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I, the Chairman of the Public Accounts Committee as autho- 
rised by the Committee, do present on their behalf this Hundred 
and Eighty-fifth Report on action taken by Government on the re- 
commendations of the Public Accounts Committee contained in 
their Hundred and Sixtieth Report (Fifth Lok Sabha) on paragraph 
42 of the Report of the Comptroller and Auditor General of India 
for the year 1972-73, Union Government (Civil)-Department of 
Supply regarding Indian Agents' Commission. 

2. On the 3rd June, 1975 an 'Action Taken Sub-committee', con- 
sisting of the following Members, was appointed to scrutinise the 
replies from Government in pursuance of the recommendations 
made by the Committee in their earlier Reports: 

Members 

Shri H. N. Mukerjee Chairman 

Shri V. B. Raju Cmvener 
Shri Priya Ranjan Das hTuns~ 7 
Shri Darbara Singh 

! 
Shri N. K. Sanghi  
Shri Rabi Ray 
Shri Raja Kulkarni 

I 
111.. K .  Mathew Kurian 

i 
J 

3. The Action Taken Sub-committee of the Public Accounts 
Committee (1975-76) considered and adopted this Report at their 
sitting held on the 7th November, 1975. The Report was finally 
adopted by the Public Accounts Committee on the 24th November, 
1975. 

4. For facility of reference the main conclusions/recommenda- 
tions of the Committee have been printed in thick type in the body 
of the Report. A statement showing the summary of the main 
recommendations/observations of the Committee is appended to the  
Report. ! d* 

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

NEW DELHI; H. N. MUKERJEE, 
November 24, 1975. Chairman, 
Agrahaycrna 3. 1897 ( S )  . Pubiic Accounts Committee, 



1.1. This Report of the Committee deals with the action taken 
'iry Government on the r~mmendations/observations contained hr 
their 160th Report (Fifth Lok Sabha) on Paragraph 42 of the Re- 
part of the Comptroller & Auditor General ef India for the year 
1972-73, Union Govenunent (Civil) dealing with Indian AgenW 
Commission, which was presented to the Lnk Sabha on the 23rd 
April, 1975. 

1.2. Action Taken Notes in respect of all the 17 recommendatiom 
contained in the Report have been received from Government. 

1.3. The Acti'on Taken Notes on the recommendations of the 
Committee have been categorised as follows:- 

(i) Recomrnendations/observations that have been accepted 
by Government. 
S1. Nos: 2, 5, 8, 12, 14, 16 and 17. 

(ii) Recommendations/observations which the Committee do 
not like to pursue in the light of the replies received frous 
Government. 
S1. Nos: 7, 11 and 15. 

(iii) Recommendations/observations replies to which have mt 
been accepted by the Committee and which require reitua- 
tion. 
S1. Nos: 1, 3, 4, 6, 9 and 10. 

(iv) Recommendations/observations in respect of which Gov- 
ernment have furnished interim replies. 
S1. No: 13. . 

1.4. The Committee will now deal with the action taken by Gov- 
ernment on some of their recommendations. 

Diwrgent Rates of Agency Commission (Pwagraph L4-L No. 1) 

1.5. Commenting on the widely divergent rates of commission 
paid to the Indian agents by the foreign suppliers in respect of Wer- 
ent purchases of fmisers  made by the India Supply Mission, 



W.s;hlngon, the Committee, in paragraph 1.65 of the F b ~ ~ r t ,  had 
abemed: 

Y?lre Committee And that widely divergent rates of commis- 
sion are being paid b Indian agents by foreign suppliers 
in respect of different purchases of fertilisers by the India 
Supply Mission, Washington. A test check by Audit of 
44 agreements executed by the Mission, in 1971-72 and 
1972-73, revealed that the Indian agents' commission 
varied between 0.03 per cent and 1.41 per cent of the 
f.0.b. value in 43 cases in which the commission had been 
intimated by the Indian agents on behalf of their prin- 
cipals. No after-sales service is involved in the case of 
fertiliser imports and the commodity b also taken over 
by the Fertiliser Cbrpration of India as soon as the ves- 
sels touch Indian shores. The Secretary, Department of 
Supply also stated during evidence tendered before the 
Committee that the Indian agents are of no help and the 
little service rendered by them in making enquiries about 
the svpply is also of no significance at all. Under these 
circumstances, the Committee are indeed surprised to 
learn that Government have not made any attempt to 
ascertain the rationale for these rates. It would appear 
that the encouragement given by the Government to 
Indian agents is tantamount to granting patronage to pri- 
vate parties." 

1.6. In their Action Taken Note dated the 1st November, 1975, on 
tbe above observation of the Committee, the Department of Supply 
have replied: 

u?he Supply Department has not, in fact, given any en- 
couragement to I d a n  Agents of fertiliser suppliers. As 
was brought out in the evidence given befure the PAC, 
the Supply Department recognises that no after-sales ser- 
vice is required for fertilisers and that Indian Agents 
have no role to play vis-a-vis the purchaser (Supply De- 
partment) . On the other hand, the Agent may be per- 
forming duties helpful to the foreign Principal (supplier) 
both before and after actual sales. The Principal pre- 
sumably h e s  the remuneration to the Agent on the basis 
of such assistance rendered by the Agent to the Principal. 
The SFuppIy Department has no legal power to compel 
the foreign supplier not to employ an Indian Agent, or 
not to remunerate him. However, the Supply Depart- 



ment has tried to ensure that whatever remuneration is 
paid is declared by the supplier and further that the 
actual payment to the Agent is not made in foreign cur- 
rency. The Supply Department has no means, however, 
of checking any wilful evasion by the Principal or the 
Agent in this matter. However, in recent years the Sup 
ply Department has tried tn eliminate Indian Agents al- 
together by dealing direct, as far as possible, with the 
various foreign suppliers. " 

1.7. In the opinion of the Committee, the reply of the Derpartment 
of Suppdy confirms their earlier conclusion that the role played by 
tbe Indian agents in regard to the purchase d fertilisers from abroad 
k of little, if any, use. The Department has also admitted that it 
has no means of checking w i M  evasion by the Principal or the 
Agent in regard to undisclosed payments of agencv commission or 
09 preventing such payment in foreign currency. Under the cir- 
cumstances, the Commit tee must reiterate their observation regard- 
img the failure of Gavernment even to ascertain the rationale for 
t k  widely divergent r a h  of commission. 

1.8. The Committee have been informed by the Department of 
Supply, with reference to another recommendation of theirs con- 
tained in paragraph 1.61 of the Report. that tihe Government of India 
have decided that, from 1st August, 1975, the work relating to pro- 
curement of M i s e r s  from regions other than East European coun- 
tries would also be handled by the Minerals and Metals Trading 
Corporation, in addition to its existing responsibility of procuring 
fertilisers from the East Eurapan c ~ n t r i e s .  The Committee expect 
that with this transfer of the entire work to the Corporation, all 
w i n g s  in regard to purchsse of fertilisers would be handled direct- 
ly with the f d g n  producers of fertilisers and the supeduous mid- 
dlemen agents and suppliers altogether eliminated. The Committee 
wodd be watching with interest the performance of the Minerals 
and Metals Trading Corporation in this regard. 

Nw-Disclousure of Commission Payable to Indian Agents (Pampa- 
p b  1.46 to 1.4&S. Nos. 2 to 4) 

1.9, Commenting on the non-disclosure in a few cases, of the 
commission payable to the Indian agents in the agreements, the 
Committee. in paragraphs 1.46 to 1.48 of the Report. had observed: 

1.46. "Though the Department of Supply have maintained that 
the commission actually declared is paid to the agent only 



in rupees and, therefore, no foreign exchange angle ia 
involved, the Committee are concerned to note that the 
agents' commission had not been disclosed initially in 
two cases, test checked by Audit, as required under the 
standard conditions of contract. In  one case (Socotra In- 
ternational Private Ltd., New Delhi), the Indian agent had 
repeatedly declined to disclase the commission and had also 
gone to the extent of pressing upon the principal (Agrico- 
Chemical Company, Oklahama, USA) not tu do so. A dis- 
closure of the Commission payable had been made by the 
agent only after persuasion. Further enquiries with the 
supplier, however, revealed a different position. While the 
Indian agent had disclosed the commission as US dollpr 
0.30 per metric tonne, the foreign supplier had subsequent- 
ly intimated the commission as US dollars 1.25 p2r metric 
tonne. I t  is also surprising that in respect of two subse- 
quent contracts entered into by the India Supply Mission, 
Washington, with a fully-owned subsidiary company of the 
foreign supplier who had executed the earlier contract, the 
agency commission payable to Socotra International 
Private Ltd. had been provided as US dollar 0.50 per 
metric tonne as against the rate of U S  dollar 0.30 per 
metric tonne provided in the contract mentioned in the 
Audit paragraph and the rate of US dollars 1.25 per 
metric tonne intimated by the foreign supplier in that case." 

1.47. "In the second case pointed out by Audit, the initial sgree- 
ment had been executed without indicating the commission 
payable to the Indian agent (Voltas Ltd., New Delhi). The 
agreement was subsequently amended providing agency 
commission at US  dollar 0.75 per metric tonne, which 
worked out to 1.41 p x  cent of the C & F value. Here also 
the foreign suppliers had not stated anything regarding 
agency commission payable, despite the clear provision in 
t h i ~  regard in the standard conditions of contract." 

1.48. "For the information relating to the contracts for the pur- 
chase of fertilisers executed by the India Supply Mission, 
Washington during 1970-74 (upto September, 1974) fur- 
nished by the Department of Supply, the Committee 
observe that the commission payable to the Indian agents 
had not been indicated in two contracts executed in 1971, 
in two contracts in 1972, in one case in 1973 and in one case 
in 1974 (Socotra International Private Ltd., New DelM 
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were the Lndian agents in the last two cases). The Com- 
mittee are also not aware whether in respect of other con- 
tracts executed by the Mission, the cornmission had in. 
variably been disclosed at the outset itself' or only upon 
enquiries by the Mission. This non-divulgence of the 
agency commission payable leads the Committee to believe 
that there is a tendency on the part of the foreign suppliers 
and the Indian agents to avoid disclosing the commission 
for avoiding payment of tax with the object ot  accumulat- 
ing foreign exchange abroad by violating the Foreign Ex- 
change Regulations Act." 

1.10. In their Action Taken Notes dated the 1st November, 1975 re- 
lating to the above observations of the Committe:, the Department of 
Supply have stated that the observations have been 'Noted'. 

1.11. The Co~nmittee are surprised to observe that in their Action 
Taken Notes d a t i n g  to the observations contained in paragraphs 
1.46 to 1.48 of the 160th Report (Fifth b k  Sabha), the Department 
of Supply should have merely chosen to say that the observations 
have been 'noted'. In paragraph 1.47 of the Report, the Committee 
had drawn specific attention to the non-abservance of the provisions 
of the standard Conditiom of Contract relating to the disclosure of 
the agency commission payable by the foreign supplier to an Indian 
agent, Voltas Ltd.. New DeJhi, while in paragraph 1.48, the Com- 
mittee drew attention to five cases in which Chmmis.ion had not 
been disclosed and had, inter alia. observed that they were not aware 
whether in respect of other contracts executed by the India Supply 
Mission. Washington. the commission had been invariably disclosed 
at the outset itself or only upon enquiries by the Mission. The 
replies of the Department. unfortunately. dlo not indifate what ac- 
tion, if any, Government have taken or intend to take in m d  to 
the observations of the Committee The reply in respect of pars  
graph 1.48 is also silent in regard to the position dat ing  to the 
other contracts executed by the Supply Misdon at Washhgtw. The 
Committee deplare these deficiencies in the replies £wmished by the 
Department olf Supply and call foa a more specifEc chuification in 
respect of the doubt raised in p m p h  1.48. 

1.12 Besides, the Committee would draw the pointed attentiom of 
Government to an earlier and categorical l~lecommemdation of theirs 
contained in paragraph 1.15 of the 5dh Report (Fourth Ldt Sabha), 
which is reproduced bedow: 

'%I respect of a number of recannaendations which have been 
included in Appendix IV, the Commfttee ohsene that the 



MkrisMcs bavc npiied as 'noted'. It is not clsar from such 
m p b  a b what speaWc Government have taken 
ot inbed to tsb te give edtset to tla6 Cernmittee's recem- 

in I~#B and spirit. The Commtt(se desire 
t k t  Gevtsmmeat's replies sbubd be explicit and self-con- 
tained. In putiduiar, where rea+ctial measures are called 
for, the details of action taken &odd be specifically spdt 
oar.'' 

Tbe Coma&& trust that the re,coemendatitms would evoke a 
mge pasitive response from Government in future. 

Receipt of Agency Commission abroad in foreign exchange-exami- 
nation from foreign exchange and taxation angles-Liaiwa and 

coordination btween difPerent agencies of Government-(Para- 
graphs 1.49 & 1.52431. Nos. 5 & 8). 

1.13. Observing that it was most likely that many of the Indian 
agents arranged to receive their commission directly from the foreign 
suppliers abroad in foreign exchange which was not repatriated and 
was likdy to be utilised for impermissible purposes. the Committee, 
in paragraph 1.49, had recommended: 

"It is most likely that many of the Indian agents arrange to 
receivt? their commission directly from the foreign sup- 
pliers abroad in foreign exchange which is not repatriated 
and is likely to be utilised for various purposes. The Sec- 
retary, Department of Supply, has also stated that if the 
entire amount received as commission by the Indian agents 
was not revealed Government would not know about it and 
that he was not aware whether information on receipt of 
amounts not specified in the contract w~ made available 
to the Government. It has also been stated by the repre- 
sentative of the Reserve Bank of India that unless the Bank 
was informed of the cases in which commission was receiv- 
able, the Bank cannot exercise any check on the repatria- 
tion of the amounts, if any, received abroad. He has also 
stated that no procdure exists for checking invisible 
transactions. The Committee are unable to accept the con- 
tention of the Department of Supply that no foreign ex- 
change angle is involved. The Committee desire that this 
aspect should be examined thoroughly by the Ministry of 
Finance, Central Board of Direct Taxes, in consultation 
witb the Reserve Bank of India and the Enforcement Mr- 
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ectorate, both from the foreign exchange from the 
taxation angles and measures taken to plug the loopholes." 

1.14. In their reply dated the 1st November, 1975, the Department 
of Supply have stated: 

"As this concerns several Departments, it has been decided to 
form a working group consisting of repres ~n tatives of the 
Department of Supply, Department of %onomic Affairs, 
Ministry of. Commerce, Ministry of Defence, Railway 
Board, P & T Board and the Central Board of Direct Taxes, 
Director of Enforcement, Reserve Bank of India. The 
Group will examine the entire question of agency arrange- 
ment of the Indian agents and suggest appropriate regu- 
latory and control measure. Government wdl take uui- 
table action in the light of the Group's recommendations:~' 

1.15.. A note dated 13th August, 1975 received from the Minrstry 
of Finance (Department of Revenue & Insurance) in this regard is 
reproduced below : 

"This 1s a general recommendation regarding suspected 
evasion/avoidance of taxes, of resident assessees having 
dealings with foreign concerns. A Working Group has 
been set up with the Director General ot Reven- Intel- 
ligence and Investingation as the convener to study in 
greater depth this problem and its ramifications on the 
economy of the country with particular reference to the 
leakage of foreign exchange and evasion of taxes. The other 
members of the Group are representatives of the following 
Departments: 

1. Reserve Bank of India. 
2. Central Board of Direct Taxes. 
3. Department of Economic Affairs. 
4. Department of Supply. 
5. Railway Board. 
6. Posts & Telegraphs Board. 
7. Ministry of Commerce. 
8. Ministry of Defence. 
9. Directorate of Enforcement. 



The terns of reference of this Working Group are as 
fonowe:. + 

(a) To'examine the entire question of the agency arrange- 
ment of the Indian agents and to suggest appropriate 
mtificatory and control measures; 

(b) To suggest measures to prevent the misuse of foreign 
exchange so that no foreign exchange reserves are built 
up by such agents; and 

(c) To suggest steps to prevent evasion of taxes and,/or 
breach of foreign exchange Regulations. 

Appropriate action will be taken on receipt of the report of 
the Working Group." 

1.16. The reply* received in this regard from the Department of 
Personnel & Administrative Reforms. Cabinet Secretariat on 25th 
August. 1975 is as follows: 

"The question of co-ordination had been taken by the Minis- 
try of Finance and a working group with the Director 
General of Revenue Intelligence and Investigation as the 
Convenor had been set up by the Finance Secretary. They 
have examined this issue and made their recommenda- 
tions to the Finance Secretary." 

1.17. Further, in paragraph 1.52 of the &port, the Committee had 
observed: 

"According to the instructions issued by Government in May, 
1956 any agreement with foreign suppliers should provide 
that the latter would disclose the name and address of 
the Indian agent, the services to be rendered by him and 
the remune:ation payable to him. However, no uniform 
practice is followed by the Supply Missions in Washing- 
ton and London and the Directorate General, Supplies and 
Disposals. While the standard conditions of contract of 
the Inda  Supply Mission, Washington provide that a 
foreign supplier would intimate the remuneration pay- 
able to his Indian agent, i t  is, however, not required of 
him to intlmate what services would be rendered by the 
agent. On the other hand, the conditions of contract of 
the India Supply Mission, London and the Directorate 

- ---- ---- - - 
+Not vetted Audit. 



General, Supplies and Disposals for foreign purchaees do 
not require the declaration of the agency commission 
payable to the lndfan agents. The Committee have been 
informed by the Department of Supply that they have 
taken up a study of the contracts of these three agencies, 
in respect of general stores and other stores as well as 
fertilisers to see that no loopholes exist and to remove 
doubts and ambiguities. A specific clause for declaration 
of the Indian agents' commission is also proposed to be 
incorporated in the contracts. The Committee desire that 
this should be done expeditiously. There should also be 
an effective liaison and coordination between the Depart- 
ment of Supply, Reserve Bank of India, Central Board of 
Direct Taxes and the Enforcement Directorate so that 
prompt action can be taken as soon as such transactions 
come to notice" 

3.18. The replies furnished in this regard by the Departments of 
Supply, Revenue & Insurance and Personnel & Administrative Re- 
m s  are reproduced below: 

Departmnt of Supply: 

'The standard conditions of contract of ISM, Washington 
contain a clause which require the contractor to make 
a full written disclosure of the amount+ of agency com- 
mission or any other remuneration payable to the Lndian 
agents. A similar specific clause on agency commis- 
sion has been included in the case of ISM, London also. 
In case of lYGS&D also, the tender enquiries issued re- 
quire the disclosure of agency commission, which is then 
included in the contract. However, the Department of 
Supply have taken up a study of the contracts of these 
three agencies in respect of general stores and other 
stores as well as fertilisers to see that no irregularities 
exist and to lrmove doubts and ambiguities. 

As mentioned above. the Working Group formed will have 
an effective coordination. This Committee has the fol- 
lowing points of reference: 

(1) examine the entire question of the agency arrange- 
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menb of the Indim Agnts and 8"-t approprints 
regulatory and control measures; 

(2) suggest measures to prevent the misuse of foreign 
exchange, so that no secret foreign exchange reserves 
are built up by such Agents; and 

(3) suggest steps to prevent the evasion of taxes andlor 
breach of foreign exchange regulations." 

Department of Revenue & Insurance 

"As already mentioned, a Working Group with Director 
General of Revenue Intelligence and Investigation as 
the convener has been set up to study. in depth this prob- 
lem and its ramifications on the economy of the country 
with particular reference to the leakage of foreign ex- 

change and evasion of taxes. Necessary action will hc 
taken on receipt of the Working Group's report." 

Departnzent of Personnel & Administarfive Refor7ns 

"This matter had been examined and considered by the 
Working Group headed by the Director General of 
Revenue Intelligence & Investigation which was set up 
by the Finance Secretary. "* 



Fixation of responsibility for failure to safeguard GoveQPrnents 
Financial interests (Paragraph i.50 S. No. 6) 

1.20. In paragraph 1.50 of the Report, the Committee had recom- 
mended. 

"From the foregoing paragraphs, i t  is evident that there are 
more unseen factors in the institution of Indian agents 
than what meets the eye. The receipt of undisclosed corn 
mission abroad by the Indian agents helps them to accu- 
mulate untaxed foreign exchange abroad. It is surprising 
that such evasions have been continuing under the very 
nose of Government out of Government payments. These 
are serious instances of failure to safeguard the Govern- 
ment's interests. That such a state of affairs has been al- 
lowed to continue unchecked for a number of years would 
indicate negligence and inefficiency. Responsibility for the 
failure to safeguard Government's financial interests 
should be fixed for appropriate action. The action taken 
thereon should be intimated to the Committee." 

1.21. In their reply dated the 1st November, 1975 the Department 
of Supply have stated: 

"As mentioned earlier, if is difficult to obtain full and correct 
information about the Indian agents of foreign suppliers 
and the exact amount of commission paid to them by the 
foreign suppliers. Since the Indian agent's commissi'on is 
an arrangement between the Principals and Indian 
agents, we cannot compel foreign prihcipals to disclose the 
quantum of agency commission paid by them. Hence there 
is no evasion of any responsibility on the part of any Gov- 
ernment Department. A list of past contracts has been 
sent to the Reserve Bank of India and the Central Board 
of Direct Taxes and the Enfarcement Directorate for 
further investigation." 

1.22. The Committee are of the view that Ure cantention of the 
Department of Supply that there has beem no evasion of any r e s p o ~  
sib0iy on the part of any Government Department is not tenable.. 
The Department of Supply had been aware all along of the non-dis- 
cioaure af agency cornmidoh in a number of cases. Government's 
own instructSons, issued as early as May 1956, regarding disclosure 
by fareign principals of information about their Indian agents have 
not been properly followed up. It should have b n  possible at least 



to &lse Mliie s t e p  tm pawent abuses on thb beds of the &idfit in- 
stances brought out & the Audit p&amsp'h rslres&dive of thc issue 
-iDg up before the Public Accounts (hndtee. Government 
cahnd also mmely plead helplessness in this regard. In vi& ot the 
fact that Government have had to appoint an inter-Ministerial War- 
b g  G m p  ,to examine the entke quqtion, it is plain that adequate 
a w t i o n  Isad not been piaid ear3ier b this important issue. The Com- 
!@tee, tbeffd03~?, reiterate their earlier reco;mmemdatium and desire 
@?tion d afrxspcwsibility for tbe failure 60 safeguard Government's 
h c i a l  interests. 

Reopening of cases of payment of Indian Agents' 
Commission during the past 16 years (paragraph 

1.51-SL. NO. 7) 

1.23. The recommendation contained in paragraph 1.51 of the 
Report is repmduced below: 

"The Committee also desire that Government should examine 
the advisability of reopening and re-examining cases in 
which agency mmmissitm has been paid during the pa& 
16 years to ensure that there have been no violations on 
the Foreign Exchange Regulations A d  and that there has 
been no evasion of tax. Stringent action should be taken 
on thwe Indian agents who are found guilty of economic 
offences." 

1.34. In their reply dated the 1st November 1975, the Department 
of Supply have stated: 

"It has not been possible to trace out the cases of the past 16 
yam. Eibda are being made to collect as many cases as 
possible. The lists are being sent to the Reserve Bank of 
Wdia, Enforcement Directorate and ?he Central Board of 
Direct Taxes for further investigation." 

1.25. The replies furnished in this regard by the Ministry of An- 
ance (Department of Revenue & Insurance) and the Department of 
Personnel & ~Uminis&ative Reforms, Cabinet Secretariat are repro- 
duced below: 

Ministry of Finance (Dqm7tment of Revenue 
and Z1~6urame) 

"The mqnes and addresses of the Indian agents ab k!he fo- 
suppliers are given by the PAC in their mport. From the 
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addresses given it appeared that of the 
in am, and, thereforr!, it uras ppased * central* 
me  c w s  with one Income-tax Mcer  at Delhi for PmPer 
investigation. But, on further enquiries, i t  is learnt that! 
only three cases are assessed in Delhi. S w  have already 
been taken by the Central Board of Direct Taxes to cent 
ralise these cases with one I n c o m t a x  Of9Pcer under the 
charge of Commissioner of I n m e - t a x ,  DeIh&II and 
instructions to 'chis effect have already been issued Co 
Commissioner of Income-tax, Delhi-11. Likewise, three 
cases in the charge of Commissioner of Income-tax 
Hyderabad have been centralised with the Tncome-tax 
O.fficer Company Circle C. Ward, Hyderabad, The remain- 
ing cases relate to Bombay, West Bengal and Madras 
charge. Commissioners of Income-tax Bmn:bay, Calcutth 
and Madras have accordingly been directed to take imme- 
diate action to centralise all such cases with one Incame- 
tax Officer in their respective charges to facilitate proper 
investigation. The assessments in all these cases will be 
completed under the overall supervision of the DI (Tn- 
vestigation) ." 

Department of Personnel and Administrative 
Reforms, Cabinet Secretariat 

"The Enforcement Directorate is concerned with the specific 
cases of contraventions of the provisions of Foreign Ex- 
change Regulations Act. The regulatory functions under 
the Foreign Exchange Regulation Act are performed by 
the Reserve Bank of India under the overall direction 

and control d the Department af Economic AfFairs. The 
foreign exchange earned and repatriated by an individual 
or concern is not required to be reported to 'the EnPorce- 
ment Directorate. The Enforcement Directorate will take 
action as and when any specific cases of Pureign Ex- 
change violations come to its notice or are referred to it 
either by the Reserve Bank of India or by any other 
Government Department."* 

126. kr view of the difEIculties reported by the Department of 
*p@y ha tracing out cases of the past 16 years, though it sbodd 
zwt be too ~ ~ l ~ ~ p l i c a t e d  e task, the d&tee d~ mt Wit upon the 
o e v h  covering the fun span of 16 years Tbe Committee wouhl, 
b w e v ~ ,  llrdr Gov-mt to ~ a m i n e  all tbe cases pertaining to 

-- - 

*Not vetted in Audit. 



the period 1968 to 1974, when the purchase of fertilisers fnom a h d  
had increased manifold. Review of such cases should be completed 
expeditiously and the results intimated to the Committee. 

1.27. The C o d t t e e  are unhappy o m  the apparent delay in for- 
warding the Lists of cases that have been traced out to the Reserve 
Bank of India, Enforcement Directorate and the Central Board of 
Direct Taxes for further investigation and desire that this should 
be done forthwith, in case it has not already been done. 

Nm-disclosure of Agency Commission by Socotra International 
Private Limited (Paragraphs 1.53 & 1.54) (S. Nos. 9 & 10) 

1.28. In respect of the transaction relating to Socotra I n t m a -  
tioaal Private Limited, New Delhi, commented upon by Audit, the 
Committee, in paragraphs 1.53 and 1.54, had observed: 

"1.53. In  respect of the transaction relating to Socotra Inter- 
national Private Ltd., New Delhi, pointed out by Audit, i t  
is evident that this has been done only to conceal facts. 
From the letter of the Director General, India Supply 
Mission, Washington dated 30th November 1972, the 
Committee find 'that the Indian agent had also gone to the 
extent of pressing the principals not to disclose the com- 
mission payable. This is most serious. The explanation 
sulxequently offered by the foreign supplier and the 
agent that only US dollar 0.30 represented the comrnis- 
sion and the balance of US dollar 0.95 a retainer and a 
marketing consultancy fee is far from convincing. As has 
been rightly pointed out by the Director General, India 
Supply Mission, Washington, a 'retainer' is generally in 
the nature of a fixed monthly or annual payment unre'la- 
ted to the actual quantity or volume of purchase in a given 
case. In fact, in the case of a number of agreements en- 
tered into by the India Supply Mission, London, and the 
Directora'te General, Supplies and Disposals, the prin- 
cipals have paid a Axed annual service fee irrespective of 
whether they sell Y fertiliser to the Government of 
India or not. The ommittee are, therefore, not satisfled 
with the explanation of Socotra hternational Private 
Ltd. and are of the opinion that a prima facie case of 
malpractice has been established." 



"1.54. The Committee have been informed by the Department 
of Supply that this case is already within the knowledge 
of the Reserve Bank of India and the Enforcement Direc- 
torate. The Committee cannot but express their anxiety 
with the slow progress of the case and desire that the in- 
vestigations should be completed expeditiously and appro- 
priate action taken. The outcome of the investigations 
and the action taken thereon should be reported to the 
Committee." 

1.29. In  their reply dated the 1st November, 1975 the Department 
of Supply have stated: 

"The contract on MIS. Agrico Chemicals provides commission 
to the Indian agents M/s. Socotra International. The 
contract provides payment of $ 1.25 per MT to Socotra out 
of which 30 cen'ts/MT was towards their commission and 
@ 95 cents/MT towards their retainer. The payment @ 
30 cents/MT has already made and confirmed by RBI. So 
far as the payment @ 95 cents/MT is concerned, it has not 
been released so far and the case is under examination in 
consultation with Law. Till a final opinion is taken, whe- 
ther there had been a malpractice or not cannot be con- 
firmed, India Supply Mission, Washington have received in- 
timation under letter dated 13-6-1975 from the lawyers 
viz. Hall, Estil, Hardwick, Gable. Collingsworth & Nelson, 
of M/s. Agrico Chemical Company to the effect that 'al- 
though the Government of India has been credited by 
Agrico with this sum of $ 43,343.49 for the purpose of 
paying that sum to Socotra, Agrico has decided that pay- 
ment to Soco'tra should not be further delayed. Agrico has 
accordingly decided to pay Socotra $ 40,800 pursuants to 
Agrico's original agreement to pay Socotra $ 1,700 per 
month for a 24 month period. Socotra has agreed to accept 
this sum from Agrico as full payment for Socotra's monthly 
consulting fees and in return for the same. Socotra has 
agreed to assign to Agrico all Socotra's rights that have ac- 
crued to Socotra vis-a-vis the Indian Government by reason 
of the Indian Government's not paying Sacotra the $ 95 per 
ton which had been credited for that purpose by Agrico to 
the Indian Government and Socotra has consented to 
payment of such $ 43,343.49 by the Government of lndia 
to Agriso." 



F'urther, India Supply Mission, Washington has also received 
a copy of assignment agreement dated 19-5-1875 between 
M/s solcstra International Private Limited, Mew DeW 
and M/s. Agrico ChemicaI Co., Tulsa, USA to this effect. 

The Department of Supply have informed the Reserve Bank 
of Indm Central Board of Direct Taxes and the Enforce- 

ment Directorate about this agreement reached between 
M/s. Socotra and M/s. Agriab? 

1.30. The Department of Revenue & Insurance have, in their 
Action Taken Note dated the 13th August, 1975 furnished to the 

Committee in this connection, stated: 

"This is one of the three cases centralised with the IT0 Com- 
pany Circle I, Delhi under the charge of Commissioner 
of Income-tax, Delhi-11. This is an Indian Company in- 
corporated in April 1956. It has been ascertained that 
Ws. Socotra International Pvt. Ltd. derive income mostly 
from Commission agency and a substantial portion of 
commission income is in respect of contracts enter- 
ed idto by the Department of Supply. The assessments 
upto and including 1973-74 have been oompleted. The 
accounts of this company will be subjected to thorough 
scrutiny while completing the pending assessment's under 
the overall supervision of the D.I. (Investigation) and 
'the assessments of the earlier years will also be reopened, 
if found necessary." 

1.31. The reply* dated 25th August, 1975 of the Department of 
P m n n e l  & Administrative Reforms to the recommendation con- 
tained in paragraph 1.54 is as follows: 

"The case is under investigation by the Enforcement Dir- 
ectorate. All attempts are being made to finalise the in- 

vestigation as early as pwsible." 

1.32. The Conw&ttee find the reply now furnished by the Depart- 
mePt of Supply rather intriguing. While tbe Department of Sup 
& lirs d e e d  not to release the payment of US Dollar 6.95 per MT, 
pending examinntioll of the case in consultation with the Ministry of 
Mw, the forsjga sudier, Agrico Chemical Company, appears te 
b e  ebterrsd into am apeerneast with S o d r a  Intematimal Private 
Ltd. to make a payment of US Dollars 40,800 on the ground that 

+Not Vetted in Audit. 



'payment to Socotra s b p l d  not be hrther  delayed'. In +rn f y ~  
tW  pent, Sbcbtia gas agreed'to assiga to h e o  all tIib rig& 
tlkt habe accrued to tbe Lndian agent vis-a-vis t b  1n& Govaiii-" 
m a t  and consented to the payment of US Dollars 41$!43:49 6; &d 
4%wennment of India to t b  foreign supplier. I t  is tlot v e v  clear to 
the dommittee fro& the DepartmentJs reply wgether the legal impli- 
cations of Socotra entering into such an agreement which in turn t 
binding on the Government of India have been M y  examined and 
the vLdidity of the agreement ascertained, espedallry in view of thb 
fact that the payment in question is under dispute. Actually, t b  
appears to ba a perverse ruse by the Indian agent to obtain paymeat 
of the disputed amount in a round about manner. Besides, udder this 
agreement, since the Government of India would be liable to pay an 
amount of US Dollars 43,343.49 to the foreign supphr  as against the 
paymeat of US Dollars 40,800 by the foreign supplier to Socotra, 
there would in any case be a net outflow of foreign exchange, despite 
the fact that the agent's commission is payable only in Rwpees. 

1.33. Mother peculiar point arising out of the Department's reply 
is that while the alleged retainer and marketing consultaney fee p y a -  
b 4  to Socotra by the foreign supplier had been indicated hitially 
an a 'per tonne' basis st US Dollar 0.95 per metric tonne, in the agree 
ment now entered into between the foreign supplier and the Indian 
agent, the amount payable to Soeotra bas been worked out on a fixed 
monthly basis. Obviously, there is more to this devious transaction 
than what meets the eye. 

1.34. The Committee, therefore, feel that by timely and correct 
action, Govmment could have avoided the embarrassing situation 
that has emerged and are thoroughly dissatisfied with the manner in 
which the entire case has been handled. A proper examination of the 
legal implications of the agreement now entered into betwan Socotra 
and Agrico is immediately called for and Government must take spe- 
cific steps to foil what seems to be a slprreptatious attempt by the 
foreign supplier and the Indian agent to carry through a transaction 
which, prima facie appears to be unjlrstiffed The find diecision om 
the payment of US Dollar 0.95 per m& tonne to h o t r a  shodd 
a h  be taken after car& and expeditious consideration of the latest 
devabgments that have taken place so as t~ ensure t h t  Wvernmat  
does not fall'a prey to the devious devices empaO~ed by the trade. 

1.35. The Committee are also concerned over the unc6115cionable 
delay in investigation of this case by the ~ n f o r c e m d  Diectorate 



and must reiterate their earlier recommendation contained in para- 
graph W of the 160th Report that the investigations should be com- 
pleted expeditiously. 

Iq&rllocking of capital betweem breign suppliers and ljndian 
Agents (Paragraph 1.57-S. No. 13). 

1.36. Commenting on the establishment by some foreign suppliers 
of their own branches or subsidiaries in India to function as their' 
Indian agents, the Committee, in paragraph 1.57, had observed: 

"Another aspect which has come to the notice of the Com- 
mittee is that foreign suppliers organise what appears to 
be either their own branches or subsidiaries in India to 
function as their agents in India. For ihstance, the Com- 
mittee find that M/s. Interore, New Delhi are Indian agents 
for MIS. Interore, New York and the agency commission 
is decided in individual contracts. Similarly, MIS. Com- 
pagne Indo-Francaise de Commerce, New Delhi are the 
Indian agents for MIS. Comptoir Francies De L Azote 
(CFD), Paris and MIS. Indi'sche-Osterreichische Handel- 
Sgsellschaft Pvt. Ltd.. New Delhi are the Indian agents for 
MIS. Chemie Linz., AG, Austria. In the former case, the 
principals are said to pay a fixed service fee of French 
Francs 20,000 a year to the Indian agents and in the latter 
case, a fixed service fee of 100,000 in Austrian currency per 
year. Yet another instance is the payment of Italian Liras 
2,250,000 per year as service fee by M/s. Montedison, spa, 
Italy to their Indian agents MIS. Societa Commerciale 
Indo-Italiana Pvt. Ltd.. New Delhi. In all these cases, the 
service fee is payable irrespective of whether any fertiliser 
is sold to the Government of India or not. No doubt, the 
Department of Supply would say that the servi'ce fee in 
all these cases has been paid only in Indian Rupees. The 
very names of these Arms operating in lndia would, how- 
ever, suggest that these are only foreign Anns in  the garb 
of 'Indian' agents. In  all probability there is an inter- 
locking of capital between some of these foreign suppliers 
and their so called Indian agents. Interore, New Delhi fs 
dm, perhaps, only a subsidiary of Interore, New York. If 
foreigners hold a substantial interest in these agencies, 
the repatriation of the proflts of these agencies, after de- 
duction of tax due in India, is permissible under the exist 



ing law. The Committee, therefore, desire that 
Government should investigate in detail such interlocking 
of capital and whether any such service fee, retainer or 
agency commission, received in rupees by such companies 
has been repatriated in foreign exchange as profits of the 
companies and, if so, what has been the net outflow of 
foreign exchange in these cases. The outcome of these 
investigations should be reported to the Committee." 

1.37. In reply, the Department of Supply have stated in one laco- 
nic sentence: 

"The Department ,of Ranking is examining the matter." 

1.38. The Committee stress that delay in such cases being undesi- 
rable, the Department of Banking should complete its examination of 
the interlocking of capital between different foreign suppliers of fer- 
tilisers and their own branches or subsidiaries in India which func- 
tion as their Indian agents and intimate the action taken thereon to 
the Committee early. 

Non-levy of penalty for supply of substandard urea by KCF'C, 
Kuwait (Paragraph 158431. No. 14). 

1.39. Dealing with the question of levy of penalty for supply of 
sub-standard fertilisers, the Committee, in paragraph 1.58, had, inter 
alia, observed: 

"The Committee would also like to know the reasons for the 
non-levy of any penalty in four cases of supply of sub- 
standard urea by KCFC, Kuwait in November 1973." 

1.40. The reply furnished in this regard by the Department of 
Supply is reproduced below: 

"With regard to the 4 shipments with substandard fertilisers 
from Kuwait, the position is as given below: 

The case has been examined. The ships involved are: 'FARIDA', 
'MALDIVE BUILDER', 'MALDIVE EXPRESS' and 'ACTI- 
VITY'. The pri'll size was slightly more than 10 per cent 
given in the specifications. The local agents approached 
the Ministry of Supply for acceptance with the above 
higher percentage of prill size. The Department of Sup 
ply referred the matter to Agriculture who confirmed rela- 



xation of specifications, which meant lowering of the speci- 
fications in the contract. Agriculture Depqtment normd- 
ly indicate t ~ e i r  opinion whether penalty shoulh be impo- 
sed, but leave it to the Department of Supply to Ax the 
actual quantum of penalty. In this case, however, Agricul- 
ture Department stated that they were prepared to rekx 
the specifications and did not say that the relaxation of 
specifications involved a reduction in utility of the fertili- 
ser, or that a penalty should be imposed. Agriculture 
Department also pointed out that the quantities involved 
were very small. Hence this Department did not levy any 
penalty." 

1.41. Since Urea of relaxed specifications has been accepted by the 
Deputmemt of Supply, in consuitatian with the Department of Agri- 
culture, the Committee would like to know whether any attempt hid 
bem made to negotiate a reduction in price Yoz the supplies not 
confomhg to the prescribed s ~ c g t i o n s  and, if not, the naswr 
therefor. 



CHAPTER II 

RECOMMENDATIONS/01BSERVATIONS THAT HAVE BEEN 
ACCEF'IED BY COVEWMENT 

Recommendation 

Though the Department of Supply have maintained that the com- 
mission actually declared is paid to the agent only in rupee and, , 
t h e f o r e ,  no foreign exchange angle is invalved, the Committee are 
concerned to note that the agents' commission had not been dis- 
cl-d initially in  two cases, test dheckd by Audit, as required' 
under the standard conditions of contract. In one case (Socotra 
Inbrnational Private Ltd., New Delhi), the Indian agent had re- 
peatedly declined to disclose the commission and had also gone to 
the extent of pressing upon the principal (Agrico Chemical Com- 
pany, Oklahama, USA) not do so. A disclosure of the commission 
payable had been made by the agent only after pernation. Fur- 
ther enquiries with the supplier, however, revealed a different posi- 
t ion While the Indian agent had disclosed the commission as US 
Dollar 0.30 per metric tonne. the foreign supplier had subsequently 
intimated the commission as US Dollars 1.25 per metric tonne. Lt 
is also surprising that in respect of two subsequent con- 
tracts entered into by the India Supplv Mission, Washhgton, with 
.a fully-owned subsidiary company of the foreign supplier who had 
executed the earlier contract, the agency commission payable to 
Socotra International Private Ltd., had been providd as US Dollar 
0.50 per metric tonne as against the rate of US Dollar 0.30 per me- 
tric tonne provided in the contract mentioned in the Audit para- 
graph and the rate of US Dollars 1.25 per metric tonne intimated by 
the foreign supplier in that case. 

[S. No. 2 (Para 1.46) of Appendix VII to 160th Report 
(5th Lak Sabha)] 

Action Taken 

Noted. 

[Department of Supply O.M. No. P. 111-=(4)/75 
dated 1-11-1975] 



Recommendation 
I t  is most likely that many of the Indian agents arrange to re- 

ceive their commission directly fmm the foreign suppliers abroad 
in foreign exchange which not repatriated and is likely to be uti- 
Esed for ~ w h s  purposes. The Secretary, Department of Supply, 
has also stated that if the entire amount received as commission by 
the Indian agents was not revealed, Government would not know 
about it and that he was not aware whether information on receipt 
of amounts not specified in the contract was made available to the 
Government. It  has also been stated by the representative of the 
Reserve Bank of India that unless the Bank was informed of the 
cases in which commission was receivable, the Bank cannot exercise 
any check on the repatriation of the amounts, if any, received ab- 
mad. He has also stated that no procedure exists for checking in- 
visible transactions. The Committee are unable to accept the con- 
tention of the Department of Supply that no foreign exchange an- 
gle is involved. The Committee desire that this aspect should be 
examined thoroughly by the Ministry of Finance, Central Board of 
Direct Taxes, in consultation with the Reserve Bank of India and the 
Enforcement Directorate, both from the foreign exchange and from 
the taxation angles and the measures taken to plug the loopholes. 

[S. No. 5 (para 1.49) of Appendix VII to 160 Report 
(5th Lok Sabha)] 

Action Taken 
Department of Supply 

As this concerns several Departments, it has been decided to 
form a working group consisting of representatives of the Depart- 
ment of Supply, Department of Economic Affairs, Ministry of Com- 
merce, Ministry of Defence, Railway Board, P. & T. Board and the 
Central Board of Direct Taxes, Director of Enforcement, Reserve 
Bank of India. The Group will examine the entire question of 
agency arrangements of the Indian Agents and suggest appropriate 
regulatary and control measures. Government will take suitable 
action in the light of the Group's recommendations. 

[Department of Supply O.M. No. P. III-22(4)/75 
dated 1-11-1975] 

DepaTtment of Revenue and Insurance 

Tfiis is  a general recammendation regarding suspected evasion/ 
avoidance of taxes of resident assessees having dealings with foreign 



concerns. A working Group has been set up with the Director Ge- 
neral of Revenue Intelligence and Investigation as the convener to . 
study in greater depth this problem and its ramifications on the 
economy of the country with particular reference to the leakage of 
foreign exchange and evasion of taxes. The other members of the 
,Group are representatives of the following Departments. 

1. Reserve Bank of India 
2. Central Board of Direct Taxes 
3. Department of Economic M a i m  
4. Department of Supply 
5. Railway Board 
6. Post & Telegraph Board 
7. Ministry of Commerce 
8. Ministry of Defence 
9. Directorate of Ehforcement 

The terms of reference of this Working Group are as follows: 
(a) To examine the entire question of the agency arrange= 

ment of the Indian Agents and to suggest appropriate fec- 
tificatory and control measures; 

(b) To suggest measures to prevent the mime of foreign ex- 
change so that no foreign exchange reserves are built up 
by such agents; and 

(c) To suggest steps to prevent evasion of taxes and/or breach 
of foreign exchange Regulathns. 

Appropriate action will be taken on receipt of the report of the 
Working Group. 

[Ministry of Finance (Department of Revenue & Insurance) 
O.M. No. 241/1!75-A&P AC-I d a t d  13-8-75'] 

Cabinet Secretarial, Depal-tment of Personnel and .4dministratioc 
Reforms 

The question of cu-ordination had been taken by the Ministry of 
Finance and a working group with the Director General of Revenue 
Intelligence and Investigation as the Convener, had been set up by 
the Finance Secretary. They have examined this issue and made 
their recommendations to the Finance Secretary. 

[Department of Personnel and Administrative Reforms Cabinet 
Secretariat D.O. No. 42/3175-AVD IV dated 25-8-19?5*] - - - -- 

+Not vetted in Audit. 



According to the instructions issued by Government in May, 1W, 
any agreement with foreign suppliers should provide that the lat- 
ter would discl~se the name and address of the Indian agent, the ser- 
vices to be rendered by him and the remuneration payable to him. 
However, no uniform practice is followed by the Supply Missions 
in Washington and London and the Directorate General, Supplies 

Disposals. While the standard conditions of contract of the 
lndia Supply Mission, Washington provide that a foreign supplier 
would intimate the rem'uneration payable to his Indian agent, it is, 
however, not required of him to intimate what services m u l d  be 
rendered by the agent. On the other hand the conditions of contract 
of the India Supply Mission, London and the Directorate General 
Supplies and Disposals for foreign purchases do not xequire the dec- 
laration of the agency commission payable to the Indian agents. The 
Committee have been informed by the Department of Supply that 
they have taken up a study of the contracts of these three agen- 
cies, in respect of general stores and other stores as well as ferti- 
b e r s  to see that no loopholes exist and to remove doubts and ambi- 
p i t h s .  A specific clause foi the declaration of the Indian agents' 
commission is also proposed to be incorporated in the contracts. 

CorrYnittee desire that this should be done expeditiously. There 
should s b  be an efkctive liaison and coordination between the 
Department of Supply, Reserve Bank of India, Central Board of 
meet Tmes and the Enforcement Directorate so that prompt ac- 
tion can be taken as soon as such transactions come to notice. 

IS. No. 8 (Para 1.52) of Appendix VII to 160th Report (5th Lok 
-1 3 

Action Teksn 

Pepattment of Supply 
The standard conditions d contract ob @&I, Washington oon- 

tain a &use which require the contractor to make a fun written 
disclosure of the amounts pf agency commission or any other remu- 
neration payable bo the Indian Agents. A similar specific clause on 
m c y  commission has been included in the case of ISM, London 
also. In case of WS&D also the tender enquiries issued rewire the 
$isclosure of agency co mmission, which is then included in the con- 
tract. However, the Department of Supply have taken up a study 
of the contracts of these three agencies in reepect of general stores 
and other stores as well as fertilisers to we that no im@arttihs 
exist and to remove doubts and ambiguities. 



As mentioned above, the Working Group f o r m e  will lpve an 
dfective coordination. This committee has the following points of 
references:- ! I 

(1) examine the entire question of the agency arrangements 
of the Indian Agents and suggest appropriate refplatmy 
and control measures; 

(2) suggest measures to prevent the misuse of foreign ex- 
change, so that no secret foreign exchange reserves are 
built up by such Agents; and 

(3) suggest steps to prevent the evasion of taxes and/or 
breach of foreign exchange regulations. 

[Department of S=ly O.M. No. P. .UI-22(4)/76 
dated 1-11-1975] 

Department of Revenue and Insutance 

As already mentioned, a Working Group with Director General 
of Revenue Intelligence and Investigation as the convenor has been 
set up to study, in depth, this problem and its ramifications on the 
economy of the countrg with particular reference to the leakage of 
foreign exchange and evasion of taxes. Necessary action will be 
taken on receipt of the Working Group's reporb. 

f'Ministry of Finance (Department of Revenue & Insu1"811& 
O.M. No. 241/1"&A&P AC-I dated 134b751 

Cabinet Secretmiat, Department of Personzel and Administrative 
Reforms 

Tbis matter had been examined and considered by this wor- 
group headed by the Director General of Revenue Intelligence & 
Investigation which was set up by the Finance Secretary. 

[Department of Personnel and Administrative Reforms Cabinet 
Secretariat D.O. No. 4213175-AVD, IV, dated 28-8-1975*]. 

The total agency c o d s s i o n  payable to the firm in respect of 
thirteen contracts (excluding two contracts for which the commis- 
sion had not been indicated) worked out to the Rupee equivalent of 
US Dollars 56,687.50 plus Canadian dollars 23,875, at the correspond- 
ing preding rates of exchange. The Committee would like to Itnotk 
whether all the amounts received by the Arm as commission had ---- 

*Not vetted in Audit. 



been duly declared in the Returns of Income and assessed to tax. 
In case the firm has also been guilty of evasion of tax, the Commit- 
tee require that appropriate proceedings should be initiated fonth- 
with and the msxirnum punishment provided under the law meted 
,out. 

[S. No. 12 (Para 1.56) of Appendix VII to 160th Report 
(5th Lok Sabha)] 

Action Taken 
Department of Supply 

A list of contracts involved has been indicated in Appendix 11. 
The Central Board of Direct Taxes have initiated action, vide D.O. 
No. 211(1175-A&P CI, dated 16th May, 1975. 

Further Report will be submitted latex. 

[Department of Supply O.M. No. P. 111-22(4)/75 
dated 1-1 1-1975) 

Depurtment of Revenue and Insurance 

In this connection, the reply to para 1.51 given above may be 
referred to. This is one of the three cases centralised with the IT0 
Company Circle I, Delhi under the charge of Commissioner of In- 
come-tax, Delhi-11. This is an Indian Company incorporated in 
Aplil, 1966. It  has been ascertained that M/s. Socotra International 
(Pvt.) Ltd., derive income mostly from Commission agency and a 

.substantial portion of commission income is in respect of contracts 
entered into by the Department of Supply. The assessments upb 
and including 1973-74 have been completed. The accounts of this 
Company will be subjected to thorough scrutiny while completing the 
pending assessments under the overall supervision of thv D.I. 
(Investigation), and the assessments of the earlier years will also be 

mpened,  if found necessary. 

w n i s t r y  of Finance (Department of Revenue Xc Insurance) 
0,M.  No. 241/1!75-A&P AC-I dated 13-8-75] 

From the details of instances of supply of sub-standard fertilisers 
Iurnided by the Dep.rtment of Supply, the Cornmithe Bnd thd 
during the m o d  1971-73, there were ae many as twenty t h m  im- 
tames of sub-standard supplies. Of there, penalties on the suppuem 
have been imposed merely in seven cases. While 8 W d o n  not to 



[S No. 14 (Para 1.58) of Appendix VII to 160th Rq#r( 
(5th Idt Sabhn)l 

Action takem 

With ward  to the 4 shipments with &standard fertillser fraq 
Kuwait, the position is as given below:- 

The case has hen examined, The ships involved are 'FARI- 
DA'. 'MALDMC BUILDER', 'MALDNE EXPRESS' and 'ACL'IVI- 
TY'. The prill size was slightiy more than 10 per cent given in the 
specifications. The local agents approached the Ministry of 
for acceptance with the above higher percentage of prill size. The 
Department of Supply referr& the matter to Agriculture who wn- 
firmed relaxation of specifications, which meant lowering of the 
specifics tions in the contract. Agriculture Department normally indi- 
cate their opinion whether penalty should be imposed, but leave It 
to the Department of Suppily to Ax the actual quantum of penal@. 
In this case, howevar, Ajpiculture Department stated that they were 
prepared to relax the specifications and did not say that the relaxatioion 
of specifications involved a reduction in utility of the fertillser, or 
that a penalty should be imposed. Agriculture Department eleo 
pointed out that the quantities involved were very small. Hence 
this Department did not levy any penalty. 

Out of 12 cases of substandad supplies decision has been takm 
in 10 cases as mentioned below and two cases are under vigorous 
examination of the Ministry of Agriculture, The positipn of ten 
cases is as below:- 

(1) In respect of seven &ups t x  , 'Jag Asha', 'Vishwa Shalrti*, 
'Troyan', Zitija', 'Jag Vijay', VaUnff and 'Jag Anrad 
which crrrled Murbte of Potaeh with higher Nrcl conhit 

1429 lS-3. 



w 
e i  ;+a' 

ngainsa -' ?me m(mA) q73f 
i6&?&on Vs. ~aapotex'&4 YM%&&P 
iw its 1s&tIn&h@¶~~*n''W-7-% deeid& 

cuinmentircrcp AgSeuIbre Departme 
time TaBa ~liissftjh, Washin&oti mtty tly t6* ex? 
plain the reamm for r e e e r y  to the sJ&lieri ' while w. of Agriculture. sho'hld also take' this step iFrfth the 
Canadian Embassy in India as mast of the purch'ases of 
MOP from Canada were under the Canadian Credit. * ' 

(2) In respect of ship 'Granton' which carried DAP against 
contract No. FP. 551721DAPi514 dated 30-3-1972 recovery 
to the extent of $7,113.9? has been effected by India 
Supply Misson, Washington In November, 1974. 

(3) Ln respect of vessel ' K b h  Islandp which carried ANP 
against contract No. M. 18608/470/73/Misc. dated 11th 
September, 1972 Fert~liser Purchase Committee in 1t.s 
meeting held on 30th July, 1975 decided not to levy any 
penalty in view of the small quantity with deviation in- 
volved and also sources of supply being limited. 

(4) w d i x r g  vessel 'Khian Sun' which carried ANP aga* 
contract No. M. 1~5/698/7WMisc. 3, dated 12th April, 
1973 a decision was taken on 17th October, 1974 b recover 
DM 39,175.17 in respect of material with deviation carried 
in this ship as d l  as ship 'Jalagirija'. 

[Department of Supply 0. M. No. P 111-22 (4)/75 dated 1-11-1975] 

" A general queshon that arises out of the examination of the facts 
btowt out in the A d t  paragraph and those subsequently brought 
to the notice of the Committee is whether there is any need for agents 
in such transactions. The Committee can understand the need for 
such a@% in the case of imports of plant, machinery and other 
quipment where after-sales services are involved. However in the 
aase of imNrts of commodities such as fertilisers or foodgrains, where 
there is no qu&ion of maintenance. the role of the Indian agent 
iB $ q. utility. - 

i c  

k,@70 @ 1&4 (UPtq:&pt~mbei) the total 
;;mtum of '2ommidm pld 0 the Indian agents for pyJure of 
fertSliscrs by the India Supply Mission, Weshington, alone amwnt- 



ed to the rupee e q ~ i v a l e ~ ~ o g + $ J & $ & ~ r  3.72 lakhs plus Canadian 
dollars 0.M hkh,  in 118 cases. It h'as t e n  stated by the Secretary, 
Depwtqmtl of Suapllp, d d u j n g q d W  tbat not :wefly Indian mt 
was yorking,tb the be& intis-est of (3pwmmmt and that I@ of 
inforkmtion w& be&g supplied by Uze ,h@ipn -en% to tbe+hreign 
supplier which often' placed Government a t  a disadvantage a t  the 
negotiating table. The Ccmrnittee are, 4herefore of the view that 
Govrlrnment should deal directly with the foreign suppliers. This 
shoubi not be very difficult h e e  Government already have their 
own wganisations in Washington and Lqndon. The Committee find 
no rc Bmns whatsoever as b3 why the import of fertilis&% should 
not t e  made only through the Minerals and metals Trading h- 
porat? on. 

[S. Nos. 16 and 17 (Paras 1.60 i n d  1.61) of Appendix VII to 160th 
Report (5th Lok Sabha)] 

Action taken 

PL rchase of fertilisers from East European countries is already 
done by the MMTC. The Government of India have decided that from 
1-8-75 the work relating to procurement of fertilisers from other 
re@ol ~s also will be handled by MMTC while the Department of Sup- 
ply mill process only the existing contracts for completion and that 
from 1-12-75 the complete work of fertilisers could be done by MMTC, 

[Dc partment of Supply O.M. No P 111-22(4)/75 dated 1-11-1975)]. 



The Committee also d e b  that Government should examine 
the aclviaability of mopening and resxaminmg cases in which agency 
commission has been pard during the past 16 years to ensure that there 
have heea no violations of the Foreign Exchange Regulations Act and 
that there has been no evasion of tax. Stringent action should be 
taken on those Indian agents who are found guilty of economic 
offences. 

IS. No. 7 (Para 1.51) of Appendix VII to 160th Report (5th Lok 
s a b )  1 

I t  has wt been possible to trace out the caves of the psst 
16 years. EXo& are being made to collect as many cases ea 
possitle. The Lists are being sent to the Reserve Bank of India 
Enforcement Directorate and the Central Board of Direct Taxes 
tor hwther investigation. 

[Department of Supply O.M. No. PITI-22-(4)/75 
dated 1-11-75] 

Department of Ravemue & Insurance 

The names and addresses of the Indian Agents of the Foreign 
suppliers are given by the P.A.C. in their Report. From the 
addmlses given it appeared that most of the cases were in Delhi 
and, therefore, it was proposed to centralise all the cases with 
one Income Tax Officer at Delhi for proper investigation. But, 
on further enquiries, it is learnt that only three cases are assessed 
in Delhi. Steps have already been taken by the Central Board 
of Direct Taxes to centralise these cases with one Income tax 
OBicer under the charge of Commissioner of Income-tax, DelN-r[ 



and - ~ t r u c ~  to 20 tbiseflect have already: been issued to C o m m b  
dmer of Income-tax, Delhi-11. Likewise, three cases in the 
charge of Commissioner of Income-tax, Hyderabd have beem 
centralised with the Income-tax Offtcer Company Circle C Ward, 
Hyderabad. The remaining cases relate to Bombay, West Ben@ 
and Madras charges. Commissioners of Income-tax, Bombay, 
Cakutta and Madras have accordingly been directed to take 
immediate action to centrake all such cases with one Income-fax 
OfZicer in their respective charges to facilitate proper investiga- 
tion. The assessments ih all these cases will be completed under 
the overall supervision of the DI. (Investigation). 

[Ministry of Finance (Department of Revenue & Insurance) O.M. 
No. 241/1/75-A and PAC-I dated 13-8-1975] 

Cabinet Secretariat, Department of Personnel m d  
Administrative Reforlms 

+The Enforcement Directorate is concerned with the specific 
cases of wntraventions of the provisions of Foreign Exchange 
Regulation Act. The regulatory functions under the Foreign 
&change Regulation Act are performed by the Reserve Bank of 
India under the overall direction and control of the Department 
of Economic Maim The foreign exchange earned and repatriated 
by an individual or concern is not required to be reported to the 
E n f o m e n t  Directorate. The Enforcement Directorate will 
take action as and when any ~pecific cases of Foreign Exchange 
violations come to its notice or are referred to it either by the 
Reserve Bank of India or by any other Government department. 

[Department of Persoanel & Administrative Reforms-Cabinet 
Secretariat D.O. No. 42/3/75-AVD.TV dated 25-8-1975*] 

The Committee a h  And from the information furnished by 
Ole Deparbnent of Supply that besides the contract mentimed 
h the Audit paragraph and two other contracts subquently 
bmaght to their notice during evidence, MIS. Socotra InternatjonaI 
Private Ltd. had a h  functioned as the Indian agents in respect 
of twelve other contracts for the supply of fertilisers entend into 

the I d a  Supply Misdon Wrrshfngton m g  1970-74 (upto 
Beptember, 1874). And a* the ag- Carmnissiw pyable 
tiad not been fadiceted in two of these contracts. The Committee 

_--I_ - 
- * ~ o t  vetkd tn k t .  



desire that all these transactions should be investigated thoroughly. 
The Committee would await a further report in, this regard. 

NO. 11 (Para 1.55)' of Appendix i?1 to 1 6 0 t ~  Report (Mi Lok 
Sabha) ] 

Action Taken 
Department of Supply 

Both the contracts referred to above involve the Indian Agents 
M/s. Socotra International. One contract is for DAP with Principals 
M/s. Agrico, USA and other is with Principals MIS. Canpotex for 
MOP. It  has been ascertained from ISM, Washington as to why 
the agency commission was not indicated in the contract. ISM, 
Washington has confirmed that against both these contracts, the 
Indian Agents are entitled to receive only the market consultancy 
fee and no agency commissim is payable to them. Hence no agency 
commission could be indicated in these contracts. 

[Department of Supply O.M. No. P. III-22(4)/75 
dated 1-11-1975] 

Department of Revenue and 1 nswance 
In this connection, the reply to para 1.51 may be referred to. 

This is one of the three cases centralised with the IT0 Company 
Circle I, Delhi under the charge of Commissfoner of Income-tax, 
Delhi-11. This is an Indian Company incorporated in Aptil, 1966. 
It has been ascertained that M/s. Socotra Intefnational (Pvt.) Ltd., 
derive income mostly from Commission agency and a substantial 
portion of commission income is in respect of contracts entered into 
by the Department of Supply. The assessments uptot and including 
1973-74 have been completed. The accaunts of this Company will be 
subjected to thprough scrutiny while completing the 'pe"riding assess- 
ments under the overall supervision of the D.1: (Investigation), and 
#e asammnts of the earlier years will also be reopened, if found 
necessary. 
ministry of Finance (Department of ' 'Revenue & Insurance)--0.M. 

No. 241/1/75-A&PAC-I dated 13-8-1975] 

*The Case is under investigation by the ' ~ n f o d k e n t  b r a t o -  
rate. AU attempts are being made to findlse the investigation - c . . 
as early as pwible. . , I 

# :,*:: 
[Department of ~eisonnel  & ~dminbtraf ive  &forxk-&bbt 

Secretariat D.O. No. 42/3/75-w&IX d p w  2&4-1975> 
- - -  -- ---- - - --- 

*Not vetted in Audit. + 



Recommandat ion 

In respect of supplies of substandard fertilisers, the Committee 
are also surprised to find that no action has been taken against the 
Indian agents in these cages,., ,Th c r r n i t t e e  would like to know 
the contractual obligations of the  Yn ian agents in respect of 
supplies of defective or sub-standard, fertilisers In case they ,ate 
also liable under the contract, the Committee would like to be 
informed of the reasons for not taking any action against the 
Indian agents. 

[S. No. 15 (Para 1.59) of Appendix VII to 160th Report (5th Lok 
Sabha) ] 

Action Taken 
O u r  contract is with the Supplier and not with the Indian 

Agent. The Indian agent has no legal liability, and no action can 
be taken against him. 

[Department of Supply O.M. No. PIZI-22-(4)/75 
dated 1-11-1975] 



'q%e Committee find that widely divergent rates of commission 
are being paid to Indian agents by foreign suppliers in respect of 
@hw~zt pwchases d fettilisers by the India Supply Mission, 
h&ig?on. A test check by Audit of 44 agreements executed by 
the Midon, in 1971-72 and 1972-73, revealed that the Indian 
A@!W commission varied between 0.03 per cent and 1.41 per cent 
of .the- f.ab, value in 43 cases in which the commission had been 
intimated by the Indian agents on behalf of their principals. No 
aftersales service is involved in the case of fertiliser imports and 
the wmaaodity is also taken over by the Fertilizer Corporation of 
India as eoon as the vessels touch Indian shores. The Secretary, 
Department of Supply also stated during evidence tendered before 
the Committee that the Indian agents are of no help and the 
llttle service rendered by tfbem in making enquiries about the 
supply is a h  of no signiflcm a t  all. Under these circumstances, 
the Cnmmf- are Lndeed surprised to learn that Government 
bave not made any sttampt to ascertain the rationale for these 
rates. It would appear that the encouragement given by the Gov- 
ernment to In* agents is tantamount to granting patronage to 
m a t e  

[S No. 1 (Pam 1.45) of Appendix Vn to 180th Report (8th Lo& 
Sabha] 

Tbs SuPpb -t ha6 mt, in fact, given any encourage- 
~ e n t  to hdhn Apb of Partilfser suppliers As was brought out 
la the d d m m  $ven bedon, tbc PAC, the Supply Department ~~ tbrt no after-dee service L required for ferttll#m, and 
tbat W$an Agents have no tote to play trls-a-ub the purchssst 

I*pV(lrunt). OD the other hand, the Agent may be 
pdomhg men hslpM to tbe foreign Prladp.l (Suppk) 
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b t b  before ond &r acturrl salea The Principal presumably 
4he remuneration to the Agent on the basis of such assistance m- 
demd by the Agent to the Principal. The Supply Department has 
no legal power to compel the foreign supplier not to employ 
an Indim Agent, or not to remunerate him. However, the Supply 
Department has tried to ensure that whatever remunetation is 
paid is declared by the supplier, and further that the actual pay- 
ment to the Agent is not made in foreign currency. The Supply 
Department has no means, however, of checking any wilful evasion 
by the Prindpal or the Agent in t h ~ ~  matter. However, in recent 
years the supply Department has tried to eliminate Indian Agents 
altogether bv dealing diyect, as far as possible, with the various 
foreign suppliers. 

[Department of Supply O.M. No. PIII-22-(4)/75 
dated 1-11-1975] 

In the second case pointed out by Audit. the initial agreement 
had been executed without indicating the commission payable to the 
Indian agent (Voltas Ltd., New Deihi). The agreement was subsequ- 
~ t l y  amended providing agency commission at US dollar 0.75 per 
metric tonne, which worked out to 1.41 per cent of the C&F value. 
Here also, the foreign suppliers had not stated anything regarding 
agency commission payable, despite the clear provialon in this regard 
in the s!andard conditions of contract. 

IS. No. 3 (Para 1.47) of Appendix VII to 160th Report (5th h k  
% b h ) f  

Noted 

(Department of Supply O.Y. No. PIII--22(4)/75 
dew 1-11-1975] 

Fnnn the inionnation relating to the contracts for the PUF 
&we of f~ttilisers executed by the India Supply Mission, Wllshing- 
bn during 1970-71 (upto September, 1974) furnished by the Depar+ 
ment of Supply, the Committee observe that the tmnmhbn pay- 
dle to the Indian agents had not beem indicated in two cmtrsctr, 
~ t e d i n l 9 7 1 , ~ t w o ~ ~ h l m , i n o n e c ~ i a m u r d  
h aa+ cme B 1W4 (Socotre InternatioPel Private Ltd., Now Dclhi 



were the Indian agents in the last two cases). The Committee are 
also not aware whether in respect of other contracts executed by 

, the A&&+ID, the commissian had invari%kdy Mens dim- & 4he 
+tself itself or.  &lY upon enquiriks by &e Mb6fon. This*:nbn- 
-&vufgence 04 the agency comqnission payable seeds She Cwmmlit- 
4 y  b believe that there is a tendency on $he part of t U  foreign 

. suppliers grid the Undian agents to avoid disclosing~of. the o6mmis- 
&on for avoiding payment of tax with the object of accumulating 
foreign exchange abroad by violating the Foreign Exchange m u -  
ktions Att. 

I 

[S. No. 4 (Para 1.48) of Appendix VII to 160th Report (5th Lok 
Sabha) 1 

Action Taken 

De~ur tment  of Supply 

Noted. 

[Department of Supply O.M. No. PIII-22-(4)/?5 
dated 1-11-19751 

Depurtment of Revenue and Insurance 

This is a general recommendation regarding suspected evasion/ 
avoidance of taxes of resident assessees having dealings with 
foreign concerns. A Working Group has been set up with the 
Director General of Revenue Intelligence and 3,nvestigation as the 
convenor to study in greater depth this problem and its rmifica- 
tions on the economy of the country with particular referenhe to 
the leakage of foreign exchange and evasion of taxes. The other 
members of the Group are repqesentatives of the following Depart- 

1. Reserve Bank of India 
2. Central Board of Direct Taxes 
-3. Department of Economic Affairs 
4. Department of Supply. 
5. Railway Board 
6. Post & Telegraph Board 
7. Ministry of,  Cammerce 



The terms of reference of this Worklng Group are as follows: 

(b) To suggest measures to prevent the misuse of foreign 
exchange so that no foreign exchange reserves are built 
up by such agents; and 

(c) To suggest steps to prevent evasion of taxes and/or 
breach of foreign exchange, F@gulations. 

Appropriate action will be taken on receipt of' the report of 
Rhe Working Group. 

[Ministry of Finance (Department of Revenue & Insurance) 
O.M. No. 241/1/75-A&PAC-I dated 13-8-1975) 

Reommendation 

From the foregoing paragraphs, it is evident that there are 
more unseen factors in the institution of Indian agents than 
what meets the eye. The receipt of undisclosed commission abroad 
by the Indian agents helps them to accumulate untaxed foreign 
exchange abroad. It is surprising that such evasions have been 
continuihg under the very nose of Government out of Gdvern- 
ment payments. These are serious instances of failure to safe- 
guard the Government's interests. That such a state of aflbirs has 
been allowed to continue unchecked for a number of years wodld 
indicate negligence and ineBciency. Respunsibi1it.p for tHc failure 
to safeguard Government's financial interest's should k"rfixe3"for 
appropriate action. The action taken thereon shbuld' be infldmted 
to the Committee. 

[S. No. 6 (Para 1.50) of Appendix VII to 160th Report (6th Lok 
Sabha) ] 

A e t .  Taken 

As mentioned earlier, i t  is difficult to obtain full and correct 
Marmation abwt the Indian Agents of foreign suppliers and the 
exact araount of commirw;ian paid to them by t;he fo-reign syppliers. 
S h e  .the Fdian  Agents' .commission is an arrang&mi?nt ptween 
the Principals and the Indian Agents, we cannot cblhvl the 
foreign principals to disclose the quantum of agency csmmfs&on 
mid :by f h w .  Hence thqp is no evasion of any responsibipty on 

2 ." ., ' : ' 



tbs,patt &-any Government DepesLmhnt- A lfst of past dontracts 
hw bema ment to tbe Reserve Bank of India and the Centrel Board 
of Dhct Taxee and tho Enforcement MrectarPte for further 
inv#ti*. 

[Department of Supply O.M. No. PnI-22(4)/75 
bted 1-11-19751 

In respect of the transaction relating to Socotra International 
Private Ltd., New DeUri, pointed out by Audit, it is evident that 
this haa been done only to conceal facts. From the letter of the 
Diredor General, India Supply Mission, Washington dated 30th 
November, 2972, the Committee find that the Indian agent had also 
gone to the extent of pressing the principals not to disclose the 
commission payable. This is most serious. The explanation sub- 
sequently o f f d  by the foreign supplier and the agent that only 
US dohr 0.30 represented the commission and the balance of US 
d o h  0.95 a retainer and a marketing consultancy fee is far 
from convincing. As has been rightly pointed out by the Director 
General, India Supply Mission, Washington, a 'retainer' is gene- 
raw in the nature of a fixed monthly or annual payment unrelated 
to tfae actual quantity or volume of purchase in a given case. In 
fact, in the case of a number of agreements entered into by the 
India Supply Mianinn, London and the Directorate General, Sup- 
p 1 e ~  and Dispodq the principals have paid a fixed annual service 
fee h q x c t i v e  of wbether they sell any fertiliser to the Govern- 
ment of India or not. The Committee are, therefore, not satisfled 
with tbe explanatdon of Socotra 'International Private Ltd. and are 
of tbe opinion that a prima fcreie case of malpractice has been 
e;stebltrbsd. 

Tbe Committee .have been informed by the Department of 
Supply that this case is already within the knowledge of the 
Remme Bank of M a  and the Enforcement Directorate. The 
Camnittee caaaat but express their anxiety with the slow progress 
of tbs eere and W e  tbat the investigations should be completed 
e x p d W d y  and appropriate adion taka The outcddne of the 
&w@@&mlPnd tbe action taken t h e m  should be reported to * rammitktr. 

[8. h, 9 and 10 (Para 1.M &d 1.54) of Appendix Vn to 160tb 
Report (6th b k  Slbhs)] 



The contract on MIS. Agrico Chernicala pmvfdQs commfrdon to 
the I d a n  Agents MIS. Socotra Internattonal. The Contract p m  
vide8 payment of $1.25 per MT to Socotra out of which 30 
war towards their commission and @ 95 CentsIMT t o w h  tbdr 
rehiner, The payment @ 30 cents/MT has already been made ead 
confinned by RBI. So f a r  as the payment @ 95 cents/MT is con- 
cerned, it has not been released so far and the case is under exanha- 
tion in consultation with Law. Till a Anal opinion Is taken, wheteer 
there had been a malpractice or not cannor be confirmed. 

India Supply Mission, Washington have received mttmation 
under letter dated 13-6-1975 from the lawyers, viz. liall, Estil, 
Hardwick, Cable, Collingsworth & Nelson, of MIS. Agrice Chemical 
Company to the efPect that "although the Government of India has 
been credited by Agrico with this sum of $43,343.49 for the pur- 
pose of paying that sum to Socotra, Agrico has decided that pay- 
ment to Socotra should not be further delayed. Agrico has accord- 
ingly decided to pay Socotra $ 40,800 pursuant to Agrico's original 
agreement to pay Socotra $ 1,700 per month for a 24 month period. 
Socotra has agreed to accept this sum from Agrico as full payment 
for Socotra's monthly consulting fees, and in return for the same, 
Socotra has agreed to assign to Agrico all Socotra's rights that 
have accrued to Socotra vis-a-vis the Indian Government by rea- 
son of the Indian Government's not paying Swotra the $0.95 per 
ton which had been credited for that purpose by Agrim to the 
Indian Government, and Socotra has consented to payment of such 
$43,343.49 by the Government of India to Agrico". 

Further India Supply Mission, Washington has also received 
a copy of assignment agreement dated 19-5-1975 between 
MIS. Socotra International Private Limited, New Delhi and 
M/s. Agrico Chemi'cal Co.. Tulsa, USA, to this effect. 

The Department of Supply have informed the Reserve Bank 
of India, Central Board of Direct Taxes and the Enforcement 
Directorate about this agreement reached between M/s. Socotra. 
and M/s. Agrico. 

[Department of Supply 0 . M  No. PHI-22 (4) /75 
dated 1-11-1975] 



Department of Revenue and insurance 

' 4n Yhis eonnectian; the reply to para 1.51 given A r n e  :ma$%e 
r&n-ed~ k. ' This is oh& 09 %he threp Cgw ceatralised wib : the  
1'& &ihp&y Cifile. I, Dm+ under .tKe cbarg8 168 Cawm3aJloaiar 
of Ine~m(fit&, Ddhi-k This 1s "9n Indian Cmpany inicbspori9terE 
in fXpdl, '1'968. It' hgs' been a&ertdin& that %?I&! Socotka %ter*- 
national ( f i t . )  Ltd.. derive incofne mostly from Cmmissiofi'rigenoy 
and .a ' subsbmtlal pottion of cornmissim income is ma reispect - of 
conhs& enteredSinto by the Department of Cjupply. 'The assess. 
ments &to and inehdtng . 1973-74 have been completed. The . 
accbunts 'of this Company w l l  be subjected to thorough scrutiny 
while completing the pending assessments under the overall super- 
visiw of the D.I. (Iavestigation), and the assessments of the earlier 
years will. also be reopened. i f  found necessary. 

[ ~ i n i & r ~  of Finance (Department of Revenue & Insurance) . .  . O.M. No. 241 1175-A&PAC-I dated 13-8-1975], 

Cnl+tiet Secretariat. Department of PI?TSO,*OP~ and Administrative 
mf ohns 

*The caw is under investigat~on by the Enforcement Directorate, 
All attempts are bemg made to finalise the investigation as early 
as possible. 

[Department of Personnel and Administrative Reforms-Cabinet 
Secretariat D.O. No. 4213175-AVD.IV dated 25-8-1975] 

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



. . 
CHAPTER V 

REC~MMENDATIONS~O%S~RJX~;~'I~NS IN RESPECT OF 
WfIICH GOVERNMENT HAVE FURNISHED 

INTERIM REPLJES 

Recommendation 

Another aspect which has come to the notlce of the ~ommitrdee 
is that foreign suppliers organise what appears'ta be either their 
own branches or subsidiaries in India to fundion as their agents 
in 9m3ia. For instance the Committee find that M/s. Interore, New 
Delhi are Indian agents for M/s. Interore, New York and the 
agency commission is decided in individual contracts. Similarly, 
MIS. Compagrre Indo-Francaise de Commerce, New Delhi are the 
Indian agents for MIS. Comptoir Francaise De L'Azote (CFD), 
Paris and M/s. Indische-Osterreichische Handel sgsellschaft Pvt. 
Ltd., New Delhi are the Indian agents for M/s. Chemie Linz, AG. 
A Austria In the former case, the principals are said to pay a 
fixed service fee of French Francs 20,000 a year to the Indian 
agents and, in the latter case, a fixed service fee of 100,000 in 
Austrian currency per year. Yet another instance is the payment 
of Italian liras 2,500.000 per year as service fee by M/s. Montedison, 
spa, Italy to their Indian agents M/s. Societa Commerciale Indo- 
ltallana Pvt. Ltd , New Delhl. In all these cases, the service fea 
is payable irrespect~ve of whether any fertilizer is sold to t he  
Government of India or not No doubt, the Department of Supply 
would say that the serv~ce fee in all these cases has been paid only 
in In&an Rupees Th? \.pry names of these firms operating in 
India would. howevci , su ygest that these are only foreign 
firms in the garb of ' Ind~an'  agents. In all probabibty there 
is an interlocking of capital between some of these foreign sup- 
pliers and their so-called Indian agents Interore. New Delhi is also 
perhaps, only a subsidiary of Interore, New York. If foreigners 
hold a substantial interest in these agencies, the repatriation of 
the profits of these agencies, after deduction of tax due in India, 
is  permissible under the existing law. The Comrnlttee, therefore, 
desire that Government should investigate in detail such inter- 
Locking of capital and whether any such service fee, retainer o r  
agency commission, received In rupees by such companies has bCCn 
repatriated in foreign exchange as pmfits of the companies and, 



if eo, what hu been the net outdow of foreign exchange in t&am 
coser. The outoome of these inve&igations should be Fspwtsd 
to the Committee. 

[S. No. 13 (Para 1.57) of Appendix VII to 160th Report (5th Inlz 
hbhr) I' 

The Department of Banking is examhbg the matter. 
[Ikpartment of Supply O.M. No, PIII-22 (4) i 75, dated 1-1 1-19751 
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APPENDIX 
Summary of Main Conclusions/Reccrmmcndations 

Sl. Para No 
No. ofthe hiinistry concerned Conclusions~Kecomn~endations 

Report - - A a .- - - -- - - - - - - - - - -- - .- - - - - - -- - - 

I 2 3 -- 
4 

- 
- - - -  - - - -- - -- - - 

I 1'7 Dgaltment o 1 Suppl) In C.t  -oic~on o f  the Committee, the reply of the Department of 
Supply confirm their earlier conclusion that the role played by the 
Indian agents in regard to the purchase of fertilisers from abroad is 
of little, if any, use. The Department has also admitted that it has 
no means of checking wiliul evasion by the Principal or the Agent 
In regard to undisclosed payments of agency commission or of pre- 
venting such payment n foreign currency. Under the circum- 
stances, the Committee must reiterate their observation regarding 
the failure of Government even to ascertain the rationale for the 
widely divergent rates of commission. 

-do- The Committee have been informed by the Department of Sup- 
ply, with reference to another recommendation of theirs contained . 
in paragraph 1.61 of the Report, that the Government of India have 
decided that, from 1st August 1975, the work relating to procurement 
of fertilisers from regions other than East European countries would 
also be handled by the Minerds and M6tals Trading Cbrporation, in 
addition to its misting responsibi1it.y of procuring fertdim from 
the Earst EWapean comtsies. The Committee expect that wltSr 
transfer of the entire work to the Corporation, all dealings in regard 

'I -- 



-- - -- 
--A ----- -- 

I 2 3 - 4 - 
$ 9 .  

to parthast of fertilisera would be handled directly with the io&& 
prrvjucers of f 6 l i s e r s  and the superfiuous fniddlernen agents aad 
suppliers altogether eliminated. The Committee would' be wabhing 
with interest the performance of the Minerals and Metals Trading 
Corporation in this regard. 

I .  I I Department of Supply The Committee are surprised to observe that in their Action 
Taken Notes relating to the observations contained in paragraphs 
1.46 to 1.48 of the 160th Report (Fifth Lok Sabha), the Department 
of Supply should have merely chosen to say that the observations 
have been 'noted'. In paragraph 1.47 of the Report, the Committee 
had drawn specific attention to the non-observance of the provisions $ 
of the standard Conditions of Contract relating to the disclosure of 

* 

the agency commission payable Sy the foreign supplier to an Indian 
agent, Voltas Ltd., Ncw Delhi, while in paragcaph 1.48, the Com- 
mittee drew attention to five cases in which Commission had not 
been disclosed and had, inter alia, observed that they were not aware 
whether ;n ref-ynt of nthnr  concr:-ts ~ - ; c z u : c ~  bj- ;he I d i a  Supply 
Mission, Wqshington, the commission had been invariably disclosed 
at the outset itself or only upon enquiries by the Mission. The te- 
plies of the Department, unfortunately, do not indicate what action, 
if any, Government have taken or intend to take in regard to the 
observations of the Committee. The reply in respect of paragraph 
1.48 is also silent in regard to the position relating to the other con- 
tracts executed by the Supply hlission at Washington. The Com- 



mittee deplore these deficiencies in the replies furnished by the De- 
partment of Supply and call for a more specific clarification in respect 
of the doubt raised in paragraph 1.48. 

I .  12 Department of Supply Besides, the Committee would draw the pointed attention of 
Government to an earlier and categorical recommendation of theirs 
contained in paragraph 1.15 cf the 5th Report (Fourth Lok Sabha), 
which i c  r~produced below: 

"In respect of a number of recommendations which have been 
included in Appendix IY, the Committee observe that tire 
Ministries have replied as 'noted'. I t  is not clear fro= 
such replies as to what specific action Government have 
taken or intend to take to give effect to the Committee's 
recomlnendations in letter and spirit. The Committee de- 
sire that Government's replies should be explicit and self- 
contained. In particular, where remedial measures are 
called for, the details of action taken should be specifically 
spelt out." 

The Committee trust that the recommendations would evoke a more 
positive response from Government in future. 

$ Depaitment ,IT Supply - The Committee note that, in pursuance of their recommendatims 
~ ~ ~ ~ r ~ ~ ~ ~ t  uf Per~onnel contained in paragraphs 1.4 and 1.52 of the 160th Report (Fifth 
& Administrative Hefor- Lok Sabha), an inter-Ministerial Working Group has been set up by 
ms in Cabinet Secre- Government, Mth the Director-General of Revenue Intelligence and lariat. 

Department of Revenue 
a id  Insurance _ _  _ -__ ---  ---- - 



Investigation as its Convener, to study 'in s e a t e r  depth' the p b l n p  
of Indian age* and its ramifications on the gonomy of the coun*, 
with particdar reference to the leakage of foreign exchange &d 
evasion of taxes and to examine the question of coordination bet- 
ween different Government agencies. The Committee have also 
been informed by the Department of Personnel and Administrative 
Reforms that the Working Group has made its recommendations to 
the Finance Secretary. The Committee would like to be apprised 
of the recommendations and the follow-up action, initiated by Gov- 
ernment thereon. 

1-22 Department of Supply The Committee are of the view that the contention of the Dep&- 
ment of Supply that there has been no evasion of any responsibilifl@ 
on the part of any Government Department is not tenable. The 
Department of Supply had been aware all along of the nondisclosure 
of agency commission in a number of cases. Government's own in- 
structions, issued as early as May 1956, regarding disclosure by 
foreign principals of information about their Lndian agents have 
not been properly followed up. I t  should have been possible at least 
to take some steps t4 prevent abuses on the basis of the specifie in- 
stances br r -~ght  out in the Audit paragraph irrespective of the issue 
coming up oefore the Public Accounts Committee. Government can- 
not also merely plead helplessness in this regard. In view of the 
fact that Government have had to appoint an inter-Ministerial Work- 
ing Group to examine the entire question, i t  is plain that adcqmtt 



attention had not been paid e;)rkr to tlris impo&4awt bBze. The' 
c-lit~, m d m ,   MY --tiaa w 
desire Avati~n of responsibility for the igi3ure to safeguard Govern- 
ment's financial interests. 

I .a6 Department ot Supply In view of the difficulties reported by the Dqm-krnent of Supply 
in tracing out cases of the past 16 years, though i t  should not be too 
complicated a task, the Committee do not insist upon the review 
covering the full span of 16 years. The Committee would, however, 
ask Government to re-examine a11 the cases pertaining to the period 
1968 to 19'74, when the purchase of fertilisers from abroad ha4 b: 
cream4 manifold. Rwiew of such cases should be completed ex@- 
ditiously and the results intimated to the Committee. 

I -27 Do. 

9. I '32 DO. 

The Committee are unhappy over the apparent delay in for-' g 
warding the lists of cases that have been traced out to the Res&'w@ 
Bank of India, Enforcement Directorate and the CGntral Board d 
Direct Taxes for further investigation and desire that this should be' 
done forthwith, in case it has not already been done. 

The Committee find the reply now furnished by the Depar-ent 
of Supply rather intriguing. While the Department of Suwly has '  
decided not to release the payment of US Dollar 0.95 per MT, pend- 
ing ekarnination of the case in consultation with the Miniatq d 
Law, the foreign supplier, Agrico Chemical Company, appear6 to 
have entered into an agreement with Socotra International Privarte 
Ltd. to make a payment of US Dollars 40,800 on the ground that 



.____-_ -- -- 
1 2 3 4 

-- . - - -- 
'payment to Socotra should not be further delayed'. h return for 
this payment, Socotra has agreed to assign to Agrico all the rim 
that  have accrued to the Indian agent vis-a-vis the Indian Govern- 
ment and consented to the payment of US Dollars 43,343.49 by the 
Government of India to the foreign supplier. It  is not very clear to 
the Committee from the Department's reply whether the legal impli- 
cations of Socotra entering into such an agreement which in turn 
is binding on the Government of India have been fully examined 
and the validity of the agreement ascertained, especially in view of 
the fact that tine paymer~t in question is under dispute. Actually, . . 
thfs appears to be a perverse ruse by the Indian agent to obtain ' 

payment of the disputed amount in a roundabout manner. Besides, k 
under this agreement, since the Government of India would be liable 
to pay an amount of US Dollar 43,343.49 to the foreign supplier 
as against the payment of US Dollars 40,800 by the foreign supplier to 
Socotra, there would in any case be a net outflow of foreign ex- 
change. despite the fact that the agent's commission is payable only 
in Rupees. 

I.33 J J ~ ~ ~ ~ ~ ~ ~ ~ ~  of supply Another peculiar point arising out of the Department's reply is 
that while the alleged retainer and marketing consultancy fee pay- 
able ;u &cot&  ;y i;ic :VIe;g~~ b~(p&er ilad bee11 i~dicdied inilid& 
on a 'per tonne' basis at US Dollar 0.95 per met i c  tonne, in the 

.agreement now entered into between the foreign supplier and thi 
Indian agent, the amount payable to Socotra has been worked out ow 



Do. 

a fixed montly basis. Obviously, there is more to this devi;ous 
transaction than what meets the eye. a 

The Committee, therefore, feel that by timely and correct action, 
Government could have avoided the embarrassing situation that has 
emerged and are thoroughly dissatisfied with the manner in which 
the entire case has been handled. A proper examination of the legal 
implications of the agreement now entered into between Socotra 
and Agrico is immediately called for and Government must take spe- 
cific steps to foil what seems to be a surreptitious attempt by the 
foreign supplier and the Indian agent to car.* through a transaction 
which, prima facie, appears to be unjustified. The final decisicm on 
the payme,nt of US Dollar 0.95 per metric tonne to Socotra should 
also be taken after careful and expeditious consideration of the 
latest developments that have taken place so as to ensure that Gov- & 
ernrnent does not fall a prey to the devious devices employed by 
the trade. 

I -35 Department of Supply The Committee are also concerned over the unconscionable delay --- -- in investigation of this case by the Enforcement Directorate and must 
of reiterate their earlier recommendation contained in paragraph 1.54 - & Administrative Reform5 

--cabinet secretariat. of the 160th Report that the investigations should be completed ex- 
peditiously. 

13- 1 -38 Department of Supply The Committee stress that delay in such cases being undesirable, - 
Department of Dan king. the Department c-f Banking should m p l e t e  its examination of the 

interlocking of capital between different foreign suppliers of ferti- 
----. -- --- 



--------- - 
I 2 3 4 

lisers and their own branches or subsidiaries in Ihdia which function 
as their Indian agents and intimate the action taken thereon to the 
Commit tee early. 

I .qr Department of supply Since Urea of relaxed specifications has been accepted by the De- 
partment of Supply, in consultation with the Department of Agri- 
culture, the Committee would like to know whether any attempt had 
been made to negotiate a reduction in price for the supplies not con- 
forming to the prescribed specifications and, if not, the reasons 
therefor. 



31. No. Name of Agent SI. No. Name of A g a r  - 
WEST BENGAL 

a I. Grantholoka, 
311; Ambica Mookherjee Road, 
Belghptio, 24-Piuganar. 

aa. W. New Man & Company Ltd., 
3, Old Court House Street, . 
Calcutta. 

Firms K. 2. Mukhopadhyay, 
Banchhoram Akrur Lana, 

cutta-12. 

ar ,  Mrs. Manimalr, Buyl & Sellr, 
128, Bow B a a r  Sweet, 
C.lcuttn-I 2. 

i s .  M!s. hlukerji Book Houae, 
Book Seller, 8B, Duff h c ,  
Calcutta. 

DELHI 

a6. J d n  Rook Agency, 
Connrught Place, New Dclhi. 

17. Sat N d r ~ n  & Sons, 
314r, Mohd. AH Barn, 
Mori Gate, Delhi. 

38. Atmr Ram & Sons, 
Koahrnere Gate, Delhl-6. 

29. J. M. Jaina & Brothm, 
Mori Gata, Delhi. 

30 The Central Newr Agenc~, 
q lgo ,  Connaught Place, 
New IlelhL 

The English Book Srors 
31 7-i,, Connrught Circus, 

New Delhi. 

ja. hkohmi ~ o o k  Store, p Municipd MarkeS 
mpath, New Dolhl. 

3 8. Jayna Book Depot, 
Chhaparwala Kuan, 
Karol Bagb, New Ddhl. . 

3 J. Oxford Book & Stationery Go., 
Scindia Houro, Connought PI-, 
New Delhi. 

'36. People's P~lblirhing House, 
Runj Jhanri &ad, 
New Delht 

37. Thc United Book Agency, 
48, Amrit K r w  Market, 
Pahnr Gm), 
New Ddhi. 

38. HLnd Book House, 
82, Janpatb, New Delhl. 

JCI, Mlr. Said IAW Publishing Ch, 
1 8 % ~  Chnndni Chowt, 
Delhi. 

41. Shn N. Chaob Slngb, 
New8 Agent, 
Rum LaI Paul High School Annewt 
1mphal.-MANIPUR 






