
if the production is in allied lines of manufacture. Be-
sides, undertakings with fixed assets over Rs. 5 crores will
also have to obtain a licence for diversification:

With the exemption limit for licensing having been raised
to Rs. 1 crore and in view of other policy objectives sought
to be achieved, the earlier exemptions ol a number of
industries from licensing requirements have been with-
drawn,

Such of the industrial undertakings as are now exempted
from the licensing provisions of the Act, would have to
get themselves registered with the DGTD or any other
concerned technical authority. The registration procedure
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has been considerably simplified and in future, the process
of registration would be automatic and mainly for statis-
tical purposes.

(vii) Government have drawn up a list of ‘Core Industries’
consisting of certain basis, critical and strategic industries
in respect of which detailed industry plans would be pre-
pared and essential inputs provided on a priority basis.
Care is being taken to ensure that an adequate proportion
of foreign exchange is kept apart for non-core industries
also.

(viii) In addition to the ‘core sector’ all new investment proposi-
tions of over Rs. 5 crores shall be deemed to be in the
‘heavy investment sector’.

(ix) The ‘Core’ and the ‘heavy investment sectors’ of industry
are subject to industrial licensing and the Larger Indus-
trial Houses and foreign concerns, together with other ap-
plicants, would be expected to participate in and contribute
to the establishment of industries in those sectors leaving
the opportunities in the remaining sectors primarily to
the other classes of entrepreneurs. In the middle sector,
involving investments ranging from Rs. 7.5 lakhs to Rs. 5
crores, licence applications of parties other than undertak-
ings belonging to Larger Industrial Houses etc. are being
granted liberally, except where foreign exchange implica-
tions necessitate careful scrutiny.

(x) Though the Larger industrial Houses and foreign con-
concerns are ordinarily expected to participate in the
‘Core’ and ‘heavy investment’ sectors, applications for
expansions from them in th middle sector would be con-
sidered favourably if such expansions are in the interest
of cost-efficiency [or if the units are to be established in
industrially under-developed areas]*. The Larger Indus-
trial Houses and foreign companies would also be licensed
in the middle sector if a substantia] export commitment
of 60 per cent or more of the new or additional produc-
tion is undertaken. The export obligation will have to
be achieved within a period of 3 years. A similar safe-
guard of a high export obligation (a minimum of 75 per
cent) has been provided in the case of industries reserved
for the small scale sector.

»At the tim2 of fac:ualvarification, the Ministry of Indus:rial Development have
pointeq out that the final decision on this qusstion was yet to be taken.
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(xi) The existing policy of reservation of industries for the
small scale sector will be continued and the area of such
reservations will be extended. 73 new industries have
now been added to the reserved list (making a total
number of 128 items) for the small scale sector.

(xii) Capacity considerations will no longer be rigidly appliéql
in the matter of industrial licensing. In the past certain
items used to be put in the ‘banned list’ for licensing on
the ground that adequate capacity had been licensed.
This ‘banned list’ has now been given up permanently.

(xiii) In respect of agro-industries, particularly undertakings
processing sugar-cane, jute and other agricultural commo-
dities, preference will be given in licensing to applications
from the co-operative .sector.

(xiv) The role of the public sector is sought to be re-oriented to
cover major production gaps likely to develop in the
economy, particularly in respect of short-gestation and
quick yielding projects, including consumer industries
and intermediates.

/

(xv) Apart from the above modifications in industrial licens-
ing policy, Government have also accepted in principle
the joint sector concept and in future, it is intended that
there would be greater participation in management,
particularly at policy levels, by public financial institu-
tions in the case of major projects involving substantial
assistance from such institutions who would be able to
exercise option for converting loans into equity either
wholly or partly within a specified period of time.

Government expect that with the major policy decisions relating
to industrial licensing explained above, there will be a substantial
acceleration in the rate of industrial growth in the years to come,
combined with the realisation of other important socio-economic
objectives. ’

Stability of Licensing Policy

1.32. During evidence of the representatives of Government, a
point was made that the Industrial Licensing Policy of Government
has not been stable over the years and that was a great inhibiting
factor for industrial growth. It was pointed out that with the ex-
perience of past several years for which the system of industrial
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licensing had been in force, we should have been able to evolve a
policy which would have remained firm for some period of time, so
that anybody who desired to start an industry or to expand the
existing industry, knew ahead of time what the policy of Govern-
ment was going to be, say, five years hence, regarding the industry
that he was contemplating to set up. While agreeing that “as far as
possible, our policy in the matter of industrialication and is issuing
licences etc. should be a stable policy”, the Secretary, Ministry of
Industrial Development stated:

“But as time goes on, various circumstances develop. For
example. in 1965-66 we had a terrific drought which com-
pletely upset not only our agricultural production but
even our industrial production because the consumer
market had shrunk and various other requirements which
are based on industry or agriculture were not there. In
1966, we de-licensed industry with a view to give a fillip
to industrial growth which had suffered a set-back on
account of the earlier drought....this new policy was
followed for some years and Government found that the
rate of growth by 1969 or so had come up to a satisfactory
level....I am only submitting that in course of time
certain unusual incidents take place.... I for one, am not
able to think of any (long term) policy which is able to
take account of unusual circumstances like drought, war
or things like that”.

1.33. Another point made by the Secretary, Ministry of Industrial
Development was that it was difficult to visualise the changes taking
place in the popular attitudes and thinking over the matter within
the last three or four years, he stated, there had been a considerable
change in the thinking about what kind of parties should or should
not be given industrial licences. Besides, according to him, in a
democracy, long term policy commitment by one Government was
almost meaningless as succeeding Governments could always
change it. The witness added:

“....any period that you name as a period during which there
will be no change can only be a short period, say, three
or four years or at the best you may say for a five year
period there will be no change, but, considering that
normally it takes 3 to 4 years for any major industry to
to be cet up, I doubt that any indication that there will
be change for three to four years or even five years will
be really of much help for a party in deciding whether
he will go in a particular line or not.”



23

Alluding to the liberalisation in the interest of maximum. utilisation
of existing capacities announced by Government on 1-1-1972 as a
corrective to the falling rate of growth, the Secretary stated;

..in a situation like this to say that this policy will
not change for 5 years or 10 years may not be to the good
of the country. We can't say ‘We have to declare such
and such policy no matter what happens in between.’
Situations as they arise, have got to be taken note of and
they have been taken note of. The main basic objective
is to increase the rate of industrial growth, not to bring it
down....”

Apart from this, the Secretary, Ministry of Industrial Development
held that the industrial policy of the Government was enunciated in
the Industrial Policy Resolution of 1956 and it has not undergone any
change whatsoever. The changes were only in the means and ins-
trument of attaining the objectives contained in the Industrial Policy
Resolution of 1956.

1.34. The Committee agree that while unforeseen circumstances
or sudden developments in the economic field may call for temporary
modifications of the Industrial Licensing Policy, they are driven to
the conclusion that for sustained industrial growth it is imperative
that industrial licensing procedures and policy should generally hold
‘good for a reasonably long period, say a minimum of 5 years coincid-
ing with the Plan period. The Committee, therefore, suggest that
the Central Government should formulate and announce the Industrial
Licensing Policy for the next Plan period wel] before the commence-
nient of the Plan so as to attract most competitive applications
for issue of licences on merit. The Committee need hardly underline
the fact that if procedures and policy are clearly and unambiguously
announced it would make for keener competition on merits and help
to dispel any suspicion of policy being stramed to favour any.indivi-
dual firm or party. . -

Limit of exemption from the requirement of licensing

1.35. During evidence a point was raised that, on account of a
sizeable appreciation in the value of land and the cost of construc-
tion of buildings, the exemptions limit of Rs. 1 crore would appear
to be too low if the value of fixed assets included the value of land
and buildings also. In this regard the Secretary, Ministry of Indus-
trial Development stated that the exemption limits were laid down
only in February, 1970 and at that time “the price level of various .
commodities like land, buildings, machinery etc. were taken into
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. . {
account while fixing this ceiling.” Stating that “it will be a little:
too carly to enhance this limit now”, he, however, assured that.
“after two or three years, if it is considered necessary in view of the
rise in prices etc., it will be kept in view.”

1.36. It was represented to the Committee by a non-official orga--
nisation that the value of residential accommodation or housing
colonies for workers should not be taken into account in computing.
the tota)] assets for the purpose of exemption from the requirement of
licensing, particularly for manufacture of new articles where under-
takings were allowed to manufacture new articles without licence
only if the value of their fixed assets (including land and buildings)
did not exceed Rs. 5 crores. Asked to offer his reactions to the repre-
sentation, the Secretary, Ministry of Industrial Development stated
during evidence that in the accounts of the companies usually the
capital investment was shown without any break-up for building,
factory, housing colony, etc. He, therefore, felt that “it will be a little
complicated if we introduce this differentiation that housing colonies
will not be accounted for but the other buildings for factory will be
accounted for; it will mean looking, in great detail, into the accounts
of the companies.” He further stated that industries involving
capital investment upto Rs. 1 crore were unlikely to provide a lot
of investment for accommodation for their workers. He, however,
assured the Committee that “the suggestion can be considered” and
that “there was nothing wrong in it.”

1.37. The Committee reeommend that, as the value of fixed assets
varies with the price level, Government should from time to time,
say after an interval of 3 years, review the limits of exemption fronr
licensing provisions-ef the Industries (Development and Regulation)
Act laid down in terms of the monetary value of fixed assets of an
industrial undertaking.

1.38. The Committee also recommend that, in social interest,
Government may consider the suggestion of excluding the value of
Housing Colonies for workers from the value of assets reckoned
for the purpose of exemptions from the licensing provisions of the
Industries Act, so as to encourage entrepreneurs who wish to provide
housing for workers to do so.



CHAPTER 1I

CLASSIFICATION OF INDUSTRIES AND SPECIAL
ENTREPRENEURIAL GROUPS

A. Classification of Industries

(a) Core INDUSTRIES

Recommendations of Dutt Committee

2.1. Dutt Committee, in Para 8.20 of their report, expressed the-
view: “One of the reasons why licensing is ineffective in most cases:
is that there is no properly worked out overall framework or plan
of development on the basis of which individual decisions on licens-
ing can be taken by the concerned authorities . . . .Without detailed’
planning, decisions relating to applications for licences, whether in
terms of size, technical process or location, would continue to be:
ad hoc and purely discretionary in character. In that case, the various
faults that the licensing system has been found to suffer from cannot
be avoided”. In para 821, the Committee observed: “With all the
possible improvements in the machinery for detailed industrial’
planning—both in the Planning Commission and in the various deve-
lopmental agencies such as the concerned Ministries, the Directorate-
General of Technical Development and other technical authorities,
the Development Councils, etc., it is not likely that such detailed’
and fully co-ordinated plans will be formulated in respect of all the:
industries that are included in the Schedule to the Industries (Deve-
lopment and Regulation) Act. What is important, however, is that
industries that constitute the basic, strategic and critical sectors of
economic development should be so planned. This would include all
the industries whose products enter into the production processes
of a large number of industries, those which are potentially capable
of production for Defence requirements and those whose develop--
ment is crucial for the overall economic growth of the country”.

2.2, Underlining the importance of preparations of detailed
industry plans in respect of the industries constituting “the basic,

strategic and critical sectors of economic development”, the Report
stated: :

“a major reason for Plan priorities not being observed in the
licensing process was that the overall requirements -~ of"

25
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investment as well as foreign exchange, if all the targets
laid down in the plans were to be attained, were much
larger than the available resources. The 1esult was that
the grant of an industrial licence could not ensure that
resources for the setting up of the industrial unit would
actually be available. There was, therefore, a scramble
for resources in which priorities often came to be over-
looked. Once it is decided to work out detailed plans for
the sector comprising basic, strategic and critical indus-
tries, it will be possible to ensure that licensing decisions
in these fields are based on the framework provided by
these plans. This would provide criterial to ensure ra-
tional decisions and avoid ad hoc and arbitrary ones. It is
true that significant proportion of the projects to be deve-
loped in this sector of industry might be those reserved for
the public sector. To that extent, of course, licensing
would not be important. However, it is likely that quit.
a number of projects even in this area would have to be
developed in private or rather the ‘joint sector’.... Here,
licensing can play a crucial role applicants would have to
be considered within the frame work provided by the plan
for the industry. Because of the existence of the frame-
work, and also because the number of proposals to be
considered would be small in relation to the machinery
available for scrutiny of the applications, the examination
could be more meaningful and not superficial as in the

past”.

2.3. In regard to the period to be covered by the industry plang
for such industries, Dutt Committee stated: ‘“taking note of the fact
that in many industries the gestation periods run into a few years
and in some they may run for longer than onc Plan period, the
licensing decisions taken during one Plan period have to be related
to the scheme of development envisaged not only for that Plan
period but for the next one, if not for the next but one. The de-
tailed plan for the industry has, therefore, to cover a ten year period,
if not a fifteen year one, and it has to be coordinated with the over-

all perspective plan for the country.”

9.4. According to the Dutt Committee, in the present circums-
tances the use of Industrial Licensing “as a positive instrument for
coordinated and planned development” should be confined to indus-
tries which come within the basic, strategic and critical sectors for
which a preparation of detailed industrial plans was envisaged.



27
Government’s Decision

2.5. As stated earlier, Government had accepted this recommen-
dation of the Dutt Committee with the observation that it was “not
practicable” to draw up industry plans in respect of ‘basic, strategic
and critical’ industries for as long a period as 15 years “in the con-
text of rapidly changing technology and conditions” and that the
plans would be drawn up “for the period of the Fourth Plan, but
keeping in view the projections for the Fifth Plan.” In pursuance of
the decisions taken by the Government, a list of the ‘basic, strategic
and critical’ industries (Core Sector) was drawn up and announced
along with other Licensing policy decisions of Government in Feb-
ruary, 1970. This list was revised in February, 1971. It is stated that
the Planning Commission was consulted while drawing up the list
of industries in the ‘Core Sector’ initially as well as at the time of
its revision. An upto date list of industries included in the Core Sec-
tor is appended as Schedule III to the Government’s Notifications*®
at Appendices I, IV and V.

2.6. In the preliminary material furnished to the Committee, Go-
vernment have stated: “in respect of these industries, detailed in-
dustry plans would be prepared and essential inputs provided on a
priority basis. Here, licensing would be used as a positive instru-
ment for development and achievement of the detailed production
plans drawn up for each of these items.... The Larger Industrial
Houses and foreign companies are expected to participate in and
contribute to the development of industries in the ‘Core Sector’ and

'

the ‘Heavy Investment Sector’”.

2.7. In a subsequent written reply furnished to the committee,
Government have again spell out the object of drawing up a list of
‘Core’ industries thus:

“The industries included in the core sector are basic, critical
and strategic industries. These represent industries vital
for the economy and where production gaps have to be
reduced during the Fourth Plan. Most of the industries
included in the core sector require relatively large in-
vestments and have also a long gestation period. It was
also intended that definite targets should be laid down in
the Plans for these industries and full efforts made to
achieve these targets. This does not, however, mean that

*GOI, Miny. of Ind. Dev., Int. Trade & Company Affairs (Deptt. of Ind-.Dev.) Notf,
No0.5.0.713'TDRA29B'70 1 dated 19-2-70 3 N0,5.0.912/IDRA’29 B/70/3 datcd 28-2-
19703 No. S, O. !2443/IDRA/29B/70/5 dated 18-7-1970 ; as amended by Notifrs, cuted
24-2-1971,
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industries not included in the core sector are not of any
importance. It is a question of giving relative priorities.
It was also intended that the list of industries included
in the core sector should be relatively small so that it is
possible to devote greater attention to these industries as
compared to others.

The main idea in preparing a separate list of core industries
is that detailed industry plans are to be prepared for these
industries and the essential inputs including foreign ex-
change and scarce raw materials provided to these indus-
tries on a priority basis.”

Preparation of detailed industry plans for core industries

2.8. The Ministry of Industrial Development had in the prelimi--
nary material furnished to the Committee informed the Committee
“The Planning Commission has been entrusted with the responsibility
of framing detailed industry plans for industries in this (Core) sec-
tor.” During evidence, the representative of the Planning Commission
was asked to state as to when was the Commission requested by
Government to take up the preparation of detailed industry plans
for the core sector. In reply he stated: “the Planning Commission
took note of the decision of the Government that detailed industry-
wise plans had to be prepared for the core ‘industries. This was
part of the decision taken on the industrial licensing policy in Feb-
ruary, 1970 -Se; this was the date on which the Planning Commis-
sion was asked to take up this work.”

2.9. Asked to state the progress in the preparation of the detailed
plans in respect of the core industries, he stated:

“We have gone a good way in regard to the preparation of the
detailed plans for the core industries. In fact, even be-
fore this decision, a good deal of work had been done for
the more important industries which form the core sector.
In regard to steel, fertilizers, non-ferrous metals and the
like, through the working groups set up for the formula-
tion of the Fourth Plan, very detailed plans had already
been worked out. The core sector now includes a few
other industries also for which such detailed plans were
not available at that time. There are industries like
pesticides, electronics and the like which are now included
in the core sector.

In the preparation of the detailed plans for the core sector,
one of the points first considered is to identify the speci-
fic projects which would contribute, on implementation,
to the fulfillment of tbe targets in the core sector... For‘.
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example, of steel, how exactly the steel target would be
achieved, what kind of projects would go into it, what
would be their time phasing, what kind of financial re-
sources etc. would be required and so on...... For a
number of industries this work had already started, and
these in fact form the operative plans in terms of alloca-
tion of resources through the mechanism of the annual
plans. In some industries like pesticides and electronics,
where the number of units that are involved in achieving
these specific targets are far too many, it has not been
possible to do the kind of detailed planning which we have
done with respect to major industries like steel, non-
ferrous metals etc., but this work is still in progress.”

2.10. It was pointed out during evidence that the Government
had, while taking decisions on the recommendations of the Dutt
‘Committee, decided that detailed industry plans would be prepared
for the core industries for the Fourth Five Year Plan, taking into
consideration the projections for the Fifth Five Year Plan, The view
-of the slow progress of work in regard to preparation of detailed
plans, it might not be possible to complete this work early so as to
be of any use in industrial licensing during the Fourth Plan period.
The Secretary, Ministry of Industrial Development explained: ‘“the
list of core industries was finalised only after the report of the In-
dustrial Licensing Policy Inquiry Committee came out in July, 1969.
By that time, the Fourth Plan had already started. So, for that Plan,
that kind of meticulous programming of the core industries may not
‘be possible.” The representative of the Planning Commission agreed
that “the kind of detailed plans about which the Duit Committee
report mentioned.....have not been prepared for the Fourth Plan”
and stated that the Planning Commission “have now initiated work
on the Fifth Five Year Plan so that much before the beginning of
the Fifth Five Year Plan we would have enough number of projects
prepared in sufficient details so that the Planning Commission could
make an evaluation of these various projects and exercise some
economic choice as to the kind of projects that should be included in
the Fifth Plan Since this takes considerable time, 2 to 3 years time
of preparatory work, we have initiated work for the Fifth Plan.”

2.11. Spelling out the programme of work of the Planning Com-
mission in this regard, the representative of the Commission stated:

“During the next two years, we would be in fact taking up
the preparation of detailed plans for the Fifth Plan. We
are setting up very shortly planning groups for all the
core industries which will consist of technical and econo-
mic experts, along with officers of the respective Ministries
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and the Planning Commission. They would undertake
detailed studies, make estimates of the requirements, go
into the question of existing capacity, its current rate of
utilisation, the problems of under utilisation, identify
possible locations for new units, work out estimates of
capital, foreign exchange requirements, etc.’and also pre-
pare projects which would not only total up to the re-
quirements of the Fifth Plan but something more than
that. For instance, if there are to be 4 projects, we shall
prepare project reports for 6 projects, so that we can
make choice. These are the kind of detailed studies which
we are initiating now through the setting up of planning
groups, which in turn would make use of the existing con-
sultancy organisations wherever necessary for the pur-
pose of preparing feasibility studies.”

2.12. The rolc of the Planning Commission in the preparation of
the detailed industry plans for industries in the core sector was,
however, made clear by the representative of the Commission dur-
ing evidence thus:

“Planning Commission has got a relatively small staff and by
itself it cannot prepare all the detailed plans that are re-
quired.... there would be planning groups in the Plan-
ning Commission which will consist of technical and eco-
nomic experts plus the representatives of the Ministry. ..
as far as staff is concerned, after the new Planning Com-
mission has taken office, it has set up an internal reorga-
nisation committee to go into the functions of the Plan-
ning Commission and the kind of expertise and stafl re-
quired for performing that task. This committee is com-
pleting its deliberations and we have every confidence
that the additional staff or expertise that the Planning
Commission would require would be forthcoming....
however much the Planning Commission may strengthen
itself in terms of expertise, the detailed planning: of the
core industries is such a gigantic task that we will neces-
sarily not be able to do it within the Planning Commis-
sion. We will try to coordinate and put them together but
quite a part of this work will have to be done in the mi-
nistries, in the various public sector undertakings, con-
sultancy firms. But, to the extent to which the Planning
Commission would need to be strengthened for this pur-
pose, action has already been taken and, in regard to
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others, we have no hesitation that we would get all the:
cooperation that is required from the administrative Mi-

nistries and other technical agencies.”

2.13. The representative of the Commission informed the Com-
mittee that the Commission have laid down a target that this work.
should be completed before March, 1973. Asked whether he was.
satisfied with the target fixed by the Commission, the Secretary,
Ministry of Industrial Development stated: “when the Planning:
Commission say they will do it by that date, I take their word for
it. We shall get in touch with the Planning Commission and we’
shall go along with them and see that this is done by that time.”

2.14. The Secretary, Ministry of Industrial Decvelopment was
asked during evidence that, in the absence of detailed plans, how
were licences being issued for industries in the Core Sector. He re-
plied that, for the Fourth Plan, Government “were able to get all
the estimates of requirements” from the Fourth Plan document it-
self which “gives the level of production needed not only at the
end of the Fourth Plan period but also at the end of 1980-81.”

2.15. The Committee are unhappy to note that aithough Govern-
ment took a decision in Felruary, 1970 that the detailed industry
plans should be prepared in respect of the industries included in the
Core Sector for the Fourth Five Year Plan and entrusted this task
to the Planning Commission, until Jenuary, 1972, i.c. after a lapse of
two years, the Planning Commission were still at the stage nf devis-
ing a suitable machinery for undertaking the task svstematically.
The Committec are also di: tressed 1o note the admission of the Plan-
ning Commission as well as of the Secretary, Ministry of Industrial
Development that the detailed industry plans would not he availabie
for usc in licensing vndertakings in the Core Sector during the Fourth
Plan period and that, as hitherto, licensing decisions during this Plan
period would continue to be hased on the data, indicative targets and
projections given in the Plan document. They 2lso reie with alarm
the submission of the Planning Commission that the task of preparing
the detailed industry plans, even in respect of what are deemed to be
bhasic, strategic and critical industries constituting the Core Sector,
is such a “gigantic task” that the Planning Commission wouid not be
able to do it “by itself” and that “quite a part of this work will have
to be donc in the Ministries, the various public sector vndertakings,
consultancy firms etc.” They further note that the Commission have
laid down the target or the completion of this work as “before March,.
1973.”
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The Committee agree with the ILPIC (Dutt Committee) that the
dndicative targets and projections given in the Fourth Plan document
cannot, by themselves, provide an adequate basis if the system of
industrial licensing is to be effcctively used as a positive instrument
for coordinated and planned cconomic development. They, there-
fore, recommend that the detailed industry plans shouid be prepared
-expeditiously, at least for the Core industries, as recommended by
the Dutt Committee which has been accepted by Government. Since
the Fourth Five Year Plan period is likely to be over before the
detailed industry plans could be rcady for use in industrial licensing,
the industry plans would necessarily have to be for the Fifth Five
Year Plan period, but keeping in view the projections for. the five
.years thereafter. The Committee urge that the Planning Commis-
sion and the Government should appiy themselves seriously to the
task and try to complete this work well before the target date of
March 1973 fixed by the Planning Commission.

Shortage of certain commodities

2.16. It was pointed out during evidence that the shartages of
various items in the country was indicative of the fact that the
production targets set down by the Planning Commission, on the
basis of which capacities were licensed by Government, were not
correct. In this regard, the representative of the Planning Com-
mission stated: “it is not that the targets per se have gone wrong
but, in the course of implementation, several projects which were
assumed to come up, have not come up. This has happened in the
public sector as also in the private sector.” The Secretary; Minis-
try of Industrial Development agreed that the shortaged in regard
to various items were more due to difficulty in the ‘timely imple--
mentation’ of the targets indicated by the Planning Commission,
the responsibility for which was with the concerned Ministries.
Admitting that “we should have licensed more units for manufac-
turing these items (where shortages have occurred) earlier”, he
stated:

“Our main difficulty is perhaps thal in the past we have not
been watching the utilisation of capacity in certain im-
portant industries..... whenever an industry has reached
75 per cent utilisation of its capacity, we should think
in terms of expansion, and if people are not readily com-
ing forward themselves to apply for licence etc, we
should issue public notices inviting applications, We
have done it in a number of industries. For example, in
cement, we issued a public notice recently as a result of
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which we got a large number of applications from vari-
ous parties for setting up cement factories in various
areas. We have given letters of intent to something like
16 or 20 people. Similarly in caustic soda, soda ash, torch
cells etc. where a shortage is experienced. Actually, we
should have issued these notices two or three years ear-
lier, because there is a time lag of about three years for
an industry to come up after it is licensed. But this diffi-
culty will not arise in future because of the practice of
issuing notices which we are now following, Wherever
we see there is a shortage of capacity which is going to
be apparent in two or three years, we should take this
step.”

Abolition of Banned Lists

2.17. Another measure taken by Government which, it is stated,
would help in avoiding shortages of commodities is the abolition
of ‘banned lists’. In the past ‘banned lists’ were drawn up from
time to time for the purpose of indicating the industries in respect
of which licence applications would ordinarily be rejected without
reference to the Licensing Committee. These lists normally com-
prised (a) items reserved for development in the small scale sec-
tor and (b) items for which adequate capacity had already been
licensed. The list aof industrics reserved exclusively for development
in the small scale sector were, since February, 1970 covered by
separate orders issued in this regard. In order that the capacty
considerations were no longer rigidly applied. the banned lists were
given up for a period of six months as an experimental measure in
March, 1970. The period of suspension of the banned lists was
extended for another six months ending the 12th March, 1971.
This period of suspension of the banned list was again extended upto
the 12th September, 1971. A study was made by Government re-
garding the impact on different industries of the removal of the
banned lists and they came to the conclusion that the suspension
of the banned lists had not resulted in undesirably high invest-
ments in various sectors nor any significant pressure was being felt
on scarce raw materials. Government therefore decided in May,
1971 to dispense with the banned lists altogether.

2.18. The Secretary, Ministry of Industrial Development ex-
plained the policy of Government to the Committee during evidence
as follows:

“In our own Ministry.... till about two years ago, we used
to have a system of estimating what the requirement of
a particular commodity is going to be and we used to
restrict licences up to that limit or 10 to 20 per cent more. ..

580 L.S.—4.
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a lot of shortages in various consumer items that we see
today is the result of that policy of restricting licences
to a certain level. We used to put a number of items on
the banned list when we thought that we have given
enough licences to meet the requirement estimated for
five years.... But if, as is likely to happen, in some cases
the demand grows faster than the anticipation and the
estimates turned out to be wrong, we found that we had
a shortage of that commodity.... it was on account of
this experience of meticulous planning in regard to par-
ticular consumer items that we have given up the system
of estimating what is going to be the demand and res-
tricting licensing up to that limit. This has been one of
the good things we learnt from this system of trying to
estimate the requirements :and restricting licences to
that requirement. In other countries, particularly the
countries in the West, there is no system of licensing.
Anybody who wants to set up an industry, has to judge
for himself what is going to be the requirement of that
commodity and whether he would be able to sell what he
is going to make. If he makes it better, he will catch con-
sumers better. So an element of competition is produced
and..... this competition is a sort of incentive for achiev-
ing efficiency, for price reduction and for giving the con-
sumer what he wants at the minimum price...... After
a long experience of the system of evaluating the demand
of consumer items and restricting licences to that extent,
we have ourselves given up this system and we have now
come to the conclusion that the person who is going to
invest his future in an industry should be left free to judge
how much the demand is going to be and whether he
should or should not make this commodity.... this kind
of approach where we leave it to the entrepreneur him-
self to decide whether there is room for further manu-
facture in the particular line or not is a more effective
method of arriving at an estimate of the requirements
than any system of our trying to judge what the require-
ment would be and then trying to restrict licensing to that
extent.”

2.19. Until March, 1970, Government were, in the matter of indus-
trial licensing, following the policy of capacity restraints on the
basis of indicative demand and production targets given in the Five
Year Plan documonts. Therefore, at least in some cases, the short-
ages could have heen due to production targets being based on a
faulty assessment of the demand hy the Planning Commission. To
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meet the situation, Government have, since March, 1970, given up the
policy of applying rigidly capacity considerations in the issue of
industrial licencess The Commitiee are, however, of the view that
the new policy of freeing industrial licensing from the limitations of
assessed demand and indicative produ:iion targets given in the Plan,
may be justified as a short term mcasure to tide over the current
shortages of goods but in the long run, this policy is fraught with
danger inasmuch as it would generate undue pressure on scarce
resources and may well lead to excess capacity. Besides, it would
set at naught the whole concept of development through planning.
They trust that assessment of demand and determination of produc-
tion target, for various commodities for the Fifth Five Year Plan
period would not suffer from the shortcomings noticed in respect of
the current Plan.

2.20. The Committee agree that in some cases, the current short-
ages may be due to licensed capacity having not fructified. This
underlines the need for a proper follow up action and a contemporan-
eous watch being kept on the implementation of the licences issued
which the Committee have commented upon later in this Report.

2.21. Government have admitted that if the steps taken by the
Ministry of Industrial Development, namely to invite applications
and licence additional capacity as soon as utilisation of existing
licensed capacity had reached 75 per cent., had been taken earlier,
the shortages would not have occurred. The Committee regret that
this step was not taken by Government earlier. They recommend
that, in future, this procedure should be observed invaviably and
suitable administrative instructions may be issued to all the Economic
Ministries in this behalf.

Provision of inputs on a priority basis

2.22. 1t had been stated that in respect of industries in the “Core”
Sector, essential inputs would be provided on priority basis. During
evidence, the representative of the Ministry of Industrial Develop-
ment was asked to indicate whether, in pursuance of this policy,
any instructions had been issued to all the authorities concerned to
accord priority to the requests of industries in the ‘Core’ sector for
essential inputs—imported as well as indigenous—and whether such
industries were actually receiving such priority considerations from
the authorities responsible for provision of essential inputs, imported
as well as indigenous. He replied:

“The cssential inputs are (i) the finance (ii) equipment in
terms of capital goods, both indigenous and imported, and
(iii) the raw material requirements, both indigenous and
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imported. So far as finance is concerned, a list ot these
core industries has been given to all the financing institu-
tions so that they might see, subject to the viability of a
project placed before them, that the highest priority is
given to the financing of core industries. This list of core
industries has been sufficiently published and there has
been no particular problem in regard to core projects
which are economically viable securing their financial re-
quirements. Secondly, so far as the capital goods are con-
cerned, even in a situation when availability of forcign
exchange has been a problem, in the Capital Goods Com-
mittee highest priority is given tu the clearance of the
essential imports of capital goods needed for core projects.
This I say with full knowledge because the Capital Goods
Committee is in our Ministry and our Secretary is the
Chairman of this Committee and our Economic Adviser
is overall incharge of the Secretariat of this Committee.
So far as the raw materials are concerned, here again,
even in situations where it has not been possible to meet
the full requirements of raw materials of all industries,
an endeavour has been made to meet the hundred per cent
requirements of the core industry. Therefore, priority in
regard to the core industries has been the highest. But I
am not sure whether any written instructions have bcen
given.”

2.23. The Annual Plans for 1970-71 and 1971-72 brought out by

the Planning Commission indicate the actual production during the
years 1968-69 and 1969-70 and that estimated for 1970-71 for the in-
dustries in the Core Sector as follows:

Actual production for 1968-69 and 1969-70 and that estimated for

SI.
No.

1970-71 for ‘core’ industries

Name of the Industry Unit 1968-69  1969-70  1970-71
(actuals) (actuals)  (estd.

I,

Tron and Stecl:

(1) steel ingots . . omill, 6.4 6'43 0114
tonnes

(11) finsjhed steel . . . mill, 47 494 47
tonnes

(i#1) pig iron for salc . mill. 13 1°54 1-27
tonnes

(iv) 11loy and special steel *000 tonnes 430 140+ 4 2000,
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S1.  Name of the Industry Unit 1968-69  1969-70  1970-71 -
No, (actuals) (actugls) (estd))

2, Non-Ferrous Metals :

(i) aluminjum . . 'oootonnes 125°3 135°1 161:06
(i) Copper . . 000 tonnes 9°4 98 9-33
(it7) zinc . . . ’000topnes 26°3 23+7 2340

3. Industrial Machinery :

(i) chemical machinery . Rs, mill, 113°0 1330 170°0
(#i) printing machinery . Rs, mill, 1°0 2-4 30
(##1) rubber machinery . . Rs, mil], 1'7 2°2 11'5
(iv) paper & pulp machinery . Rs, mill, 270 33'0 494

(v) m:tallurgical and olhcr heavy
cquipment . . 'onotonnes 250 18 20'0

(v1) maching tools (Olgamscd sector
only) . . Rs, mill, 247°0 300°'0 426°0

4. Heavy Electrical Equipment :

(1) turbines-hydro . mill, kw, o'1 021

(11) turbines thermal . mill. kw, 0°'4 0°32 0°63

G11) power boilers . . . mill, kw, 0'4 0'60 045

5. Shp-building and dredgers No, of 2 3 3
ships

6. Fertilizers ©

(i) nitrogenous (in terms of N) . ‘oootonnes  §41°0 716:0 8300
(it) phosphatic (in terms of P20s) . ’oootonnes 2100 2220 229'0
7. DPesticides (basic chemical only) . ‘oootonnes 19°0 19°0 240
8. Rock phosphate . . mill, tonnes 0°'097 0175

9. Agriculiural machinery :

(1) agricultural tractors . ’0o0b nos, 15°4 17°1 20'7
(#) power tillers . '000 nos, 0's 0-28 03
10. Newsprint . ’oootonnes 31'0 38:92 37'3

Source : Annual Plans for 1970-71 and 1971-72 brought out by the Planning Commission,

2.24. The Committee note the statement of the Government that
essential inputs are being provided to industrial undertakings in the
Core Sector on a priority basis. They would however like to point’
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out that the real test of the effectiveness of measures taken for
development of Core Industries is in the rate of growth of produc-
tion in the Core Industries which, the Committee find, has been none
too impressive. The Committee recommend that a contemporaneous
watch should be kept on the deveiopment of Core Industries so as to
assess as to how far the measures already taken by Government
have actually succeeded and to take such remedial action as may be
necessary in the light of experience.

2.25. The Committee also recommend that the policy of providing
essential inputs to industries in the Core Sector should be made
widely known by issue of suitable administrative instructions in this
behalf to all the economic Ministries and other authorities concerned.

(b) Heavy INVESTMENT SECTOR

2.26. The new licensing policy announced in February, 1970 alsu
envisaged what it called the ‘Heavy Investment Sector’ which does
not comprise of any group of industiies but is based on the extent
of investment proposition. It is :tated that “all new investment
propositions of over Rs. 5 crores shall be deemed to be in the Heavy
Invesetment Sector”. Besides the Core Sector, the Larger Industrial
Houses and foreign companies are expected to participate in the
development of industries in the Heavy Investment Sector also.

(c) INDUSTRIES SUBJECT TO SPECIAL RESTRICTIONS

2.27. According to the Licensing Policy announced by Govern-
ment in February, 1970, the following industrie’, listed in Sche-
dules I to the Notifications of 19th and 28th February and 18th July,
1970, are entirely subject to licensing provisions of the Industries
(Development and Regulation) Act and the various exemptions
from the requirement of licensing announced by Government are
not applicable to them:

(1) Coal falling under (1) Coal, lignite, coke and their derj-
vatives’ under the heading “2 Fuels”;

(2) Textiles, falling under the heading ‘23 Textiles (includ-
ing those dyed, printed or otherwise processed) manu-
factured, produced or proces ed on powerlooms’;

*(3) Milk Foods falling under ‘(2) Milk Foods’; Malted foods
falling under ‘(3) Malted foods’ and Roller flour miling

*As amen 1ed by Govt. of Indin,Miny.of [nd, Dev. Notifns. No, 1572 TDRA/29B 71/7,
No. 1573/IDRA 29B 71/ and No. 1574’ IDRA/29B'71/9, d:ted the 13th April, 1971,



falling under ‘(4) Flour’ under the heading “27 Food Pro-
cessing Industries”;

.

(4) (a) Oil seed crushing, falling under ‘(1) Vegetable oils,
including solvent extracted oils’ and (b) Vanaspathi
falling under ‘(2) Vanaspathi’ under the heading ‘28.
Vegetable Oils and Vanaspathi’;

(5) Leather falling under the heading ‘31. Leather, Leather
Goods and Pickers’; and

(6) Matches falling under ‘(3) Matches’ under the heading
‘36. Timber Products’.

It is observed from the preliminary material furnished to the Com-
mittee that the exceptions in the case of thesc industrics, to the
exemptions announced by Government from time to time from licens-
ing provisions of the Industries Act arc containing since 13th Janu-
ary, 1964.

2.28. Government were asked to state, industry wise, the reasons
[y a spceial provision in the case of these industries whereby even
small scale units in these industries are subject to licensing provi-
sions of the Industries Act. The following reasons have been stated:

“The coal industry has often witnessed more labour troubles
as compared to other industries and the nature of work
involved is also more hazardous and therefore it was con-
sidered necessary to control it through licening. The
development of milk foods etc. needs to be regulated and
controlled to enable the dairy units particularly those in
the public sector to obtain adequate supplies of liquid
milk which would otherwige be used up in the production
of milk foods. These and similar other reasons prompt-
ed the authorities in keeping these industries away from
the scope of all exemptions. On the recommendation of
the Planning Commission which felt that industries like
leather, matches, oilseed crushing and textile (power
looms) should be kept within the purview of govern-
mental regulation and control with a view to mainly safe-
guarding the interests of the cottage and village indus-
tries, these industries were also made subjet to licensing.”

2.29- During evidence, the representative of thc Ministry of
Industrial Development gave an additional reason for excepting
coal from the scheme of exemptions i.e. “because of its special tech-
nological problems”. In the case of milk and malted foods, the
exception, according to him, was “because of health and sanitary
considerations”. In regard to the roller flour milling, he stated:
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“in the past the difficulty was that it wa. mainly based on
imported wheat. Of course there is a proposal now.
because of the availability of wheat, that it should be
taken out of this list and it is being examined in all its
implications. 1 do not know what the decision will be,
but the matter is before us at the moment.”

2.30- In view of the fact that special provisions in respect of
these industries were contlinuing since as far back as 1964, the repre-
sentative of the Ministry was asked to state whether any periodical
review was being carried out to see whether the special restrictions
in respect of these industries or any one of them, could be removed.

He replied: “A; yet no regular systemn of review has been estab-
lished. We will take note of it.”

231. The Committee note that some industries like milk food,
malted food, roller flour milling, oil seed crushing, vanaspati etc.,
listed in Schedule I of Notifications of 19th and 28th February and
18th July, 1970 laying down the new industrial licensing policy of
Government, are subject to special restrictions in the matter of
licensing and that these restrictions are continuing since 1964. They
also note that at present there is no system of periodical review to
see whether the special restrictions in respect of these industries
are still required. The Committee recommend that Government
should annually review the state of these industries to see whether
the speciai restrictions in respect of any of these industries could
be dispenced with in view of a change in the circumstances or condi-
tions in the industry.

(d) SMALL ScALE INDUSTRIES
Definition of Small Scale Industry

2.32. Exemptions under Section 29B of the Industries Act from
registration and licensing provisions of that Act have been made sub-
ject to certain limit in terms of the value of fixed assets. In the
case of small scale units the fixed assets are taken a: ‘plant and
machinery’, while in other cases it is taken as ‘land, buildings, plant
and machinery’. Asked the reasons for this difference, the Secretary,
Ministry of Industrial Development stated during evidence that in
response to the demand for raising the upper limit for a small scale
unit and while raising the upper limit from Rs. 5 lakhs to Rs. 7.5
lakhs, Government had extended another concession to the small
scale industries, namely that the value of land and buildings would
not be included while computing the value of fixed assets of a unit
for determining whether it was a small scale industry or not. A
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possible supplementary sector, according to him, was the fact that
while every medium and large scale industry would nced land and
buildings, small scale industry could be carried out even by hiring
a small premises.

233. The Secretary, Ministry of Industrial Development was
asked during evidence whether, in view of the sharp rise in prices,
it was not the time to revise the limit for a small scale unit from.
Rs. 7.5 lakhs to at least Rs. 10 lakhs and also to keep the limit under
constant review. In reply he stated that the enhancement of limit
would bring in “people with larger resources and the real man with
small resources will probably be at the discount as also the people
who are already in the small industries.” According to him, at a
recent meeting in Srinagar of the All India Small Industries Bcard,
there was a sharp difference of opinion on this score among the
representatives of the small industries themselves; som2 people sug-
gested that the limit should be raised while some others wcre not
in favour of raising this limit. He held that “those persons who
have a little more of financial means and who can invest a little more
would be in favour of increasing the limit to Rs. 10 lakhs or Rs. 125
lakhs or Rs. 15 lakhs but those who have lesser means fear that they
will be then smothered by people with larger financial resources”.
Adding that “we do not mind if the limit is raised....(but) we do
not want the small man to be out done by persons with larger re-
sources” he assured the Committce: “We are prepared to consider
it. But we shall have to take into account the fact that many repre-
sentatives of small scale industiries themselves are very strongly op-
posed to raising this limit.”

Government policy in regard to Small Scale Industries

2.34. The Industrial Policy Resolution of 1956, stressing the role
of cottage and village and small scale industries in the development
of the national economy, stated: “In relation to some of the pro-
blems that need urgent solutions, they offer some distinct advantages.
They provide immediate large scale employment; they offer a method
of ensuring a more equitable distribution of the national income and
they facilitate an effective mobilisation of resources of capital and
skill which might otherwise remain unutilised. Some of the pro-
blems that unplanned urbanisation tends to create will be avoided
by the establishment of small centres of industrial production all
over the country. The aim of the State policy, according to the
Resolution, will be ‘to ensure that the decentralised sector acquires
sufficient vitality to be self-supporting’ and to that end ‘the State
will. .. .concentrate on measure: to improve the competitive strength
of tho small scale producer.”

2.35. One of the important policies that stemmed out of this ob-
jective was the policy of reservation of certain industries for ex-
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isive development in the small scale sector. During the Second
ve Year Plan period, no specific programme was undertaken in
is regard except what was called ‘a common production prog-
mme’ in certain items like textiles. In the Third Five Year Plan,
out 47 items were reserved for exclusive development in the small
ale sector. This reservation was operated by Government by
eans of the ‘banned lists’ of industries maintained by Government.

2.36. The Industrial Licensing Policy Inquiry Committee (Dut
ommittee—1969) had the following observation to make in re-
ard to small scale industries:

‘“Reservations should be mainly utilised, as to some extent
they are already being utilised, for the purpose of protect-
ing certain areas of production for the development of
small scale industry. Leaving aside the comparatively
small area of traditional and village industries, the most
important and crucial development in this field is that of
modern small scale industries. From the time of the
Karve Committee’s Report, it has been envisaged that
after a certain period of protection, with proper technical
guidance and the development of financial and marketing
facilities, units in this sector should be able to withstand
competition from large scale units. Therefore, the re-
servations would be temporary. The D. C. S. S. I. continues
to work out lists of area where such reservations are re-
commended by it; and these are examined by Government
and decision on reservations and bans are taken. In our
view, this policy of reserving certain area of production
for appropriate periods of time for small and medium.
industries is the right one and should be continued.”

2.37. The industries licensing policy annouunced by Government
in February, 1970, continued this policy of reservation of certain
induustries for exclusive development in the small scale sector.
The list was also expanded to contain 55 items. In February, 1971,
73 more items were added to this list, making a total of 128 items.
An up-to-date list of industries reserved for exclusive development
in the small scale sector is given in Schedule II appended to the
Ministry of Industrial Development Notifications of 19th and 28th
February and 18th July, 1970 (Appendices I to III).

General Preference to Small Scale Industries in the matter of
licensing
2.38. Government have issued some guidelines for dealing with

applications for industrial licences. According to one of the guide-
lines: “in respect of items which may not have been specifically
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reserved for the small scale sector but where encouragement of
further development in that sector is considered necessary or in
which the cooperative sector is interested, the licensing authorities
should examine the feasibility of manufacture of such items in those
sectors. Similarly, if there are any items in the production pro-
gramme of entrepreneurs which can be usefully manufactured as
ancillaries in the small scale sector, such items may not be recom-
mended for inclusion in the manufacturing programme of the
applicant firms and they may be set apart for manufacture in the
small scale sector. Similarly, in regard to the components to be
used in the manufacturing programme, the licensing authorities
should specifically examine whether such components are to be
brought out from the small scale ancillary units or the applicant
firm would itself produce them. In the latter case, the considera-
tions which justify the production of such components by the appli-
cant firm itself -instead of these being bought out by it from the
small scale ancillary units should be carefully examined.”

2.39. Government were asked to state whether, at the time of
considering applications for licence for industries for items not re-
served’ for small scale sector, the Technical Adviser/Recommending
authorities and the Licensing Committee took into consideration
the feasibility of the manufacture of the item or any of its ancil-
laries or components in the small scale sector, or specifically exa-
mined the justification of the production of a component by the
applicant firm itself instead of buying the same from the small scale
ancillary units. They were also requested to state whether it would
not be more appropriate if, instead of leaving the position indefinite
as at present, the reserved list for small scale sector was added to,
from time to time, on the basis of the technical competence and
capacity acquired by small scale sector. It has been stated in reply
that guidelines have been issued to the Licensing Committee that
expansion of existing capacity or creation of new capacity, whether
in the public or in the private sectors, should be scrutinised with
a view to seeing how far parts and components could be off-loaded
to the small scale sector. To achieve this purpose, a procedure has
been devised by which a copy of application for issue of an Indus-
trial Licence is sent to the Development Commissioner, Small Scale
Industries who will then scrutinise the application to see how far
the product-mix can be modified and to eliminate any items which
could well be made in the small scale sector. If such items are
already in the reserved list, the problem is a fairly simple one but
even if an item is not specifically in the reserved list, it is examined
whether ancillary units can be set up to manufacture parts and
components required in any specific project. This is an exercise
that is made in the case of all industries irrespective of whether
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lthey are included in the reserved list or not. In many cases, it is
stated, it may not be possible to categorically reserve an item for
the small scale sector and yet the possibility of its manufacture in
the small scale sector in any specific instance need not be excluded.
Government reviews the list of items reserved for the small scale
sector from time to time and makes additions whenever necessary.

2.40. Regarding reservation of ancillaries and components - of
large scale industries for production in the small scale sector, the
Secretary, Ministry of Industrial Development stated during evi-
dence: “It is being done already. In the case of licences for auto-
mobiles, cars, scooters and tractors, certain specific items are ex-
cluded and they are reserved to the ancillary industries.... In the
chemical industry also we ask the larger firms to make only the
basic material. We also lay down a condition that at least 3) to
40 per cent. of the basic material should be sold to the small scale
sector so that they can make formulations. Wherever possible, we
try to see that the interests of the small scale and anciilary indus-
tries are safeguarded.”

2.41. The Committee note that as per present procedure a copy
of every application for industrial licence is sent to the Development
Commissioner, Small Scale Industries, who examimes it to see
whether it is feasible to undertake the manufacture of the item in
the small scale sector. The Committee understand that some appli-
cations for issue of industr'al licences for industries other than these
reserved for the Small Scale Sector have heen turned down merely
on the plea that it is feasible to undertake the manufacture of the
jitem in the small scale sector. The Committee would like Govern-
ment to examine the matter in depth before turning down an appli-
cation on this grovnd only. Where an application is so turned down,
Government should make sure that there is a concrete time bound
scheme for developing manufacture of that item in requisite numbers
and quality to meet the demand in full. In fact the Committee would
suggest that the progress made in this behalf should be reviewed
once in six months and in case it is found that the scheme is not
materialising in the small seole sector there should he no objection
to its manvfacture in the large rcale sector in public interest.

Basis for Selection of Items for Reservation

949 Tt is stated@ that the items which have been reserved for
production in the small scale sector are broadly those for which this
soctor has also demonstrated its capacity to produce goods at reason-
able prices and of adequately good quality. In most cases, it is
stated. the bulk of the production of these items is already in the
small scale sector. The investments required for setting up a viable
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unit for production of these items are stated to be within the range
of the small scale industry i.e., investment in plant and machinery
within Rs. 7.5 lakhs and in many cases, the items are ancillary to
the large scale industry. Government consider that the cost of
production of these items would be significantly lower in the small
scale sector than in the large sector.

Examination of proposals for reservation

2.43. The Committee arc informed that the exercise of selecting
items for reservation begins with suggestions made by various re-
preseniative associations such as Federation of Associations of
Small Industries of India, the All India Manufacturers Organisation
and others. The Development Commissioner, Small Scale Indus-
tries reviews such suggestions as also makes surveys of items which,
in his opinion, conform broadly to the guidelines mentioned above.
This survey includes the existing state of the particular industry,
the number of small scale and other units, their production, a fore-
cast of the likely demand over the next five years, the optimum size
of economically viable units for producing these items and a rough
estimate of the number of such new units which should be set up
to meet the demand. Based on this survey, the Development Com-
missioaer, Small Scale Industries makes proposals to the Ministry
of Industrial Development which are then examined in the Minis-
try in consultation with the Directorate GGeneral of Technical Deve-
lopment, other administrative Ministries and the Planning Commis-
cion. The comments received from these var'ous organisations are
then considered at an Inter-Ministerial meeting presided over by the
Secretary to the Ministry. The list is then revised on the basis of
the discussions at this meeting and a formal proposal made to the
Cabinet through the Planning Commission. After such approval has
been accorded, a public announcement is made regarding the reser-
vation,

Compatibility with large industries

2.44. It had been represented to the Committee that the setting
up of a large scale unit should normally lead to production econom-
ies, ‘R’ and ‘D’ enterprises and exports, and that this would not lead
to the elimination of rmall scale industry for,’in practice, the larger
units gave rise to, and depended very largerly upon, numerous ancil-
lary industries made up of small scale units. Commenting upon this
representation during evidence, the representative of the Ministry
stated:

“The basis for reservation has really been that any particular
industry which is technically feasible in the small scale
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sector and which nceds a plant and 1nachinery below
Rs. 7-1|2 lakhs may be included; also the economic viabi-
lity has to be taken into account. The scale of operations
is another important criterion in determining whether an
industry ought to be re-erved or not. Many industries can
profitably be run on a much lower scole than on a large
scale.

Lastly, it has been raid that small scale sector would have to
demonstrate the capacity to produce a product at reason-
able price and of good quality. It is only when these cri-
teria are satisfied that reservation has been attempted.

Regarding R & D, it is not quite true that, technologically
speaking, the small scale sector would be weak. Earlier,
we had discussed about electronics. This is a typical in-
stance of an industry which is technologically very much
in the forefront and yet the scale of operation would lend
itelf to a much smaller scale. Investigations conducted
in US and UK have shown that the bulk of inventions are
made not in the large scale industry but in two sectors; one
the individual inventor and the other the small scale in-
dustry. It is our intention that in India also the small
scale sector’s image should not be that of a technological-
ly weak sector but that it should be aggressive, particular-
ly in fields such as plastics and electronics.

Where research and development is required on a very large
scale, such items cannot be reserved. But in India today
80 per cent of R & D is done in public sector institutions
like the national laboratories, and large industry has not
really been able to do much of R & D. Whatever items
are reserved for small scale industry are really those over
which R & D does not figure much, and for which the pro-
cesses and techniques are widely known already.”

Positive measures for development

2.45. It had been reprc-ented to the Committee that, for the
development of the small scale units, Government should have laid
more emphasis on positive measures e.g. intensification of promotion-
al effort, proper technical guidance, development of financial and
marketing facilities etc., rather than on the negative measures of
shutting out competition from large units. In this regard, the repre-
sentative of the Ministry during evidence stated:

“That would be true if Government had merely reserved cer-
tain items and not done anything else. The incentives and
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the promotional activity which Government have been
adopting in the last few years for the small scale indus-
try are so many that the scope of this sector has very con-
siderably increated. Formerly we had about 30,000 small
scale units registered with the State Directors of Indus-
tries; today we have 200,000, and their production consti-
tutes 40 per cent of the total industrial production of the
country.”

The promotional work, according to him, included the Industrial
Estate Programme for which land and building were given to small
scale entrepreneurs, the facility of hire-purchase of machinery and
the credit facility which had increased from Rs. 138 crores in June,
1969 to nearly Rs. 400 crores. Among the promotional programme
envisaged are marketing facilities for products, regional testing labo-
ratories for affording te-ting facilities at cheap rates and setting up
of commercial estates in many growth centres.

Quality of produce and prices
2.46. Dutt Committee had, in para 8.19 of their report, observed:

“Licensing may prevent the development of large scale units
where it is contemplated that small scale units can be
economically efficient and socially desirable; but it cannot
by itself ensure the growth of the small scale units.”

Accordingly, during evidence, a point was raised that, in view of the
fact that it was not possible for Government to assure the growth
of small scale units in the zone reserved for them and the quality
and prices of their products were not subject to any regulation, how
would they tackle the problem of shortage of goods, particularly of
such consumer goods of common use as were reserved for produc-
tion in this sector only, or of the low quality or high prices of their
goods.

2.47. In regard to balancing of production and demand, the repre-
sentative of the Ministry stated:

“For each of those sensitive consumer articles, rough forecast
of the likely demand in the next five years has been made.

Knowing the likely demand in the next few years, we esti-
mate what are the number of units that should be coming
up to meet this demand. Wec have asked the State Direc-
tors of Industries that depending upon the local situation
they should take all steps to see that tese items which are
reserved for the small scale sector should get a certain
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priority in the matter of registration, in the matter of

. accommodation, raw material, ctc. (and) the consumer
must get these articles at a proper price. This i3 the exer-
cise we have done. For cycle tyres and cycle tube; we
have said that each State should at least put up 15 or 10
more units. We have intimated to the States so that they
have a picture as to the types of ‘preferr=d’ industries
they must encourage so as to be able to meet the consumers
demand in the next few years.”

As for quality and pricing, he stated:

“Many of the'e reserved items are substantially in the small
scale sector. We are regularising a position that already
exists. The question of price depends on the market con-
ditions. I cannot say that we are today setting up any
special institutional structure to oversee this matter be-
cause the policy of reservation has really been in force for
the last two years. Sensitive consumer items like cycle-
tyres, tubes and tooth paste have been included in it. At
present we are watching the situation. We get information
from the State Directors of Industries about the new units
coming up, when they will go into production, etc. We
have not set up any mechanism at pre-ent, but that is
under consideration.”

2.48. Subsequently, in a written reply to the Committee, Govern-
ment have stated: .

“It is .... recognised that the consumer must be able to get
the end-product at a recasonable price and in good quality.
It is also considered desirable to persuadc the small scalc
manufacturers that wherever ISI rpecifications exist, pro-
duction in the small scale sector should coriform to such
specifications.”

1t is further stated: “The Development Commissioner. Small Scale
Industries is.... required to keep a close watch on the progress of
re~ervation to csee how far new units, as estimated. are coming up
in any particular product and whether consumer demand is being
satisfied for that item. He will also hold consultations with the
State Governments to give encouragement to the setting up of new
units in the reserved items, taking into account the awailability of
new materials, local demand and the need to stimulate local entre-
premeurship. It is also his responsibility to draw up a production
programme for the items reserved in the small scale sector and
ensure that this is done as far as possible. He will also keep a close
watch on the quality of producticn and the reasonable prices.”
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2.49. The Industrial Licensing Policy in force has reserved a large
-number of items exclusively for the Small Scale Sector. It is there-
fore the responsibility of Government to ensure that the Small Scale
Sector actually delivers the goods in the field exclusively reserved
for it, that the consumers’ interest is safe-guarded in the matter of
quality and price of goods produced in that sector and that there are
‘no shortages. The Committee note that the responsibility in this
regard is cast on the Development Commissioner, Small Scale Indus-
tries who, it is said, would draw up production programmes, keep
2 close watch and hold consultations with State Governments. The
Committee feel that this is not enough and suggest that a suitable
mechanism should be devised for methodically assessing the demand
in respect of each of the reserved items during the next five years,
drawing up an annual production programme, seeing that it is
actually implemented and for taking remedial action in case of
shortfalls in production to obviate possible shortage. The Committee
would also like Government to provide adequate facilities for quality
testing of goods produced in the small scale sector at cheap rates
and introduce quality control of finished goods, where feasible and

necessary.
Duration of reservation

2.50. Dutt Committee had, in para 8.22 of their report, observed
‘that the reservations of certain industries in favour of small scale
units would have to be temporary (vide extracts in para 2.36) Gov-
ernment was asked to state whether these reservations were, in
principle, temporary that is, so long as the small scale units in these
industries were not able to withstand competition from larger units.
‘They have stated that no specific time limit has been laid down as to
the period of reservation, but the Development Commissioner, Small
Scale Industries was required “to keep a close watch on the progress
of reservation to see how far new units, as estimated, are coming

up in any particular product”.

251. The Committee consider that the reservation of certain
industries for development exclusively by the Small Scale Sector
should be accompanied by positive measures to see that, with proper
technical guidance and the development of financial and marketing
facilities, units in this sector are able to stand on their own. They
also consider it necessary that an independent review is undertaken
in regard to each of the reserved industries periodically. say after
an interval of 3 years, to assess the progress made in this direction
":md for taking such action as may be considered necessary in the
Interest of the consumer.
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Units not in Production

5.52. During evidence a point was raised that it was common:
knowledge that quite a sizeable percentage of small scale units re-
gistered with the State Directors of Industries were existing only
on paper and were not actually in product.on. Such units got them-
selves registered only for the purpose of availing of preferential
quotas and licences for scarce raw materials-imported as well as in-
digenous-and other benefits available to small scale industries. Ad-
mitting this, the representative of the Ministry stated:

“That question has been bothering us also and we have tried
various ways. Speaking of small-scale industries, they are
really within the purview of State Directors of Industries
and it is they who have to give us this information. They
have been pleading that they did not have adequate siff.
about the estimate of the number of units which must be
in production, our information is that more than 1.4 lakh
small scale units have been getting credit from nationalis-
ed banks, which normally take into consideration their
production and production plans.... The difficulty...
pointed out is very genuine. Frankly, I would not be able
to give an answer off hand. The banks assure us that they
send inspectors to check on the performance of units assis-
ted by them, but even the inspectors can be fooled by
having a smal]l number of items on display and giving a
figure of production which is much higher. Even if we:
try and devise some additional mechinery, we ¢annot real-
ly assure ourselves that the return we would get would
be any better. We have been in touch with the Department
of Banking suggesting that the control be exercised more
through the Department of Banking. As far as industrial
estates are concerned, the information can be got more
readily. But there are a number of small scale units out-
side the industrial estates. The problem...mentioned is
very genuine and we have been trying various solutions.
We' have laid down that all small scale units, which re-
quire import of raw materials in excess of Rs. 1 lakh,
should produce certificates from a Chartered Accountant
about the consumption of imported raw materials and pro-
duction. We do not wish to apply this condition to very
small people whose requirements are small. We are con-
scious of the problem you have mentioned and we would
be open to suggestions whereby we can improve the con-
trol system without hurting the small man.”
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2.53. The Committee note with concern that quite a few parties
may be taking advtange of inadequate resources of the State Direc-
tors of Industries for keeping an effective watch over the production,
or even the existance, of Small Scale Units registered with them.
The Committee suggest that Government should devise a scheme of
periodical survey to find out the correct position in respect of the
tors of Industries for keeping an effective watch over the production,

Difficulty in procurement of raw materials

2.54. During evidence a point was raised that the small scale
units in the country were having considerable difficulty in the matter
of procurement of raw materials, particularly steel, due to which
they were working at much below their capacity. The representative
of the Ministry stated during evidence that in regard to allocation of
steel, the small scale units were at a disadvantage as their require-
ment being small, they had to buy it from the stockyards or dealers
at a higher price while big orders from large units were met by the
producers directly at comparatively cheaper price. He informed the
Committee that an arrangement had been worked out whereby, ex-
cepting West Bengal and Assam, the distribution would be done
through the State Small Industries Corporations. These Corporations
would get a certain amount of discount on the steel made available
to them. The discount would take care of their overheads and they
would be able to supply steel to the small scale units at the price at
wh'ch it was available to large scale units. The extent of this dis-
count was under consideration. As far as the allocation of steel was
concerned, he stated that the small scale units could go to the Steel
Priority Committee through the State Directors of Industries. He
further stated that Government was trying to evolve a system of
percentage distribution, State-wise, of steel, based on the numher of
engineering units in each State and hoped that an equitable distri-
bution system would be arrived at by canalising it through the State
Small Industries Corporation.

2.55. In regard to allocation of other scarce raw materials, he
stated that a three man team was visiting each State for assessing
the requirements of small scale units in the State for non-ferrous
items. Their assessment (the first round of which had been comple-
ted) would form the basis of the recommendations of the Ministry
to the Chief Controller of Imports and Exports for making allotment
for import of raw material. He informed the Committee that “a
certain amount of liberalisation is done in the case of raw material
for small scale units.” According to him, the allocation of imported
raw material to the small scale units had increased sizeably and in

1971-72 it was likely to reach Rs. 100 crores.
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2.56. Another measure taken by Government to facilitate the
allocation of adequate quantity of raw materials to small scale units
was explained by the representative of the Ministry as follows:
“Formerly, the small scale industries were discriminated against by
having raw materials based on the value of the machinery, which
was considered irrational and arbitrary. In the 1971-72 Import Con-
trol Policy the priority industries in the small scale sector get it on
the basis of their requirements and we hope that in 1972-73 policy
a further liberalisation will be done.”

2.57. The Committee consider that just as Government have taken
the responsibility for provision of essential inputs for industries in
the core sector on a priority basis, similarly for industries which are
reserved exclusively for small scale sector Government may pro-
vide requisite inputs such as finance, scarce raw materials, foreign
exchange, etc. on a priority basis in the interest of assuring that pro-
duction is sustained and that products of reasonably good quality
become available to the consumer at most competitive prices.

Small Scale Units in Japan

2.58. Government were asked to state whether they had made
any study of the organisation of small scale ancillary industries in
Japan and the various statutory protections available to them and
if so, what had been the findings and conclusions thereof. In answer
they have stated that the pattern of organisation of ancillary indus-
tries in Japan has been the subject of several studies by Government
~fficials and associations. An officials delegation which visited Japan
= Soviemher 1969 under the leadership of the Deputy Minister for
{cuee . ial Development, made a spceific study of this problem and
has made some relevant recommendations. Many officials of the
Government have also been deputed for undertaking the study of
ancillary industry which is a prominent feature of the Small Enter-
prises Programme in Japan.

2.59. It has been estimated that out of about 4 lakh units in Japan
in the small scale sector, nearly 50 per cent of them are sub-contrac-
tors to the large scale units. The latter provide various types scale
units. The latter provide various types of assistance to the ancillary
units in the shape of raw materials, technical assistance and even
finance. There is a close linkage between the small scale ancillary
unit and the large undertaking which has contributed significantly
to the rapid growth of the small scale industry in that country.

2.60. There have been, however, some disadvantages in this system,
particularly in times of recession, when the large undertaking
tries to exert pressure on the small scale unit in obtaining low price
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for its products. It was for this reason that a specific law has been
enacted in that country, called “The I.aw for the Prevention of
Delayed Payments to Sub-Contractors”. According to this law, any
large unit which delays payment for products supplied by the small
scale unit beyond 60 days, is liable for pun:shment by the Fair Trade
Commission set up by the Government. Thot Commission is also en-
titled to receive complaints regarding unfair rejection of parts and
any other difficulties experienced by the small scale units.

2.61. In India, it is stated, Government havw been considering for
some time as to how best to stimulate to wncillary sector in this
country. For this purpose, number of important steps have been
taken in recent years particularly in regard to the public sector un-
dertokings. A time-bound schedule has been laid down for these un-
dertakings and a senior Manager in each undertaking has been
designated to identify parts and components that could be formed out
to the small scale sector. An Advisory Committee is to be set up in
each unit, consisting of the State Directors of Industries, the Deve-
lopment Commissioner (Smal] Scale Industries) and a senior Mana-
ger of the company. It will be the duty of this Committee to locate
entrepreneurs for the supply of parts and components to the main
undertaking. The Licensing Committee has also been advised that in
regard to applications for expansion of existing units (whether in
the public or in the private sector) or for setting up a new unit, the
DGSSI should scrutinise the “product-mix” carefully and omit these
which could be manufactured in the small scale sector. A suitable
pricing formula based on the experience gained at the Hindustan
Machine Tools Plants has been recommended to the various public
sector undertakings. It is expected that as a result of these measures,
there will be a further stimulus to the development of the ancillaries
to the large units in the country.

2.62. Government have also been considering whether a suitable
legislation should be enacted on the lines obtaining in Japan. One
of the difficulties which have been experienced by the small scale
units in India is the undue delays that have occurred in payment for
supplies made by the small units. In effect, this has operated as an
extension of the credit facility to the large scale unit at the expense
of the small entrepreneur. The Reserve Bank of India have under
consideration a proposal for making payments for such supplies
through banks on a procedure similar to the Letter of Credit System
that operates in the case of exports. Government have also set up a
committee to consider whether legislation should be enacted for this
purpose and for some other aspects of the Small Industry Develop-
ment Programme such as reservation, price preforence in Govern-
ment purchases etc. The Committee is headed by Shri A. R. Bhat,
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Founder President of the Federation of Associations of Small Indus-
tries of India, and includes representativas of the industry and of
the Ministries of Industrial Development, Company Law, Banking
and the Reserve Bank of India. On the basis of the recommendations
made by this committee, Government will decide as to the type of
legislation that should be enacted for affording protection to the
ancillary units in the small scale sector.

2.63. The Committee note the steps proposed to be taken by Gov-
ernment to encourage the small scale sector and to strengthen their
hands vis-a-vis their principal customers i.c. the large industries.
They hope that Government would soon bring forward before Par-
liament a considered legislation on this subject.

B. Special Entrepreneurial Groups
(a) Larcer INpusTRIAL HoOUSES AND FOREIGN COMPANIES

Definition of Foreign Companies

2.64. Companies of which over 50 per cent paid-up capital is held
by non-resident is deemed to be a “Foreign Company” for the pur-
pose of Industrial Licensing.

Definition of a Larger Industrial House

2.65. The Larger Industrial Houses’' referred to in the new licens-
ing policy announced by Government in February, 1970 have been
defined as Houses which have been classified as such by the Industrial
Licensing Policy Inquiry Committee (Dutt Committee) in the list at
Appendix II-A(1) of its report (July, 1969) with such amendments
to-this list as may be made by Government from time to time. The
following 20 Industrial Houses are listed as Larger Industrial Houses
in the report of the Dutt Committee:

LARGER INDUSTRIAL HOUSES

No, of concerns

SNlo Industrial House comprised in the
" House Second
Tier
1 A.C.C . . . . . . . 5 I
2 Andrew Yule . . 43
3 Bangur 93
4 Bird-Heilgers 76
s Birla 203 73
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t 2 3 4
7 LC.I . . 6

8 J. K. (SINGHANIA) 47 4
9 Kilachand . . 24

10 Killick . . . . . 17
11 Mafatlal . . 34

12 Martin Burn . . . . . 24

13 Sahu Jain . . . . . 29

14 Sarabhai . . . 29

15 Scindia . . . . 8

16 Shri 'Rem . . . . . 36 18
17 Sooraj Mull Nagar Mull 104 6
18 Tata 70 14
19 Thapar . : 59 4
20 Walchand . . . . . . . 29

The concerns comprised in each of the above Houses during the
period 1956—66 along with their Second tier concerns have also been
listed in the Appendix to the Dutt Committee Report. Earlier, the
Monopolies Inquiry Commission had in their report (1965) also drawn
up a list of 75 ‘Large Industrial Houses’. These Houses (Larger In-
dustrial Houses in the Report of the Dutt Committee) were the 20 top
houses in the list drawn up by the Monopolies Inquiry Commission.
According to the data compiled by the Commission, each of these
had total assets exceeding Rs. 35 crores in 1964.

2.66. In para 2.16 of their Report, Dutt Committee have laid down
the following criteria, on the basis of which they have determined
the composition of an Industrial House:

I. Concerns admitted by the House through the replies receiv-
ed by the Committee from the apex companies.

II. (a) Concerns mentioned as forming part of the House in the
Souvenirs or other publications of the House.

(b) Concerns functioning as Managing Agents|Secretaries and
Treasurers which are wholly or substantially owned by
the controlling authority in the House along with relatives.
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(c) Companies managed by (I) and (II) (a) and (b), above.
in their capacity as Managing Agents|Secretaries and:
Treasurers.

(d) Companies deemed to be under the ‘same managem:nt”
under Section 370 of the Companies Act, 1956 as the com-
panies at (I) and (II) (&) to (c) above.

(e) Subsidiaries (other than those incorporated outside India)
of Companics at (I) and (II) (a) to (d) above.

II1. Companies wherein not less than one-third ‘effective equity”
can be clearly identified as House-interest.

IV. Concerns found to have special characteristics which would
warrant their inclusion under a House. The special charac-
teristics may be such as majority on the Board of Direc-
tors being comprised of persons closely affiliated with the
House, substantial equity share-holding being owned by
the employees of the House, sole selling agency arrange-
ments and services like officc premises and telephone

facilities.

2.67. The representative of the Ministry was asked during evi-
dence whether, before accepting Dutt Committee’s classification of
Larger Industrial Houses and their composition, Government had
examined the criteria adopted by that Committee for treating a con-
cern as forming part of a House, and that for treating a concern as
being in ‘Second Tier’ of association with an Industrial House to
see whether they were sound and unambiguous. He replied: “Com-
mittee’s recommendation was considered by the Government and it
was accepted by Government. The criteria have also been accepted.
The second tier is no longer in existence. With abolition of manag-
ing agency, we are now not considering anybody as tier.”

2.68. It is observed that the classification of ‘Larger Industrial
Houses’ was made by the Dutt Committee on the basis of concerns
comprised in a House during the period 1955-66 and the total assets
of the Industrial House exceeding Rs. 35 crores. During evidence, the
Secretary, Ministry of Industrial Development was asked to state
whether Government had made any amendments to this classification
on the basis of any subsequent changes that might have taken place
in the assets, holdings and interests of the Industrial Houses, special-
ly after the abolition of managing agency system in April, 1970. He
replied that Government had not made any change in the list of
Larger Industrial Houses, but any House at present included in the
list of larger Industrial Houses which felt that it no longer belonged
to that category or if an undertaking had some material on the
basis of which it could justify that it was not a part of the group
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which owned assets of more than Rs. 35 crores on account of separa-.
t'on in the family or some other reason, then the House or the under-
iaking could apply to the Ministry of Industrial Development for
taking it out of the list of Larger Industrial Houses. He assured the
Committee that the case of such a House or undertaking would be
considered by the Ministry of Industrial Development on its merits.
He further stated that, on the other hand, the Minis!>y of Industrial
Development had under consicerz‘‘on the question whether some
monry parties should now be brought under the list of Larger Indus-
trial Houses on account of having crossed the limit of Rs. 35 crores
in assets.

2.69. As regards the suggestion for a periodical review of the
list of ‘Larger Industrial Houses’ with a view to keep it up-to-date,
he said: “this work has to be undertaken by the Ministry of Industrial
Development. A periodic review very freguently may not be neces-
sary but rcm time to time after 2 or 3 years such a review would
b2 undertaken.”

2.70. Tho Committee would like to point out that the classification
of an Industrial House as ‘Larger Industrial House’ made on the
basis of the sum tots]l of the value of its assets together with that of
its inter-connected undcrtakings exceeding Rs. 35 crores at a given
time, could not be a static classification. In course of time, there
are bound to be changes in the composition of an Industrial House
and in the value of its total assets resulting in some Houses crossing
the limit of Rs. 35 crores while some others, though classified earlier
as ‘Larger Houses’, going out of the group. The existing classifica-
tion of Larger Industrial Houses was made by the Industrial Licens-
ing Policy Inquiry Committee (Dutt Committee) on the basis of data
compiled more than 5 years ago and it will be out of date in several
cases. The Committee note that the Ministry of Industrial Develop-
ment have initiated an inquiry with a view to see which other
Industrial Houses could be brought under the classification of Larger
Industrial Houses. However, an Industrial House at present clasified
as Larger Industrial House hut which may now be having total assets
of less than Rs. 35 crores or an industrial undertaking which may
no longer be connected with a Larger Industrial House, is required
to apply for removal from the list of Larger Industrial Houses and
the onus of proof of the changed situation is laid on the party itself.

The Committee consider that it should not be difficult for the
Government to keep the list of Larger Industrial Houses under con-
stant review on the basis of data available under Company Law.
They, therefore, recommend that, for examining applications from
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.Larger Industrial Houses on a realistic basis, Government should
take urgent steps to bring the list of Larger Industrial Houses up-to-
date by adding to it Houses which now qualify for designation as
such and deleting such of the Houses as have ceased to so qualify,
and to keep the list under constant review, on the basis of data
available with them, without waiting for an initiative in this regard
from the Industrial Houses themselves.

Licensing Policy in regard to Larger Houses & Foreign Compaines

2.71. The new Licensing Policy of Government does not extend
the benefit of exemption from the licensing provisions of the Indus-
tries Act to an industrial undertaking if it belongs to or is control-
led by what are described as ‘Larger Industrial Houses’ or if it is a
foreign company or a branch or subsidiary of a foreign company. As
a consequence, these classes of entrepreneurs have to obtain a licence
from Government for setting up a new undertaking, for substantial
expansion of production of an existing undertaking or for production
or manufacture of a new article in an existing undertaking, irres-
pective of the value or size of the proposed new yndertaking or ex-
pansion or diversification.

2.72. In regard to the issue of industria] licences to Larger Indus-
trial Houses and Foreign Companies, the new licensing policy has
assigned a definite role to them. It is stated that Larger Industrial
Houses and foreign concerns, together with other applicants, would
be expected to participate in, and contribute to, the establishment of
industries in the ‘Core’ and ‘Heavy Investment’ Sectors, leaving the
opportunities in the remaining sectors (namely Middle Sector and
Small Scale) primarily to the other classes of entrepreneurs. It is
clear that ‘Core’ and ‘Heavy Investment’ Sectors are not exclusively
reserved for the Larger Industrial Houses and foreign concerns. Ap-
plications from other classes of entrepreneurs for setting up indus-
tries in these Sectors could always be considered and, in fact, given
a preferential consideration “in terms of over-all social objectives”
over the applications from the Larger Houses and Foreign Companies.
Amplifying this policy further, the Secretary, Ministry of Industrial
Development stated during evidence: “there is a certain sphere of
industries ...... in which the larger houses and foreign majority
companies can be considered. Even in that sector, if there are other
parties who are willing and able to take up those industries, ......
we shall keep the larger social objective before us, i.e., if even in
those sectors, other smaller people can go ahead, then we should en-
courage them rather than the larger houses.”
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2.73. Replying to a point of view raised in the course of evidence
that the restricted role assigned by the new licensing policy to the
Larger Houses and Foreign Companies would hamper the industrial
growth of the country which was necessary for more product.on,
more progress and more employment opportunities, the Secretary,
Ministry of Industrial Development stated: “It is a question of policy.”
He, however, added that there was no absolute prohibition to the
issue of industrial licences to the Larger Houses and if the Govern-
ment came to the conclusion that in the two sectors, in which they
were expected to ¢oncentrate, ‘in the national interest’ or ‘on inerits’
a licence should be given to a Larger House or a Foreign Company,
it can be given. As to what constituted merit, he said: “What items
go into merits is something which it is very difficult for me to say at
this moment.”

Circumstances in which Larger Houses & Foreign Companies can be
licensed in m‘ddle or small scale sectors

2.74. 1t is stated that, though the Larger Industrial Houses and
foreign concerns are ordinarily expected to participate in the ‘Core’
and ‘Heavy Investment’ Sectors, applications for expansion from
them in the middle sector would be considered favourably if such
expansions are in the interest of cost-efficiency or if the units are to
be established in industrially under-developed areas. The Larger In-
dustrial Houses and foreign companies would also be licensed in the
middle sector if a substantial export commitment of 60 per cent or
more of the new or additional production is undertaken. The export
obligation will have to be achieved within a period of 3 years. A si-
milar safeguard of a high export obligation (a minimum of 75 per
cent) has been provided in the case of industries reserved for the
small scale sector. The role of Larger Industrial Houses and Foreign
Companies in the development of backward areas has been discussed
separately in the section on “Development of Backward Areas” in
this Report.

Concession on export commitment

2.75. Government were asked to state as to Fow many parties
belonging to ‘Larger Houses’ or ‘fore.gn compan™:s’ had applied for
licences for setting up new or additional capacities in the middle or
small scale sector on the basis of the export commitment required,
since the declaration of this policy; what had been the final decision
on their applications and whether the parties licensed under this
provision had fulfilled the conditions. Government have, in reply,
stated that of the total licence applications received from larger In-
dustrial Houses and Foreign Companies from 1-1-1971 to 31-10-1971,
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“only four applications have specifically indicated the 60|75 per cent
export commitment.” In all other cases, according to them, either
no export commitment was indicated or, if indicated, it was less than
50/75 per cent. It is further stated that the licences that might have
been issued in consequence of the policy announced late in July,
1970 might not have materialised thus far and therefore it would be

premeture to try to find out whether anyone so licensed had or had
not fulfilled the export obligation.

2.76. 1t had been represented to the Committee that the export
commitment required of the larger Houses or Foreign Companies if
they wish to set up industries in the middle or small scale sector was
too high and, given the domestic cost structure, an impossible task. It
was suggested that export commitment in such cases should not be
more than 40 per cent of the new or marginal increase in production.
Asked to state their reactions to the representation, Government
have stated: “The Licensing Committee and the CCEC have been
viewing the question of imposition of export commitments on the
Larger Houses foreign owned companies in a pragmatic fashion. Any
change in policy is not considered desirable at this stage.”

2.77. The Committee agree that it is too early to assess as to how
the concession allowed to Larger Houses and foreign companies to
enter into middle or small scale sector on certain export commit-
ments, is actvally beine taken advantage of. They, however, note
the statement of the Government that they have a pragmatic approach
in the matter and hope that the policy in this regard wiil be reviewed
after 3 years in the light of experience.

Concession in the interest of cost-efficiency, etc.

2.78. It was stated in the Preliminary Material furnished to the
Committee that in the middle sector, while preference would be
given to the smaller and newer entrepreneurs, the application of
companies and undertakings comprising the Larger Industrial
Groups and those of branches and subsidiaries of foreign companies
could also be surported in the interest of greater cost efficiency and
the growth of the firms to minimum economic size. It was represen-
ted to the Committee by a non-official organisation that the terms
‘greater cost efficiency’ and ‘minimum economic size’ had not been
defined and, therefore, this provision was extremely vague. It was
suggested to the Committee that Government should clarify these
terms in view of the fact that ‘minimum economic size’ was a chang-
ing phenomenon because of changing cost structure as well as tech-
nology. Since this policy vested in the Government a very wide dis-
cretion, Government was asked to state whether any guidelines had
been laid down in this behalf. They have, in reply stated: “As the
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decision itself is clear that the cases of larger industrial houses can
be supported in the interest of greater cost efficiency and growth of
firms to minimum economic size, no further detailed guidelines have
been issued in this regard. These cases would generally be of sub-
.stantial expansion type. As to what would be the minimum econo-
mic size of @ unit and how much cost efficiency can be achieved in it,
it would depend on the nature of each industry. Each case would
necessarily have to be considered on its own merits.”

2.79. Government were asked to indicate the number of applica-
tions received from the Larger Houses and Foreign Companies seek-
ing advantage of this offer since the announcement of the Policy. 1t
seems that the information is not readily available with the Govern-

ment as they have informed the Committee that they are making
cfforts to collect the information.

2.80. The Committee recommend that a study should be initiated
in association with the technical advisory authorities such as D.G.T.D,,
Textile Commissioner, etc., to broadly determine the minimum and
optimum economic size for industrial units in particular industries
on the basis of the prevailing cost-structure and technology. The
study could serve as a guideline for examining applications from
Larger Industrial Houses or foreign companies for licensing capacities
in the middle sector “in the interest of cost efficiency and growth of
the firm to minimum economic size.”

.

(b) Dominant Undertakings

Definition of Dominant Undertakings

2.81. The ‘Dominant Undertakings’ referred to in the new licens-
ing policy announced by Government in February, 1970 are indus-
trial undertakings falling under the category of ‘Dominant Under-
takings’ as defined in clause (d) of Section 2 of the Monopolies and
Restrictive Trade Practices Act, 1969. The relevant provision of
the Act defines a ‘dominant undertakings’ as follows:

“(d) ‘dominant undertaking’ means an undertakings which
cicher by itself or along with inter-connected under-
takings

(i) produces, supplies, distributes or otherwise controls p~0t
less than one-third of the total goods of any description
that are produced, supplied or distributed in India or any
substantial part thereof, or

(ii) provides or otherwise controls not less than one-third .of
any services that are rendered in India or any substantial
part thereof:
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Provided that for the purposes of this clause, the goods produced
by an undertaking which does not employ—

(a) more than fifty workers on any day of the relevant year,
and in any part of which a manufacturing process is being
carried on with the aid of power or is ordinarily so
carried on, or

(b) more than one hundred workers on any day of the re-
levant year, and in any part of which a manufacturing pro-
cess is being carried on without the aid of power or is or-
dinarily so carried on,

shall not be taken into account.

Explanation 1—Where not less than on-third of the production,
supply, distribution or tontrol of any goods or the provision or con-
trol of any service is shared by inter-connected undertakings each
such undertaking shall be deemed for the purposes of this Act, to be
a dominant undertaking.

Explanation IL:—Where any goods of any description are the
subject of different forms of production, supply, distribution or
control, every reference in this Act to such goods shall be con-
strued as reference to any of those forms of production, supply,
distribution or control, whether taken separately or together or in
such groups as may be prescribed.

Explanationlll.—Any undertaking which, either by itself or
along with inter-connected undertakings, produces, supplies, dis-
tributes or controls one-third of any goods or provides or controls
one-third of any services according to any of the following criteria,
namely, value, cost, price, quantity, cr capacity, of the goods or
services or the number of workers employed for the production, sup-
ply, distribution or control of such goods or for the rendering of such
services, shall be deemed to be a dominant undertaking.

Explanation IV.—In determining the question as to whether an
undertaking is or is not a dominant undertaking, regard shall be

had to—

(i) the lowest production made, or services rendered, by the
undertaking concerned during the re'evant year, and

(ii) the figures published by the Central Government with
regard to the total production made or services rendered
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in India or any substantial part thereof during the rele-
vant year.

Explanation V.—For the purposes of Explanation IV, production
includes supply, distribution or control of goods.

Explanation VI—For the purposes of this clause “relevant
year” means any one year out of the three calendar years immedia-
tely preceding the preceding calendar year in which the question
whether an undertaking is or is not a dominant undertaking is
determined.”

~ 2.82. Tt was represented to the Committee that under the terms
of the Monopolies Act, a Company classified as a dominant under-
taking for one particular product was similarly classified for all its
production which was unreasonable, for a company might have
many lines of production and dominance might exist only in res-
pect of a comparatively small segment of its output. In this re-
gard, Government have stated that the anomaly pointed out in the
representation is not genuine. According to them, the position
under law is that an undertaking which is registered as a dominant
undertaking is dominant only in respect of those goods where it pro-
duces, supplies or distributes one-third of the total of those goods in
the country and the regulatory provisions of Section 21 of the
M.R.T.P. Act, apply to this undertaking only in respect of substan-
tial expansion in these goods.

Licensing Policy in regard to dominant undertakings

2.83. According to the new licensing policy, an industrial Jicence
has to be obtained by all ‘dominant undertakings’ if they intend to
set up a new unit or substantially expand their production. If the
total value of assets of a dominant undertaking, together with that
of its inter-connected undertakings, is Rs. one crore or more, it has,
in addition, to get clearance under the provisions of the MRTP Act
from the Government (Department of Company Affairs) before a
licence can be issued to it for substantial expansion of its activities
or for establishing any new undertaking which, when established,
would become an inter-connected undertaking. (The Procedure
for obtaining clearance under the M.R.T.P. Act has been discussed
separately later in this report). The dominant undertakings are,
however, allowed to diversify their production in the field of manu-
facturing new articles, because such undertakings, though domi-
nant in existing lines of production, will not be dominant in the new

articles of manufacture.
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2.84. One of the guidelines laid down by the Government for
dealing with applications for industrial licence is:

“A greater element of competition in the production of
various goods where monopolistic conditions have deve-
loped or are tending to develop should be brought about
through licensing. At the same time, normal expansion
of existing units should continue to be encouraged, in
order that these units become more economic and their
products effectively compete in international markets.”

‘Government were asked to elucidate the application of this guideline
in view of the fact that M.R.T.P. Act specifeally provided for a
machinery and procedure for dealing with monopolies and to state
whether it was intended that, besides the Department of Company
Aflairs, the administrative Ministries, Technical Advisers, Licensing
Committee etc. should also exercise independent judgement and
check monopolies'monopolistic tendencies at the stage of recom-
mending applications for the grant of licence. Government have in
reply stated: “The M.R.T.P. Act has undoubtedly laid down specific
procedure and machinery for dealing with monopolies. The Indus-
trial Licensing Policy ha:, nevertheless, a significant complementary
role to play in ensuring that, as far as possible, monopolies are not
created. When applications from dominant undertakings are re-
ceived by the Licensing Committee for expansion in the same line,
an endeavour is made to ensure that new parties are also licensed so
as to see that dominance of the existing undertaking does not
increase any further. In this respect, the licensing policy acts as a
complementary instrument of Government’s policy to prevent con-
centration of economic power and is not competitive or contradictory
to the procedure and policy enunciated in the M.R.T.P. Act.”



CHAPTER 111

ACHIEVEMENT OF POLICY OBJECTIVES
A. Impact of Licensing Policy on rate of Industrial Growth
Rate of Industrial Growth

3.1. According to the figures given in para 1.12 of the Fourth Five
Year Plan, production of organised industry increased by 8 to 10 per
cent during the first four years of the Third Plan. In 1965-66—the
last year of the Third Plan—the growth of industrial production
slowed down to 5.3 per cent, reducing the overall growth rate during
the Third Plan to 8.2 per cent compared to the target of 11 per cent.
The index of industrial production (base 1960-=100) increased by
only 0.2 per cent in 1966-67 and by 0.5 per cent in 1967-68. This
declaration in the rate of growth of industrial production after 1964-65
is attributed to many factors: dislocations caused by hostilities
in 1965; decline in purchasing power because of the setback on the
agricultural front due to two successive droughts; stagnation in
inve tment; shortage of foreign exchange due to pause in external
aid and the need for abnermally high imports of foodgrains and vaw
materials and for completion of a number of projects started earlier.
It is stated' that, with the improvement in agricultural production
in 1967-68 and 1968-69 and as a result of certain remedial measures
taken by Government (such as import liberalisation following deva-
Juation; decontrol of certain commodities like steel, coal, paper,
fertilisers and commercial vehicles; delicensing of a number of
indu tries; some increase in the public sector’s demand for domestic
manufacture) and a rise in the exports of engineering goods, indus-
trial recovery began in January, 1968 and this resulted in an increase
of 6.2 per cent in industrial production in 1968-69.

3.2. 1t is stated in the Fourth Five Year Plan (1969—74) that “an
overall rate of expansion of around 9 per cent in the net output of
mmmg and manufacturing industries and construction would appear
to be consistent with the projected growth in aggregate income and
agriculture production”. More precisely, the Fourth Plan envisaged
large scale manufacturing to grow at an average rate of 9.3 per cent.
The actual increase, in term- of net value added however, is stated
to have been 5.9 per cent in 1969-70 and 3.6 per cent in 1970-71. The
annual average for the first two years of the Fourth Plan taken
together works out to 4.7 per cent. Calender year-avise, the general
index of industrial production registered a growth of 7.1 per cent
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in 1969 and of 4.8 per cent in 1970. During the first 8 months (Jan.u-
ary-August) of 1971 for which figures are available, the industrial
production was higher by only 2 per cent compared - to the level
attained in the corresponding period of 1970.

3.3. According to the Economic Survey for 1971-72 prepared by
the Ministry of Finance “data on the production of some major
industries are available upto October, 1971; estimates based on their
performance suggest that the rate of growth is currently running at
between 3 and 34 per cent. If the present trends persist, the rate
of growth for the financial year 1971-72 would be between 3.5 and 4
per cent. Even if necessary adjustments are made to take care of
the well known deficiencies in the weighting pattern of the Official
Index, no material change in the rate of industrial growth is likely

to emerge.”
Reasons for fall in the Rate of Industrial Growth

34. The Fourth Plan Mid-Term Appraisal brought out by the
Planning Commission in December, 1971 had the following reasons
to offer for the low rate of growth of industrial production during the
first two years of the Plan:

“Industrial production has been held back basically by two
sets of factors: (1) those that have inhibited utilisation of
capacity and (2) those that have inhibited growth of
capacity. A sub-tantial segment of the industrial sector
has been suffering from under-utilisation of capacity. The
main casual factors operating with varying intensity, in
different industries have been (i) insufficient demand, (ii)
shortage and irregular supplies of raw materials, compo-
nents, stores and spares, (iii) shortage of irregular supplies
of power, (iv) transport bottlenecks, (v) disturbed indus-
trial relations and (vi) other management problems. In.
a growing number of industries production has been
coming up against a capacity constraint. Larger produc-
tion has not been possible as the existing capacity was
more or less fully utilised and no new additional capacity
was coming up. Capacity constraint has been the result
of a variety of factors operating with varying intensity in
the affected industries. In some cases, the problem is
a consequence of the lack of entrepreneurial interest, during
the two years of wide-spread industrial recession (1966-
67 and 1967-68), in initiating new industrial investment
that would have fructified into additional capacity in the
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early years of the Fourth Plan. In many cases, the root
cause is inadequate or delayed licensing or the fact that
the licences, for various reasons, found implementation
financially unattractive or beyond their capacity. Un-
balanced licensing as between established and new entre-
preneurs, substantial and small entrepreneurs, expansion
and new unit applicants, public and private agencies,
developed and backward area locations, etc. resulted in a
high proportion of infructuous licences. There was, per-
haps insufficient awareness that promotion of new entre-
preneurs required many other encouragement measures
besides preference in grant of industrial licences. Problems
and delays connected with capital goods licensing and
financial difficulties stemming from the sluggish capital
market and the cost escalations have also hampered crea-
tion of new capacity. Other contributory factors have
been (i) the delays in civil works on account of shortage
of steel, struetural fabrication facilities, experienced
design and construction firms and labour troubles, (ii)
the delays in procurement of domestic and foreign plant
and equipment, and (iii) the delays in full commissioning
attributable to lack of experienced managerial and techni-
cal personnel, and, sometimes, wrong choice of locations
and technological processes.”

3.5. Government have also, in the material furnished to the Com-
mittee, explained the reasons for the decline in the rate of growth
of industrial growth during 1970 as compared to previous two years,
thus:

“(a) During 1970, the output of finished steel declined by as
much as 5 per cent. The decline in steel production has
not only affected the index of industrial production direct-
ly, but the shortage of steel in the economy has also
affected the output of many steel-based industries. For
instance, the output of steel pipes and tubes has declined
by as much as 27 per cent. In a number of other steel-
based industries, even though there may not have been a
decline in output, the increase in output was inhibited by
the overall steel shortage.

(b) Apart from steel, the output of cotton textiles was stag-
'nant during 1970 as compared to 1969. Cotton textiles
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have a weight of 21 per cent in the overall index, and the
stagnation in the output of cotton, textiles, which was due
to the extreme shortage of raw cotton, has therefore had
the result of pulling down the growth rate recorded by

other industries.

(c) Apart from the above reasons, the observed decline in the
output of leather manufactures has been a purely statisti-
cal one and not real. The increase of industrial production
is based on figures of output of units—as far as this indus-
try is concerned—which are registered with the DGTD.
With a change in the definition of small scale industries to
cover units with fixed capital investment upto Rs. 7.5 lakhs,
a number of units previously registered with the DGTD
have since heen transferred from the books of the DGTD
to the DC (SSI), with the result of their production returns
are no longer incorporated in the figures of production
used for preparation of the index of industrial production.
The decline in this industry, therefore, is statist'cal rathe:
than real.

(d) Certain special factors have affected a few industries like
railway wagons, for which production has been stagnant
because the Railway Board has curtailed orders for wagons
on the industry: decline in the demand for statinnary
diesel engines for which the demand is coming down owing
to rural electrification programmes, and, again, lack of de-
mand which has affected some industries like road rollers.

(e) Industrial disputes have affected the output of a number of
industries like sewing machines, where there has been a
big decline in production owing to a prolonged strike in
one of the major units; electric fans, electric lamps and
radio receivers, where, similarly, there has been stagnation
in output arising from industrial disputes.”

Under-Utilisation of Capacity

3.6. It has been represented to the Committee by a large number
of non-ofticial organisations and individuals that there is ,at present,
a considerable extent of under-utilisation of industrial capacity in the
country. Under-utilisation of industrial capacitv could be with refer-
ence to either the licensed capucity or the installed capacity. Accord-
ing to & survey conducted by the Federation of Indian Chambers of
Commerce and Industry covering 200 industrial products, the number
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of industries utilising 50 per cent or less of their capacity rose from
79 in 1969 to 78 in 1970. According to a leading industrialist, as a
result of idle capacity the development process which was a closely
‘knit one, slowed down because of the spread effect. Idle capacity
alsu involved less than optimum utilisation of scarce investment re-
sources and entrepreneurial, managerial, and technical skills. He
said that if the impediments to optimum utilisation of capacity
could be removed, by proper measures, it was possible to exceed the
growth target of 8-10 per cent for the industry in the Fourth Plan
In fact, according to him, the growth of 12-15 per cent was not

beyond the competence of the induztry.*

3.7. A leading non-official organisation has, in a memorandum
submitted to the Committee, indicated that the extent of under-utili-
sation of “installed” capacity for 1970 in ccrtain sectors of the engi-

neering industry has been as follows:

Urder
Incustry utilisation
cur:nlcily
96)
Ruilway Wagons 727
Cast Iron and Spun Pipes 62 2
S. G. Cast'ngs . . . . 83
Agricultur, 1 implemery,ts . 58-4
Asbestos Cemer t Procuct Making Plant . 80
Bailling & Construc'ivn Machir.ery 74§
Cranes (Mobile) 771
Cranes (other than m. ible) 83-8
664

Pewrol 'Kerosene Engines

The principal reasons, according to the memorandum, were lack of
domestic demand (the recession in the mid-sixties); shortage of raw
materials such as steel, non-ferrous metals, graphite, calcium carbide,
argon gas, etc.; low productivity; industrial unrest; shortage of
power; shortage of finance; non-availability of spare parts and com-
ponents; etc.

3.8. Government were asked to indicate their own assessment of
the extent of under-utilisation of licensed|existing capacity in
industry and the rea:ons therefor. They have stated:

*Errenightly Review, FICCI, Vol, XV, No. 18, 16-9-71, p. 3.
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“It is very difficult to assess the total extent of under-utilisa-
tion of licensed or actually created capacity, in different
industries in the country at any point of time. This may
be due to several reasons. Firstly, the nature of certain
industries may be such that it is difficult to work on the
basis of 100 per cent utilisation of existing capacities.
Secondly, the nature of industrial activity is such that
under-utilisation can exist during certain periods of time
because of shortages of raw materials or transport facili-
ties or decline in demand and may not exist for any length
of time. Finally, the industrial capacity of this nature is
an object which is difficult to measure in a qualitative
fashion.”

Government, however, admit that “there <till exist certain sectors
indicating much un-utilised capacities. These industries include
wood work machines, cement mill machinery, vehicular type diesel
engines, road rollers, structurals, cranes, railway wagons, transmis-
sion towers, water meters, lead and lead sheets, brass sheets, steel
castings and CI pipes. According to the figure furnished by the
Government, the industries—Non-Engineering as well as Engineer-
ing—where the percentage of utilisation of capacity was less than 50
per cent during 1970 are as follows:

Non-Engincering Incustries Percert:gye
of
utilisation
Zinc Oxide 32
L. T. Insulators . 19
Vegetable tanning of hindes . . . . . . . 48
Water Proof Fabrics . . . . . 2
Dipped Rubber Goegs . . . . . . . 41
Alum . . . . . . . . Y
Stabilised Axoics V . . . . KE]
Soubilised Vats . . . . . . . 34

Azo Dyvs 40
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'lingins:cring Industries Pc:)%tntagt
utilisation
Paper Insulated Power Cables . 29
Bare Copper Conductors . . . .
Diesel Engines (Veh. Type) . . . 3
Diegel Engines (Stationciy) . . . +
Road Rollers . . . . 2
Weighing Machinery . . . ) . . . 5
Mining Machinery (Maulages). . . . . 22
Sewing Muchines . . . . . 30
Typewriters . . . . . . 44
Steel Pipes and Tubes . . . . 46
Railway Wagons . . . . . . 32
Lead ) . . . . 31
Steel Castings . . . . . . . 42

3.9. The serious implications of under-utilisation of capacities
have been spelled out by Government as follows:

K

“The implication of under-utilisation of installed capacities

Remedial measures taken )

are serious for the economic well being of the country.
1t naturally means that industrial production is less than
what could have been if these capacities had been fully
utilised. With a fall in industrial production, employ-
ment opportunities in the country automatically suffer.
A fall in production also has serious implications for
inflationary trends in prices. Another result of this phe-
menon is that the import bill of the country goes up be-
cause some essential commodities which could have been
produced by the fuller utilisation of installed capacities
have now to be imported.”

v

b

3.10. It is stated that Government have taken the following steps
to meet the serious situation of the existence of under-utilised
installed industrial capacities:

(a)

Government had, in February, 1970, announced the libera-
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lised Licensing Policy delicensing industries involving
investment of less than Rs. one crore subject to certain
conditions and also allowing industries having a total in-
vestment of Rs. 5 crores to effect a substantial expansion
of Rs. one crore without applying for a fresh licence.

(b) Government have also relaxed for the benefit of smaller

(c)

entrepreneurs the Industrial Licensing Policy announced
in February, 1970. It was originally provided that indus-
trial undertakings with fixed assets in land, buildings,
and machienry of Rs. 1 crore or less in value would be
exempted from the requirement of an industrial licence
under the Industries Act. This dispensation was, how-
ever, subject to certain conditions, one being that the
undertakings would not require foreign exchange for im-
port of machinery and equipment of Rs. 10 lakhs or more
than 10 per cent of the value of the increase in fixed assets
in land, buildings and machinery, whichever is less, nor
would they ordinarily require foreign exchange for im-
port of raw materials, components and the like. Accord-
ing to a notification issued in July, 1971, Government have
raised the exemption limit in respect of import of capital
goods so that undertakings requiring ‘mported capital
goods up to Rs. 5 lakhs or 10 per cent of the additional
fixed assets, whichever is higher, will not be required
to obtain a licence under the Industries (Development
and Regulation) Act. Similarly, the condition regarding
the import of components and raw materials for the pur-
pose of exemption from the licensing provisions has been
modified so that undertakings which do not require more
than 10 per cent by way of imported components after
three years or which do not require imported raw mate-
rials of a value of more than 5 per cent of the ex-factory
value of annual production, subject to a maximum of Rs. 5
lakhs, will not be required to obtain an industrial licence.

On 1-1-72, Government announced a list of 54 specified
industries permitting industrial undertakings engaged in
them on single or double shift working to work on the
basis of maximum utilisation of the lizensed capacity and
in other cases where the units have not yet been licensed
on shift basis to increase their production upto 100 per
cent of the licensed capacity subject to certain conditions.

(d) In order to encourage industrial investment in areas

where capacity constraints are beginning to appear, a num-
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ber of Public Notices have been issued during the past
year, inviting applications under the Industries Act for
the creation of new capacity or for expansion in scooters
and three wheelers, auto ancillary industries, cement,
caustic soda, soda ash, calcium carbide, paper and pulp
machinery, ceramic machinery, cutting tools (like drill
bills), wheel sets for Railways etc.

(e) In order to step up industrial production, and particularly
in order to meet the shortage of steel, import, policy has
been significantly liberalised so that industrial produc-
_tion at an accelerated rate can be achieved in the future.

(f) In order to increase the output of small scale industries,
positive encouragement is being given for their growth.
Apart from the reservation of an increasing number of
industries for development in the small scale sector, there
has been a significant step up in the amount of financial
assistance given by nationalised banks having increased
from Rs. 251 crores as at the end of June 1969 to Rs. 379
crores as at the end of June 1970 and further to Rs. 400
crores by the end of March, 1971.

(g) Finally, in order to increase industrial capacity, there has
been a step up in the approvals given for the import of
capital goods.

3.11. It is further stated that Government has been keen in dis-
charging its responsibility for providing sufficient raw materials to
sustain the existing capacities and to meet new ones. Out of the
total import requirements of minimum estimated Rs. 9,730 crores
for the Fourth Five Year Plan period, Rs. 7840 crores would be for
maintaining import or imports of raw materials, components and
spare parts need for sustaining and accelerating growth of indus-
trial production. The import policy recognises the need for import-
ed raw materials particularly for priority industries, export-orient-
ed industries and the small scale sector. Liberal imports of steel
have also been allowed to meet steel shortages.

3.12. The Secretary, Ministry of Industrial Development also
explained before the Committee the reasons for the fall in the rate
of growth of industrial production during the last two years. He
said that the objectives enunciated in the Industrial Policy Resolution
of 1956 or the Industrial Licensing system as such were not a hin-
derance to the industrial development of the country as under this
very system, a rate of growth upto 10 per cent had been achieved
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some time earliek The Fourth Five Year Plan had, according to
him, envisaged that during the early period of Plan, a large part of
the increase in production would come as a result of increased uti-
lisation of the existing idle capacity. However, the utilisation of this
idle capacity, he maintained, did not come about to the extent it was
hoped for due to. certain reasons such as shortage of steel, raw mate-
rials etc. Therefore he held:

“During the first half of the Plan period an important factor
which has accounted for the low productive growth is not
....licensing the capacity could be used to the fullest
possible extent. So far as new investments are concerned,
a very large part of the new investment was put in the
public sector in a number ot core industries. This has not
proceeded at the pace envisaged. This was due to finan-
cial constraint. 1In fact the expenditure was much below
the outlay envisaged in the Plan. It was because of
management problems, construction difficulties, shortage
of steel, shortage of construction materials and to some
extent lack of coordination between different agencies.
So far as the private sector is concerned the position is
that, in fact, the number of letters of intent, and licences
issued have shown an increase in the recent past. The
capital issues have shown an increase. But this has hap-
pened in the last year or two and it will be too early to
say when this new capacity will come. It will come
probably in the later part of the Plan period. In the pri-
vate sector the slow growth in the early part of the Plan
period is also a reflection of the earlier period when the
industry during the period of recession was not maving

ahead.”

3.13. A point was made during evidence that the recent low rate
of growth of industrial production may be attributed to the Govern-
ment's new Licensing Policy which inter alia laid constraints on
the role of Larger Industrial Houses in the industrial development
of the country and that if the decline in the industrial production
was to be arrested and the rate of growth increased, the Licensing
Policy needed suitable modification, especially in so far as Larger
Industrial Houses were concerned. Replying to the point, the Sec-
retary, Ministry of Industrial Development stated:

«,...the usual period between the grant of a licence and the
licence fructifying would be about three years. So, the
decline in the growth rate for the one and a half years
from February 1970 to the middle of last year has nothing
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to do with that particular policy which was announced
in 1970, The result of that policy would be seen three
years after the announcement of that policy, and not
earlier. Just as the result of any accelerated grant of
licences etc. which is taking place now would also not
be visible immediately. The result of this would be visi-
ble about 3 or 4 years afterwards because the parties to
whom the licences are given would not be able to set up
their ventures in less than 2 or 3 years; in fact they may
even take 4 years in some of the bigger cases. I would
say that the decline in the growth rate in 1970-71 would
perhaps not have very much to do with the new policy
announced by the Government in February, 1970. It is
too early for that policy to show its effect in the 18
months or so immediately following.”

Justifying the provisions of the new licensing policy in regard to
the Larger Industrial Houses and Foreign Companies, he main-
tained: '

“It can be said that any restriction on any body wanting
to get up industry in the country would retard the rate of
industrial growth. But I would submit we have to take
Industrial Policy Resolution as a whole. It does lay em-
phasis on economic development and all that. It also
prescribes certain other objectives which Government
have (in view)....it is the question of how much weigh-
tage you give to various objectives that you have in the
Industrial Policy Resolution.”

As regards the view that the constraints on Larger Industrial

Houses could result in a further decline in industrial production,
he stated:

“I would submit that there is bound to be a period in
which while you are trying to develop entrepreneurial
skills in a large number of smaller people....the rate of
growth may not be so fast as one would wish it to be....
It may take two years, three years or four years. Gradu-
ally, that kind of expertise is bound to spread out into a
wider section of people and that would be good for the
country.”

Earlier on 15th July, 1971, the Minister of Industrial Development
also, while speaking on the Demands for Grants relating to his
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Ministry had, referring to the low rate of growth during 1970,
touched upon this subject thus:

“In this connection I would like to remind Hon. Members
that in a period of trancition when we are consciously
attempting to reduce the concentration of economic power
and to encourage new entrepreneurs in the industrial field,
there would be a temporary period when the rate of
growth of output is somewhat less than what might have
been achieved if we were to permit unrestricted expansion
of industry by those who were already in an overwhel-
mingly dominant position in d‘fferent industries. This is
an area where we must endeavour to maximise industrinl
output consitent with the other socio-economic objectives
of policy in the interests of reduction of concentration of
production and of econmic power in a few hands.”

3.14. Another point raised during evidence was that the delays in
rndustrial licensing have also resulted in slowing down of industrial
pmdu,g,ion. In this re pect, the representative of the Ministry stat-
od:

“So far as the procedural delays in the issue of industrial
licences are concerned, the Minister and everybody else
are deeply concerned. There are periodic meetings to find
out which application is held up and for what reasons....
(In cases attracting the M.R.T.P. Act), earlier, after the
Licensing Committee took a decision on any particular
case, the case used to be put to the Advisory Committee
under the MRTP Act. Now, the procedure is that all the
applications are considered independently and concur-
rently under the Industries (Development and Regulation)
Act and the MR.T.P. Act.”

3.15. It would be apt to quote here the Economic Survey for
1971-72, which, after analysing the various causes of the fall in indus-
trial production during the year and taking note of the various mea-
sures taken to arrest it, had the following conclusions to draw:

“All things considered, the performance of the industrial
sector is likely to continue to cause concern for some time
to come. No doubt the investment climate is on the
whole, healthy, and applications for industrial licences are
on the increase. Nevertheless, several factors have com-
bined to create difficulties in the way of a rapid and sacce-
lerated rate of industrial growth. A number of cases of
expansion have been held up because of possible tie-ups
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with the larger industrial houses. Newer entrepreneurs
have still to find their feet, and in any case, the period of
gestation of new investments is likely to be greater than
for expansion of capacity. Short-term stress and strains
are now likely to raise their head with the growing un-
certainties on external accounts, and add to the problems
of expanding as well as making optimum use of industrial
capacity.”

3.16. The Committee note the contention of the Government that
the fall in the rate of growth of industriai production in the organised
rector from 7.1 per cent in 1969 to 2 per cent during the first eight
months of 1971 cannot be attributed to the new industrial licensing
policy announced by Government in February, 1970 as it is too early
for the policy to show any impact on the industrial scene, and that
this has been more due to other factors: one being that the new
investments, a very large part of which was in the Public Secctor
covering a number of Core Industries, could not fructify for various
reasons; the second being under-utilisation of the industrial capacity
already licensed or installed mainly on account of shortage of raw
matecrial particularly steel and cotton; decline in orders specially in
respect of railway wagons, stationary diesel engines etc.; and indus-
trial d'sputes. They also note the various steps taken by Govern-
ment for augmenting prodvction in the private sector, e.g., inviting
applications for settine up new capacities in areas where capacity
constraints have shown up; liberalisation of import policy for capital
goods and to mect the shortage of steel; rationalisation of exemptions
from industrial 1'censing on the ba“is of import requirements: and
the more recent liberalisation announced in January this year for
fuller utilisation of instailed capacity in respect of 54 important
industries.

3.17. The Committec regret that, de<pite the recognition in the
Fourth Five Year Plan document i’‘self that there was considerable
idle industrial capacity which had t» be harnessed during the early
period of the Plan, Government had to wait for taking corrective
action until the rate of growth of industrial produrtion actually came
down to a distressingly low level. Government’s policy of capacity
restraints based on unrealictic target:. which was given up only in
March. 1970, migh' also have been. in the ow¥nion of the Committee.
another contributory factor in this regnrd. They consider that §f
corrective steps were taken hv Government in good time, the country
might have been saved of the recent decl'ne in the rate of growth
of production in the oreanised s-ctor and nlso chortages developing
in certain categories of goods.
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3.18. As regards the constraints in the new Licensing Policy in
regard to Larger Industrial Houses and Foreign Companies, the
Committee appreciate that in attempting to broad-base entrepreneur-
ship and reducing concentration of economic power, there could be
an interregnum when the growth of industrial production may not
be as much as it could be otherwise. The Committee expect Govern-
ment to keep a continuous watch on the impact of the Industrial
Licensing Policy on industrial growth and production in the interest
of assuring adequate supplies of goods to meet the rising demands
of the people and above all to generatc employment opportunities to
absorb gainfully the ever growing working force.

3.19. The Committee feel that there is a tremendous upsurge of
optimism, self-reliance and bvnyancy in the country and if this pro-
pitious combination of factors is put to productive use, our country
can achieve a dramatic break-through in industrialisation. The
Committee see no reason why it should not be possible to achieve the
planned rate of 9 per cent in industrial growth in such an optimistic
climate and in fact, to improve upon it appreciably.

Rate of Growth in Small Scale Sector

3.20. The Minister of Industrial Development had, while referring
to the low rate of growth of industrial production (4.8 per cent)
recorded in 1970 during the Debate on Demands for Grants for his
Winistry in Lok Sabha on the 15th July, 1971, emphasised that the
index of industrial production reflected only the growth of the large
scale sector. In this context, he quoted the statement of the Deputy
Minister in his Ministry made in Lok Sabha on ‘the previous day
that the rate of growth of industrial production achieved by the
small scale industry during 1970 was 11 per cent. Subsequently,
while answering a Question in Lok Sabha on the 24th November,
1971, the Minister of Industrial Development stated: “The rate of
growth in the small scale sector for 1970-71 has not been computed;
the rate of growth for 1969 over the previous year is estimated at
about 11 per cent.”

3.21. During evidence before the Committee, the official repre-
sentative of the Ministry of Industrial Development admitted that
Government did not have an “authentic figure” in regard to the rate
of growth in the small scale sector. He said that in regard to that
sector “We have some estimate made out and there is the study of
the Reserve Bank and that study shows that the rate of growth in
the small scale sector in 1970 was 11 per cent.” Stating that he
would, however, “take this as an indicative figure and not a figure
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by which one would certainly stand”, he pointed out that it was
difficult to accurately estimate the production in the small scale
sector as the small scale units were not required to furnish their
productive data to any authority on the basis of which the rate of
growth could be assessed. The registered or licenced large scale
units, on the other hand, were required to furnish production returns
periodically, on the basis of which the rate of growth of industrial
production in that sector was evaluated by the Crntral Statistical
Organisation.

3.22. As to why the small scale units were not required to furnish
any data in regard to their production, he stated:

“We do not want to impose such a liability that every unit
should report production because already small scale units
are saying that so much of procedural formalities have
to be fulfilled. They find it burdensome. In fact at a
meeting, in Srinagar, of the Small Scale Industries Board
one of the complaints of the smal] scale industries was that
they have so much of governmental formalities, rules and
regulations, that they find it irksome and lot of time is
wasted in it. If we prescribe that every small scale unit
will have to send returns of how much they produce,
perhaps, they will think that it is an additional burden on
them and that they will have to keep some staff for work-
ing out figures and reporting them periodically to the
Directorates of Industries in the State. Actuallp, because
of the size involved, many small scale units may be so
small that the same man is a mechanic and the owner-
proprietor. Therefore we have not been able to impose
condition for reporting production, submission of returns,
etc., on the small scale units as we have done in the case
of larger units.”

3.23. In reply to a question as to how, in the absence of produc-
tion data in respect of individual units in the small scale sector, had
the rate of growth in that sector been arrived at, he stated:

“The position is that...... small  sacle industries...... take
advances from the Banks. Particularly, in the towns, they
take money from the Banks for covering their production
just as the larger industries take theirs. We tried to obtain
the figures about the advances taken and on that basis
worked out their production. Normally we find that the
advance a party takes from a bank -covers about three
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months’ raw material requirements of the party and on
that basis we try to find out the production, but we have
to project this in regard to other industries which do not
have any account with the banks. So, for those industries
that have their accounts with the banks, the rate of
growth and probably the same rate applies to others also.
But a considenable margin of error is allowed in this
because we do not know whether the other industries have
advance arrangements with the banks and whether at the
same rate or not. It is all just a lot of paper work and I
do not know whether we can really give a correct assess-
ment of how much the production of the small scale
industries has been. But I will certainly turn it over 'n
my mind and I will also discuss it with the Development
Commissioner of Small Scale Industries and other officers

and try to evolve something which would be more accu-
rate.”

3.24. Another point raised during evidence was that, in view of
the fact that the small scale sector was receiving encouragement
trom Government and its contribution to the overall industrial pro-
duction being, as stated by the Secretary. Ministry of Industriai
Development. “about 20 to 25 per cent”, an assessment of the rate of
growth of industrial production on a basis which excludes produc-
tion in that sector would be rather unrealistic. In this regard, the
Secretary, Ministry of Industrial Development stated: “I would say
that the overall rate of industrial development taking together the
small, medium and large scale into account would certainly have
an element of error. We do not have better system than this. We
have no fool proof system that we can adopt at the moment.”

3.25. The Planning Commission have, in their Mid-term Appraisal
of the Fourth Five Year Plan (December, 1#71), given their own esti-
mate of the actual growth rate of small scale manufacturing as 3.4
per cent in 1969-70 and 3.6 per cent in 1970-71, as against the average
annual rate of growth in that sector of 5.2 per cent envisaged in the
Fourth Plan. The Appraisal adds: “This is, however, a sector where
adequate and accurate information is not yet available. It is, there-
fore, quite possible, as is often claimed, that the national income
data very substantially under-state growth of output in the small
scale sector. The actual rate of growth in this sector might well
have heen much higher than given in the CSO estimates.” Explain-
ing the reasons for accepting CSO estimates, the Appraisal stated:
“The CSO estimates. . .relates to “unregistered manufacturing” and
not to ‘small scale manufacture’ as such. But since the two do not
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nave widely different coverage these have been taken to represent
more or less the same segment of the economy.”

3.26. The Economic Survey for 1971-72 brought out by the Minis-
‘ry of Finance, has also referred to the further decline in the rate
of growth of industrial production during 1971-72 and has, in this
context stated that it cannot “be averred that the small scale indus-
trial units have perfoymed so much better during the year than the
>rganised ones that it would make for a substantial difference in
the overall growth of the industrial sector.”

3.27. In a press comment that has come to the notice of the Com-
nittee, doubts have been expressed as to the accuracy of the esti-
nate by the Reserve Bank of the rate of growth of 11 per cent in
the industrial production in the small scale sector during 1969 thus:

“Although the bank admits that it has given currency to the
figure of 11.2 per cent, it asserts that it has estimated the
growth rate at 8.2 per cent in 1968-69 and 11.2 per cent in
1969-70 on the basis of data provided by the Develop-
ment Commissioner for Small Scale Industries.

The use of data supplied by the Development Commissioner
for estimates the growth ratc of the small scale industry is
invalid for the following reasons:

It related to the value of gross output at current prices. In
other words, to the cxtent that the increase in prices in
1970-71 wag higher than that in 1969-70, the rate of growth
is inflated. The index of industrial production which
gives the growth of output in the large scale industry, by
contrast, relates to value added at constant prices. The
rate of growth of the small scale industry calculated from
the Development Commissioner’s data, cannot, therefore,
be considered with the growth rate of large scale industry
sector computed from the index of industrial production.

The gross value of output for 1968-69 and 1969-70 supplied by
the Development Commijssioner related to the units re-
gistered with him. It is certain that a number of small
scale industries which were in production earlier got
themselves registered only in 1969-70. To that extent,
a part of 11.2 per cent growth is attributable to the in-
crease in the number of units registered with the Develop-
ment Commissioner—that is, to the expansion in the
coverage of data.
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And finally, even in respect of units registered with him,
the Development Commissioner’s data are partly based on
returns submitted by small scale units and are, therefore,
estimates and guess works.

Considering the long delay in the submission of returns by
small scale units, only a small part of the figure of value
added by small scale industries in 1969-70 supplied by the
Development Commissioner to the Reserve Bank is likely
to have been based on actual returns filed by small scale
units.

Indirect evidence to suggest that the rate of growth of small
scale industries has not been outstanding in any way is
provided by statistics of bank advances to small scale
industry. Thus, whereas bank advances to small scale
units rose by Rs. 119 crores between July 1969 and Junc
1970, the increase was Rs. 17 crores in between July 1970.
and June 1971.”

3.28. The Small Scale Sector is now contributing substantially te
industrial production in the country and that its contribution is likely
to increase with the encouragement it is receiving at all levels from
Government and Government owned organisations. It is therefore
imperative that a suitable methodology should be evolved for so
working out the rate of growth of industrial production that it reflects
the composite growth, both in the large as well<as small scale secc-
tors. The Committee note that the Reserve Bank of India and the
Development Commissioner of Small Scale Industries are bringing
out some kind of estimates about the value of production in the small
scale sector but these do not find acceptance in knowledgeable quar-
ters. The Committee also note the difficulties expressed before them
by the Ministry of Industrial Development of asessing the industrial
production in the small scale scctor in the absence of a reliable data
as also the anxiety expressed by them of not burdening the small
scale industry with returns. The Committee would, however, like to
point out that a substantial number of small scale units have to, and
do infact, scck the assistance of the various State and Central autho-
ritics and public financial institutions for allotting them scarce raw
materials, financial accommodation and other facilities.

3.29. The Committee would suggest that Government should cons-
titute an expert study team to work out a detailed methodology for
compiling reliable statistics about the volume of production in the
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small scale industries sector. This study them should be required te
give recommendations within three months or so and Government
should arrange for implementation of their decision thereon without
delay so that reliable statistics become available at least from this
Year onwards,

B. Development of Backward Areas

Policy and Plan provisions

3.30. The First Five Year Plan published in 1952 had emphasised
the development of those States and Regions: “which have so far
rema’ned backward.” The Plan, however, explained the difficulties
involved in the dispersal of industries:

“The extent to which the pattern of industrial location in the
country can be changed within a short period is undoubted-
ly limited. For any industrial undertaking to operate
profitably, it must have easy access to raw materials, to
labour, to power and to markets. The tendency for indus-
tries to concentrate around certain areas where industrial
development has already taken place is explained by the
availability in those areas of a karge number of ‘external’
cconomies on account of the prior development of ancil-
lary services and facilities like banking, transport and
communications. It is difficult, therefore, in the initial
stages to induce private industry to choose a new loca-
tion where such facilities are inadequate.”

3.31. The Industrial Policy Resolution of 1959 precisely laid down
the State Policy of reducing disparities in levels of development
between different regions in the country in the following words:

“In order that industriglisation may benefit the economy of
the country as a whole, it is important that disparities in
levels of development bepween different regions should be
progressively reduced. The lack of industries in different
parts of the country is very often determined by factors
such as the availability of the necessary raw materials or
other natuna] resources. A concentration of industries in
certain areas has also been due to the ready availability
of power, water supply and transport facilities which have
been developed there. It is one of the aims of national
planning to ensure that these facilities are steadily made
available to areas which are at present lagging behind
industrially or where there is greater need for providing
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opportunities for employment, provided the location s
otherwise suitable. Only by securing a balanced and co-
ordinated development of the industrial and the agricul-
tural economy in each region, can the entire country attain
higher standards of living.”

3.32. The Sgcond and Third Five Year Plans also underlined the
need for a balanced economic development of the country. The
Second Plan stated that the problem had been kept in view and,
through stress on research, mineral survey and decentralisation of
production particularly in regard to agricultural processing industries,
the correct trends of development were being set in motion.

3.33. The Third Five Year Plan, while reviewing the progress
made in setting up industries in the backward regions of the country
during the Second Plan acknowledged: “As regards the diffusion
of industrial activity, so far as the larger industries are concerned,
economic and technical considerations are always important and in
practice only marginal deviations are feasible.” According to the
Plan: “in the location of the public sector projects the claim of the
relatively backward areas have been kept in view wherever ‘this
could be done without giving up essential technical and economic
criteria”. In regard to licensing of industra]l projects in the private
sector, the Third Plan stated: “The claims of underdeveloped regicns
are kept in view and locations in such areas are suggested to pros-
pective industrialists. The progress, programmes and production
targets of a number of industries in the private sector are examined
from time to time with a view to secure the location of new capacity
on a zonal basis. It is recognised that in future there should be
even greater stress in these directions.” The Plan, however, pointcd
out: “Excessive emphasis on the problems of particular regions and
attempts to plan for their development without relating their needs
to the requirements of the national economy have to be guarded
against, for, in the final analysis, it is as integral parts of the country
that different regions can best hape to release their full potiential
for growth. Balanced regional growth emerges eventually from a
whole series of connected developments, many of which are of a
long-term character.”

3.34. The Fourth Plan also, in para 14.25 dealt with the problem
of development of backward areas. It stated:

“Measures are proposed to be taken for the development of
industries in the backward areas. The normal economic
forces governing the location of industries are at present
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so overwhelmingly in favour of the developed areas that
the problem of dispersal of industries to backward re-
gion would require coordinated action at the Central,
State and local levels. The problems is so wide-spread
that during the Fourth Plan it would be possible to make
only a beginning. It is through a continuing programme
of economic development supported by measures to
attract industries to backward regions that the present
imbalance can be rectified over a period of time.”

The Plan, however, emphasised that State Governments have a
special role to play in providing infrastructure facilities to enable
the establishment of industries in the backward regions.

3.35. Thus, apart from the location of Central Projects in back-
ward States and the promotional efforts of organisations concerned
with the development of small scale industries, no concerted action
appears to have been taken for development of backward areas in
the country during the first three Plan periods.

Identification of Backward Areas

3.36. Following the recommendation of the Working Groups on
Idantification of Backward Areas and on Fiscal and Financial In-
centives for starting industries in backward areas, Government took
the first positive step in this direction with the identification of
backward areas. The Planning Commission asked the States to
identify their backward areas on a rational basis and prepare inte-
grated developmant plans for such areas.

3.37. During evidence, this step taken by Government was men-
tioned by the representative of the Planning Commission thus:

“....for the first time in the Fourth Plan document, an at-
tempt was made to see that the regional imbalances are
also corrected to the extent that is possible. Certain
special scheme was formulated. This was discussed in
the National Development Council as a result of which
certain backward areas have been identified and certain
concessions announced. The idea was that there should
be some scope for the development of these identified
backward areas in the different regions.”
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Allocation of Central Assistance

3.38. In order to give effect to the policy of correcting inter-
regional imbalances, the criterion for allocation of Central assistance
to States has been modified by the National Development Council
in favour of the relatively backward States. According to the new
formula, 10 per cent of the Central assistance has been set apart
for States whose per capita income was lower than the national
average. This has benefited Bihar, Kerala, Madhya Pradesh, Orissa,
Rajasthan and Uttar Pradesh. Under a special pattern for Hill
Areas, 90 per cent of the Plan outlay in Hill Areas in Assam, Jammu
& Kashmir and Nagaland has been agreed to be given as grant and
10 per cent by way of loan. Similarly, a special pattern of assist-
ance, 50 per cent grant and 50 per cent loan in the proportional
assistance for the Hill Areas of Uttar Pradesh, West Bengal and
Tamil Nadu has been introduced. Under the revised formula, the
assistance is no longer tied to projects and the Statés have flexibility
in using the assistance for programmes that would benefit the back-
ward areas.

3.39. In regard to the allocation of Central assistance during the
Fourth Plan to the backward States, the Fourth Plan Mid-Term
Appraisal brought out by the Planning Commission stated:

“An analysis of the allocation of Central assistance during
the Fourth Plan shows that even under the revised for-
mula, per capita Central assistance to Bihar and Uttar
Pradesh, which are the two most backward States, re-
mains below the average Central assistance to all States.
The absence of a method by which Central assistance can
be linked with the levels of development and sectoral re-
quirements is a problem that needs fuller examination.”

3.40. On being asked to indicate their view in this regard, Gov-
ernment have stated:

“It is correct that the per capita Central assistance to’Bihar
and Uttar Pradesh under the revised formula of determi-
nation of Central assistance as approved hy the National
Development Council for the Fourth Five Year Plan is
below the average Central assistance to States in spite of

the following: ‘

(i) 60 per cent of the Central assistance was distributed on
the basis of population and, therefore, densely popu-
lated States like Bihar and Uttar Pradesh gained under
this criterion.
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(1) 10 per cent of the divisible pool of Central assistance
was allocated among those backward States whose per
capita income was below the national average. The
States of Uttar Pradesh and Bihar were included in the
list of such States.

(iii) These States also were allowed substantial amounts
under the criterion of big and continuing irrigation and
power projects.

As the formula was unanimously approved by the Chief
Minister of States, it is not possible to make any adjust-
ments in the allocation of Central assistance with a view
to improving the per capita Central assistance of these
two States. The entire question could only be reviewed
in the context of the Fifth Five Year Plan.”

Locat'on of Central Projects

3.41. The policy of location of Central Projects in the backward
areas, subject to their techno-economic feasibility and viability, has
been continued in the Fourth Plan. In the Fourth Plan, 77 per cent
of the total outlays on investment in Central Industrial Projects
has been provided for the backward States.

3.42. As to the impact of the policy of location of Central pro-
jects in the backward States, the Working Group on Fiscal and
Financial Incentives for starting Industries in Backward Areas
(1969) had the following observations to make:

“Even the establishment of a number of large scale projects
in such backward States as Bihar, Madhya Pradesh and
Orissa, which account for a significant portion of the Cen-
tral Government investment during the three Plans
period has not helped in substantially developing the
economy of these States. The per capita income in these
States, in spite of the large investment that has gone into
the gigantic industrial projects set up there, is still sub-
stantially lower than the national average. All these
developments are a clear pointer to the need or giving
more direct incentives to encourage entrepreneurs to
divert their attention to backward areas. -This has to be
done in addition to making available basic economic and
social overheads in the under-developed and un-developed
areas....”
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Financial Incentives

3.43. The Central Government have announced in July-August,
1971 two schemes of financial incentives towards attracting private
capital to the backward areas and for off-setting the locational dis-
advantages suffered by such areas. '

Subsidy Scheme: Under this scheme, which was announced by
Government on the 26th August, 1971, an outright grant of subsidy
would be given by the Centre, amounting to one-tenth of the fixed
capital investment of new units having a fixed investment of not
more than Rs. 50 lakhs each in two selected districts in each of the
States identified as industrially backward, viz., Andhra Pradesh,
Nagaland, Orissa, Rajasthan and U.P., and one district in each of
the other States and Union Territories. Schemes and Projects for
new units involving fixed capital investment of more than Rs. 50

lakhs may be considered on merit. Districts eligible for this sub-
sidy have been identified.

Transport Subsidy: A scheme of transport subsidy was announc-
ed by Government on the 5th July, 1971 under which the new in-
dustrial units or the existing industrial units which effect substan-
tial expansion in the States of Assam, Meghalaya, Jammu and Kash-
mir, Orissa, Manipur, Tripura and the Union Territory of Aruna-
chal, would be granted subsidy by the Central Government up to 50
per cent of the transportation cost from (or to) the nearest rail-
head to (or from) the site of factory. The subsidy is available for
bringing in raw materials from outside the State and taking out
finished products to other States. It is, however, not available for
internal movement of raw materials or finished goods.

3.44. Since these schemes have been announced recently (July-
August, 1971), Government have stated that they have no informa-
tion available with them as to the quantum of assistance so far
rendered under the schemes. It is, therefore, difficult to ascertain
as to what extent these schemes have been taken advantage of by
the industrialists in the backward areas.

Concessional Finance

3.45. In pursuance of a decision of the National Development
Council, 209 industrially backward areas or districts have been
selected by the States in consultation with the Planning Commission
specifically for concessional finance. Concessional finance in the
form of lower rates of interest and a longer amortisation period for
the repaying of loans is available for starting small and medium
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industrial entreprises in these industrially backward areas. The
Department of Banking, in consultation with the Planning Commis-
sion and other concerned Ministries/Departments have formulated
a scheme under which the public sector financial institutions, viz.,
Industrial Development Bank of India, Industrial Finance Corpora-
tion of India and Industrial Credit and Investment Corporation of
India, would grant loan on concessional terms to the industrialists
in the selected backward areas. This scheme started functioning

by the middle of 1970. The financial institutions have already an-
nounced their concessional terms and conditions.

3.46. It was stated in the Mid-Term Appraisal of the Fourth
Plan:

“There are indications that only a few entrepreneurs have
approached the financial institutions for concessional fin-
ance, notwithstanding wide publicity given to the scheme.
However, it is too early to judge the effectiveness of these
two schemes in attracting industry into backward areas.”

Government were asked to indicate the reasons for this lack of in-
terest by the private entrepreneurs and the remedial measures pro-
posed to be taken in this regard. They have stated:

“Besides provision of essential infra-structure facilities, suit-
able steps need also to be taken for ensuring coordination
of the activities of the different developmental agencies
concerned including the financial and credit institutions
at the State and district levels so as to provide facilities
for technical advice including preparation of feasibility
reports etc. The question of formulating proposals for
organisational arrangements at the Centre and at the
State and district levels for promotion of industries in

selected districts is under consideration in the Planning
Commission.”

Rural Electrification Corporation

3.47. Government have set up a Rural Electrification Corporation
for advancing loans for financing electrification projects on favour-
able terms. These include lower scales of minimum returns and
rates of interest and easier terms of repayment. The Corporation
has, according to “Fourth Plan—A Mid-Term Appraisal”, approved
of 132 schemes, 52 in the backward areas.
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Outlays of funds etc. by States
3.48. The proposed Fourth Plan outlays for States which have

specifically allocated funds for the development of backward and
special areas are indicated as below:

Fourth Plan
State outlay

(Rs. in lakhs)

Assam (Hill Arcas) 3,200

Guijarat 1,255

Jammu & Kashmir :

(a) Ladakh . . 600

(b) Border Blocks and Backward Areas 2¢0
Meghalaya 5o
Tamil Nadu . . 300
Uttar Pradesh :

(a) Eastern Districts . . . 21,05§

(b) Bundelkhand . 5,402

(¢) Uttarakhand . 200

(d) Other hill districts s 4,500

It is stated that the emphasis is on programmes of communications,
horticulture, electrification, water supply, health and education.

Bodies set up for developing backward regions

3.49. To enable speedier and integrated development of backward
areas, special bodies have been set up in some States with varying
responsibilities and functions. They are:

Andhra Pradesh . . . 1. Rayalaseema Development Board,

2. Telengana Development Committce,

Bihar . . Development Authority for Chhota Nagpur
and Santhal Parganas.

Maharashtra . . 1. Marathawada Devclopment Corporation,

2, Development Corporation of Vidarbha
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3. Development Corporation of Konkon.

4. Western Maharashtra IDevelopment

Corporation,

Punjab . . Rural Development Board and Special
Advisory Committee,

Uttar Pradesh . U.P, Hill Development Board.

Incentives to be given by the States and Union Territories

3.50. It is stated that the main incentives which fall within the
purview of the State Governments/Union Administrations include
carrying out detailed feasibility studies, conducting promotional
activities like intensive development campaigns by the States, pro-
vision of developed sites and plots and factory accommodation on
more easy and concessional terms, supply of machines by the States
Small Industries Corporations on more liberal terms, exemptlion
from sales tax, assistance in supply of scarce raw materials by the
States Small Industries Corporations, etc. Many State Governments
like West Bengal, Maharashtra, Gujarat, etc., have already announc-
ed their incentive schemes in this regard and the others are work-
ing in this direction. The concessions and facilities vary from
State to State.

Intra-State imbalances

3.51. Government were asked as to how was coordination main-
tained between the Centre and the States in the matter of setting
up of infra&tructure in the backward areas in the States so as to
reduce intra-State disparities in the levels of development. They
have stated that, in connection with the formulation of the Fourth
Five Year Plan, the Planning Commission has taken a view that the
removal of inter-disparities within the States is essentially the res-
ponsibility of the States. When the State Plans were being formu-
lated, the Planning Commission requested the States to evolve their
plans in a manner that would result in the reduction of disparities
in the matter of development between different areas and communi-
ties. The entire Central assistance available for allocation to the
States has been distributed on the basis of certain objective criteria
evolved by the Committee of Chief Ministers set up by the National
Development Council. One of the criteria adopted by the Com-
mittee of the Chief Ministers related to the special problems faced
by States on account of the occurrence of drought affected areas,
desert areas, flood affected areas, tribal areas and metropolitan
areas, etc. In view of the decision to distribute Central assistance
in the form of block loans and block grants, no amounts have been
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a whole. An Area Planning Unit has been set up to col-
lect relevant information for formulating strategies of
development as well as to assist States in the preparation
of district plans, especially for backward areas. Steps are
proposed to be taken to encourage States to initiate simi-
lar exercise at their own level and also to build up the
machinery for multilevel planning.”

3.56. The point regarding preparation of District Plans and the
assistance being provided by the Planning Commission to the States
in this regard was raised during evidence also. The represeniative
of the Planning Commission stated that, to begin with, all the States
had been advised to set up independent expert bodies, other than the
Planning Departments, exclusively devoted to Planning for the
States. At present, according to him, only a few States had these
bodies. Apart from this, he said:

“we have also realised that even after these planning boards
or planning commissions are set up at the State level, they
would need a certain amount of training. The officers and
others would have to be trained in the methodology of
planning. This is a matter on which the Planning Com-
mission has written to the State Governments suggesting
that their officers should come and sit in the Planning
Commission and work for a few months, and we are pre-
pared also to educate them and train them and provide
them with the necessary expertise. Some of our officers
have already gone and spent time in some of the States
and worked with their officers.”

As for the assistance that was proposed to be provided to the States
in the prcparation of District Plans, he stated:

“After the ncw Planning Commission has taken office, we have
also decided to create a separate cell in the Planning Com-
mission (at least to start on an experimental basis) to pro-
vide assistance to the States in terms of taking up a few
districts and teach them how precisely the district plan-
ning should be done. This has already been set up in the
Planning Commission and is being sterengthened. They
have initiated some work in regard to detailed district
planning.. .One Member of the Planning Commission is in
charge of this cell.. .Detailed work will now start in terms
of particular sectors; agriculture, forestry, animal hus~
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bandry etc. Special task forces have been set up to go and
study these problems and make specific recommenda-
tions.”

3.57. The Committce are impressed by the Government’s concern
for ensuring that the backward areas get their due share of develop-
ment. The recognition of the problem in fact finds specific mention
in each of the Plan documents. The problem is, however, far from
simple, for industries have a natural tendency to get concentrated in
arcas where there is ready availability of power, water supply, trans-
port, skilled labour and ready market for finished products. The
Committec regret that, during the first three 5 Year Plan periods,
except for locating a few public sector projects in certain backward
States, no concerted steps were taken to progressively remove dis-
parities in the levels of development between different regions in the
country. Only very recently during the Fourth Plan period, a start
has been made in this direction by impressive allocation of Plan
funds specifically for backward areas in certain States ranging from
Rs. 50 lakhs in the case of Meghalaya to Rs. 320.57 crores for Uttar
Pradesh, liberal allocation of Central assistance to backward States,
identification of backward areas and announcement of direct finan-
cial incentives of the Central subsidy, transport subsidy and con-
cessional finance to encourage entrepreneurs to set wp industries in
bhackward areas. The Government sre also encouraging and assisting
the States in sciting up an expert planning organisation to prepare
State and District Plans with a view to reduce intra-regional dispari-
ties within the State. It is too carly to assess the response to, and
success of, these measures. The Committee nevertheless welcome
the positive start made in this direction.

3.58. The potentiality of industrialisation as a means of speedy
development of hackward areas needs no stress, To attract indus-
tries, it is necessary that infra-structure is provided in those areas,
the most important of which is the provision of roads and power,
development of water resources and above all trained man-power
who are willing to give of their best to the industry. The provision of
infra-structure and the choice of priorities as between different re-
gions and areas taken up for development within the State is. how-
ever, primarily the responsibility of the State. Tt is, therefore, only
with the positive cooperation of the States that any substantial pro-
gress can to made in the development of backward areas, which the
Committee hope, will be forthcoming in a greater measure.

3.59. The Comniittec feel that as the problem of these backward
regions is a formidable one, it is but appropriate that the Planning
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separately allocated for any specific programmes to be included in
the plans of the States. Government, however, expect that the
States would, while distributing the Plan resources between differ-
ent programmes, take into view the requirements and potential of
different areas and give special consideration to the needs of these
areas which have lagged behind the others in the matter of economic
development.

3.52. The question of reducing disparities in the level of develop-
ment of different regions and Districts within a State and the pro-
vision of infra-structure in the backward areas of States was also
raised during evidence. On this question, the representative of the
Planning Commission stated:

“A good part of the provision for infra-structure has to come
from within the State Plan. For example, development
of roads, electricity and so on, are really within the State
Plans. The Railways are, of course, the Cantral responsi-
bility. What we are trying to do is that, in respect of the
backward regions, during our Plan discussions, we give
preference in the matter of financial allocations for intra-
structure facilities and other facilities which are required
for the backward regions. There is a constraint in regard
to the extent to which this could be dane.

It was further stated by the representative of the Planning Commis-
sion:

“_...except in some very specific cases, where edrmarked funds
are provided, it is not possible for the Planning Commis-
sion, or it might be somewhat embarrasing for the Plan-
ning Commission, to say that so much money should be
spant in such and such a district. We have not gone to
the district level yet. But there are some specific areas
or certain regions which have been identified and we have
said that regional plans should be prepared and .... that
so much money should go into those regions for such and
such specific purposes, within the total State Plan. This
has been done up to the regional level for some specific
identified regions which need accelerated development,
but we have not yet gone to the district level.”

3.53. The Secretary, Ministry of Industrial Development also
agreed with the representative of the Planning Commission and

stated: .
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“by and large I would still think that much would depend on
the State Governments and their willingness to allocate
the resources given in the overall State Plan for the devel-
opment of these districts, because it might be embarras-
sing for the Central Government to say that they should
depend so much on this district or that district. The Cen-
tral Government and the Planning Commission can say
in a broad way that so much of Central assistance would
be given, the total size of the State Plan being so much,
and such and such would be the priorities: for agriculture
so much, for electricity so much, for irrigation so much
and so on.”

He, however, assured the Committee that in future, Government
shall “certainly see that something special is done in these (back-
ward) districts.”

Formulation of District Plans

3.54. It is stated that since the beginning of the Fourth Five Year
Plan, the Planning Commission have been advocating the prepara-
tion of integrated district plans, particularly for the backward dis-
tricts, on scientific lines. The formulation of these plans is consider-
ed necessary for the balanced development of different areas and
communities, the proper conservation and exploitation of local re-
sources and potentials and the optimal utilisation of development
resources. Most of the States, it is stated, have now selected districts
where the preparation of district plans have been taken up. The
statements of progress made in the preparation of District Plans in
respect of the backward districts of States furnished by Government,
however, indicate that, except for Rayalaseema consisting of four
Districts of Andhra Pradesh in respect of which a regional plan has
been prepared and submitted to the Rayalaseema Development Board,
the preparation of District Plans is at a very nebulous stage.

Role of Planning Commission in District Planning

3.55. In regard to the assistance being provided to the States by
the Planning Commission in the matter of preparation of District
Plans, it is stated:

“The Commission has initiated some action for the collection
and analysis of information regarding the level, trends and
potentials of development of various districts with the
objective of evolving a spatial strategy for the country as
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Commission and the Central Government should lend a helping hund
to the States in formulating concrete and detailed proposals for de-
velopment of these areas. Noting that the Planning Commission have
already set up an Area Planning Unit to provide guidance to States
in this behalf and that the State Governments are being urged to
cvolve their own district plans for development, the Committee stress
that plans for integrated and phased development of infra-structure
facilities in backward areas should be finalised within the next 12
to 18 months so that these could be implemented in real earnestness
at least in the next plan period. The Committee have no doubt that
Government would make available adequate financial and other
resources to enable these backward areas to catch up on development.

3.60. The Committee feel that the best method of industrialising
the backward areas would be to locate suitable public undertakings
there. The Committee are glad to note that Government have taken
some positive action in this behalf and that as much as 77 per cent of
the total investment in the public sector is being made in industries'
located in backward areas. While this is a welcome step, the Commit-
tee would like to stress that these public undertakings should act as
catalytic agents and make determined efforts to develop ancillary
and small scale industries in the neighbouring area so that the pur-

pose of having an industrial complex and infra-structure for future
growth, are assured.

Development of backward areas through licensing

3.61. The Industrial Licensing Policy of Governmant as an instru-
ment for regulating industrial development of the country has an
important role in the development of backward areas. The guide-
lines issued by Government to the sponsoring authorities as well as
the Licensing Committee for dealing with applications for industrial
licences spells out various considerations that have to be borne in
mind, one being “reduction of regional imbalances and special con-
sideration to licence applications relating to industrially under-
developed regions.”

362. In order to find out, to what extent this consideration was
being actually applied in the issue of industrial licences, Govern-
ment were asked to indicate, State-wise, the number of licences
issued during the three years, 1969, 1970 and 1971, for new or addi-
tional capacities to be set up in the backward areas. The informa-
tion furnished by them is as follows:
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3.63. It is noticed from the information furnished to the Commit-
tee that the number of licences issued for setting up new or additional
capacities in backward areas over the three years, 1969—71, as
against the total number of licences issued, has been as follows:

1969 1970 1971 Total
Total number of industrial licen ces issued
(excluding C.0.B. and for shiftir g) 197 240 315 752
No, nfindustri@l licences issued for backward
areas (excluding C.0.B. and for shifting) . 17 35 39 91

3.64. State-wise, the number of licences issued during the three
years 1969-71 for setting up new and additional capacities in back-
ward areas of the States were 13 in Maharashtra; 12 in West Bengal;
10 each in Bihar and Tamil Nadu; 7 in Mysore; 6 each in Assam and
Madhya Pradesh; 5 each in Gujarat and Rajasthan; 4 each in Andhra
Pradesh and Uttar Pradesh; 3 each in Haryana and Orissa and one
each in Jammu & Kashmir, Punjab and Goa, making a total of 91.
No licence was issued for setting up new or additional capacities in
the States of Himachal Pradesh, Kerala, Manipur, Meghalaya, Naga-
land and the Union Territories of Andaman and Nicobar Islands,
Dadra and Nagar Haveli, NEFA and Pondicherry.

3.65. Government were asked to state as to how many out of these
91 licences issued for backward areas during the 1969, 1970 and 1971
had actually fructified. They have in reply stated that information
about new or additional capacities actually set up in those areas is
“not Centrally maintained readily.”

3.66. The Committee note that, although reduction of regional
imbalances is one of the objectives of industrial licensing and special
consideration is given to applications for setting up industries in the
industrially backward regions, as against a total of 752 licences for
new or additional industrial capacities issued during the three yecars
1969, 1970 and 1971, only 91 were issued for setting up capacities in
backward areas. Government have not been able to furnish readily
to the Committee the information as to how many of these 91 licen-
ces have actually fructified. The Committee would like to emphasise
here again that the issue of industrial licences, by itself, means little
and that what is important is new or additional capacities actually
set up in backward areas. The Committee therefore stress that the
licences issued should be systematically and closely followed up to
assess realistically the impact of Government’s policies and decisions
on the trend of industrialisation and take measures as necessary to
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ensure that development of industries in the backward areas receives
special impetus and encouragement.

3.67. The Committee are greatly disappointed to note that in spite
of the professed concern for encouraging establishment of industries
in the backward areas, only four licences (two for new undertakings
and two for substantial expansion) could be granted in the last three
years for a populous and most backward State like that of U.P. The
Committee find that States which are relatively more advanced in
industry continue to attract more licences even for establishment of
industry in their backward areas. It is, therefore, obvious that the
present measures and policy have not succeeded in making any great
impact on the scene. The Committee feel that Government should
analyse closely the reasons why there is such a dearth of entrepre-
neurs for setting up industries in backward areas so that redoubled
and intensified efforts could be made to make good the shortcom-
ings, and provide positive incentives to attract at least some indus-
tries to these backward areas and provide some relief to the crushing
problem of unemployment and poverty in these areas.

Concession to Larger Houses in the interest of development of back-
ward areas

3.68. In the preliminary material furnished by Government to the
Commiltee, it is stated that applications for expansion from Larger
Industrial Houses and foreign concerns “would be considered favour-
ably” if such expansions are in the interest of cost efficiency or “if the
units are to be established in industrially under-developed areas’.
At another place in the preliminary material it is stated that their
applications for setting up new undertakings in the middle sector
“could be entertained” if they are to he established in backward
areas where other entrepreneurs are reluctant to invest.

3.69. The Minister of Industrial Development also, while speaking
in the debate in Lok Sabha on the Demands for Grants in respect of
his Ministry on the 15th July, 1970, had stated that the applications
from Larger Industrial Houses and foreign companies “would also
deserve consideration in the middle sector if they are willing to
establish units in the industrially backward areas where other entre-
preneurs are reluctant to go.”

3.70. During evidence, in the course of answering questions regard-
ing the steps taken by Government for the development of backward
areas in the country, the Secretary, Ministry of Industrial Develop-
ment, however, said: “our own ideas on this point are not very clear
at the moment. The Minister did make a certain statement of that
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nature but we are not clear whether it enunciates Government policy
or not; we are trying to get this question clarified.” On another
occasion during evidence, an official representative of the Ministry
explained the statement of the Minister thus:

“All that he intends to do is that if there is an industrialist
belonging to a larger house coming forward with a project
and if it is in the interests of a backward area, we will
certainly take it up with the M.R.T.P. authorities and if
necessary with the Cabinet Committee in order to secure
the clearance and approval for such a project.”

In a subsequent written reply it is reiterated that Government are
“examining the desirability of allowing larger industrial houses and
foreign companies to set up new undertakings or to expand their
existing units in backward areas where other entrepreneurs are re-
luctant to invest, even if it involves their entry into areas reserved
for other sectors.”

3.71. A point was made during evidence that the M.R.T.P. Act
should not come in the way of development of backward areas
through the initiative of the Large Industrial Houses or Monopoly
Houses if small and medium class entrepreneurs were not coming
forward to set up industries in those areas. The Sccrelary, Ministry
of Industrial Development clarified that the M.R.T.P. Act did not
prohibit any party from setting up an undertaking even though it
might be a monopoly or large house, and that if the Department of
Company Affairs or the Monopolies Commission, on the basis of the
facts presented before them came to the conclusion that it would be
in the “public interest” or ‘larger national interest” to allow the
House to set up the industry, clearance could be given to it under the
M.R.T.P. Act. In this regard; the representative of the Department of
Company Affairs stated that if the industry was to be set up in a
backward area “then, it is one of the important favourable points to
be taken into consideration in granting sanction (under the M.R.T.P.
Act)”. Replying to another question, the representative of the
Department of Company Affairs inter alia stated:

“Whenever a case is referred to Monopoly Commission they
duly take care of the need for development of all regions of
the country including the backward areas. This is one of
the considerations indicated in Section 28 of the Act which
lays down the considerations to be borne in mind by the
Central Government or the Commission while dealing with
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applications under Chapter III of the Act. There are also
executive instructions which the Company Affairs Ministry
has issued to the various administrative ministries/depart-
ments.”

Reacting to the suggestion that if the Large or Monopoly Houses
desired to set up industries in backward areas where others were
afraid to take the risk, the M.R.T.P. Act should be interpreted liber-
ally in such cases, the representative of the Department of Company
Affairs assured the Committee that “this will be taken into consider-
ation.”

3.72. Asked whether in the case of applications from larger houses
for setting up new undertakings, or for expansion of capacity of ex-
isting undertakings, in backward areas. an exception could be made
from the requirements under the M.R.T.P. Act, the representative
of the Ministry of Industrial Development stated:

“This subject had been dealt with by the present Minister and
his two predecessors: whether any exception cannot be
made in regard to the entry of larger houses in the in-
dustrial development of backward areas. As the law
stands at present, there is no exemption in favour of larger
houses.”

3.73. Another point raised during evidence was that, even though
the declared policy of Government was not to issue further indus-
trial licences to the big Monopoly Houses in the interest of curbing
monopolistic concentration of economic power leading to stagnation
in industrial development, Government were still continuing to issue
industrial licences to these Houses. The Secretary, Ministry of In-
dustrial Development explained that majority of the licences issued
1o those Houses were COB licences which, as a matter of legal neces-
sity, could not be denied to any party if, during the period when the
industry was de-licenced, “effective steps” were taken for setting up
‘the industry.

3.74. The Prime Minister, while replying to the debate on the
Motion of Thanks on President’s Address on the 4th April, 1972,
inter alia touched upon this point, She said:

“There is much said about the grant of industrial licences to
the large houses. Our policy is quite clear on this. We
are not going back on any such policy. What has been
done is that when there is no suitable medium or new en-
trepreneur and when they do not come forward in what
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are called the core or heavy investment sectors or export-
oriented industries, in such cases, we have granted indus-
trial licences to the large houses, after satisfying ourselves.
that they can set up the capacity for the production quick-
ly. Tt is especially in regard to backward areas, because:
otherwise it would mean that we would not be able to set
up any industry in those areas and this would not only not
help the backward districts to forge ahead but it would
also entail loss of production and involve larger imports to
meet rising domestic needs.”

3.75. The Committee are driven to the conclusion that in the
existing situation of scarce resources, expertise, engineering and
managerial skills, it is either public undertakings or well established
and efficient industrial organisations of proved integrity and service
which can play a constructive role in the setting up of industries in
backward areas. The Committee need hardly underscore the prime-
need of the country at the present juncture for more production and
employment opportunities for its teeming millions. The Committec
have no doubt that Government would study the situation most ob-
jectively and adopt a pragmatic policy which would make for estab-.

lishment of industrial units in the backward areas without {urther
loss of time.

C. Other Objectives

Role of Public Sector in Industrial Development

3.76. The Industrial Policy Resolution of 1956 had declared that
the socialist pattern of society would be the objective of social and
economic policy of the country. Among the various measures to-
be taken for realising this objective enunciated in the Resolution,
one was “to expand the public sector” so that the “State will prog-
ressingly assume a predominant and direct responsibility for setting
up new industrial undertakings and for developing transport faci-
lities.” The Resolution, however, recognised that although the State
had to “assume direct responsibility for the future development of
industries over a wider area”, there were “limiting factors which
make it necessary at this stage for the State to define the field in-
which it will undertake sole responsibility for further development
and to make a selection of industries in the development of which it
will play a dominant role.” The Resolution, accordingly, -classified
the industries into three categories:

Schedule A Industries: All new units in these industries-
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save where their establishment in the private sector has-
already been approved, will be set up only by the State.
This does not preclude the expansion of the existing pri-
vately owned units, or the possibility of the State secur-
ing the cooperation of private enterprise in the establish-
ment of new units when the national interests so require.

Schedule B Industries: With a view to accelerating their
future development, the State will increasingly establish
new undertakings in these industries. At the same time
private enterprise will also have the opportunity to deve-
lop in this field, either on its own or with State parti--
cipation.

~

All the remaining industries fell in the third category. In regard’
to this category the Resolution stated: “It is expected that their
development will be undertaken ordinarily through the initiative
and enterprise of the private sector, though it will be open to the
State to start any industry evan in this category. It will be the
policy of the State to facilitate and encourage the development of
these industries in the private sector, in accordance with the prog-
rammes formulated in successive Five Year Plans, by ensuring the
development of transport, power and other ssrvices, and by appro-
priate fiscal and other measures.” The resolution, however, stated
that the classification of industries “does not imply that they are
being placed in water-tight compartments” and that “inevitably,
there will not only be an area of overlapping but also a great deal
of dovetailing between industries in the private and public sectors.”
The Resolution further stated:

“Industrial undertakings in the private sector have necessarily
to fit into the framework of the social and economic policy
of the State and will be subject to control and regulation
in terms of the Industries (Development and Regulation)
Act and other relevant legislation. The Government of
India, however, recognise that it would, in general, be de-
sirable to allow such undertakings to develop with as
much freedom as possible, consistent with the targets and
objectives of the national plan. When there exists in the
same industry both privately and publicly owned units,
it would continue to be the policy of the State to give fair
and non-discriminatory treatment to both of them.”
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.Industrial Licensing and interests of Public Sector

3.77. Government Undertakings owned by the Central Govern-
ment are not required to take out a licence under the Industries
(Development and Regulation) Act. The issue of industrial licences
to private entrepreneurs is, however, subject to an expanded role
.assigned to the public sector. The guidelines issued to the sponsor-
‘ing authorities and the Licensing Committee for dealing with appli-
cations for industrial licences inter alia state:

“The expanded role envisaged for the public sector in future,
as part of Government’s socialistic economic policy, is also
to be borne in mind in examining licence applications.”

3.78. It was observed from the Minutes of the Licensing Com-
‘mittee (Sub-Committee) furnished to the Committee that considera-
tion of some applications was deferred by the Licensing Committee
with instructions for the examination of the following aspects:

(i) Whether the interests of the Public Sector Project would
be affected by grapting the licence to the party and whe-
ther it would, in any way, affect the progress of the pub-
lic sector undertaking.

(ii) Whether the manufacturing of the item can be taken up
by a public sector undertaking.

(iii) Whether eiisting public undertaking can increase its
capacity for the production of the item for which licence
has been applied for to meet the entire demand.

Tt was also observed that applications had been rejected or kept
pending for a long time on the ground that the scheme for the pro-
duction of the item or for setting up industry in the public sector
was under the consideration of the Government.

3.79. During evidence, the Secretary, Ministry of Industrial Deve-
"lopment was asked to explain these decisions of the Licensing Com-
.mittee with reference to their policy in this regard. He replied:

“Where public sector is already in the line and making some-
thing, then it is generally considered desirable that public
sector should have an opportunity to expand and meet the
total demand. Where public sector unit does not exist for
making that particular item, I am inclined to think that
unless a definite decision has been taken by Government
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to go in for that item in the public sector, it may not be
desirable to prevent the private parties from going in,
because the Government may or may not decide to go in-
to that line. For that reascn, I do not think that it would
be quite proper to deny a licence to a private party.”

3.80 In this context, the Secretary, Ministry of Industrial Deve-
lopment was also asked to state, whether, in his opinion, it would
not be better for Government to take a decision valid for a deter-
mined period, say 5 or 10 years, as to which industries or items Gov-
ernment would like to have ip the public sector and to publicise it
so that the entrepreneurs were aware of the State policy and did not
‘spend their time and energy in planning the setting up of industries
in those fields? He replied:

“It will be desirable that for a five year plan period, at the
beginning of the plan Government should indicate that
these are the new items in which the public sector will
go in; thereby the people will know that these are the
lines in which they need not waste their time and money;
they can (then) think of setting up another industry.”

3.81. According to a guideline issued by the Government for
considering the applications for industrial licence, where public
scclor may not be able to take up any of the core industries during
the Fourth Plan period, applications giving the broad requirements
of capacity in each case should be invited. Government, were
asked to state whether a list of such core industries which the pub-
lic sector might not be able to take up during the Fourth Plan
period had been copiled and publicised, inviting applications from
private parties for setting up capacities. It is noted from the
replies furnished to the Committee that no such list has been drawn
up. Press Notes have, however, been issued inviting applications
for issue of industrial licences in the case of a few industries such
as Printing Machinery, Pulp and Paper Mill Miachinery, Rubber
Machinery and Chemical Machinery. In this regard, the Secre-
tary, Ministry of Industrial Development, during evidence, stated:

“A specific list in that manner has not been comriled. But
the list of public sector enterprises which will be under-
taken during the Fourth Plan is given in the Plan docu-
ment. Industries included in the core sector are well-
known and have been publicised. Anything outside that
is open to any private party to apply for.”
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3.82. The Committee welcome the expanded role assigned to the
public sector in industrial development of the country. They would,
however, suggest that at the beginning of the Five Year Plan period,
Government should spell out in some detail the role assigned to the
public sector during the Plan period and announce the industries or
new lines of production proposed to be set up in the public sector
during this period. This would enable the private entrepreneurs
to concentrate their time and resources only on the areas available
to them. In this residual area, where at the beginning of the Plan
the public sector does not show any inclination to enter the ficld,
applications by private parties for industria]l licences may be invited,
examined on merits and licences given expeditiously in the interest
of increasing production and making gesds available at the most
competitive rates to the general public.

Promotion of Labour-Intensive Industries

3.33. Among the several ‘vital aims and considerations’ stated in
the guidelines that are to be “fully taken into account” by thc
sponsoring authorities and the Licensing Committee while dcaling
with applications for industrial licences is “the rapid increase in em-
ployment opportunities, through greater emphasis on labour-
intensive industries.”” Government were asked to state precisely
how this aim was actually given effect to while considering appli-
cations for industrial licences. They have in reply stated that the
application form for an industrial licence includes a column against
which the party is required to furnish information regarding the
category-wise employment potential of the proposed manufactur-
ing activity. The Licensing Committee, it is stated, is taking into
account this important factor, along with other considerations,
while taking a view of the merits of the proposal.

3.84. In this context, it would be relevant to quote from the
speech of the Prime Minister in Lok Sabha on the 4th April, 1972
in reply to the debate on the Motion for Thanks to the President
for his Address. In the context of a suggestion for a moratorium on

strikes, she emphasised the need for uninterrupted production and
said:

“Workers, particularly those in the organised sector, should
recognise that by keeping the wheels of industry going
withoyt interruption, they can make a very significant
contribution to economic growth and thus to the creation
of greater employment. If we have called for a mora-
torium on strikes and lock-outs, it is not for the henefit
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of those who control industrial units; it is for the bene-
fit of the nation and specially for those who are the least
privileged sections.”

3.85. The problem of unemployment in. the country and the
rpotentiality of industry in minimising it needs no emphasis. The
-extent of employment potential of new ventures that may be
ligensed by Government therefore gains urgent importance. The
“Committee recommend that while licensing new or additional capa-
cities, greater emphasis should be placed on the labour-intensive

‘nature of the schemes and their capacity to generate employment
-opportunities.

Pre-emption of Capacity

3.86. Non-utilisation or under-utilisation of capacity could be
cither due to genuine economic reasons or it could be the result of
deliberate attempt to pre-empt capacity without the intention of
actually setting up the capacity licensed and with the intention of
preventing others from setting up new or additional capacity and
thereby to create an artificial shortage to the advantage of the
licensee.

3.87. Before March, 1970, with a view to prevent what were
regarded as “undersiably high investments” with reference to Gov-
ernment’s own assessment of demand over a time span and ‘“to
relieve pressure on scarce raw materials”, Government were upply-
ing capacity constraints in issuing industrial licences by means of
“banned lists” of industries. Under the system it was possible for
an Industrial House to pre-empt capacity and, by not actually instal-
ling the same, take advantage of the resulting shortages. The
yroblem of pre-emption of capacity by a few laading Industrial
Houses was highlighted by Prof. Hazari in his report (1966) and
subsequently by the Industrial Licensing Policy Inquiry Committee
(Dut Committee) in their report (1969). On a consideration of the
findings of these reports and also appreciating that, instead of
Government themselves hiazarding a guess as to the future demand
and restricting licences on that basis, it would be far better to
“Jeave it to the entrepreneur himself to decide whether there is
room for further manufacture in the particular line”, Government
suspended the ‘banned lists’ in March, 1970 and finally abolished
thein in May. 1971. The policy of the Government now is that
capacity considerations are no longer “rigidly” applied in the matter
of industrial licensing and the consideration of total capacity
olready licensed in the country “is not allowed to act as a jactor
of constraint in the grant of industrial licences.” Government



110

therefore consider it unlikely that any capacity could be pre-
empted by the larger houses to the detriment of the economy or
the public interest under the present liberalised licensing policy.

3.88. The Committee note the contention of the Government
that they are now not applying rigidly capacity considerations in
issuing industrial licences and therefore it is unlikely that any
capacity could be pre-empted by any industria]l house to the detri-
ment of the economy or the public interest.

D. CENTRAL ADvISORY COUNCIL

Central Advisory Council

3.89. Section 5 of the Industries (Development and Regulation)
Act, 1951 provides for the establishment by the Central Govern-
ment of a Central Advisory Council for the purpose of advising it
on matters concerning the development and regulation of indus-
tries enumerated in the First Schedule to the Act. The Central
Government is required to consult the Advisory Council in regard
to any amendment to the Rules relating to the internal working
of the Council, the original Rules being framed by the Central
Government itself. Besides, Government may consult the Advi-
sory Council in regard to any other matter connected with the
administration of this Act in respect of which the Central Govern-
ment may consider it necessary to obtain the advice of the Advisory
Council.

3.90. The Act provides that the Advisory Council shall «cnsist
of a Chairman and other members “not exceeding 30 in number”.
The Central Government is to appoint such members who are
“capable of representing”:

(a) owners of industrial undertakings in scheduled industries:

(b) persons employed in industrial undertakings in sche-
duled industries;

(¢) consurhers of goods manufactured or produced by sche-
duled industries;

(d) such other class of persons including primary producers,
as in the opinion of the Central Government, ought to be
represented on the Advisory Council.

3.91. In pursuance of the provision of the Act, Government have
appointed the Central Advisory Council. The present Council, with
the Minister of Industrial Development as its Chairman, was
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constituted on the 5th March, 1970 and would continue till 4th-"
March, 1972 when its term will expire. During the last 10 years-
(1961-71) for which informiation has been furnished by Govern--
ment the Council has been meeting only once a year. Information:
regarding attendance at individual meetings is not readily available"
with the Government but it is stated that “about 22 members usual-
lv attend these meetings every year, on an average.”

3.92. Spelling out the role at present assigned to the Central
Advisory Council in regard to the development and regulation of’
industries, Government have stated that the Council is supposed:
to advise the Central Government on matters concerning the
development and regulation of scheduled industries. According to
them, one of the subjects, which is generally taken up for a dis-
cussion in the meetings of the Council, is the review of the general
economic situation of the country and the state of industrial
development. There is a general exchange of views on various:
matters of importance connected with the subjects on the Agenda.
All the important suggestions made at the meeting are considered
by the Government in greater depth and suitable action is taken
wherever called for.

3.93. Replying to the question whether Government invariably
consult the Council before taking major policy decisions in regard
to development and regulation of industries, the Ministry have
stated:

“It is not considered necessary to consult the Council before
taking a policy decision in the matter of development
and regulation of industries. The suggestions made at
meetings of the Council are, however, kept in mind by
the Government. The members are always free to voice-
their feelings lagainst a decision of Government at the
subsequent meeting of the Council.”

Asked specifically whether the views of the Council and the advice:
tendered by them are duly considered by Government before
taking policy decisions, Government have statad: “A concensus of
the opinion expressed at a meeting in regard to any specific matter
is, no doubt, taken into consideration while deciding major issues.
of policy concerning an industry.”

3.94. The Central Advisory Council, besides being a useful forumr
for a purposeful dialogue between Government and private indus-
try aimed at understanding the problems of industry and explain-
ing Government’s policies and view points, has an advisory role to
play under the Industries (Development and Regulation) Act. The
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‘Committee would like to emphasise the advisory role of the Coun-
-cil in the matter of regulation of industries under the Industries
Act and suggest that meetings of the Central Advisory Council
‘should be called at least twice a year, if not oftener. The object
‘of the meetings should not be merely to have a “general exchange
of views” or a discussion on the “review of the general economic
situation of the. country”, as seems to be the case at present.
Instead, members should feel free to bring up specific problems
concerning various regulatory measures taken by Government
under the Industries (Development and Regulation) Act.and offer
concrete suggestions for resolving them in the interest of increased
production.

s
Yu

Reviewing Sub-Committee

3.95. Rule 18 of the Registration and Licensing of Industrial
Undertakings Rules, 1952 provides for the setting up of a Sub-Com-
mittee of the Central Advisory Council to “review all licences issu-
-ed, refused, varied, amended or revoked from time to time, and
advise Government on the general principles to be followed in the
issue of licences for establishing new undertakings or substantial
expansion of the existing undertakings”. The results of the review
are required to be reported to the Central Advisory Council. The
Sub-Committee is appointed by the Council under Rule 17 of the
Central Advisory Council (Procedural) Rules, 1952 which empowers
the Central Advisory Council to appoint committees, consisting of
members of the Council or even outsiders, and assign functions or
refer questions to them.

3.96. It is stated that the Reviewing Sub-Committee consists
entirely of non-officials drawn from amongst the representatives of
the Federation of Indian Chambers of Commerce and Industry, the
Associated Chambers of Commerce and Industry of India, All India
Manufacturers’ Organisation and of the principal Labour Organisa-
tions represented on the Central Advisory Council of Industries.
Last reconstituted on the 24th July, 1970, the composition nf the
Reviewing Sub-Committee is as follows:

1. Shri A. E. Faizullabhoy—Chairman.

MEMBERS

. Shri S. S. Kanoria

. Shri Bhaskar Mitter
. Shri K. N. Modi

. Shri A. Sivasailam

. Shri G. B. Newalkar

DU WN
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q. Dr. 5. M. Patil
8. Shri Pravinchandra V. Gandhi.
9. Shri M. N. Dastur
10. Shri Basheer Ahmed Sayeed
11. Shri G. Ramanujam
12, Dr. Mrs. Maitreyee Bose
13. Shri Kanti Mehta
14. Shri Mahesh Desai
15. Shri S. S. Mirajkar
16. Shri S. N. Hada.

Tt is stated that the approval of the Central Advisory Council as to
the composition of the Reviewing Sub-Committee was obtained by
circulation of the proposal. It is also stated that if any vacancy is
caused in the Reviewing Sub-Committee on account of a membher
‘having ceased to represent an All India Organisation on the basis
of which he was appointed a member of the Council, it is filled by
appointment of the person who succeeds him in that Organisation
and the orders in this regard are issued by Government in the name
-of the Council on a formal request having been received from the
concerned Organisation. The term of office of the Reviewing Sub-
Committee is co-terminous with the term of office of the Central
Advisory Council which in the case of the present Council was 4th
March, 1972,

.Frequency of Meetings

3.97. Government have informed the Committee that “on an
average two meetings of the Sub-Committee are held in a year”.
"The details in regard to meetings held during the last four years
(1968—71), are, however, as follows:

Year No. of Dates  Period for which the
meetings licence applicatiors
held dealt with by the

Licensing were re-
viewed at the meeting

1968 1 13-3-68 1-1-67 to 31-01-67

(8]

1969 22-2-69 I-11-67 to 31-10-68
14-7-69 1-11-68 to 31-3-69
1970 Nil.

1971 2 22-6-71 1-4-69 to 31-3-70

29-12-71 1-4-70 t0 3I-3-71

- - —

580 L.S.—9.
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It is stated that no meeting of the Reviewing Sub-Committee was
held in 1970, as the term of the Sub-Committee constituted in 1967
had expired in 1969 and the reconstitution of the Sub-Committee
was done only on 24-7-70. Even after reconstitution of the Sub-
Committee in July, 1970, it is stated, it had not been possible to hold
its meeting before 22-6-71 “due to certain unavoidable circumstan-
ces.” It is noted that the infrequency of meeting of this Commit-
tee has also been a subject of discussion at the meeting of the Re-

viewing Sub-Committee.

3.98. During evidence, the infrequency of the meetings of the
Reviewing Sub-Committee was pointed out and the Secretary,
Ministry of Industrial Development was asked to state whether
there were any inherent limitations in the organisation of the Cen-
tral Advisory Council or its Reviewing Sub-Committee which were
coming in the way of closer and more frequent consultation by
Government. He said:

“There are no such difficulties. I think we ourselves have
been a little remiss in this matter. Last year (1971) we
have held two meetings..... but there is no doubt that
before that, for one reason or the other, the meetings
could not be held regularly. Now it is our effort again
to hold regular meetings at least twice a year. I do not
think any difficulty in that matter will arise. . . T can only
say that it is unfortunate that in the past meetings were

not held regularly. . . . The Advisory Council itself sug-
gested two meetings (in a year) and we intend to hold
these.”

Procedure for Review

3.99. Government were asked to state the procedure followed by
the Reviewing Sub-Committee for reviewing all licences issued, re-
fused, varied, amended or revoked from time to time. They have
in reply stated that copies of the agenda papers and minutes of the
meetings of the Licensing Committee are forwarded to the mem-
bers of the Sub-Committee regularly during the course of the vear.
To facilitate discussions at the meeting, various Appendices contain-
ing statistical data regarding the licence applications received and
disposed of during the period, in respect of which a review is pro-
posed to be undertaken, are forwarded to the members in advance
of the date of the meeting. At the meeting the members are allow-
ed to raise points relating to the cases disposed of during the veriod
under review. The Secretary, Ministry of Industrial Development,
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Chairman ot the Licensing Committee who represents the Govern-
ment side in the meeting, gives the necessary clarifications on points
of doubt, the member concerned is advised to forward all the rele-
vant details to the Ministry of Industrial Development. The case is
then examined in the Ministry in consultation with the concerned
authorities and a reply is sent to the member explaining the actual
position. pl e
3.100. During evidence, the Secretary, Ministry of Industrial
Development was asked to state whether the Reviewing Sub-Com-
mittee could take up individual cases also for review. He replied:
“Reviewing Sub-Committee can take up individual cases also.”

3.101. Asked to give details of cases in the past where Govern-
ment’s decision on an individual case was reviewed by the Review-
ing Sub-Committee and indicate the final action taken by Govern-
ment in such cases, Government have, in a subsequer.! written re-
ply, stated that to facilitate discussions at the meeting the mem-
bers, when invited to the meeting, are specifically requested well
before the date of the meeting, to furnish details of the cases which
they would particularly like to be discussed at the meeting. Infor-
mation regarding each case, so referred to the Ministry, is then col-
lected from the concerned Sections|Ministries|Departments. The
Secretary, Ministry of Industrial Development who is also the
Chairman of the Licensing Committee and who represents the Gov-
ernment side at the meeting, clarifies the position in all cases of
doubt on the part of members. If however, any of the cases refer-
red to the Ministry by the members could not be discussed at the
meeting, a comprehensive note explaining the position in regard to
each case is sent to the member after the meeting. In the recent
past, the Government have, however, not come across any case in
which the Government decision may have been recommended for
reversal by the Reviewing Sub-Committee.

3.102. The Committee note that hitherto the meetings of the
Reviewing Sub-Committee of the Central Advisory Committee have
been few and far between. They also note that it is the intention
of the Government to hold meetings of the Sub-Committee bi-
annually in future. Considering that the Reviewing Sub-Commit-
tee is the only non-Government forum at which individual or collec-
tive grievances relating to industrial licensing can be represented
for redressel, and in view of the fact that the number of applica.
tions, on which decisions are taken by the Government now rvn into
several thousands during a year, the Committee recommend that
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the meetings of the Reviewing Sub-Committee should be held at-
least once in every two months, so that the Sub-Committee can
effectively apply itself to the task of reviewing the licences issued,

revised, varied, amended or revoked during the period under re-
view,

3.103. The Committee also recommend that the role and functions
of the Reviewing Sub-Committee of the Central Advisory Council
as also the fact that they can take up individual cases for review
should be widely pubiicised so that the existence of a non-Govern-
ment organisation to which an aggrieved party could make repre-
sentation becomes better known and the real purpose underlying
its constitution is served. . : '

- *



PART II
INDUSTRIAL LICENSING PROCEDURE







CHAPTER 1V

PROCEDURE UPTO THE STAGE OF ISSUE OF LETTER C.
INTENT .

A. General
“Types of Industrial Licences

4.1. Industrial Licences are of the following types:
(1) New Undertaking
(2) Substantial Expansion
(3) New Article

(4) Shifting-Change in the location of the whole or part of an
industrial undertaking requires a licence.

(5) Carrying on Business—This licence is required in the case
of an industrial undertaking which should have applied
for a Registration Certificate but did not do so, or to which
the provisions of the Act did not originally apply but
became applicable subsequently.

Statutory time limit for disposal of licence applications

4.2. Rule 15 of the Registration and Licensing of Industrial Under-
taking Rules, 1952 lays down a time-limit of “not later than 3 months
from the date of receipt of the application, or the date on which
additional information under Rule 9 is furnished, whichever is later”
within which—

(i) Where Government decides that the licence or permission
should be granted, it “shall” inform the party accoirding-
ly; and

(ii) Where Government considers that certain conditions
should be attached to the licence or permission or that the
licence or permission should be refused, it “shall” give an
opportunity to the applicant to state his cases, before
reaching a decision. Where a licence or permission has
been refused the rule provides that the applicant shall be
informed of the reasons for such refusal.

119
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4.3. The Secretary, Ministry of Industrial Development was asked,.
during evidence, to state whether, in the context of the revised pro-
cedure whereby applications normally come to the Licensing Com-
mittee at the stage of issue of letter of intent only, the provisions of
this Rule were applicable to the stage of issue of letter of intent. In
reply he said, ‘“Actually, the letter intent is not defined in the-
Act or the rules. Strictly speaking, the law covers only the licence
and not the letter of intent....By and large, we are applying the-

provision to Rule 15 to the issue of letter of intent instead of to an.
issue of licence.”

44. In a subsequent reply in regard to this point, the Ministry
have stated: “All applications made by the parties are for the grant.
of industrial licences. The procedure laid down regarding the refusal.
of a licence in Rule 15 is followed in all cases where a party is re-
fused a licence. The question of amending Rule 15 to make it
applicable to letter of intent does not arise.”

4.5. The Committee recommend that the Registration and Licens-
ing of Industrial Undertakings Rules, 1952 should be amended to
provide for the new procedure in force since 1964 whercby am
applicant for an industrial licence under the Industries (Development
& Regulation) Act is in the first instance issued a letter of intent
subject to certain conditions upon the fulfilment on which it is con-
verted into an industria] licence,

4.6. The Committee note the assurance given to them that, with
the introduction of the procedure for the issue of letter of intent,
the time limits laid down in Rule 15 of the Registration and Licensing-
of Industrial Undertakings Rules, 1952 for the disposal of licence
applications are, by the large, being applied to the stage of issue of
letter of intent. They, however, recommend that while amending
the Registration and Licensing of Industrial Undertakings Rules, the
existing procedure may be given a formal statutory basis.

Procedure for issue of Letter of Intent

417. The Industrial Development Procedures Committee (Swami-
nathan Committee) (1964) had, in view of the delays in licensing,
recommended a procedure for the “speedy issue”, in the first instance,
of a letter of intent to the applicant “after a broad and not too meti-
culous examination of the essential features of the proposal.”
Emphasing the need for a speedy issue of a letter of intent, the
Swaminathan Committee had stated:

“In ;che Committee’s view, it is a matter of utmost importance-
that the applicants should know as early as possible:
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whether Government would be prepared to consider
favourably the proposal put forward by them. It will be
difficult for the entrepreneurs to negotiate with foreign
collaborators or suppliers of machinery without such an
indication from the Government. The Committee, there-
fore, favours a speedy procedure under which a “letter of
intent” can be issued within a month or so of the date of
receipt of the application.”

It is stated that subsequent on the recommendations of the Industries
Development Procedure; Committee (Swaminathan Committee)
made in 1963, a system of issuing Letters of Intent to the applicants:
for licences under the Industries (Development and Regulation) Act
was introduced in 1964. The purpose of issuing letters of intent is
stated to be, to enable the entrepreneurs to negotiate with the foreign
collaborators or suppliers of machinery on the basis of the indication
given by the Government that an industrial licence would be issued
to them on their fulfilling the conditions mentioned in the letter of
intent. The conditions which are normally included in the letter of
intent depend mainly on the features of the individual schemes.
However, generally, the following conditions are stipulated in such
letters:

(i) The arrangements for the import of plant and machinery
(wherever such imports are involved) would be made to
the satisfaction of Government. '

(ii) The terms of foreign collaboration (wherever a tie-up with
a foreign company is proposed) would be settled to the
satisfaction of Government.

(iii) The undertaking would undertake to export a given per-
centage of its production every year (if such a condition
is considered necessary in a particular case).

(iv) The industrial undertaking would avail of the services of
the Indian consultancy firms wherever such services are
available.

(v) The letter of intent will automatically lapse if, within a
period of six months, applications|proposals relating 1o
the conditions stipulated are not submitted or if, within
a period of one year, an industrial licence is not issued to
the party unless the period of validity of the letter of
intent is, in the meanwhile, extended by Government on
an application to be made by the party before the expiry
of the said period of one year. (This condition is invaria-
bly stipulated in all letters of intents).
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4.8. The letter of intent requests the party to confirm acceptance
of the conditions and send (i) within a period of six months from
the date of issue of the letter, proposals regarding foreign collabora-
tion and (ii) application for import of capital goods and application
for consent for the issue of capital (wherever necessary within six
months from the date of issue of the letter|from the date of approval
of the terms of foreign collaboration. In cases involving foreign
collaboration, attention of the party is also invited to certain standard
general guidelines which are annexed to the letter of intent which
the party has to fully bear in mind. It is only on fulfilment of the
-conditions of Letter of Intent within the prescribed time limit, that
it is converted into an industrial licence incorporating the conditions
regarding capacity, location, import of capital equipment|raw mate-
rials, export obligations (if any) and such other conditions as may
be stipulated.

49. Tt is noted that Government themselves have laid down a
time-limit of 4 to 6 weeks for bringing an application before the
Licensing Committee and in actual practice it taxes much longer—
even more than a year—for the Government to issue the letter of
intent. The long delays taking place in the issue of a letter of a
intent have been pointed out in all the non-official Memoranda sub-
mitted to the Committee as well as during evidence of non-official
witnesses. In this connection one of the Memoranda states:

“In fact, the letter of intent procedure instead of speeding up
matters results in postponement of decisions, and increases
considerably the total amount of paper work and executive
time, both in the entrepreneur’s organisation and in the
Government Departments concerned.”

Another non-official organisation has, in its Memorandum, stated:

“After a letter of intent is issued there are other clearances
capital issues, collaboration, imports etc.—which are step
by step processes, one following the other. An industrial
licence is not a package clearance, The need for multiple
clearances envisaging similar types of scrutinies by
different authorities has made (this procedure of) licens-
ing a superfluous and time-consuming exercise by itself.”

The delays occurring at various stages in the disposal of licence
:applications has been dealt with in subsequent paragraphs.

4.‘10. With reference to these delays, the Secretary, Ministry of
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Industrial Development was, during evidence, asked whether this
intermediate stage should be continued when it is actually taking so
much time, thus defeating the very object for which it was intro-
duced. He replied:

“About three or four years ago, the Government had set up a
Committee to examine the possibility of reducing delays
and speeding up the disposal of applications. That Com-
mittee was presided over by Shri Swaminathan....The
Committee considered this very question of how to speed
up the process and so on, and it was as a result of the
recommendations of the Committee that the system of
issuing a letter of intent was devised. Actually, the fact
of the matter is that unless a party has some appear in his
hand and knows that the Government are willing to allow
him to proceed with the project for the manufacture of
such and such a thing, the party cannot take further steps
If he has to talk with somebody for foreign collaboration,
possibly the collaborator will say: “I do not know whether
your Government is going to give you a licence or not;
I do not want to waste my time talking to you.” We are
now quite freely giving these letters of intent except,....
where a party which suffers from a disability is concerned,
...... there is some delay in some cases because some other
processing is needed....but in most cases we give the
letters of intent quickly so that the party is able to take
other steps e.g. collaboration arrangements with the
various parties concerned, making a detailed project
report, finding out what capital goods are available within
the country and outside and so on.”

He added that now that the letter of intent “is issued in three months
time” and “fairly quickly”, he thought that “this system should be
continued.”

4.11. The Committee would like to point out that the very purpose
for the issue in the first instance of a letter of intent to an applicant
for an industrial licence, namely to enable him to negotiate with
foreign parties and to take preliminary steps, would be lost if this
stage alone takes as much time as one year or more, as has frequently
been the case hitherto. Noting the assurance given to them by the
Ministry that the letters of intent are now being issued fairly
quickly, the Committee stress that normally it should not take Gov-
=~ment more than two to three months to issue the letter of intent.
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Licence Applications Received
4.12. The aggregate number of applications for licences|letters of

intent received during each quarter of 1968, 1969, 1970 and 1971 (upto
15th November) has been indicated as under:

Year January- April- July- Oct,- Total
March June, Sept, Dec.
1968 181 231 231 262 90§
1969 288 439 336 357 1,420
1970 558 888 781 806 3,033
1971 729 726 753 367 2,575
(as on (as on

15-11-71) 15-11-71)

The applications received during 1970 and 1971 include applications
for the issue of ‘Carrying-on-Business’ Licences which became neces-
sary in respect of all undertakings in certain industries which were
brought under licence consequent on the announcement of new
Industrial Licensing Policy in February, 1970. Goverment have
stated that no separate figures for applications for issue of Letters
of Intent and Industrial Licences is available.

Industrial Licences|Letters of intent issued

4.13. The number of industrial licences and letters of intent issued
during the period 1961-71 has been as follows: —

Industrial  Letters

Year Licences of Intent
1961 - 1,349 —
1962 . . . . . . . . . . 1,092 —_
1963 . . . . . . . . . . 960 _
1964 772 357
1965 526 559
1966 417 271
1967 293 250"
1968 221 154
1969 . e e e 221 " 334
1970 . . . . . . . . . . 363 438
1971 . . . . . . . . . 626 1,015

ToTAL . . . . . 6,840 3,378
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4.14. Type-wise break-up of industrial licences and letters of
intent issued during the period 1968, 1969, 1970 and 1971 is given
below:

.

Industrial Licencesissued  Letter of Intents issued
‘Type of Letter of Intent or
Licence

1968 1969 1970 1971 1968 1969 1970 1971

New Undertakings . . 36 34 64 108 42 122 231 584
New Article . . . 81 63 70 97 70 121 109 221
Substantial Expansion. . . 76 95 103 104 41 87 95 192

New Article/Sub stantial Expansion 1 5 3 6 b 3 3 16

e e e
TorAL . 194 197 240 315 154 333 438 1013
Shifting . 3 6 2 1
Carrying-on-Business . 24 18 123 309 .. .. .. 2
GRraND ToTAL 221 221 363 626 154 334 438 101§

4.15. Information in respect of value of industrial licences issued
in terms of investment on fixed assets has not been maintained by
Government. This information has, however, been made available to
the Committee in respect of letters of intent issued from 1st April,
1970 onwards. The investment on fixed assets, namely, Land, Build-
ings and Machinery, involved in 1202 letters of intent issued during
the period 1-4-1970 to 15-11-1971 was of the order of Rs. 996.75 crores.

416. The Committee note the spurt in the receipt of licence
applications during 1970 and 1971, though they understand that quite
a large part of them may have been for the issue of Carrying-on-
Business licences.

The Committee also note the sizeable increase in the number of
industrial licences and letters of intent issued during the same
period for new or additional industrial capacities. The Committee
welcome this trend and hope that the high rate of disposal of appli-
cations reached in 1971 would not only be kept up but improved
upon in future to clear the backlog of pending applications at the
earliest possible time and to meet the current rush of licence applica-:
tions.
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B. Receipt and Processing of Applications

Receipt and Distribution of Copies

4,17, According to the industrial licensing procedure 1in force,
where a party is required under the Industries (Development and
Regulation) Act to take out an industrial licence before he can set
up a new or additional industrial capacity, he is required to submit
an application to the Ministry of Industrial Development on a form
prescribed for the purpose, with 10 spare copies (11 spare copies in
case more than one product is involved).

4.18. A special Section called the Coordination and Licensing Pro-
gress Section (CLP Section) has been set up in the Ministry of In-
dustrial Development for receipt of all such applications. The func-
tions of this Section are:

(1) to registef the applications, acknowledge them and distribute
the copies to the following authorities:

1. The Industries Section|Office|Ministry concerned with the
item (s) proposed to, be manufactured.

2. The Director of Industries of the State Government where
it is proposed to locate the industrial undertaking.

. The Planning Commission (Industries Division).
. The Ministry of Finance (Department of Economic Affairs).

. Department of Company Affairs|{I.C.C.(I) Section.

. Development Commissioner (S.S.I).
. Ministry of Foreign Trade (TEAP).

. & 10. Technical Authorities concerned with the items pro-
posed to be manufacture.

3

4

5

6. Council of Scientific and Industrial Research.
7

8

9

The Technical Authorities referred to at 9 & 10 may be one or two of
the following authorities: —

(i) Directorate General, Technical Development, New Delhi.
(ii) Ministry of Agriculture (Department of Food).
(iii) Ministry of Agriculture (Department of Agriculture).

(iv) Directorate of Plant Protection, Coordination and Storage,
Faridabad.

i .
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(v) Textile Commissioner, Bombay.

(vi) Director Textile Machinery, Office of the Textile Commis-
sioner, Bombay.

(vii) Jute Commissioner, Calcutta.
(viii) Technical Wing of the Department of Steel.

(ix) Coal Controller of India.

(2) to keep track of individual applications, and
(3) to maintain upto date record of investment trends-sectoral as
well as geographic.

4.19. The Industries Development Procedures Committee (Swami-
nathan Committee) had, in their Interim Report submitted in Sep-
tember, 1963, observed: “As, during tne course of case studies it has
been noticed that undue delays have often taken place in the process
of mere physical distribution of applications, the Committee would
suggest that it should be ensured that copies of the applications are
sent out within three days of their receipt in the special section.”
In the preliminary material furnished to the Committee, it is stated
that copies of applications are distributed “within three days of re-

ceipt (of the application)”.

4.20. A study made on the basis of detailed information call2d for
in respect of 12 cases selected at random, however, shows that the
CLP Section took 7 to 14 days to register and distribute the copies in
11 cases. In one case, although the time limit of 3 days is stated to
have been observed by the CLP Section but the application finally
reached the Industry Section concerned 8 days after its receipt in the
C.L.P. Section. The delays taking place in the C.L.P. Section in the
registration and despatch of copies of applications have been corro-
borated by the Report on Industrial Licensing Procedures submitted
to the Ministry of Industrial Development in October, 1971. The
Report states:

“Even in the matter of immediate diarising and forwarding
the application to different agencies within 3 days, the Sec-
tion’s performance needs substantial improvement. It is
seen from the case studies that even the clerical process of
diarising and forwarding often takes unduly long time. In
about 30 per cent of the cases, it took more than a week for
these applications to reach the administrative section
concerned. In an equal number of cases, this process took
over a fortnight. The main cause for this shortcoming is.
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inadequaie staff and this is a situation necessitating imme-
diate rectification. It is essential that the CLP Section
must be able to forward the applications received to the
concerned agencies within a maximum of 3 days and what-

ever staff is necessary for ensuring this must be made
available.”

4.21. During evidence, the delays taking place in the registration
and despatch of applications to authorities concerned were pointed
out and specific cases were also cited. The Secretary, Ministry of
Industrial Development promised to look into it.

4,22. As regards the other two functions of the CLP Section, name-
ly, to keep a watch on the progress of licence applications and main-
tain up-to-date data on investment trends, the Report on Industrial
Licensing Procedures finds that the Section is “extremely ill-equip-
ped at present” and inter alia suggests the introduction of “a simple
card-index system which could be computorised in due course” to
serve the purpose.

4.23. The Committee note the long time—as much as over a fort-
night in some cases—being taken in the initial examination of licence
applications and distribution of copies of applications supplied by
applicants to concerned authorities. What surprises the Committee
is that even though this was pointed out by the Industries Develop-
ment Procedures Committee as early as 1964, the bottleneck should
have been allowed to remain for so long. The Committee recom-
mend that Government should take suitable measures urgently to

ensure that this stage does not take more than three days in any
case.

4.24. The Committee suggest the introduction of a suitable card-
index system for compilation of up-to-date data in respect of licence
applications. This data could be used not only for finding out
investment trends but also for progressing the licence applications
through various stages involved until the licence issued actually
fructifies.

Processing of applications

4.25. Copies of applications are simultaneously supplied to all the
authorities concerned with the issue of industrial licence, so that pro-
cessing of the applications from various angles takes place concur-
rently. All the authorities to whom copies have been supplied are
required to send their comments “within three weeks” directly to the
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-‘administrative Ministry|Section concerned. On receipt of the com-
ments of these authorities, particularly those of the technical autho-
rities, a case-summary for the Licensing Committee is prepared in the
prescribed form by the administrative Ministry|Section concerned
and sent directly to the Licensing Committee Section of the Ministry
-of Industrial Development which acts as the Secretariat of the Licen-
sing Committee. It is stated that detailed instructions have been
issued prescribing the time schedules according to which all applica-
tions should be put up to the Licensing Committee within a period
-of four to six weeks from the date of receipt. According to an Office
Memorandum issued by the erstwhile Ministry of Industry on the
11th February, 1964, the Industries Section concerned “is responsible
for the preparation, within one month, of the summary relating to
each application to be considered by the Sub-Committee of the Licen-
sing Committee.” The Office Memorandum states that the prepara-
tion of the summary “should not be held up if the comments of the
various authorities other than the Technical Advisers are not received
in time.” The Office Memorandum further states that the “primary
responsibility for processing of all applications expeditiously and
for arranging their being placed before the Sub-Committee within
the specified period would be that of the Industries Section con-
cerned.”

Delays in Processing

4.26. Although instructions are stated to have been issued that
applications should be put up to the Licensing Committee within a
perpiod of 4—6 weeks from the date of their receipt and Rule 15 of
the Registration and Licensing of Industrial Undertakings Rules,
1952 lays down a maximum period of 2 months for the final disposal
of a licence application from the date of its receipt, a study of the
information called for by the Committee in respect of 54 industrial
licences and letters of intent issued during the week ending 15th
May, 1971 reveals that of the 50 applications which went through the
Licensing Committee (including 10 relating to ‘Carrying-on-Business’
licences), only one was brought before the Licensing Committee
within the stipulated time limit of 4—6 weeks. The time taken in
bringing the applications before the Licensing Committee was: Over
18 months-2; 12—18 months-2; 6—12 months-19; 3—6 months-24; less
than 3 months-3. Thus, as many as 46 per cent of the applications
could not be brought up before the Licensing Committee even within
six months of the receipt of application while 94 per cent took more
than three months to come up before the Licensing Committee. The
Report on Industrial Licensing Procedures (October, 1971) also cor-
roborates the fact of considerable delay at this stage. According to

580 LS—10.
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the Report, the average period taken to place proposals before the
Licensing Committee was 6 months in the cases which were specifi-
cally studied.

Applications pending

4.27. It has been stated that of the 3104 applications undergoing
processing in different Ministries|Departments as on 15th November,
1971, 11 pertained to the year 1967; 18 were received in 1968; 114
were pending since 1969; 989 pertained to 1970 while 1972 applica--
tions were received during 1971.

A break-up of these applications according to the period of their:
pendency is as under:—

Less than 2 months . . . . . 454
More than 2 months but less than 4 months 433
More than 4 months butless than 6 months 412
More than 6 months but less than 1 year . 872
More than 1 year butless than 2 years - 822
More than 2 years but less than 3 years 83
More than 3 years, . . . 28

ToTAL . . _;o—4

4.28. The Ministry-wise break-up of the 933 licence applications
pending for more than one year (as on 15th November, 1971) has
been furnished to the Committee as follows:—

Name of Ministry Pending Pending Pending Total

for more for more for more
than tho- than
3 y€ars 2 years 1 year
but less  but less
than than
3 years, 2 years,
b ¢ 2 3 4 5 6
1. Ministry of Foreign Trade . . 18 17 137 172

2. Ministry of Petroleum and Chemicals
(iy Deptt. of Chemicals . S 231 236
(ii) Deptt. of Petrolevm . .. 4 4
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3. Ministry of Steel & Mines,

(i) Deptt, of Steel . 3 27 3¢
(ii) Deptt. of Mines.
(a) Mines 4 14 19 37
(coal (coal
cases) crees)
(b) Metals . . . . . 3 3
4. M nistry of Agriculture (Dlrcclornte of
Sugar and Vanaspati) . . 38 38
5. Despartm2nt of Electronics. 26 128 154
6. Ministry of Industrial Development, . 6 18 23§ 259
ToTtaL . . 28 83 822 933

Time taken by Technical Advisers

4.29. One of the several reasons for delay in bringing an appli-
cation before the Licensing Committee, is the delay in receipt of
advice of the Technical Advisers., Apart from Directorate General
of Technical Development which is the principle technical adviser
to Government in respect of most of the industries, there are others
also having exclusive perview over specific industries, e.g. Textile
Commissioner, Jute Coramissioner, Coal Controller, Director of
Textile Machinery, Technical Wing cf the Department of Steel etc.
Since a technical appraisal of the licence application is necessary for
a decision by the Licensing Committee on the merits of the appli-
cation, the administrative authorities concerned with the application
keep on waiting until the opinion of the Technical Advisers is
received. The summary of the case is only thereafter transmitted
to the Licensing Committee Section of the Ministry of Industrial
Development for being placed before the Licensing Committee.

4.30. Although the Technical Authorities are required to send
their comments on the licence application within 3 weeks to the
administrative Ministry/Industries Section concerned, it is noticed
that the time taken at this stage is considerably longer. It has heen
as much as over 2 months in 6 out of 11 cases studied.

431. Explaining the reasons for the delay in transmission of
technical opinion, the Secretary, Ministry of Industrial Develcp-
ment stated during evidence that sometimes all the details were
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not furnished by the applicants initially and the technical officers
had to get clarifications from them. Apart from this, he said, there
was no delay at present. Asked whether a period of 3 weeks was
sufficient for tendering of technical opinion on a licence application,
be said that barring “complicated cases” requiring detailed exami-
nation and cases where information had to be called for from the
parties, this time limit “should be quite ample.”

432. It is noticed from the material furnished by Government
that the question of putting up a licence application before the
Licensing Committee within two months of its receipt whether the
views of the technical authorities and others concerned are received
or not, was considered by Government but the Production Minis-
tries were informed in January, 1971 that at an inter-departmental
meeting the consensus of opinion was that “a degree of examina-
tion of the application was essentia] and thzat the existing procedure
should be continued.” A circular issued by the Ministry of Indus-
trial Development in November, 1971, enjoins upon the D.G.T.D.
that its comments on applications for industrial licences “should
invariably be sent within three weeks” and to facilitate it, lays
down a streamlined procedure.

433. The Report on Industria] Licensing Procedures (October,
1971) also points out the various merits of a procedure whereby
licence applications are invariably placed kefore the Licensing Com-
mittee within 2 months whether the ccmments of technical and
other agencies are received or not #nd states that under such &
procedure, it would be only in cases of delay that, instead of written
views by various agencies, these opinions would be expressed by
the representatives of these agencies in the Licensing Committce
meeting itself. The Report suggests that this change in procedure
should b introduced, in the first instance, in the Ministry of Indug-
trial Development and if it is found to work effectively, nther Pro-
duct'»n Ministries/Departments could be pursuaded to fall in line
with the modified procedure.

4.34. During evidence, the Secretary, Ministry of Industrial
Development informed the Committee of the new procedure intro-
duced in his Ministry. He said:

“Now, in the coordinating M:nistry, that is....Ministty of
Industrial Development, we have started working* on a
system by which if the comments are not received, we
will place the case before the Licensing Committee and

#Al the ‘ime of factual verificaion the Ministey of T dus"rrial Development have
stated that thr i~ *-duction of such procedure is still under their co-sidcration.
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then it is intended that the concerned Ministry will piace
its comments before the Licensing Committee orally
which will of course be taken into account by the Licens-
ing Committee. This is just a beginning we are making
of this system because so far as we have been waiting
for the comments of all the parties concerned.”

4.35. The Mid-Term Appraisal of the Fourth Five Year Plan
brought out by the Planning Commission in December, 1971, point-
ed out that ‘delayed licensing’ was une of the causes for capacity
constraints leading to slowing down of the rate of growth of indus-
trial production during the first two years of the Plan. When this
was brought to the notice of the Secretary, Ministry of Industrialt
Development during evidence, he said that with the process of li-
censing having been speeded up very much, this cause would not
be operative any longer. In support, he pointed out the large num-
er of letters of intent issued during 1971 iand said: “whereas we took
about two or three years to begin (by issue of a letter of intent) be-
fore, we take about four months on an average, now”. He, hcwever
agreed that if the licensing procedure takes a long time, “it is defi-
nitely going to retard the industrial growth in the counury”, but
added:

“Any system of licensing that is laid down involves some de-
lay. Of course, our effort has to be, all the time, to re-
duce the delays and to reduce the harassment: but,
again, I would submit that human beings being what they
are, there are various levels through which a paper has
to be passed and some people may not be able to work as
fast as the other. But it has been our effort—and I
would again assure the Committee that it will continue
to be our effort—to reduce the delays to the utmost pos-
sible extent.”

4.36. In reply to the point that speeding up of the processing «nd
disposal of licence aplications did not entirely depend upon his
Ministry alone as different Ministries were concerned with differ-
ent industries and with different stages in the processing of appli-
cations, the Secretary, Ministry of Industrial Development stated:

“There is no doubt that there are a lot of difficulties com-
ing in the way. I should still say that my Ministry and I
have a special responsibility in the matter and I would
be the last person to deny that responsibility. As the
nodal Ministry in charge of industrial development, we
have a special responsibility in the matter and even if
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other Ministries, such as Steel or Petroleum and Chemi-
cals, are involved it is part of our business to keep a watch
on the delays and press the other Ministries to send their
views. I shall squarely accept the responsibility in a
large measure for the delay which takes place in this pro-
cess. I am only submitting that we are trying very hard
to get over these delays. To a certain extent, we have
succeeded as indicated by the figures of licensing. Now
in the Licensing Committee, a large number of cases come
up within three months.”

Remedy for Delay

4.37. Following up his statement that the Ministry of Industrial

Development were the nodal Ministry in respect of the issue of
Industrial Licence and they were responsible for it at different sta-
ges, the Secretary, Ministry of Industrial Development was, during
evidence, asked to state the reasons for so many applications for
licences pending with different Ministries, particularly Ministry of
Petroleum and Chemicals and Department of Electronics. He said:

“I have myself been writing to the various Ministries giving a

list of the pending cases and the dates from which they
are pending. My Minister has also been writing to the
Ministers concerned suggesting that the pending cases
should be cleared quickly. In regard to electronics it took
some time for the Commission to be constituted. Then
the Commission took some time in get going. In the
mean while, lots of cases were pending. ‘Now they are
trying to dispose of them as quickly as possible. In re-
gard to Petroleum and Chemicals, certain policy decisions
were not taken for 18 or 24 months as a result of which
some cases were pending for a long time ........ We go
on writing to them and reminding them. But, we have
no administrative authority over those matters. We can
only request or press them......The administrative res-
ponsibility lies with us in the sense that we are answer-
able to Parliament and to the Committees of Parliament.
(But) if a policy decision has to be taken in another
Ministry at the ministerial level and....that is not taken,
neither I nor my Minister can really force them to do it
quickly. We can only ask them, cajole them and press
them. Beyond that, I really do not know what we can

do ”
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4.38. Asked whether such a case would not be fit one for being
brought before the Cabinet Committee on Economic Coordination,
he replied: “Short of making a complaint by my Minister to the
Prime Minister, I do not see how it can be done.” He further stated:

“In cases which do not involve any policy decisions by the
Ministries concerned, the response is much quicker and
now we have come to a stage when we are able to put
the case before the Licensing Committee in between 3 to
4 months. But, where....the administrative Ministries
and the Economic Ministries concerned have to take a
policy decision, there they naturally take long. Of course,
this is not saying that there is no room for improvement.
There is considerable room for speeding up the whole
process. From the Ministry of Industrial Development,
we also keep on reviewing the old cases pending with us
as well as with the other economic Ministries and we
keep on sort of asking the Ministries concerned as well as
our own officers concerned to speed up the disposal of
these cases. By and large, I think fairly satisfactory rate
has now been attained in that. Between 3 to 4 months
practically all cases not involving policy decisions are
now placed before the Licensing Committee.”

4.39. With reference to the large number of cases pending with
the Ministry of Industrial Development itself, the Secretary, Minis-
try of Industrial Development was asked as to measures taken to
ensure speedy processing and timely disposal of cases which were
dealt with by the various Industries Sections of the Ministry of
Industrial Development itself. He replied:

“I review the cases from time to time with my Joint Secre-
tary etc. and also when these cases come up before
the Licensing Committee, we always see the date on
which the application was received and call into ques-
tion those who put up the case with a delay of more than
three months. Now, this thing, I am sure, is no longer
prevalent that cases in our own Ministry get delayed.”

Asked to state whether any change in the licence application form
to make it more comprehensive could obviate the need for asking
the party to furnish additional information which leads to delays,

he said:

“I feel that the form which has been prescribed is compre-
hensive and I think at the moment no supplementary
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information is needed and in most cases, 1 do not think
supplementary information is now asked for. Our at-
titude in dealing with the applications has changed. We
are now more inclined to agree to give a licence than not
to and therefore we do not go into a very meticulous
examination at this stage of granting a letter of intent.
Of course, we do see that it is in keeping with the In-
dustrial Policy Resolution. But apart from that, we do
not carry out a meticulous examination at that stage
because our whole idea is not to pick any holes in the
application but to help the party to set up an industry.
In is really not that the application form does not have
certain columns for seme information, but the party is not
able, some times, to give the full information needed
even in the existing form...... Since this suggestion has
been made,....I will invite suggestions from Company
Law Department and DGTD whether they would like
anything to be added to the present form. If some sub-
stantial suggestions are made then we can amend the
form or supplement it.”

4.40. The Committee are distressed to note that as on 15th Nov-
ember, 1971, as many as 3104 licence applications were pending with
different Ministries/Departments of Government, that 30 per cent
of these were pending for more than one year and that the applica-
tions pending for over one year with the Ministry of Industrial
Development alone were as many as 259. While the Committee
enjoin upon all the production Ministries the need for early disposal
of licence applications, they stress the need for a centralised close
and reglar watch being kept on the stage by stage progress in respect
of all licence applications by the Ministry of Industrial Development
upon whom rests the ultimate responsibility for early disposal of

these cases.

441. The Committee appreciate that early disposal of licence
applications pertaining to other Ministries/Departments of Govern-
ment depends largely upon the cooperation of those Ministries/
Departments. They are, however, unable to see why, as on 15th
November, 1971, as many as 259 applications were pending with the
Ministry of Industrial Development themselves for over one year.
The Committee would like the Ministry of Industrial Development
to make concerted efforts to clear the backlog of pending applica-
tions and so streamline the procedures within their own Ministry
that licence applications are brought hefore the Licensing Committee,
a¢ required under the existing procedure, within four to six weeks.
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4.42. The Committee also note that one of several reasons usualy
pleaded by the Ministries/Departments for the delay in processing
and bringing up a licence application before the Licensing Committee
is the late receipt of the comments and opinion of technical authori-
ties on the application. The Committee would like the centrolling
Ministries to keep a strict watch on the time taken by the various
Central technical authorities in tendering comments and <ninion or
licence applications referred to them. They would iz fact sugges
prescribing of suitable returns to be submitted per‘odi-:i'v by the
technical authorities to the controlling Ministries ndicating the
licence applications outstanding with them together v.'ih reasons
therefor. On receipt of these returns, the contiolling authorities
should satisfy themselves that the delay, if any, in sending the
comments and opinion of the technical authorities to i}:¢ Administra-
tive Ministry/Section concerned is on account of genuilc¢ reasons
beyond the control of the technical authority concerned.

4.43. The Committee would I'’ke Government to examine the
feasibility of introducing a procedure whereby a licence application
is brought before the Licensing Committce after a specified time
even though by then the opinion and comments of technical srd
other authorities concerned thereon are not received by the Admi-
nistrative Ministry/Section concerned, leaving it to the technical
and other authority, whose comments were not received before hand,
to express them through its representative orally at the meeting of
the Licensing Committee and also put on record their views in writ.
ing at the meeting. The Committee are informed that some such
system has already been initiated* in the Ministry of Industrial
Development. The Committee hope that if this procedure being tried
in the Ministry of Industrial Development is found workable, it
would be made applicable to all the production Ministries/Depart-

ments concerned with the processing of applications for industrial
licences.

4.44. The Committee have been given the impression that one of
the reasons coming in the way of expeditious decision-making is
the wide-spread fear amongst the officers that even a bonafide
decision may later on become the subject of endless enquiries and
criticism. The Committee would like Government to exercise every
care in putting officers of the highest integrity in such key positions

and inspire in them a feeling of confidence so as to make for expedi-
tious decision. making.

*At the time of factual verification the Ministry of Industrial Development have
stated that the introduction of such a procodure is still under consideratior.
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Pending cases in the Ministry of Petroleum and Chemicals

4.45. Out of a total of 933 licence applications pending with the
various Ministries|Departments of Government, for over one year
as on 15.11.1971, 240 or about 25 per cent were pending with the
Ministry of Petroleum and Chemicals, 236 being with Department of
Chemicals alone. The representative of the Ministry of Petroleum
and Chemicals was during evidence, asked to state the reasons for
the accumulation of such a large number of applications for in-
dustrial licences in his Ministry, particularly in the Department of
Chemicals, in the context of shortages of chemical raw materials
like Soda Ash, Polyster and Nylon fibres etc. on account of inade-
quate production in the country, for which his Ministry was res-
ponsible. He explained that of the 236 applications pending with
the Department of Chemicals for over one year, about 120 were
Nylon cases- About them, he said: “There were certain aspects
which the Government wanted to clarify; only after clearing the
position, Government decision could be taken and communicated
to all parties.” He, however, added that his Ministry “will look

into these (pending) cases.”

4.46. As for shortage of Soda Ash the representative of the Minis-
try of Petroleum and Chemicals said that the shortage was experi-
enced “for the first time only last year (1971)” and it was on account
of the inability of licensees to make adequate progress in setting
up capacities. By way of remedial action, he added: “we have
now taken care of the fact that some of the parties are bound to
take more than two or three years. We have given additional lic-
ences a few months ago...... 1f more of the parties do not come
forward and make adequate progress, We shall cancel that (lic-
ences)”. He also clarified that the Ministry of Petroleum and
Chemicals were looking after only “non-cellulosic synthetic fibres”
as these were “closely related with petro-chemical and petroleum
raw materials available from refineries” and “an integrated pro-
» was necessary for the development of industry based on
It was also clarified by the representative of
1 wing of the Ministry of Petroleum
ly with the planning and imple-
ts and the technical scrutiny of
the private sector was the res-

gramme
these raw materials.
the Ministry that the technica
and Chemicals was concerned on
mentation of public sector projec
proposals for setting up projects in
ponsibility of D.G.T.D. ete.

in a written reply, the Ministry of Petroleum
d to the Committee the delays in the
s in that Ministry as follows:—

say that there has been

4.47. Subsequently,
and Chemicals have explaine
disposal of licence application

«I4 would not be entirely correct to
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inordinate delay in licensing private sector units in the
petrochemical industry. Unlike, in traditional and con-
ventional fields of industrial activity, licensing in the
petrochemical sector, which is of a very recent origin,
is a particularly difficult exercise because of certain
special aspects|/features which have to be adequately
taken care of before petrochemical projects are appro-
ved. These relate to:—

(a) assured and timely availability of feedstocks naphtha,
vinyl chloride, captolactum, DMT etc. (An integrated
and coordinated approach is necessary to ensure the
simultaneous coming up of several units producing
basic and intermediate raw materials and end pro-
ducts);

(b) correct evaluation of technology, the manner of its
procurement, centralised or otherwise (this is to en-
sure that the best of the several alternative routes for
manufacture of particular end-product are adopted and
obtained most economically at the least possible foreign
exchange expenditure.)

(¢) consideration of proposed financing arrangements—
rupee financing without unduly straining the resources
of financial institutions and foreign exchange compon-
ent which is usually quite considerable in the case of
petrochemical units which are capital intensive.

Mainly because of the capital intensive nature of the projects,
large houses and foreign holding companies usually
enter the petrochemical field. Their applications have,
therefore, also to be processed by various Ministries under
the M.R.T.P. Act and in accordance with the Govern-
ment’s policy to insist on reduction of foreign equity
holding.

The examination of the above is necessarily time-consuming
and quite often it becomes further more so because the
applicants fail to submit well-thought out schemes even
after several attempts.

It is submitted that by and large there has been no avoidable
delay on the part of Government in licensing of private
sector units in the petrochemical industry.
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There has been some delay in the completion of schemes in
the Gujarat Petrochemical Complex. These are Aro-
matics Project and Olefin Project. The implementation
of other projects by Indian Petrochemicals Ltd. is pro-
ceeding satisfactorily and these are expected to be com-
missioned according to schedule.”

4.48. The Committee are unhappy to note that of the 933 licence
applications pending with Government on 15th Novemhkser, 1971 ior
over one year, as many as 236 or nearly 25 per cent were pending
with the Department of Chemicals. The plea advanced by the
Ministry of Petroleum and Chemicals that licensing in the field of
petro-chemicals is a difficult exercisec because of certain special
aspects and features (e.g. availability of raw materials, evaluation
of technology etc.) which have to be adequately taken care of, seems
untenable to the Committee as every industry or product has its own
special features and aspects. The importance of petrc-chemical
industry at this stage of economic development of the country cannot
be over emphasised as industry in this ficld not only produces a
variety of consumer goods but also certain raw materials for use
by other industries. It is therefore imperative in the interest of
industrial development that applications for industrial licences in
the field of petro-chemicc!: are processed most expeditiously. The
Committee would thereiore like the Ministry of Petroleum & Chemi-
cals to make special efforts to accelerate the process of examination
of licence applications pending with the Depirtment of Chemicals
so as to clear the backlog within the next three months. The Com-
mittce would also like the Ministrv to evolve a suitable procedure
within the Ministry under which licence applications are processed
and brought before the Licensing Committee within four to six weeks
of their receipt.

4.49. The Committee recommend that the Ministry of Petraleum
& Chemicals should give wide publicity to the availability of basic
raw materials which are available, or are expected to become avail-
able for processing during the next three to five years, so as to
attract most competitive applications for issue of industrial licences
therefor. The Committee stress the need for most expeditious
examination of these applications for issue of licences so that the
raw materials can be put to industrial use without avoidable delay.

Pending cases in the Department of Electronics

4.50. 154 of the 933 licence applications pending for over one year
as on 15th November, 1971 were with the Department of Electronics.
During evidence, it was pointed out that the electronics industry was
a labour-intensive industry which, having an expanding field, could
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offer considerable scope for an increase in production to meet tne
local needs as well as exports. It was therefore necessary that its
-development should receive earnest consideration at all levels and
there should be no delay in licensing units in this field. In this
context, thn representative of the Department of Electronics was
asked to state the reasons for long delays in the processing of licence
applications by his Department. While admitting that there had
been delay in the disposal of applications in the past, he stated that
it was due to the following factors:

(i) changes in the administrative set up. In the later half
of 1967, this subject was taken out of the Ministry of
Industry and made a part of the Department of Defence
Supplies. In 1970, it was separated from the Department
of Defence Supplies and put under the Cabinet Secre-
tariat. In early 1971, it was made an independent Depart-
ment and the Electronics Commission was set up.

(ii) electronics is a technologically-intensive industry and the
applications have to be examined from certain aspects
which this industry does not share with others, namely,
that the investment is based on such technologies as do
not become obsolescent and that there was going to be a
good market for the products.

(iii) growth of indigenous technology.

451. He further stated that more than 50 per cent of the pending
applications were for T.V. Industry which had since been disposed
of. Expert Panels had been appointed, he said, in different fields
of electronics and iafter their report was received, the applications
relating to those fields would be disposed of. He assured the Com-
mittee that “of the pending applications, nearly 60—65 per cent’ of
‘the applications have already been dealt with and the remaining
will be dealt with in the next two months.”

Licensing of units in Electronics Industry

4.52. The representative of Department also stated that one of
‘the considerations in processing of applications in this industry was
that entreprencures should not be permitted to inva't money unless
it was ensured that there would be market here or else where for
‘the type of goods made. Asked why the profitabil'ty of an industry
or the marketability of the goods produced should be the concern of
the Government, he replied that what concerned Government was
the possibility of a substantial amount of foreign exchange involved
in th2 import content of the plants and marh'neryv becoming infrue-
tuous an account of excess capacity or obsolescence.
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4.53. During evidence, it was pointed out that electronics was a
totally unpredictable filed where one did not know when there
would be a break-through which might make the existing technology
completely obsolete. It was, therefore, dangerous to pronounce the
viability or otherwise of an industry in this field and reject.cn of
applications would stifle the development of electronics in the
country. Unless a large number of electronic units were permitted
to come up as a base for further research in that field, it would be
difficult to make a technological break-through in that field. The
representative of the Department of Electronics agreed that electro-
nics industry had to be broad based and said that the Electro-
nics Commission was working on those very lines. He also agreed
that no body could visualise with certainty what was likely to be the
future of electronics industry. But in certain areas such as Silicon,
which was the most sophisticated area in electronics, he said, the
Electronics Commission had to examine the technological develop-
ments taking the future trends into account as well as the capacity
that should be set up. Spelling out further, the role of the Electro-
nics Commission, he said:

“The Commission’s approach is to broad base it and to give
every encouragement to all the entrepreneurs...... the
Commission is not only going to (grant licence) ......
but involve itself in promotional activity. In this country
electronics is one of the broadbased developing industry.
Frcm the production of about Rs. 60 crores in 1966-67 it
is about Rs. 200 crores now ... There are some areas
where there has not been sufficient development in elec-
tronics in our country. The Commission is taking action
to identify these areas so that development takes place
‘in all the fields where there are gaps . .. a high degree
of self-reliance is needed along with economic production
and technological development. The R. & D. organisa-
tion is engaged in helping us to be self-reliant. There has
been intense activity in many research institutions. It
is to ke seen that no area is left untouched which could
be tapped. This is one of the tasks in which the Core-
mission is engaging itself; that we should become self-
reliant is one of the targets in the R&D field also.”

4.54. Regarding T.V. industry, the representative of the Depart-
ment said that it was decided to create a capacity of 2 lakh T.V.
sets per year and public notice inviting applications for setting up
the capacity both in the organised sector as well as the Small Scale
Sector was issued. According to him. 7 or 8 units had been licenced
in the organised sector while 42 appl‘cants have been authorised to
set up units in the Small Scale Sector, each with a capacity of
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manufacturing 2500 TV sets. Normally, for setting up industries in
the Small Scale Sector, an entrepreneur need not approach the
Government for permission, but in the case of TV industry, he said,
this arrangement was made @as each unit needed about Rs. 2 lakhs
worth of imported instruments; besides TV Picture Tubes and some

other components had to be imported.

4.55. Asked to state whether any detailed plan had been prepared
for the development of the electronics industry, the representative
of the Department stated that “very detailed plan for every item”
was under preparation and it was likely to be ready in “about 6
months or so.” The representative of the Department also informed
the Committee that there was no cause for alarm in the matter cf
development of electronics industry in the country, seeing the late
start and the extent of progress made so far. The production in
this industry, which was Rs. 30, crores in 1964-65, had currently
reached Rs. 200 crores annually and by 1975, he said, “we will go
much beyond the total production envisaged in the Bhabha Com-
mittee Report.” According to him, know-how had already been
developed or would soon be developed in the country for such
sophisticated items as TV Camera, Transisterised TV sets. Desk
Calculators and Computers.

4.56. The Committee find that electronics is another field where
licence applications are considerably delayed. As on 15th November,
1971, there were as many as 154 applications pending with the
Department of Electronics for more than one year. The Committee
consider that electronics industry, being labour intensive, has con-
siderable employment potential as also a developing domestic and
export market. It is » nescient industry in our country and at this
stage undue restrictions and inordinate licensing delays in this field
may frustrate, if not arrest, its development. The Committee would,
therefore, recommend that the Department of Electronics should
dispose of all pending licence applications within next 3 months and
so streamline the procedure within the Department as to make
possible licence applications being brought before the Licensing
Committee within the prescribed time limit of 4 to 6 weeks from
the date of receipt of the application.

Rejection of applications without prior reference to Licensing Com-
mittee

4.57. An application for industrial licence can be rejected by the
Administrative Ministry/Section concerned without prior reference
to the Licensing Committee, if they agree with the Technical
Advisers in regard to such rejection. Whenever, an application is
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rejected under the above circumstances, the concerned Administra-
tive Ministry/Section has to report the matter to' the Licensing Com-
mittee by forwarding a self-contained note for the Licensing Com-
mittee indicating the circumstances in which the application was
rejected. The Licensing Committee can reopen such cases if it feels
that the application has not been fairly dealt with.

4.58. The following categories of applicatons for industrial
licences are generally disposed of without reference to the Licensing
Committee:

(a) Change of locations within the State supported by- the
State Government concerned and the Technical Adviser.

(b) Change of location from one State to another supported
by the 'State Governments concerned and the Technical
Adviser.

(c) Permission for ‘Carrying on Bus‘ness’ except that in
respect of Larger Industrial Houses, foreign majority con-
cerns and dominant undertakings provided the request is
supported by the State Government and the Technical
Adviser.

It is stated that the power to reject has been delegated “to reduce
the workload on the Licensing Committee.”

Clubbing of applications

4.59. It has been observed from the Minutes of the Licensing
Committee that on many occasions several applications for same or
related items have been placed before the Licensing Committee
together irrespective of their receipt in point of time. This leads to
inordinate delays in respect of applications received earlier. The
Ministry of Industrial Development were asked to state whether
any set policy or procedure was laid down in this regard. They
have stated that this was sometimes done to ensure uniformity of
approach from the point of view of policy. As a general rule, hew-
cver, the Sections or the Ministries concerned were expected to
transmit cases for Licensing Committee’s consideration as and when
they become ripe for being sent to the Licensing Committee. No.
instructions have been issued to them to cors-!idate cases relating
to the seme or similar items.

4.60. Since clubbing of licence appliceti'ns and their omnibus
examinntion irrespective cf their rece’n! in point of time not only
c2uses delav in hringing apnlicationrs before the Licensi~~ Commitree
but generally affects the time schedule for the disposal of appli-



175

cations, the Committee recommend that the Ministry of Industrial
Development may carefully examine the matter and issue necessary
instructions to the Administrative Ministries|Sections concerned in
this regard.

C. Consideration by Licensing Committee

Licensing Committee

4.61. Rule 10 of the Registration and Licensing of Industrial
Undertakings Rules, 1952 provides for the appointment of a Licens-
ing Committee consisting of the representatives of the Ministries of
Commerce and Industry, Railways, Finance, Iron and Steel, Pro-
duction and of the Planning Commission, with the representative of
the Ministry of Commerce and Industry as the Chairman. The
Licensing Committee can, whenever necessary, co-opt representations
of other Ministries or of the State Governments concerned. All
applications for industrial licences are, under the Rule, required to
be referred to the Licensing Committee under Rule 11 of these Rules
and the Licensing Committee is required, after such investigation
as may be necessary to submit a report to the Ministry of Commerce
and Industry (Now Ministry of Industrial Development).

4.62. The Licensing Committee was formally set up for the first
time on the 5th September, 1952. The present composition of the
Committee as indicated is ias follows:—

Chairman

1. Secretary, Ministry of Industria] Development.
Members

2. Secretary, Ministry of Industrial Development (Heavy
Industries) or his nominee.

3. Secretary, Ministry of Steel & Mines (Department of Steel)
or his nominee.

4. Secretary, Ministry of Steel & Mines (Department of Mines)
or his nominee.

5. Secretary, Ministry of Petroleum and Chemicals, or his
nominee.

6. Secretary, Ministry of Finance, (Department of Economic
Affairs), or his nominee.

7. Secretary, Ministry of Foreign Trade or his nominee.

8. Secretary, Ministry of Defence (Department of Defence
Supplies), or his nominee.

580—LS—11.
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9. Secretary, Department of Company Affairs, or his nominee..

10. Secretary, Ministry of Railways, or his nominee.

10. Secretary, Ministry of Education, C.S.I.R., or his nominee.

12. Secretary, Planning ‘Commission, or his nominee.

The representatives of the other administrative Ministries concern--
ed and State Governments are co-opted as Members of the Commit-—

tee.

4.63. The functons of the Licensing Committee are to conzider
applications for the grant of licences under the Industries (Develop-
ment and Regulation) Act, 1951. Besides, the Committee considers
the question of revocation of licences already issued and also requests
for extension of time allowed for taking effective steps for the estab-
lishment of undertaking~. The Committee also makes general re-
commendations pertaining to industrial licensing when ever
considered appropriate.

4.64. Tt is noticed from the material furnished to the Committee
that, in actual practice, it is a Sub-Committee of the Licensing Com-
mittee which considers all the applications relating to industrial
licences. The meetings of the main Licensing Committee are few and
far between. Only 3 meetings of the full Committee were held during
each of the years 1968, 1969 and 1970. Asked how and why the func-
tions assigned by the Registration and Licensing of Industrial Under-
takings Rules to the Licensing Committee have come to be vested in
a Sub-Committee of that body, the Ministry of Industrial Develop-
ment have stated:

“Rule 10 of the RLIU rules provides that the Licensing Com-
mittee would consist of the representatives of the Minis-
tries of Commerce and Industry, Railways, Finance, Iron
and Steel, Labour and Production and of the Planning
Commission. It would thus appear that what is today ter-
med as the Sub-Committee of the Licensing Committee
is the real Licensing Committee envisaged in law. This
Committee has been given the choice to co-opt one or more
representatives of other Ministries of the Government of
India or of any State Government concerned, whenever
necessary. The Licensing Committee (now called Sub-
Committee of the Licensing Committee) has adopted the
practice of inviting the representative; of all the State
Governments about twice a year in exercise of the above
choice. As the membership of the Committee naturally
becomes more broad based due to the presence of State
Government representatives, the Committee so constituted
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has mistakenly to be called as the Full Licensing Com-
mittee, In the eyes of law, however the Committee re-
mains only one.

When the State Government representatives are invited, the
Committee considers mainly those cases which have ear-
lier been considered by the Licensing Committee (the so
called Sub-Committee of Licensing Committee) but in res-
pect of which the recommendations miade and the decisions
taken are not acceptable to the State Government for one
reason or the other.”

Meetings of Sub-Committee of Licensing Committee

4.65. The Sub-Committee of the Licensing Committee at present
meets once a fortnight. It is noted that the agenda for a meeting of
the Sub-Committee of the Licensing is usually voluminous. One an
average, the Sub-Committee considers about 45 cases and the agenda
papers, which are circulated to members of the Licensing Committee
only 4-5 days in advance of the meeting often run into as many as
200 pages. '

4.66. During evidence. the Secretary, Ministry of Industrial De-
velopment was asked to state whether an increase in the frequency
of meetings of the Sub-Committee of the Licensing Committee would
Jead to quicker and more thorough examination of cases brought be-
fore the Committee. He said that the Licensing Committee Section
had no backlog and that cases received by that Section were put up
to the Sub-Committee of Licensing Committee at their next meeting
within a fortnight. “It is not the fact that the Licensing Committee
is not able to meet more frequently (and) that stands in the way,
but it is the time taken in getting all the information, collecting the
information, making a summary for the meetings of the Licensing
Committee, that takes time”, he added.

-~

4.67. In reply to the point whether, considering the vo]ummous
ogenda before it, the Sub-Committee of the Licensing Cnmmxttee
could really do justice by an adequate and proper examination of
the applications, he said:

“The Chairman of the Licensing Committee is supposed to go
through all the cases. In fact when I have read the cases
....We are able to take very quick decisions on ijt.”
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In a subsequent written reply to a question on the subject, it has
been stated: -

“The Committee could certainly meet often than at present but
is found that it does not have many cases pending for con-
sideration at any time so as to warrant the meeting more
than twice a month. Whenever an adequate number of
cases are available the Committee meets oftener. It has
at times met even twice a week.”

Preparation of Minutes

4.68. A sample study of the Minutes of 143rd to 152nd Meetings of
the Licensing Committee held between 12th April, 1971 to 19th July,
1971 shows that it has taken from 4 to 6 weeks to prepare and circu-
late the minutes of the Licensing Committee (Sub-Committee) even
after excluding cases requiring approval of the Cabinet Committee
on Economic Co-ordination or clearance under M.R.T.P. Act. During
evidence, the Secretary, Ministry of Industrial Development was
asked whether the delay at this stage was merely administrative or
it was on account of certain procedures which had to be followed.
He said that the delay at this stage was “a thing of the past” except
in cases which require clearance under the M.R.T.P. Act or approval
of the Cabinet Committee on Economic Co-ordination. In a subse-
quent written reply, it is stated that it does not take 4—6 weeks
“now” and that the formal minutes of the Licensing Committee “are
generally issued within 7—10 days from the date of the final deci-
sion.”

Minutes in respect of certain cases

4.69. It is observed that in regard to some cases the Minutes of
the Licensing Committee merely contain the remarks “Minutes will
follow”. These are, it is stated, cases where minutes could not be
finalised as these required clearance under M.R.T.P. Act or had to
be taken to C.C.E.C. direct for their orders. According to the proce-
dure in force, after the Licensing Committee has taken a decision on
the cases, these are examined to see whether any of these would re-
quire the consideration of C.C.E.C. Cases requiring consideration by
C.C.E.C. are forwarded directly by the Licensing Committee Section
of the Ministry of Industrial Development itself to the Department
of Cabinet Affairs for being placed before the Cabinet Committee.
The formal minutes of the Licensing Committee are, it is stated,
issued “within three days” of the receipt of the orders of the C.C.E.C.

4.70. Cases of parties registered under Section 26 of the M.R.T.P.
Act are, however, after the decision of the Licensing Committee, for-
warded by the Licensing Committee Section of the Ministry of Indus-
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trial Development to the administrative Ministries|Sections concern-
ed with the request that parties concerned be asked to apply to
the Department of Company Affairs for clearance under M.R.T.P.
Act. The Licensing Committee Section then awaits a note for
C.CEC. from the Department of Company Affairs and, on the re-
ceipt of the note, refers the case to the C.C.E.C. through the Depart-
ment of Cabinet Affairs. The formal minutes of the Licensing Com-
mittee in such cases, it is stated, issued “as far as possible within a
period of 3 days from the date of receipt of the orders of C.C.E.C.”

4.71. It is noted from the information furnished by the Govern-
ment that when the circulation of minutes in respect of any case is
held over for any reason, quite some time is taken by the Licensing
Committee Section of the Ministry of Industrial Development in
forwarding the cases to the administrative Ministry|Section concern-
ed in case it is on account of clearance required under M.R.T.P. Act
or in referring the case to the Department of Cabinet Affairs, if the
consideration of Cabinet Committee on Economic Co-ordination is
required. For example, the minutes of the meeting of the Sub-
Committee of the Licensing Committee held on 19th July, 1971,
which were circulated on 7th August, 1971, contained 8 items where
the minutes were held over. Two of these cases required considera-
tion by C.C.E.C. and for that purpose a reference was made to that
body only on 7th October, 1971, i.e. more than 24 months after the
meeting of the Sub-Committee of the Licensing Committee. Five
of the 8 cases required clearance under M.R.T.P. Act; 4 of these were
forwarded to the administrative Ministry/Section concerned for fur-
ther necessary action only on 10th August, 1971, i.e. about 3 weeks
after the meeting, while one case was referred to the Department of
Company Affairs direct on 8th September, 1971, i.e. more than 1%
months after the meeting. One case on which the Minister of In-
dustrial Development had made certain observations was referred
to the concerned administrative Section of the Ministry of Industrial
Development on 20th August, 1971, i.e. about a month after the

meeting.

4.72. The Committee find that preparation, approval and circula-
tion of minutes of the Licensing Committee has been, until recently,
taking an unduly long time. They note the assurance given to them
that the minutes are now being issued within 7 to 10 days of the
meeting of the Licensing Committee and hope that this position

would be maintained in future also.
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4.73. The Committee also find that, in cases requiring approval
of the Cabinet Committee on Economic Coordination or clearance
under M.R.T.P. Act, the follow up action after the decision of the
Licensing Committee is taking considerable time. The Commiltee
would like the Ministry of Industrial Development to study the pro-
cedures being observed in this regard and take such steps as may
be necessary to minimise the time taken at this stage.

Key and Non-Key Industries

474. 1t is observed that the Minutes of the Licensing Committee
still go by the concept of “Key” and “Non-Key” industries while the
Licensing Policy in force classifies industries only into ‘Core Sector’
and ‘Small Scale Sector’ industries. Asked to state the reasons for
still continuing with the old concept. Government have stated that
the concept of key and non-key industries was presumably introduc-
ed for the first time by the Report of the Industries Development
Procedure Committee (Swaminathan Committee). They agree that
the concept “does not seem to have any particular relevance now”
and have stated that this “might be given up by the Licensing Com-
mittee, subject to a decision being taken by it to this effect.”

4.75. The Committee suggest that, as the concept of Key and
Non-Key industries has now become out-dated, a new scheme of
priorities may be evolved in accordance with the new Industrial
Licensing Policy announced in February, 1970 for use in taking deci-
sions relating to licensing of industrial capacities.

Delays in communication to party of decision of the Licensing Com-
mittee

4.76. It is stated in the preliminary material furnished to the
Committee that, after the Minutes of the Licensing Committee are
circulated, the administrative Ministries and Industries Sections con-
cerned communicate the decisions on the applications to the appli-
cant parties giving them an opportunity to show cause, in cases
where the applications are proposed to be rejected. It is noticed
from the material furnished to the Committee that there is a sizeable
time lag between the date on which the Minutes of the Licensing
Committee are circulated and the date on which the Letter of Intent/
Licence is actually issued. In a case falling within the purview of
the Department of Electronics which has come to the notice of the
Committee, this has been as long as 9% months. Detailed case studies
made in respect of @ random selection of cases has further confirm-
ed that, after the circulation of Minutes of the Licensing Committee,
it takes considerable time for the administrative Ministry/Section
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sconcerned to issue the letter of intent or industrial licence or the
letter of rejection to the party in accordance with the decision of
the Licensing Committee. Out of 10 cases studied, in 7 cases this
stage has taken more than one month, the maximum time taken in
a case (which related to the Department of Chemicals) being 165
days. It is however interesting to note that in one of the cases, the
letter of intent was issued on the day following the date of circula-
tion of minutes of Licensing Committee.

4.77. When confronted with these facts during evidence, the Sec-
retary, Ministry of Industrial Development said: “Once the Minutes
are issued and all the processes completed, that is indefensible.”
Asked whether in view of delays taking place at this stage, could the
job of issue of letter of intent/licence or the letter of rejection to the

party in accordance with the decision of the Licensing Committee
" not be centralised, say in the Licensing Section of the Ministry of
Industrial Development, he replied; “This work is generally of the
Ministries concerned and they should continue to deal with this.”

4.78. The Committee are surprised that although the issue of a
letter of intent after the circulation of minutes of the Licensing
Committee is a forma] affair, even this stage has been taking a con-
siderable time, often as much as several months in certain cases
noticed by the Committee. The Committee consider that this stage
should net take more than 2 weeks and suggest that, with a view to
ensure that this time-limit is observed, a strict centralised watch
should be kept by the Ministry of Industrial Development on the
follow-up action taken by the Administrative Ministries/Sections
concerned on the decisions of the Licensing Committee.

D. Special Category Cases

(i) CASES REQUIRING APPROVAL OF CABINET COMMITTEE ON
Economic Co-ORDINATION

Type of cases requiring approval of Cabinet Committee on Economic
Coordination.

4.79. After the receipt of the Report of the Industrial Licensing
Policy Inquiry Committee in 1969 and with the enforcement of the
Monopolies and Restrictive Trade Practices Act from 1st June, 1970,
certain changes have been made in the procedure for consideration
of applications for industrial licences. Under an Order No. 7/1/3/
CF-70 issued by the Department of Cabinet Affairs on 4th August,
1970, the following categories of cases have to be submitted to the
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Cabinet Committee for Economic Co-ordination, after the same have
been considered by the Licensing Committee, for approval, so that
the collective mind of the Government can be exercised on these
applications:—

(i) Cases involving an investment of Rs. 20 crores and more
in the heavy investment sector;

(ii) all applications in the ‘Core’ Sector;

(iii) all cases which need clearance under the provisions of the
M.R.T.P. Act; and

(iv) even in cases of doubt as in (iii) above, all cases relating
to Larger Industrial Houses and foreign majority compan-
ies.

4.80. Since such a procedure adds another stage in the licensing
procedure and takes some more time than already being taken in
the issue of letter of intent, the representative of the Department of
Cabinet Affairs was, during evidence, asked to enlighten the Commit-
tee in regard to the genesis and implications of the procedure. He
was also asked whether it was possible to minimise these references.
He replied:

“In taking decisions on industrial licensing cases an overall
view based upon a synthesis of the viewpoints of the vari-
ous concerned Ministries had to be taken. It has also to be
seen that the decisions are in accord with the socio-econo-
mic objectives of Government. It is but appropriate there-
fore that decisions in important cases of the kind mention-
ed in the question are taken at the highest level in accord-
ance with the principle of joint responsibility. The Cabi-
net Committee on Economic Co-ordination meets as often
as the requirements of work necessitate. Ordinarily there-
fore the requirement regarding submission of the specified
category of cases to it should not entail a delay of three
months, nor does it do so in point of fact. The original
thinking was that all cases involving an investment of
Rs. 5 crores or more should come before the Committee.
The limit was later raised to Rs. 20 crores to cut down the
number of reference to the Committee and avoid delay.
In view of the strong opinion expressed in Parliament and
outside in respect of the socio-economic objectives vis-a-
vis the larger industrial houses, foreign ownership, import

' substitution etc., it is not considered feasible to make
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further changes in this limit in the light of the concept and.
practice of joint responsibility....an overall view has to
be taken in regard to cases involving important economic
considerations. Since several ministries are involved it
is only appropriate that the cases should go before a Com-
mittee of the Cabinet.”

Time taken at the stage

4.81. As regards the time taken at this stage resulting in a further
delay in the issue of the letter of intent, he said:

“The Cabinet Committee also has been very anxious to reduce
delay in industrial licensing; it has also given instructions
regarding the streamlining of procedure. But...... certain
cases which could have widespread political and economic
implications have necessarily to be considered in the
Cabinet Committee. In the types of cases mentioned, the
considered view is that the Minister of Industrial Deve-
lopment should have the collective advice of his col-
leagues.”

He added that the Cabinet Secretariat as such did not consider the
merits of a case and it was applying the procedural checks laid down
in the instructions for submission of cases to the Cabinet and the
Cabinet Committee. This check, he held, “does not take more than
one day.”

4.82. It may be pointed out that a study of the Minutes of the
Licensing Committee reveals that the reference of a case to C.C.E.C.
has, in the past, in fact delayed the circulation of minutes of the
Licensing Committee relating to that case by as much as two months
causing corresponding delay in the issue of letter of intent. What
part of this time was taken by the Ministry of Industrial Develop-
ment in referring cases to Department of Cabinet Affairs and for
how long these remained in the latter Department is, however, not
known to the Committee. However, the Ministry of Industrial Deve-
lopment have, while furnishing information in respect of certain
cases decided by the Licensing Committee on 19th July, 1971, indi-
cated that two of the cases were referred to C.C.E.C. on 7th October,
1971 and the decisions of the C.C.E.C. thereon were received on 4th
November, 1971, i.e. after nearly a month, and the Minutes relating
to those case were issued on 6th November, 1971.

4.83. The Committee find that after decision of the Licensing Com-

mittee in a case requiring approval of the Cabinet Committee on
Economic Coordination, various processes upto the stage of circula-.



154

tion of minutes are, at present, taking a long time. The Commiitee
recommend that the Ministry of Industrial Development should, in
consultation with the Department of Cabinet Affairs, so streamline
the procedurc in respect of such cases that the minutes of the
Licensing Committee in respect of such cases are finally approved
and circulated within three weeks of the date of the meeting of the
Licensing Committee.

(ii) CASES REQUIRING CLEARANCE UNDER M.R.T.P. Acrt
Provisions of M.R.T.P. Act.

4.84. Part A of Chapter III of the Monopolies and Restrictive
Trade Practices Act, 1969 (MR.T.P. Act) which deals with “Con-
centration of Economic Power” is the relevant portion of the Act
for the purposes of Industrial Licensing. Section 20 of the Act

provides that this Part will cover the following categories of Under-
takings:

(i) an Undertaking the total value of assets of which, together
with that of its interconnected undertakings, is Rs. 20
crores or more.

(ii) a dominant undertaking, the total value of assets of which,
together with that of its interconnected undertakings, is
Rs. one crore or more.

“Dominant Undertaking” has been defined in Section 2(d) of the
MRTP Act as an undertaking which, either by itself or along with
interconnected undertakings, produces, supplies, distributes or
otherwise controls one-third or more of the total goods of any
description produced, supplied or distributed in India or any subs-
tantial part thereof. Section 26 of the Act, requires all undertak-
ings to which Part A of Chapter III of the Act applies to
register themselves with the Government. Upon registration,
the undertaking is issued a certificate of registration. Sections
21 and 22 of the Act provide that such an undertaking
will have to seek the permission of the Central Government under
the Act for any substantial expansion of its activities or for estab-
lishing any new undertaking which, when established, would become
an interconnected undertaking.

Procedure observed by Ministry of Industrial Development in
M.R.T.P. Act cases.

4.85. According to the Industrial Licensing Policy notified in
February, 1970, an Industrial Licence is necessary—
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(i) for all “Dominant Undertakings” as defined in Section 2 (d)
of the MRTP Act, if they intend to set up a new unit ur
substantially expand their production or manufacture new
articles over 25 per cent of the licensed capacity.

(ii) for ‘Larger Industrial Houses’ as classified by the Dutt
Committee in their Report if they intend to set up a new
unit or diversify or substantially expand their produc-
tion. (These are houses the total value of assets of which,
together with that of their interconnected undertakings,

exceeded Rs. 35 crores in 1964 and their total number is
20.)

Government have also stated that in cases clearly falling under the
M.R.T.P. Act, that is where the party has registered itself under
the Act, a letter of intent or licence is issued only after the case
has been cleared under the M.R.T.P. Act. Thus not only registered
‘dominant undertakings’ but registered companies where the total
value of assets is Rs. 20 crores or more also require clearance under
the Act, including the “Larger Industrial Houses” as classified by
the Dutt Committee in their Report on the basis of value of assets
of a House exceeding Rs. 35 crores.

Action by Department of Company Affairs on copy of licence appli-
cation sent initially.

4.86. As stated earlier, a copy of every application for the issue
of a letter of intent|industrial licence is forwarded to the Depart-
ment of Company Affairs for comments within two weeks. The
representative of the Ministry of Industrial Development was, dur-
ing evidence, asked to state the object of sending a copy of the
licence application to the Department of Company Affairs when
the parties were required to make a separate application tn that

Department for clearance under the M.R.T.P. Act if they were cov-
ered under the Act. He stated:

“When we send to the Department of Company Affairs a copy

) of the industrial licence application, it is for their com-
ments as to whether M.R T.P. Act appli*s. A decision on

the application has to be taken by the Licensing Com-

mittee. If they do not send the comments, we will report

to the Licensing Committee that no comments from the
Department of Company Affairs have been received. We

do not wait but just put up the case. The Denartment

of Company Affairs is, however, concerned with giving
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clearance under the Monopolies Act, for which the party
must apply separately, if its case is covered by that Act.”

In a subsequent written reply to the Committee, the Department
of Company Affairs have stated that they examine the applications
primarily from the company law angle and also from the point of
view of the applicability of the M.R.T-P. Act to the case (so far as
could be made out from the application for industrial licence which
does not contain all the detailed material required for an application
under Section 21 or 22 of the M.R.T.P. Act) and furnish their com-
ments to the Ministry of Industrial Development within two to three

" weeks.

Procedure in cases clearly covered under M.R.T.P Act.

4.87, In respect of parties who are registered, or have already
applied for registration under Section 26 of the MRTP Act, a letter
of intent or licence under the Industries (Development and Regula-
tion) Act is issued only after the case has been cleared under the
MRTP Act. In such cases, after the Licensing Committee has consi-
dered the application, the Licensing Committee Section of the Minis-
try of Industrial Development forwards the case to the Administra-
tive Ministry'Section concerned asking them to advise the party to
obtain from the Department of Company Affairs either a statutory
approval under Sections 21 and 22 of the Act (if the party has not
already made such an application) or a clarification to the effect that
the particular expansion proposal is exempt from such prior appro-

val under the Act.

4.88. According to the prescribed procedure applications from
parties, who have already applied or are registered under Section 26
of the Monopolies and Restrictive Trade Practices Act, are required
to be processed simultaneously by the Licensing Committee in the
Ministry of Industrial Development and Advisory Committee in the
Department of Company Affairs and placed before the Cabinet
Committee on Eczonomic Coordination (C.C.E.C.) for orders. In a
Press Note issued by the Department of Company Affairs on the
25th October, 1970, applicants for industrial licences, whose casds
are also covered by the provisions of the M.R.T.P. Act, were advised
simultaneously to apply to the Department of Company Affairs also
under the relevant provisions of Section 21 or 22 of the MR.T.P.
Act. The idea is that the M.R.T'P. application will also be proces-
sed simultaneously with that for industrial licence and the two
corresponding applications placed before the Advisory Committee
and the Licensing Committee respectively thus enabling the Cabinet.



157

Committee for Economic Coordination to whom both the parallel
-applications will be referred to take a final decision.

4.89. Asked whether the procedure of simultaneous consideration
by the Licensing Committee in the Ministry of Industrial Develop-
ment and the Advisory Committee in the Department of Company
Affairs was actually -being observed, the Department of Company
Affairs have stated that as far as possible attempts were made to
get such applications processed in both the bodies simultaneously
but this is not always possible as, to a large extent, it depends upon
whether the party applies simultaneously or on different dates for
the two sets of clearance. It is held that the application for clear-
ance under the M.R.T.P. Act is frequently made at a later date.

4.90. In a subsequent written reply the Department of Company
Affairs have further stated:

“In actual practice it has been found not possible to ensure
simultaneous consideration by the Advisory Committee
and the Licensing Committee in all cases. In view of
the provisions of Section 30 of the Act, it is necessary to
take a view early whether the application is to be refer-
red to the M\R.T.P. Commission for enquiry or not.
Hence, applications are brought up before the Advisory
Committee within about 4 weeks of their receipt. How-
ever in such cases both the applications are finally decid-
ed by the Cabinet Committee for Economic Coordination.
The Cabinet Committee for Economic Coordination has
the recommendations of the Licensing Committee in res-
pect of the industrial licence application and of the Advi-
sory Committee (or the M.R.T.P. Commission in cases
referred to the latter) on the application under the
M.R.T.P. Act, before it takes decision. In order to avoid
notes on the two applications coming up separately from
two separate Departments before the Cabinet Committee
for Economic Coordination, it has recently been decided
to send the Department of Company Affairs’ note for the
Cabinet Committee in respect of an M.R.T.P. applicatian
to the Ministry of Industrial Development which Ministry
will place both that note and its own note on the indus-
trial licence application before the Cabinet Committee for
Economic Coordination at the same time. This proccdure
is now being followed.”
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Cases not clearly covered under M.R.T.P. Act.

4.91. In cases where there is a doubt on the part of the Depart-
ment of Company Affairs or any other Department of Government
regarding the applicability of the M-R.T.P. Act, but where the parties.
have not registered themselves under Section 26 of the Act, clear-
ance is not required under the M.R.T.P. Act. These cases are sub-
mittee to the Cabinet Committee for Economic Cordination for
orders, after consideration by the Licensing Committee. The issue
of Letters of Intent|industrial licences in such cases is subject to
the stipulation that it will not constitute a clearance under the
M.R.T.P. Act. However, where it is prima facie clear that the
provisions of the M.R.T-P. Act do not apply to an application for

a letter of intent|licence, the letter of intent|licence is issued without
any such stipulation.

4.92. The basis of the procedure observed in cases of doubt as
to the applicability of M.R.T.P. Act was explained by the represen-
tative of the Department of Company Affairs during evidence thus:—

“the intention is that the entrepreneur should be in a position
to go ahead with the establishment of the industry in a
case of doubt if he is prepared to run the risk of facing
prosecution under the MRTP Act on being ultimately
proved wrong. The intention is to give fillip to the estab-
lishment of new ventures where there is a doubt about the
necessity for registration under the M.R.T.P. Act. Since
the Government could be in doubt, but the firm may not
be the intention is that if the firm is prepared to take the
risk, it may do so.”

Procedure observed by the Department of Company Affairs.

4.93. According to the procedure observed by the Department of
Company Affairs, on the rceipt of application, concerned Ministries
Departments namely, the Administrative Ministry|Department
concerned, Department of Economic Affairs, Department of Banking
and Planning Commission are requested to send their comments
within ten days. If the application is lacking in any material parti-
culars, these are called for from the Company concerned. The case
is then placed before the Advisory Committee or decision whether
the matter should be referred to the MRTP Commission or not.
Secticn 30(1) of the Act prescribes a time-limit of 60 days from the
date of receipt of the application (where further particulars are
called for by Government from the date on which these are furnish-
ed to the Government) within which such a decision should be
taken. If it is decided not to refer the case to the MRTP Commis-
sion for further enquiry, interested parties are given statutory hear-
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ing by Government in terms of Section 29 of the Act. The case is.
then submitted to the Cabinet Committee for Economic Coordination
for approval through the Ministry of Industrial Development where-
after the final order is passed. Under Section 30(4) of the Act,
cases which are not referred to the Commission are required to be
disposed of by the Central Government within 90 days from the
date of receipt of the application, except where the Central Govern-
ment, for special reasons recorded by it in writing, is of the opinion
that the case cannot be disposed of within 90 days.

4.94. In a case referred by Government to the MRTP Commission
for inquiry, the Commission can, under Section 30(2) of the Act,
take 90 days from the date of such reference, for submission of its
Report to the Government. The Commission observes its own pro-
cedure for making inquiries which includes personal hearing of in-
terested parties, if considered necessary. The time-limit of 90 days
for the Commission can be exceeded if the Commission for special
reasons recorded by it in writing, is of the opinion that the report
cannot be made within 90 days. On receipt of the Report of the
Commission, the Act allows Government 60 days time to examine
it and pass orders. Before passing final orders in such cases, the
Department gives a statutory hearing to the interested parties under
Section 29 of the Act and submits the case for the approval of the
Cabinet Committee for Economic Cordination through the Ministry
of Industrial Dvelopment.

4.95. Asked to indicate the level at which processing of cases is
done, and decisions taken, the Department of Company Affairs have
stated: ‘Processing is done by the Department and decisions on
applications under the MRTP are taken by the Cabinet Committee
for Economir Coordination; where, however, it is a question whe-
ther the provisions of the Act are applicable or not to any particular
case or whether the case is entitled to statutory exemption under
the Act, the decision is taken by the Minister of Company Affairs.”

Guidelines for disposal of cases

4.96. The broad guidelines or criteria for clearance under the
MRTP Act ~re laid down in Section 28 of the Act. It iz stated that
apart from these, no departmental guidelines as such have been
issued, but rertain points have been drawn up and circulated, on
which adm nistrative Ministries ar expected to offer their comments
and these roints are borne in mind by the Advisory Commitiee
while mak‘ng its recommendations as to whether the proposal is
expedient in public interest. These are:

(1) All India Production figure in commodity;
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(2) The applicant’s share in it (i.e. whether it is ‘dominant’
undertaking);

{3) Whether attempts have been made to locate newer entre-
preneurs for producing the particular commedity and
with what success;

(4) How many ‘letters of intent’ have been issued for the
same commodity and the names of parties; and what
would be the applicant’s market share when all these
letters of intent are implemented;

{(5) Where the applicants belong to a larger house as defined
by the Dutt Committee, whether the product is in the
core or heavy investment sector. If it is in the middle

sector, any special justification for allowing larger houses
to come in.

(6) The Plan target, if any, for the commodity proposed to
be manufactured;

(7Y How much of this commodity is now imported;
(8) The export potential;

(9) Whether the proposed expansion or setting up of a new
undertaking is in a backward area;

(10) The estimated volume of employment to be generated
by the project;

(11) The quality of the goods already produced by the appli-
cant; their general reputation in this respect;

(12) The price structure and the margin of profit in the pro-
ducts manufactured by the Company;

(13) Where expansion is ju-tified on the ground of economy of
scale, whether this economy will be reflected in the re-
sultant price of the commodity and whether this will be
passed on to the consumer for price reduction;

(14) The views of the Licensing Committee on the corres-
ponding application under the Industries (Development
and Regulation) Act where that application has already
been considered by that Committee.

"The Department of Economic Affairs are required to give their
:specific comments in respect of the following points:—

(1) If it is a foreign majority company, whether there should
be a reduction of foreign holding to a suitable level and if
so, what level;
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(2) If the applicant company is closely held by a family group,
whether as a condition of approval of the proposed ex-
pansion, there should be a dilution of capital held bj
them.

Frocedure observed by the MRTP Commission,

4.97. Section 18 of the Monopolies & Restrictive Trade Practice:
Act empowers the Commission to regulate the procedure and con-
duct of its business. It is stated that, as different enquiries pose
different problems, the procedure to be followed can vary from
enquiry to enquiry depending upon the nature of information requir-
ed to be collected. However, generally the procedure followed is
somewhat as under: —

(i) As soon as the references are received in the Commis ion
from the Department of Company Affairs under Sections
21122, the first thing that the Commission does is to pub-
lish a Notification in the important newspapers in the
country. In this Notification salient features of the
Scheme for which approval has been sought from the Gov-
crnment arc mentioned. Intere ted parties are requested
to give their comments regarding the proposed scheme, or
any other information which they may like to give to the
Commission for its consideration by a specified date.

(ii) After the Notification has been issued, the Commission
meets anl the Scheme proposed is analysed. Letters are
issued to variou: Government Departments like Planning
Commission, Department of Industrial Development,
Directorate General of Technical Development, ete. solicit-
ing information on various points viz. existing capacities,
current production, names of the partlies who proposc to
enter into the field. ctc. Letters are sometimes aiso issued
to financial institutions like Life Insurance Corporation of
Indio, Unit Trust of India, I.C.I.C.I, etc.. soliciting their
comments regarding scheme of finance and other allied
matters. If necessary, preliminary discussions are also
held with the Government and financial institution's rep-
resentatives ete.

(iii) Letters are also issucd to the applicant company asking
it to furnish information on various factual points that
are considered relevant to the enquiry as also to give com-
ments on various other issues considered relevant by the
Commission.

580 LS—12. '
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(iv) The letters received in response to the Commission’s Noti-
fication are analysed and if more information is considered
necessary on the basis of these letters, that is collected.
Views of the parties who are already in the field proposed
are also solicited. Sometime hearings to the interested
parties are also given by the Commission.

(v) If on some matters the Commission considers it necessary
to make some investigations, etc. those aspects are en-
trusted to the Director of Investigation of the Commission
for necessary enquiries and report.

(vi) The Commission as a whole, or some individual Members
also visit the establishment of the applicant company or
some competitive establishments, if that is concidered
necessary for the purpose of enquiry. During these visits,
various processes of manufacture involved are looked
into and discussions are held with the representatives of
the establishments visited.

(vii) After information from various resources has been col-
lected, a public hearing is arranged. Intimation regarding
these hearings is given to the applicant company, Govern-
ment Departments as also to all others who have shown
interest in the conduct of the enquiry by the Commission.
Information is also given through newspapers regarding
these hearing. Those who are intercsted attend and
participate in the hearings at the discussions of the Com-
mission. The:e hearings are open to the Press and the
Public.

(viii) After the public hearing, the Commission drafts its report
and sends it to the Government.

Delays in the disposal of applications for clearance undes MRTP Act

4.98. MRTP Act itself provides an elaborate procedure for dis-
posal of applications from parties coming within the purview of the
Act. Time limits for dispo-al of applications are laid down in the
Act itself (90 days for cases not referred to the Commission). These
can, however, be exceeded, though only for ‘special reasons’ to be
recorded in writing. In actual practice, the time limits are seldom
adhered to and it takes the applicant much longer time to get clear-
ance under .the Act. This is borne out by an analysis of the data
furnished by the Department of Company Affairs. It indicates that
upto 15th November 1971 a total of 189 applications were received
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by the Department for clearance under the MRTP Act. Out of these
189, 116 were disposed of and 73 were pending as on 15-11-1971—61
with the Department of Company Affairs and 2 with the MRTP

~ Commission. Of the 116 cases disposed of as on 15-11-71, 110 cases
were disposed of without reference to the MRTP Commission. The-
statutory time limit of 90 days was observed only in 18 out of these
110 cases while roughly 50 per cent of the cases took more than six
months for disposal. Five out of six cases disposed of after reference
to the Commission took between 8 to 10 months for final disposal
by the Department of Company Affairs.

4.99. Of the 61 cases pending with Government on 15-11-1971 all
but four cases were pending for varying periods exceeding the sta-
tutory time limit of 60 days laid -down for disposal at this stage.

~+ Cases pending with them for more than six mcnths numbered 23,
including four cascs which were pending for more than one year. Of
the 12 cases pending with the MRTP Commission as on 16-11-1971,
the pendency in all cases had exceeded the statutory limit to 90 days
laid down for disposal by the Commission. Half of the pending cases
were with the Commission for more than six months. This analysis
shows that the time limit for disposal of applications laid down in
the MRTP Act is generally not being observed by the Department
of Company Affairs or the MRTP Commission and that in most cases
‘special rea-ons’ have to be pleaded for exceeding the statutory time
limits.

Reasons for Delay

4.100. It has been generally complained to the Committee by all
the leading non-official organisations representing commerce and
industry that it takes a long time for the Department of Company
Affairs to clear applications in respect of Parties registered under the
MRTP Act resulting in inordinate delay in the issue of letters of
intent|licences. In this context, the Department of Company Affairs,

~ was asked to state the reasons for delay at the Government level and
by the Commission in the disposal of such cases. They have in reply
submitted:

“The complaint is not correct. Where such applications are not
made by the parties at all or made belatedly or where
clearance is not sought in respect of the non-applicability
of the Act or in regard to any exemption under it, the
que-tion of giving any clearance by the Department suo
motu does not arise. ...

In the great majority of these cases, it has not been possible
to pass final orders within the statutory time limits. As
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the other concerned Ministries do not usually communi-
cate their comments on the MRTP applications in time
and in many of the casc' the applicant parties also take
a long time to furnish further information which they may
be asked to give by the Department. it becomes very diffi-
cult to pass the final order within the required time-limit.
Under scction 29 of the Act, Central Government is re-
quired to give interested persons an opportunity of being
heard, and this involves the prior publicalion of news-
paper advertisements in a national newspaper and a com-
mercial journal by the applicant parties calling for objec-
tions or repre ‘entations from interested persons to be sent
to the Department of Company Affairs. This process also
takes considerable time as each of the interested persons
is required to be given sufficient notice fur such hearing.
Finally, all applications under Sections 21 and 22 of the
MRTP Act are required to be decided upon by the Cabinet
Committee for Economic Coordination. Cases are sub-
mitted to the Cabinet Committee only after the views of
the Licensing Committee on the corresponding Industrial
licence are known and the prccess of reference to the
Cabinet Committee for Economic Coordination, obtaining
its minutes of decision and the issue of the final order
which has to set forth the reasons for the decision (since
these orders are appealable to the Supreme Court) neces-
sarily involve: time........

“As for the delay in submission of the reports by the Com-
mission, it has always becn the Commission’s endeavour
to give the reports within the period of 90 days as stipu-
lated under the Act. However, in the past 1t has not been
pos ible to keep up this limit in some cases because of
paucity of staff with the Commission. Snme delay has
also resulted because the Government Departments, the
applicant company and the various parties to whom
letters of enquiry were issued by the Commission took
time to send their replies on the various points on which
information was considered necessary by the Commission.
However, the position in this regard is likely to im-
prove very much, since the Commission has now been
able to recruit some staff on its Research and Technical
side.”
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4.101. Asked to state whether the Department or the Commission
had laid down any time limits for the disposal of cases at various
stages, apart from the time limit. prescribed in the MRTP Act itself,
the Department of Company Affairs stated: “The Department, accord-
ing to internal administrative instructions, is required to place every
application before the Advisory Committee within about four weeks
of its receipt. Therc are no other internal time limits.”

4.102. In the context of delays occurring in the disposal of cases
attracting the provisions of MRTP Act, during evidence, a point was
made whether it could be possible to evolve a procedure whereby
prior clearance under MRTP Act was not insisted upon and a letter
of intent was issued subject inter alia to the condivion that the ap-
plicant would have to obtain clearance under MRTP Act before the
letter of intent could be converted into an industrial licence. This
w.uld cut out delay in such cases to a considerable extent. The re-
presentative of the Department of Company Affairs in regard to th.s
point said:

“1f (this) observation is made in the letier of intent, it would
be of no help to the party concerned unless clearance is
obtained. If no approval is granted, this letter of intent
will be useless and he will be misled by it. Simultancous
clearance under Industries Act and Monocpolies Act i
necessary.”

The Secretary, Ministry of Industrial Development added:

“Letter of intent really is meant to indicate that Governimen!
are prepared to give him licence. If the letter of intent is
given where the Government may later on say: No, we do
not give you the licence, then the value of letter of intent
will be greatly distracted. It will be embarrassing to issuc
letter of intent knowing that the party is registered one.”

4.103. The Secretary, Ministry of Industrial Development as well
as the representative of the Depurtment of Company Affairs submit-
ted before the Committee that a certain procedure was laid down by
the MRTP Act for clearance of cases and this could neither be
avoided nor exercised by any authority other than the Department
of Ccmpany Affairs who under the ‘Allocation of Business Rules’ at
present in force were designated to implement the MRTP Act. In
recard to the question whether the work of grant of clearance under
MRTP Act could not be entrusted to the Ministry of Indusiial Deve-
lopment, the representative of the Department of Coinpany Aflairs
stated: “This suggestion is valuable one, because if the work is uni-
fied. it will save considerable time. But, even as it is this division
of work doey not hold up any thing.”
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4.104. The representative of the Department of Company Affairs
explained to the Committee the delays in the disposal of application
for clearance under MRTP Act. He said: “in the beginning there was
some delay because licences or letters of intent were pending when
the Act came into force. Then the question arose in many cases whe-
ther the Act was applicable or not and that particular aspect had to
be cleared and that took some time. Now that the backlog has been
cleared, things move nather quicker.” Adding that since the “last
two or there months”, the clearance under MRTP Act is given “with-
in four or five weeks and in almost all cases, before the Industries
Ministry is ready with the proposal for the licence”, he assured the
Committee: “Now, we have formulated clear views and no case is
held up for more than 4 to 5 weeks. Presently, there are hardly any
cases where the Licensing Committee’s proceedings were held up
because of want of recommendation from our side. More or less, it
is synchronised and it is very simple now.”

Changes in composition of Industrial Houses and in pattern of their
production

4.105. It was pointed out during evidence that changes were tak-
ing place in the composition of industrial houses, in the value of
their fixed assets and the production pattern of the undertakings.
Therefore, a Company which attracted the provisions of the MRTP
Act at a given time might subsequently cease to come within the
purview of that Act and vice versa. Replying to the point the Sec-
retary, Ministry of Industrial Development stated that if a Company
registered under Sec. 26 of the MRTP felt that it was no longer in-
ter-connected 'with any group coming within the purview of the
MRTP Act, it could apply to the Department of Company Affairs for
not treating it as such and where the Department of Compsny Affairs
had found that the contention was substantiated, it had deleted the
name of such Company from the list of Compan‘es registered under
Sec. 26 of the Act.

Impact of Industrial Development

4.106. The representative of the Ministry of Industrial Develop-
ment stated during evidance that the MRTP Act did not prohibit any
section of entrepreneurs from establishing new or additional indus-
trial capacities and that Section 28 of the Act laid down the princi-
ples and criteria for granting clearance under the Act. He, however.
agreed that a certain time was lost in processing such cases.
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4.107. One of the non-official organisation have, in their Memo-

randum to the Committee suggested:

“....Especially where the investments are in desirable activi-
ties—backward areas, defence and export production— then
the expansion should be granted in the public interest with
a liberal use of Section 28 (a) of the Monopolies Act. For
this, a set of guidelines be evolved in consultation with
Monopolies Commission under which entrepreneurs can
go ahead with implementation without awaiting for a

clearance............. ?

Government were asked to offer their comments on the suggestion.
‘L'hey have stated that the Act does not vest the Government with
any power to grant such outright exemption or reiaxation {rom the
requirements of the Act. However, the criteria to which regard shall
be had by Government in disposing applications and determining
whether they are expedient in the public interest are indicated in
Section 28 of the Act. These include the considerations mentioned in
the memorandum referred to in the question. These matters nre al-
ways borne in mind by the Advisory Committee, MRTP Commission
and by the Government while dealing with applications under Sec-
tions 21 and 22. So far, four such applications have been rejected.

4.108. In regard to another point raised during evidence that es-
t1blished industrial houses were finding it difficult to obtain clearance
under the MRTP Act for setting up new or additional capacities even
in the core sector where their participation was permitted under the
new licensing policy announced by Government in February 1970,
the representative of the Department of Company Affairs said:

“Out of the 90 applications which have been cleared up till
now, only four have been refused on the ground that
particular project can be taken up only by a new entre-
preneur. Otherwise, most of them have been cleared, par-
ticularly having regard to the fact that they are going to
the backward areas.”

4.109. The Committee note that so far Government have been
unable to give clearance under the MRTP Act in respect of only
applicants. They are, however, distressed to find credence in the
complaints made to them of considerable delays taking place in the
disposal of applications for clearance under the Act. In 119 cases
disposed off by the Department of Company Affairs by 15th Nov-
ember, 1971 without reference to the MRTP Commission, only 18
cases were disposed off within the statutory time-limit of 90 days,
while roughly 50 per cent of the cases took more than 6 months
for disposal. 5 out of 6 cases disposed off after reference to the
Commission took between 8 to 10 months for final disposal by the
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Department of Company Affairs. The Committee also note that of
the 61 cases pending with the Department of Company Affairs on
15th November 1971, 23 were pending tor more than 6 months.
S.milarly, MKTP Commission has also exceeded the statutory time
Limit of 90 days in respect of alf the 12 cases pending with them
on-15th November, 1971. Thus the statutory time limits for disposal
of applications for clearance under the MRTP Act are generally not
being adhered to either by the Department of Company Affairs or
by the MRTP Commission. The Committce are unable to appreciute
the reason adduced by the Department of Company Affairs that the
various process to be undergone under the provisions of the MRTP
Act take time, as they believe that these factors must have been
taken into account while laying down the statutory time limits. The
Committee would like the Department of Company Affairs as well as
the MRTP Commission to seriously try to ccmpress their inquiries,
investigations and processes within the statutory time-limits and sec
that cases which are not disposed of within those time-limits are an
exception and not the rule as happens to be case at present,

4.110. The Committee would also like the Ministry of Industrial
Development to identify and cut out pockets of avoidable deluys
i~ the existing procedures and processcs in that Ministry in regard
to licensing applications requiring clearance under the MRTP Act,
especially the procedure whereby, after the decision of the Licens-
ing Committee, the Licence Committece Section of that Ministry
forwards the cases to the Administrative Ministry|Section concern-
ed requesting them to ask the parties to obtain either a clearance
under the MRTP Act, or a certificate of non-applicability of that Act
in regard to the case, from the Department of Company Affairs,
which necessarily takes time.



CHAPTER V
PROCEDURE AFTER THE ISSUE OF LETTER OF INTENT
A. Fulfilment of Conditions

(i) Approval of Foreign Collaboration Agrcements

Foreign Investment Board

5.1. As stated earlier, where a proposal made by an applicant in-
volves collaboration with foreign parties, the letter of intent is
issued subject to condition that the terms of foreign collaboration
will be settled subject to the satisfaction of Government and the
party is directed to send, within a period of six months from the date
of issue of the letter of intent, an application setting forth the pro-
posals regarding foreign collaboration. With a view of minimising
procedural delays in the disposal of applications relating to foreign
investment and collaboration, Government have, in January 1969,
laid down a procedure for disposal of such applications. A Foreign
Investment Board (FIB) has been set up and charged with the res-

ponsibility “for expeditious disposal” of such cases. The composition
of the F.I.LB. is as under:

Secretary, Ministry of Finance—Chairman
Members

. Secretary, Department of Industrial Development

. Secretary, Ministry of Petroleum and Chemicals

w N -

. Secretary, Department of Company Affairs
Secretary, Department of Commerce

. Secretary, Planning Commission

. Secretary of the Administrative Ministry concerned.

Director General, Council of Scientific and Industrial Research

. Director General, Technical Development

=T -~ B~ R R

. Member-Secretary to be provided by the Department of Indus-
trial Development.

169
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The FIB has been assigned the following jurisdiction:

“All cases of foreign investment and collaboration will fall
within the jurisdiction of the Board. Even where the pri-
mary responsibility rests with the administrative Ministry
concerned under powers delegated to the Ministry, the
Board will have supervisory functions in respect of the dis-
posal of all applications and may call {or and deal with
any individual applications in the Board itself.”

There is a Sub-Committee of the FIB composed of representatives
(at the Joint Secretary level) of the following Departments:

Department of Industrial Development—(Chairman,

Members

l. Department of Economic Affairs

2. Department of Company Affairs

3. Ministry of Commerce

4. Ministry of Petroleum and Chemicals

5. Department or Administrative Ministry concerned.

6. A representative of the Planning Commission

7. A representative of the Directorate General of Technical De-
velopment.

8. A representative of the Council of Scientific and Industrial
Research.

9. Secretary to be provided by the Department of Industrial De-
velopment.

Procedure in foreign collaboration cases

5.2. The proposals for foreign collaboration have to be applied for
in the prescribed form and 10 copies of the applications are required
to be submitted to the Secretariat of the F.1.B., that is, the Ministry
of Industrial Development. After registration and an initial and pre-
liminary examination, copies are transmitted to the administrative
Ministry Department, CSIR, DGTD or other technical authority
concerned and the Development Commissioner, Smali Scale In-
dustries.

5.3. Government have delegated authority to the administrative
MinistriesDepartments and they are supposed to be “primarily res-
ponsible for the prompt disposal of applications falling within their
particular fields in accordance with guidelines lJaid down. In cases
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where the matter is within the delegated powers of the administra-
t.ve Ministries, they it is stated, dispose of the application finally
within a period of two months of the date of application and inform
the Secretriat of the Board. All cases of foreign technical collabora-
tion involving a payment in cash of royalties not exceeding the pres-
cr.bed ceiling and all cases of technical know-how fees payable in
cash not exceeding 10 per cent of the issued equity capital, provided
the aggregate gross payment does not exceed Rs. 5 lakhs per ennum
in any one case, can be disposed of by the administrative Ministry
concerned without reference to the Foreign Investment Board or
its Sub-Committee. Even where the primary responsibility rests with
the administrative Ministry concerned under powers delegated above,
the Foreign Investment Boards has supervisory functions in respect
of disposal of all applications and may call for and deal with any in-
dividual application in the Board itself. It is stated that the Secre-

tariat of the Board maintains close liaison with the various Minis-
tries,

5.4, Where the case is within the jurisdiction vt the FIB or its
Sub-Committee, after obtaining the comments of the authorities
concerned, the administrative Ministries are required to forward a
note to the Secretary of the Foreign Investment Board/Sub-Com-
mittee within 14 months from the date of receipt of the application~.
if, in any particular instance, the note is not received within
1} months, the Secretary of the Sub-Cimmittee of Foreign Invest-
ment Board contacts the administrative Ministry to expedite sub-
mission of the Note. It is stated that, in any case, an application
for foreign investment/collaboration must be brought up to thc
Foreign Investment Board!Sub-Committee at the expiry of the
period of 2 months from the date of its receipt, irrespective of the
stage of the processing of the case and even without waiting for
the comments of the technical authorities. On receipt of the Note
from the administrative Ministry, the Secretariat of the Foreign
Investment Board ensures that it is included in the agenda of the
next meeting of the Sub-Committee or the FIB, as the case may
be. Where, under the delegated powers, the Sub-Committec is
competent to deal with subject. it considers the proposal and informs
the FIB of its decision. Where the subject is within the competence
of the Board or of the Cabinet Committee, it is included in the
agenda for the next meeting of the FIB. The FIB and its Sub-
Committee meet normally once a fortnight. Where the: subject falls
within the jurisdiction of the Cabinet Committee, the Board con-
siders the Note and records its recommendations on the proposals
made by the Administrative Ministry.
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5.5. The Secretary of the Foreign Investment Board/Sub-Com-
mittee drafts the minutes which are immediately sent to the Chair-
man of the Foreign Investment Board for approval. After approval
by the Chairman, the minutes are put up to the Minister of Industrial
Development in respect of cases relating to the Ministry of Indus-
trial Development, where as the minutes in respect oi cases relating
to other Departments/Ministries are submitted to him for informa-
t.on. Thereafter, the minutes are circulated to the Members of the
Board and the administrative Ministries for further necessary act.on.
The administrative Ministries/Departments concerned are required
to issue final orders in the matter between 4 to 7 days from the date
uf receipt of the minutes. It is stated that every effort is made to
give final decision on a foreign collaboration application within a
per'od of 90 days from its receipt in the Secretariat of the Foreign
Investment Board.

Delays in disposal of cases

5.6. Complaints have been received by the Committee that ~on-
siderable time is being taken by Government in consideration and
final approval of proposals for foreign collaboration. In this regard,
Government have stated that, by and large, with the establishinent
of the FIB it has been possible to substant.ally reduce the pro-
cedural delays in processing the foreign collaboration applications.
They have also stated that though it is true that delay in the sub-
mission of summaries|notes by the Administrative Ministries|Sections
does affect the time-schedule laid down for consideration by the
FIB, but with periodical demi-official reminders sent by the FIB
Secretariat to the Joint Secretaries of the concerned Ministries;
Sections impressing upon them the necessity of expeditiously clear-
ing the pending foreign collaboration applications, the delays cre
reduced to the minimum. It is held that, generally, the applica-
tions are brought up before the FIB/Sub-Committee by the Admi-
nistrative Ministry within 2 to 3 months from the date of receipt
of application. If is further stated that every effort is made that
the Administrative Ministries/Departments concerned issuc final
orders in the matter between 4 to 7 days after the minutes are
issued. The Secretariat of the FIB reviews the position of ‘such
pending cases almost every months and issues demi-official letters
at Joint Secretary level to all concerned Ministries impressing upen
thern the necessity of clearing such cases which have been con-
sidered by the Board and where final orders are yet to issue.

57. Government have furnished to the Committee the following
dat» relsting to applications for foreign collaboration including notes
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on policy disposed of during 1971 and those outstanding as on Ist
January, 1972.

A. Applzcatzons dzsposed of durmg 191'

(1) No. of applications including Notes on Pollcy disposed of .
by the FIB, . . . . . . . . 3s3

(2) Break-up of cases decided by the Board, accordirg to the
time taken in final disposal (from the date of receipt of applica-
tion to the date of circulation of minutes of the Board.

3—4 months 56

4—6 months 87

6—9 months . . 96

9-—12 months . 54

Over 12 months . . . . . 60

353

(3) No, of applications approved . . . . 251
(i) on the reccommendations of the FIB . . 103
(ii) Under delegated powers . . s8
(4) No. of applications rejected . . . 110
(M) On the recommendations of the FIB . 20

(ii) Under dclegated powers . . . Q0

B. Af vications pending as on 1-1-1972

/1) Total No. of applications pending final decision . . . ~(6
(i) anolications considered by FIB, but final orders arc yet to issuc¢ 84
Pending for up to one month . . . . 53
I'ending for 1—2 months . . . 246
I'ending for 2—3 months . 21
Fending for over 3 mopths . . . . . . . . 24
(2) Applications which are deferred and arc required to be re-submitted to 13
FIB, . . . . . . . . . . . (Pending

with Ad-

ministra-

tive Minis-

tries),

Pending for up to one one month 6

Pending for 1—2 months 1

Pending for 2—3 months . . . . . . . . Nit,
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Pending for over 3 months . . . . . . . . 6
(3) Aoodlications pending without being placed befere the Bear', . . 296
(Pencing

with Ad-

ministra.

tive Mini-

nistries,)

P:niing for less than 3 months 62
P:ading for 3—5% months . . 102
Pen ding tor 6—9 months . 48
Pep ling for 9-—12 months . 30
Pending for 12 months and over 27

5.8. The above data indicates that, although it is maintained that
every cfforts is being made to give final decision on am application
with'n 90 days of its receipt, during 1971 not a single application
was disposed of within 90 days, nearly 60 per cent of the cases took
more than 6 months while 17 per cent of the cases took more than
one year for disposal. It also indicates that, although Ministries
are required to bring up cases before the Board within 14 months
and according to prescribed every application must, in any case, be
brought up to the Board at the expiry of 2 months from the date
of receipt of application, all of the 269 applications pending with
the Ministries as on 1st January, 1972 were pending for varying
periods exceeding 3 months, roughly 40 per cent for more than 6
months. Even where the Board had considered the case, final orders
not issucd until 1st January, 1972 in 84 cases. In 31 out of 84 rases,
the Board had considered the case on a date carlier than one month
while in 24 cases, more than 3 months had already elapsed after
the ccpsideration of the Board. This is when, according the pres-
cribed procedure, the Ministries are required to issue final orders
between 6 to 7 days from the date of receipt of the minutes of the
Board.

5.9. The Committee note that the Foreign Investment Board was
set up precisely for the purpose of minimising procedural delays
and expeditious disposal of foreign collaboration cases, that time
limits have been laid down for different stages in the disposal of
applications, that there is a procedure whereby an application must
he brought up before the F.IB. or its Sub-Committee at the expiry
of the period of two months from the date of its receipt, and that
every effort is made to give final decision on an application within
90 days of its receipt. The Committee are, however, unhappy to
find that despite all these measures, considerable delays continue to
teke place in the disposal of applications for foreign investment and
callahoration. Of the applications di<nosed of during 1971, as many
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as 60 per cent took more than 6 months for disposal while 40 per cent
of the cases pending on 1st January, 1972 were more than six months
old. The Committee would like Government to reappraise the
system to find out why and where the delays are taking place in
the disposal of these applications and take such remedial measures
as may be necessary for the disposal of applications in three months
time, including the introduction of an effective system of centralised
watch being kept over the step by step progress of disposal of appli-
cations, i g
Simultaneous consideration of applications for licence and foreign
collaboration

5.10. It is stated that in a number of cases, the ititending investors
apply for a Letter of Intent/Licence and for foreign collaboration in
the same application. In such cases, normally the application is
first considered by the Licensing Committee and a Letter of Intent
is issued subject to the terms of foreign collaboration being arranged
to the satisfaction of Government. Thereafter, the foreign collabo-
ration terms are separately considered. This arrangement, the
Government agree, involves considerable time and it is not likely
that the application can be disposed of within three months. Gov-
ernment, therefore, consider it desirable that in such cases the
application for the licence and the application for foreign collabora-
tion may be processed simultaneously, though separately.

5.11. Asked to state the effective steps taken to enforce the new
procedurz for simultaneous (and not consccutive) processing of
applications for licence and foreign collaboration, Government have,
in a subsequent note furnished to the Committee, stated that appli-
cations are received by the Licensing Commitiee and FIB Sections
simultaneously only in some cases and not in all cases. As soon as
an application is received by the FIB Secretariat, it is sent to the
administrative Ministry/Section concerned for further processing
and being put up to the FIB with their comments. A similar pro-
cedure is followed by the Secretariat of the Licensing Committee.
To this extent it would be correct to sav that foreign collaboration
and licensing applications are processed simultaneously. An
approval for entering into foreign collaboration is not issued to the
party till it has obtained a letter of intent. This procedure is follow-
ed for very practical reasons because unless the party has a letter
of intent in a case where an industrial licence is required to be
ohtained under law, the giving of permission to enter into a foreign
collaboration agreecment cannot serve any uscful purpose. In fact,
the issue of a letter of intent enables the party to negotiate con-
fidentlv with prospective foreign collaborators, who generally insist
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on some such proof of Government permission before entering into
scrious negotiations.

5.12. The Committee welcome the idea of simultaneous consi-
deration of licence application by the Licensing Committee and the
application for foreign collaboration by the Foreign Investment
Board in cases where the party is ready with both the applications
and submits them together. The Committce would like Govern-
ment to publicise this procedure for general information so that
parties wishing to take advantage of this procedure may submit
both the applications together and avoid the dalay involved in the
consecutive processing and consideration of these applications.

Guidelines for consideration of proposals for foreign colluboration

5.13. Guidelines have been issued under the erstwhile Min'stry
of Industrial Development and Company Affairs O.M. No. IP & FC-
5(26) /68 dated the 25th January, 1969 to all the administrative
Ministries/Departments and other authorit'es concerned for the con-
s'deration by them of the applications for foreign collaboration.
Asked to state whether these have been reviewed in the light of
subsequent decisions taken in individual cases, Government have
stated that these guidelines are kept under constant review in the
light of fresh experience gained in examining foreigr. collaboration
proposals received from various applicants. It has. however. not
been found necessary to make any substantial changes in the exist-
ing guidelines exccpt in regard to the overall duranon of collabora-
tion agrecments. In this case it has been decided that royalty pay-
ment shall nomally be restricted to a period of tive ycars from the
date of ccmmencement of production provided thut the production
is not delayed beyond three years.

5.14. 1t has been represented to the Committee by non-officiai
organisation that the guidelines for forecign collaboration issued in
1969 “are far from clear and precise”, and consequently ‘“endless
negotiations take place.” In this regard, Government have stated
that the guidelines issued in January 1969 for official usc on forcign
collaboration are fairly clear and precise in respect of all but one
point. The guidelines are silent about the extent of foreign invest-
ment that may be permitted in various types of proposals. However,
information in this regard is known to the authorities concerned
from the decisions that have been taken by the Foreign Investment
Board in various cases.

515. It is further stated that in the ficld of manufacturing the
Government's thinking, especially from 1969 onwards, has increas-
ingly veered to the position that what the country needs is foreign
technology rather than foreign capital and foreign captal need be
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admitted only if without it the technology may not be forthcoming.
This hardening of the attitude towards foreign capital is reflected
in the working principle that normally not more than 40 per cent
foreign investment is allowed. Cases in which foreign investment
over 40 per cent but less than 49 per cent is allowed are few and
far between. Foreign majority approvals are agreed to in rare cases.
All proposals of investments over 40 per cent are required to be
approved by the Cabinet Committee. This policy is also followed
in regard to the proposals of existing units coming up for expansion
or diversification. Dilution of foreign capital is normally sought to
be brought about without disinvestment. The Cabinet Commitiee
has recently announced certain guidelines for expansion of the
equity capital base of foreign majority Companies through issue of
capital confined to Indians only. These guidelines row set at rest
the uncertainty regarding the reduction of non-resident shareholding
in foreign majority companies for which very often protracted dis-
cussion need to take place between the foreign companics and the
Government when the companies approached the latter for expan-
sion/consent for capitalisation of reserves etc.

5.16. A suggestion was made to the Committee by a non-official
organisation that for each industry the acceptable terms of collabo-
ration should be prescribed and made widely known and a system
of automatic approval without reference to FIB introduced under
which wherever the terms of agreement accord with the guidelines,
the administrative Ministry may give the clearance; only cases of
dcpartures going before the Board. Dealing with the feasibility of
this suggestion, Government have stated that the guidelines include
lists of industries where foreign ccMaboration with or without
foreign investment will be permitted. The permitted ceilings of
rates of royalties have also been indicated. Within these ceilings
the administrative Ministries can approve the proposals without
refcrence to the Foreign Investment Board. Tn addition, all cases
of technical know-how fees payable in cash not exceeding 10 per
cent of the issued capital, provided the aggregate gross payment
does not exceed Rs. 5 lakhs per annum in any one cases, may be
similarly disposed of without reference to Foreign Investment
Board. »

5.17. The Committee note that guidelines have becn issued in
1969 to the Administrative Ministries|Departments for the consi-
deration of applications for foreign collaboration. They recom-
mend that suitable public notices may also be issued for general
{nformation so that prospective entrcprencurs know hefore hand
what type of proposals for forcign collaboration would be accept-
able to Government.

580 LS—13.
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(ii) Clearance regarding Import of Capital Goods:

Procedure for CG Cltarance

9.18. Where a letter on intent is issued to a party subject to the
condition that the arrangements for import of plant and machinery
would be made to the satisfaction of the Government, the party
is requested to submit within a period of six months from the issue
of the letter of intent an application for import of capital goods. The
applications are made to Chief Controller of Imports and Exports
through the Directorate General of Technical Development. For
applications involving import of capital goods valued more than
Rs. 7.5 lakhs, the applicants are to follow the "advertisement pro-
cedure.” The following guidelines have been laid down in the
processing of import applications:—

(1) A maximum time limit of 15 days is allowed to Directorate
General of Technical Development for acknowledging and
for preliminary scrutiny of import applications. If any
queries are to be raised, the same shouid be done within
this time of 15 days.

(ii) All queries pertaining to the import applications of capital
goods should be made in one instalment, and there should
be no need for periodic preference back cnd forth.

(iii) The time allowed for clearance of the applications by the
DGTD would be a maximum of 45 days. DGTD would
thereafter send the import applications with their com-
ments|recommendations to the concerncd Administrative
Section in the Ministry.

(iv) The concerned administrative Section would prepare a
summary for the Capital Goods Commuttee within 15 days.

(v) The validity of the Industrial Licence and the conditions
imposed by the Licensing Committee should be checked
by the Administrative Section concerned, and not left to
the Chief Controller of Import and Exports (CCI&E) to
check. .

(vi) Summaries received are placed before the Capital Goods
Committee which meets every fortnight.

(vii) After minutes of the Capital Goods Committee meeting
are finalised, the decision is communicated to the appli-
cant; simultaneously the party’s import applications and
other connected papers are forwarded to the CCI&E for
further processing towards issuance of the licences.
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After the Minutes of the Capital Goods Committee are
finalised, clearances to the applicants used to be given
until recently by the administrative Ministry|Section con-
cerned, to whom the Minutes used to be communicated by
the Capital Goods Committee Section of the Ministry of
Industrial Development. It was found, in practice, that
this procedure led to avoidable delay. As a result, this
secretaria] function has recently been taken over by the
Capital Goods Committee Section in the Ministry of
Industrial Development, who inform the parly as well as
the concerned Section and the CCI&E of the clearance
given by the Capital Goods Committee as soon as the
Minutes are approved.

(viil) Where import is cleared against free foreign exchange
the licence is issued by the CCI&E. Where clearance is
against any particular credit the licence is issued by the
CCI&E in accordance with the terms and conditions
governing such credits. For instance, in respect of certain
cases, licences can be issued by the CCI&E only after
approval of the foreign Government is received (e.g.
clearance of Rs. 18 lakhs and above against UK Credit
requires approval of British Authorities). Where licence
is against a foreign exchange loan from Indian Credit
and Investment Corporation of India Limited (ICICI) or
Industrial Finance Corporation of India Limited (IFC).
the import licence is issued after parly obtains a letter
sanctioning loan by ICICI|IFC.

The procedure outlined above is applicable where the application
is for import of capital goods exceeding Rs. 5 lakhs from General
Currency Area or Rs. 20 lakhs from Rupee Payment Area. Appli-
cations upto Rs. 5 lakhs from General Currency Area or Rs. 20 lakhs
from Rupee Payment Area are considered by the Capital Goods
Ad hoc Committee in CCI&E’s office which meets every week. CCISE
is the Chairman of this Committee. In these small value cases the
recommendation of the DGTD/Director of Industries|SSI Committee
are sent directly to the Office of the CCI&E. In the case of applica-
tions from Export Oriented Industries, applications are processed
by Ministry of Foreign Trade and put up to the Capital Goods
(Export Oriented Industries) Committee which also meets every fort-
night along with Capital Goods (Main) Committee.
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Composition of CG Committee
5.19. The Capital Goods Committee cuiisists f;
CHAIRMAN

1. Secretary, Ministry of Industrial Development.

MEMBERS

2. Joint Secretary, Ministry of Finance, (Department of
Economic Affairs).

Joint Secretary, Department of Company Affairs

. Adviser (Industry) Planning Commission.

Director General, Technical Development.

. Chief Controller of Imports & Exports.

Joint Secretary, Ministry of Industrial Development
incharge of foreign collaboration.

MEMBER-SECRETARY
8. Economic Adviser, Ministry of Industrial Development.

The representatives of the Ministry of Foreign Trade, Ministry of
Petroleum & Chemicals, Ministry of Agriculture, Ministry of
Tourism & Civil Aviation, Department of Electronics, Ministry of
Steel and Mines etc. are associated with the Committee when Capital
Goods applications pertaining to the industries with which they
are concerned are considered. The Secretariat for the Committee is
provided by the Ministry of Industrial Development.

Nooew

Applications disposed of and pending

5.20. During 1971, a total of 506 applications were cleared by the
Capital Goods Committee and the Capital Goods (Export Oriented
Industries) Committee. The applications for import of capital goods
and heavy electrical plants disposed of by the CCIE direct were 1057
during 1969-70 and 1740 during 1970-71. The break-up of the 506
applications disposed of by the two Capital Goods Committees
according to the time taken in their disposal is as follows:

Less than 2 months 4
2—4 months . . . . . 48
4—6 months 126
6—9 mOnths 94
9—12 months 94

Over 12 months 3
506

5.21. As on 1st January, 1972, a total of 234 applications for Capital
Good clearance received by D.G.T.D. were pending final disposal.
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The break-up of this figure according to the report of their pendency
is given below:

Pending for less than 2 months 157
Pending for 2—4 months 52
Pending for 4—6 monghs 19
Pending for 6—9 months 6

234

e e —— e e o et et e et e e

CG Clearance at the stage of issue of letter of intent

5.22. It has been suggested to the Committee that examination
as to the indigenous availability and supply schedules in respect of
capital goods and raw materials desired to be imported could be done
at the stage of issue of letter of intent, if complete and exhaustive
data is really available with the Technical Advisers. Asked how
far the suggestion was feasible, Government have, in a note furnish-
ed to the Committee stated:

“This suggestion has been considered several times, but it
has not been found feasible to implement it for several
practical reasons. When a party applies for an industrial
licence, he does not generally have a complete Project
Report ready, on the basis of which decisions as to require-
ments of Capital Goods can be taken at the time of indus-

. trial licensing. The possibility of such decisions being
taken simultaneously would open up only if all applica-
tions for industrial licences were submitted after detailed
Project Reports have been got ready, on the basis of which
the applicants might be in a position to indicate their
import requirements clearly, so that a judgement as to
their precise import requirements may be taken by Gov-
ernment. But the preparation of such detailed Project
Reports would involve considerable outlay, and parties
desiring to obtain industrial licences are generally
reluctant to invest such funds until they are sure of the
grant of facilities for manufacture by way either of a
letter of intent or of an industrial licence. Hence, if it is
insisted that all applications for industrial licences should
be made only after the detailed capital goods imports
requirements are known, many applications, particularly
new entrepreneurs, would fall by the wayside, and there
may be a slackening of investment interest particularly
among the newer class of entrepreneurs. Indeed, it is
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only the very well organised Groups, particularly Larger
Houses, who may be in a position to invest considerable
sums of money for preparation of such techno-economic
feasibility projects or detailed project reports as may be
necessary, when applying for a manufacturing licerice
under the Industries (Development and Regulation) Act.
Since it is the policy of Government to encourage newer
entrepreneurs as far as possible, it is felt that the two
issues of grant of Industrial Licences and grant of Capital
Goods import licences need not be combined into one
process. Much the same effect can be obtained by speed-
ing up the consideration of application for grant of indus-
trial licences and capital goods import licences and
through the streamling of procedures.” '

Advertwsement Procedure

5.23. For applications involving import of caiptal goods valued
at more than Rs. 7.5 lakhs, the applicant have to follow the “Adver-
tisement Procedure”. In this regard one of the non-official organi-
sations have, in a memorandum to the Committee, submitted as
follows:—

“In the sphere of imports. .. .it is necessary for the applicants
to advertise their requirements in the Indian Trade Jour-
nal giving 45 days time to indigenous manufacturers or
their selling agents to respond to the advertisement if they
are in a position to meet their requirements. The asso-
ciation would submit that as a main technical body in
the country—and with the present system of licensing
and registration—the DGTD should know the range of
items being manufactured in the country. It should
therefore be possible for them to clear applications straight-
way and thus save time-without any call for resort to
public advertisements.”

Dealing with this question, during evidence, the Secretary, Ministry
of Industrial Development stated that the present procedure was
followed since the last three years. Under the old procedure, he

said:

“DGTD (used to) tell the party that this equipment is avail-
able with parties in Calcutta, Bombay, Madras etc., ask-
ing him to contact them. Then the party will start con-
tacting these parties at these various places like Madras,
Bombay and Calcutta........ It is a well-known fact that
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sometimes these letters (that they cannot manufacture)
were issued at a certain price. Also.. .there used to be
a lot of delay because some parties take a long time in
replying and if they do not reply, the party could not come
forward wfth this application for import licence. So,
actually, in that system of working, we found a lot of diffi-
culties. Of course, no system would be fool-proof. So,
after trying that system for a number of years, we adopt-
ed the present system of publication of notice in the paper.”

Spelling out another advantage of the present system to the party
proposing to set up industrial capacity he said:

“In the present system, if a party says that he is able to make
the machinery, even then the party setting up the indus-
try may say that he does not want to accept it for such
and such technical flaws in the offer that he has made or
that the offer does not measure upto some specifications
and so on.”

Besides, according to him: “we have got to indigenise the machine-
building more and more and we have got to take some risks.”

5.24. In a subsequent note furnished to the Committee on this
point, Government have stated:

“This suggstion is under consideration, but there are several
problems and dangers in this regard. In many areas to-
day, indigenous capability for manufacture of equipment
has developed and yet such capability for fabrication of
equipment is not sufficient to meet the full requirements
of the economy. This is particularly true in regard to
machine tools which are required by almost all manufac-
turing units, the indigenous capability to manufacture and
supply machine tools today being in aggregative terms,
roughly half of the total requirement in the economy.
As a result, if the procedure of advertisement is dispensed
with, all applicants who may desire to obtain certain
types of equipment for which produtcion capability exists
in the country would necessarily have to be advised by
the DGTD to obtain their enuipment indigenously. The
advertisement procedure ensures that when the domestic
manufacture is unable to quote because his order books
are full, or when he gives delivery dates which are inordi-
nately prolonged, import facilities are granted depending
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on the urgency or importance of the project, its contribu-
tion to import saving or export promotion, or to the growth
of the economy etc.

There is another reason why dispensing with the advertise-
ment requirement is unlikely to help in practice. The
number of import applications for capital goods being re-
ceived is so large today that if the advertisement require-
ments were to be dispensed with and if all parties were
to be required to send their detailed import lists to the
DGTD (for examination of whether or not import facili-
ties are to be granted),there would be inordinate delay
in the disposal of cases rather than expedition in the dis-
posal of cases. As it truns out, the present procedure is
that the DGTD get copies of offers made by indigenous
manufacturers to the importers who submit import appli-
cations on the basis of offers received, and the DGTD
thereafter examine in detail only such requirements which
are in dispute, that is, where there may be an offer from
indigenous suppliers which may not be acceptable to the
importer (because of the urgency of his requirement or
of quality, or specifications, etc.).In short, the DGTD’s
scrutiny is now much more limited than it would have
to be if the advertisement requirements were to be dis-
pensed with. Since the DGTD cannot keep track of the
order books position of each manufacturer from time to
time, it would be impracticable to expect that the DGTD
would give clearance for import without referring each
case to the indigenous fabricators to ascertain as to whe-
ther or not they could suply the enuipment indigenously,
in time.

It is, therefore, felt that the advertisement requirement is a
simplification rather than a complication, and that the
delay of 45 days involved in waiting for indigenous offers
is something which should be continued. This is also
necessary for maximum import substitution in regard to
which there is yet another angle. Not all requirements
of capital goods are clearly identifiable as complete equip-
ment. There are many miscellaneous items which can be
produced on a ‘jobbing’ basis, which can be done by a
number of manufacturers having fabrication capacity, in-
cluding small sacle units. The DGTD, in any case, are
unawame of such facilities for ‘jobbing’ work as well as
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fabrication capacity in the small scale sector. If the ad-
vertisement requirement is to be done away with, all im-
port lists would have to be screened both by the DGTD
and the DC(SSI). Furthermore, the DC(SSI) is not
equipped with the technical staff that the DGTD has, and,
therefore, the system would not work. In the interest of
maximum utilisation of indigenous fabrication capacity,
the advertisement requirement therefore is an extremely
desirable feature of the present system.”

Delays in the disposal of applications

5.25. Although, according to the information submitted to the
Committee, time limits have been laid down for the disposal of
applications at various stages, the data in respect of cases disposed
of during 1971 and those pending on 1-1-1972 given in an earlier
paragraphs shows that in no less than 90 per cent of cases, the
Capital Goods Clearance took more than 6 months. Of the applica-
tions for CG Clearances received by DGTD and pending final dis-
posal nearly one-third were pending for periods ranging from 2 to
9 months. S T Y

5.26. The question of delays in disposal of applications for CG
clearances was raised during evidence. In this regard, the Secre-
tary, Ministry of Industrial Dvelopment stated that he was “too
painfully conscious” of the fact that “things get held up at various
levels for various reasons”. Replying to another point that the type
of examination made by the DGTD in such cases was a frustrating
experience, he said:

“It is true that the DGTD have to exercise a fairly close scru-
tiny on the necessity for the import. They scrutinise the
application for import of capital goods from two angles,
namely the essentiality angle, and the indigenous angle....
I would not say that there are not delays either in the
DGTD or in the Ministry proper. At the asme time, I
would like you to bear with me when I say that in the
vast majority of cases there is an attempt on the part of
anybody who wants to set up an industry to get as much
imported equipment as possible....I would submit that
somebody in Government has to exercise his judgment on
it.. .(and) it has to be a technical wing of Government
which has to exercise that judgment. If you say that our
people are not fully equipped to exercise it that may be
a case for making them fully qualified.”
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5.27. In regard to disposal of CG applications in the cases falling
within his competence, the CCI&E during evidence before the Com-
mittee submitted:

“We have set a time limit for the disposal of CG applications.
This scheme operates as a part of our overall scheme of
control of issue of licences from our office. In the case
of CG' application the time-limit which we have set is
two months from the date of the receipt of the complete
application. I must point out here that much time is lost
in getting the application completed. In certain cases,
the application does not contain such rudimentary details
as the treasury challan receipt No. and so on. This re-
sults in long correspondence which takes time....In cer-
tain cases the parties refer to certain sources of foreign
exchange for obtaining capital equipment and they have
to negotiate with the foreign parties and see if they can
purchase from those sources. Another reason for delay
is that very often they are unable to get a favourable
response from the financing institutions like IFC or ICICI
....We review these applications once a week in my office.
I sit with my various officers who directly licence these
items and once a week we review these cases. Where we
find that they are held up in the Ministries, may be in
certain cases, we see whether we can expedite the cases
by discussion. Inter-Ministerial discussions are also held
to resolve these difficulties.... This is the simplified
method. We sit across the table and the clearance is given.
I get my financial clearance and I get my DGTD clearance.
All the basic clearances which are required are given.”

Prepaation of case summary

5.28. In the context of delays occurring in the disposal of applica-
tions for CG Clearances, Government were asked whether it would
help in the early disposal of cases if the case summary for the CG
Committee which is at present being prepared by different admins-
trative Ministries was prepared by the DGTD and the Secretariat
functions in respect of CG Committee were also exercised by that
body. In this connection, Government have furnished the follow-
ing note to the Committee:

“The suggestion regarding preparation of the summary for the
CG Committee by the DGTD rather than by the Ad-
ministrative Ministry|Section concerned would have to be
considered in the light of the following:
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(i) The DGTD give their comments only on the technical
aspects of a case and not on any administrative aspects
of a case. For example, the Licensing Committee may
have imposed certain conditions on a party at the time
of grant of a Letter of Intept or an Industrial Licence.
These facts are known to the Administrative Ministry|
Section but if it is desired that the DGTD should under-
take examination of these aspects of a case also, all the
files and papers in this regard would have to be obtained

by DGTD from the concerned Administrative Ministry|
Section before processing the case.

(ii) The DGTD are required today to give only comments
on the technical aspects of the application, but if they
are to process applications and submit them for con-
sideration of the CG Committee they will need sub-
stantial augmentation of Staff.

It may be added that the suggestion can be implemented
provided that certain large scale changes are introduced
in the staffing pattern of the DGTD, and they are also
given assistance not only to consider the purely technical
aspects of every application, but also several of the ad-
ministrative aspects with which they are today not
directly concerned. The suggested procedure would, of
course, help to cut down on the delays involved in re-
petitive consideratian of part of the issues at different
stages, but this is a point which will require examina-
tion with reference to the additional staffing needs of the
DGTD.

In regard to providing secretarial assistance to the CG Com-
mittee, this administrative task can be undertaken by
anybody, whether it is a section in the Ministry or in
the DGTD. There are certain advantages in centralis-
ing the secretarial functions related to the work of the
CG Committee, but these advantages would remain
wherever the secretarial functions are centralised. The
only point that may be mentioned in this connection is
that so far it is the Ministry of Industrial Development
which has been providing the secretarial assistance to
the CG Committee, which meets once a fortnight. In
terms of the work output, specifically in relation to the
processing of cases through the CG Committee, there
have been. no delays in the disposal of cases at this
point.”
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5.29. Long delays have been observed by the Committee in the
disposal of applications for clearance relating to import of capital
goods also. The Committiee have found that, in spite of definite
time limits fixed for various stages involved in disposal of these
applications, in no less than 90 per cent of the cases disposed of
during 1971, the clearance for import of capital goods took more
than 6 months. The Committce have, in paras 2.39 and 240 of
their Scventeenth Report (Fourth Lok Sabha) on D.G.T.D. also
pointed out the delays in the disposal of applications for Capital
Goods Clearance and have made certain suggestions. The Com-
mittee would here again point out that Capital Goods Clearance
being one of the conditions precedent for the conversion of the let-
ter of intent into an industrial licence, any delay in Capital Goods
Clearance ultimately affects the time taken in the issue of an indus-
trial licence and the actual setting up of the ividustrial capacity.
The Committee would, therefore, like Government to review the
procedures at present being observed for different stages involved in
the consideration and disposal of these cases so as to ensure that
this clearance is given to the party within two months. The com-
mittee would, in particular, commend for adoption a procedure
whereby the application must be brought before the Capital Goods
Committee at the expiry of a certain period whether the comments
of the administrative or other authorities concerned have been re-
ceived or not, and the introduction of an effective system of centra-
lised watch being kept over the step by step progress of disposal of
applications.

5.30. The Committee consider that the procedure for simultane-
ous consideratigh of licence application and the application for
clearance relating to import of capital goods would avoid delay in-
herent in their consecutive processing and consideration. It should,
however, not be compulsory for all the applicants for the issue of
an industrial lincence to submit simultaneously an application for
the clearance relating to import of capital goods also. The proce-
dure could be observed only in cases where the party is ready with
both the applications and submits them together. The Committee
would, therefore, recommend that the procedure for simultaneous
consideration of licence application and the applicationl for clear-
ance relating to import of capital goods at the option of the party
may be introduced and publicized for general information so that
the parties wishing to take advantage of the option available under
this procedure, may submit both the applications together.
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(iii OTHER CLEARAECES REQUIRED
Clearance for Issue of Capital

5.31. A party who is issued a letter of intent is also required to
obtain a clearance for the issue of capital from the Controller of
Capital Issues, before the letter of intent can be converted into an
industrial licence. Approval of the Controller of Capital Issues is
necessary for issue of securities exceeding Rs. 25 lakhs in a year by
public limited companies. Approval is also necessary for issue ot
securities by all companies registered under the M.RT.P. Act and
for issue of bonus shares by all companies. The approval is given
either by way of a ‘consent’ under the Capital Issues Control Act or
by way of an ‘acknowledgement’ under the Capital Issues Exemption

Order, 1969.

5.32. In the case of companies which have to obtain a consent
from the Controller, an application in the specified form has to be
submitted to him with the necessary fee prescribed for each appli-
cation. For obtaining an acknowledgement from the Controller, the
companies have to submit a statement of their proposals for issue of
securities to the Controller, but no fee is charged for this filing. The
stage of clearance under the Capital Issues (Control) Act comes only
after the scheme of finance is finalised. In those cases which attract
the provisions of the Monopolies & Restrictive Trade. Practices
Act, this stage arrives after the M.R.T.P. clearance and the foreign
collaboration clearance, if any, have been obtained by the companies.
In other cases, the foreign collaboration clearance, if any, becomes
the basis of finalisation of the scheme of finance in consultation with
the public financial institutions after which only the clerance is
given by the Controller of Capital Issues. Tt is stated that no time
limit has been fixed for the issue of either the consent or the acknow-
ledgement from the Controller of Capital Issues.

Time-taken in Capital Issues Clearance

5.33. During 1971, 92 clearances (for initial and further issue of
capital and for raising loans) were issued under the Capital Issues
(Control)Act by the Controller of Capital Issucs. Time taken in
disposal of these applications has been as follows:

Less than I month . . . . . . . Lo 15
1-2 months 23
2-4 months 2r
4-6 months 12

Over 6 months 21

ToTAL 93
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5.3¢. The main reasons for taking a longer time for giving clear-
ance under the Capital Issues (Control) Act, are indicated below:

(a) In many a case companies have not furnished all the re-
levant information.

(b) Companies have to be asked to give further clarification
to certain information already furnished.

(c) Companies have to comply with certain formalities such
as securing approval of general body of the shareholders.

(d) Companies have put in applications without High Court’s
approval in amalgamation cases.

(e) Administrative Ministries and Public Financial Institutions
have to be consulted in some cases in regard to reason-
ableness of the amount proposed to be issued for the new
expansion projects, scheme of financing etc.

(f) Companies generally ask for higher premium than is war-
ranted by facts and in such cases further correspondence
and discussion with them are required so as to determine
the reasonableness of the quantum of premium,

(g) Consultation with the Stock Exchange Division and
Stock Exchanges are some times required in regard to
the satisfaction of the listing requirements.

5.35. During evidence before the Committee, the representative
of the Department of Economic Affairs stated that the procedure
for examination of applications for Capital Issues was “already
rationalised and streamlined so as to dispose of the case without any
undue delay.” He also said that guidelines in this regard have been
framed and also publicised. There was also a pamphlet on the sub-
ject which was being revised. It was also proposed to print the
guidelines as an appendix to the application form. In regard to the
delays in the disposal of applications pointed out to him, he said:

“We have now rationalised our procedure. We have con-
sultations with the financial institutions and dispose of the
applications after they have been considered by the MRTP
_Advisory Committee. When they apply, they make an
application for industrial licensing, they make an applica-
tion under MRTP and they also make an application to
the Controller. The Controller can given his approval
only after they have been approved at the licensing and
MRTP stages, because we have to safeguard the interest
of the investing public at large.”
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5.36. The Committee note that declays are taking place in the
issue of clearance for the issuc of capital under the Capital Issues
(Control) Act. The Committee have been informed that Govern-
ment propose to print guidelines as an Appendix to the application
form so that the applicant may furnish complete information in
the first instance. They have also been informed that the proce-
dure has been recently rationalised. The Committee hope that as
a result of these measures clearance would be forth-coming in les
ser time,

Clearance for issue of foreign exchange

5.37. It is stated that issue of import licence also implies release
of foreign exchange, the licencees can approach their Bankers for
opening letters of credit. In respect of licences issued against for-
eign exchange loans from Indian Credit 8& Investment Corporation
of India Ltd. and Industrial Finance Corporation of India Ltd., they
have to approach the concerned institution for opening letters of
credit. Where licences are issued against ‘“‘credits”, the licencees
are to approach the Ministry of Finance (Department of Economic
Affairs) for letter of authority. For this they have io provide the
Bank Guarantee. On receipt of letters of authority from the De-
partment of Economic Affairs the parties can approach their Bankers
for opening letters of credit.

5.38. During evidence before the Committee, the representative
of the Department of Economic Affairs stated that if the application
for release of foreign exchange was accompained by a bank guar-
antee or where a contract requires the approval of the foreign
Government concerned, by the letter approving the contract, they
are cleared within one week’s time.

B. Conversion of letter of intent into an Industrial Licence.
Procedure for conversion of letters of intent into industrial licence

5.39. As already stated, a letter of intent is issued to a party for
setting up industrial capacity subject to certain terms and conditions
and it is only upon the fulfilment of those within due time that it
is converted into regular industrial licence. Jt is stated that,
generally, while converting the letter of intent into an industrial
licence, approval of the Licensing Committee is not obtained for
the reason that....the Licensing Committee has considered the case
at the time of issue of letter of intent and the conversion of letter
of intent into industrial Jicence is done only when the conditions
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prescribed therein are fulfilled. However, where it is proposed to
modify any of the conditions under which the Licensing Committee

approved the proposal, the matter is submitted to the Licensing
Committee.

5.40. As soon as the terms and conditions of the letter of intent
are satisfied, and a letter to this effect is received from the party by
the Industries Sections concerned, they are required to initiate action
for issuing the industrial licence which involves preparing the draft
of Industrial licence for approval, after vertification of the fact of ful-
filment of the conditions prescribed in the letter of intent. In so far
as Ministries other than the Ministry of Industrial Development are
concerned, the licences are issued under the signature of an Officer of
Ministry of Industrial Development, because under Rule 15 of the
Registration and Licensing of Industrial Undertakings Rule, 1952,
the then Ministry of Industry and Supply has been vested with the
power of issuing the licences. Copies of the Industrial Licences are
endorsed to Coordination and Licensing Progress Section (CLP
Section) and Industrial Licensing Data Unit of the Ministry of
Industrial Development and thus the Ministry of Industrial Deve-

lopment is kept informed of the cases of conversion of letters of
intent into licences.

Time taken in converting a letter of intent into licence

5.41. Tt is noted that no time-limit has been laid down for the
disposal of applications for conversion of a letter of intent into an
industrial licence. Since such an application js made after the party
has fulfilled all the conditions laid down in the letter of intent, the
Secretary, Ministry of Industrial Development was asked to suggest
the time within which such an application should be disposed of by
the Ministries|Sections concerned. He stated that after the party
had complied with the conditions laid down in the letter of intent
“it sho not take us more than two to threc weeks to issue a
licence.” Regarding the delays occurring at this stage, he said:

“I would concede that it is a failure on our part or we are not
able to verify that the conditions have been complied with
....I would look to it in my Ministry and then I will write
to my colleagues in other Ministries and ask them to take
steps so that no delay occurs.”

5.42. The Committee recommend that instructions should be
issued to all concerned that when an application for conversion of
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a letter of intent into an industrial licence is received after com-
plying with the conditions prescribed, the party should be issued
the licence, or informed of the reasons why it cannot be issued,
within a period of not more than three weeks of the receipt of the
application. The Committee aiso recommend that all applications
for conversion of a letter of intent into an industrial licence should
be routed centrally through the Ministry of Industrial Development
who should be responsible for progressing of such applications and
for strict observance by the administrative Ministries|Sectionk of
the time limit laid down.

C. Revocation of Licence
Revocation or surrender of Letters of Intent

5.43. It is stated that a letter of intent automatically lapses if,
within a period of six months, applications|proposals relating to the
conditions mentioned therein are not submitted or if, within a period
of one year from the date of issue of the letter of intent, an indus-
trial licence is not issued to the applicant unless the period of vali-
dity of the letter of intent is, in the meanwhile, extended by Govern-
ment on an application to be made by the applicant before the ex-
piry of the said period of one year. It has been intimated by the
Ministry that the information about Letters of Intent revoked or
surrendered is not being maintained by Government.

Revalidation of Letters of Intent

5.44. It has been represented to the Committee that “revalidation
of letter of intent is a prolonged process and the delay in this behalf
affects the clearance of import licences.” In this regard, Govern-
ment have stated that the revalidation of letters of intent is done
by the Ministry concerned in consultation with the DGTD or other
technical authority in case of non-key industries. In respect of
key-industries such cases are sent up to the Licensing Committee for
consideration. In cases of non-key industries also, the requests for
extension after one extension has been granted already are also put
up to the Licensing Committee. At the early stages, extension is
quite liberally granted for letters of intent. No time limit appears
to have been fixed but it is stated that such cases “usually do not
take long”. No centralised record is maintained exclusively for
watching the disposal of such applications.

5.45. According to the existing procedure, if the Ministry|Section
concerned decides to reject an application for extension of the
validity period of a letter of intent, the case need not be brought

580 LS—14.
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before the Licensing Committee. In regard to the remedy available
to a party in such cases, the Secretary, Ministry of Industrial De-
velopment, during evidence, stated:

“Where we reject an application for extending the validity
of a letter of intent, the cases do not have to be brought
before the Licensing Committee. In such cases, he has
to make a representation to Government pressing the re-
asons why he could not implement the letter of inient
within time and say on these grounds he deserves exten-

sion. Show-cause notice is generally not issued in these
cases.”

*In a subsequent written reply on this point, Government have
stated:

“The party can certainly represent against an order of rejec-
tion; a show-cause notice is expected to be issued and the

reasons of rejection are expected to be communicated to
the parties.”

5.46. The Committee recommend that all applications for the re-
validation of letters of intent should be routed centrally through the
Ministry of Industrial Development. Copies of communications by
administrative Ministries etc. to parties informing them of the final
decision of Government on such applications and indicating the rea-
sons in case of rejection, should also be endorsed to the Ministry
of Industrial Development. The Committee also recommemnd that
the Ministry of Industrial Development should issue instructions
to all concerned as regards the time limits to be observed for the
disposal of such applications both where the Ministries are empo-
wered to finally take a decision on the application as also for the
disposal of cases which are required to be brought before the Li-
censing Committee, and keep a strict watch on its observance.

Revocation of Licence

5.47. An industrial licence is issued subject to certain additional
conditions. One of the conditions specified in the industrial licence
is that “Effective Steps” as defined in the Rule 2(ii) of the Registra-
tion and Licensing of Industrial Undertakings (RLIU) Rules, 1952
shall be taken for the establishment of the new capacity licensed

«At the time of factual verification the Ministry of Industrial Development have Stated
that the reply of Government that the parties are issued show-cayse notices and are
informed of the reasons of rejection is with reférence to applications for industriak
licences and not for extensjon of period of validity of letters of intent.
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“within a period of six months from the date of issue of the licence”.

The “Effective Steps” have been defined in the RLIU Rules, 1952 as
“one or more of the following:—

(a) that 60 per cent or more of the capital isued for an indus-
trial undertaking which is a public company within the
meaning of the Indian ‘Companies Act, 1913 (VII of 1913)
has been paid up;

(b) that a substantial part of the factory building has been
constructed;

(c) that a firm order has been placed for a substantial part
of the plant and machinery required for the undertaking.”

Another condition laid down in the licence is that the new capacity
licensed shall be established “within a period of twelve months from
the date of issue of the licence”. Industrial Licences are revoked
by the Government if the licensees, without reasonable cause, fail to

take effective steps for the implementation of the licences within
the time specified therefor.

5.48. Rule 19 of the RLIU Rules, 1952 provides for the submission
of a return in the prescribed Form “G” on the expiry of the period
allowed for taking “Effective Steps” showing the progress made in
taking such steps. After “Effective Steps” have been taken, the “G”
Return is required to be submitted by the party biannually “till such
time as the industrial undertaking commences production”. It is
stated that these returns are received in the administrative Section|
Ministry concerned and are also sent to the DGTD or other technical
authority concerned. The progress reported in this form it is sta-
ted, enables the administrative Section/Ministry concerned to judge
in consultation with the DGTD whether the party has taken the
steps indicated within the time provided and if not, what action
may be taken in the matter. It is further stated that if the imple-
mentation of the licence is for some valid reason not possible within
the prescribed time limit, the entrepreneur is required to obtain
extension of its validity period. While first extension can be grant-
ed without reference to the Licensing Committee in respect of non-
key industries, subsequent extensions are allowed after obtaining
the aproval of that Committee.

Opporunity of being heard before revocation

5.49. Section 12(1) of the Industries (Development and Regula-
tion) Act read with Rule 17 of the RLIU Rules provides for revoca-
tion of licences and for an opportunity being given to the licencee
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to state his case before such an action can be taken. The procedure
observed at present for revocation of licences is that the Adminis-
trative Section/Ministry concerned finds out in consultation with
the DGTD, from the information contained in the returns in form ‘G’
furnished by the licensee and such other information as might be-
come available, whether the party has taken the steps indicated
in the licence within the stipulated period of time and if this has
not been done the reasons for it. If it is found that the licensee
has failed to take the required steps in time for no valid reasons
whatsoever, a notice is issued to him for showing cause why his
licence may not be revoked for non-fulfilment of conditions in due
time without any valid reasons. The reply received from the licen-
see is given due consideration and the Ministry’s recommendation
in the matter is thereafter placed before the Licensing Committee.
The recommendations of the Licensing Committee are subject to the
approval of the Minister of Industrial Development. It is stated
that there is no system of appeals against the orders of the Minister
of Industrial Development.

Watch on implementation of licences

5.50. During the period 1968 to 1971, excluding those for Carry-
ing-on-Business and Shifting, a total number of 1938 letters of in-
tent were issued. Government were asked to indicate how many of
these were actually converted into an industrial licence. But, the
inforamtion that Government have been able to furnish to the
Committee is the number of industrial licences issued during this
period and these, excluding Carrying-on-Business licences and those
for Shifting, totalled 946. Government also do not have a centrally
maintained data as to the number of licences issued but not imple-
mented within a perfod of twelve months from the date of issue of
licence.

5.51. Government have stated that at present the setting up of
industries is being looked after by administrative Ministries/Sec-
tions concerned and “on the basis of the progress reports and pro-
duction returns that are received by them” they are expected to
keep track of cases concerning them, through the teachnical autho-
rities concerned. “For the future”, it is stated, “Government are con-
sidering the desirability of setting up a central record agency which
will watch the progress of licence application upto the implementa-
tion stage.”

Licences Revoked or Surrendered

5.52. The gggregate number of industrial licences revoked or
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surrendered during the period 1961—1971 has been indicated to the
Committee as follows:—

Rcvoked Surrendered Total

*1961 . 325
*1962 . .. 232
*1963 . 131
*1964 . .. - 121
#1065 . . .. .. 43
*1966 . . . . .e 17
1967 . .o o 199
1968 . . . 129 80 209
1969 . . ’ 124 29 153
1970 . . . 39 21 60
1971 (upto 15-11-71) . . 26 5 31

——

5.53. The Committee note that at present no centralised record is
being maintained on the implementation of the industrial licences
issued and it is left to the administrative Ministries etc. to see that
the party takes ‘effective steps’ for setting up the licensed capacity
in six months time and actually sets up the capacity within 12
months of the issue of the licence. The first extension, limit of
which is not clearly specified, can also be granted in certain cases
by the administrative Ministries etc. without reference to the Li-
censing Committee. In the absence of a centralised record, Gov-
ernment have not been able to furnish data on the implementation
of licences issued . The Committee are, therefore, unable to assess
the progress made in the implementation of the licences or to see
as to what extent the non-implementation is on account of reasons
that are genuine, Since what is of substance is the actual setting
up of the industrial capacity and not the issue of an industrial-
licence, the Committee recommend that Government should expe-
dite the setting up of central agency, already under their considera-
tion, which should not only maintain a record, but also keep a strict
watch and actively progress the licence applications from the time
of their receipt to the stage of actual setting up of the capasities
licensed for.

*Information from 1961 to 1966 not available with Government. These ﬁgures have
been taken from the records of the Industrial Licensing Policy Inquiry Committee (Dutt
oommittee) (1969). A o
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5.54. The Committee also recommend that all applications for
revalidation of industrial licences should be routed centrally
through the Ministry of industrial Development and copies of com-
munications to parties indicating the final decision on those appli-
cations should also be endersed to that Ministry. The Ministry of
Industrial Development should also issue instructions to all con-
cerned as regards the time limits to be observed for disposal of
such applications and keep a strict watch on its observance.

5.55. The Committee would suggest that the instructions to the
administrative Ministries in regard to the procedures and time limits
to be observed by them in regard to disposal of applications at va-
rious stages in the industrial licensing process should be issued after
approval of the Cabinet Committee on Economic Coordination and
there should be a system of periodically reporting to the Cabinet
Committee on Economic Coordination cases of delay in disposal be-
yond a certain period.

D. Appeal and Review

Procedure of appeal

5.56. The Secretary, Ministry of Industrial Development was
during evidence asked to state whether there was any scope for appeal
by the aggrieved party in case an application for issue of a letter of
intent/licence was rejected or if a letter of intent was not revalidated
or if a licence was revoked or against any other decision relating to
licence application. In reply, he stated that in the case of revocation
of a licence, a show cause notice was issued to the party and the
party’s reply thereto was considered before a final decision was
taken in the case. Thus, an opportunity to represent against the
proposal for revocation was given. In a subsequent written reply it
is stated that the party is given a chance to represent his case also
before the application for issue of letter of intent is finally rejected.
The reasons for rejection are conveyed to the party and the represen-
tation, it any, received is duly considered in consultation with the
technical authority and the Ministry or Section concerned and a final
view taken in the matter. During evidence, the Secretary, Ministry
of Industrial Development, however, also pointed out: “Apart from
that, althrough no procedure for appeal is laid down, the *Reviewing
Bub-Committee looks into these cases. If a particular licence is to be

*Reviewing Sub-Committee of the Central Advisory Council has been dealt with in
earlier paragraphs,
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revoked or to be refused, the case has to be placed before the Re-
viewing Sub-Committee and .if the Committee finds that it is wrong
to revoke the licence, then we have to consider it.”

5.57. In reply to the question whether a procedure could be de-
vised whereby an appeal against the decisions relating to industrial
licensing would lie with the Chairman of the Licensing Committee,
the Secretary, Ministry of Industrial Development stated:

‘the Chairman of the Licensing Committee presides over the
meeting of the Licensing Committee in which the decision
is taken. But apart from that the recommendations of the
Licensing Committee are also submitted to the Minister of
Industrial Development and the orders of the Minister are
taken. The Licensing Committee is only a recommending
body; its recommendations are certainly given due consi-
deration by the Minister when he is passing final orders.
But ultimately the Licensing Committee is only a recom-
mending body. May be there is a case on which the
Licensing Committee recommended but the Minister did
not agree to it and the Minister might have said that the
licence should not be given for some reason or other. After
that, if it has to go to an appellate authority—when the
Minister has already approved the minutes of the Licensing
Committee—then I feel it may not be proper.”

Asked whether it could be possible for the Minister to hear the appeal
and whether a provision could be made to that effect, he said:

“when the party submits a representation, it is usually submit-
ted to the Minister because final decision on the Licensing
Committee’s recommendation is taken at the Minister’s
level.

Asked where could, in the case, the appeal properly lie, he said:

“I personally doubt very much....(the need for) a proper ap-
peal procedure....when there is a Reviewing body which
is presided over by a non-official; that Reviewing body can
take up the case and if that body thinks that there are no
reasons why the licence should not be granted to the party,
it can make a recommendation and it has to be considered
by us.”
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He further stated:

“the issue of licence is, as far as I can see, a sort of something
like an exercise of the executive authority of the Govern-
ment and in this, the procedure of appeal as such will be
very difficult to implement, because several decisions are
taken at different levels. For example, most decisions not
relating to larger houses and foreign majority companies
are taken at the Minister’s level. Decisions involving
M.R.T.P. Act or foreign majority companies or larger
houses are taken at the level of the Cabinet Committee. ...
To have an appellate jurisdiction in all cases where licences
have been refused, would mean that you are creating a
machinery for reviewing the cases which may have been
considered at the Cabinet level. In my view, licensing is.
a sort of an executive authority of the Government.”

5.58. The Committee note that at present if it is proposed to
reject an application for issue of letter of intent|industrial licence
or to revoke a licence already issued, the party is afforded an op-
portunity to represent his case before final decision is taken. They
also note that no system of appeal has been provided for as the
decisions in the matter of industrial licensing are in the nature of
executive decisions taken at the highest level and there is a Re-
viewing Sub-Committee consisting of nom-officials which has the
power to review all licences issued, refused, varied, amended or
revoked from time to time. The Committee have earlier in this
report already recommended giving adequate publicity to the exis-
tence and role of this not so widely known non-official body. At
this stage they would only recommend that if it is proposed to
take an adverse decision at any stage of industrial licensing
process, in order to reassure the party that the decision is fair and
impartial, a show cause notice should invariably be issued to the
party and a final view in the matter taken after due consideration
of the representation received, if any, at the highest level.



CHAPTER VI
MISCELLANEOUS

A. “Carrying-on-Business” Licences
Genesis

6.1. Between 1966 and 1968, Government had exempted certain-
industries from the purview of the licensing provisions of the Indus-
tries (Development and Regulation) Act. Accordingly an entrepre--
neur did not require an industrial licence for getting up a new under-
taking, or for expansion or diversification of production in an existing:
undertaking, etc., if it fell within the delicensed zone. Under this
relaxation, a number of new and additional industrial capacities were
set up. With the announcement of the new Licensing Policy in Feb-
ruary, 1970 which envisaged a different scheme of exemptions from
the licensing provisions of the Industries (Development and Regula-
tion) Act, Government simultaneously withdrew the earlier exemp-
tions and directed the industrial undertakings carrying on business
without a licence under the earlier exemptions, te obtain an indus-
trial licence by-a certain date. These industrial licences have come
to be known as “Carrying-on-Business” Licences (COB Licences).

Procedure for issue of COB licences

6.2. It is stated that, normally, applications for the issue of COB
licences do not have to go to the Licensing Committee and that these
are considered and decided by the administrative Ministry/Section
concerned in consultation with the technical adviser, “as far as pos-
sible within a period of 60 days.” However, if the application for
such a licence is from a Larger Industrial House or a foreign majo-
rity company or from a dominant undertaking, it has to be brought
up to the Licensing Committee and in their case the procedure fol-
lowed is similar to the procedure for other applications, that is, for
New Undertaking, New Article or Substantial expansion. Another
condition laid down in cases of these categories of entrepreneurs is
that the application should be supported by the State Government
and the Technical Adviser. Asked to state whether a more simpli-
fied procedure for the issue of COB licences could be evolved in

[ 201
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view of the fact that in such cases it is expected that the entrepre-
neur had already invested resources and that undertaking was al-
ready a going concern, Government have stated: “There is no parti-
cular need to evolve a different method for this purpose especially
since such applications do require deeper consideration.”

6.3. Amplifying the procedure observed in considering the appli-
cations for COB licences, the Secretary, Ministry of Industrial Deve-
lopment during evidence before the Committee stated that in such
cases it had to be verified whether ‘Effective Steps’, as defined in
Rule 2(ii) of the Registration and Licensing of Industrial Undertak-
ings Rules, 1952, for setting up the capacity licenced for “had been
taken by the prescribed date, 18th February, 1970”. Anybody who
had taken the effective steps to set up the capacity, could be granted
a C.O.B. licence even if the applicant was a larger house, he said.

Delays in issue of licences

6.4. The position in regard to the issue of COB licences is indicat-
ed as below:

(&) Licences Issued

1970 . . . . . . . . . . 123
1971 . . o . . . o . . . 309

TOTAL . 432

(b) Applications rejected ypto 31-12-1971 . . 317

(c) Applicatios pending as on 1-1-1972 . . 417
Break-up according to period of pendency for—

for over 18 months . . . . . . . 66

for 12—18 months . . . . . . . 153

for 9—1I2 months . . . . . . . 47

8.5. Government have stated that COB licence applications are
.decided, as far as possible, within 60 days of their receipt. The above
data, however, shows that, of the applications for issue of COB
licences pending as on 1st January, 1972, more than 50 per cent were
pending for over one year.

6.6. The fact that delays in the disposal of applications for Car-
rying-on-Business licences are common, not only in the case of Larger
Houses and foreign companies which have to be brought before the
Licensing Committee but also in ordinary cases, is borne out by a
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study of two such cases randomly selected.

respect of these cases inter alia indicates:

The data furnished in

Case I Case II
Date of receipt of applicationjn CLP Sectjon of Ministry 16-5-1970 6-6-1970
of Industrial Development.
Date of receipt of case in the concerned Sectjon of the 25-5-1970 19-6-1970
Minijstry of Industrial Development.
Date on which consjdered by Licensing Committee 23-11-1970 Not placed
before Li-
censing
Committee.
Date of circulation of Minutes of Licensing Committee 7-1-1971
Date of issue of COB licence 23-2-1971 12-5-1971
(part only
23-4-1971
Total Time taken in issue of licence 11 months 11 months
8 days. 7 days.

6.7. The question of delays occuring in the issue of C.O.B. licences
was raised during evidence. The Secretary, Ministry of Industrial
Development said that he “frankly admitted” the delays, “particu-
larly because of some complications in regard to larger houses.” He

added:

“The main difficulty is this. Most people have applied for this

licence and claim they have set up more capacity than
was actually set up for which they have taken effective
steps. This is natural when a person has an opportunity
to get a licence saying that this was delicensed (and) he
knows, particularly in the case of the larger houses, that
later on he will not get licence for this commodity because
of the disability imposed on larger houses and foreign
majority companies....The verification of the exact capa-
city in many cases has taken considerable time. I think
that we should be able to dispose of most of the remain-
ing cases in six months or so because much of the process
of verification has already taken place. Where a new ap-
plication is submitted it is a little easier for us to take a
decision.”

In a subsequent written reply to a question in regard to delays in
disposal of these applications, Government have emphasised the
“need for careful scrutiny of each application” which, according to
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them, “involves, inter alia examination of the contracts (if any)
entered into, and order (if any placed, by the applicants on sup-
pliers of plant and machinery, along with relevant documentary
evidence, including bank vouchers, adduced by them in support of
their claim, and in several cases, an on-the-spot verification of the

plant and machinery for assessing the correct capacity to be licens-
ed.”

6.8. It was pointed out to the Secretary, Ministry of Industrial De-
velopment during evidence, that a period of six months during which
he proposed to clear all the pending C.O.B. licence applications was
too long, particularly in view of the fact that without such licence,
the parties would not be able to get allocations for scarce raw mate-
rials imported as well as indigenous. He thereupon said: “we shall
try to.speed them up further and finish them in about four months.”

6.9. The Committee observe that long delays are taking place
in the disposal of applications for issue of Carryimg-on-Business
Licences in respect of industrial undertakings which have been
brought under licence under the new industrial licensing policy
announced in February, 1970 and that more than half of the 417
applications pending on 1-1-1972 were pending for over one year.
Since without a COB licence the existing undertakings cannot get
allocations and quotas of scarce raw materials as also import
licences, it is necessary that applications for such licences are dis-
posed of quickly, at least within the time-limit of 60 days pres-
cribed therefor. The Committee note the assurance given to them
that Government would try to speed up the clearance of these
applications and try to dispose of all the pending applications in
about four months time i.e. by about the end of April this year,
and hope that the industry will no long have any cause for com-
plaint in this regard.

B. Registration of Industrial Undertakings

Procedure for Registration

6.10. Ministry of Industrial Development have, in a Press Note
issued on the 20th May, 1970, notified that the Industrial Units not
required to obtain an industrial licence under the new licensing
policy announced by Government in February, 1970 are required to
register themselves with the D.G.T.D. or any other technical autho-
rity concerned. The Small Scale Units not required to take out an
industrial licence are, however, to register themselves with the ap-
propriate State Directors of Indusrties and with the Development
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Commissioner, Small Scale Industries. For this purpose the appli-
cant unit has to submit an application on a prescribed proforma to
the concerned Central Government techpical authrity. The appli-
cation for registration is required to be made at the time when the
applicant firm places orders for machinery etc., or otherwise takes
preliminary steps for setting up the industrial unit. The D.G.T.D.
etc. are required to take it on record expeditiously and communicate
the registration number to the party. If the party requires a licence,
he would be told so. After the unit actually commences production,
it is required to send further intimation to the Central Government
technical authority concerned on another form prescribed for the
purpose. After commencement of production, mgnthly production
returns have to be submitted to the technical authority concerned.
The Registration Number assigned to the unit has to be quoted on
all applications for import of capital goods or raw materials/compon-
ents or foreign collaboration. The registration does not involve pay-
ment of any fee,

Aim of Registration

6.11. Spelling out the aim of Registration of these units the Press
Note states: s

“In future, the registration of industrial units with the central
technical authorities will, as a rule, be automatic and is
intended mainly for statistical purposes. The purpose of
these procedures is to organise the flow of adequate statis-
tical information, necessary for Government as well as for
entrepreneurs themselves, for taking decisions relevant to
investment and industrial growth.”

It is also made clear that registration with the D.G.T.D. etc. will not
imply any commitment on the part of Government for release of
foreign exchange either for import of capital goods or for raw mate-
rials and components or for providing any other facility to the ap-
plicant firm. Nor will registration necessarily imply the acceptance
or recognition by Government of any of the facts stated in the ap-
plication,

Decentralisation and simplification

6.12. During on-the-spot study tours of the Committee a sugges-
tion was made by the Director of Industries of one of the States that
in view of the fact that registration of units not required to take out
a licence was automatic and intended for statistical purposes only
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and jn order to simplify matters further, this function might be en-
trusted to the State Directors of Industries who could be required to
furnish the requisite data to Central technical authorities periodical-
ly or as and when desired. Pointing out the difficulty in this regard,
Government have stated:

“We do not stop at mere registration. In practice, the regis-
tered party frequently approaches for the allotment of
raw material or for the import of capital goods and raw
material and for foreign collaboration. Since a considera-
tion of these matters is made at the level of the Govern-
ment of India it would be better if the registration is also
done at the level of the Government of India.”

6.13. Government were also asked to state whether it was not pos-
sible to call for ‘Production Returns’ six-monthly or at best quarter-
ly, instead of every month. They have stated that submissian of
returns on a monthly basis is required not only for maintaining grasp
over the activities of the party but also for ensuring better and up-
to-date statistics which is the main purpose of registration. Gov-
ernment, however, agree that this suggestion can be examined.

6.14. The declared aim of registration of units not required to
take out an industrial licence under the Industrial Licensing Policy
in force is only to organise the flow of adequate statistical infor-
mation necessary for Government as well as for entrepreneurs in
taking decisions relevant to investment and industrial growth. The
Committee, therefore, recommend that Government should see
that in the case of such industrial units, the returns required to be
submitted are kept to the minimum necessary for statistical pur-
poses. The Committee would, in particular, like Government to
examine whether it would serve the purpose if the registered units
already in production are required to furnish to the central tech-
nical authorities concerned ‘production returns’ on a six-monthly
or quarterly basis, instead of every month.

C. Public Relations

Organisation for answering inquiries

6.15. It has been represented to the Committee that the existing
arrangements for explaining and giving clarifications on licensing
policy and procedures and for giving information in regard to the
pending applications to the Parties are not adequate. In this re-
gard it is stated that a well-knit organisation has already been estab-
lised under a full time officer to look after public relations and
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grievances. This organisation has been in existence since July, 1966
and the officer-in-charge of this unit has been assigned the function:
of rendering advice and clarifications to members of the public on
all general matters and policy and procedures relating to:—

(i) Industries (Development and Regulation) Act, 1951.

(ii) Registration and Licensing of Industrial Undertakings
Rules, 1952.

(iii) Foreign Collaboration and all other connected and allied
matters,

In addition, the same officer receives public complaints regarding
delays, wrong decisions etc. in the Ministry of Industrial Develop-
ment.

6.16. Under the charge of this officer a special unit has been set
up at Gate No. 13 in Udyog Bhavan, to provide facilities to the pub-
lic who wish to meet the officers of the Ministry of Industrial Deve-
lopment or who wish to know about procedures and regulations con-
cerning industrial licensing. All the visitors are advised to contact
the Public Relations and Complaints Officer in the first place. The
visitors who daily call on the PR & CO fall under the following cate-
gories:—

(i) People seeking advice on matters like how to make appli-
cations in respect of new projects/substantial expansion/
new articles/carrying-on-business licences/shifting, in the
light of the existing industrial licensing policy.

(ii) Visitors seeking clarifications on the various Press Notes
issued after February, 1970 when the major industrial
licensing policy changes were announced.

(iii) Visitors purely asking for copies of various Press Notes
and Notifications concerning the industrial licensing
policy/foreign collaboration.

(iv) Visitors seeking the help of the PR & CO to find out the
position of their pending applications/cases in this Minis-
try.

(v) Visitors with written complaints about undue delay of
their cases in the Ministry.

The P.R. & C.O. explains to them the implications of the existing
procedures and industrial licences and furnishes them with copies
of the Press Notes in support of the advice tendered by him. In
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respect of procedures for making applications, the visitors are not
only advised and guided properly but they are also being supplied
with specimen copies of the concerned forms as also the various an-
nexures which call for additional information etc. from the applicants
in the light of the revised licensing policy. There are a number of
visitors who approach the P.R. & C.O. with prepared applications
and seek his guidance and advice before they submit their applica-
tions as well as various representations to the Ministry in regard to
their cases. The P.R. & C.O. after scrutiny helps them in finalising
their applications/representations in the light of the latest instruc-
tions and orders on the particular subject.

6.17. Facilities are provided in the P.R. & C.O. unit for finding out
the position regarding pending cases/applications for industrial
licences, foreign collaboration, and other connected matters. The
detailed procedures for dealing with the enquiries that are made by
the applicants and other persons has been laid down. The prescribed
procedure and the instructions to all the Sections in the Ministry
take care of all the enquiries from the Public entrepreneurs about
the position and progress of their cases. Suitable remedial measures
are also taken to the extent possible by the P.R. & C.O. to eliminate
avoidable delays on the one hand and to clarify the position to the
parties where certain unavoidable delays had occurred on the other.
This set up has, it is stated, proved its usefulness in reducing con-
siderably the burden, which, otherwise, would have fallen on the
various senior officers of the Ministry in meeting the stream of visi-
tors and public demanding enlightment of various policy announce-
ments and notifications frequently published since February, 1970.

6.18. The Committee emphasise that the Public Relations and
Complaints Cell of the Ministry of Industrial Development should
be manned by experienced and knowledgeable persons well versed
in the industrial licensing system and Government’s latest policy
on various aspects of it, so that the Cell could really be of help to
parties who choose to seek its advice in these matters. The Com-
mittee also suggest that this Cell should be integrated with the
‘Central Record Agency recommended by them earlier in the
report so that information in regard to the progress of a licence
application is readily available, through it, to the applicants.



. CHAPTER VII
CONCLUSION

7.1. Industrial Licensing under the Industries Development and
Regulation Act, 1952 is the instrument by which Government, at the
initial stage of setting up of industrial capacities, control the develop-
ment and regulation of a number of important industries in pursuit
of certain economic and social objectives enpunciated in the Industrial
Policy Resolution of 1956 which itself derives its inspiration from the
Directive Principles of State Policy enshrined in the Constitution.
The main objective of course is the accelerated rate ¢f economic
growth and speeding up of industrialisation of the country but it has
to be harmonised with certain complementary objectives such as
prevention of undue concentration of wealth in a few hands, reduc-
tion of disparities in the level of development in different regions, and
protection and encouragement to cottage and village industries
small scale industries and industrial cooperatives, etc.

7.2. The Industrial Licensing Policy of the Government has in the
past been changing rather frequently. This has an unsettling effect
on industry. The Industrial Licensing Policy and Procedures should
generally hold good for .a reasonahly long time, say a minimum of
5 years coinciding with the Five Year Plan, so that the industry can
have a span of assured development along predetermined lines for
sustained growth of production. Government should, therefore, for-
mulate and announce the Licensing Policy for the F1fth Plan period
well before the commencement of the Plan so as to attract most
competitive applications for issue of industrial licences on merit.

7.3. The problem of concentration of economic power in a few
hands came to the fore with the submission of Reports of the Hazari
Committee in 1966 and of the Dutt Committee in 1969 which had, on
the basis of data collected by them, found that the Industrial Licens-
ing Policy and Procedures were being taken advantage of mostly by
the established industrial houses who had better resources, technical
know-how and entrepreneurial skill. Government therefore
announced a new Industrial Licensing Policy in February, -1970.. This
Policy aims at accelerating the pace of industrial development -but,
at the same time, seeks to avoid concentration of economic power.

209
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7.4. The area of exemptions from the licensing provisions of the
Industries Act has been expanded under the new policy, but no
exemptions are available to what are described as Larger Industrial
Houses, Foreign Companies and Monopoly Houses and they have
to obtain a licence as required under the Industries Act in all cases.
The exemptions are on the basis of monetary value of fixed assets of
undertakings. As the monetary value of fixed assets is related to
varying cost and price structure, there is need for a review of these
Hmits of exemptions from time to time, say after an interval of three
years. In order not to discourage entrepreneurs from puttiing up
housing colonies for industrial workers, the suggestion for excluding
the value of Housing Colonies for workers for the purpose of exemp-
tion from licensing, is commended for the consideration of

Government.

7.5. With the new Licensing Policy, a list of Core Industries consti-
tuting the basic, strategic and critical sectors of economic develop-
ment was announced and it was decided that in respect of these in-
dustries, detailed industry Plans would be prepared and essential in-
puts provided on a priority basis. It was intended that Industrial
Licensing in the Core Industries would be used as a positive instru-
ment for development and achievement of the detailed production
Plans drawn up for each of these industries. The Planning Commis-
sion was entrusted with the responsibility of drawing up detailed
industry Plans for each of these industries for the period of the
Fourth Plan, but keeping in view the projections for the Fifth Plan.
The Planning Commission are, however, still at the stage of setting
up a suitable machinery for undertaking the task systematically and
meanwhile industrial licensing in these industries continues to be
based on indicative targets laid down in the plan document itself.
The Planning Commission should ‘apply themselves seriously to the
task and try to complete this work well before March, 1973—the
target fixed by the Planning Commission themselves—so that at least
during the Fifth Plan the detailed industry plans could provide a
basis for issue of industrial licences for the industries in the Core

Sector.

7.6. Though it is stated that essential inputs are provided to in-
dustries in the Core Sector on a priority basis, the rate of growth of
production of industries in this sector has been none too impressive.
Government should keep a close watch on the development of in-
dustries at least in the Core Sector which represent the basic,
strategic and aritical sectors of the country’s economy.



271

7.7. Under the new licensing policy, 128 industries have been re-
served for exclusive development in the Small Scale Sector. This
reservation should be accompanied by positive measures to see that
‘with proper technical guidance and the development of financial and
‘marketing facilities, the units in this sector are able to stand on their
-own. Industrial Units in this Sector should also be provided with
requisite inputs such as finance, scarce raw materials, foreign ex-
change etc. on a priority basis, as is being done in the case of Core
Industries. As regards regulating the business relations between
small scale ancillary and feeder industry and the principal unit,
legislative proposals are already under the consideration of
‘Government.

7.8. Government should devise a scheme of periodical survey to
find out the correct position as regards the existence and production
-of Small Scale Units registered with the State Directors of Industr-
ies. Reservation of certain industries exclusively for development by
:small entrepreneurs also involves the responsibility on Government
-of safeguarding the consumer’s interest in the matter of quality and
price of goods produced in this sector and ensuring production ac-
cording to demand so that there are no shortages of goods produced
in this sector. In industries not reserved for the Small Scale Sector,
applications from other classes of entrepreneurs are often rejected on
the ground that the production of the item can be taken up in the
Small Scale Sector. When this is done, Government should ensure
that there is a concrete time bound programme for developing manu-
facture of that item in requisite number of and quality to meet the
«demand in full and its progress should be watched so as to take
remedial action in due time.

7.9. The liberal exemptions from the licensing provisions of the
Industries Act announced in the new Licensing Policy are not appli-
cable inter alia to what are described as Larger Industrial Houses.
The new Licensing Policy has borrowed the concept of Larger In-
dustrial Houses as also its composition from the Report of the Dutt
Committee (1969). The Dutt Committee had classified Larger.
Industrial Houses on the basis of the sum total of the value of assets
of an Industrial House together with that of its inter-connected
undertakings exceeding Rs. 35 crores at a given time. This can not
be a static classification, as in course of time there are bound to be
changes in the composition of an Industrial House and in the value
of its total assets. It is, therefore, necessary for examining applica-
tions from Larger Industrial Houses on a realistic basis that the list
of Larger Industrial Houses should be under constant review. Such
a review should not be difficult for Government on the basis of data
available under Company Law.
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7.10. Under t'hé,_ne(v'v icensing Policy, Larger Industrial Houses
and foreign companies are expected to concentrate on the develop-
ment of industries in the Core Sector. They can, however, be licens-
ed in the middle or small scale sectors also on giving certain export
commitments—over 60 per cent in the case of middlé sector and over
75 per _gent“j'n the case of small scale sector—and also in the middle
sector in the interest.of cost efficiency and the growth of the firm to
minimum economic size. It is noted that Government have a prag-
matic approach in regard to quantum of export cqmmitmefxts requir-
ed for availing of this concession. Nevertheless the policy in this
regard should be reviewed after three years in the light of experience.
For licensing capacities in the interest of cost efficiency and growth
of firm to minimum economic size, Government should initiate
studies in association with technical advisory authorities to determine
the minimum and optimum economic size for industrial units in
various industries so as to serve as a guideline in the matter.

7.11. The rate of growth of industrial producfion has fallen from
7.1 per cent in 1969 to 2 per cegnt during the first eight months of 1971.
Besides, serious shortages of certain items, some of them basic raw
materials such as Caustic Soda and Soda-Ash, have appeared causing
hardship to dependent industries and consumers. Governj’nent majn-
tain that the fall has been only in the organised sector which is subject
to industrial licensing. The growth in the small scale sector has ac-
cording to them registered a sizeable increase. At present, there is
no acceptable data to assess the extent of growth of production in
the small scale sector. There is, however no doubt that the contri-
bution of the small scale units in the overall industrial production is
substantial and that it is fast increasing. Therefore, in order to pre-
sent a more realistic picture, Government should evolve a metho-
logy for accurately assessing the rate of growth of production in the
Small Scale Sector and arriving at a composite rate of growth of
production in both the sectors. It is now time that Government
appoint an Expert Study Team to go into this question.

7.12. Government have stated that the slowing down of the rate
of growth of industrial production and the shortage of certain items
is not the result of the new Licensing Policy of Government as it has
been in operation for barely over 2 years while it takes 2 to 3 years
for a new capacity to be set up. Government, however, admit that
under the new Policy, which places greater reliance on the small and
medium entrepreneurs for industrial development of the country,
there could be an jnterregnum when the rate of growth of Industrial
productijon may not be as much as it could be otherwise. It is ex-
pected that Government would keep a continuous watch on the
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impact of the Industrial Licensing Policy on industrial growth and
production in the interest of assuring adequate supplies of goods to
meet the rising demands of the people and above all to generate
employment opportunities to absorb gainfully the ever growing
‘working force.

7.13. According to Government, the recent fall in the rate of
growth of production in the organised sector was due to two resons:
One being that the new investments. a very large part ¢f which was
in the Public Sector covering a number of Core Industri:s, could not
fructify for various reasons; the second being under—utrhsdtxon of the
industrial capacity already licensed or installed mamly on account of
shortages of raw materials including steel, lack of orders, industrial
disputes ete. Varioqus steps have now been taken by Govemment
for augmenting industrial production in the private sector. The
fact that considerahle under-utilisation of industrial capacity existed
at the begipning of the Fourth Five Year Plan was Domted out even
in the Fourth Plan itself. It is regretted that Government should
have waited for taking corrective action until the rate of growth of
industrial prodyction agtually came down to a distressingly low level.

7.14. Government have admitted that some of those shortages
could be attributed to Industrial Licensing Policy being pursued by
them earlier. Thus, Government could have avoided the situation
by licensing further capacities as soon as utilisation of licensed
capacity had reached 75 per cent. Government have now assured
the %ommlttee that thls procedure would invarlably 1oe dbserved
hereafter to obv;ate poss1ble shortages It is regretted that thlS
step, was not takep earlier

7.15. Until .March,.1970, the issue of industrial licences was sub-
ject to capacity restraints on the basis of indicative targets given in
the Five Year Plan. The Planning Commission maintain that short-
ages were not due to indicative targets given in the Five Year Plan
turning out to be wrong. Shortages, according to them, were due to
new or additional capacities already licensed in private sector or
those projected in the public sector not materialising in due time for
various reasons. This underlines the need for a proper fallow up
action and a contemporaneous watch being kept on the implemen-
tion of licences. - However, at least in some cases, the shortages might
have been due to production. targets being based on.faulty assess-
ment of the demand by the Planning .Commission which were, until
March, 1970, being relied upon by licensing authorities for applying
capacity restraints. It is hoped that production targets for the Fifth
Plan would not suffer from the shortcomings noticed in respect of
the current Plan.
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7.16. Since March, 1970, the issue of Industrial Licences is:
uninhibited by capacity restraints in accordance with the Plan targets..
This may be justified as a short-term corrective action but in the
long run, in the interest of planned economic development of the
country, industrial licensing would have to be subjected to produc-
tion targets based on more realistic projections of demand over a.
certain period.

7.17. Under a notification issued on the 1st January, this year,
another measure has been taken by Government to step up the rate
ol growth of industrial production in the organised sector. Indus-
trial units in 54 specified industries have been allowed to expand
their production, without requiring an industrial licence, upto 100 per-
cent of their licenced or registered capacity. Government’s permis--
sion is, however, necessary if any of the Larger Industrial Houses or:
foreign companies wishes to take advantage of this liberalisation.
While this relaxation is welcome, there is need to evolve simple and'
streamlined procedures for speedy disposal of cases so that the new
policy has its full impact on growth of production in as short a time-
as possible. Government should also take suitable measures and get:
ready from now on for making available increasedd quantity of raw
materials which would be needed for the expansion of production on:
the scale envisaged.

7.18. Despite concerns for development of backward areas and
regions expressed in successive Plan documents, except locating a
few public projects in certain backward areas, no concerted steps
seem to have been taken to progressively remove disparities in the
levels of development between differnt regions in the country. Only
very recently during the Fourth Plan period, a start has been made
in this direction by impressive allocation Plan funds specifically
for backward areas in certain States ranging from Rs. 50 lakhs in
the case of Meghalaya to Rs. 320.57 crores for Uttar Pradesh, liberal
allocation of Central assistance to backward States, identification
of backward areas and announcement of direct financial incentives
of a Central subsidy, transport subsidy and concessional finance to-
encourage entrepreneurs to set up industries in backward areas. The
Government are also encouraging and assisting the States in setting
up an expert planning organisation to prepare State and District
Plans with a view to reduce intraregional disparities within the
State. It is too early to assess the response to, and success of, these

measures. The positive start made in this direction is nevertheless

wlcome.

7.19. The potentiality of industrialisation as a means of speedy
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development of backward areas needs no stress. To attract indus-
tries, it is necessary that infra-structure is provided in those areas,
the most important of which is the provision of roads and power,
development of water resources and above all trained manpower
who are willing to give of their best to the industry. The provision
of infra-structure and the choice of priorities as between different
regions and areas taken up for development within the State is, how-
ever, primarily the responsibility of the State. It is' therefore only
with the positive cooperation of the States that any substantial pro-
gress can be made in the development of backward areas, which, it
is hoped, will be forthcoming tn g greater measure.

7.20. As the problem of these backward regions is a formidable
one, it is but appropriate that the Planning Commission and the
Central Government should lend a helping hand to the States in
formulating concrete and detailed proposals for development of
these areas. Planning Commission have already set up an Area Plan-
ning Unit to provide guidance to States in this behalf and that the
State Governments are being urged to evolve their own district
plans for development. Plans for integrated and phased development
of infra-structure facilities in backward areas should be finalised
within the next 12 to 18 months so that these could be 1mplementea
in real earnestness at least in the next plan period. Governn‘ienf
should make available adequate financial and other resources to
enable these backward areas to catch up on development.

7.21. The best method of industrialising the backwardli.areas
would be to logate suitahle public undertakings there. It ia gratify-
ing to note that Government have taken some positive: action' in
this behalf and that as much as 77 per cent of the total investment
in the public sector is being made in industries located in bagkward
areas. This is a welcome step. These public undertakings should,
however, act as catalytic agents and make determinad efforts to
develop ancillary and small scale industries in the neighbouring
area so that the purpose of having an industrial complex and-infra-

structure for future growth, are assured.

7.22. The role of industrial licensing in the; develepment jof ‘back-
ward areas has also been disappointing. During. the- three years.
1969. 1970 and 1971, only 91 licences were, issued for setlimg up:
capacities in backward areas out of a total of 752 licences issued
during the period. Of these only 4 were’ ot a pdpu!ous ahd' ‘trost
backward State like that of UP. The" States which are’ relaﬂve'fv
more industrially advanced have attrdéted 'miote’ Heences evdn” f
theic backward areas. Government’ shb\ii&‘ ané‘l‘ysé c!‘dsew
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reasons why there s such & d€arth of entrepreneurs for setting up
industries in backward aress so that redoubled and imtensified
efforts could be made to maké good the shortéomings; and provide
positive incentives to attract at least some industries to these back-

ward areas aqq pro_vfd_e_ some relief to the crushing problem of un-
employment and poverty in these areas.

7.23. Even in respect of these 91 licences issued, Government do
not have ready data as to how many of them have actually fructified.
This underlines the heed for a symstematic and close follow-up to
assess realistically the impact of Government’s policies and decisions
on the trend of industrialisation and to take measures as necessary
to ensure that developittent of industries in the backward areas
receives special iinpetus and encouragement,

7.24. In the existing situation of scarce resources and managerial
and technical expertise, it is either public undertakings or well
established and efficient industrial organisations of proved merit
which can play a constructive role in setting up industries in the
backward areas. Government should, therefore in the interest of
increasing employment potential in those areas as also augmenting
industrial production, make an obJectlve study of the situation and
adopt a pragmatic policy thch would make way for establishment
of industrial units in backward areas without further loss of time.

7.25. The expanded role assigihed to the public sector in industrial
development of the country is welcome. However, Government
should at the begmnmg of the Five Year Plan, spell out in some
detail the role assxg'ned to ‘the pubhc sector during the ‘plan period
and announce the industries or new Tlines of production proposed
to be set up in the public sector during this period. In the resilual
areas, where at the begmmng ‘'0f the Plan public gector ‘does not
show any mclmat;on to enter the field, applications by private
parties for industrial licences may be invited, examined oh merits
and licences given expeditiously. This would enable the private
entrepreneurs to concentrate their time and resources dnly on the
areas available to them.

7.26. ‘Emplo'}"iner‘lt potential of the industry is already a con-
sideration for the issue of the industrial licence. This considera-
tion deserves greater emphasis.

7.27. The Central Advisory Council has been, under the Industries
(Development and Regulation) Act, assigned an advisory role in
the matter of regulation of industries, which it should truly perform.
The meetings of this' Council should be called at least twice a year,
if not oftener. The object of the meetings should not be merely to
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have a ‘general exchange of views" or a discussion onm ithe ‘review
of the general economic situation of the country”, as seems to be
the case at present. Instead, members should feel free to bring
up specific problems congerning various regulatory measures taken
by Government under the Industries (Development and Regula-

tion) Act an offer concrete suggestions for resolving them in the
interest of increased production.

7.28. The Reviewing ‘Sub-Committee of the Central Advisory
Council is appointed, under the Registration and Licensing of Indus-
trial ‘unidertakirigs Rules, for reviewing all licences issued, refused,
varied, amended or ‘revoked from time to time. Since ‘this is the
only non-officidl forum ‘at ‘which individual or collective grievances
relating to industrial licensing can ‘be represented ‘for redressal, and
in view of the Jarge number of decisions that it is called upon to
review, its meetirigs should be called atleast opce in every two
months. The exidtande’of this body shoulll also-be -widely publicised.

7.29. Following the recommendations of the Swaminathan Com-
mittee on industrial development procedures, Government had intro-
duced 'in 1964 the iprocedure -of issue -of a letter of intent to the
party in the flrst instance, subject to certain conditions upon the
fulfilment of which it is converted into an:industrial licence. TFhe
proecedure should find.a place in the Registration and Licensing of
Industrial Underteking ‘Rules 1952 and the time-limits laid down
in those Rules for :the disposal of applications for issue of industrial

licences shouild be made ‘applicable to 'the stage of issue.of letter
of intent.

7.30. The intention of the Swaminathan Committee in suggesting
this procedure was to provide to the party, without a too meticulous
examination of the proposal and within one month or so of the
receipt of the licence application, a document from the Government
on the basis of which he could negotiate with foreign parties for
collaboration and import of goods. In actual practice, however, this
procedure has become another link in a long chain of processes
through which a licensing application has to pass. The issue of a
letter of intent itself takes considerable time, often as much as one
year. If the procedure is to serve the purpose for which it was
conceived, it should not take more than 2 to 3 months to issue the
letter of intent.

7.31. The existing licensing procedure is also, to some extent,
responsible for detays in the: disposal of licence applications. Apart
from the Ministry of Industrial: Development, several Ministries and
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.

Departments of Government are concerned with licensing of under-
takings relating to industries falling within' their purview. The
parties are required to send 11 copies of their applications to the
Ministry of Industrial Development. After a centralised registra-
tion, these are distributed to different authorities to examine the
application from different angles and send their opinion to the
Administrative Ministry concerned. The administrative Ministry
consolidate these opinions and, after adding their own opinion,
forward the case to the Ministry of Industrial Development for
placing it before the Licegnsing Committee. Although the Licensing
Committee has the statutory authurity to make final recommenda-
tions to Government in regard to a licence application, it considers
cases only as and when these are referred to it by the administrative.
Ministries. Although a pericd of 4 to 8 weeks is prescribed for
bringing an application before the Licensing Committee, on the 15th
November, 1471 as many as 933 licence applications were pending
with different Ministries and Departmenta for over one year. Cases
kave accumulated mainly in the Ministry ct Industrial Development,
Department of Chemicals, Ministry of Foreign Trade and Depart-

ment of Electronics.

7.32. The large accumulation of licen¢e applications relating to
Petro-Chemicals and Eleetronics industries is particularly alarming.
Industries in the Petro-Ohemical field not only produce a variety
of consumer goods but also certain raw materials for use of other
industries. Electronics industry, being labour intensive, has con-
siderable employment petential besides a developing domestic and
export market. The Departments of Chemicals and Electronics
should therefore make vigorous efforts to dispose of all pending
licence applications within the riext 3 months and so streamline their
internal procedures as to make possible licence applications being
brought before the Iicensing Committee within the prescribed time
limit of 4 to 6 weeks. The Department of Chemicals should give
wide publicity to the awailability of basic raw materials during the
next 3 to 5 years, so as to attract most competitfve applications for
the issue of industrial licences for their processing.

7.33. It is observed that the Ministry of Industrial Development
themselves have a large number of applications pending for over
one year. They should also make concerted efforts to clear the back-
log of applications pending with them and so streamline the internal
procedure for processing them, that licence applications are brought
before the Licensing Committee, as required by the existing proce-
dure, within 4 to 6 weeks.

7.34. In regard to aplications concerning industries falling with-
in the purview of other Ministries|Depattments, basically, it is the
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application before the Licensing Committee within 4 to 6 weeks..
There is, however, need for a centralised close and regular watch,
being kept on the stage by stage progress of licence applications by
the Ministry of Industrial Development upon whom rests the ulti-
mate responsibility for early disposal of those cases. It is appreciated
that there is nothing much that the Ministry of Industrial Develop-.
ment can do, except issue periodical reminders at various levels and.
request, persuade, press and, as the Industries Secretary said, “cajole™
the Ministries to expedite the cases and bring them before the Licen-.
sing Committee. Such a procedure obviously has its limitations.
Nevertheless, if the figures of industrial licences and letters of in-.
tent issued during last year (1971) is regarded as indicative of any
trend, it is heartening. The number of licences and letters of intent
issued during 1971 was 626 and 1015 respectively as against the cor-
responding figure of 363 and 438 for 1969. But the number of pending:
applications as on 15th November, 1971 still remains distressingly
as high as 3104. At the same time, the number of licence applications
received has also sharply gone up from 1420 in 1969 to 2575 in 1971.
It is hoped that the high rate of disposal reached in 1971 would not
only be kept up, but improved upon, in future to clear the backlog
quickly and meet the current rush of licence.applications.

7.35. There is an impression that one of the reasons coming in
the way of expeditious decision-making is the wide spread fear
amongst the officers that even a bonafide decision:may later on be-
come the subject of endless enquiries and  criticism. Government:
should exercise every care in putting officers of the highest integrity
in such key positions and inspire in them a feeling of confidence so
as to make for expeditious decision-making.

7.36. Late receipt of comments from different authorities, parti-
cularly the technical authorities concerned, is usually pleaded by the
administrative Ministries/Departments for the delay in bringing
cases before the Licensing Committee. The data placed before the
Committee substantiates the fact of delays, much beyond the pres-
cribed time limit of 3 weeks, in the receipt of comments of technical
authorities by the administrative Ministries/Departments. The Mi-
nistries controlling the technical authorities should devise suitable
control mechanisms to obviate avoidable delays in processing of ap-
plications by the technical authorities. Government should, at the
same time, examine the feasibility of introducing a procedure where-
bv a licence apphcatlon is brought before the Licensing Committee
after a specified time even though by then the opinion of technical
and other authorities are not received by the administrative Minis-
try concerned, leaving it to the technical and other authority, whose:
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-comments were not received beforehand, to express them tnrough
its representative at the meeting of the Licensing Committee. Some
such system has already been initiated in the Ministry of Industrial
Development. It-is a welcome step and, if found workable, it should
be made .applicable 4o other administrative Ministries/Departments
-concerned with processing of licence applications.

7.37. In same cases, approval of the Cabinet Committee on Eco-
nomie¢ Coordination is necessary before a letter of intent can be
issued. The final decision in such cases is, under the existing proce-
dure, taking long time. The Ministry of Industrial Development
should, in .consultation with the Department of Cabinet Affairs, so

streamline the procedures as to make for finalisation of such cases
-expeditiously.

7.38. It is noted that only 4 -out of 90 applications for clearance
under MRTP Act disposed of so far, have been denied clearance. But
it is distressing to find considerable delays taking place in the finali-
sation of such-cases. Though, time limits for disposal applications for
clearance under the. MRTP Act by the Department of . Company Af-
fairs as also by the MRTP Commission have been laid down in the
Act itself, these time limits have generally not been observed either
by the Department of Company Affairs or by the MRTP Commission.
The Department of Company -Affairs and the MRTP Commission
should seriously try to compress their enquiries, investigations and
processes within -the - statutory -time ‘limits and see that the cases
which  are not disposed -of within those time limits are an exception,
and not the rule as happens to be the case at present. Ministry of
Industrial -‘Development should also identify and cut out pockets of
avoidable delays in the existing procedures and processes being ob-
-served in that Ministry in regard to such cases. The recent innovation
in the procedure for these cases whereby the party’s application for
clearance under the MRTP Act as well as his licence application are
jointly (and not severally as was the procedure hitherto) brought up
‘before the Cabinet Committee on Economic Coordination is welcome.

7.39. After the issue of letter of intent, the party has to apply for
various clearances stipulated in the letter of intent, the most import-
ant of which are the approval of the terms of foreign collaboration
involved, if any, and thereafter the clearance for import of capital
‘goods. Applications for these clearances are entertained and consi-
dered. consecutively one after the other. Each of these clearances
take considerable time in spite of time limit of 90 days and 60 days
laid down for the disposal of applications for foreign collaboration
-and import of eppital goods respectively 60 per cent of applications
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for foreign collaboration disposed of during 1971 had taxen 6 months
for disposal while 40 per cent of the cases pending on 1-1-7T2 were
more than 8 months ¢ld: Similarly, 90 per cent of the applications for
import of capital goods disposed of during 1971 teok more than 6
months for disposal. This indicates that there is need to reappraise
the procedures being observed at present for disposal of these appli-
cations to find out why and where the delays are taking place and to
take remedial measures. There should be an effective system of
centralised wetch being kept over the step by step progress of dis-
posal of these applications so as to see that the time Limits laid down
for the disposal of these applications are observed.

7.40. The procedure of applications being brought before the
Capital Goods Committee at the expiry of a certain period whether
the comments of administrative or other authorities concerned have
been received or not should be introduced and strictly enfored. This
procedure ‘already exists in the case of applications for foreign col-
laboration and needs strict enforcement.

7.40. Government have admitted that simultaneous consideration
of application for industrial licence by the Licensing Committee and
that for approval of foreign collaboration agreement by the Foreign
Investment Board would expedite matters. But this is not being
done as parties themselves submit the application for approval of
foreign collaboration agreement only later, usually after the letter
of intent is issued. Simultaneous considerafion of these applications
would certainly reduce the time taken in their consecutive processing
and approval dnd the introduction of this procedure would be wel-
come. Such a procedure could also be usefully introduced for consi-
deration of applicdtions for import of capital goods by the Capital
Goods Committee. Parties should, however, be aware of such a
system so as to ‘take advantage of it. Government should therefore
publicise the option available to a party to submit the applications
for industrial licence, foreign collaboration and/or import of capital
goods simultaneously in case it is ready with the type of detailed
information necessary for these applications, so that these could be
considered by the differént bodies concerned simultaneously.

742. The acceptable terms of foreign collaberation should be-
given w'de publicity so that prospective entrepreneurs may not frit-
‘ter away their time and resources on collaboration proposals ‘which:
would be clearly unacceptable to Government.

7.43. Delays have also been observed in the disposal qf applica-
tions for conversion of letter of intent into.an indus?tria.l licence up-
on fulfilment of prescribed conditions and for revalidation of letters:
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of intent and industrial licences. At present there ‘is no system of
centralised watch being kept on the progress of these applications.
In order to enable such a watch being kept by the Ministry of In-
dustrial Development, all these applications should be centrally
routed through the Ministry of Industrial Development and their
final disposal also intimated to them. The Ministry of Industrial De-
velopment should lay down time limits for the disposal of these ap-
plications and see that these are generally observed.

7.44. The instructions to the administrative Ministries in regard to
the procedures and time limits to be observed by them in regard to
the disposal of applications at various stages in the industrial licen-
sing process should be issued by the Ministry of Industrial Develop-
ment with the concurrence of the Cabinet Committee on Economic
Coordination and there should be a system of periodical reporting to
the Cabinet Committee cases of delay in disposal beyond a certain
period.

7.45. At present no centralised record is being maintained on the
implementation of industrial licences issued and it is left to the ad-
ministrative Ministries etc. to see that the party takes ‘effective steps’
for setting up the licensed capacity in six months time and actually
sets up the capacity within 12 months of the issue of the licence.
In the absence of such a record, it is difficult to have an overall picture
in regard to the progress made in the implementation of licences,
:and more so to see as to what extent the non-implementation is on
:account of reasons that are genuine. Since what is of substance is
the actual setting up of the industrial capacity and not the issue of
an industrial licence, Government should set up a central agency
‘which should not only maintain an upto date record, but also actively
progress the licence applications from the time of their receipt to
the stage of actual setting up of the capacity licensed for. This
-agency should have a suitable card-index system for compilation of
wpto date data in respect of all licence applications.

7.46. No system of appeal against any decision relating to indus-
‘trial licensing has been provided for as it is held that these are in
the nature of executive decisions taken at the higest leve] and that
there is a Reviewing Sub-Committee consisting of non-officials which
'has the power to review all licences issued, refused, varied, amen-
-ded or revoked from time to time. In the absence of a system of ap-
‘peal, it is necessary that if it is proposed to take an adverse decision
at any stage of the industrial licensing process, in order to reassure -
‘the party that the decision is fair and impartial, a show cause notiee
is invariably issued to the party and a final view in the mater taken
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afte. due consideration of the representation received, if any, at the
highest level.

7.47. Industrial Undertakings not required to take out a licence
under the Industries (Development and Regulation) Act have to re-
gister themselves with the Central Government technical authority
concerned. This registration is for statistical purposes .only. In the
-case of such units, the returns required should therefore be kept to
the minimum. Government should, in particular, see whether the
purpose would be served if registered units in production furnish
“production returns’ on a six-monthly or quarterly basis, instead of
every month.

7.48. There is a tremendous upsurge of aptimism self-reliance and
buoyancy in the country and if this propitious combination of factors
is put to productive use, our country can achieve a dramatic break-
through in industrialisation. There is no reason why it should not be
possible to achieve the planned rate of 8 per cent in industrial growth
in such an optimistic climate and in fact, to improve upon it
appreciably.

KAMAL NATH TEWAR]I,
NEw DELHI; Chairman,
April 25, 1972, o ) Estimates Committee,
Waisakha 5, 1894 (Saka).



APPENDIX I
(See Para 1.21)

Ministry of Industrial Development, Internal Trade and Company
Affairs  (Department of Industrial Development) Notification
No. 713|IDRA|29B|70|1 dated the 18th February, 1970 published
in Gazette of India (Extra-ordinary) Part II, Section 3, sub-
Section (ii) dated the 19th February, 1970.

S.0. 7T13{IDRA|29B(70|1: In exercise of the powers eonferred by
sub-section (1) of section 29B of the Industries (Development and
Regualtion) Act, 1951 (65 of 1951) and in supersession of the noti-
fication of the Government of India in the late Ministry of Industry,
No. S.0. 187|IDRA{29B|2|64 dated the 13th January, 1964, the Central
Government hereby exempts from the operation of sections 10, 11,
11A and 13 of the said Act and the rules made thereunder.

(1) All industrial undertakings which have or propose to have
fixed assets in plant and machinery not exceeding Rs. 7.5 lakhs;
provided that no such industrial undertaking shall be eligible for
exemption—

(i) if it belongs to or is controlled by any Larger Industrial
House as classified by the Industrial Licensing Policy In-
quiry Committee in the list at Appendix I1I-A(1) of its
report with such amendments to this list as may be made
by Government from time to time; or

(ii) if it is a foreign company or a branch or subsidiary of a
foreign company; or

(iii) if it falls under the category of ‘dominant undertakings”
as defined in section 2(d) of the Monopolies and Restrictive
Trade Practices Act, 1969 (54 of 1969); or

(iv) if it relates to any of the industries listed in Schedule T
annexed hereto;

(2) All industrial undertakings, other than the industrial under-
takings referred to in para (1) above, which have or propose to
have fixed assets in land, buildings, plant and machinery not exceed-
ing Rs. 1 crore, provided that no such industrial undertaking shalk
be eligible for exemption,—

224
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(i) if it belongs to or is controlled by any Larger Industrial
House as classified by the Industrial Licensing Policy In-
quiry Committee in the list at Appendix II-A (1) of its
report with such amendments to this list as may be made
by Government from time to time; or

(ii) if it is a foreign company or a branch of subsidiary of a
foreign company; or

(ili) if it falls under the category of ‘dominant undertakings’
as defined in Section 2(d) of the Monopolies and Restric-
tive Trade Practices Act, 1969 (54 of 1969); or

(iv) if it relates to any of the industries listed in Schedule I
annexed hereto; or

(v) if it requires foreign exchange more than the equivalent
of—

(a) rupees five lakhs or ten percent of the additional fixed
assets by way of land, buildings and machinery, which-
ever is higher, for the import of machinery and equip-
ment; or

(b) ten per cent of the ex-factory value of the annual pro-
duction of an article in any year, after three years of
the commencement of production, for the import of
components to be used in that article; or

(c) five per cent of the ex-factory value of the annual pro-
duction of an article in any year or rupees five lakhs,
whichever is less, for the import of raw materials (ex-
cluding steel and aluminium) to be used in that article;
or.

(vi) if it relates to any of the industries listed ih Schedule IT
annexed hereto; or

(vii) if it relates to certain basic, strategic and critical indus-
tries listed in Schedule III annexed hereto.

580 L.S.—16
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SCHEDULE 1

(1) Coal falling under ‘(1) Coal, lignite, coke and their deri-
vatives’ under the heading “2. Fuels”;

(2) Textiles, falling under the heading ‘23. Textiles (includ-

ing those dyed, printed or otherwise processed)’ manufac-
tured, produced or processed on powerlooms;

*(3) Milk Foods' falling under ‘(2) Milk Foods’; Malted foods
falling under ‘(3) Malted Foods’ and Roller flour milling falling
under ‘(4) Flour’ under the heading ‘27 Food Processing Industries’;

(4) (a) Oil seed crushing, falling under ‘(i) Vegetable oils,
including solvent extracted oils’ and, (b) Vanaspdthi fal-
ling under ‘(2) Vanaspathi’ under the heading ‘28. Vege-
table oils and Vanaspathi’;

(5) Leather falling under the heading ‘31. Leather, Leather
Goods and Pickers’; and

(6) Matches falling under ‘(3) Matches’ under the heading ‘36.
Timber Products.’

SCHEDULE 11
1. Absorbent Cotton.
2. Automobile Radiators (except for expansion on merits).
3. Barbed Wire.
4. Beam Scale.
5. Bichromates (except for exports).
6. Bolts and Nuts, except High Tensile and other special type).

7. Conduit Pipes—Metallic.

«Substituted by Ministry of Industrial Development and Internal Trade (Department
of Industrial Davelopment) Notification No. 1572/IDRA/29B/71-7 dt. 13-4-1971, pub-
lished in Gazette of Indija, Pt. II, Sec. 3, sub-section (ii), dt. 13-4-1971.
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Domestic Electric Appliances and Accessories such as electric
roasters, heaters, washing machines etc. other than cacuum

cleaners, industrial washing and dry-cleaning machines etc.

9.
10.

11.
12.
13.
14.

15.
16.
17.
18.

19.
20.
21.,
22.

23.

Dyes— (i) Azo Dyes (Directs and Acids) and (ii) Basic Dyes.
(a) Electrical Wiring Accessories;

(b) Electrical Light fittings (such as chockes, starters, reflec-
tors etc).

Expanded Metal.
Fireworks.
Formulated Perfumary Compounds.

Full P.V.C. Footwear (Chappals, Sandals and Shoes), except
for export by predominantly export—oriented units.

Glass Holloware by semi-automatic process.
Gun Metal Bushes.

Hand Numbering Machines.

Hand Stapling Machines.

Hurricane Lanterns.
Hypodermic Needles.
Insecticides Dusters and Sprayers (Manual).

Laundry Soap.

Leather Footwear (except for expansion of the existing units
for exports and new unit for exports).

25. Machines Screws (except for Socket Head and Special Types).

25.
26.
27.

Machine Shop Vices.
Metal Clad Switches upto 30 Amps.
Miniature Bulbs:

(a) Miniature Vacuum Bulbs;

(b) Torch Bulbs;
(c) Radio Panel Bulbs;
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(d) Cycle Dynamo Bulbs; and
(e) Decoration Bulbs.

Paints and Varnishes—Dry Distempers, Red Lead, Red Oxide,
Aluminium Paints, Bitument Paints to LS Specification,
Wagon Blocks, Graphite Paints, all Paste Paints.

. Palm Rose Oil.
30.
31.
32.

. Plastic Processed Products:—

Paper Conversion Products.
Pine Oil (Except for composite schemes)
Plster Boards.

(i) Bottle Caps, Buttons, Lamp-shade etc. produced by the
compression moulding techniques

(ii) Plastic Artléles manufactured from plastic sheets, Rods

34.
85.
38.

3.
38.

or Tubes by the fabrication technique excluding the tech-
nique of vacuum forming.

(iii) Polythelene Films (Films with a thickness of less than
0.10 mm) and products from the Film such as Bags etc.
(excluding heavy duty Bags and Multi-coloured printed
film and Bags).

(iv) Blow-moulded Containers and other similar products
manufactured by the blow moulding technique (except
for captive use, PVC Containers and change over by exist-
ing units manufacturing Metal Containers to Plastic Con-
tainers).

(v) Spectacle Frames from Sheets by fabrication technique
or by injection moulding.

(vl) Manufacture of Polyester Sheets for Buttons and the pro-
cessing of the Sheets so produced to manufacture Buttons.

Rivets of all types (including Bifurcated).
Rolling Shutters.

Roofing, Flooring and Glazed Tiles (except plastic and cera-
mic tiles of sizes 4” x 4” and above).

Safety Matches.
Steel Wool.



'39.
40.
41.

42,

43.

47.
48.

49.

50.
51.
:52.
53.

54.

55.
*56.
97
58.

59.
60.
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Student’s Microscopes.
Surgical Gloves (except plastic).
Telescopic Aerials (for Radio Receivers).
Thermometers (upto 150°C).
Water Meters.

. Welded Wire Mesh (except for expansion of existing units).
45,
46.

Wire Brushes and Fibre Brushes.

Wire Products—all Wire products such as Wire Nails.
Hob Nails, Panel Pins, Horse Shoe Nails.
Wood Screws.

Deleted.

Cycle tyres and tubes.

Deleted.

Deleted.

Deleted.

Electric horns.

Hydraulic jacks below 30 tonnes capacity, and
Tooth paste.

Presure Die Castings (upto 4 K.G.)

Drums and Barrels (upto 50 litres capacity).

Tin Containers—unprinted (other than CTS Cans). upto 19
litre capacity.

Flash Light Torch Cases (Plastic).
Truck Body Building (Wooden structure).

61. Battery Cell tester.

62. Pressure Gauges (upto 50 1bs. per sq. inch)

63. Low Tension Insulators.

64. A.A. & A. C. S. R. Conductors (upto and including 19 strands)

sTtems 56 to 128 alded by Ministry of Indusirial Development and Internal Trade
Department of  Industrial Development) Notification No. S.0. IDRA/29 Bly1
Jr. 24-2-9,71 publishedin Gazette of Indja, Pt. I1, Section 3,8ub-section (i)dt. 24-2-1971,
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65. Electric Transmission Line Hardware (other than those manu-
factured in malleable castings)-

66. Grease Nipples and Grease Guns.
67. Exhaust Mufflers.
68. Zince Oxide.
69. Auto Leaf Springs.
70. Chaff Cutter Blades.
71. PVC & VIR Wires of Domestic Type.
72. Metal Fittings for garments and leather goods.
73. Weights.
74. Sodium Silicate.
Automobile Ancillaries:
75. Fuel Tank Caps.
76. Fuel Lines.
77. Wiring Harness.
78. Tail Lamp Assembly.
79. Side Lamp Assembly.
80. Stop Lamp Assembly.
81. Spot Lamp Assembly.
82. Horn Buttons.
83. Bulb Horn.
84. Seats for bus and trucks.
85. Ornamental fittings.
86. Rear View Mirrors.
87. Sun Shades.
88. Sun Visor.
89. Luggage Carrier.

90. Tyre inflators (both hand and foot-operated)
91. Ash trays.
92. Hub Caps.

93. Wind Shield Wipers (Arms and Blades only).
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94. Electrical fuses.
95. Electrical fuse boxes.
96. Battery cables and fittings.
97. Spokes and nipples.

98. Steering wheels.
Garage equipments:
99. Armature tester.

100. Battery Terminal Lifters.

101. Condensors and Resistance testers.
102. Fender spoon and hammers.

103. Feeler Gauges.

104. Flaring Tools.

105. Gear Flushers.

106. Puller of all types.

107. Ring expanders.

108. Ring Compressors.

109. Screw Extractors.

110. Spark Plug tester and cleaners.
111. Tee in Gauges.

112. Stud Removers (extractors).

113. Tyre valve pull out tools.

114. Tube cutters.

115. Flanging tools.

116. Valve Lifters.

117. Valve Replacing & Resetting tools.

118. Camber Testing Equipment.

119. Domestic Utensils (other than aluminium & stainless steel.
120. Steel Measuring Tapes.

121. Cashew Shell Oil.

122. Room Collers (Desert type).
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123. Cotton Measuring Tapes. -

124. Rubberised Cloth,

125. Household Knitting Machines.

126. Para-Dichloro Bonzone Balls.

127. Potassium Silicate. '
128. Calcium Silicate.”

SCHEDULE II11*

ol

1. Non-ferrous metals falling under ‘B Non-ferrous: (IA) other
non-ferrous metals and their alloys’ under the heading “1. Metallur-
gical Industries.”

2. Pig Iron & Steel falling under ‘A-Ferrous:(1) Iron and Steel
(metal)’ under heading “l1. Metallurgical Industries.”

3. Alloy & Special Steels falling under ‘A-Ferrous: (6) Special
Steels’ under the heading “1. Metallurgical Industries.”

4. Coking Coal falling under ‘(1) Coal, lignite, coke and deriva-
tives’ under the heading “2. Fuels”.

5. Oil Exploration and production falling under ‘(2) Mineral Oil
{crude Oil), motor and aviation spirit, diesel oil, kerosene oil, fuel
oil, driverse hydrocarbon oils and their blends including synthetic
fuels, lubricating oils and the like and ‘(3) Fuel Gases-(coal gas,
natural gas and the like)’ under the heading “2 Fuels.”

6. Electronics Testing and Contro] Equipment falling under ‘(8)
Electronic equipment’ under the heading “5. Electrical Equipment.”

7. Ressistance-fixed and variable, condensers or capacitors-fixed
and variable, semi conductors including diodes, thick film, thin film
and integrated circuits, Transmitting and Receiving Tubes including
Cathode ray Tubes, Connectors, Switches and relays, Ferrites and
Magnots, Thermistors and Varistors falling under ‘(8) Electronic
equipment’ under the heading “5. Electrical Equipment”.

8. Sophisticated micro-wave components and antennas falling
under ‘(3) Wireless communication apparatus’ under the heading “6.
Telecommunications.”

*Susstitured by Minjstry o” [11ustrial Develooment and Internal Trade (Department
Industrial D2velopme=nt) Notification No. So. /TDRA/2i9B/716 dt, 24-2-1971, published
the Gazette of India, Part II, Section 3, sub-sectjon (ii) dt. 24-2-1971.
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9. Electronic (Wireless and microwave equipment) falling under

‘(3) Wireless communication apparatus’ under the heading “6. Tele-
communications”.

10. Ship building and dredgers falling under ‘(2) Ship and other

vessels drawn by power’ under the heading “7. Transportation.”

11. Chemical machinery falling under ‘A. Major items of specia-
lised equipment used in specific industries; (9) Chemical machinery’

under the heading “8. Industrial Machinery.”

12, Paper machinery falling under ‘A. Major items of specialised

equipment used in specific industries; (11) Paper Machinery’ under
the heading “8. Industrial Machinery.”

13. Selected Types of Machine Tools, namely:—
(i) Automatics
(ii) Turret and Capstans
(iii) Lathes other than conventional type centre lathes.
(iv) Boring machines.
(v) Broaching machines.

(vi) Drilling machines other than conventional bench, column,
pillar and radial type.

(vii) Threading machines, other than Die type Screwing ma-
chines.

(viii) Milling machines other than conventional milling machines,

(ix) Gear cutting, generating and finishing machines.
(x) Grinding machines excepting double-ended grinders.

(xi) Lapping, Honing and Polishing machines other than con-
ventiona] polishing|Buffing spindles.

(xii) Sawing, contour sawing, Filling & Cut-off machines other
than Hack sawing machines.

(xiii) Presses other than conventional mechanical and Hydrau-
lic presses.

(xiv) Forging machines including hammers.

(xv) Wire & Metal Ribbon Forming machine other than conven-
tional wire drawing and barbed wire making machines.
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(xvi) Specialised sheet metal working machinery.

(xvii) Special purpose machine like unit head machines, spark
erosion, ultrasonic machines, electro-chemical machines,
Numerical control machines and others.

(xviii) Plastic working machines.
(xix) Glass working machines.

(xx) Machine tools accessories including hydraulic and pnouma-
tic equipments, and Jigs and fixtures.

(xxi) Portable electric and Pneumatic tools.
(xxii) Portable electric and Induction Heating Equipment.
(xxiii) Gas cutting and welding equipment.

(xxiv) Electric resistance welding, brazing and soldering equip-
ment.

(xxv) Metal testing machines.

falling under the heading “9. Machines Tools.”

14. Tractors and power tillers falling under ‘(1) Tractors, harves-
tors and the like’ under the heading “10. Agricultural Machinery”.

15. Nitrogonous and Phosphatic Fertilizers falling under ‘(1) In-
organic fertilizers’ under the heading ““18. Fertilizers.”

16. Pesticides (basic chemicals only) falling under ‘(11) Insecti-
cides, fungicides, weedicides and the like under the heading “19.

Chemicals (Other than Fertilizers)”.
17. Integrated petro-chemicals complexes, D.M.T., Captolactum,

Acrylonitrile falling under ‘(2) Organic heavy chemicals’ under the
heading “19. Chemicals (other than Fertilizers)”.

18. Synthetic rubber falling under ‘(6) Synthetic rubbers’ under
the heading “19. Checicals (other than Fertilizers)”.

19. Newsprint falling under ‘(2) Newsprint’ under the heading
“24, Paper and pulp including paper products”.



APPENDIX II
(See Para 1.22)

Press Note issued by Ministry of Industrial Development and
Internal Trade (Deptt. of Industrial Development) on 18-7-
1970, re: “Substantial Expansion®.,

Consequent on the modifications in industrial licensing policy re-
cently announced, Government have reviewed the existing policy of
diversification of production which permits manufacture of new
aiticle or articles by industrial undertakings upto 25 per cent of their
licensed or registered capacity (by value) without a licence under
the Industries (Development and Regulation) Act, 1951, subject to
certain conditions. The releaxation in licensing policy pertaining to
diversification of production, in its present form, was announced for
the first time through a Press Note issued on 27-10-66 and a Notifi-
calion on 29-11-66 which were amended from time to time in the
Jight of past experience and prevalent circumstances. The underly-
ing approach of such relaxation has been that the regulatory mechan-
ism of licensing should neverthless allow and ensure fullest utilisa-
ticn of installed plant and machinery through manufacture of new
articles, subject to certain conditions. The present licensing policy
seeks to assign certain definite roles and areas of operation to diffe-
1ent categories of entrepreneurs and consistent with this policy, it
has become necessary to redefine the policy of diversification.

2. The revised policy of diversification of production which is in
supersession of all previous instructions on the subject has been
embodied in this Ministry’s Notification No. S.O.JIDRA|29B|70/5 da-
ted the 18th July, 1970 published in the Gazette of India Extraordi-
nary of the same date. It has been decided that, in future, industrial
undertakings which are registered or in respect of which a licence or
permission has been granted under the Industries (Development and
Regulation) Act, 1951, shall have the freedom to diversify their pro-
duction by taking up the manufacture of a new article or articles
upto 25 per cent of their licensed or registered capacity (by value)
without an industrial licence, provided that the following conditions
are fulfilled:—

(i) the industrial undertaking does not belong to or is con-
trolled by any of the Larger Industrial Houses as classi-
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fied by the Industrial Licensing Policy Inquiry Commit-
tee in the list at Appendix II A(1) of its Report with such
amendments to this list as may be made by the Govern-
ment from time to time;

(ii) the industrial undertaking is not a foreign company or a
branch or a subsidiary of a foreign company;

(iii) the total assets in land, buildings, plant and machinery of
the Industrial undertaking do not exceed Rs. 5 crores;

(iv) the new articles to be produced or manufactured by the
industrial undertaking are not those listed in Schedule: I,
II, III and IV annexed hereto (not printed);

(v) the article or articles for which the industrial undertaking
is already licensed or registered are not one of those listed
in Schedule III not printed annexed hereto;

(vi) the new article or articles to be produced or manufactured
are those which belong to allied lines of manufacture, na-
mely, involving the same technological process as the
article or articles for which the undertaking is registered
or licensed;

(vii) there is no expenditure of foreign exchange involved di-
rectly or indirectly for import of capital goods, raw mate-
rials or components;

.(viii) the manufacture or production of new article or articles
does not involve installation of additional machinery (pro-
cured indigenously) of a value exceeding 10 percent of the
value of the total installed machinery or Rs. 10 lakhs
which ever is less; and

(ix) the production of the article or articles for which the indus-
trial undertaking is registered or licensed is not less than
50 per cent of the productive capacity so licensed or
registered.

3. It is clarified that such industrial undertakings as have already
_established production or manufacture of certain new articles or ar-
ticles in accordance with the policy of diversification in force hither-
tofore but are not covered by the revised policy of free diversificaticn
«xplained in para 2 above, will have to obtain a licence or nermission,
as the case may be, for carrying on the business of the undertaking
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in respect of such new article or articles within three months of the
date of this Press Note. The industrial undertakings should apply for
a ‘carrying on business’ licence in form ‘EE’ prescribed under the
Registration and Licensing of Industrial Undertakings Rules, 1852.
While applying for a licence in form ‘EE’, the industrial undertaking
should also furnish the additional information in the proforma at.
Schedule V (not printed).

4. In this'Ministry’s Notification No. S.0. 173]IDRA|28B|70|1 dated
19th February, 1970, relating to modifications in the industrial licen-
sing policy, it was stated that industrial undertakings with fixea as-
sets in land, buildings, plant and machinery upto Rs. one crore
would be exempt from the licensing provisions of the Industries
(Development and Regulation) Act, 1951 including those relating to
manufacture o ffiew article or articles subject to the conditions de-
tailed therein. This exemption in respect of new articles will con-
tinue. It is clarified that the relaxation for the manufacture of new
article or articles cmbodied in Notification No. S.0. 2443|IDRA|29B|
70|5 dated the 18th July, 1970 will not be in deregation of the exemp-
tions for the manufacture of new articles in the Notification dated
the 19th February, 1970.

5. In the Press Note dated the 27th October, 1966 issued by this
Ministry, it was mentioned that industrial undertakings might also
increase the production of the articles for which they were licensed
or registered, upto 25 per cent of the capacity so licensed or re-
gistered, without obtaining a substantial expansion licence provided
that certain conditions were fulfilled, namely; (i) no additional plant
and machinery is installed, except minor balancing equipment pro-
cured indigenously and (ii) no additional expenditure of foreign
exchange is involved and the extra production does not occasion any
additional demand for scarce raw materials. It is clarified that the
facility for increase in production of the article or articles for which
an industria]l undertaking is licensed or registered, upto 25 per cent
of the capacity so licensed or registered, will continue, subject to the
same conditions mentioned above. Government hope that this facility
will encourage entrepreneurs to increase the productivity in their
industrial undertakings and utilise the plant and machinery to the
maximum extent.

6. Industrial undertakings going in for the manufacture or pro-
duction of new article or articles in pursuance of the revised volicy
of free diversification explained in para 2 or increase of production
in pursuance of para 5 above will have to get themselves registered
with the Directorate General of Technical Development or any other
concerned technical authority in accordance with the new registra-
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tion procedure by addressing a letter to that authority giving parti-
-culars of the licences held by them and the extent of diversification
increase in production effected by them and such other particulars

as may be relevant.



APPENDIX IIl
(See Para 1.25)
Press Note issued by Ministry of Industrial Development
(Audyogik Vikas Mantralaya) on 1lst January, 1972,

The need for a fuller utilisation of the installed capacity in
various industries in the country was being felt in the Ministry of
Industrial Development for the last few months. A fuller ut#lisation
of the installed capacity appeared to be desirable from various con-
siderations. One of these was the fact that capital. and in many
«cases foreign exchange, had already been invested on the installation
of this capacity and it appeared reasonable that better use of this
investment of capital and foreign exchange should be made. The
present slow rate of growth in organised industry and the need to
take urgent steps for pushing up industrial production was another
factor which was taken into consideration. In this connection, it was
felt that while industrial licensing has been liberalised, and the pace
of licensing stepped up very considerably, the effect of these steps
in the shape of increased industrial production wouid not start re-
gistering itself for another 2-2 years. Another consideration was the
need to increase the availability of consumer goods in order to meet
the growing requirements of the country.

2. Taking all the relevant factors into account, Government have
now decided that in respect of 54 important industries. mentioned in
Annexure-I, additional production would be allowed tn the extent,
.and subject to the conditions, mentioned below: —

(a) Wherever the licence issued to a party has mentioned a
cerlain capacity specifically on the basis of one or two
shift working, the party would be allowed an increase in
its licensed capacity on th basis of maximum utilisation
of plant and machinery.

(b) In other cases, the present relaxation of upto 25 per cent
of the licensed capacity has been enhanced to 100 per cent.

3. It is important to emphasise once again that the above two
concessions are available only in respect of the 54 industries men-
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tioned in Annexure-I; also they are subject to the following con-
ditions: —

(i) These relaxations will NOT be allowed in regard to the

production of goods which have been reserved exclusively
for the small scale sector.

(i) The relaxations will not apply automatically to the Larger
Houses and the foreign majority companies. Such com-
panies may, however, apply to the Ministry of Industrial
Development for being allowed an increase in production.
Such applications will be considered quickly by a Task
Force which will dispose of the applications on considera-
tions of public interest—keeping in view also the require-
ments of the MRTP Act.

4. Industries other than those belonging to Larger Houses and
foreign majority companies may start utilising these relaxations
mentioned above immediately in respect of the 54 industries listed
in Annexure-I without waiting for any further Government approval,
subject to the proviso that the relaxations will not be available in
regard to any goods which have been reserved exclusively for the
small scale sector. A list of 128 items at present reserved for the
small scale sector is in Annexure-II. The allocation of additional
scarce raw materials for the enhanced capacity will, however, be
subject to the same conditions as apply to the allocation of these
materials for the existing capacity. It goes without saying that in-
dustries which use indigenous raw materials will be in a more favour-
able position, particularly at a time like the present when the avail-
ability of foreign exchange may be limited.

ANNEXURE 1

. Motor Cycles.

. Bicycles.

. Mopeds.

. Agricultural Tractors.

. Agricultural Machinery and Implements.
. Pumps and compressors.

. Fertilizers.

. Pesticides.

© 00 T @ U i W N

. Basic Metals—Iron and Steel, Copper, Aluminium, Zinc and

3
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10. Industrial and Mining Machinery.
11. Iron and Steel Castings, forgings, Pipes and Structures.

12,

13.

14. Workshop, machinery and equipment other than machine tools.
Small tools including cutting tools, power tools and other

15.

Internal Combustion Engines.
Machine Tools and accessories.

workshop tools.

16.
17.

18.
19.

20,

Coated and bonded abrasives and polishing wheels.
Industrial Furnaces.

Welding electrodes.

Ball and roller bearings.

Transformers, switchgears, motors, generators, power capaci-

tors, rectifiers, relays and electric stampings:

21.
22.
23.
24.
25,
26.
27.
28.
29.
30.

31.

32.
33.
34.
35.
36.
37.
38.
39.
40.

41.

42,
43.

Electrical Cables and Wires.

Storage batteries, dry batteries.

Electronic components.

Construction and earth moving equipment.
Cranes and hoist blocks.

Industrial fasteners.

Wire Ropes.

Scientific and Industrial instruments.
Cement.

Organic and Inorganic heavy chemicals.
Fine chemicals.

Pulp, paper and newsprint.

Synthetic rubber.

Tyres and tubes.

Industrial explosives.

Industrial gases.

Drugs.

Medical and Surgical equipment and appliances.
Electro-medical and X-ray equipment.
Refractories, fire bricks and insulators.

Commercial vehicles including Jeeps and three wheelers.

Automobile ancillaries.
Trawlers, dredgers and fiishing boats.
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44. Optical and laboratory glass and glass wool.
45. Jute textiles.
46. Canned and preserved fish.
47. Sanitary cans.
48. Paints and Warnishes and enamels.
49. Man-made fibres.
50. Telecommunications equipment.
51. Wagons.
52. Industrial refrigeration equipment.
53. Sugar.
54. Cotton textiles.

ANNEXURE 11

List of Industries Reserved Exclusively for Development in the
Small Scale Sector.

(Same as Schedule II of Appendix I of this Report).



APPENDIX IV
(See Para 1.29)

Ministry of Industrial Development, Internal Trade and Company
Affairs (Department of Industrial Development) Notification
No. 912|IDRA(29B|70|3 dated the 28th February, 1970 published
in Gazette of India (Extraordinary) Part II, Section 3, Sub-
Section (ii) dated the Tth March, 1970. :

S.0. 912|IDRA |29B|70|3.—In exercise of the powers conferred by
.sub-section (1) of section 29B of the Industries (Development and
Regulation) Act, 1951 (65 of 1951) and in partial modification of the
Notification of the Government of India in the Ministry of Industrial
Development, Internal] Trade and Company Affairs (Department of
Industrial Development) No. S.O. 173|IDRA|28B|70|1 dated the 19th
February, 1970, in so far as it relates to substantial expansion of in-
dustrial undertaking referred to therein, the Central Government
hereby exempts from the operation of clause (d) of sub-section (1)
of section 13 of the said Act and the rules made thereunder, all in-
dustrial undertakings registered under the said Act or in respect of
which licences or permission have been issued under that Act, which
have fixed assets in land, buildings, plant and machinery in value
‘not exceeding Rs. 5 crores:

Provided that no such industrial undertaking shall he eligible for
-exemption—

(i) if the value of the said fixed assets after substantial ex-
pansion exceeds, at any stage, Rs. 5 crores; or

(ii) if it belongs to or is controlled by any “larger Industrial
House” as classified by the Industrial Licensing Policy In-
quiry Committee in the list at Appendix II-A (1) of its
report as amended by Government from time to time; or

(iii) if it is a foreign company or a branch or subsidiary of a
foreign company; or

(iv) if it falls under the category of ‘dominant undertakings’
as defined in clause (d) of section 2 of the Monopolies and
Restrictive Trade Practices Act, 1969 (54 of 1969); or
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(v) if it relates to any of the industries listed in Schedule 1
annexed hereto; or

*(vi) if it required foreign exchange more than the equivalent
of—

(a) rupees five lakhs or ten per cent. of the additional fixed
assets by way of land, buildings, plant and machinery,
whichever is higher, for the import of machinery and
equipment; or

(b) ten per cent. of the ex-factory value of the annual pro-
duction of an article in any year, after three years of the
commencement of production, for the import of compon-
ents to be used in that article; or

(c) five per cent of the ex-factory value of the annual pro-
duction of an article in any year or rupees five lakhs,
whichever is less, for the import of raw materials
(excluding Steel and aluminium) to be used in that

article; or”.

(vii) if it relates to any of the industries listed in Schedule II
annexed hereto; or

(viii) if it relates to certain basic, strategic and critical industr--
ies listed in Schedule IIT annexed hereto:

SCHEDULES 1, 11 AND III

(Same as Schedules I, II and III of Appendix I of this Report).

sSubstituted by Ministry of Industrial DcvclOchnt Notification No. S.0.—CIDRA
29B/71/10 dt. 21-7-1971, published in Gazette of India, Part II, Section 3, sub-Section

(ii), dt. 21-7-1971.



APPENDIX V
(See Para 1.30)

Ministry of Industrial Development and Internal Tnade (Department
of Industrial Development) Notification No. 2443|/IDRA|29B|70|5
dated the 18th July, 1970 published in Gazette of India (Extra-
ordinary) Part 11, Section 3, Sub-section (ii), dated the 18th July,
1970.

S.0. 2443.—IDRA|29B|70|5.—In exercise of the powers conferred
by sub-section (1) of section 29B of the Industries (Development and
Regulation) Act, 1951 (65 of 1951), and in supersession of the notifi-
cation of the Government of India in the late Ministry of Industry
No. S.0. 3720|29|B|IDRA |66, dated the 29th November, 1966, the Cen-
tral Government hereby exempts from the operation of section 11A
of the said Act and the rules made thereunder, all industrial under-
takings registered or in respect of which a licence or permission has
been issued under the said Act:

Provided that the above exemption shall not apply to any indus-
trial undertaking—

(i) if the new article or articles to be produced or manufactur-
ed by such undertaking exceed twenty-five per cent of the
registered or licensed capacity (by value) of the under-
taking; or

(ii) if it belongs to or is controlled by any larger industrial
house as classified by the Industrial Licensing Policy In-
quiry Coramittee in the list at Appendix II-A (1) of its
Report with such amendments to this list as may be made
by Government from time to time; or

(iii) if it is a foreign company or a branch or a subsidiary of a
foreign company; or

(iv) if its total assets in land, buildings, plant and machinery
exceed rupees five crores; or

(v) if the new article or articles to be produced or manufactur-
ed by such undertaking are any of those listed in Schedules
I, II, 11T or IV annexed hereto; or
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(vi) if any article or articles for which the undertaking is

licensed or registered are one of those listed in Schedule III
annexed hereto; or

(vii) if the new article or articles to be produced or manufac-
tured are other than those which belong to allied lines of
manufacture namely; involving the same technological
process as the article or articles for which the undertaking
is registered or licensed; or

(viii) if there is any expenditure of foreign exchange involved
directly or indirectly, for import of capital -goods, raw
materials or components; or

(ix) if manufacture or production of new article or articles in-
volves installation of additional machinery (procured indi-
genously) of a value exceeding ten per cent of the value

of the total installed machinery or rupees ten lakhs, which-
ever is less; or

(x) if the production of the article or articles for which it is
registered or licensed is less than fifty per cent of the pro-
ductive capacity so registered or licensed.

2. The Central Government specifies a period of three months
from the date of publication of this notiflcation as the period after
the expiry of which no owner of any industrial undertaking engaged
in the manufacture or production of any new article or articles in
accordance with the notification referred to in paragraph 1 above
(No. S.0. 3720|29|B|IDRA|66, dated the 29th November, 1966) shall
carry on the business of the undertaking in respect’ of such new
article or articles, except under and in accordance with a licence
ssued in this behalf by the Central Government and in the case of
a State Government, except under, and in accordance with, the pre-
vious permission of the Central Government unless the manufacture
or production of such new article or articles is covered by the above
exemption.

3. The provision of this notification shall be in addition to, and
not in derogation of, the provisions contained in the Notification
No. S.0. 173|IDRA|29B|70|1, dated 19th February, 1870.

SCHEDULES 1. IT AND. 111
(Same as Schedules 1, II and III of Appendix I of this Report).
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SCHEDULE IV

1. Arms and ammunition and allied items of defence equipment,
2. Atomic Energy.

3. Iron and Steel.

4. Heavy castings and forgings of iron and steel.

5. Heavy plant and machinery required for iron and steel produc-
tion for mining, for machine tool manufacture and for such other
basic industries as may be specified by the Central Government.

6. Heavy electrical plant including large hydraulic and steam
turbines.

7. Coal and lignite.

8. Mineral oils.

9. Mining of iron ore, manganese ore, chrome ore, gypsum, sul-
phur, gold and diamond.

10. Mining and processing of copper, lead, zinc, tin, molybdenum
and wolfram.

11. Minerals specified in the Schedule to the Atomic Energy (Con-
trol of Production and Use) Order, 1938.

12. Aircraft.

13. Air transport.

14. Railway transport.

15. Shipbuilding.

16. Telephones and telephone cables, telegraph and wireless ap-
paratus excluding radio receiving sets).

17. Generation and distribution of electricity.



APPENDIX VI

Summary of Recommendations|Conclusions contained in the Report

Sr. No.

Reference to Summary of Recommendations/
Para No. of Report Conclusions

2

1.

1.24.

1.28.

The Committee reiterate the recommenda-
tion made in their Ninth and Seventy-Ninth Re-
ports (Fourth Lok Sabha) that the term ’'substan-
tial expansion’ referred to in the Industries (De-
velopment and Regulation) Act, may be clearly
defined in terms of percentage so as to introduce
a certain amount of definiteness in the applica-
tion of the relevant provisions of the Act to in-
dividual cases.

The Committee welcome the relaxations
announced by Government on the 1st January,
1972 for fuller utilisation of installed capacities
by taking advantage of rationalisation of produc-
tion and modernisation of equipment in 54 speci-
fied industries. They, however, feel that unless
systematic follow-up atcion is taken in pursuance
of Government’s announcement to help establish-
ed units to produce upto their installed capacity
without undue restrictions the rate of growth of
industrial development may not come up as rapid-
ly as desired. The Committee therefore recom-
mend that simple and streamlined procedures and
modalities may be evolved to give effect to these
relaxations and decisions in individual cases may
be taken swiftly, so that production is maximised
in as large a number of industrial units as possible
and within a short time. Since it is only when
there is a climate of easy availability of basic
raw materials including ferrous and non-ferrous
metals that industries can be expected to get into
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3

134

1.37.

full swing of production, the Committee would
like Government to make arrangements for
promptly meeting the increased raw material
demand of industrial units wishing to take advan-
tage of the new policy. The Task Force appoint-
ed to process cases for expansion under the new
policy should, in this context, give immediate
attention to the applications of such industrial
undertakings as are engaged in the production or
manufacture of materials which, in turn, are re-
quired for the manufacturing operations of other
industries, more particularly the small scale
industrial units.

The Committee agree that while unforeseen
circumstances or sudden developments in the
economic field may call for temporary modifica-
tions of the Industrial Licensing Policy, they are
driven to the conclusion that for sustained indus-
trial growth it is'imperative that industrial licens-
ing procedures and policy should generally hold
good for a reasonably long period, say a minimum
of 5 years coincidinig with the Plan period. The
Committee, therefore, suggest that the Central
Government should formulate and announce the
Industrial Licensing Policy for the next Plan
period well before the commencement of the Plan
so as to attract most competitive applications for
issue of licences on merit. The Committee need
hardly underline the fact that if procedures and
policy are clearly and unambiguously announced
it would make for keener competition on merits
and help to dispel any suspicion of policy being
strained to favour any individual firm or party.

The Committee recommend that, as the value
of fixed assets varies with the price level, Gov-
ernment should from time to time, say after an
interval of 3 years, review the limits of exemp-
tion from licensing provisions of the Industries
(Development and Regulation) Act laid down in
terms of the monetary value of fixed assets of
an industrial undertaking.
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2.15.

The Committee also recommend that, in social
interest, Government may consider the sugges-
tion of excluding the value of Housing Colonies
for workers from the value of assets reckoned
for the purpose of exemptions from the licensing
provisions of the Industries Act, so as to encour-
age entrepreneurs who wish to provide housing
for workers to do so.

The Committee are unhappy to note that
although Government took a decision in February,
1970 that the detailed industry plans should be
prepared in respect of the industries included
in the Core Sector for the Fourth Five Year
Plan and entrusted this task to the Planning
Commission, until January, 1972, i.e. after a lapse
of two years, the Planning Commission were still
at the stage of devising a suitable machinery for
undertaking the task systematically. The Com-
mittee are also distressed to note the admission
of the Planning Commission as well as of the
Secretary, Ministry of Industrial Development
that the detailed industry plans would not be
avaijlable for use in licensing undertakings in the
Core Sector during the Fourth Plan period and
that, as hitherto, licensing decisions during this
Plan period would continue to be based on the
data, indicative targets and projections given in
the Plan document. They also note with alarm
the submission of the Planning Commission that
the task of preparing the detailed industry plans,.
even in respect of what are deemed to be basic,
strategic and critical industries constituting the
Core Sector, is such a “gigantic task™ that the
Planning Commisgion weuld not be able to do it
“by itself’ and that “quite a part of this work
will have to be done in the Ministries, the various
public sector undertakings, consultancy firms
ete”. They further note that the Commission
have laid dewn the target for the completion of
this werk as “before March, 1973.”

-~
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2.19.

The Committee agree with the ILPIC (Dutt.
Committee) that the indicative targets and pro-
jections given in the Fourth Plan document can-
not, by themselves, provide an adequate basis if
the system of industrial licensing is to be effec-
tively used as a positive instrument for coordi-
nated and planned economic development. Thev,
therefore, recommend that the detailed industry
plans should be prepared expeditiously, at least
for the Core industries, as recommended by the
Dutt Committee which has been accepted by
Government. Since the Fourth Five Year Plan
period is likely to be over before the detailel
industry plans could be ready for use in indus-
trial licensing, the industry plans would neces-
sarily have to be for the Fifth Five Year Plam:
period, but keeping in view the projections for-
the five years thereafter. The Committee urge:
that the Planning Commission and the overn-
ment should apply themselves seriously to the
task and try to complete this work well before:
the target date of March 1973 fixed by the Plan--
ning Commission.

Until March, 1870, Government were, in the:
matter of industrial licensing, following the
policy of capacity restraints on the basis of indi-
cative demand and production targets given in:
the Five Year Plan documents. Therefore, at
least in some cases, the shortages could have:
due to production targets being based on a faulty
assessment of the demand by the Planning Com-
mission. To meet the situation, Government
have, since March, 1970, given up the policy of’
applying rigidly capacity considerations in the
issue of industrial licences. The Committee are,
however, of the view that the new policy of free-
ing industrial licensing from the limitations of’
assessed demand and indicative production tar-
gets given in the Plan, may be justified as a
short term measure to tide over the current:
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10,

2.20.

2.21.

2.24.

shortages of goods but in the long run, this policy
is fraught with danger inasmuch as it would
generate undue pressure on scarce resources and
may well lead to excess capacity. Besides, it
would set at naught the whole concept of deve-
lopment through planning. They trust that as-
sessment of demand and determination of pro-
duction targets for various commodities for the
Fifth Five Year Plan period would not suffer
from the shortcomings noticed in respect of the
current Plan.

The Committee agree that in some cases, the
current shortages may be due to licensed capa-
city having not fructified. This underlines the
need for a proper follow-up action and a contem-
poraneous watch being kept on the implemen-
tation of the licences issued which the Commit-
tee have commented upon later in this Report.

Government have admitted that if the steps
taken by the Ministry of Industrial Development,
namely to invite applications and licence addi-
tional capacity as soon as utilisation of existing
licensed capacity had reached 75 per cent, had
been taken earlier, the shortages would not have
occurred. The Committee regret that this step
was not taken by Government earlier. They re-
commend that, in future, this procedure should
be observed invariably and suitable administra-
tive instructions may be issued to all the Econo-
mic Ministries in this behalf.

The Committee note the statement of the Gov-
ernment that essential inputs are being provid-
ed to industrial undertakings in the Core Sector
on a priority basis. They would however like
to point out that the real test of the effective-
ness of measures taken for development of Core
Industries is in the rate of growth of production
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11.

12.

13.

2.25.

231.

2.41.

in the Core Industries which, the Committee find
has been none too impressive. The Committee re--
commend that a contemporaneous watch should
be kept on the development of Core Industries
so as to assess as to how far the measures already
taken by Government have actually succeeded
and to take such remedial action as may be neces-
sary in the light of experience.

The Committee also recommend that the
policy of providing essential inputs to industries
in the Core Sector should be made widely known
by issue of suitable administrative instructions
in this behalf to all the economic Ministries and
other authorities concerned.

The Committee note that some industries like
milk food, malted food, roller flour milling, oil
seed crushing, vanaspati etc., listed in Schedule
I of Notifications of 19th and 28th February and
18th July, 1970 laying down the new industrial
licensing policy of Government, are subject to
special restrictions in the matter of licensing and
that these restrictions are continuing since 1964.
They also note that at present there is no system
of periodical review to see whether the special
restrictions in respect of these industries are still
required. The Committee recommend that Gov-
ernment should annually review the state of
hese industries to see whether the special restric-
tions in respect of any of these industries could
me dispensed with in view of a change in the
circumstances or conditions in the industry.

The Committee note that as per present pro-
cedure a copy of every application for industrial
licence is sent to the Development Commissioner,
Small Scale Industries, who examines it to see
whether it is feasible {0 undertake the manufac-
ture of the item in the small scale sector. The
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'2.49.

CTommittee understand that some applications for
‘issue of industrial licences for industries other
than those reserved for the Small Scale Sector

‘have been turned down merely on the plea that

it is feasible to undertake the manufacture of
the item in the small scale sector. The Commit-
tee would like Government to examine the mat-
ter in depth before turning down an application
on this ground only. Where an application is
so turned down, Government should make sure
that there is a concrete time bound scheme for
developing manufacture of that item in requisite
numbers and quality to meet the demand in full.
In fact the Committee would suggest that the
progress made in this behalf should be review-
ed once in six months and in case it is found that
the scheme is not materialising in the small scale
sector there should be no objection to its manu-
facture in the large scale sector in public interest.

The Industrial Licensing Policy in force has
reserved a large number of items exclusively for
the Small Scale Sector. It is therefore the res-
ponsibility of Government to ensure that the
Small Scale Sector actually delivers the goods
in the field exclusively reserved for it, that the
consumers’ interest is safe-guarded in the matter
of quality and price of goods produced in that
sector and that thete are no shortages. The
Committee note that the responsibility in this
regard is cast on the Development Commissioner,
Small Scale Industries who, it is said, would
draw up production programmes, keep a close
watch and hold consultations with State Govern-
ments. The Committee feel that this is not
enough and suggest that a suitable mechanism
should be devised for methodically assessing the
demand in respect of each of the reserved items
during the next five years, drawing up an annual




15.

186.

17.

2

2.51

2.53

2.57
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production programme, seeing that it is actually
implemented and for taking remedial action in
case of shortfalls in production to obviate pos-
sible shortages. The Committee would also like
Government to proviide adequate facilities for
quality testing of goods produced in the small
scale sector at cheap rates and introduce quality
control of finished goods, where feasible and ne-
cessary.

The Committee consider that the reservation
of certain industries for development exclusive-
ly by the Small Scale Sector should be accom-
panied by positive measures to see that, with pro-
per technical guidance and the development of
financial and marketing facilities, units in this
sector are able to stand on their own. They also
consider it necessary that an independent review
is undertaken in regard to each of the reserved
industries periodically, say after an interval of
3 years, to assess the progress made in this dir-
ection and for taking such action as may be con-
sidered necessary in the interest of the consumer.

The Committee note with concern that quite
a few parties may be taking advantage of inade-
quate resources of the State Directors of Indus-
tries for keeping an effective watch over the pro-
duction, or even the existance, of Small Scale
Units registered with them. The Committee sug-
gest that Government should devise a scheme
of periodical survey to find out the correct posi-
tion in respect of the Small Scale Units register-
ed with the State Directors of Industries.

The Committee consider that just as Govern-
ment have taken the responsibility for provision
of essential inputs for industries in the core sec-
tor on a priority basis, similarly for industries
which are reserved exclusively for small sacle
sector. Government may provide requisite inputs
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18.

19.

2.63

2.70

such as finance, scarce raw materials, {oreign ex-
change, etc. on a priority basis in the interest of
assuring that production is sustained and that
products of reasonably good quality become
available to the consumer at most combvetitive
prices,

The Committee note the steps proposed to be
taken by Government to encourage the small
scale sector and to strengthen their hands vis-a-
vis their principal customers i.e. the large indus-
tres. They hope that Government would soon
bring forward before Farliamem: a considered
lexislation on this <uahject.

The Committee would like to point out that
classification of an Industrial House as ‘Larger
Industrial House’ made on the basis of the sum
total of the value of its assets together with that
of its inter-connected undertakings exceeding
Rs. 35 crores at a given time, could not be a static
classification. In course of time, ther2 are bound
to be changes in the composition of an Industrial
House and in the value of its total assets result-
ing in some Houses crossing the limit of Rs. 35
crores while some others, though clas:ified carlier
as ‘Larger Houses’, ,oing out of the group. The
existing classification of Larger Industrial Houses
was made by the Induswrial Licensing Policy
Inquiry Committec (Dutt Committec) on the
basis of data compiled more than 5 years ago and
it will be out of date in several cases. The Com-
mittee note that the Ministry of Industrial Deve-
lopment have initiated an inquiry with a view
to see which other Industrial Houses could be
brought under the classification of Larger Indus-
trial Houses. Howéver, an Industrial House at
present classified as Larger Industrial House but
which may now be having total assets of less than
Rs. 35 crores or an industrial undertaking which
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may no longer be connected with a Larger In-
dustrial House, is required to apply for removal
from the list of Larger Industrial Houses and the
onus of proof of the changed situation is laid on
the party itself.

The Committee consider that it should not be
difficult for the Government to keep the list of
Larger Industrial Houses under constant review
on the basis of data available under Company
Law. They, therefore, recommend that, for exa-
mining applications from Larger Industrial
Houses on a realistic basis, Government should
take urgent steps to bring the list of Larger In-
dustrial Houses up-to-date by adding to it Houses
which now qualify for designation as such and
deleting such of the Houses as have ceased to so
qualify, and to keep the list under constant re-
view, on the basis of data available with them,
without waiting for an initiative in this regard
from the Industrial Houses themselves.

The Committee agree with it is too early to
assess as to how the concession allowed to Larger-
Houses and foreign companies to enter into
middle or small scale sector on certain export
commitments, is actually being taken advantage
of. They, however, note the statement of the
Government that they have a pragmatic approach
in the matter and hope that the policy in this
regard will be reviewed after 3 years in the light
of experience.

The Committee recommend that a study
should be initiated in association with the techni-
cal advisory authorities such as D.G.T.D., Textile
‘Commissioner, etc., to broadly determine the
minimum and optimum economic size for indus-
trial units in particular industries on the basis of
the prevailing cost-sfructure and technology. The
study could serve as a guideline for examining
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applicaitions from Larger Industrial Houses or-
foreign companies fer licensing capacities in the-

‘middle sector “in the interest of cost efficiency

and growth of the firm to minimum economic
size.”

The Committee note the.. contention of the-
Government that the fall in the rate of growth of
industrial production in the organised sector from

71 per cent in 1969 to 2 per cent during the first

eight months of 1971 cannot be attributed to the

‘new industrial licensing policy announced by

Government in February, 1970 as it is too early
for the policy to show any impact on the indus-
trial scene, and that this has been more due to
other fatcors: one being that the new investments,
a very large part of which was in the Public Sec-
tor covering a number of Core Industries, could
not fructify for various reasons; the second being
under-utilisation of the industrial capacity al-
ready licensed or installed mainly on account of
shortage of raw materials particularly steel and
cotton; decline in orders specially in respect of
railway wagons, stationary diesel engines etc.; and
industrial disputes. They also note the various
steps taken by Government for augmenting pro-
duction in the private sector, e.g., inviting appli-
cations for setting up new capacities in areas
where capacity constraints have shown up; libe-

“ralisation-of import policy for capital goods and

to meet the shortage of steel; rationalisation of
exemptions from industrial licensing on the basis
of import requirements; and the more recemnt
liberalisation announced in January this year for
fuller utilisation of installed capacity in respect.
of 54 import industries.

The Committee regret that, despite the: recog--
nition in the Fourth Five Year Plan document

"itself that there was considerable idle industrial’

capacity which had to be harnessed during  the-.
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early period of the Plan, Government had to wait

for taking corrective action until the rate of

growth of industrial production actually came
- down to a distressingly low level. Government’s
pelicy of capacity restraints based on unrealistic
targets, which was given up only in March, 1970,
might also have been, in the opinion of the Com-
mittee, another contributory factor in this regard.
They consider that if corrective steps were taken
by Government in good time, the country might
have been saved of the recent decline in the rate
of growth of production in the organised sector
-and also shortages developing in certain categories
of goods.

318 - As regards the constraints in the new Licens-
ing Policy in regard to Larger Industrial Houses
and Foreign Companies, the Committee appre-
ciate that in attempting to broad-ba-e entrepre-
neurship and reducing concentration of economic, =
power, there could be an'interregnum when the,
growth of industrial production may not be as
much as it could be otherwise, The Committee
expect Government to keep a cohtinuous watch
on the impact of the Industrial Licensing Policy
on -industrial growth and production in the
interest of assuring adequate supplies of goods to
meet the rising demands of the people and above
all to generate employment opportunities to
absorb gainfully the ever growing working forge.

25, 19 The Committee feel that there is a tremendous
Ipsurge of optimism, self-reliance and buoyancy
in the country and if this propitious combination
of factors is put to productive use, our country
can achieve a dramatic break-tnrough in indust-
rialisation. The Committee see no reason why it
should not be possible to achieve the planned rate
of 9 per cent in industrial growth in such an opti-
mistic climate and in fact, to improve upon it
appreciably. e
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The Small Scale Sector is now contributing
substantially to industrial production in the
country and that its contribution is likely to
increase with the encouragement it is receiving
at all levels from Government and Government
owned organisations. It is therefore imperative
that a suitable methodology should be evolved for
so working out the rate of growth of industrial
production that it reflects the composite growth,
both in the large as well as small scale sectors.
The Committee note that the Reserve Bank of
India and the Development Commissioner of
Small Scale Industries are bringing out some kind
of estimates about the value of production in
the small scale sector but these do not find accep-
tance in knowledgeable quarters. The Committee
al-o note the difficulties expressed. bhefore them
by the Ministry of Industrial Development of
assessing the industrial production in the small
scale sector in the absence of a reliable data as
also the anxiety expressed by them of not bur-
dening the small scale industry with returns. The
Committee would, however, like to point out that
a substantial number of smal scale units have to,
and do infact, seek the assistance of the various
State and Central authorities and public financial
institutions for allotting them scarce raw
materials, financial accommodation and other

facilities.

The Committee would suggest that Govern-
ment should constitute an expert study team to
work out a detailed methodology for compiling
reliable statistics about the volume of production
in the small scale industries sector. This study
team should be required to give recommendations
within three months or ro and Government
should arrange for implementation of their
decision thereon without delay so that reliable
statistics become available at least from this year
onwards.
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The Committee are impressed by the Govern-
ment’s concern for ensuring that the backward
areas get their due share of development. The
recognition of the problem in fact finds specific
mention in each of the Plan documents. The
problem is, however, far from simple, for indus-
tries have a natural tendency to get concentrated
in areas where there is ready availability of
power, water supply, transport, skilled labour
and ready market for finished products. The Com-
mittee regret that, during the first three 5 year
Plan periods, except for locating a few public
sector projects in certain backward States, no
concerted steps were taken to progressively re-
move di parities in the levels of development
between different regions in the country. Only
very recently during the Fourth Plan period, a
start has been made in this direction by impres-
sive allocation of Plan funds specifically for back-
ward areas in certain States ranging from Rs. 50
lakhs in the case of Meghalaya to Rs. 320.57 crores
for Uttar Pradesh, liberal allocation of Central
assistance to backward States, identification of
backward areas and announcement of direct finan-
cial incentives of a Central subsidy, transport
subsidy and concessional finance to encourage
entrepreneurs to set up industries in backward
areas. The Government are also encouraging and
assisting the States in setting up an expert plan-
ning organisation to prepare State and District
Plans with a view to reduce intra-regional dis-
parities within the State. It is too early to assess
the response to, and success of, these measures.
The Committee nevertheless welcome the posi-
tive start made in this direction.

The potentiality of industrialisation as a
means of speedy development of backward areas
needs no stres. To attract industries, it is neces-
sary that infra-structure is provided in those
areas, the most important of which is the provi-
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.sion of roads and power, development of water
resources and abave all to trained manpower who
are w1lhng to give of their best to the industry.
The provision of infra-structure and the choice of
priorities as between different regions and areas.
taken up for development within the State is,
however, primarily the  responsibility of the
State. It is therefore only with the positive co-
operation of the State that any substantial prog-
ress can be made in the development of backward

) _areas, which the Committee hope, will be forth-
coming in a greater measure.

The Committee feel that as the problem of

these backward regions is a formidable one, it is

but appropriate that the Planning Commission
and the Central Government should lend a help-
.ing hand to the States in formulating concrete

.and detailed proposals for development of these

areas. Noting that the Planning Commission
have already set up an Area Planning Unit to
provide guidance to States in this behalf and that
the State Governments are heing urged to evolve
their own district plans for development, the
Committee stres: that plans for integrated and
phased development of infra-structure facilities
in backward areas should be finalised within the
next 12 to 18 months so that these could be im-
plemented in real earnestness at least in the next
plan period. The Committee have no doubt that
Government would make available adequate
financial and other resources to enable these
backward areas to catch upon development.

The Committee feel that the best method of
industrialising the backward areas would be to
locate suitable public undertakings there. The
Committee are glad to note that Government have
taken some positive action in this behalf and that
as much as 77 per cent of the total investment in
the public sector is' being made in industries

- o —
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.located in backward areas. While this is a wel-

«.;come step, the Committee would like to stress

that these public undertakings should act as
catalytic agents and make determined efforts to
develop ancillary and small scale industries in
the neighbouring area so that the purpose of
having an industrial complex and infra-structure
for future growth, are assured.

The .Committee note that although reduction
of regional imbalances. is one of the objeetives
of industrial licensing and special consideration
is given to applications for setting up industries

- in the industrially backward regions, as against

a total of 752 licences for new or additional in-
dustrial capacities issued during the three years
1969, 1970, and 1971, only 91 were issued for
setting up capacities in backward areas. Govern-
ment have not been able to furnish readily to
the Committee the information as to how many
of these 91 licences have actually fructified. The
Committee would like to emphasise here again
that the issue of industrial licences, by itself,
means little and that what is important is new
or. additional capacities actually set up in back-
ward areas. The Committee therefore stress
that the licences issued should be systematically
and closely followed up to assess realistically the
impact of Government’s policies and decisions
on the trend of industrialisation and take mea-
sures as necessary to ensure that developments of
industries in the backward areas receives special
impetus and encouragement.

The Committee are greatly disappointed to
note that in spite of the professed concern for
encouraging establishment of industries in the
backward areas, only four licences (two for new
undertakings and two for substantial expansion)
could be granted in the last three years for a
populous and most backward State like that of




U.P. The Committee find that States which are
relatively more advanced in industry continue
to attract more licences even for establishment.
of industry in their backward areas. It is,
therefore, obvious that the present measures.

‘and policy have not succeeded in making any
-great impact on the scene. The Committee feel

that Government should analyse closely the re-
asons why there is such a dearth of entrepre-
neurs for setting up industries in backward
areas so that redoubled and intensified efforts.
could be made to make good the shortcomings,
and provide positive incentives to attract at
least some industries to these backward areas:
and provide some relief to the crushing problem
of unemployment and poverty in these areas..
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that in the existing situation of scarce resources,
expertise, engineering and managerial skills, it
is either public undertakings or well established
and efficient industrial organisations of proved
integrity and service which can play a con-
structive role in the setting up of industries in
backward areas. The Committee need hardly
underscore the prime need of the country at the
present juncture for more production and em-
ployment opportunities for its teeming millions.
The Committee have no doubt that Government
would study the situation most objectively and
adopt a pragmatic policy which would make for
establishment of industrial units in the back-
ward areas without further loss of time.

The Committee welcome the expanded role
assigned to the public sector in industrial deve-
lopment of the country. They would, however,
suggest that at the beginning of the Five Yenr
"lan vneriod. Government should spell out in
some de‘ail the role assigned to the public sertor

e T T
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‘during the Plan period and announce the in--

dustries or now lines of production proposed to
be set up in the public sector during this period.
This would enable the private entrepreneurs to-
concentrate their time and resources only on the:
areas available to them. In this residual area,
where at the beginning of the Plan the public
sector does not show any inclination to enter
the field, applications by private parties for in-
dustrial licences may be invited, examined on
merits and licences given expeditiously in the
interest of increasing production and making
goods available at the most competitive rates to-
the general public.

The problem of unemployment in the country
and the potentiality of industry in minimising it
needs no emphasis. The extent of employment
potential of new ventures that may be licensed
by Government therefore gains urgent import-
ance. The Committee recommend that while
licensing new or additional capacities, greater
emphasis should be placed on the labour-inten-
sive nature of the schemes and their capacity to
generate employment opportunities.

The Committee note the contention of the
Government that they are now not applying
rigidly capacity considerations in issuing in-
dustrial licences and therefore it is unlikely that
any capacity could be pre-empted by any in-
dustrial house to the detriment of the economy
or the public interest.

The Central Advisory Council, besides being
a useful forum for .a purposeful dialogue
between Government and private industry aimed
at understanding the problems of industry and
explaining Government’s policies and view-
points, has an advisory role to play under the
Industries (Development and Regulation) Act.
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The Committee would like to emphasise-the ad-
visory. role of .the Council in the matter of re-
gulatlon' of industries under the Industries Act
and suggest that meetlngs of the Central Ad-
visory Council should be called at least twice a
year, if not oftener. The object of the meetings
should not be merely to have a ‘“general ex-
change of views” or a discussion on the “review
of the general ecoriqnilc situation of the
country”, as seems to be the case at present.
Instead, members should feel free to bring up
specific problems concerning various regulatory
measures taken by Government under the In-
dustries (Development and Regulation) Act and
offer concrete suggestions for resolving them in
the interest of increased production.

The Committee note that hitherto the meet-
ings of the Reviewing Sub-Committee of the
Central Advisory Committee have been few and
far between. They also. note that it is the in-
tention of the Government to hold meetings of
the Sub-Committee bi-annually in future. Con-
sidering that the Reviewing Sub-Committee is
the only non-Government forum at which in-
dividual or collective grievances relating to in-
dustrial licensing can be represented for re-
dressal, and in view of the fact that the number
of applications on which decisions are taken by
the Government now run into several thousands
during a year, the Committee recommend thet
the meetings of the Reviewing Sub-Committee
should be held atleast once in every two months
so that the Sub-Committee can effectively apply
itself to the task of reviewing the licences, re-
vised, varied, amended or revoked during the

period under review.
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The Committee also recommend that the

_role,apd. funetions of.the Reviewing Sub-Com-

mittee of the Central..Advisory Council as also
the fact that they can.take up individual cases

for review should be widely publicised so that

the existence of a non-Gemernment organisation

~to which an aggrieved party could make re-

presentation becomes better known and the real
purpose’ underlying its constitution is served.

. .The Committee recommend that the Registra-
tion and Licensing of Industrial Undertakings
Rules, 1952 should be amended to provide for
the new procedure in force since 1964 whereby
an applicant for an indusirial licence under the
Industries (Development & Regulation) Act is
in the first instance issued a letter of intent sub-
ject to certain conditions upon the fulfilment

of which it is converted into an Industrial
licence.

The Committee note the assurance given to
them that, with the introduction of the pro-

" cedure for the issue of letter of intent, the time

limits laid down in Rule 15 of the Registration
and Licensing of Industrial Undertakings Rules,
1952 for the disposal of licence applications are,
by and large, being applied to the stage of issue
of letter of intent. They. however, recommend
that while amending the Registration and
Ticensing of Industrial Undertakings Rules, the

existing procedure may be given a formal
statutory basis.

The Committee would like to point out that
the very purpose for the issue in the first in-
stance of a letter of intent to an applicant for
an industrial licence, namely to enable him to
negotiate with foreign parties and to take pre-
liminary steps, would be lost if this stage alone
takes as much time as one year or more, as has

——
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frequently been the case hitherto. Noting the
assurance given to them by the Ministry that
the letters of intent are now being issued fairly
quickly, the Committee stress that normally it
should not take Government more than two to
three months to issue the letter of intent.

The Committee note the spurt in the receipt
of licence applications during 1970 and 1971,
though they understand that quite a large part
of them may have been for the issue of carrying-
on-Business licences.

The Committee also note the sizeable increase
in the number of industrial licences and letters
of intent issued during the same period for new
or additional industrial capacities. The Committee
welcome this trend and hope that the high rate
of disposal of applications reached in 1971 would
not only be kept up but improved upon in future
to clear the backlog of pending applications at
the earliest possible time and to meet the
current rush of licence applications.

The Committee note the long time—as much
as over a fortnight in some cases—being taken in
the initial examination of licence applications
and distribution of copies of applications supplied
by applicants to concerned authorities. What
surprises the Committee is that even though
this was pointed out by the Industries Develop-
ment Procedures Committee as early as 1964, the
bottleneck should have been allowed to remain
for so long. The Committee recommend that
Government should take suitable measures
urgently to ensure that this stage does not take
more than three days in any case.

The Committee suggest the introduction of a
suitable card-index system for compilation of
up to date data in respect of licence applications.
This data could be used not only for finding out
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investment trends but also for progressing the
licence applications through various stages in-
volved until the licence issued actually fructifies.

The Committee are distressed to note that as
on 15th November, 1971, as many as 3104 licence
applications were pending with different Minis-
ries| Departments of Government, that 20 per cent
of these were pending for more than one year
and that the applications pending for over one
year with the Ministry of Industrial Development
alone were as many as 259. While the Committee
enjoin upon all the production Ministries the
need for early disposal of licence applications,
they stress the need for a centralised close and
regular watch being kept on the stage by stage
progress in respect of all licence applications by
the Ministry of Industrial Development upon
whom rests the ultimate responsibility for early
disposal of these cases.

The Committee appreciate that early disposal
of licence applications pertaining to other
Ministries|Departments of Government depends
largely upon the cooperation of those Ministries|
Departments. They are, however, unable to see
why, as on 15.11.1971, as many as 259 applications
were pending with the Ministry of Industrial
Development themselves for over one year. The
Committee would like the Ministry of Industrial
Development to make concerted efforts to clear
the backlog of pending applications and so
streamline the procedures within their own
Ministry that licence applications are brought be-
fore the Licensing Committee, as required under
the existing procedure, within four to six weeks.

The Committee also note that one of several
reasons usually pleaded by the Ministries|Depart-
ments for the delay in processing and bringing
up a licence application before the Licensing
Committee is the late receipt of the comments
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and. opinian .of technical authorities on the ap--
plication. The Committee would like the controll-
Ing Ministries to keep a strict watch on the time
taken by the various Central technical authorities
in tendering comments and opinion on licence
-applications referred to them. They would in
fact suggest prescribing of suitable returns to be

-submitted “periodically by the technical autho-

rities to the controlling Ministries indicating the

- licence - applications outstanding with them to-

gether with™reasons therefore. On receipt of
these returns, the controlling authorities should
satisfy themselves that the delay, if any, in send-
ing the comments and opinion of the technical
authorities to the Administrative Ministry|Sec-
tion concerned is on account of genuine reasons
beyond the control of the technical authority

‘concerned.

The ,fCOmmittee would like Government to

. examine the feasibility of introducing a procedure

whereby a licence application is brought before
the Licensing Committee after a specified time
even though by then the opinion and comments
of. technical and other authorities concerned
thereon are not received by the Administrative
Ministry!Section concerned, leaving it to the
technical and other authority, whose comments
were not received before hand, to express them
through its representative orally at the meeting
of the Licensing Committee and also put on
record. their views in writing at the meeting. The
Committee are informed that some such system
has already been initiated in the Ministry of
Industrial Development. The Committee hope
that if this procedure being tried in the Ministry
of Industrial Development is-found workable, it

*A ¢ the time of factual verification, the Minis'ry of Ind{ftrial Development have
stated that the introduction of such a proce jure is still unier consiferation
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would be-nfade applicable to all the production
M{inistrigs[Departmentﬁ concerned with the pro-
cessing ‘of applications for industrial licences.

. + Lo

The Committee have been given the impres-
sion that one of the reasons coming in the way of
expeditious decision-making is the wide-spread
fear amongst the officers that even a bonafide
decision may later on become the subject of end-
less enquiries. and ecriticism. The Committee
would like Government to exercise every care

in putting officers of the highest integrity in such

key positions and inspire in them a feeling of
confidence so as to make for expeditious decision-
making. ’ ‘ '

The Committee are unhappy to note that of
the 933 licence applications pending with Gov-
ernment on 15th November, 1971 for over one
year, as many as 236 or nearly 25 per cent were
_pending with the Department of Chemicals. The
"plea advanced by the Ministry of Petroleum &
'Chemicals that licensing in the field of petro-che-
micals is a difficult exercise because of certain
special aspects and features (e.g. availability of
raw materials, exaluation of technology etc.):
which have to be adequately taken care of, seems
untenable to the Committee as every industry
or product has its own special feautres and
aspects. The importance of petro-chemical in-
dustry at this stage of economic development of
the country cartiot be over emphasised as indus-
try in this field not only produces a variety of
consumer goods but also certain raw materials
for use by other industries. It is therefore im-
“perative in the interest of industrial development
that applications for industrial licences in the field
of petrc-chemicals are processed most expenditi-
ously. The Committee would therefore like the:
Ministry of Petroleum & Chemicals to make spe-
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cial efforts fo accelerate the process of examina-
tion of licence applications pending with the
Departmept of Chemicals so as to clear the back-
log within the next three months. The Commit-
tee would also like the Ministry to evolve a
suitable procedure within the Ministry under
which licence applications are pi‘ﬁé‘essed and
brought before the Licensing Committee within
four to six weeks of their receipt.

The Committee recommend that the Ministry
Petroleum & Chemicals should give wide publi-
city to the availability of basic raw materials
which are available, or aré expected to become
available for processing during the next three to
five years, so as to attract most competitive
applications for issue of industrial licences there-
for. The Committee stress the need for most
expeditious examination of these applications for
issue of licences so that the raw materials can be
put to industrial use without avoidable delay.

The Committee find that electronics is another
field where licence applications are considerably
delayed. As on 15th November, 1971, there werc
as many as 154 applications pending with the
Department of Electronics for more than one
year. The Committee consider that electronics
industry, being labour intensive, has considera-
hle employment pote“¢:ial as also a developing
domestic and export market. It is a nescent
in®ustry in our country and at this stage undue
restrictions and inord'nate licensing delays in
this field mayv frustrate if not arrest its develop-
ment. The Committee would, therefore, recom-
mend that the Department of Electronics should
dispo<e of all pending licence applications within
next 3 months and so streamline the procedure
within the Department as to make possible
licence applications being brought before the
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Licensing Committee within the prescribed time
limit of 4 to 6 weeks from the date of receipt ot
the application.

Since clubbing of licence applications and
their omnibus examination irrespective of their
receipt in point of time not only causes delay
in bringing applications before the Licensing
Committee but generally affects the time schedule
for the disposal of applications, the Committee
recommend that the Ministry of Industrial Deve-
lopment may carefully examine the matter and
issue necessary instructions to the Administra-
tive Ministries|Sections concerned in this regard.

The Committee find that preparation, approval
and circulation of minutes of the Licensing Com-
mittee has been, until recently, taking an unduly
long time. They note the assurance given to
them that the minutes are now being issued with-
in 7 to 10 days of the meeting of the Licensing
Committee and hope that this position would be
maintained in future also.

The Committee also find that, in cases requir-
ing approval of the Cabinet Committee on Econo-
mic Coordination or clearance under M.R.T.P.
Act, the follow up action after the decision of the
Licensing Committee is taking considerable time.
The Committee would like the Ministry of In-
dustrial Development to study the procedures
being observed in this regard and take such steps
as may be necessary to minimise the time taken

at this stage.

The Committee suggest that, as the concept
of Key and Non-Key industries has now become
-out-dated, a new scheme of priorities may be
evolved in accordance with the new Industrial
Licensing Policy announced in February, 1970 for
use in taking decisions relating to licensing of
industrial capacities.




274

50.

60.

4.78.

4.83.

4.109.

The Committee are surprised that although.
the issue of a letter of intent after the circulation:
of minutes of the Licensing Committee is a for-:
mal affairs, even this stage has been taking a con-
siderable time, often as much as several months
in certain cases noticed by the Committee. The:
Committee consider that this stage should not
take more than 2 wezks and suggest that, with:
a view to ensure that this time-limit is observed,.
a strict centralised Watch' should be kept by the-
Ministry of Industrial Development on the
follow-up action taken by the Administrative-
Ministries|Sections concerned on the decisions of
the Licensing Committee.

The Committee find that after decision of the:
Licensing Committee in a case requiring appro-
val of the Cabinet Committee on Economic Co-
ordination, various processes upto the stage of
circulation of minutes are, at present, taking a
long time. The Committee recommend that the
Ministry of Industrial Development should, in:
consultation with the Department of Cabinet
Affairs, so streamline the procedure in respect of
such cases that the minutes of the Licensing Com-
mittee in respect of such cases are finally ap-
proved and circulated within three weeks of the:
date of the meeting of the Licensing Committee.

The Committee note that so far Government
have been unable to give clearance under the
MRTP Act in respect of only 4 applicants. They
are, however, distressed to find credence in the
complaints made to them of considerable delays
taking place in the disposal of applications for
clearance under the Act. In 110 cases disposed
off by the Department of Company Affairs by
15th November, 1971 without reference to the:
MRTP Commission, only 18 cases were disposed
off within the statutory time-limit of 90 days,
while roughly 30 per cent of the cases took more




27s

3

82.

4.110.

than 6 manths for disposal. 5 out of 6 cases dis-
posed off after reference to the Commission took
between 8 to 10 months for final disposal by the
Department of Company Affairs. The Commit-
tee also note that of the 61 cases pending with
the Department of Company Affairs on 15th
November 1971, 23 were pending for more than
6 months. Similarly, MRTP Commission has also
exceeded the statutory time limit of 90 days in
respect of all the 12 cases pending with them on
15th November, 1971. Thus the statutory time
limits for disposal of applications for clearance
under the MRTP Act are generally not being
adhred to either by the Department of Company
Affairs or by the MRTP Commission. The Com-
mittee are unable to appreciate the reason adduc-
ed by the Department of Company Affairs that
the various process to .be undergone under the
provisions of the MRTP Act take time, as they
believe that these factors must have been taken
into account while laying down the statutory time
limits. The Committee would like the Depart-
ment of Company Affairs as well as the MRTP
Commission to seriously try to compress their
inquiries, investigations and processes within the
statutory time-limits and see that cases which are
not disposed of within those time-limits are an
exception and not the rule as happens to be case
at present.

The Committee would also like the Ministry
of Industrial Development to identify and cut out
pockets of avoidable delays in the the existing
procedures and processes in that Ministry in re-
gard to licensing applications requiring clearance
under the MRTP Act, especially the procedure '
whereby, after the decision of the Licensing Com-
mittee, the Licence Committee Section of that
Ministry forwards the case to the Administrative )
Ministry/Section concerned requesting them to
ask the parties to obtain either a clearance under
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the MRTP Act, or a certificate of non-applicabili--
ty of that Act in regard to the case, from the
Department of Company Affairs, which neces-
sarily takes time.

The Committee note that the Foreign Invest-
ment Board was set up precisely for the purpose-
of minimising procedural deiays and expeditious
disposal of foreign collaboration cases, that time:
limits have been laid down for different stages im
the disposal of application, that there is a proce--
dure whereby an application must be brought
up before the F.I.B. or its Sub-Committee at the:
expiry of the period of two mmonths from the date
of its receipt, and that every effort is made to
give final decision on an application within 90
days of its receipt. The Committee are, however,
unhappy to find that despite all these measures.
considerable delavs continue to take place in the
disposal of applications for foreign investment and
collaboration. Of the applications disposed of
during 1971, as many as 60 per cent took more
than 6 months for disposal while 40 per cent of’
the cases pending on 1st January, 1972 were more
than six months old. The Committee would like
Government to reapprise the system to find out
why and where the delays are taking place in
the disposal of these applications and take such
remedial measures as may be necessary for the:
disposal of applications in three months time, in-
cluding the introduction of an effective system of
centralised watch being kept over the step by step-
progress of disposal of applications.

The Committee welcome the idea of simul-
taneous consideration of licence application by
the Licensing Committee and the application for
foreign collaboration by the Foreign Investment
Board in cases where the party is ready with both
the applications and submits them together. The
Committee would like Government to publicise-

s et e = ot
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this procedure for general information so that
parties wishing to take advantage of this proce-
dure may submit both the applications together
and avoid the delay involved in the consecutive
processing and consideration of these applica-
tions.

The Committee note that guidelines have been:
issued in 1969 to the Administrative Ministries|
Departments for the consideration of applications
for foreign collaboration. They recommend that
suitable public notices may also be issued for
general information so that prospective entrepre-
neurs know before hand what type of proposals:
for foreign collaboration would be acceptable to
Government.

Long delays have been observed by the Com-
mittee in the disposal of applications for clear-
ance relating to import of capital goods also. The
Committee have found that, in spite of definite
time limits fixed for various stages involved in
disposal of these applications, in no less than 90
per cent of the cases disposed of during 1971, the
clearance for import of capital goods took more
than 6 months. The Committee have, in paras
2,39 and 2.40 of their Seventeenth Report (Fourth
Lok Sabha) on D.G.T.D,, also pointed out the-
delays in the disposal of applications for Capital
Goods Clearance and have made certain sugges-
tions. The Committee would here again point
out that Capital Goods Clearance being one of
the conditions precedent for the conversion of the
letter of intent into an industrial licence, any de-
lay in Capital Goods Clearznce ultimately affects
the time taken in the issue of an indnstrial licence
and the actual setting up of the industrial capa-
city. The Committee would, therefore, like Gov-
ernment to review the procedures at present be-
ing observed for different stages involved in the
consideration and disposal of these cases so as to-
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ensure that this clearance is given to the party
within two months. The Committee would, in
particular, commend for adoption a procedure
whereby the application must be brought before
the Capital Goods Committee at the expiry of a
certain period whether the comments of the ad-
ministrative or other authorities concerned
have been received or not. and the introduction
of an effective system of centralised watch being

kept over the step by step progress of disposal
of applications.

The Committee consider that the procedure
for simultaneous consideration of licence appli-
cation and the application for clearance relating
to import of capital goods would avoid delay in-
herent in their consecutive processing and consi-
deration. It should, however, not be compulsory
for all the applicants for the issue of an industrial
licence to submit simultaneously ar application
for the clearance relating to import of capital
goods also. The procedure could be observed
only in cases where the party is ready with both
the applications and submits them together. The
Committee would, therefore, recommend that the
procedure for simultaneous :onsideration of
licence application and the application for clear-
ance relating to import of capital goods at the
option of the party may be introducid and pub-
licized for general information so that the parties
wishing to take advantage of the option evailable

under this procedure, may submit both the appli-
cations together.

The Committee note that delays are taking
place in the issue of clearance for the issue of
capital under the Capital Issues (Control) Act.
The Committee have been informed that Gov-
ernment propose to print guidelines as an in-
Appendix to the appliaction form so that the
applicant may furnish complete inforamtion in
the first instance. They have also been informed
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that the procedure has been recently rationalis-
ed. The Committee hope that as a result of’
these measures clearance would be forth-coming
in lesser time.

The Committee recommend that instructions-
should be issued to all concerned that when an
application for conversion of a letter of intent
into an industrial licence is received after com-
plying with the conditions prescribed, the party
should be is-ued the licence, or informed of the
reasons why it cannot be issued, within a period
of not more than three weeks of the receipt of
the application. The Committee also recom-
mend that all applications for conversion of a
letter of intent into an industrial licence should
be routed centrally through the Ministry of In-
dustrial Development who should be responsible
for progressing of such applications and for strict
observance by the administrative Ministries|
Sections of the time limit laid down.

The Committee recommend that all applica-
tions for the revalidation of letters of intent
should be routed centrally through the Ministry
of Industrisl Development. Copies of commu-
nications by administrative Ministries etc. to
parties informing them of the final decision of
Government on such applications and indicating
the reasons in case of rejection, should also be
endorsed to the Ministry of Industrial Develop-
ment. The Committee also recommend that the
Ministry of Industrial Development should issue
instrutcions to all concerned as regards the
time limits to be observed for the disposal of
such app'l‘ications‘ both where the Ministries are
empowered to finally take a decision on the ap-

"plication as al<o for the disposal of cases which

are required to be brought before the Licensing
Committee, and keep a striet watch on its obser--
vance.
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The Committee note that at present no cen-
tralised record is being maintained on the im-
plementation of the industrial licences issued
and it is left to the administrative Ministries
etc. to see that the party takes ‘effective steps’
for setting up the licensed capacity in six
months time and actually sets up the capacity
within 12 months of the issue of the licence.
The first extension, limit of which is not clearly
specified, can also be granted by the adminis-

trative Ministries etc. without reference to the
Licensing Committee. In the absence of a cen-
tralised record, Government have not been able
to furnish data on the implementation of licences
issued. The Committee are, therefore, unable to
assess the progress made in the implementation
of the licences or to see as to what extent the
non-implementation is on account of reasons
that are genuine. Since what is of substance is
the actual setting up of the industrial capacity
and not the issue of an industrial licence, the
Committee recommend that Government should
expedite the setting up of a central agency, al-
ready under their consideration, which should
not only maintain a record, but also keep a
strict watch and actively progress the licence
appliactions from the time of their receipt to the
stage of actual setting up of the capacities licen-

sed for.

The Committee also recommend that all appli-
cations for revalidation of industrial licences
should be routed centrally through the Ministry
of Industrial Development and copies of commu-
nications to parties indicating the final decision
on those appliactions should also -be endorsed
to that Ministry. The Ministry of Industrial
Development should also issue instructions to
all concerned as regards the time.limits to be
observed for disposal of such applications and
keep a strict watch on its observance. - .
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The Committee would suggest that the instruc-
tions to lhe admunistrative Ministries i regard
to the procedures and time limits to be observ-
ed by them 1 regard to disposal of appucuuuns
at various stages in the industrial licensing
process should be issued after approval of the
Cabinet Committce on Economic Coordination
and there should be a system of periodically re-
porting to the Cabinet Committee on Economic
Coordination cases of delay in disposal beyond
a certain period.

The Cowmittee note that at present if it is
proposed to reject an application for issue of
letter of intent/industrial licence or to revoke a
licence already issued, the party is afforded an
opportunity to represent his case before final
decision is taken. They also note that no sys-
tem of appeal has been provided for as the ‘deci-
sions in the matter of industrial licensing are in
the nature of exccutive decisions taken at the
highest level and there is a Reviewing Sub-
Committee consisting of non-officials which has
the power to review all licences iszued, refused,
varied, amended or evoked from time to time.
The Committee have earlier in this report al-
ready recommend giving adequate publicity to
the existence and role of this not so widely
known non-official body. At this stage theyv
would only recommend that if it is proposed to
take an adverse decision at any ‘lage of indus-
trial licensing process, in order to reassure the
party that the decision is fair and impartial, a
show cause notice should invariably be issued
to the party and a final view in the matter taken
after due consideration of the representation
received, if anv, at the highest level

The Committee observe that long delays are
taking place in the disposal of applications for
issue of Carrving-on-Business Licences in res-
pect of industrial undertakings which have been
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brought under licence under the new industrial
licensing policy announced in February, 1970
and that more than half of the 417 applications
pending on 1-1-1972 were pending for over one
year. Since without a COB licence the existing
undertakings cannot get allocations and quotas
of scarce raw ma'erials as also import licences,
it is necessary that appliactions for such licences
are disposed of quickly, at least within the time-
limit of 60 days pre cribed therefor. The Com-
mitttee note the assurance given to them that
Government would try to speed up the clearance
of these applications and try to dispose of all
the pending applications in about four months
time i.e. by about the end of April this year, and
hope that the industrv will no long have any
cause for complaint in this regard.

The dec'ared aim of registration of units not
required to take out an industrial licence under
the Tndustrial Licensing Policy in force is conly
to organise the flow of adequate statistical in-
formation necessarv for Government as well as
for entrepreneurs in taking decisions relevant
to investment and industri~! srowth. The Com-
mittee. therefsre. recommend that Government
should see that in the raze of such industrial
units. the returns reauired to be submitted are
kept tr the minimum  noreseare for statistieal
purp s~s. The Committen wanld in partienlar
Jike Cirvernment tn rvaming whather it woi:l-d
cerve the purnace f thn reaictered nnite alrpnds-
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versed in the industrial licensing system and
Government’s latést policy on various aspects of
it, so that the Cell could really ‘be of help to
parties who choose to seek its advice in these
ma'tars. The Committee also suggest that this
Cell should be integrated with the Central Re-
cord Agency recommended by them earlier in.
the report so that information in regard to the
progress of a licence application is readily avai-
lable. through it. to the applicants.
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APPENDIX Vil

Amnalysis of Recommendations Conclusions contained i the rapo:

SLASSIFICAT ON OF RECOMMENDATIONS

A. Recommendations for inpeoving he org misy ion ond working
Serinl Nos. 2, 6, 11, 16, 19, 21, 43+ 50, §2, §4--=7.

B. Miscellaneous Recomn:n |itons
Serial Nos. 1, 3, 5, 7—10, 12=15, 17, [§. 20, 22—42. §1, 53.
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