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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 6, Indirect Taxes relating to Central 
Excise-lmpact of reduction in duty on prices of refrigerators and 
tyres . 

2. The Report of the Compkollcr and Auditor General of India 
for tho year 1 983-84, Union Government (Civil) Revenue Receipts, 
Volume T, Tndirect 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 Cus:oms on 1 O c t o k ,  
1983 reducing excise duty on refrigerators and certain specified tyrm 
the Committee have observed that the Prices of tyres went up in 
January. 1984 whereas the prices of refrigerators remained at about 
the same level. The Committez ha%e expressed their concern that 
Government fmd itself helpless in the face of the manufacturers deter- 
mination to keep prices of tyres nt levels acceptable to them. After 
n study of thc facts relating to the tyre industry in some depth, the 
Committeee have expresscd the vicw 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 thcir advantage. 

4. The Committee have furtl~er recornmended that GoternrEnt 
should expeditiously examine the Reports of the Bureau of Inddistrinl 
Costs and Prices on tyreq. the Satyapal Committee 'on automobile 
- "  - - - - - -  . - - - - - . - . -- - - . -- - 

*Not printed. One cyclostyled copy laid on the Table of the 
House and five copies placed in Parliament 1-ibnry. 



tym 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 
&g that the consumers are protected firom exploitation and IS 
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 record their appreciation ' of the 
as4stanc.e 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 tbe 
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 Committee would also like to express their thanks to the 
Automotive Tyre Manufacturers' Association and the All India Re- 
frigeration Equipxilent Manufac!urcrs Association for the co-operation 
extended by them in the examination of the subject. 

NEW DELHI; 
25 April, 1986 
.- --- ---- 
5 Vuisakha. 1908 CSaka) 

E. AYYAPU REDDY. 
. Chairmnn, 

Plchlir Accow~fs Committw 



REPORT 

;IMPACT OF REDUCTION IN DUTY ON PRICES OF 
REFRIGERATORS AND TYRES 

As per notifications issued on 1 October, 1983, the effective 
.rates of duty on refrigerators and cettain specified tyres (used m 
motor vehicles and in vehicles and equipment designed for ase ob 
,-the road) were reduced as follows:- 

of eapaeity not From 40 per a n t  % 25 pr cent ad 
wlmnn. 

Spocird tyres 

From 80 per cent to 50 p r  ant ad 
oalorml. 

From 60 per m t  to 50 per ant ad 
va lmm . 

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 d m  
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: 

( i )  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 priee of one manufacturer 
%ere not avaiinble. 

(iii) From October 1983, the average mhnthly clearance by 
13 manufacturers increased compared to average mon- 
thly clearances in the previous 12 months. But there was 



marginal decrease in the average monthly clearances 
made by 4 manufactu~ws between October 1983 and 
February 1984 as compand to the average monthly 
clearances in the previous 12 months (details in 
Appendix I). 

(iv) The net revenue foregone on clearances wade betwC42~ 
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' mods (details in Appendix 11). 

(v) One manufacture 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 mimufacturers made 
addition to their assets by Rs . 1 .02 crores and Rs. 82.3 1 
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 manufactu'rer w b e  
installed capacity for manufacturer was 6 lakhs t y m  
per annum, produced only 2 .03 lakhs tyres during the 
year 1982-83. 

(vi)  One xnanufacturer gave "market conditions" as the retisou 
for raising prices, in the return filed with the department. 
But earlier while reducing prices swn after 1 October 
1983, he gave "keen and cut throat competition of mar- 
ket conditions" as the reason. Two .manlifacturers 
consigned tyres to their own original sak depots and' the 
price at which sales were made from the depots was not 
verified. - i 

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 Gc'nerd 
of India for the year 1983-84, Union Government (Civil), Revenue 
Receipts, Volume 1. .Indirect Taxes] 

5.  The notifications referred to in the Audit Paragrapfr wen: 
Notifim'ion NM. 251/83-CE and 252/83-CE dated 10 October, 19813. 



Notification No. 25 1 /83 read as under: 
"In exercise of the powers conferred by sub-rule (1) ot r u b  

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 <o 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 speci6:d 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 TAII 1 1: 

a .  This  11otifiratitui shall l w  in fwcc u r ~ i ~  and i t  clv.iiv. of 11w 2:,111 &\, , r 1.t 1 5 ,  I .:, y, 
198: ." 

6 .  The ~ c x t  of Notific;ition No. 252/83-CE was as follows:- 

"In cxercise of the powcrs conferred by sub-rule ( 1 )  of rule 
8 of the Central Excise Rules, 1944. snd in supersession 
of the notification ol the Govern~ncut of India in tht. 
Ministry of Finance (Departnlent of Revenue) No. 
66/79-Cenlral Excise-;. dated the 1 st March. 1979. the 
Central Government hereby exempts goods of the dcs- 
cription specified in colunm ( 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 



of excise Ieviablo thctcon 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 TAnLE 

S-NO. Description Rate 

I Domstic rcf:igcrators ofa  capacity not exceeding 165 litrcs. Twnty fikr per cent. 
Ad udmm. 

2 Reftigcrato:'~, othcr t!ml thrse sp:cifit.d i l  colunl? (2; against Fifty mr ccnt. 
S.No. I above. Ad wiorcm. 

Fifry pcr ccnt 
Ad wlown. 

2. TJI :lj:ifi:o:i> i slid1 b: i I EJ-cc u7.o 17d i+~cl~i.ivc of thc 29th day of February, 
lg4." 

Instructions to Central Excise Collecrordtes 

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 nlia stated: 

"The aforesaid modifications in the excise duty rates would 
resul: in substantial dut j  relief. It is requested that prices 
of the excisable goodr affected by the aforeaid changes 
may be ascertained and intimated to the Ministry indicat- 
ing, infer-dia, uheth~r  any price ruductibn has been 
effected by the mao;lfacturers. The first report in res- 
pect of the various excisable goods other than tyres 
indica!ing the prices prevailing immediately before the 
announcement of the changes and the prices prevailing 
in the last week of October. 1983 may be cbmmunicated 
by the end of 1st week of November. 1983. Thereafter 
a monthly report indicating the price of these goods prc 
vailing in the last wcck of November, December, 1983, 
Janua-i?, 1984 and February, 1984 may be sent to the 
Ninistry before the 15th of the month subsequent to 
the period of reporting. 

Special repoft regarding prod~tctio~l and clemance: 

A (rptcial monthly report beginning from the month of October, 
1983 and ending Febxary, 1984 as per proforma-T may 



be furnished in respect of the specified excisable go& 
for which excise duty reduction have now been announe 
ed. The report may be consoLidated carefully at the 
Collectora:e Hqrs. and sent before the 20th of the month 
subsequent to the month to which the report dates. 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 Profonna-11 as annexed 
may be sent in respect of these tyres both nylon and 
rayon) for which excise duty reduction has been an- 
nounced. The t e p r t  may be sent in tespect of each 
manufacturer. Thc first report in this regard may be 
sent in respect cri' the period ending 30.9.1983 on or be- 
fore 21 .lo. 1983. Thereafter similar reports may be sent 
for the perid ending 31.10.1983, 30.11.1983 and 
31- 12-1 983 so as to :each the Ministry on or before the 
15th of the month subsequent to the period of reporting. 

Special vpor t  regarding clcnrances of goods fulling under 
sub-item ( 2 )  of Itertt 2 9 A :  

It may be observed that the effective rate of basic excise duty 
has not been reduced in the case of goods falling under 
sub-itelii (2) of ltcni No. 29A. In view of the reduction 
in excisc duty 0x1 the parts refrigerating and air-condi- 
tioning appliances and machinery, all sorts, the Coltcc- 
tors of Central Excise are requested to closely watch the 
pattern of clcaruncs of air-conditioners m d  air-con- 
ditioning appliances falling under tariff item 29A(2). If 
any change in the pattern of clearances is noted then the 
Ministry may he apprised immediately of such changes." 

Revenue effect of duty reductior~s 

8. In reply to a question of the Ccmhttee, the Ministry of 
Finance (Department of Rcmue) have stated that the total revenue 
loss on specified tyrcs and refrigerators on account d raductim in 
ntcs uf e x c k  duty from October, 1983 had been estimated to ba 



about Rs. 15.06 crores. 'The Ministry have in a notc furnished dtc~ 
evidence. explained the calculation of the revenue dkt Q under: 

UTke calculation Ofrevenue effcct ofrrduction in rates ofcxcisc dwty o t r  specified tye+ 
and rtfrigcrations is as under : .- 

(Rs. crores) 

Rcvcnue rc.:lised during October, 1983 to February, 140.33. . . . . . . . . .  ( '1  
1984 

Estimated revenue at reduced tatn  after excluding I 23-19 
the impact of growth ir clearsnce~ on account 
of duty reduction (13.63D/;, growth) 

Estimated re\caue at normal r ~ t e  of dury i.t. 66% 123.49 
ad Worm ---X 66 

59 
-. - 1.48. m.  . . . . . . . .  ( 2 )  

Thurfore, rrvcnue loss i.e. (4- ( I  ) 7.87 

Revenue malisrd duriag Octobcr, 1903 to Fcbrnan, 16 .46 . .  . . . . . .  . . ( I ; .  

84 
Estimated revenue at reduced raws aftrr crduding 1.1.43 

t h e  impact d growth in clearanas on account of 
duty reduction (14.08% pol+  th) 

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 Revewe) in their note stated: 

''The notifications reducing the rate of excise duty on specific 
type of tyres and refri,iyrators were issued in October, 
1983 generally for providing fiscal relief to tbc industry 
and for stimulating production. It was not expected that 
the increase in Sales consequent to the reduction in cxcise 
duty would be to such an extent as to fully ncutralisc #a- 
drop in revenue." 



Criteria for seledtion of items for excise relief. 

10. The Committee desired to know the cri- for chooshg i ~ -  
dustries mentioned in the Audit Paragraph, viz. specified tyres and 
refxigerators for granting excise relief. The Ministry of Finance . 

.(Department of Revenue) in a note stated:- 

"Industrial perfonnanZe 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 uere that tho industry should 
bc so organised that reduction in excise duty would be 
passed on in the fornl 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 concernad should be 
large in itself and should have substantial backward 
linkages, so that the duty concession had secondary 
effects. Accordingly, the concession in excise auty was 
granted to autamotivc tyres. Refrigerators wer6 selectad 
as €hex were facing serious demand prohkms, which 
was reflected in their iiccumulated stock. I t  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 considcrablc 
scope for expansion of their sales in rural anas and 
therefore a transition to moderate rate was  considered 
appropriate." 

1 I .  Rettring to the Midsky's c~ntmtion that the pedhnmc~ 
of the indugtry was sluggish in the year 1982-83, the Committee en- 

abapt the catcgorywisa production of autamotn"vc tym and db 
fdrfgeratm during each of the years 1986.81 to 1984-85. These 



details as furnished by the Ministry of Finance (Department of 
Revenue) are shown in Tables I and II respectively. 

3. Cu . 
4 hfotor Cyck . 
5. Smotcr . 
6. A.D.V. . 
7. Tractor . . 
8. O.T.R. . 
9 . h .  . 

10. Mopca . 

Export of T y a  and Rtfrigerallors 

12. Tbe Committee wanted to know whether tyres and refrigeta- 
tors wut exporttd during the above period. The Ministry of Fin- 
ance (Department of Revenue) in their n* stated as follows:- 

"Due to heavy duty on raw-materials and components, the 
export of refrigerators was not competitive in thc world 
market. Thete was hardly any export of this product!' 



12A. As regards export of tyrw the Ministry have furnished the 
following information: 

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 
=ports 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 (Department of Revenue) in a note replied 
as under:- 

"The exports of Automotite Tyres during the period under 
refercnca was as under: 

Fdporl o j  Aul~nnfiw Tprr 

- - - - 

Names of manufacturers of tyres and refrigeralots 
14. The manufacturers of refrigerators and specific types of tyres 

referred to in the Audit paragraph are as under: - 
9, NO. Manufacturers of Refri8eraiots - 

1 2 
-- - - - - - - -- 

1. M/I. Weather Works Pvt. ~ t d . ,  ~ d o l  
2. M/a Fedders Lloyd Corporation Ltd., New Delhi 
3. M/e. Kelvinator India Ltd., Faridabad 



- 

1 2 - - 
4. MIS. Godrej & Boyca Mfg. Co . Ltd., Bombay 
5. M/s, Hyderabad Allwyn Ltd., Hyderabad 
6. M/s. Refrigeration Products, Jullundcr 
7. M/s. Blue Star Ltd., Bharuch 

Manufacturers of Tyres 

8. M/s. Goodyear India Ltd., Ballabhgarh 
9. MIS. Modi Rubber Ltd., Modipuram 

10. M/s. Premier Tyres, Kalamassery, Kerala 
1 1. MIS. Appolo Tyres, Cllalakudy, Kerala 
12. M/s. J. K .  Industries Ltd., Udaipur 
1 3. M/s . CEAT Tyres, Bombay 
14. M/s. Bombay Tyres, Bombay 
15. M/s, MRF, Goa 
16. M/s. Vikrant Tyres Ltd., Mysort 
17. MIS. Dunlop India Ltd., Shahganj, (West Bengal) 

2 - - 
15. The Committee wanted to know whether there were my othm 

major units engaged in the manufacture of refrigerators and tyres. 
'In reply, the Ministry of Finance [Department of-Revenue) furnished 
the following names: 

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

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

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

4. Mjs. Madras Rubbe-r Factory Ltd., 
Tchapudur. 

Capacity utilisdtion in Tyre and Refrigerator industries 

16. The Committee desired to know about the capacity utilisation 
in the indusOries under reference during the year 1980-81 to 1984-85. 
The details regarding btaned capacity, production and capacity 
utilisstion of tym and refrigerator units, as furnishad by tlie Mhb- 
try of Finance (Department d Rmenue) to the Committee are - - in 
Tables III and TV respectively: 







-- - - 
Gujarat. . . 2' o 1-05 1.23 1 - 7 6  1.70 1. 76 

Inputs for Tyres and its prices 

17. The main inputs for the manufacture of tyres are:-- 
( i)  Natural rubber 
(ii) Styrene ljutadine rubber 

(iii) Polybutadine Rubber 
( iv )  Tyre Cord (Nylon/Rayon) 
(v) Carbon black 

18. The Commiitee enquir-ed 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: 

Month Natural Styrene Poly Carbon Nylan 
rubber butadine butadine black -cord 

mbbrr rubber 

Oct. 83 . . . . 1 7 - 3 9  20.42 18 .50  15.05 t6.w 
Nov. 83 . . . . 18.05 20.42 18.50 15.05 76.34 

Jan. 84 . . , . . 18. to a 1 - 2 1  18.50 15.05 76-34 

F e b . Q .  . , . . 17-99  no+ 18.50 15.05 76.32 
-I--- --* .-- ---___- -_--._-. __-_ -. _.___________. I __- 

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



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 

MIS. Synthetic & Chemicals Ltd. (Source: The 
Company). 

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

(4)  Carbon Black-Ex-factory, inclusive of exciie 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 Performame . 

19. According to Audit, certain manufacturers had made s u b  
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. Tbe details of the pte-tax profit earned, dividends declared cm 
ordinary shares and the value of assets held at the end of deli year 



by &me d t s ,  as informed by the Ministry of Finance (Department of Revenue) are indicated in the following 
Table: 

------ - --- 

S Nameafthe ~ ~ ~ ~ ~ p a r t y  Period Pre-tax pmfit Div ided  declared Value of the aseta 
k Rs. in lakh on ordinary shares held at the end of 

each year 
Rk in lakha 

I _ _  _- __ _ - 

I 2 3 4 5 6 
--- --- 

REFRIGERA TORS 

30 bfb KC- lodia Ltd., Faridabad . , 

nil 
nil 
nil 
nil 

nil 
nil 
nil 
nil 



nil nil nil 
nil nil nil 

00: 3 Not Applicabl*. 6. gr 
Not appliublc 6.62 

9 M,h Modi Rubkr Modipurm (UP) . . . r$3r82 735' 04 20% 19193' 29 
( NOV. 81 to Oct. 82) 

trr . )Mjrhrmier~aLd. ,Kalunucry . . 1981-82 Nil Nil 735.86 
Nil Nil 

(3/81 to w w  
y@-83 715. I2  

Xi Nil 
(7182 to 6/83) 

1983-84 6 7 ~  
Factory running at Ni 1 

(7183 to 6/84) 
1984-85 Not yet finalised; l a q  no dividend dc- 

d o d l  



Nil 

Nil 

IS. thy* J.K Mustria Ltd. Kankroli 

1983-4 47- 29 Nil 

19-45 Accounts Not yet published 

Kil i Nil 
217 Nil 
396. Nil Not yet fmalised 

17. wr &mbp I d a  Ltd., Shabganj (W.B.) . . 

Nil Nil 
Nil Nil 9589.4 

Nil 4190.36 
Nil 
Nil Nil 



20. During evidence, the Conunittee also drew attention to the 
ccnnments which appeared in various leading journdd on economics, 
trade, commerce etc. md other newspapers on the substantial increase 
in profits and the assets by various tyre units as indicated in their 
Balance Sheets contrary to the claims of the industry. The Joint 
Secretary, Muistry cri: Industry stated: 

'Bn fact the balance sheets of these companies conceal more 
than they meal .  For instance the depreciation of capital 
which they are ~upposed to provide, has been takcn out. 
For instance, this capital intensive industry made a profit 
of Rs. 147 crores. of which 76 crores was paid in taxes. 
Thii is one of the industries which is continuously 
modemising Rs. 174 crores was the profit earned from 
1980 Lo 1984, of u hich Rs. 76 crores were paid in excise 

duty and the balance was partly ploughed back. It must 
earn a nlininium 31 per cent, return on capital em- 

ployed." 

21. Asked whether :he industry was in a position to make such 
big profits, the witness 1ep1ie.d: . , . ..: 

"DO you call it big?. . . .Fir.t we must be sure that the profit 
earned by the industry is exploitative. The profit on capi- 
tal ernpkyd was niore than 20 percent. In 1983, only 
one of thcrn 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 under: 

i 

"The profitability of the tyre companies has fluctuated in the 
four Fear period from 1980 to 1983. There was a shaip 
dcte~iorstion in prditability in 1983 (relative to 1981 and 
1982) for all the Companies (except JK). Some of the 
companies (namely Ceat and MRF) have done well in all 
the years, although they also showed a decline in pmfit- 
ability. JK showed steady impvement in the profit- 
ability over the years and even in 1983. Goodycar, 
Vikrant, Premier 2nd Apollo did not fata well in 1983 
although Goodyear, Premier and Apollo had done well 
in 1982. This may partly bt due to fall in sales in these 
(fiocma two) ampanics (which ffuctuatd for W- 
panics also). A 12 percent post-tax return with in ovm 
ail debttguity pattern of the industry of 1:l  abd am 



average interest rate of 14 per cent on debts, would re.- 
quire a return of about 21 per cent on capital employed. . 
Judging from this rough Criteria all1 the cmpanies ex- 

cept Vikrant did well in 1982. But only MRF and JK 
licrve achieved 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 tlie 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 con~panies put together. The capital additions 
in the period were around Rs. 190 crores. Most of the 
con~panies have utilised their funds for expansion of 

capacity and plant modernisation. Not worth of Dun- 
lop, Ceat and MRF h s  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 that t h ~  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 exten: that ths added capacity during this period, 
was perhap5 not fully utilised. The idle capacity cost 
would lead to an increase in unit cost of product$. These 
factors perhaps have led to a downward trend in the 
profitability of the companies in 1983." 

Duty Reductions nnd Prices 

23. The Committee referred to the sta:ement made by the Ministry 
of Finance that the criteria for choosing industries for giving excise 
rdief was among others that the industry should be so organised 
that reduction in excise duty would be passed on in the fomi 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 tba Ministry of Industry to impress upon 
them the need to pass on the bendt of the ex& duty 
relief to the comumers." 



24. When asked about the units whose representatives took part 
in the wid meeting, the Ministry of Finance (Department of Revenue) 
in a note furnished after evidence stated: 

"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 represents tives 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: I 

"The Automotive Tyre Manufacturers Association agreed to 
pass on the benefit of the reduced excise duty to the 
consumers and later confirmed i! has actually been passed 
on." 

26. Asked whether Governmerit 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: 

"Tf you look at the figures of all the producers in general, the 
conc~usion 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 Rrfrigmat15is 

28. The monthly canwmer prices of refigerators of capacity not 
zxccedine 165 litres and other rcfrigcratars during the period Septm- 



ber, 1983 to February, 1984 as furnished by Ministry of Finance 
(Dcpartmmt of Revenue) are as follows: 

S. Name of the manufacttrm Variety Srpt. Oct. Nw.  Drc. Jar. Feb. 
NO. 19-93 1983 19P3 1989 19% 1984 

---- -- -- 
I z 3 4 5 6 7 8 9 

----- -------- - ---- 
I .  MIS. Krlvinstor, . . . . .  165 LbL) 4373.27 3939.29 3939.29 3999.29 ~ 9 ~ 8 . 1 9  



3. hit. Herabad A l l ~ n  I td. Hyderabad 

4. MIS. Weather works hrt. r.td. Kalnl . 
5. MIS. Blue Star Bharuch 

165 I i t r r ~  
with Tablr top 

1f.5 without 
T. Top 

165 Do~blr  door 

Ohrrr 380 L t t  s. 

Dol~hlc door 
goo LSD 

300 Double 
door 

85 litrrs 

. . 165 Ltr. w i t h  o : ~ t  thr 2698.00 2398.75 2348.75 2398.75 2398.75 2525.00 
facilitv of dispeming 
of conkd watrr. 

165 Itn. with facility zNb.80 2575.50 2575 50 2575.50 2575.50 2701 .75 
nf dizprnhp; 



3 10 Ltrs. withtru t t lw 4692. oo $88.75 3888.75 38%. 75 3888.75 4C41.25 
facilitv of dispcn.irlg 
cw,leri watcr 
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29. When asked whether it was not a fact that off-aeason dis- 
counts were offered during the months Seplember 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 1 98 1 . 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 was 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 tyrw 

sold during the period September 1983 to February 1984 as followsr 
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g Mb. M.R.F. Gna Cons~lrncr price for the rrlevant period arc not available in the Goa s ine  there is no ex-factory slk and 
the ws are being sold through their depats all o w  India. 

- -  



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: r I  

"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 c o m e  
quent to the duty reduction. As the prices of tyres 
were raised by the nianufacturers 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 25 February, while a:l 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 tvies for buses and trucks and tyres for use 
off-the-road. I 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 m large to a system of specific 
rates of duties from the ad valorent rates." 

35. In reply to a pointed question of the Committee about the 
specific action taken by Governtncnt 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 urpcd upon !he industry qot to increase 
their prices. We wrote to them also, a.5 we did in the 
past. This is not the first time that t h w  tried to in- 
crease their prices. Tn May as well as Au~ust .  1982. 
they tried to increase their prices. Again the Ministry 
intervened and the industry rolled back the price to 



August 1981 levels. In May, 1983, the Ministry assur- 
ed the induslry that it would examine the price s t rk -  
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 (Deparment of Economic Affairs) stated in evi- 
dence: 

"There is no price control on tyres". 

37. The Committee asked how the Minktry of Finance had rc- 
acted to the increa.;e in priccs of tyres. In a note furnished to the 
Commitiee, the Ministry stated: 

"The Ministry of Financc h:td taken up the question of reduc- 
tion of pi ices with .he administrative Mir;istry. The 
price behaviour was 3150 wntched through the reports 
called for from the C'cl1ec:ors. In the abwnce of any 
price control the Ministry doec no: have any statutory 
power to enforce rerluction i n  priccs of these goods". 

Enforcement of Price Cot~trol on T y e ~  

38. The Committee wanded to know the policy of Government 
on inclusion of items within the purview of the Essential Cornniodi- 
ties Act. The Ministry of Finance (Department of Revenue) in a 
note stated: 

"The Government declarea a conmodity as essential under 
the Essential Commodities Act, 1955 in the interest of 
general public for control of its production, distribution 
and supply of and trade and comrnercc in such commo- 
dities. The adminictrative machinery ccncerncd with 
thc production of such cominodities approach the De- 
partment of Civil Supplies, Ministry of Food and Civil 
Supplies to notify such commodities as essential, under 
thc Essential Commodities Act, 1955." 

39. Asked why tyreq could not have been b roqh t  wi!hin the 
=;cope of the Essential Commodities Act, 1955 when the prices were 



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 informal understanding between 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 increbe 
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 a: 
the levels prevailing on 20th November, 1973. How- 
ever these orders were withdrawn on 29th Apni, 1974 
as it was felt that it was inappropriate to impose control 
on prices of tyres and tubes when there was no contm' 
on over the prices of rEw materials and other inputs i-. 
manufacture of tyres, acd also because it was impracti- 
cable to fix the price of tyres which were madfactured 
in a large variety of sizes, trade patterns etc. and as the 
price of each variety of tyres varied from unit to unit. 

The prices of tyres were revised in August 1981 after mutual 
consultation between the Government and Tndustry. In  
May, 1983 the industry again unilaterally increased the 
p r i m  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. I t  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 jjirices and 
with substantial discount, there was no need for any con- 
trol on the prices of tyres. I t  has been the considerad 
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 &uming the I%%- 
ponsibility to ensure that the production is maintained 
and Iherc is no scarcity in the market. 



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 notilfications and en- 
quired about the compliance of the said instructions and the analysis 
themon. The Ministry of Finance (Deptt. of Revenue) in a note 
stated: 

"Particulars regarding production, clearances and rev'ehues 
realised were called for with a view to have an idea about 
the operation of the exemptions. Comparisons between 
the performance of t k  refrigeration industry and tyre 
industry during October, 1983 to FebruaYy, 1984 vis-a- 
vis the performance during April to September, 1983 are 
available". (Table below) 

S1. Dadption of Pro-rate p~rforrnancc expected Actual performance 
No. Goods bskd upon April to Spetcmber, October to February 1984. Difference ' 9'33. 

Production Clearance Revenue Production Clearance Revenue 

41. The Audit Paragraph has mentioned about the 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 ~inancc  furnished the following details of the production, clear- ( 

asccs and tbc aeetssable values of different units during 1981-82, 
1982-83 and 1 Aprii to 30 September, 1982 and 1 October, 1983 to 
February, 1984:- 





4 Mls G o d ~ j  & &p.c Mfb. Co. Ltd. Bornbar . . . Modrl  p. 8 k 198,-82 *2 labhc ro16ofi 100371 2427.33 
p. 4 (capacitr PCJ. rer 
165 litcrs) anmm 
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I I J.K. Industries Ltd. Kankrpuri, Udaipur 

1982-83 Do. 477400 470677 2611.55 

1-4-83 to Do. I Z ~ ~ P  137238 rcqg.oo 
3-9-83 

14-83 to Do. 291312 280914 52.68 
30-9-83 







42. The Committee pointed out that while the number o refri- 
gerators cleared during April to September, 1983 was far below the 
production, the clearances during the period October 198 3 to Feb- 
raary 1984 had considerably exceeded producrion 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) aad 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 particuleily when they wexz -stated to have been incurring 
lcsqes, the Secretary Ministry of Finance (Deptt.. of Revenue) stated 
in evidence: 

"Jf they were giving a discount of Rs.500 the demand did 
go up." 

44. On being asked whether it was not possible that stocks could 
have been immediately cleared at revised rates after duty reduction 
by the manufacturers (particularly those who have their own 
rnarkcting macl~incry likc Kelvinator) to their stmkists and later sell 

it at increased rates when demand picked up, Secretary, Ministry of 
Finance (Dqxt. of R c v c ~ ~ I ~ )  replied in evidence: 

"In the C ~ S C  of refrigerators, the price remained at about the 
sainc Icvr31. . . - . . . .your general point that clearance 

jumped up is another thing. 3f 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 



how the companies decided their prices, The Vice-chairman of the- 
Association stated: 

"We discuss among ourseivcs 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 kss  than newly 
established unit, another representative of the Association replied: 

"But the factories set-up 15-20 years back need modernha- 
tion. With all the equipment necessary for modemisation 
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. If you 
go to the market place, there is a difference of 5 to 6 
per cent from one brand of tyre to ano,her. 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 excise rebate because :hey were not 
able to increxe their prices in a competitive market, 
though their cost of production is more." 

48. The Committee desired to know \+%ether it was a fact that the 
tyre market had been made n conti olled m x k e .  by the manufacturers 
by fixing priccs in uniwn, the Vice-Chairman of ATMA replied: 

"I must humbly submit that 1 strongly refute this point. There 
is no price fixation by sittiny tosether." 

49. However, the Joint Secretay. 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. Tn this regard-there i s  a slight difference of 
opinion between us mi the BICP. The prices do come 



up and go down in unison and we do not know whether 
it is done deliberately or not". 

Con+dnints 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 con~plaints 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 n10110poIy prices. In a note giving the facts of 
the complaint and itc lntcct position, the Ministry of Finance (Depart- 
ment of Re~zntle) stated: 

The MRTP Coinmission had received a complaint from 
Association of State Road Transport Undertakings 
agajnst ten tyrc comp.mie5. The Commission issued 
an order of Inves ipt icn and dirccted the DG(I&R) to 
investigate the matter .-nd submit his report to the commis- 
sion. Aker considering the Preliminary Investigation 
Report of the DG ( IaR) ,  thr: Commission on 17th April, 
1985 iisucd a notice of Enquirl to nscerfain whether the 
complainee compnies have indulsed in thc trade prac- 
tice of forming a cm=l and submitting identical or 
nearly same rates in rcsponse to tenders floated by the 
State Governmen' Transport Undertakingc' ?nd also whe- 
ther they increas2d their ratcs to approximately the same 
level without any jul;tificn!ion 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 !o satisfy their requirements through purchase 
from them. A copy of the Notice of Enqniry is enclos- 
ed at Annexure (V1)--* (Please see Appendix 111) 

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 tyres, tubes and 
flaps to the member; of Association at the prices volun- 
tarily agreed and on other terms and conditions of the 



tenders till further orders. This application was heard 
by the Conunission on 6th November, 1985 and the 
judgement has been reserved." 

Dury Reductions nntl Market  Prices 

51. The Committee enquired whether the net dealer-prices of 
tyres furnished to the Commi.tee (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 th: tyre manufacturer is inclusive of 
excise duty and exclusive of sales tax". 

52. Asked whether the duty yeductions and market prices couid 
h. rela:hble, the Ministry of Finance (Department of ~ e i e n u e )  in a 
note furnished after evidence, stated: I 

"Market prices of tyres is not directly related to the manu- 
facturers prices as bulk OF thc retail trade in tyres is in 
the hands of t y e  traders,'dealers. Manufacturers supply 
directly niainl y to bulk customers like Defence Forces, 
vchicles manufacturers. Sta:e Transport Underlakings 
etc. Retail prices sre determined by and large by the 
market force\. Thus. neither. the excise :elief allowed 
in October. 19S3 nor :he heavy price discount offered by 
the Industry i n  19S.l were fully reflected in the market 
prices." 

5 3 .  Thc Cornmittce dreu atterition to a commoniy noriced ten- 
dcncy anlong dealers to sell pods cleared at earlier rates of duty to 
cu6 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. thc Secret:irv, Ministry of Finnrice (Deptt. of 
'Revenue) sta6ed in evidence: 

"The dilemma which you have mentioned is n genuine one. 
Once the excise duty has been collected at a pirticulsr 
rate and the material has heen taken nwav, we do  not 
have a relationship with the excise tl!lt\. collected. TI is 
not related tn . ' e~cep t  in wr; r:lrc cnce~. t k  selling price 
of the commodity." 



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 movenlent 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 poin:. 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 jt 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 manufjxturer like Dunlop has 
just four dealers. but you get a thousand traders selling 
tyres in Delhi. The Company's own dealers sell at the 
prin!ed price. They sell at'the net dealer's price inclusive 
of excise duty. . . .But there are so many internlediaries 
in tyre trade. . . .On iyres there are no printed labels. 
But we can cause them to do i t .  . . .In this case also it 
should be possible". 

. . 57. In this connection. it i g i  seen that the Conmittee on Auto- 
mobile Tyres & Tubes in Para 24-Chap.er  V of their Report 
(Satyapal Committee) has recommended as follows: 

"In order .that the complaints of malpractices and the consi- 
derable dissatisfaction tha: has been voiced by 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. It would consi- 
derably help if the industry voluntarily adop's a system 
under which it announces from time to time t k  dealer- 



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 is 
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 treding practices are seen to be 
totally above board ::nd are implemented openly and in 
the knowledge of the pcblic 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, s w ,  moto or on the 
basis of representation$ that may be received." 

Comments of Indirstry on A i d i t  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 
exalninntiorl. In  lhcir ~ncmmandum furnished to the Committee !he 
Automotive Tyre h l r m i a c  t urers Associa tion stated as follows:- 

"Between September 1981 and April 1983, there was no 
inc-  ~ c c l  ,. c ,e in :yre p-ices, 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/ 

4 6us 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 

it~sre;lsc. . . 



The BICP report was not published. However, it is under- 
stood thal tne same was submitted :o Go~ernmlent in 
August 198 3. It transpired during the discussions with 
the Government that the BICP had supported the 
cost iticrenses faccd by thk tyre industry during the above 

mentioned period. 

In September 1983 the tyre industry informed the Government 
that t h c j  could uot 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. 

\\71!112 Lllc i:>dustr), v ~ a s  making this ~ q i w t  rep::~tdly for 
restoration 3f the a b o ~ e  mentioned price increase the 
C;WL tnmwt n j l ! ~  effect from 15t October 1983 reduced 
Excise Duty on trucC/bus and off the Road vehicles 
cL:itgnrlcs (if t ye \  from 60 per cent to 50 per cerir which 
meant 6.6 per cent of selling price. This Notification was 
tc> '3e cFc:We nniy upto end of Fcbrunr)' 1984. 

.In the light of the above situation the indus:ry represented to 
the Government that at least it should be allowed to 
adjust the Excise Duty reduction against the pending 
price increase of 10 pcr 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 the Governmen! the entire benefit of 
the Duty reduction wns 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 beclime 
an addi?ional burden on the tyre industry. 



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 198 1. 

The price of truck/bus tyres were increased between 8 per 
cent to 10 per cent by various manufacturers during 
JanuaryIMarch 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 JanuaryIMarch, 1984 resulted in the truck/ 
bus tyre prices going up by only 1* to 3 per cent in 1984 

as compared to 1981 price levels, i.e., over a period of 
24 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 Rsfrjgera:ors Equipment Manufacturers Asscr 
ciation in their note stated:.-- 

"If at  all the xefrigerator 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 illtimate customers. 

Kelvi~iator of India havt: 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 refrigwaror'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 



and economies of scale. The benefits of cost savings 
were passed on to the customers. 

In Rnuexure 2(1i) to PAC, it hits 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 Exchquer was 
actually Rs. 5.15 orores as opposed to the revenue which 
would have been Rs. 5.73 crores on the "expected" sale. 
We do not quite know as to from where the "expected" 
sales figures were taken, since it is our humble suggestion 
that if the excise duty had not been reduced dwir,g that 
critic~l period, there wodld have been no sales or very 
pox s3!a between October, 1983 and February, 1984, 
as there was a total slump in customers demand and a 
totd recession in the Industry. In fact, if this had con- 
tinued any further, all manu%aoturqs 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 been terribly low, thereby leading to 
ascending revenue loss to the Exchequer. Therefore, it 
is 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 m q i n a l  reduction in revenue on the 
finished refrigerator. It will be seen from Annexure 'A' 
to this note that a large number of itemr used as raw 
material or components in the manufaitwe of refrigera- 
tors, covering which there is no profonna credit available 
against the duty paid on refrigerators. The excise duty 
realisation on such items has definitely shot up because 
of increased production of refrigetators. It may be seen 
that the excise duty realisation on such item which was 
about Rs. 20 mores during 1982-83 has increased to 
Rs. 26.35 c m e s  during 1983-84. 

Tt may a h  be seen that while the production of refrigerators 
in the whole cooxntry during 1982-83 was at 4,09,654, 
fhe same has iricreased in 1983-84 to 5,36,980 and this 



bas 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 1981-52 when the total production was 
3,46,840 in the couialLy. 

.It .can be seen that even in respect of one manufacturer, 
Kelvinator of India Ltd., which company accounts for 
more than 50 per cent of the total production in the 
country, Excise Duty paid during the year 1983-84, 
was about Rs. 20.15 croaes, which increased to Rs. 20.65 
crores in 1984-85. These figures compared to Rs. 20 
crores paid in 1982-53 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, minimum of 200,000 people would have 
been without job, hiindr&s 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. 

I t  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 aIso to be brone in mind." 

60. During their discussions with the representatives of the All 
Tndia Refrigerators Equipment Manufacturers Associatifin. 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. SO as per the price 
list submitted on 2 1 - 10- 1983. Before January, 1984 
also, the ex-factory price w& Rs. 1,963. We increased 
it by about Rs. 2 to round it off to Rs. 1,965. Techni- 



cally it is an increase but this was done clue to some 
pricing reform." 

Passing of duty concessio~ts to cor~sumers-A'eed for suiruhle adminis- 
w i v e  mech;inism 

62. The Committee wanted to know whether the Ministry of 
Finance had any suggestion for e\o!ving an effective mechanism for 
ensuring that the duty concessio~~s 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 1nanufactul.ed poods. Being 
an indirect tax, the cffect of any change in the duty 
levied is expected to be reflected in the final prices of 
these poods to the cdm-.umer. 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 ccmcessions in 
these areas would noin~ally be passed on to the con- 
sumer. Even in o:l~cl- areas also, it is cxpected that 
given the play of market forces. duty concersions for an! 
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 conce~ned Ministries try to persuade the 
manufacturers to pars on the concessinns to the 
consumers. 

a i d  far Government intervention 

63. During evidence. the Committee drew attention to the further 
rise in the prices of tyres in 1985 and the widespread concern 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, Ministry of Industry 
(Department of Industrial Development) stated in evidence:- 

''No recommendation has k e n  made by BICP to that effect 
Secondly. the industry is well diversified and the market 
is also big. Adminis1:ation of controls aver distribution 
and pricing is difficult." 
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Report of Bureau of lndustrial Costs and Prices ( B I C P )  

64. The Muustry of Industry (Department of lndustrlal Develop- 
ment) requested the Bureau of Industrial Costs and Prlces (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 conrext 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 Coirurlittee were informed thzt the BICP 
Report has been submitted but no stand has been taken b? 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 irecommendations of 
the BICP were briefly as follows:- 

( i )  Costs during the years 1980 to 1983 have 5hohn an in- 
creasing trend under all 'Heads' of espenses viz.. 
materials, labour anJ overheads in most of the com- 
panies. 

Between August 1951 and April 1984, the impact of 
the price increase of all. ran rnmxials ill tyrrs put to- 
gether was not significant. 

Taking conversion and selling costs. the comparison 
between total cost & price (Net Dealers Price) indicates 
a mixed picture. 

As a result of change-over from ad-valorem to specific 
rates of excise duties. the excise duties pyable after 
1-3-1984 are generally higher than those being paid 
earlier on basis of basic price. 

(v )  Profitability of tyre companies has fluctuated during the 
four years period from 1980 to 1983 M L ~ .  generally, 
there was a sharp deterioration in profitability in 1983 
(relative to 1981 and 1982). 



(vi) A 12 per cent post-tax return with an overall debt 
equity pattern of the industry of 1: 1 and an average 
interest rate of 14 pcr cent on debts, would require a 
return of about 21 per cent on capital en~ployed. 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 production 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 mice variation 
and the unified and rather coordinated increases in the prices by the 
?yre 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 specifica,tion of truck tyre is so sharp 
that the truck tyre price of three top companjes is obser- 
ved to be virtually equal. 

The reduction in inter-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-corn- 
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 



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 rdatlon 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 policies 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 o w r  Srptmllwr r g 8 r  
Duty Relid 

Passed on P d  on Not p d  
alrnos t partly on/NDP 

increased 

. . . . 3 c o s .  3 cm. 2 COS. 

. 3 cos. 3 -. 2 m. 

. . . . 2 m .  I CO. I CO. 

. . . . . I C O . .  2 C O .  4 

68. The Committee desired to know the action taken on the BICP 
Report. The Ministry of F'inance (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 



meantime, 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 
Refkigerator 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 you 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:- 

" 5 r e  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- 
dav the duty rate is around 54 pq. 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 106w into." .... .... ...... . - . .  

E.  x-,: 



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 truck1 
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 will still be an excise 
duty of Rs. 41- 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 
~Cho!orobutyl 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 tyres meant for Original Equipment 
manufacturers fitment on new vehicles should be exempt- 
ed from excise duty. 

(5) Imported R&D equipment? 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 Finawe (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 hac! 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 furnished 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 P52i83 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 i~icluding 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 qecial ex- 
cise duty and the basic excise duty was suitably adjusted 
so that the overall duty on tyres remained more or less 
the same. 

Refr&eratots: 1. The concessional rates of excise duty an- 
nounced vide notification No. 251'83-CE dated 1-19-83 were 
continued in the first instance upto 28-2-85 for one more 
year. These reduced rates have since been continued 
without any time limit. 



2. The present rates of basic excise duty and special excise 
duty for refrigerators are: 

-.. ----------- ------ 
h r i p  t ion Rate of Duty 

Basic e x & ~  duty Special excise duty 

I .  Domestic Refrigerators of capacity not 
exceeding 165 litrea . . . 2576 ad va1orc.m 500 of the basic 

excise ~ I I : , ~ .  

2. Other Refrigerators . , . 58 ad valorrm 5:'; vf the basic 
exclsc 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 cornpewate 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 
4R October, 1983 and again in January, 1984 and anothcr 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 compared to average monthly clearances in the pre- 
vious 12 months. There was margina? decrease i.1 the average 
monthly clearances made by four manufacturers between October, 
1983 aad 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 w b  perfomance in 
1982-83 was found to be sluggish. It  was expected that reduction 



i n  duty would result in price rr3uction which would, in turn, stimulate 
demand. Qufortunately, this did not happen. In fact, the prices of 
lyres went up in January, 19S.i while prices of refrigerators remained 
a t  about the same level. All the tgre 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 givw to the tgre industry in the 1984 Budget. The concession 
for the refrigerator industry was continued as the industry had 
co-operated atleast by holding !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 materials1 
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 enstue that tile production is maintained and there is ,no scarcity 
in the market. The Committee appreciate the force of these argu- 
ments but felt conceri~ed 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 ti.e ~rof i t  margin is low or negligible. The 
Public .4ccounts Committee have studied the facts relating to this 
industry in some depth. They are satisfied that the conditions rela- 
tiqg to the industry should he studied further with a view to ensu- 
ring that the industry is not able to distort the market forces a d  
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 o! any improper 
trade manipulations. 

81. The facts stated in the foregoing paragraphs clearly ide,ntify 
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 l n d ~ t r y  have referred the issues relating to pricing ptactices, 
allowing of discounts etc. for a probe by the MRTP Commission. 
The Committee trust that this probe will be camed out with u t m 4  
expedition. 



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 wouM draw attention to the fact 
that a numb& of reports are now before the Government pending 
action. They include, the reports of the Bureau of Industrial Costs 
and Prices on costs, pricing, distribution etc., the Satyapal Committee 
on automobile tyres and tubes, the tyre Development Council on 
taxat+ structure on tyres and tubes. Government should expedi- 
tionsly 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 prote'cted from exploitation 
and receive the benefit of whatever concessions are extended te  the 
Industry. 

83. The Committee find from the detaiIs 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 ahPo the benefit of duty cmcession was not passed on to the 
consumer and as such, the purpose of fiscal relief was not fully 
achieved. 

E. AYYAPU REDDY, 
Outinnan, 

public Acmmts Committee. 





(b) 275 1itm . . . 
(c) 4nj Utra . . . . 

5' GI 79 

Nil Nil 10 

420 86 5% 

2-33 27071 30247 40 726 w5( 
(Awrgc  marthl) clstonccr br1we.n OcmttT E#Q and Fct., 1gB4 was xrgg37) 



APPENDIX-XI 
[oi& Para g(iv) J 

lttln S1. No. Exprcttd Actual Duty payslblc Reduced duty Duty ptiyable Duty for~pone 
d c k m c e  clearanac (witbout reduc- paid c q  actual (withtat rrduc- bctwtcn ~o/Eg 

Manu- between h t w e r  tion) actual clearance tion) or cxpxtcd and n/Rq 
facturer 10183 and 2/04 IO/RQ and cL a1 m a  (Amount in Rs.) clcararce 'vmt in Ra. 

(Amount in &.) (An-t in fi.) &%. 7 m i r d  * - -- 
- - - I__ . -  _ --__ - ----- ---_- - 

Damstic rdrigrraton of I 55 I I I I , ~ J I , I I O  1,08,61o 1,07,81 I 
capacity not cxccedi~g 165 (-1 799 
Iim P 785<) 10,591 87,34~7fl  r , ~  1,220 





(Vide Paxa 50) 
IN TlLE MATI'ER OF 

No. ' 19 (22) RTPf8bI 
MONOPOLIES AND RESTRICTIVE TRADE PRACTICES 

COMMISSION 
Travancore House, 

Kasturba Gandhi Marg, 
New Delhi. 
Dated 17th April, 1985. 

RESTRICTIVE TRADE PRACTICES ENQUIRY NO. 78 
OF Is84 

NWICE OF ENQUIRY 
(Under Secticm 19(a) (i) and Section 37 of the Monopolies and 

Restrictive Trade Practices Act, 1969 and Regulations 58 and 543A of 
the Monopolies and Restrictive Trade Practicm Commission Regula- 
tions, 191.1). 
IN THE MATTER OF 

1. Association of State Road 
Transport Undertakings, 

No. 811, Ashoka Estate, 
21, Barakhamba Road, 
New Delhi-110001. 
Andhra Prsdesh State Road, 
Transport Corporation hlushirabad, 
Hyderabad-m.  
Rajasthan State Road Transport 
Curporation, 
Parivbhan Marg, Jaipur. 

vs. 

M/s Premier Tyres LM, 
214E, Jhandewalan Extension, 

New Dew-110056. 
M/s Bombay Tyres International Ltd 
(-1 
Hasan Building, 

Road, 
I)lelhi-110006. 



M/s Modi Rubber Ltd., 
G-7, 1st Floor, 
Connaught Circus, 
New Delhi-110001, 
M/s M. R. F. Ltd., 
314 Asaf Ali Rosd, 
New Delhi-110002. 
M/s J. K. Industries Ltd., 
19-B, Asaf Ali b a d ,  
New Delhi-110002. 
M/s Apollo Tyres Ltd, 
18, New Colony, 
Modern Basti, 
New Delhi-110005. 
M/s Dunlop India Limited, 
9 & 10-B, Asaf Ali Road, 
New Delhi-110002. 
M/s India Tyre & Rubber Co. (I) LM,., 
3, Zorawar Singh Marg, 
Kashmere Gate, 
Delhi-110006. 
MIS. Ceat Tyres of India Ltd., 
1-514, Jhandewalan Extension, 
New Delhi-11000(i. 
M/s Good Year India Ltd., 
1-Ansari Road, 
New Delhi. Respondenb. 

WHEREAS THE Monopolies and Restrictive Trade hacticee 
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 General for preliminary investigation as referred by !3x- 
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.I.R. is enclosed). 

3. AND WHEREAS q c m  a perusal of the said complaint and the 
said preliminary investigation report, i t  appears, to the Commission 
that the respondents mentioned above have indulged in the trade 
practice of forming cartel and submitting identical or nearly same 



rates in response to tenders floated by State Govt. undertalrings 
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 competition 
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. 

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 omce at 
New Delhi to enquire into as to whether: 

(a) the respondents above mentioned have been and/or 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 t h q  
wish to be heard in the proceedings before this Commission, they 
should comply with. the requiremnts of Regulations 11, 66 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 c ~ s e  is f&ed far hearing before the Commfosicm an 6th May, 
lgsS at 11.00 A.M.. 



GIVEN under my hand and the seal of the Commission at New 
Delhi, this the 17th day of Arpril, lM. 

gY ORDER OF THE COMMISSION 
(NI* L. SHAFMA) 

Deputy Secreta~y 

Copy to: I 

1. The Adl. Director General of 
Investigation & Registration 
(Investigation), New Delhi. 

2. The Adl. Director General of 
Investigation & Registration 
(Registration) , New DeIhi. ' 

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

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

(M. L. Shanna) 
Deputy Secretary 



APPENDIX IV 

1. 78 Ministry of Finance As per notifications issued on 1 October, 1983 the effective rates . 
Dcptt. of of excise duty on domestic refrigerators of capacity not exceeding 

165 litres was reduced from 40 per cent to 25 per cent ad v&lorem 
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 2 
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, 19M and another mamfacturer did so in January, 
1984. Eight manufacturers of tyres increased their prices in January, 
1984, while another raised his prices in March, 1984. Monthly clear- 
ances from October, 1983 effected by 13 ma;lufacturers increased 
compared to average morithly clearances in the previous 12 months. 



T h e ~ e  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. 

2 7 9  - \finistry of r h n c c  The Ministry of Finance maintain that the notifications reducing 
!&prtrnent of Revenue) the rates of excise duty on specified tyres and refrigerators were and Ministry of bldustr). 
pprtmcnt of industrial issued in October, 1983 as fiscal relief mainly with a view to stimdat- 

Development) ing the growth of the industries whose perforimr,::: in 198233 was 
found to be sluggish. It  was expected that reduction in duty w o d d  
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, 1981 while prices of refrigerators remained at about 8 
the same level. All the tyre manufact~rers 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. 

-do- The Ministry of Industry maintain that it was adnlinistratively 
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 
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the prices of tyres with the Government assuming the responsibility 
to ensure that the production is maintained and there is no scarcity 
in the mwket. 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. 

' 4. 8 1 Miilistrj of Finance The facts stated in the foregoing paragraphs clearly identify some 
(DepRlzment of I ' b ~ n e  of the specific areas in tne pricing and distribution of tyres which 
$ d , " ~ ~ $ f ~ ~ , " , ' $ .  require immediate Government attention. In a note furniehed to 

Devefopment ) the Committee after evidence, the Ministry of Finance have stated .. that in pursuance of the recommendations made by Bureau of 
Industrial Cmts and prices (BICP) in its recent report, the Ministry 
of Industry have referred the issues relating to pricing practices, 



&owing cg &iscounts etc. for a probe by tbe lVPlTP CcmmWorr. 
The ComlILittee trust that this probe will be carried out with ulmd 
expedition. 

& During evidence, the representative of the Ministr)~ of Indus- 
stated that the problems of tyre industry require a total a p c k  
In this connection, the Committee would draw attention to the fad  
that a number of reports are now before the Gavernment p e ~ d h g  
' action. They include, the reports of the Bureau of Industrial Cests 

and Prices on costs pricing, distribution etc, the Satyapal cummitt# 
on automobile tyres and tubes, the Tyre Development Council aa 
taxation structure on tyres and tubes. Goveqment should expdb 
tiously examine these reports and formulate an integrated policy 
designed to maintain growth of the industry at a satisfadory pace, 
while ensuring that the consumers are protected from egldtatiim 
and receive the benefit of whatever concessions ar extended to the 
Industry. 

The Committee find from the details of production zknd a- 
of refrigerators that while the number of refrigeratan, cleared d* 
April to September, 1983 was far below the production, the dearan- 
during October, 1983 to February. 1984 had considerably exceeded 
production. Evidently, the duty concessions had not so much stirnu- 
lated growth as enabled the manufacturers to clear their accummulab 
ed stocks. Thus, in the case of refrigerator industry also the baefit 
of duty concession was not passed on to the consumer and as mob, 
the purpose of fiscal relief was not fully achieved. 

- - - _ _ - - - -  
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