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INTRODUCTION

1, the Chairman of the Public Accounts Committee as authorised
by the Committee, do present on their behalf this Forty-Third Report
on Paragraph 2.68 of the Report of the Comptroller and Auditor
General of India for the year 1983-84, Union Government (Civil),
Revenue Receipts, Volume I, Indirect Taxes relating to Central
Excise—Impact of reduction in duty on prices of refrigerators and

tyres.

2. The Report of the Comptroller and Auditor General of India
for the year 1983-84, Union Government (Civil) Revenue Receipts,
Volume 1, Indirect Taxes was laid on the Table of the House on
10 May, 1985. The Public Accounts Committee examined the Audit
Paragraph at their sittings held on 7, 8 and 29 October, 1985. The
Committee considered and finalised the Report at their sitting held on

24 April 1986. Minutes of these sittings of the Committee form
Part TI* of the Report.

3. In this Report, while examining the impact of the notifications
issued by the Central Board of Excise and Customs on | October,
1983 reducing excise duty on refrigerators and certain specified tyres
the Committce have observed that the Prices of tyres went up in
January. 1984 whereas the prices of refrigerators remainéd at about
the same level. The Committez haVe expressed their concern that
Government find itself helpless in the face of the manufacturers deter-
mination to keep prices of tyres at levels acceptable to them. After
a study of the facts relating to the tyre industry in some depth, the
Committece have expressed the view that the conditions relating to
the industry should be studied further with a view to ensuring that

the industry does not distort the market forces and manipulate them
to their advantage. ’

4. The Committee have further recommended that GoVernment
should expeditiously examine the Reports of the Bureau of Industrial
Costs and Prices on tyres. the Satyapal Committee on automobile

*Not printed. One cyclostyled copy laid on the Table of the
Heouse and five copies placed in Parliament Library.

{(v)



(vi)
tyres and tubes, the Tyre Development Council on taxation structure
on tyres and tubes and formulate an integrated policy designed to
maintain the growth of the tyre industry at a satisfactory pace, while

ensuring that the consumers are protected from exploitation and re-
ceive the benefit of fiscal measures extended to the industry with a

view to giving relief to the consumers.

5. For reference facility and convenience, the observations and

recommendations of the Committee have been printed in thick type in
the body of the Report and have also been reproduced in a consoli-

dated form as Appendix to the Report.

6. The Committee place on vecord their appreciation of the
assistance rendered to them in the matter by the Office of the Com-
ptroller and Auditor General of India.

7. The Committee would like to express their thanks to the
Officers of the Ministry of Finance (Department of Revenue), Minis-
try of Finance (Department of Economic Affairs), Ministry of In-
dustry (Department of Industrial Development) for the cooperation
extended by them in giving information to the Committee.

8. The Committec would also like to express their thanks to the
Automotive Tyre Manufacturers’ Association and the All India Re-
frigeration Equipment Manufacturers Association for the co-operation
extended by them in the examination of the subject.

E. AYYAPU REDDY,
. Chairman,

Public Accounts Committee

New DELHI;
25 April, 1986 B
§ Vaisakha, 1908 (Saka)




REPORT

IMPACT OF REDUCTION IN DUTY ON PRICES OF
REFRIGERATORS AND TYRES

.Audit Paragraph

As per notifications issued on 1 October, 1983, the effective
rates of duty on refrigerators and certain specified tyres (used in
motor vehicles and in vehicles and equipment designed for use off
. 'the road) were reduced as follows:— ’

Domestic refrigerators of eapacity not From 40 per oent to 25 per oent ad

exceeding 165 litres, ovalorem. ’

Other refrigeracors From 80 per cent to 50 per ocent ad
valorem.

Specified tyres From 60 per cent to 50 per cent ad
valorem.

2. The reduction in the rate of duty was made on the expectation
that the price of said goods to the consumer would come down or,
at least, not go up. It was also expected that the price coming down
or remaining the same, the increase in volume of clearance would
compensate for the decrease in the amount of duty realised per unit.

3. A review of the clearance made by 7 leading refrigerator manu-
facturers in five collectorates, and 10 leading tyre manufacturers in
eight collectorates revealed as follows:

(1) A manufacturer of refrigerators increased his prices in
October 1983 and January 1984, and another in January
1984, five manufacturers did not increase their prices.

(ii) Eight manufacturers of tyres increased their prices dur-
ing January 1984 while another raised his prices in
March 1984. Details of price of one manufacturer
were not available.

(iti) From October 1983, the average monthly clearance by
13 manufacturers increased compared to average mon-
thly clearances in the previous 12 months. But there was
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marginal decrease in the average monthly clearances
made by 4 manufacturers between October 1983 and
February 1984 as compared to the average monthly
clearances in the previous 12 months (details in

Appendix I).

(iv) The net revenue foregone on clearances mmade between
October 1983 and February 1984, as a result of reduc-
tion in the rates of duty (after adjusting for increase in
duty collecttion because of increase in volume of clear-
ances) was Rs. 6.64 crorés (details in Appendix 1I).

(v) One manufacturer declared dividend of 15 per cent on

ordinary shares in the two years 1980 and 1981 and 20

- per cent in the year 1982. Two manufacturers made

addition to their assets by Rs. 1.02 crores and Rs, 82.31

lakhs during the year 1982-83, as against Rs. 1.70

crores and Rs. 21.44 lakhs, respectively during the

previous year 1981-82. Another manufacturer whose

installed capacity for manufacturer was 6 lakhs tyres

per annum, produced only 2.03 lakhs tyres during the
year 1982-83,

(vi) One manufacturer gave “market conditions” as the reason
for raising prices, in the return filed with the department.
But earlier while reducing prices soon after 1 October
1983, he gave “keen and cut throat competition of mar-
ket conditions” as the reason. Two -manufacturers
consigned tyres to their own original sale depots and the
price at which sales were made from the depots was not
verified. - o

4, The Ministry of Finance have stated (December 1984) that the
matter is under examination.

[Para 2.68 of the Report of the Comptroller and Auditor General
of India for the year 1983-84, Union Government (Civil), Revenue
Receipts, Volume 1, Indirect Taxes]

Notifications R !

5. The notifications referred to in the Audit Paragraph were
Notificntion Nos. 251/83-CE and 252/83-CE dated 10 October, 1983.
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Notification No. 251/83 read as under:
“In exercise of the powers conferred by sub-rule (1) of rule

8 of the Central Excise Rules 1944, the Central Govern-
ment hereby exempts tyres of the description specified
in column (3) of the Table hereto annexed and falling
under the sub-item, specified in the corresponding entry
in column (2) of the said Table, of Item No, 16 of the
First Schedule to the Central Excises and Salt Act, 1944
(1 of 1944), from so much of the duty of excise leviable
thereon under the said Act at the rate specified in the
said First Schedule, as is in excess of the amount calcula-
ted at the rate specified in the corresponding entry in
column (4) thereof.
THE TABLE

S1. No. Sub.item No. Deceription of tyres Rate
1 2 3 4
1 1(3)(b) Tyres for motar vehicles of vizes, namely : - Fiftv pa
cent
ad
valerein
6.00-20, G,50-20, 57,0020, 7.50-20, 8.2§-20, §.60.20,
[0.00-20, 10,00-24, 11.00.20, 11.00-24, 12.00-20
and 14.00.20,
2. I (1)) Tyres for vehicles or equipments, desigred for we off Fiiy e
the road. cent
ad
valorem
2. This notification shall be in force upto and it clesive of the cqib dav of Feivrgy,

‘QB{-"

6. The text of Notification No. 252/83-CE was as follows:—

“In exercise of the powers conferred by sub-rule (1) of rule

8 of the Central Excise Rules, 1944, and in supersession
of the notification of the Government of India in the
Ministry of Finance (Department of Revenue) No.
66/79-Central Exciscs. dated the 1st March, 1979, the
Central Government hereby exempts goods of the des-
cription specified in column (2) of the Table hereto
annexed and falling under sub-item (1) of Item No.
29A of the first Schedule to the Central Excises and’
Salt Act, 1944 (1 of 1944). from so much of the duty
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of excise leviable thereon under the said Act at the rate
specified in the said First Schedule, as is in excess of the
amount calculated at the rate specified in the correspond-
ing entry in column (3) of the said Table,

THE TARLE

S No. Description Rate

: 2 : 3

I Dam sstic refrigerators of a capacity not exceeding 165 litres.  Twenty fice per cent,
Ad vajorem.

2 Refrigerators, other than these specified in column (2) against  Fifty per cent.
8.No. 1 above. Ad valorem,

3 Deep freczers Fifiy per cent
Ad valoem,

2. Taii nptification shall be it force unio and inchiive of the 2gth day of February,

\ 91- 4'n
Instructions to Central Excise Collectorates

7. In their instructions issued to all Collectors of Customs and
Central Excise on 1 October, 1983 the Central Board of Excise and

Customs inter alig stated:

“The aforesaid modifications in the excise duty rates would
resul: in substantjal duty relief. It is requested that prices
of the excisable goodc affected by the aforesaid changes

. may be ascertained and intimated to the Ministry indicat-
ing, inter-alia, whether any price ruduction has been
effected by the manufacturers. The first report in res-
pect of the various excisable goods other than tyres
indicating the prices prevailing immediately before the
announcement of the changes and the prices prevailing
in the last week of October, 1983 may be coOmmunicated
by the end of 1st week of November, 1983, Thereafter
a monthly report indica‘ing the price of these goods pre-
vailing in the last week of November, December, 1983,
January, 1984 and IFebruary, 1984 may be sent to the
Ministry before the 15th of the month subsequent to
the period of reporting.

Special report regarding production and clearance:

A special monthly report beginning from the month of October,
1983 and ending February, 1984 as per proforma.I may

*
v
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be furnished in respect of the specified excisable goods
- for which excise duty reduction have now been announe-
ed. The report may be consolidated carefully at the -
Collectoraie Hqrs. and sent before the 20th of the month
subsequent to the month to which the report relates, The
first report for the month of October, 1983 may be sent
by the 20th November, 1983.

Special report regarding tyres:

As regards tyres a special report in Proforma-II as annexed
may be sent in respect of these tyres both nylon and
rayon) for which excise duty reduction has beep an-
nounced. The report may be sent in respect of each
manufacturer, The first report in thig regard may be
sent in respect of the period ending 30.9.1983 on or be-
fore 21.10.1983. Thereafter similar reports may be sent
for the perind ending 31.10.1983, 30.11.1983 and
31-12-1983 so as to reach the Ministry on or before the
15th of the month subsequent to the period of reporting.

Special report regarding clcarances of goods falling under
sub-item (2) of Item 294:

It may be observed that the effective rate of basic excise duty
has not been reduced in the case of goods falling under
sub-item (2) of Item No. 29A. In view of the reduction
in excise duty on the parts of refrigerating and air-condi-
tioning applisnces and machinery, all sorts, the Collec-
tors of Central Excise afe requested to closely watch the
pattern of clearances of air-conditioners and air-con-
ditioning appliances falling under tariff item 29A(2). If
any change in the pattern of clearances is noted then the
Ministry may be apprised immediately of such changes.”

Revenue effect of duty reductions

8. In reply to a auestion of the Committee, the Ministry of
Finance (Department of Revenue) have stated that the total revenue
Yoss on specified tyres and refrigerators on account of reduction in
rates of excise duty yrom October, 1983 had been estimated to be.
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about Rs. 15.06 crores. The Ministry have in & note furnished after
evidence explained the calculation of the revenue effect as under:

“The calculation of revenue effect of reduction in rates of excise duty on specified tyres
and rifrigerations is as vnder :-

(Rs. crores)
1. Twes
Revenue reclised during October, 1983 to February, 140.33 ..ol (n
1984
Estimated revenue at reduced rates sfter excluding 128.49
the impact of growth ir clearances on account
of duty reduction (13.63% growth)
Estimated revenue at normal rete of duty i.e, 66% 123.49
ad valoren -——=X 6f
55
== 118.20 ......... (2)
Therefore, revenue loss i.e. (2)— (1) .87
2. Refrigeraiors aud Decp frecges
Revenue realised during October, 1983 to Febrnary, 16.46........ .. {13
Estimated revenue at reduced rates after excluding 11.43
the impact of growth in clearanccs on account of
duty reduction (14.089% growth)
Estiimai~d revenue at rormal rate* 14.43
. R L
(3]
= 23.05.......... (2)
therefore revenue luss ice. (2) — (1)
*The reduction in the excise duty un Deep-freczers
corresponds to 39% approx.
Total revenue loss on specified tyres and refiigeratmrs f 7.67 + 7.10
== 15 o

9. Asked whether there was any expectation to the effect that the
increase in sales of tyres and refrigerators due to the reduction in the
consumer prices of the said items consequent upon excise duty con-
cessions would neutralise the resultant drop in revenue, the Ministry
of Finance (Department of Revenue) in their note stated:

“The notifications reducing the rate of excise duty on specific
type of tyres and refrigerators were issued in October,
1983 generally for providing fiscal relief to the industry
and for stimulating production. It was not expected that
the increase in Sales consequent to the reduction in excise
duty would be 10 such an extent as to fully neutralise the-
drop in revenue.” '
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Criteria for selection of items for excise relief.

10. The Committee desired to know the criteria for choosing in-
dustries mentioned in the Audit Paragraph, viz. specified tyres and
refrigerators for granting cxcise relief. The Ministry of Finance
{Department of Revenue) in a note stated:—

“Industrial performance improved during the first half of
1983-84 as compared to 1982-83. However it was
observed that the pace of expansion was sluggish. Though
further improvement in the performance was expected,
it was felt that there was a case for accelerating the re-
covery by selective excise duty reduction in particular
segments of industry. The criteria for choosing indus-
tries for giving excise relief were that the industry should
be so organised that reduction in excise duty would be
passed on in the form of lower prices, that the industry
should be one in which there was substantial excess capa-
city and there were no important supply constraints
limiting the potential supply response to an increase in
demand, that demand should be judged to be significantly
price responsive and the industry concerned should be
large in itself and should have substantial backward
linkages, so that the duty concession had secondary
effects. Accordingly. the concession in excise duty was
granted to automotive tyres. Refrigerators were selected
as these were facing serious demand problems, which
was reflected in their accumulated stock. Tt was felt
that the problem might accentuate in the following win-
ter months resulting in reduction of production. The
rates of duties on these goods were also comparatively
higher. Moreover, refrigerators provided considerable
scope for expansion of their sales in rural areas and
therefore a transition to moderate rate was considered

appropriate.”
Production of tyres and refrigerators

11. Refering to the Ministry's contention that the performance
of the industry was sluggish in the year 1982-83, the Committee en-
quired about the categorywise production of automotive tyres and also
refrigerators during each of the years 1980-81 to 1984-85. These
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details as furnished by the Ministry of Finance (Department of
Revenue) are shown in Tables I and II respectively.

Table I-Tyres

Category 1980-81 198182 1982-83 1983-84 1984-85

1. Bus/Truck Tyres 30,60,558  32,79,062 34,93,180  37,33,606  38,89,061
Light truck Jeep 6,40,802 7,62,073 7,94,335 8,33,885 2,29,649

®

3. Car . . 10,63,495 9,76,561 9,76,106 11,52,538 14,23,228
4. Motor Cycle . 5,70,001 6,98,543 6,55,437 7:40,602 9,368,631
5. Scooter . . 14,45,504 18,37,667 16,62,038  20,14,086 25,68,151
6. ADV. . . 4,45,631 4,02,342 4,80,136 5,08,466 4,66,057
7. Tractor . . 7,79,104 7,26,333 6,697,638 8,255,190 0,41,113
8. OTR. . . 12,15 11,545 13,708 15,179 15,508
g. Aero. . . 14,410 17,362 21,631 16,777 12,397
16, Moped . . 1,05,804 2,36,404 2,07,441 3.07.875 482,925

ToraL @ 81,37.574 89,47802  89,72,550 10140,104  114,66,715

Table 1I ~ Refrigerators
Produstion in Numbers (Lakhs)

1980-81 19810 1982-83 1983-84 1984-85

2.89 2.27 4.35 4.85 5.538

Export of Tyres and Refrigerators

12. The Commitiee wanted to know whether tyres and refrigera-
tors were exported during the above period. The Ministry of Fin-
ance (Department of Revenue) in their note stated as follows:—

“Due to heavy duty on raw-matérials and components, the
export of refrigerators was not competitive in the world
market. There was hardly any export of this product.”



12A. As regards export of tyres the Munstry have furnished the
following information:

TYRE EXPORTS (IN NUMBERS)

(From 1980 to 1985 Financial year bass)

1gf0.81 . . . . . . . . . . . . o 1,002,447
198182 . . . . . . . . . . N 14,975
198283 . . . . . . . . . . . . . ‘82,006
198384 . . . . . . . . . . . . . 138,900
198485 . .. . . e e e . 491,56

13. The Committee asked whether there had been any appreciable
increase in the number of specified tyres exported during the period
of five months from October, 1983 to February, 1984 (i.e. during
the period when the excise concessions were granted) compared to
exports of such tyres during the period of five months from May,
1983 to September, 1983 and if so, to indicate the actual increase.
The Ministry of Finance (Depariment of Revenue) in a note replied
as under:—

“The exports of Automotive Tyres during the period under
reference was as under:
Export of Automntive Tyes

1.5-83 to 30-9-83 1- 10.83 to 29-2-84
Number of tyres F.O.B value in Nuraber of tyres F.O.B. value in
lakhs Rupees lakhs Rupees
49000 491 87,000 872

Names of manufacturers of tyres and refrigerators

14, The manufacturers of refrigerators and specific types of tyres
referred to in the Audit paragraph are as under:

S. No. Manufacturers of Refrigerators
1 2

1. M/s. Weather Works Pvt, Ltd., Kalol
2. M/s. Fedders Lloyd Corporation Ltd., New Delhi
3. M/s. Kelvinator India Ltd., Faridabad
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1 2

. M/s. Godrej & Boyce Mfg. Co. Ltd., Bombay
. M/s. Hyderabad Allwyn Ltd., Hyderabad

. M/s, Refrigeration Products, Jullunder

. M/s. Blue Star Ltd., Bharuch

. Manufacturers of Tyres

8. M/s. Goodyear India Ltd., Ballabhgarh

. M/s. Modi Rubber Ltd., Modipuram

10. M/s. Premier Tyres, Kalamassery, Kerala

11, M/s. Appolo Tyres, Chalakudy, Kerala

12. M/s. J. K. Industries Ltd., Udaipur

13. M/s. CEAT Tyres, Bombay

14. M/s. Bombay Tyres, Bombay

15. M/s. MRF, Goa

16. M/s. Vikrant Tyres Ltd., Mysore

17. M/s. Dunlop India Ltd., Shahganj, (West Bengal)

~3 A M

=]

—

15. The Committee wanted to know whether there were any other
major units engaged in the manufacture of refrigerators and tyres.
Tn reply, the Ministry of Finance (Department of Revenue) furnished
the following names:

1. M/s. Dunlop (1) Ltd.
Ambattur, Madras

2. M/s. India Tyre & Rubber Co.,
Coimbatore, Madras

3. M/s. Madras Rubber Factory Ltd.,
Tiruvettiyur, Madras

4. M/s. Madras Rubber Factory Ltd.,
Ichapudur,

Capacity utilisation in Tyre and Refrigerator industries

16. The Committee desired to know about the capacity utilisation
in the indusfries under reference during the year 1980-81 to 1984-85.
The details regarding installed capacity, production and capacity
utilisation of tyre and refrigerator units, as furnished by the Minis-
try of Finance (Department of Revenue) to the Committee are in
Tables TIT and TV respectively:



Table Mt Figures in lakes)

1. M/s Dun-
lop India

L,
Sahagani (1 41 (2-28 10762 1 gr 10007 g2 71 129t 9 73 75" 52 12°91 9-3 7257 129! g'39 7273

2. M/s. Dunlop
1adia Lid.

Ambaurur 5 80 6-30 10862 640 7-41 1762 6 30 777 123-33 630 8 04 12761 630 8 59 13634

3. Bombay .
Tyre Int. oy 721 635 TUO0 5 53¢ SN I R AR g-13 Byron 100 12 33 11254 10700 t-07 10063

4. M/s Coat

Tyres 8- 50 1170 137- 64  to° 10 12-84 12712 10710 14 50 144 16 10-10 15-84 156-83 10710 969 95° 94

5 MfsGood-
yeurs 600 671 1119 6- 00 7-68 128- 00 6: 00 6-08 tro1-33 750 6go g2 00 7-50 808 107°78

6. M/s Premier- X
Tyres 300 229 76- 33 300 363 121000 3° 00 2-42 8066 b-00 1-84 3066 6 00 1:44 2400
e IR At IR R

11



7. M/s Inchek
Tyres (now
TCT)

8. M/s MRF
Madras
9. M/s MRF
GOA
10. M/s MRF
Arkonam
11. Mjs Modi
Rubber
12. M/s J K.
Industries
13. M/s Apolio
Tures
14. M/s Vikra-
ant Tyres

15. M/s Falcon
Tyres

1gB1-82

300 o'59 19:66 300
6:10 604 990t 7350
400 2:30 57°50 800
250 2-88 11520 2* 50
400 958 23950 764
400 511 127°75 470
400 1-33 3325 400
400 339 Begys 400

700 6-79 97-00 8 o0

12-50 96-97

448 5600

5 0o

7°50
8:00
750
18- 02
10° 95
4’ 00
5- 00

8-00

343 740

5°49 7320

4
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Table IV—Refrigerators

Unit Installed Production during
capacity
?io}:;)in 1980-81  1981-82  1982-83  1983-84 1984-85

Gujarat . . . 20 105 1°23 176 70 176
Fedder Loyds . . 05 0-22 016 017 021 018
Hyderabad Allwyn . 1o 0-371 038 0" 42 048 0’ 50
Kelvinator . . 2:0 121 1' 50 t.89 2- 46 297

Voltas . . . 10 discontinued and re-started production very recently.

Inputs for Tyres and its prices

17. The main inputs for the manufacture of tyres are:—
(i) Natural rubber
(ii) Styrene Butadine rubber
(iii) Polybutadine Rubber
(iv) Tyre Cord (Nylon/Rayon)
(v) Carbon black

18. The Commiitee enquired about the unit rate of the above
inputs during each of the months September, 1983 to February, 1984.
In their reply, the Ministry of Finance (Department of Revenue)
stated as under:

(Rs. per kg.)
Month Natural  Styrene  Poly Carbon Nylon
rubber butadine butadine black tyre cord
rubber rubber

Sept. 83 . . . . . 18- 84 20" 4% 18- 50 15° 0% 76- 34
Oct. 83 . . . . . 17° 393 20 42 18- 50 15° 05 76- 34
Nov. 83 . . . . 18.05 20° 42 18- 50 15° 05 76-34
Dec. 83 . . . . . 18- 6o 20 42 18 50 15' 08 76 34
Jan, 84 . . R . . 18- 10 2 42 18" 50 1508 76- 34
Feb, 8¢ . . . . . 1729 20 42 18- %0 15° 05 76 34

NB: The above prices are exclusive of transportation and other
handling charges, sales tax, octroi etc. which vary from



14

company to company dispending upon the location,
source of purchase etc., but include excise duty.

Source: (1)Natural Rubber—In Kottayam market for RMA-3,
including cess (Source:Rubber India).

(2) Styrene Butadine Rubber—Ex-factory, inclusive of
excise duty, for S-1502 variety manufactured by
M/s. Synthetic & Chemicals Ltd. (Source: The
Company).

(3) Polybutadine Rubber—Ex-factory, inclusive of ex-
cise duty, for Cisamer-1229 manufactured by IPCL
(Source: The Com_pany).

(4) Carbon Black—Ex-factory, inclusive of excise duty,
for N-330 manufactured by M/s. Phillips Carbon
Black (Source: The Company).

(5) Nylon Tyre Cord: Selling price of Sri Ram Fibres
Ltd. including excise duty (Source: The Company).

Financial Performance .

19. According to Audit, certain manufacturers had made sub-
stantial additions to their assets and had also declared dividends on
ordinary shares in 1981-82 and 1982-83. In this context, the Com-
mittee wanted to know about the financial performance of the various
tyre and refrigerator units during each of the years 1981-82 to 1984-
85. The details of the pre-tax profit earned, dividends declared on
ordinary shares and the value of assets held at the end of éach year



by these units, as informed by the Ministry of Finance (Department of Revenue) are indicated in the following
Table:

S. Name of the company Period Pre-tax profit Dividends declared Value of the assets
Rs. in lakhs on ordinary shares held at the end of
cach year
Rs. in lakhs
3 2 3 4 5 6
REFRIGERATORS
1. Mjs Weather Wocks Pvt. Lud,, Kalol . . . 1981-82 nil nil 0- 00288
1982-83 nil nil 9-99
1983-84 nil nil 18- 43
1984-85 nil nil 20 00
2. - M/s Fedders Lioyd Corpn. Pvt. Led,, Delhi . . 1981-B2 407 6% 22° 79
- 1982-83 553 8% 4242
1983-84 477 55% 45° 23
1984-85 8-19 12% 68-45
3. M/s Kelvinators India Ltd., Faridabad . . . 198182 435" 22 22 5% 1129° 54
1982-83 362° 03 22- 5%, 1492° 16
1983-84 49379 14% 2079° 14
1984-85 584 00 16% 2704" 75
& M/s Godrej & Boyes Mig. Co. Pvt, Ltd. . . . 198182 894 30% 1640
M 1982-83 8og 15% 27
!?3384 943 22% 2782
7183 o 6/84
M/s Hyderabad Allwyn Lid., H bad . . 1681-82 132° 52 7% 1263 00
5. M) ydera 1382-83 N 12‘5:;6 3935.96
. 1 3399° 45
Ny 273 00 12%: 1610 00

1984-85 275 00

<
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5 6
6. M/s Refrigeration Products Co., Jullandhar 1981-82 nil nil nil
’ 1982-83 nil nil nil
1983-84 o % Not Applicabl~ 6-91
1984-85 o Not applicablc 662
7. Mjs Bue Star Ltd., Bharuch . 181 217 20 180
1/82 to 6/82 125 10% 199
2/82 to g’gg ngg 15"?, 12(45
83 to 285 179
7/19384—85 + Not available % 3
TYRES
8. Mjs Geod Year India Ltd., Faridabad 1981-82 119 72 169, 1624° 36
1982-83 97° 27 13% 1730° 14
1503 g 78 4 2l3s-59
1984-85, (—)248: 64 Nil 2042° 92
M/s Modi Rubber Modipuram (UP 1981-82 735" 04 20% 19193- 29
s Mo ) (Nov. 81 to Oct. 82) °
1982-83 ﬂgg‘ 54 20% 16449.81
1983-84 188 00 20% 19043 00
1984-85 Not yet finalised
10. § M/s Premier Tyres Lid,, Kalamassery 1981-82 Ni} Nil (73/58 stﬁo 6y0)
3/81
1982-83 Nil Nil 71512
’ . i (7/82 to 6/83)
1983-84 Nil Nil 6702
) . (/83 to 6/84)
1984-85 Factory running at Nil Not yet finalised;
loss, no dividend de-

clared;

91



t1. M/s Appolo Tyres Lud. Chalakudy .

12.{M/s J.K_ Industries Ltd. Kank.oli
13. M/s CEAT Tyres Bombay
14 Mjs Bombay Tyres Internstional Ltd. Bombay

15. M/s MRF Tyies Goa .

16. M/s Vikrant Tyres Mysore

t7. Mfs Punlop Iadia Ltd., Shahganj (W.B.)

1981-82
(11/81 to 10/82)
19892-83

2143
513
47-29

Nil
Nil
Nil

Accounts Not yet published

Nil
217

396
Not yet finalised

509° 87
693 15
303° g2
172- 62

(+)a26- 86
+)4-83
- )626- 69

Not yet finalised

311
18

215° ng (For the

g’f):rfurnmhuf

\g72°
1006 92
845 22
191" 44

15%
15%
15%

2420 97
(3/81 to 6/82)

3676-73
(7/82 to 6{83)

3995- o8
(7/83 to 6/8¢)

4135
4348
7619

1045 20
2319° 34
3255
6g41-

1986-
2997 38
3348- 78

7365 56
8123°98
10047 56

3589- 84
4190° 36

758+

3398
4545° 57
5031- 42
7032 06

LI
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20, During evidence, the Committee also drew attention to the
comments which appeared in various leading journals on economics,
trade, commerce etc. and other newspapers on the substantial jncrease
in profits and the assets by various tyre units as indicated in their
Balance Sheets contrary to the claimg of the industry, The Joint
Secretary, Ministry of Industry stated:

“In fact the balance sheets of these companies conceal more
than they rcveal. For instance the depreciation of capital
which they ate supposed to provide, has been taken out.
For instance, thic capital intensive industry made a profit
of Rs, 147 crores, of which 76 crores wag paid in taxes.
This is one of the industries which is continuously
modernising Rs, 174 crores was the profit earned from
1980 to 1984, of which Rs. 76 crores were paid in excise
duty and the balance was partly ploughed back. It must
eam a minimum 31 per cent return on capital em-
ployed.”

21. Asked whether the industry was in a position to make such
big profits, the witness replied: ’ RS

“Do you call it big?....Firct we must be sure that the profit
curned by the industry is exploitative. The profit on capi-
tal employed was niore than 20 percent. In 1983, only
one of them was earning profit at this level.”

22. In this connection, the Bureau of Industrial Costs and Prices
have in their Report on tyre industry (1985) has observed as undei:

“The profitability of the tyre companies has fluctuated in the
four vear period from 1980 to 1983, There was a shaip
deterioration in profitability in 1983 (relative to 1981 and
1982) for all the Companies (except JK). Some of the
companies (nzmely Ceat and MRF) have done well in all
the years, although they also showed a decline in profit-
ability. JK showed steady improvement in the profit-
ability over the years and even in 1983. Goodyear,
Vikrant, Premier and Apollo did not fare well in 1983
although Goodyear, Premier and Apollo had done well
in 1982. This may partly be due to fall in sales in these
(former two) companies (which fluctuated for other com-
panies also). A 12 percent post-tax return with an cver-
all debt-eguity pattern of the industry of 1:1 and am
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average interest rate of 14 per cent on debts, would re-
quire a return of about 21 per cent on capital employed. .
Judging from thig rough Criteria all the companies ex-
cept Vikrant did well in 1982. But only MRF and JK
have achicved this level of return in 1983.

In the four years period from 1980 to 1983 most of the
companies have added substantially to the fixed assets
(to the extent of a 60 per cent increase for the 9 com-
panies considered). The profits retained in the busi-
ness during the period were of the order of Rs. 36 crores
for all companies put together. The capital additions
in the period were around Rs. 190 crores. Most of the
companies have utilised their funds for expansion of
capacity and plant modernisation.  Not worth of Dun-
lop, Ceat and MRF h:zs gone up considerably.

The additional incidence of depreciation and interest on loan
capital might have had some impact in pushing up costs.
It was seen tha' the capacity utilisation of the industry
in 1983 was 78 per cent as against 98 per cent achieved
in 1980. This fall in the capacity utilisation indicates
to some extent that thz added capacity during this period,
was perhaps not fully utilised. The idle capacity cost
would lead to an increase in unit cost of products. These
factors perhaps have led to a downward trend in the
profitability of the companies in 1983.”

Duty Reductions and Prices

23. The Committce referred to the stalement made by the Ministry
of Finance that the criteria for choosing industries for giving excise
relief was among others that the industry should be so organised
that reduction in excise duty would be passed on in the form of lower
prices, and asked whether any meetings were held by the Ministry
with the manufacturers impressing them upon the need to reduce
prices. The Ministry of Finance (Department of Revenue) in a
note stated:

“Immediately after the announcement of the excise duty relief,
meetings of various associations of manufacturers were
called for in the Ministry of Industry to impress upon
them the need to pass on the benefit of the excise duty
relief to the consumers.”
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24, When asked about the units whose representatives took part
in the suid meeting, the Ministry of Finance (Department of Revenue)
in a note furnished after evidence stated:

f

“Discussions regarding passing on the benefit of the reduction
in excise duty on tyres to consumers took place on 12th
& 13th October, 1983. The discussions were held by
the Secretary, Department of Industrial Development
with the representatives of the Automotive Tyre Manu-
facturers Association. The Chairman and other senior
representatives of the Association attended the meeting.”

25. On being enquired about the -outcome of the meeting, the
Ministry replied: '
“The Automotive Tyre Manufacturers Association agreed to

pass on the benefit of the reduced excise duty to the

consumers and later confirmed it has actually been passed
on.”

26. Asked whether Government were convinced that duty reduc-
tions on specified tyres and refrigerators were actually passed on to
the consumers, the Secretary, Ministry of Finance (Department of
Revenue) replied in evidence:

“In the case of refrigerators, the price remained at about the
same level. In case of tyres only it shot up.”

27. Elaborating his point about prices of tyres, the witness further
stated:

“If you look at the figures of all the producers in general, the
conclusion is that in October in almost every case the
price reduction is equivalent to the duty reduction given.
This continued in October, November and December.
In January there was a hike. So, it was passed on to
consumers in October, November and December.

Prices of Refrigerators

28. The monthly consumer prices of refrigerators of capacity not
exceeding 165 litres and other refrigerators during the period Septem-



ber, 1983 to February, 1984 as furnished by Ministry of Finance

(Department of Revenue) are as follows:
S. Name of the manufacturer Variety Sept. Oct. Nov. Dec. Jar. Feb.
No. 1903 1983 1983 1983 1984 1984
t 2 o 3 T- 5 6 7 8 9
1. M/s. Kelvinators . ) o 165 LD 4373-27 393929 3639.29 3939.29 3928.71g T
165 L 4245.8t  2873.38 2873.38 2936.51 2930.81
Others
2%6 L 5260.81 4430.26  4439.26  4439.26  4430.25
135 I, 2973.57 2677.86 2677.86 2677.86 2673.50
g0 L 2047.21  2387.63 2387.63 2387.63 2383.13
65 L 2178-3  1971.44  1971.44  1971.44 1966.50
DEEP FREEZERS
4251 7937-34 6659.59 6659.59 6659.53 6641.50
275 L 5720.52 4827.83 4827.83 4827.83 48i9.13
t3 L 3974-22  3316.30  3346.39 33¢6.39 3342.38
2. M/s. Godrej & Boyce Mnfig. Co. Pvt. Led., Bornbay o W;S»;s‘:uc o, 4768.21  4370.92  4370.92  4370.92  4370.92  4890.92
P-4 without table top.  4572.53  4194.72  4194.72  4104.72 418472 4194.72
250 N 7016.64  6541.96 O541.96  6541.96  6ra1.96  6541.96

|4



! 2 3 4 5 6 7 8 9
3. M/s. Hyderabad Allwyv Ltd. Hyderabad, 165 I itres 4718.85 9633.10  3633.10 3633.70 3700.00  3700.00
with Table top
1€5 without 4805.00  ggoon.ot  ggon.o0  39N0.00
T. Top
165 Donble door 5646.50  4748.80  4748.80  4748.P0  4543.80  4548.8¢
Others 380 Ltrs. 11204.25 0264.00 g264.00 9264.00  8g8g.00  8989.00
Double door
300 LSD 6927.20  5537.35 5537-3» 553735 5337-35 533735
300 Double gn24.55  7358.70  7358.70  7338.70  7103.7¢  7i108.50
door
85 liters 399Y.00
4. M/s. Weather works Pvt. Ltd. Kalol Decp Freezers 4899.00 4356 0 4356.00 4356.00  4356.0c  4356.00
5. M/s. Blue Star Bharuch Deep Freezers
DF ao0c 649t.00  6491.00 6491.00 6491.00  6491.C0O 6491 .00
DF 240 5708.00 5708.00 57¢8.00 g5y08.00 5708.00 570f .00
DF 100 3696.00 3696.00 3606.00 g696.00  3606.00  36g€-0n
6. - M. Fodders Lloyd Corpn. Itd. New Delti 165 Lir. with autthe 2698.00  2398.55 2308.75 2398.75 2398.75 2525.00
facility of dispensing
of cooled water.
165 Itre, with facility 28gb.80 2575.50  2575.50  2575.50  2575.50  2701.95

of dispensing



1 3 4 5 b 7 8 9
310 Ltrs. without the  4692.00 3088.75 3888.75 3838.75 3888.75 4c41.25
facility of dispen.ing
cooled water
310 Litrs. with the 5 60.00  4199.75 4193.75 4193.75 4193.75 4346.25
facility of disp.using
of cooled water
6¢ Lers. 1917.00 1704.38  1704.38  1704.38  1704.38  1942.25
Deep Freczeys 342018 2426.18 3426.18 3426.18 3426.18 g426.18

7.

M/s. Refrigeration Prodvction Co. Jallandbar
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29. When asked whether it was not a fact that off-season dis-
counts were offered during the months September to February, the
Secretary, Ministry of Finance (Department of Revenue) stated in
evidence:

“As far as your question about off-season prices is concerned
we have got the wholesale price index figures of price
index for 1980 and 1981. During the summer months
of 1981 the index was 200 to 202. Then in 1983 from
June to September it dipped to 175. In the summer of
1984 it was 152—156. So, it proves that the real bene-

fit has gone to the consumer.”

30. In this connection, the Additional Secretary, Ministry of
Industry (Department of Industrial Development) added:—

“In may 1981, it was 200 points, in‘May, 1982 it wag 182
points, in May 1983, it was 171 and in May 1984, it was
156 points. So, there has been a steady decline and
compared to excise duty relief there has.been reduction
of 15 points.”

Prices of Tyres

31. At the instance of the Committee, the Ministry of Finance

(Department of Revenue) have furnished the prices of specified tyres
sold during the period September 1983 to February 1984 as follows:



m— o —————

Prices of Tyres

S1. Name of the Manufacturers Varicty of  September Ogtober November  December Jaruary February
No. tvres 1983 1983 1983 1963 1 I
! 2 3 4 5 6 7 8 9
1. M/s. Bombav Tyres Interiational ] 2075 1937 1937 1937 2121 212}
Ltd., Bambay.
IT 2085 1047 1947 1947 2132 2132
1M 2290 2138 2135 2138 2941 2341
R 2065 2568 2768 2768 33! 3031
2, CLAT Thies, Bombay, 1 ga55.00 2654012 2854. 12  2831.12 3125.00 3125.00
11 378000 383759 353°-59  3530.59 3874.00  3874.00
3. Guodyear India Lid , Faridabad. 1 22065.00 265,00 2115 00 2115.00 2316.00
H 2095.00  2423.00 2423.00  2423.00 2653. 00
111 335+.00 3128.00 3128.00 3128.00 3425.00
1v 220,00 3660, 00 356000 3660.n0 4008 .00
v 4250.00  gybR.oo 3968 .00 3968.00 3968. 00
» VI Gy.00 go2g.00 7025 vo 792500 7925.00
4. Modi Rubber, Modipu am. I 200,19 1869.12 166g.52  1869.52 2(-4.8~é4 2048.84
Il 2q16.04  2750.82 275082 2750.82 3013.8z  3013.85
VU 3351.81 3129. 70 3428.72  3428.72

3129.70

3129.70

1414



1

5. M/s. Dunlap India L.,
Shahgarj, West B rgal,

6, Mjs. Vikiant Tyres Mysore.

v
v

TUBES
VI
VIT
Vil
11X
X

v
\V
Vi
Vi1

I

36 0.37

381375

207.05

2407
»b'g

5 6 7 8 9
3361 8 3361.80  3361.80 3632.39 3632.99
357071 3579-7t  3570.7! 3021.48  3921.43

161.36 161.96 116.26 181.54 191.54
191.46 191.46 191.46 215.40 215.40
ST 212.85  212.85 239.46 239.46
e 4l 250.44 250 .48 281.70 281.79
276 21 278. 21 278. 21 312.99 312.99
183000 18300 1830.00 i830.00  183c.00
18¢5.00 1845.00  1845.00 2080.01 208001
qry.on 1977.0) 117,00 2436.00  2436.00
332001 3131.00  g150.00 3850.00  g040.00
377000 3550.00 355000 3337.00 3887.0c
4390 .00 f2 .00 420000 4600.00  4600.00
of 55.00 09165.00  9465.00 10840.01  1c840.01
2204 2204 2201 22094 2204
2415 2415 2445 2661 2661



£—S7T £SL.

= Mfs. Apollo Tyres Lid.

8. M/s. Premicr Tyres Lud,,
Kalamasscry.

Lif
v
v
VI
Vi
VIII

II
ur
Iv

VI
viI
VIII
IX

»

2061

2410
2536
25064
2014
3179
3228
3033
3z
3676
3767

3715

1925

225}
2369
2395
2441
29069
3015
2622

2980
3433
9518

3468

1325
2251
23069
2395
2441
2969
3ois
2833
2907
3433
35i8

1-11-33 to 3468
21-11-43

22-11-83 to 3362
30-v1-83

1925
2251
2309
2395

2969
3915
2633
2907
3433
3518

3362

3302

leielid to
15-1-84

16-1-34 to
g1-1-84

4§58

3387
31?4
3388
3763
3287

2108
2586
2594
2623
2673
3251
3301
gro2
3183
3759
3852

3362

3698

SJBé i
3287
3114
3388
3763

2108
2586
2594
2623
2673

‘3251

3301
gio02
3183
3759
3852

3698




9 Mjs. M.R.F. Goa 3

1I 2558 2389 1-11-83 to 2389 2282 1-184 to 2282 - 2534
21.11-88 15-1-84
22-11-03 to 2282 16-1-84 to 2534
g0-11-83 31-1-84

Consumer price for the relevant period arc not available in the Goa since there is no ex-factory sale and
the tyres are being sold through their depots all over India.
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32. The Committee wanted to know the action taken by Gov-
ernment when the prices of tyres were increased in January, 1984.
“In reply, the Ministry of Finance (Deptt. of Revenue) stated in a
note as follows: oy

“The Excise duty reduction for specified tyres as in other
cases, was announced with a view to stimulating produc-
tion. This required reducing the prices of tyres conse-
quent to the duty reduction. As the prices of tyres
were raised by the manufacturers during the period the
duty reduction was in force, a decision was taken to with-
draw the concession.” :

33. Enquired when the concession was actually withdrawn, the
Secretary (Banking) & CEA, Ministry of Finance stated in evidence:

“After two months. On 28 February, while ail other reliefs
were continued, the Finance Minister said that he was
~withdrawing the concession because the tyre people did
not want to reduce the price.”

34. The relevant extracts from the then Finance Minister’s speech
for the Budget, 1984 is reproduced below:

“In the case of tyres for buses and 1rucks and tyres for use
off-the-road. T do not propose to continue the concession
granted in October, 1983 as there is no further case for
this concession in view of the price increases announced
by this industry. However, as a measure of rationalisa-
tion and in order to reduce scope of for evasion, I pro-
pose to switch over by an large to a system of specific
rates of duties from the ad valorem rates.”

35. In reply to a pointed question of the Committee about the
specific action taken by Government to reduce the prices of tyres in
January, 1984, the Joint Secretary. Ministry of Industry (Department
of Industrial Development) stated in evidence as follows:

“In January again, we urged upon the industry not to increase
their prices, We wrote to them also, as we did in the
past. This is not the first time that thev tried to in-
crease their prices. Tn May as well as Aucust, 1982,
they tried to increase their prices. Again the Ministry
intervened and the industry rolled back the price 10
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August 1981 levels. In May, 1983, the Ministry assur-
ed the indusiry that it would examine the price struc-
ture and see whether the increase that they were asking
for, is reasonable”.

36. The Committee desired to know why the Government instead
of compelling the manufacturers to reduce the prices, resorted to a
defensive role in the form of withdrawing concessions, the Secretary,
Ministry of Finance (Depariment of Economic Affairs) stated in evi-
dence:

“There is no price control on tyres”.

37. The Committce asked how the Ministry of Finance had re-
ac’ed to the incrcase in prices of tyres. In a note furnished to the
Commitiee, the Ministry stated:

“The Ministry of Finance had taken up the question of reduc-
tion of prices with  he administrative Ministry. The
price behaviour was also watched throuch the reports
called for from the Ccllectors. In the absence of any
price control the Ministry does no' have any statutory
power to enforce reduvction in prices of these goods”.

Enforcement of Price Control on Tyres

38. The Committee wan'ed to know the policy of Government
on inclusion of items within the purview of the Essentia] Commodi-
ties Act. The Ministry of Finance (Department of Revenue) in a
note stated:

“The Government declares a commodity as essential under
the Essential Commodities Act, 1955 in the intcrest of
general public for control of its production, distribution
and supply of and trade and commerce in such commo-
dities. The administrative machinery cencerned with
the production of such commodities approach the De-
partment of Civil Supplies, Ministry of Food and Civil
Supplies to notify such commodities as essential, under
the Essential Commodities Act, 1955.”

39. Asked why tyres could not have been broupght within the
scope of the Essential Commodities Act, 1955 when the prices were
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'increased in January, 1984, the Ministry of Finance (Department of
Revenue) in a note stated:

“The Government of India declared Automotive Tyres and

Tubes as an Essential Commodity in August, 1968 under
the Essential Commodity Act. Till November, 1973,
there was an informa] understanding beiween the Govern-
ment and the Industry under which the latter consulted
the Government before effecting any price increase. On
26 November, 1973 following a unilateral price incredse
in the prices of tyres by the Manufacturers, Government
issued orders under Section 16 of the Industries (Deve-
lopment and Regulation) Act, 1951 freezing the price at
the levels prevailing on 20th November, 1973. How-
ever these orders were withdrawn on 29th April, 1974
as it was felt that it was inappropriate to impose control
on prices of tyres and tubes when there was no contro’
on over the prices of raw materials and other inputs {..
manufacture of tyres, ard also because it was impracti-
cable to fix the price of tyres which were manifactured
in a large variety of sizes, trade patterns etc. and as the
price of each variety of tyres varied from unit to unit.

prices of tyres were revised in August 1981 after mutual
consultation between the Government and Industry. 1In
May, 1983 the industry again unilaterally increased the
prioes by about 10 per cent. However, on Government’s
intervention the prices were rolled back to August, 1981
levels and BICP was asked to examine the justification of
any price increase by the Industry as proposed by it.
BICP submitted its report in July, 1983, It was, how-
ever, felt that, in a prevailing buyers’ market, with ins-
talled capacity far in excess of demand, compelling the
industry to sell their products below their list prices and
with substantial discount, there was no need for any con-
trol on the prices of tyres. It has been the considered
view of the Department of Industrial Development that
it should be left to the market forces to determine the
prices of tyres with the Government assuming the res-
ponsibility to ensure that the production is mamtamed
and there is no scarcity in the market.”
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Duty Reduction and Clearances of Goods -

40. The Committee referred to the instructions issued by the
Central Board of Excise and Customs on 1 October, 1983 to the Col-
lectors of Central Excise about the exemption notifications and en-
quired about the compliance of the said instructions and the analysis
thereon. The Ministry of Finance (Deptt, of Revenue) in a note
stated:

“Particulars regarding production, clearances and revenues
realised were called for with a view to have an idea about
the operation of the exemptions. Comparisons between
the performance of the refrigeration industry and tyre
industry during October, 1983 to February, 1984 vis-a-
vis the performance during April to September, 1983 are
available”. (Table below)

Sl.  Description of  Pro-rate performance expected  Actual performance
No. Goods based upon April to Spetember, October to February 1984. Difference

1083,
Production Clearance Revenue Production Clearance Revenue

1. Refrigerators and _ )
Deep freezers . 2- 29 161 1531-00 222 2-75 1646 ()
115
2. Tyres . 15° 15 14°20  122°00 18- 54 16-98 14033 (+)

1833

41. The Audit Paragraph has mentioned about tﬁe impact of the
duty exemption on the clearances of refrigerators and specified tyres
after October, 1983. At the instance of the Committee, the Minis-
try of Finance furnished the following details of the production, clear- *
ances and the assessable values of different units during 1981-82,
1982-83 and 1 April to 30 September, 1982 and 1 October, 1983 to
February, 1984:—



REFRIGERATORS

Protuc- Clearance Assess-

8. Name of the Urit Description of Period . Instalied
No refregerators capacity tion Number able
Number Number value
(Rs. in
lakbs)
1 2 3 4 5 6 7 8

— e

1 M/s Weather Works Pvt. Ltd. Kalol

2 M/s Fedders 1lyod . . . . . .

s Mp Kelvinators India Ltd. . . . . . .

This unit had not manufactured refrigerators during the period in question,
They werc manufacturing deep freezers and water coolers.

Not exceedirg
165 liters

Others

Not exceeding
165 liters

1981-82
1982-83

1-4-83

to
30-9-83
1-10-88

o
29-2-84
1981-82
1982.8g
1-1.83
to
30-9-83
1-10-83
to
29-2-84
1981-82

1982-83

}
}
|
j

26000

26000

26000

206000

236000

17198
16025
10135

9227

108

12737¢
169721

17948
16276

8317

10458

33

t

152

113

139887

156512

370-33
336.74

159-73

193.20

0.83
4-29

3-93

2.99

2g02.98
8295.67




3 4 5 6 ” 8
1-4-83
to 236006 98200 67216 1300.54
30-0-83
11083
to 236000 07837 124363 2442.08
29-2-84
Othery 198182 226000 23898 28751 721.30
1982-83 236000 27713 2931y 611.88
1-4-83 to 236000 16374 12084 822.585
30-9-83
1-10.83 te 236000 0856 15428  404.74
29-2-84
4 M/s Godre] & Bovee Mfv. Co. Ltd. Bambay Modél p. g & 198182 .5 l:ﬂrils 101606 100371 2427.3%
p. 4 (capacity nes. Ter
165 liters) anrum
De. 1082-83 Do. 119502 123447  2984.74
1-4-83 to Da. 74332 51433  1055.44
30-0-83 .
7-10-89 ta Do. 59525 1965 1ym1.17

an.9.84

{2



5 M/s. Hvderabad Allwyr L:d. Hvderabad

6

M/s. Refrig-ration Products, Jullu~dar

Others
{(Model N
capacity 290
Itrs.

Up ta 165 lers,

Onrhers

7
165 Lirs. %
Others

165 T trs.

1981-{ 2

1982-83 *Combined
- instz Hed
capacity for
165 Itrs. 2nd
290 ltrs. is

2 lakhs
!';((‘(‘S Per
HUNIIIN
1-4-83 to
30-0-83
1-141-33 (G
20-2-04
1981-02 *60000
1682.03 Do,
1-4-03 to 1,050,000
30-9-83
1-10-83 ¢ 1,000,006
29-2-834
1981-82 *as akove
1982-83
1-1-P9 to
37-3-83

1-17-83 1o
29.2.84

No production and clearance during the

igf 8.

1-4-83 to Comtined
30-9-03 400

11981

1433C

10320

34

11760
17886

+2583

1839

653.97

415-52

224.10

353.85
6:7.03
8528.07

300,97

57.03 *

vears 1681-82 &




1 2 3 4 5 6 7 8
165 ltrs. 1-10-83 to 10 12 0.29
20-2-84
Othies 1-4-83 to 121 139 4.98
30-9-83
Do. 1-10.62 to 152 165 6.43
20-2-74
7 Mis. Blue Star Bharuch . . . . . . This wmit had not manufactured refrigeraters during the period in guestion.

They were manufactaring deep freeaers and water coolirs.

TYRES

81, Name cf the Unit Periad Installed Praduction Clearance Assess-
No. capacity of Numbers - Numbers able value

. all tyres (Rs. in

(Fig. in lakbs)

lacs.)

1 2 3 4 5 6 i
8 M/s. Geodyear India Ltd. Bahabhgarh . . . . . . . . 1981-82 16.50 1499753 1501847 5781.39
1982.fg 18.00 114955 1151185 4522.0C
4/83 to 9f83  18.00 581762 573055 2082.54
10/83 to 21.48 719791 705421  2427.54

2/84



g9 M/s. Modi Rubber Lid,, Modipuram

ic

12

M/s. Premier Tyres Lid., Kalames.ary . .

M/s. Apollo Tyres Chalakudy, Kerala

M/s. J.K. Industries Ltd. Kankrpuri, Udaipur

1g81-82
1952-83

1-4-83 to
30-9-83

1-10-83 to
29-2-84

1981-82
1982-83

1-4-83 to
3-9-83

1-10-8% to
29-2-84
1961.82
1982.83

1-4-83 to
30-9-83

1-10-83 to
29-2.84
Igf‘ 1-82
1982.83

1-4-83 to
3-9-83

1-10-83 to
29-2-84

7.64
12.77
13.56

13.56

4.41

Do.

Dao.

6.87
8.84

1689804
1566391
871850

3833688

719311
477400
128428

149041

281839
545868
291312

337829

1647224

1607324

808826

754753

759536

470677

137238

124549

254844
515157
280914

300219

26c810
250020

155405

134496

11403.12
11722.43

5586.50

5588 3¢

3350.56
2611.55

1079.00
841.88
95.81

173.€5

52.68

s2.07

456233
4239. 50
2686.10

22¢9.61

Le



' 2 3 4 5 6 7
13 M/s. Ceat Tyres, Bombay 1921-82 10.00 885189  BBb446  £314.89
1982-83 10,00 951273 923169  g550.91
1-4-83 to Do. 469896 470089 4618.19
30-9-83
1-10-83 to Do. 393721 391690  3916.74
29-2-84
14@ M/s. Bombay Tyres Internatiooal Ltd., Bombay 1981-82 11.00 16058 14283 170.96
1982-83 Do. 23757 24661 gtb.75
1-4-C3 to Do. 10033 7251 92.26
30-9-83
1-16-03 (o Do, 82621 JOrgd 72.36
29-2-84
13 Mf. MRF. Ld, Gna . . . . 19212 e.on 20116 260.76
1g82-83 Do, 432779 5050.28
x-4-8§ to Deo. 172880 2642‘47’
30-9-83
1-10-{ 2 10 Do. 115841 2004.39

29-2-84

88



Mis Vikean: wyees Ltdl, Mysoe | . . . .

th . 1812 2.07 183362 ‘184568  2775.08
1932-83 3.2¢4 194148 179131  2806.47
1-4-33 to De. 102859 109492  1591.65
30-9-#3
1-10-03 to 3.96 108450 85527 1222.03
209-2-£4
17 AMJs. Dunlup India Ltd,, Shal.gany (W.BA . R T o 234.58 954003 856062 3031.74
1902203 Do 829265 824439 =2916.70
i-1-83 to Do, 45%77 427560 ig18.50
3-0-03
1-10-43 1o Do, 347109 346850 1594 .51
2q-2-61
@ Inrespectof Mis, Bonbay Twes Tuirnational Linadeed, g frrtees of production, clearance ard assessable value are in respect of main

ranniies varicties of tyres onty.

6¢
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42, The Committee pointed cut that while the number o refri-
gerators cleared during April to September, 1983 was far below the
production, the clearances during the period October 1983 to Feb-
reary 1984 had considerably exceeded production and production
during that period, in fact, had come down. During evidence the
Committee asked how the claim that duty reductions had enabled
stimulate production could then be justifiable, the Secretary, Minis-
try of Finance (Banking) and CEA, stated:

“In the case of refrigerators the idea is at that point the stocks.
were very high. If you have stocks which are mounting
you have an adjustment period. That is not parti-
culary reprehensible.”

43. When asked how the industry could expand stocks to such
extent particularly when thiey were stated to have been incurring
Icsses, the Secretary Ministry of Finance (Deptt.. of Revenue) stated
in evidence: '

“If they were giving a discount of Rs.500 the demand did
go up.”

44, On being asked whether it wag not possible that stocks could
have been immediately cleared at revised rates after duty reduction
by the manufacturers (particularly those who have their own
marketing machinery like Kelvinator) to their stockists and later sell
it at increased rates when demand picked up, Secretary, Ministry of
Finance (Depit, of Revenue) replied in evidence:

“In the casc of refrigerators, the price remained at about the
same Jevel. ..... .. your general point that clearance
jumped up is another thing. If you come to tyres that
is reverse. The jump in clearance and‘jump in pro-
duction are two different things.”

Uniformity in price revisions

45. From the information furnished to the Committee about the
prices of tyres of various companies, in January, 1984 as also the
subsequent periods it is seen that the movement of prices among
various units over the period had more or less been uniform. Dur-
ing the Committee’s discussion with the representatives of the Auto-
motive Tyre Manufacturers Association, the Committee enquired
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how the companies decided their prices, The Vice-Chairman of the:
Association stated:

“We discuss among ourselves within each company and decide
the prices.” :

46, Asked how the costs could be uniform since the cost of pro-
duction of a unit set-up 15—20 years would be much less than newly
established unit, another representative of the Association replied:

“But the factories set-up 15—20 years back need modemnisa-
tion. With all the equipment necessary for modernisation
that they have to buy, the cost of production would be
the same.”

47. On being pointed out that the modernisation costs would be
taken care of by the depreciation on plant and -machinery provided
over the years, the Vice-Chairman of the Association stated:

“The situation is not exactly as you have stated. It is a com-
petitive market. In a competitive market prices of diffe-
-rent brands do vary according to the preferences. 1If you
go to the market place, there is a difference of 5 to 6
per cent from one brand of tyre to another. But in a
competitive market, the difference cannot be very large.
The new Companies which have come into production in
the last few years have suffered more and they went to
the Government for cxcise rebate because they were not
able to increase their prices in a competitive market,
though their cost of production is more.”

48, The Committee desired to know whether it was a fact that the
tyre market had been made a contiolled marke- by the manufacturers
by fixing prices in unison, the Vice-Chairman of ATMA replied:

“I must humbly submit that T strongly refute this point. There
is no price fixation by sitting together.”

49. However, the Joint Secretary, Ministry of Industry (Depart-
ment of Industrial Development) deposed before the Committee on
this point as under:

“These people have been increasing or reducing the prices
in unison. In this regard—there is 2 slight difference of
opinion between us and the BICP. The prices do come
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up and go down in unison and we do not know whether
it is done deliberately or not”,

Complaints with MRTP Commission

50. In this connection, the Committee desired to know whether
" it was a fact that the Andhra Pradesh and Rajasthan State Road
Transport Corporations had lodged complaints with the Monopoly
and Restrictive Trade Practices (MRTP) Commission against the
tyre companies for having indulged in the trade practice of forming
a cartel and quoting monopoly prices. In a note giving the facts of
the complaint and its latest position, the Ministry of Finance (Depart-
ment of Revenue) stated:

The MRTP Commission had received a complaint from
Association of State Road Transport Undertakings
against ten tvre companies. The Commission issued
an order of Inves.gation and directed the DG(I&R) to
investigate the matter and submit his report to the commis-
sion. After considering the Preliminary Investigation
Report of the DG (1&R), the Commission on 17th April,
1985 issued a notice of Enquiry to -ascertain whether the
complainee companies have indulged in the trade prac-
tice of forming a cartel and submitting identical or
nearly same rates in response to tenders floated by the
State Governmen* Transport Undertakings” and also whe-
ther they increased their rates to approximately the same

" level without any justification as a result of concert
amongst them and whether they collectivelv decreased
the quantity to be supplied against their tenders in order
to constrain the State Government Transport Under-
.takings to satisfy their requirements through purchase
from them. A copy of the Notice of Enquiry is enclos-
ed at Annexure (VI)-—*(Please see Appendix IIT)

The Association of State Road Transport Undertakings have
also filed an application under section 12A of the MRTP
Act for making an intcrim order by the Commission in-
juncting the tyre companies from giving effect to the
price increases and restrictive deliveries and for directing
the tyre companies to continue to supply tvres, tubes and
flaps to the members of Association at the prices volun-
tarily agreed and on other terms and conditions of the
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tenders till further orders. This application was heard
by the Commission on 6th November, 1985 and the
judgement has been reserved.” :

Duty Reductions and Market Prices

51. The Committee enquired whether the net dealer prices of
tyres furnished to the Commiitee (quoted above) were the exact prices
of tyres that the consumer had to pay. In reply, .the Joint Secretary,
Ministry of Indusiry stated in evidence:

“The net dealer price of the tyre manufacturer is inclusive of
excise duty and exclusive of sales tax”.

52. Asked whether the duty reductions and market prices could
be relatable, the Ministry of Finance (Department of Revenue) in a
note furnished after evidence, stated: |

“Market prices of tyres is not directly related to the manu-
facturers prices as bulk of the retail trade in tyres is in
the hands of tyre traders/dealers. Manufacturers supply
directly mainly to bulk customers like Defence Forces,
vehicles manufacturers, State  Transport Undertakings
etc. TRetail prices are determined by and large by the
market forces. Thus. neither, the excise relief allowed
in October. 1983 nor the heavy price discount offered by
the Industry in 1984 were fully reflected in the market
prices.”

53. The Committee drew attention to a commonly noticed ten-
dency among dealers to sell goods cleared at earlier rates of duty to
cus omers at revised rates of duty and thereby deprive the real con-
sumers of the actual duty reductions wherever due. Offering his
comments on the issue, the Secretarv. Ministry of Finance (Deptt. of
‘Revenue) staled in evidence:

“The dilemma which you have mentioned is a genuine one.
Once the excise dutv has been collected at a particular
rate and the material has been taken away, we do not
have a relationship with the excise dutv collected. Tt is
not related to."except in very rare casec. the selling price
of the commodity.”
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54, Elaborating his point, the witness added:.

“The retailor is not bound by any law to keep prices within.
certain limits because excise duty is so and so. Retailer.
fixes the price according to so many considerations,.
market demand, his commission, freight and so many

other factors.”

55. Asked whether any attempt was made in the case of tyres to
monitor the movement of marke: prices and the net dealers prices,
the Joint Secretary, Ministry of Industry (Department of Industrial
Development) replied in evidence:

“You have made a very valid pein:.. Even when the net
dealer’s price was reduced (for instance, Dunlop reduced
it from Rs, 3,765 to Rs. 3,550) the market price

went up.”

56. On being asked why the Government cannot make it obli-
gatory that the maximum retail prices are indicated on the tyres just
as in the case of cigarettes and controlled cloth so as to caution the
consumers, the witness replied:

“The pattern of tyre trade is different. For instance, in a
city like Delhi, the tyre manufacturer like Dunlop has
just four dealers, but you get a thousand traders selling
tyres in Delhi. The Company’s own dealers sell at the
printed price. They sell at the net dealer’s price inclusive

of excise duty....But there are so many intermediaries
in tyre trade....On ivres there are no printed labels.
But we can cause them to do it....In this case also it

should be possible”,

. 37. In this connection. it is seen that the Committee on Auto-
mobile Tyres & Tubes in Para 24—Chapier V of their Report
(Satyapa] Committee) has recommended as follows:

“In order that the complaints of malpractices and the consi-
derable dissatisfaction tha: has been voiced bv the dealers
Is substantially eliminated; it is necessary for the industry
to introduce a measure of self-discipline and to adop:
practices which are nct only above board but are also
seen to be fair and non-discriminatory. Tt would consi-
derably help if the industry voluntarily adop's a system
under which it anmounces from time to time the dealer
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and retail prices and discounts and other facilities through
trade circulars or public advertisements so that the public
the dealers and the Government are kept informed of the
prices and facilities that are available on a non-discrime-
natory basis to all dealers and consumers. The Com-
mittee would prefer that such a system is introduced on
a voluntary basis by the industry but in the event it &
not forthcoming in a satisfactory measure, it may be
worthwhile for Government to make it obligatory for
each company to do so. This is only to ensure that the
trading practices adopted by the industry are seen to be
fair and within the knowledge of the public and is not
intended to introduce either price control or distribution
control. In other words, each company can determine
its own level of prices and would have the flexibility to
do so to meet its commercial requirements. All that is
intended is that the trading practices are seen to te
totally above board und are implemented openly and in
the knowledge of the public in general. It is also recom-
mended that in order to ensure that these practices as
publically announced are in fact being followed. the Gov-
ernment should set up a monitoring mechanism which
should undertake periodic checks, suo moto or on the
basis of representations that may be received.”

Comments of Industrv on Audit Paragraph

58. The Committee desired to know the views of the Automotive
Tyre Manufacturers’ Association and the All India Refrigerators
Equipment Manufacturers’ Association on the Audit Paragraph under
examinadon. In their memorandum furnished to the Committee the
Autemotive Tyre Manunfacturers Association stated as follows:—

“Between September 1981 and April 1983, there was no
inciease n tyre prices, though the cost of production had
gone up as high as 18 per cent to 20 per cent.

In May 1983 the tyre companies increased the prices of truck/

' bus tyres by 10 per cent and other tyre by 5 per cent
However, at the instance of the Government the prices

were rolled back to pre-September 1981 levels. The
Government then assured the industry that tyre cost and

price issue would be referred to BICP and on receipt of

the report of BICP the industry could restore the price

increase. .-
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The BICP report was not published. However, it is under-
stood that the same was sutmitted (0 Government in
August 1983, It transpired during the discussions with
the Government that the BICP had supported the
cost increases faced by the tyre industry during the above
mentioned period.

In September 1983 the tyre industry informed the Government
that they could not afford to wait any longer due to
continuous pressure on cost of inputs. It was further
argued that since the BICP report is in the hands of the
Government, the industry should be allowed to implement
the price increase made in May, 1983 and held in abey-
ance since then at Government directive.

Whilz the industry was  making this request repzatedly for
restoration of the above mentioned price increase the
Government with effect from 1st October 1983 reduced
Excise Duty on truck/bus and off the Road vehicles
caiegories of tyres from 60 per cent to S0 per cent which
meant 6.6 per cent of selling price. This Notification was
to he effective aniy upto end of Februarvy 1984,

In the light of the above situation the indusiry represented to
the Government that at least it should be allowed to
adjust the Excise Duty reduction against the pending
price increase of 10 per cent. This request was made to
avoid any price increase immediately after the announce-
ment of duty reduction by the Government which was
long overdue and unavoidable. The industry felt that
any such revision in price immediately after the Duty
reduction could cause undue misunderstanding.

Unfortunately this view point of the industry was not appre-
ciated and the industry was told to delink the issue of
reduction from the cutstanding issue of pending price
increase of 10 per cent since May 1983,

Hence at the instance of th. Governmen! the entire benefit of
the Duty reduction was passed on to the consumers with
retrospective effec’ from 1st October 1983. As the Duty
reduction benefit had to be given also on the inventories
of tyres already cleared with higher Duty the tyre in-
dustry incurred a loss of Rs. 15 crores. This became
an additional burden on the tyre industry.
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The tyre industry informed the Government that it cannot

maintain the tyre prices any longer in the face of 18 per

cent to 20 per cent cost increases which have been taking
place since September 1981,

The price of truck/bus tyres were increased bhetween 8 per
cent to 10 per cent by various manufacturers during
January/March 1984. It may be pointed out here that
this price increase only partially off set the cost increase

of 18 per cent to 20 per cent.

Since the benefit of Excise Duty reduction had been passed
on to the consumers in October 1983, the price increase
effected in January/March, 1984 resulted in the truck/

bus tyre prices going up by only 13 to 3 per cent in 1984
as compared to 1981 price levels, i.e.,, over a period of
2} years.

On 29th February 1984 (in the Union Budget for 1984-85)
the Excise Duly reduction given in October, 1983 was

with-drawn. However, the selling prices of tyres remain-
ed unchanged.”

59. The All India Refrigerators Equipment Manufacturers Asso-
ciation in their note stated:—

“If at all the refrigerator Industry is the one Industry which
should be commended—and perhaps publicity too—or
the fact that it has passed on the entire benefit to the ulti-
mate customer, we confirm that all manufacturers have
passed on the benefit of Excise Duty reduction on 1.10.86

to the ultimate customers.

Kelvinator of India have in fact reduced its ex-factory price by
further Rs. 50 in October 1983 itself, thereby fore-
going some of its own margin in order to give further

benefit to the customer, and further even the dealers re-
duced their margins.

Kelvinator refrigerator’s ultimate customer price in July, 1980
was Rs, 5,171 and against which the corresponding
price today is Rs. 3,550 showing a reduction of 31 per

cent in 5 years and this in in spite of inflation and increase
in raw material costs and overheads. This production
was made possible by the fact of increased production
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and economies of scale. The benefits of cost savings
were passed on to the customers. )

In Annexure 2(ii) to PAC, it hag been indicated that
“expected” clearance between October, 1983 and Feb-
ruary, 1984 as 70,250 of 165 litres refrigerators, whereas
actual clearance was 1,20,464 of 165 litres refrigerators,
and as a result thereof, the revenue to the Exchequer was
actually Rs. 5.15 crores as opposed to the revenue which
would have been Rs, 5.73 crores on the “expected” sale.
We do not quite know ag to from where the “expected”
sales figures were taken, since it is our humble suggestion
that if the excise duty had not been reduced during that
critical period, there would have been no sales or very
poor sales between October, 1983 and February, 1984,
as there was a total slump in customers demand and a
total recession in the Industry. In fact, if thig had con-
tinued any further, all manufacturers would have closed
their plants which would have rendered 200,000 wor-
kers jobless and which would have even caused far grea-
ter revenue loss, It will thus be seen that but for the ex-
cise duty reduction ir October, 1983. the refrigerators
sale would have beep terribly low, thereby leading to
ascending revenue loss to the Exchequer. Therefore, it
ig incorrect to compare the actual revenue realisation dur-
ing the period with what would have been the revenue
realisaticn if there was no reduction of excise duty.

It is also important to mention that even on the “expected”
sale, there is a very marginal reduction in revenue on the
finished refrigerator. It will be seen from Annexure ‘A’
to this note that a large number of items used as raw
material or components in the manufacture of refrigera-
tors, covering which there is no proforma credit avajlable
against the duty paid on refrigerators. The excise duty
realisation on such items has definitely shot up because
of increased production of refrigerators. It may be seen
that the excise duty realisation on such iteme which was
about Rs. 20 crores during 1982-83 has increased to
Rs. 26.35 crores during 1983-84,

Tt may also be seen that while the production of refrigerators
in the whole co'mtry during 1982-.83 was at 4,09,654,
the same has increased in 1983-84 to 5,16,980 and this
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has further increased to 5,86,086 in 1984-85, as a result
of the duty realisation even at the reduced rate comes
to much more than the actual realisation on the higher
rate of duty in 1981-82 when the total production was
3,46,840 in the coumd.y.

It can be seen that even in respect of one manufacturer,
Kelvinator of India L.td., which company accounts for
more than 50 per cent of the tota] production in the
country, Excise Duty paid during the year 1983-84,
was about Rs, 20.15 cro'es, which increased tc Rs. 20.65
crores in 1984-85. These figures compared to Rs. 20
crores paid in 1982-83 the period before Excise duty
reduction, will show that the gross duty realisation is
increasing,

Very important to bear in mind is the fact that apart from
increase of revenue to the Exchequer without the excise
duty reduction, minimom of 200,000 people would have
been without job, hundreds of ancillaries would have
closed down their plant along with the refrigerator
manufacturers and equally important is the gross na-
tional product of the country would be reduced and
with its precious revenue to the Exchequer.

It can be further seen that during the year 1983-84, when
the Excise Duty was ieduced in October, 1983, the costs
of production have been fast ‘ncreasing and this factor
has also to be brone in mind.”

60. During their discussions with the representatives of the All
India Refrigerators Equipment Manufacturers Association, the Com-
mittee pointed out that according to Audit, a refrigerator manufac-
turer, viz., Kelvinator had increased their prices in October, 1983
and January, 1984, The Chairman of the Association stated:—

“This is a wrong statement”,

61. On this point, another representative of the Association fur-
ther stated:— ~

“In fact, there was a reduction of Rs. 50 as per the price
list submitted on 21-10-1983. Before January, 1984
also, the ex-factory price was Rs. 1,963. We increased
it by about Rs. 2 to round it off to Rs. 1,965. Techni-
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cally it is an increase but this was done uue to some
pricing reform.”

Passing of duty concessions to consumers—Need for suitable adminis-
trative mechanism

62. The Committee wanted to know whether the Ministry of
Finance had any suggestion for evolving an effective mechanism for
ensuring that the duty concessions intended for the ultimate consu-
mers were duly passed on. In a note furnished after evidence, the
Ministry of Finance (Department of Revenue) stated:—

“Excise duty is a tax levied on manufactured goods. Being
an indirect tax, the cffect of any change in the duty
levied is expected to be reflected in the final prices of
these goods to the consumer. A large number of the
goods where excise duty is levied are produced in the
public sector or whose prices are administratively con-
trolled like for example petroleum products, iron and
steel and other basic metals. Any duty concessions in
these areas would normally be passed on to the con-
sumer. Even in other areas also, it is cxpected that
given the play of market forces, duty concessions for any
goods may be in the consumer price of these goods.
On many occasions the Ministry of Finance has also
taken upon with the various other Ministries of the
Government the question of passing on the duty con-
cessions. The concerned Ministries try to persuade the
manufacturers to pass on the concessions to the
consumers,

Need for Government intervention

63. During evidence. the Committee drew attention 1o the further
rise in the prices of tyres in 1985 and the widespread concem it had
caused among the users and echoed in Parliament, Thev wanted to
know whether Government now intended to intervene over distribu-
tion and pricing of tyres. The Joint Secretary, Ministrv of Industry
(Department of Industrial Development) stated in evidence:—

‘No recommendation has been made by BICP to that effect
Secondly. the industry is well diversified and the market
is also big. Administration of controls over distributionr
and pricing is difficult.”
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Report of Bureau of Industrial Costs and Prices (BICP)

64, The Ministry of Industry (Department of lndustrial Develop-.
ment) requested the Bureau of Industrial Costs and Prices (BICP)
in May, 1984 to examine the financial performance of the tyre indus-
try in 1982-83 and 1983-84, the cost structure of tyres and the
reasonableness of price revisions correspondingly. It was also asked
to investigate manipulation of prices, if any, in the coniext of excise
duty change over (from ad valorem to specific duty). The BICP
was further requested to express their view on the need and the

appropriate mechanism for administrative intervention in prices and
distribution of tyres.

65. During evidence the Comnittee were informed that the BICP
Report has been submitted but no stand has been taken bv the Gov-
ernment, yet, on the same. A copy of the abbreviated version of
the Phase I Report was furnished to the Committee after evidence.
Some of the observations of the BICP have already been quoted else-

where in the Report. The main observations/recommendations of
the BICP were briefly as follows:—

(i) Costs during the years 1980 to 1983 have shown an in-
creasing trend under all ‘Heads
materials, labour and
panies.

of expenses viz..
overheads in most of the com-

(ii) Between August 1981 and April 1984, the impact of
the price increase of all, raw materials in tyres put to-
gether was not significant.

(iii) Taking conversion and selling costs, the comparison

between total cost & price (Net Dealers Price) indicates
a mixed picture,

(iv) As a result of change-over from

rates of excise duties, the excise duties pavable after

1-3-1984 are generally higher than those being paid
earlier on basis of basic price.

ad-valorem to specific

(v) Profitability of tyre companices has fluctuated during the
four years period from 1980 to 1983 and. generally,

there was a sharp dcterioration in profitability in 1983
(relative to 1981 and 1982).
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(vi) A 12 per cent post-tax return with an overall debt
equity pattern of thc industry of 1:1 and an average
interest rate of 14 per cent on debts, would require a
return of about 21 per cent on capital employed. Only
MRF and JK achieved this level of return in 1983,

(vii) Capacity utilisation of the industry declined to 78 per
cent in 1983 as against 98 per cent achieved in 1989.
The idle capacity cost may have led to an increase in
unit cost of producticn and downward trend in profit-
ability of the industry.

(viii) The combined effect of duties on inputs (one stage and
on tyres, raises by 83 per cent the estimated price with
absolutely no taxes on inputs and on tyres.

(ix) Government may consider whether it would be appro-
priate now to refer the issue of prices, discounts, and
trade and distribution practices in the tyre industry to
a probe by the MRTP Commission.

66. Referring to the reduction in inter-company brice variation
-and the unified and rather coordinated increases in the prices by the
‘tyre manufacturers, in the Chapter dealing with “Analysis of costs,
‘prices and duties”, the Bureau has observed as follows:—

“NDP price variation among the top three companies had come
down sharply in between each price change from Septem-
ber, 1981 to March 1985, in the two truck tvre and one
car tyre specifications considered. The decline in price
differential of one specification of truck tyre is so sharp
that the truck tyre price of three top companies is obser-
ved to be virtually equal.

The reduction in infer-company price variation especially
among the top 5 companies if continued, would be a
matter of concern and would need to be closely follow-

ed. Of particular interest is the close of three com-
panies, whose truck tyre prices appear to have moved
up in tandem.

It appears now from the observed reduction in - inter-com-
pany price variation and the unified and coordinated
increase in the prices by all tyre manufacturers that the
situation of free market competition regulating prices
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in the industry does not appear to be there now with the
same intensity. Considering that to some -extent the
industry has a surplus capacity in relatton to demand
and also that a few new large capacities appear to be in
the offing, Government may consider whether it would
be appropriate now to refer the issue of prices, discounts
and trade and distribution practices and pelicies in the
tyre industry to a probe by the MRTP Commission.
Also, there is a case for continuous monitoring of these
trends by the Government.”

67. The BICP has also examined the change in excise duty and
duty impact on tyres. Commenting on the extent to which the re-
duction in duty in October, 1983 was passed on by the manufacturers,
the Bureau has observed:—

“Taking into the account the different adjustments which the
companies made in October, 1983 over September,
1981 in regard to basic price, PME, and change in
base for exercise calculation, out of a total of 27 obser-
vations in a company-tyre specification matrix in truck
tyres, the duty relief in October, 1983 over September,
1981 was fully passed on in the NDP with duty only
in 9 cases. In the other eighteen cases duty relief was
either not passed on or passed on partly.

Specification October 1983 over September 1981

Duty Relief
Passed on  Passed on  Not passed
almost partly on/NDP
increased
Truck

10- 00-27-16PR Nyloa . . . . . 3 cos. 3 cos. 2 cos.
9-00-20-14PR Nylon . . . . . 3 cos. 3 cos. 2 cos.
9' 00-20-12PR Nylon . . . . . 2 cos, 1 co. 1 co.
9 00-20-12PR Nylon . . . . . 1co.. 2 o, 4 co8.

68. The Committee desired to know the action taken on the BICP
Report. The Ministry of Finance (Department of Revenue) in a
note stated as follows:-

“The Ministry of Industry has intimated that the complete text
of the Report is being published by the BICP. In the



54

meantix_ne, as recommended by the BICP the issues relating-
to pricing practices, allowing of discounts etc. have been
referred to MRTP Commission for an investigation.”

High Taxation and Malpractices

69. During their discussions the representatives of the Tyre and
Refrigerator Manufacturers’ Associations pleaded before the Com-
mittee that the rates of excise duty in India were very high. The
Committee desired to know whether evasion of duty and other mal-
practices were prevalent in the industry due to the heavy rates of
excise duty. The Secretary, Ministry of Finance (Department of
Revenue) stated in evidence:—

“As a general proposition what vou said is all right........ We
cannot live without high taxes because India needs a lot
of money for its development expenditure.”

70. Citing the example of tyre, the witness stated:—

“Tyre industry is one of our biggest suppliers of this money.
We get Rs, 500 crores from them. It is an industry where
we have to take stringent measure to see that they give us
what is due from them. In fact, 150 cases are blocked up
in court cases. To see that all dues from them are taken
we have taken up two cases. One is that has been made
specific. Secondly we have made physical control from this
year. So, we expect substantial excise revenue from the
tyre industry this year.”

71. Asked whether the Ministry of Industry had requested for re-
duction in excise duty on tyres, the witness replied:—

“The concerned Ministries are constantly sending up proposals
for excise reduction, but they are under examination. To-
day the duty rate is around 54 per cent. Compared to
the duty structure prevalent in India 54 per cent is not
extremely high duty.”

72. Expressing the view of the Ministry of Industry on the issue
the Joint Secretary of the Ministry (Department of Industrial Deve-
lopment) stated in evidence:—

“The position of the Ministry of Industry has been that the
problems of tyre industry requires a total approach. From
raw material to end product, the whole lot of imports have

to be looked into.” = aeee e eeeenetee
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Report of Tyre Development Council

73. During evidence, the Joint Secretary, Ministry of Industry
(Department of Industrial Development) informed the Committee
that the Tyre Development Council to which the Secretary, Ministry
of Industry was the Chairman, was examining the taxation structure.

74, In a note furnished after evidence the Ministry of Finance
(Department of Revenue) inter alia stated that the following were
the main recommendations of the Tyre Development Council:—

(1) To reduce the excise duty to 15.75 per cent ad valorem or

its equivalent in specific rates to bring it in line with truck|
but chassis etc.

(2) The excise duty on Nylon yarn of Rs. 8.13 per kg. may be
removed. It may be noted that there wilj still be an excise
duty of Rs. 4/- per kg. on Nylon Fabric.

(3) Butyl Rubber which does not have any indigenous angle
should be allowed duty free, Other raw materials such as
Cholorobutyl and Neoprene rubber, Resorcinal, V.P. Latex,
Insoluble Sulphur falling in the same category should also
be considered for duty free imports.

(4) Excise duty on all tvres meant for Original Equipment
manufacturers fitment on new vehicles should be exempt-
ed from excise duty.

(5) Imported R&D equipments should be exempted from duties
in order to encourage in House R&D efforts.

75. When asked to indicate the action taken on the recommenda-
tions of the Tyre Development Council, the Ministry of Finance {De-
partment of Revenue) in a subsequent note stated as follows:—

“The recommendations of the Committee regarding taxation
structure on tyres and tubes were examined by the Minis-
try of Finance, Department of Revenue and it was not
found feasible to agree to the recommendation of the Com-
mittee for reduction in the Customs & Excise duty on tyres
and tubes.”

Report of the Satyapal Committee

76. It was further informed that a Committee under the Chair-
manship of Shri M. Satyapal had reported to Government on auto-
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mobile tyres and tubes. The Committee wanted to know the action
taken by Government on the same. The Ministry of Finance (De-
partment of Revenue) in a note furnisheq after evidence stated:—

“The Ministry of Industry have reported that the recommen-
dations of the Committee are of far reaching nature and
concern various Departments. These issues have accord-
ingly been referred to the concerned Departments and the
Development Council for further examination.”

Present position of duty on specified tyres and refrigerators

77. The Committee desired to know the changes made in the rates
of excise duty on refrigerators and specified tyres after the issue of
the notifications 251183 and 252!83 dated 1 October, 1983 (under
reference). ‘The Ministry of Finance (Department of Revenue)
stated:— ’

Specified tyres: 1. The concessional rate of basic excise duty
of 50 per cent adv. as applicable to specified tyres was not
continued beyond 29-2-1984. The duty structure for all
tyres including specified tyres was also revised from ad
valorem to specific rates with effect from 1-3-1984. Special
excise duty was also continued at the rate of 10 per cent
of the basic excise duty.

2. In the 1985 Budget, i.e., with effect from 17-3-1985, all tyres
including specified tyres were exempted from special ex-
cise duty and the basic excise duty was suitably adjusted

so that the overall duty on tyres remained more or less
the same.

Refrigerators: 1. The concessional rates of excise duty an-
nounced vide notification No. 251!83-CE dated 1-10-83 were
continued in the first instance upto 28-2-85 for one more
vear. These reduced rates have since been continued
without any time limit.
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2, The present rates of basic excise duty and special excise:
duty for refrigerators are:

Description v Rate of Duty

Basic excise duty Special excise duty

1. Domestic Refrigerators of capacity not

exceeding 165 litres . . . . 25% ad valorem 5% of the basic
excise dut,

2. Other Refrigerators . . . . 57, ad valorem 5% of the basic
excise duty.

78. As per. notifications issued on 1 October, 1983 the effective
rates of excise duty on domestic refrigerators of capacity not exceed-
ing 165 litres was reduced from 40 per cent to 25 per cent nd valorem
and for other refrigerators from 80 per cent to 50 per cent. Similarly,
duty on specified tyres was reduced from 60 per cent to 50 per cent
ad valorem. According to Audit, the reduction in the rates of duty
was made in the expectation that the price of such goods to the
consumer would come down or, at least, not go up. It was also
also expected that with the price coming down or remaining the
same, the increase in volume of clearances would compensate for
the decrease in the quantum of duty realised per unit. After a
review of the clearances made by seven leading refrigerator
manufacturers and ten leading tyre manufacturers, Audit have
pointed out that a manufacturer of refrigerators increased his prices
in October, 1983 and again in January, 1984 and another manufacturer
did so in January, 1984. Eight manufacturers of tyres increased their
prices in January, 1984. while another raised his prices in March,
1984. Monthly clearances from October, 1983 effected by 13 manufac-
turers inreased compered to average monthly clearances in the pre-
vious 12 months. There was marginal' decrease in the average
monthly clearances made by four manufacturers between October,
1983 and February, 1984 as compared to the previous 12 months The
Audit have estimated that the net revenue foregone on clearance
made between October, 1983 and February, 1984 as a result of
reduction in the rate of duty, was Rs, 6.64 crores.

79. The Ministry of Finance maintain that the notifications
reducing the rates of excise duty on specified tyres and refrigerators
were issued in October, 1983 as fiscal relief mainly with a view to:
stimulating the growth of the industries whose performance in
1982-83 was found to be sluggish. It was expected that reduction
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in duty would result in price rcduction which would, in turn, stimulate
demand. Upnfortunately, this did not happen. In fact, the prices of
tytes went up in January, 1984 while prices of refrigerators remained
at about the same level All the tyre manufacturers with the
-exception of a state public sector undertaking increaseq the prices of
their tyres in January, 1984. As repeated requests to roll back the
prices went unheeded, Government decided to withdraw the excise
relief given to the tyre industry in the 1984 Budget, The concession
for the refrigerator industry was continued as the industry had
co-operated atleast by helding ‘he price line.

80. The Ministry of Industry maintain that it was administratively
difficult and also inappropriate to impose price control in multi-
product industry without specific price control on the raw materials|
inputs. It was the Ministry’s considered view that in the prevailing
buyer’s market it should be left to the market forces to determine
the prices of tyres with the Government assuming the responsibility
to ensuire that tne production is maintained and there is mo scarcity
in the market, The Committee appreciate the force of these argu-
ments but felt concerned that Government find itself helpless in the
face of the manufacturers’ determination to keep prices at levels
acceptable to them. The Committee take note of the fact that the
manufacturers have strengthened themselves financially in spite of
their complaint that tie profit margin is low or negligible. The
Public Accounts Committee have studied the facts relating to this
industry in some depth. Thev are satisfied that the conditions rela-
ting to the industry should he studied fyrther with a view to ensu-
ring that the industry is not able to distort the market forces and
manipulate them to their advantage. The Committee would further
like Government to consider the advisability of requiring the manu-
factures to print the price and the date of manufacture on every
‘tyre. This would at the very least warn consumers of any unproper
trade manipulations,

81. The facts stated in the foregoing paragraphs clearly identify
some of the specific areas in the pricing and distribution of tyres
which require immediate Government attention. In a note furnished
to the Committee after evidence, the Ministry of Finance have stated
that in pursuance of the recommendations made by Bureau of
Industrial Costs and Prices (BICP) in its recent report, the Ministry
of Industry have referred the issues relating to pricing practices,
allowing of discounts etc. for a probe by the MRTP Commission.
The Committee trust that this probe will be carried out with utm~st
expedition.
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82. During evidence, the representative of the Ministry of Industry
stated that the problems of tyre industry require a total approach.
In this connection, the Committee would draw attention to the fact
that a number of reports are now before the Government pending
action. They include, the reports of the Bureau of Industria] Costs
and Prices on costs, pricing, distribution etc., the Satyapal Committee
on automobile tyres and tubes, the tyre Development Council on
taxatign structure on tyres and tubes Government should expedi-
tiously examine these reports and formulate an integrated policy
designed to maintain growth of the industry at a satisfactory pace,
while ensuring that the consumers are protected from exploitation

and receive the benefit of whatever concessions are extended to the
Industry.

83. The Committee find from the details of production and
clearances of refrigerators that while the number of refrigerators
cleared during April to September, 1983 was far below the produc-
tion, the clearances during Ocaober, 1983 to February, 1984 had
considerably exceeded production. Evidently, the duty concessions
had not so much stimulated growth as enabled the manufacturers to
clear their accummulated stocks. Thus, in the case of refrigerator
industry also the benefit of duty cancession was not passed on to the

consumer and as such, the purpose of fiscal relief was not fully
achieved.

New DevuI; | E. AYYAPU REDDY,
25 April, 1986

Chairman,
5 Vaisakha, 1908 (S).

Public Accounts Committee.



APPEND: X2
[Vide Para 3 (iii)]
(Clearances of refrigerators and tyres)

Sl.  No. of manufacture Mot thly average Clearances made sfter September, 1983
clearance( from
October 1982 Octoaber November December January Februvary
to September, 1983 1983 1983 1984 1984
1983)
1 2 3 4 5 6 7

(1) Refrigerators of capacity not exceeding 165 litres.

1 1 12 3 35 3 58

2 1570 2101 1077 2303 2719 2391

8 (2) 65 liwes . . . . 92 442 41 19 Nil Nil
(by 165titres . . . . 1acso 9777 30004 18846 21575 40269.
{c) 1b5lies . . . . 553 273 297 35 165 1367

4 12218 (Clearance averaged 18220 per month)

5 ' 3472 ©o27n 4154 6330 4451 4935

[ ’ 1 3 5 3 2 26

{2) Refrigerators of capacity more than 165 litrer ar d deep freezers.
7 49 NA 8 70 83 70

3 (a) 85 litres . . . . 58 3 1 Nis Nil Nil



" 8pecified tru.s and bus tyres.

8

9

10
1

12

4

5

17

(b) 275 litres

(c) 425 litres

()

®)

(®

W)

o1

187

27317
53378
17299
36208
25661
25620
108692
38240
25150
18
7483

10821

51 61 79
Nil Nil 10
420 86 22
13950 55940 57211

(Clearance averaged 70923 per month)
(Clearance averaged 16425 per month)
(Clearance sveraged 50101 per month)

25788 3o8o1 24873

20933 27072 o247

136
17

467

34455

28836

40426

136

2

65718

24698

32054

{Average morthly clearance betwe.n October 1683 and Feb., 1984 was 109937)

{Average monthly clearance between ©October

{Averege monthly ckrarance betwven October

11908 13820 17120
7oy 11858 588a
67508 16:88 14682

1g83 ard Feb., 1084 was 65643)

1983 anrd Feb., 1984 was 26072)

26329
3881

10747

10363
1595

19806




APPENDIX-I1
[vide Para g(iv)]

(Reventie implication of reduction in duty on refrigerators and  gyres)

ftem 81. No. Expected Actual Duty payable  Reduced duty  Duty payable Duty foregone
. of cleargnce clearaner (without reduc- paid on actual (withcnt reduc-  between 10/83
Manu. betwcen betweer tion) actual clearance tion) or cxpectcd and 2/84
facturer 10/83 and 2/84 10/83 and clcarance {Amount in Rs.) Clearar.ce éAuveunt in Rs.
2/84 (Amount in Rs.) (Amount in Rs.) (Cels. 7 mirus
1 2 3 4 5 6 A 7 8
Damestic refrigerators of 1 55 1t 1,91,110 1,08,610 1,07,811 (—) 799
capacity not exceedirg 165
litres 2 7850 10,591 87,34,078 63,33,630 t4,44.650 1,11,220
3(a) 460 502 2,78,258 1,973,911 2,54,840 80,029
(b, 70,250 1,20,464 9,84,29,287 5:15,18,34 5,73,94,250 58,75:945
{0) 1,763 2,137 24,04,658 15,€2,910 19,85,625 4,82,715
4 6';°95 9"’00 I ,73,07,000 6’27:009000 7722)75)3£5 95’75’385
’ 17,360 22,581 1,80,4¢ 496 1,12,77,000 1,38,70,640 25,903,640
6 r 29 63,547 40,967 8,405 (=) 32,562
Other refrdgerators and decp 7 245 271 14,12,415 9,28,384 12,756,940 3,48,556
freescrs
3(a) . 4 6,696 4,186 6,696 2,510
(b) 455 463 11,13,861 4,17,659 10,94,275% 6,76,576
()] .o 7 2,42,109 1,51,318 2,42,109

90,791



8(a)
(b)

10
11
12(a)
(b)
8pecified Tyres 13
14
13
16
17(s)
(b)

935
36,5¢5
2,840

1,81,040
1,28,305
1,28,100
5,19,460

2,91,230

54,109

1,839
2,27,304
3,179
2,59,520
82,126
2,50,508
1,34,406
1,51,132
549,035
3,21 ,215
1,04,280
79,568
37,316
67,171

48,66,3¢48
7,82,24,088
2,04,84,643
24,02, 5,C70
4,57,14,121
9,94,15,719
10,72,24,281
1,06,39,208
25,52,49,000
10,90,40,0(;0
11,27,67,000
5.89,07,528
2,09,95,623
6,42,02,4023

30,51,652

6:51 586!740 -

1,72,10,004
22,16,47,680

9,80,95,105
8,28,98,610
16,8,67,710
98,67 ,0ca

21,3%,90,000
9,00,40,000
9,41,72,000
4,84,97,031
1,74,96,353

5,40,02,440

24,74,010%
4,69,°5,240
1,8%,00,960
24,07,65,07
" 457,14,121%
7,18,52,880
10,22,59,085
89,67,000
24,10,20,440
9,66,88,360
11,27,67,000*
5:83,07,528*
2,45,28,713*
5,22,01,564

TOTAL

(-)577.652
(-)1,Pa,c1,500
10,81,c56
86,17,890

ﬁ)lgiols

— 1,10,25,73C
(—)66,c8,625
(--) 8,983,004

2,72,39,440

57,48,360
1,85,95,000
98,09,597
70,32,360

(—) 18,00,876

——— e — —

1 0!55‘}.80’48 7

("” ) 3)9’;401738

6,64,89,740

(Note +— 'jf,‘ p':r‘.;oses of calculation of duty foregone expected clearances based on past average limited to actual clearance between 10/83
2/84). '

€
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APPENDIX-III

(Vide Para 50)
IN THE MATTER OF

No. '19(22)RTP/85
MONOPOLIES AND RESTRICTIVE TRADE PRACTICES
COMMISSION

Travancore House,
Kasturba Gandhi Marg,
New Delhi.

Dated 17th April, 1985.

RESTRICTIVE TRADE PRACTICES ENQUIRY NO. 78
OF 1984

NOTICE OF ENQUIRY

(Under Section 19(a) (i) and Section 37 of the Monopolies and
Restrictive Trade Practices Act, 1969 and Regulations 58 and 58A of
the Monopolies and Restrictive Trade Practices Commission Regula-
tions, 1974). f

IN THE MATTER OF

1. Association of State Road
Trangport Undertakings,
No. 811, Ashoka Estate,
21, Barakhamba Road,
New Delhi-110001.

2. Andhra Pradesh State Road,
Transport Corporation Mushirabad,
Hyderabad-500020.

3. Rajasthan State Road Transport
Corporation,
Parivbhan Marg, Jaipur,

Vs.

1. M/s Premier Tyres Ltd,
2|4E, Jhandewalan Extension,
New Delhi-110055.

2. M/s Bombay Tyres International Ltd.
(Modistone)
Hasan Building,
Nicholson Road,
Delhi-1100086.
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3. M/s Modi Rubber Ltd.,
G-17, 1st Floor,
Connaught Circus,
New Delhi-110001,

4 M/sM R F. Ltd,
3|4 Asaf Ali Road,
New Delhi-110002.

5. M/s J. K. Industrieg Ltd,,
19-B, Asaf Ali Road,
New Delhi-110002.

6. M/s Apollo Tyres Ltd.,
18, New Colony,
Modern Basti,

New Delhi-110005.

7. M/s Dunlop India Limited,
9 & 10-B, Asaf Ali Road
New Delhi-110002.

8. M/s India Tyre & Rubber Co. (I) Ltd,.,
3, Zorawar Singh Marg,
Kashmere Gate,
Delhi-110006.

9. M/s. Ceat Tyres of India Ltd,,
1-5/4, Jhandewalan Extension,
New Delhi-110005.

10. M/s Good Year India Ltd.,
1-Ansari Road,

New Delhi. Respondente.

WHEREAS THE Monopolies and Restrictive Trade Practices
Commission has received a complaint from the complainants above
mentioned against the Respondents above mentioned.

2. AND WHEREAS the said complaint was referred to the
Director Generg! for preliminary investigation as referred by Sec-
tion 11 of the Monopolies and Restrictive Trade Practices Act, 1969
and the Director General has submitted his preliminary investiga-
tion report in respect thereof (A copy of P.ILR. is enclosed).

3. AND WHEREAS upon a perusal of the said complaint and the
said preliminary investigation report, it appears, to the Commission
that the respondents mentioned above have indulged in the trade
practice of forming cartel and submitting identical or nearly same
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rates in response to tenders floated by State Govt. undertakings
mentioned in the complaint.

4. AND WHEREAS the respondents also increased their rates to
approximately the same level without any Justification as a result
of concert amongst them.

5. AND WHEREAS the respondents collectively decreased the
quantity to be supplied against their tenders in order to constrain the
State Government Transport undertakings to satisfy their require-

ment through purchase, from almost all the parties namely the res-
pondents,

6. AND WHEREAS the aforesaid trade practices have or may
have the effect of preventing, distorting or restricting competitiom
amongst the manufacturers inter-se and bring about manipulation
of prices, condition of delivery and the flow of supplies in such a

manner as to impose on the consumers unjustified costs or restric-
tions. f

AND THEREFORE, in exercise of powers conferred on it under
Section 10(a) (i) and Section 37 of the Monopolies and Restrictive
Trade Practices Act, 1969 the Commission has ordered that an enquiry

be instituted against the respondents above mentioned at its office at
New Delhi to enquire into as to whether:

(a) the respondents above mentioned have been andfor are
indulging in the trade practices as alleged;

(b) the said trade practices have or may have the effect of
preventing/distorting or restricting competition;

(c) the said trade practices have or may have the effect of
imposing unjustified costs or restrictions on the consumers;
and ‘

(d) such trade practices are prejudicial to public interest.

NOW, THEREFORE, Notice under Regulations 58 of the Mono-
polies and Restrictive Trade Practices Commission Regulations, 1974
is hereby given to the Respondents above mentioned that if they
wish to be heard in the proceedings before this Commission, they
should comply with.the requiremnts of Regulations 11, 65 and 67 at
the said Regulations (a copy thereof is enclosed), failing which the
Commission will proceed with the enquiry in the absence of the

Respondents.

The case is fixed for hearing before the Commission on 6th May,
1985 at 11.00 AM.
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GIVEN under my hand and the seal of the Commission at New
Delhi, this the 17th day of April, 1985.

BY ORDER OF THE COMMISSION

(M. L. SHARMA)
Deputy Secretary

Copy to: t
1. The Adl. Director General of
Investigation & Registration
(Investigation), New Delhi.

2. The Adl. Director General of

Investigation & Registration
(Registration), New Delhi.

3. The Director (Research),
M.R.T.P. Commission,
New Delhi.

4. The Department of Company Affairs,
Shastri Bhavan,
New Delhi.

(M. L. Sharma) >
Deputy Secretary



APPENDIX IV

Conclusions/Recommendations

- o —————

Conclusions;Recommendztions

Sl Para No. Ministry/Deptt.
No. concerned

{ : 3 - ) -
1. 78 Ministry of Finance

Deptt. of Revenue,

As per notifications issued on 1 Qctober, 1983 the effective rates
of excise duty on domestic refrigerators of capacity not exceeding
165 litres was reduced from 40 per cent to 25 per cent ad valorem
and for other refrigerators from 80 per cent to 50 per cent. Similarly
duty on specified tyres was reduced from 60 per cent to 50 per cent
ad valorem. According to Audit, the reduction in the rates of duty
was made in the expectation that the price of such goods to the
consumer would come down or, at least, not go up. It was also
expected that with the price coming down or remaining the same, the
increase in volume of clearances would compensate for the decrease
in the quantum of duty realised per unit. After a review of the
clearances made by seven leading refrigerator manufacturers and ten
leading tyre manufacturers, Audit have pointed out that a manu-
facturer of refrigerators increased his prices in October, 1983 and
again in January, 1984 and another manufacturer did so in January,
1984. Eight manufacturers of tyres increased their prices in Januaty,
1884, while another raised his prices in March, 1984. Monthly clear-
ances from October, 1983 effected by 13 maaufacturers increased
compared to average morithly clearances in the previous 12 months.

=]
-
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. Ministry  of Finance

" {Department of Revenue)

and Ministry of Industry

(Department of Industrial

Development)

—do—

There was marginal decrease in the average monthly clearances made
by four manufacturers between October, 1983 and February, 1984 as
compared to the previous 12 months. The Audit have estimated that
the net revenue foregone on clearance made between October, 1983
and February, 1984 as a result of reduction in the rate of duty, was
Rs. 6.64 crores. '

The Ministry of Finance maintain that the notifications reducing
the rates of excise duty on specified tyres and refrigerators were
issued in October, 1983 as fiscal relief mainly with a view to stimulat-
ing the growth of the industries whose performanc: in 1982-83 was
found to be sluggish. It was expected that reduction in duty would
result in price reduction which would, in turn, stimulate demand.
Unfortunately, this did not happen. In fact, the prices of tyres went
up in January, 1984 while prices of refrigerators remained at about
the same level. All the tyre manufacturers with the exception of a
state public sector undertaking increased the prices of their tyres
in January, 1984. As repeated requests to roll back the prices went
unheeded, Government decided to withdraw the excise relief given
to the tyre industry in the 1984 Budget. The concession for the
refrigerator industry was continued as the industry had co-operated
atleast by holding the price line,

The Ministry of Industry maintain that it was administratively
difficult and also inappropriate to impose price control in multi-
product industry without specific price control on the raw materials/
inputs. It was the Ministry’s considered view that in the prevailing
buyer’s market it should be left to the market forces to determine

69
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Ministry of Finance
(Department of Reveune
aand Ministry of Industry).
(Department of Industrial
Development)

the prices of tyres with the Government assuming the responsibility
o ensure that the production is maintained and there is no scarcity
in the market. The Committee appreciate the force of these argu-
ments but felt concerned that Government find itslf helpless in the
face of the manufacturers’ determination to keep prices at levels
acceptable to them. The Committee take note of the fact that the
manufacturers have strengthened themselves financially inspite of
their complaint that the profit margin is low or negligible. The
Public Accounts Committee have studied the facts relating to this
industry in some depth. They are satisfied that the conditions relat-
ing to the industry should be studied further with a view to ensuring
that the industry is not able to distort the market forces and mani-
pulate them to their advantage. The Committee would further like
Government to consider the advisability of requiring the manu-
factures to print the price and the date of manufacture on every

tyre. This would at the very least warn consumers of ‘any improper
trade manipulations,

The facts stated in the foregoing paragraphs clearly identify some
of the specific areas in tne pricing and distribution of tyres which
require immediate Government attention. In a note furnished to
the Committee after evidence, the Ministry of Finance have stated
that in pursuance of the recommendations made by Bureau of
Industrial Costs and prices (BICP) in its recent report, the Ministry
of Industry have referred the issues relating to pricing practices,
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allowing of discounts etc. for a probe by the MRTP Commission.
The Committee trust that this probe will be carried out with utmest
expedition.

5. 8 ~—do— During evidence, the representative of the Ministry of Industry,
stated that the problems of tyre industry require a total approach.
In this connection, the Committee would draw attention to the fact
that a number of reports are now before the Government pending

“ action. They include, the reports of the Bureau of Industrial Cests
and Prices on costs pricing, distribution etc., the Satyapal Committee
on automobile tyres and tubes, the Tyre Development Council on
taxation structure on tyres and tubes. Government should expedi-
tiously examine these reports and formulate an integrated policy
designed to maintain growth of the industry at a satisfactory pace,
while ensuring that the consumers are protected from exploitation
and receive the benefit of whatever concessions ar extended to the
Industry.

6. 83 ‘ —do— The Committee find from the details of production and clearances
of refrigerators that while the number of refrigerators cleared during
April to September, 1983 was far below the production, the clearances
during October, 1983 to February. 1984 had considerably exceeded
production. Evidently, the duty concessions had not so much stimu-
lated growth as enabled the manufacturers to clear their accummulat-
ed stocks. Thus, in the case of refrigerator industry also the benefit
of duty concession ‘was not passed on to the consumer and as such,
the purpose of fiscal relief was not fully achieved.
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