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INTRODUCTION

I, the Chairman of the Public Accounts Committee, as authorised
by the Committee, do present on their behalf this Twelfth Report
on action tcken by Government on the recommendations contained
in 152nd Report (7th Lok Sabha) on Cash Assistance for Export of
Ossein and Export of Railway Wagons to a foreign country relating
to the Ministry of Commerce,

2. The Committee’s One Hundred and Fifty Second Report was
presented to the Lok Sabha on 29th April, 1983 and contained 27 re-
commendations and observations. According to the time schedule,
the notes indicating the action taken by Government in pursuance of
the recommendations and observations contained in the Report duly
vetted by Audit were required to be furnished to the Committee
latest by 28 October, 1983. While the Ministry of Commerce made
available to the Committee advance copies of their action taken notes
in respect of 15 recommendations and observations relating to Cash
Assistance for Export of Ossein within this time limit, they could
furnish advance copies of the action taken notes on the remaining
recommendations except one (Paragraph 2.58) on 13 August, 1984.
Vetted copies of the uciion taken notes were, however, received on
3 July, 1985. In the opinion of the Committee, the present case is an
exampie of extreme indifference. Not only the Monitoring Cell
failed to keep a watch but also the Financial Adviser attached to the
Ministry of Commerce did not care either to seek anyv extension of
time or exntlain the reasorns for delay in furnishing replies to the
Committee. The Committee feels if the Parliamentary control over
the puhlic expenditure and the executive is to be exercised effective-
Iy, Finnneial Advisers atfached to the various Ministries and the
Mon:toring Cell would bave to systematise their working and ensure
that the Ministry Departments concerned initiate action promptly
on the recommendations and observations of the Committee.

The Committee has also observed that cash assistance for export
of Ossein was sanctioned hyv the Cabinet Committee from October
1975 to March 1976 and the Ministry of Commerce extended cash
assistance at the same rate of 10 per cent FOB (Free on Board)

realisation for another three years from 1 April, 1976 to 30 April,
1979,

v)



(vi)

This scheme was continued further and reviewed and with«
drawn with effect from 1 October, 1982: The Committee has, there-
fore, desired to know whether at any stage the Ministry of Com-
merce undertook cost study as .advised by the Marketing Develop-
ment Fund Committee. The considerations|factors which led to the
withdrawal of the scheme with effect from 1 October, 1882 also need
to be explained to the Committee. The Committee has expressed
its desire that it should be informed in this regard within a fortnight
of the presentation of the Report.

3. On 6 June, 1985, the following Action Taken Sub-Committee
was appointed to scrutinise the replies received from Government in
pursuance of the recommendations made by the Public Accounts
Committee in their earlier Reports:

1 Shri E. Ayyapu Reddy—Chairman

2. Shri Rajmangal Pande 1
3 Shri Amal Datta |
4 Shri Girdhari Lal Vyas |
5 Shri Nirmal Chatterjee >
8. Shri K. L. N. Prasad }

Members

7 Shri H. M. Patel
8 Shri J. Chokka Rao

4. The Action Taken Sub-Committee of the Public Accounts Com-
mittee considered this Report at their sitting held on 7 August, 1985.
The Report was finallv adopted by the Public Accounts Committee
on 16 August. 1985.

5. For reference facilitv and convenience, the recommenda-
tions|observations of the Committee have been printed in thick type

in the body of the Report and have also been reproduced in a con--
solidated form in the Appendix to the Report.

6. The Committee place on record their appreciation of the as-
sistance rendered to them ir the matter by the Office of the Com-
ptroller and Auditor General of India.

New DEeiH1; E. AYYAPU REDDY
August 16, 1985 ‘ . Chairman.
Sravana 25, 1907 (S) i Public Accounts Committee.



" CHAPTER: 1
REPORT

1.1 This Report of the Committee deals with the action taken by
Governrient on the Committee’s observations and ‘recommendations
contained in their Hundred and Fifty-Second Report (7th Lok Sabha)
on Cash Assistance for export of Ossem and Export of Railway
wagons tp a foreign country, commented upon in paracraphs 2 & 3
of the Advance Report of the Comptroller & Auditor General of India
for the year 1980-81, Union Government (Civil) relating to the Min-
istry of Commerce. _

1.2 The Committee’s 152nd Report was presented to the Lok
Sabha on 29-4-1983 and contained 27 observations and recommenda.
tions. According to the time schedule for furnishing of action taken
notes on Committee’s observations and recommendations, the notes
indicating the action taken by Government in pursuance cf the re-
commendations and observations in the Report, duly vetied by Audit,
were required to be furnished to the Committee latest by 28 October,
1983. While the Ministry of Commerce made available to the Com-
mittee *advance copies of their action taken notes in respect of 15
observations and recommendations relating to Cash Assistance for
Export cf Ossein within this time limit, they did not furnish any
action taken note in regard to observations and recommendations
of the Committee relating to Export of Railway wagons to a foreign
country. However, the Ministry were reminded on 13 March, 1984
10 which the Ministry replied on 18 March. 1984 that these recom-
mendations relate to Export Promotion (Engineering Division) of
that Ministry. Neither did that Division furnish the action taken
notes nor did they seek any extension of time. On 21 May, 1984,
the Joint Secretary of the concerned Division was again reminded
to furnish the action taken notes along with the reasons for delay
hv 28 May, 1984. In spite of that, no communication was received
from the Ministry either for extension of time or regarding furnish-
ing of Action Taken Notes. When this matter was discussed with
the Joint Director and the Under Secretary concerned in the 3rd
week of June, 1984, two officers of the Ministry came to sec tho then
Chief Financial Committee Officer of PAC and promised to jurnish

all the Action Takén N'o'ees by 16 Ju'l'y 1«984 However advance.
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copies of the action taken notes on the remaining recommendations
except paragraph 2.58 were furnished by the Ministry on 13 August,
1984 after a D.O. reminder was issued to the Ministry on 6 August,
1884 and the vetted copies received on 3 July, 1985.

1.3 Till April, 1963, Action Taken Notes|Statements were required
o be furnished to the Committee within one month of the presenta-
tion of the Committee’s Report to the House. The Public Accounts
Committee (1962-63) however, found that this time limit was not
heing observed by most of the Ministries and therefore the Com-
:nittee, seeking to be fair, had then extended this time limit to thmee
months. Reverting to the subject again, the Public Accounts Corn-
mittee (1967-68) while further extending the time limit for submis-
~on of Action Taken Notes|Statements to six months from the date
of presentation of the Report to the House, had observed in paragraph
1.11 of their 5th Rerort (4th Lok Sabha):

“The relaxation in the time limit for submissior: of replies
should not be interpreted as implying that the Committee
do not attach importance to prompt action bheing initiated
on their recommendations. What the Commitiece envis-
age is that the Government should draw up a2 well-thought-
out plan for processing the recommendations of the Com-
mittee as soon as a Report is presented to the House. The
Committee consider that it should be reasonablv possible
for Government to draft the replies on these rccommenda-
tions|observations within four months of their receipt and
that these should be got vetted by Audit in the next two
months so that final replies, duly vetted hv Audit, could
be sent to the Committee not later than six mariths of the
date of presentation of the Report. With a vicw to en-
suring that this time schedule is adhered tc scrupulousiy,
the Committee would suggest to Government that the
Finance Secretary (Expenditure) should % made res-
ponsible for securing compliance, as a co-ordinating officer.
and he could get the Financial Advisers attached to the
different Ministries to watch that a final reply is furnish-
ed to the Lok Sabha Secretariat in respect of recommen-
dations concerning the relevant administrative Ministry.”

1.4 Even after this revised schedule had been agreed to delays
in the submission of Action Taken Notes continued to occur. The
Public Accounts Committee (1975-76) therefore in their 220th Re-
port (Fifth Lok Sabha), urged the Government ‘to review this
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thoroughly unsatisfactory state of affairs and take immediate re-
medial measures’. While expressing their happiness over the
measures aimed at securing timely submission of actinn taken notes
on the Committee’s recommendations by setting up a ‘Monitoring
'Cell’ in the Department of Expenditure as the focal point for the
(;overnment as a whole, to co-ordinate the progress in this regard
and monitor delays with the Ministries/Departments concerned, the
Public Accounts Committee (1976-77) had, in paragraph 1.15 of their
“5ih Report (6th Lok Sabha) hoped that ‘the Integrated Financial
Advisers|Internal Financial Advisers in each Ministry would dis-
charge their responsibility effectively in examinng the Reports of
the Committee and in co-ordinating and monitoring the expeditious
submission of the Action Taken Notes thereon to the Committee’.
Still the position in this regard is far from satisfactory.

1.5 The Committee had. from time to time, stressed the need for
timely submission of action taken notes. The Finance Secretary (Ex-
penditure) who is coordinating officer, must be responsible for cosuring
that the time schedule for furnishing replics to the Committee’s recom-
mendations was adhered to scrupulously. Simultaneously, Financial Ad-
visers attached to the different Ministries must see that final replies
are furnished to the Lok Sabha Secretariat within the prescribed time
limit of six months.

1.6 The present case is an example of extreme indifference. Not
only the Monitoring Cell failed to keep a watch. but also the Financia!
Adviser attached to the Ministry of Commerce did not care either to seek
any extension of time or explain the reasons for delay in fnrnishine
replies to the Committee. This obviously defeats the objectives of set-
ting up the Monitoring Cell. If the Parliamentarv Control over the
public expenditure and the exccutive is fo be exercised effectively.
Financial Advisers attached to the variouc Ministries and the Monitor-
ing Cell would have to cystematise their working and ensure that the
Ministries'’ Departments concerned initiste 2ction nrompth on  the
recommendations and observations of the Committee, The Committe-
would I’ke to emphasise that the Financial Advisers/Joint Secrctary
(Finance) in each Ministry Department are resnoncible for timely «nh-
mission of action taken notes. 1In case of serioug delay, as in this case.
disciplinary action should be taken against them.

1.7 The action taken notes received from Government have becn
broadly categorised as follows:

(i) Recommendations and observations which have been ac-
cepted by Government:

S. Nos. 4, 8, 11, 14, 15 and 20.
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(ii) Recommendations and observations which the Committee
do not desire to pursue in the hght of rephns rccelved from
Government; .

S. Nos. 6, 9,°10, 12, 19, 24, 26 and 27

(iii) Recommendations and observations replies to which have
not been accepted by the Comimittee and which require
reiteration;

S.Nos. 1, 2,3,7,13, 17, 18, 22 and 23

(iv) Recommendations and observations in respect of which
Government have furnished interiin replies;

S. Nos. 5, 16, 21 and 25.

1.8 The Committee expect that final replies to these recommenda-
tions and observations in respect of which only interim replies/no
replies have so far been furnished will be submitted to them, duly

vetted by Audit, without delay.

1.9 The Committee will now deal with the acticn taken by Gov-
ernment on some of their recommendations and observations,

Observations made bv the Ministry of Finance and main Committee
of the Marketing Development Fund not brought to the notice
of the Cabinet Committee (Paragraphs 1.46 to 1.48—Sl. No.

1 to 3)

1.10 Commenting on the unusual procedure adopted by the Minis-
of Commerce on sanctioning cash: assistance at the rate of 10 per
cent of f.o.b. realisation of export of ossein from October 1975 to
March 1976 without bringing to the notice of the Cabinet Committee
the observations made by the Ministry of Finance and main Commit-
tee of the Marketing Development Fund, the Committee had, in para-

graphs 1.46 to 1.48 of their Report, observed:

“Ossein is an intermediate product used in the manufacture of
gelatine which is used in medicines, photography certain
food products etc. Production of ossein in India is of
recent origin, though crushed bones. a raw material used
for its production, is one of India’s traditional export
items. The Committee find that the Ministry of Com-
merce made out a case for the-gramt of cash assistance

- for-export of Ossein in August, 1975. The Ministry of
Finance, however, felt that there was nq Jqsnﬁcatxon for
the grant of cash assistance for expgrt of (Ze n in terms
of the criteria adopted at that time for ing cash
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assistance, The main Committee of the Marketing De-
velopment Fund . (which lays down the guidelines accord-
ing to which Cash Compensatory support is to be sanc-
tioned by the Ministry of Commerce) considered the case
and directed in September, 1975 that the case be studied
further with! reference to the exact nature of the product
and by-products, its usage and the relevant economics.
However, without complying with the requirement of the
Marketing Development Fund Committee, the Ministry
of Commerce sanctioned cash assistance in October, 1975
at the rate of 10 per cenpof f.o.b. realisation of export
of ossein from October, 1975 to March, 1976.

The Ministry of Commerce have attempted to justify this lapse
on the plea that “cash assistance on ossein was sanctioned
based on the criteria approved by the Cabinet Committee
on Exports in October, 1975”. According to the Minis-
try, “the criteria laid down by the Cabinet Committee on
Exports were not the same as the criteria followed by the
Marketing Development Fund Committee.” The MDF
Committee had considered the proposal in August. 1975
for grant of cash assistance in the light of the carlier cri-
teria which were largely in terms of bridging the gap bet-
ween the f.o.b. cost and f.0.b. realisation while the critegia
laid down by the Cabinet Committee on Exports in Octo-
ber. 1975 were in terms of the exports prospects, produc-
tion capability in the country, the competitive strength of
the export products. vis-a-vis international prices and other
relevant factors. The Committee are not convinced with
the argument adduced by the Ministry of Commerce seek-
ing to justify their decision. The Committee feel that
since the MDF Committee had made certain specific re-
commendations for compliance, the best course of action
open to the Ministry of Commerce would have been to
refer the case back to the MDF Committee for reconsi-
deration and independent appraisal in the light of the
criteria subsequently outlined by the Cabinet Committec
alongwith adequate data rather than taking an ad hoc and
unilateral decision. The Committee regret that by not
doing so, Government have deprived the Marketing De-
velopment Fund Committee from exercising its legitimate
functions in judging the merit of the case for grant of cash
compensatory assistance. -

The Committee note that the ossein énd‘ G'elafﬁr_té Manufactu-
rers Association of India .r‘equest,gd"ggvemmem to extend
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cash; assistance beyond March 1976 and sought its en-
hancement to 25 per cent of f.0.b. value. The Ministry
of Commerce, however, extended cash assistance at the
same rate of 10 per cent of f.0.b. realisation for 3 years
from 1 April, 1976 to 31st March, 1979. The Commit-
tee regret to point out that even at this stage the Ministry
of Commerce did not undertake any cost study as advised
by the MDF Committee. During the period 1st October,
1975 to 31st March, 1979 ossein valuing Rs. 22,69 crores
was exported. These exports attracted payment of Rs.
2.27 crores as cash assistance. The Committee are
unable to find any justification for this huge payment from
the exchequer in the absence of any cost study based on
precise formulations.”

1.11 In their reply furnished to these observations the Ministry of
Commerce have, in their action taken notes dated 16 February. 1984
stated:

“The Main Committee of the MDF had considered the question of
payment of CCS to ossein in September. 1975 and desired
that the case be studied further. Although the Main
Committee of the MDF did not agree for CCS, the Cubi-
net Committee on exports. decided that it was neccssary
to give additional cash assistance in respect of  certain
products having regard to export nprospects,  production
capability in the country, the caompetitive strength of our
products vis-a-vis international prices and other relevant
factors. The Committee appointed under the Chairman-
ship of Commerce Secretarv. in persuance of the decision
of the Cabinct Commiittee, recommended CCS @ 10 per
cent on the export of various items of chemical croun
which was approved by the Deputv Minister. Ossein was
also one of the items in this list.

The Cabinet Committee on exports is a superior bady to the
MDF Main Committee and since apnroval of Minister was
also obtained there is no irregularity involved in sanction
of CCS for osscin during October, 1975 to March, 1976."

“Since the Cabinet Committee on exports is a superior body
and it was felt that its decision would prevail over the de-
cision of the MDF Committee, it was not referred back
to the MDF Committee.”



7

“In September, 1976, the Cabinet Committee on exports took
a policy decmon that except in regard to cotton textiles,
jute manufacturers, oil cakes and items made out of non-
ferrous metals to a sensitive degree, cash assistance rates
once fixed should not be changed for three years i.e. upto
31st March, 1979. The main reason for this decision
was that frequent changes in the rate of CCS create un-
cerlainty in the minds of exporters and adversely affect
the overall export effort. This policy decision was taken
at the highest level in the overall context of export viabili-
ty, production capability in the country, the competitive
strength of our products. The increase in exports froin
3004 MT in 1975-76 to 13, 199 MT in 1979-80 and also
the increase in value from Res. 311.2 lakhs in 1975-76 to
Rs. 1376.7 lakhs i.e. four fold both in quantity and value
have justified the decision to continue CCS.”

1.12. In this connection, Audit have observed as under:

“While submitting the case to the Cabinet Committee on Ex-
ports, the facts that the case had already been under con-
sideration of the MDF. who desired the case to be studied
further with reference to the exact nature of the product
and bye products, its usage and the relevant economics
wore not roucht to the notice of the Cabinet Committee.
Had this fact been brought to the notice of the Cabinet
Cemmittes they would not perhaps have sanctioned the
carh  assistines in this case.”

1130 In renby o th: Audit observations. the Ministry of Com-
merce have in their action taken note clarified:

“Individual cases of grant of CCS were not submitted to  the
Cabinet Committée on Exports which had approved the
criteria. and authorised the Committee headed by Com-
merce Secretary to approve the items and the rates of
assistance. This Committec included an Axditional
Secretary in the Department of Economic Affairs and
Deptt. of Expenditure. The fact that the case had already
been under consideration of the MDF Main Committee
could have been brought to the notice of this Committee
but this was not done for the reasons already explamed in
the action taken note.”

1.14 The Committee do not agree with the above reply of the
Ministry of Commerce, In the opinion of the Committee, the fact that
the case was considered by the Marketing Development Fund (MDF).
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who desired the case to be studied further with reference to the exact
nature of the product and by-products, its usages and. relevant econo-
mics should have been brought to the notice of the Cabinet Committee
while submitting the case to them. Had this been done, the Cabinet
Committee would not, 'perhaps, have sanctioned the cash assistance in
this case. This was a serious failure of the Ministry of Commerce, More-
over, if the recommendations/suggestions of a Committce appointed by
the Government are not brought to the notice of another Committee,
the very purpose of appointment of such Committees is defeated.

1.15 The Committee also note that the Committee appointed under
the Chairmanship of Commerce Secretary, in pursuance of the decision
of Cabhinet Committec, rercommended CCS at the rate of 10 per vent
on the export of various items of chemical group which was approved
by the Deputy Minister. The Committee would like to know the basis
on which this Committee recommended CCS at the rate of 10 per cent
on the export of osstin and whether the recommendations of the Main
Committee of Marketing Development Fund were also considered by
this Committee, As an Additional Secretary in the Department of Eco-
nomic Affairs and Dcepartinent of Expenditure was also included in
this Committee. the Cominittee may be apprised whether he had
brought to the netice of the Committee that the case for Cash Assist-
ance for the export of osscin was referred to the Ministry of Finance

and that that Ministry did not see any justification for granting cash
assistance ou this item,

1.16. The Committee further observe that Cash Asdistance for ex-
port of ossein was sanctioned by the Cabinet Committec from October
1975 to March 1976 and the Ministry of Commerce extended Cash
Assistance at the same rate of 10 per cent of FOB realisation for ano-
ther 3 years from 1 April. 1976 to 30 Apri, 1979. This scheme was
continued further and reviewed and withdrawn with effect from 1
October, 1982. The Committee would like to know whether at any
stage, the Ministry of Commerce undertook anv cost <tudv as advised
by the MDF Committee. The considerations/factors which led to
withdrawal of the scheme w.e.f. 1 October, 1982 also need to be ex-
plained to the Committee. The Committee would like to be informed
in this regard within a fortnight of the presentation of the Report.

Cash Assistance 1o be restricted to the quantitv exported in excess of
the export obligation (Paragraph 1.52 S. No. 7)

1.17. Stressing the need for restricting the cash wsistance to the
quantity exported in excess of the export obligation, the Committee,
in paragraph 1.52 of their Report, had recommended:



9

“The Committee note that since 1977-78, 90 per cent of ossein
produced in India is being exported to USA and JSapan.
The exports to Japan were under collaboration arrange-
ments with two Indian Ossein processing units which had
been under obligation to offer buik of their production to
Japan at a mutually agreed price. While both the units
were getting cash assistance for exports, in the case of one
unit the price included an element of profit at 10 per cent
of the equity capital in 1979-80, 20 per cent in 1980-81
and 33-1|3 per cent in 1981-82 onwards. When asked
about the reasons for payment of cash compensatory assis-
tance to such a unit, the Ministry of Commerce have
stated that since cash compensatcry support is allowed on
an exported product on the basis of certain criteria like
incidence of unrefunded taxes etc. no distinction can be
made on the ground that an item is manufactured in a
unit set up with foreign collaboration. The Committee
do not agree with this. They feel that there is no justi-
fication for cash assistance to such units producing export
goods with foreign collaboration and carrying an export
‘obligation with built in profit under agreements. If at
all cash assistance is given in such cases it should be res-
tricted to the quantity exported in excess of the export ob-
ligation. The Committee therefore desire that Govern-
ment should review the policy with regard to granting cash
assistance in such cases.”

1.18. The Action Taken Note dated 16 February. 1984 furnished
by the Ministry of Commerce in this regard is reproduced below:

“As regards the question of grant of CCS on export of items
subjcct to export obligation the matter had been consider-
ed by the Cabinet quite come ¢ back and a specific de-
cision was taken to allow CCS on such items.

Regarding CCS on items manufactured jn units set up with
foreign collaboration, the matter was considered by the
CARC. Since CCS is allowed on an exported product and
not for the unit where the items is manufactured on the
basis of certain criteria like incidence of unrefunded taxes
etc.,, no distinction can be made on the ground that an
item is manufactured in a unit <et up with foreign colla-
boration. In many cases the condition of foreign collabo-
ration may itself be contingent upon the existence of
CCS. Besides, exports are made not only by manufac-
turer-exporters but also merchant-exporters. Hence it
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would not be appropriate to deny CCS to a merchant-
exporter on the ground that the item -exported by him is
manufactured in a unit set up with foreign collaboration.”

1.19 While vetting the replies, the Audit have observed as under:

“When the margin of profit already existed after taking into ac-
count the incidents of taxes etc., there should be no case
for cash assistance. Further the cost study of other
units had not been conducted by the Government to as-
certain the margin of profit earncd by these units.

As the bulk of the production was to be supplied by the Indian
firms to their colluvcrators, the question of merchant ex-
porters coming in between does not arise in this case.”

1.20 In this connection, the Ministry of Commerce have remarked:

“CCS is determined in accordunce with the guidelines approv-
ed by the Cabinet. from time to time. Cost «tudy of other
units was not necessary in accordance with the approved
guidelines. Further. therc mayv be margin of profit in the
case of a few units und loss in the case of other units.
CCS i< given on the basis of the approved guidelines with-
out ary discrimination or distinction between units with
a margin of profitloss. The collaboration may be with
or without buy-back arrangement. In the latter case.
the manufucturer may not be an exporter but good manu-
factured by it are exported by merchant exporters also.”

1.21 From the reply of the Government the Committce note that
the question of grant of Cash Compensatory Support on export of items
subject to export obligations wag considered bv the Cabinet sometime
ago and a specific decisinn to allow CCS on such items was taken, The
Ministry have also <tated that since CCS ‘s allowed on an exporte|
product and not for the unit where the i‘em is manufactored on the
basis of certain criteria like incidence of unrefunded taxes etc., no dis-
tinction could be made on the ground that an item is manufactureg in
a unit set up with foreign collaboration. The Committee is not satisfied
that the above contention of the Government is valid. The Committee
wouald again like to stress that there is no justification for cash assistance
to swch unit producing export goods with foreign collaboration and
carrying an expert obligation with built in profit under agreements, If,
at all, cash assistance is given in such cases, it should be restricted to
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the quantity exported in excess of the export obligation. The Com-
mittee reiterate their earlier recommendation that with the passage of
time and cases like this coming up, there is need (o examine the guide-

lines afresh in this regard with a view te ensuring that CCS is not
misused.

Indiscriminate grant of Cask Assistance and other export promotional
incentives (Paragraph 1.58——S. No. 13).

1.22 Expressing their concern over indiscriminate grant of Casi
Assistance and other export promotional jncentives, the Committee had,
in paragraph 1.58 of their Report, stated:

“The Public- Accounts Committee have from time to time exa-
mined the scheme of cash compensatory support extended
to various items or export promotion. Th: Committee have
commented adversely upon the indiscriminate grant of
cash assistance and other export promoiional incentives cn
Ui basis of 7o fioe and inadequate assessments.”

1.23 In their Action Taken Note dated 16 February. 1984, the
Ministry of Commerce have stated that this question has been considered
by the Government and it is felt that since rates of CCS are determined
on the basis of approved criteria, cost study may not be treated as a
pre-requisite for fixation of rates of CCS in every case. However, the
Audit have, in this regard, observed that though a cost study may not
be deeined to be pre-requisite in every case by the Ministry it i< consi-
dered that it should be one of the deciding factors for establishing
needs for grant of cash assistance. The Ministry of Commerce have
replied to Audit observations ag follows:

“The proforma prescribed for submission of data for determi-
nation of rates of CCS includes information relating to FOB
cost and FOB realisation. Though a cost study is not a pre-
requisite in every case, the shortfall in FOB realisaticn is

taken into account at the time of deciding the rate of
CCS.”

1.26 The Committee do not see anv justification in Ministry's point
of view that the cost study may not be treated as a pre-requisites for
fixation of rates of CCS in every case since rates of CCS are determined
on the basis of approved criteria. The Committee regret that the basic
importance of cost analysis in such cases is overlnoked. The Committee
would urge that one of the approved criteria for detcrmining the CCS
should be broad cost analysis. This is essential to carb ad hocism and
prevent malpractices.

1957 LS—2.
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Failure of the State Trading Corporation in assessing the avazlabclzty
of indigenous steel (Para 2.50—Sl. No. 17)

1.25 Recommending fixation of responsibility for the failure of
the State Tradmg Corporatlon in estimating the availability of indge-
genous steel in the country, the Committee had, in Paragraph 2.50 of
their Report stated:—

“After the contract was signed in October, 1970 regular
meetings are stated to have been held in February—
March, 1971 with Iron & Steel Controller where repre-
sentatives of Steel Plants and Engineering Expor: Promo-
tion Council were also present. As a result of these
discussions, the steel plants indicated total quantity of
steel which could be possibly made available indige-
nously. On the basis of this information STC esti-
mated that only about 9,000 tonnes of indigenous steel
would be available. Again in a meeting of Contract
Implementation Committee held on 8th July” 1971, it was
advised that due to non-availability of weldable quality
of steel and steel with copper content for the next two
years, greater quantity of imports will have to be re-
sorted to. The anticipated availability of indigenous
steel was later on reduced to 2.000 to 3,000 tonnes und
eventually, however, almost the entire quantity of steel
had to be imported. The reply of the Ministry of Com-
merce that prior to actual signing of the conmtract for-
mal procurement action was not practicable evades the
issue. The question that needs a satisfactory reply is
how the estimates of indigenous availability of steel
were initially assessed. how these got reduced so drasti-
cally and how these finally turned out to be nil. The
Committee consider that the STC clearly failed in pro-
jecting a clear picture to Government and must be held
accountable for this lanse. This resulted in the entire
steel having to be imported at a high price for supply
to wagon builders involving heavy payment of counter-
vailing duty. Consequently, the rajson detre of the
contract itself was flost. The Committee desire that
the responsibility for this lapse must be fixed.”

1.26 The Ministrv of Commerce have. in their Action Taken
Note dated 3 Juvly. 1985, stated as under:—
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“The contract was based on steél to Indian specifications.
The intention wag that the bulk of steel to be used would
come ‘fiom Indian steel plants. STC|PEC then made
efforts to seek confirmation from the Ministry of Steel
regarding the availability of Ssteel prior to *signing the
contract. After signing of the contract, the require-
ments of steel for executing the contract were sent to the
Iron & Steel Controller through the E.E.P.C. Subse-
quently, a series of meétings were held with the Iroh and
Steel Controller, Calcutta, where representatives of steel
plants and the E.E.P.C. were also present. The Iron

and Stexl Controller was of the view that the steel require-
ment for this contract was within the normal manufac-
turing range of the steel plants but steel requirement
could not be supplied on account of general shortage. As
a result of the discussions the steel plants indicated the
total quantity of steel which would be indigenously avail-
able. As total quantity indicated by the plants could not
be allocated for this contract, because there were other
competing demands, it was assumed by STC'PEC that
1/5th of this capacity may be available for the Yugoslav
wagons contract and the remaining steel roughly 46,000
tonnes would have to be imported. In the event of lesser
guantities of steel being made available, it was stated that
imports would have to be increased proportionately. In
a meeting taken by the then Secretary; Foreign Trade on
&th July. 1971 where representatives of Department of
Steel were also present. the position with regards to re-
quirement of steel for the contract was reviewed. In this
meeting STC's earlier assumption that about 9.000 tonnes
of steel being available from indigenous sources was dis-
cussed. Tt was noted that since STC had made this as-
sumption. Steel Ministrv had clarified that steel of weld-
ing quality and with copper content is not likely to be-
come available for the next two vears. Due to reduction
in the anticipated availability of steel the necessity for
importing the entire quantity of steel was recognised.”

1.27 The Committee is not happy with the reply of the Ministry of
Commerce. They have stated that State Trading Corporation of India
Ltd. (STC)'Projects and Equipments Corporation of India Ltd. (PEC)
concluded the contract in October 1970 for supply of 3600 wagons to
8 foreign country at a contract price of Rs. 37.45 crores simplv on the
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assumption that 9000 tonnes of indigenous steel would be available,
The Ministry had stated earlier that meetings were held with lron &
Steel Controller in February and March 1971 and also after signing of
the conty act and that the steel required could not be suppiied on account
of gener:] shortage. The Committee’s specific questions as to how the
estimates of indigenous availability of steel were initially assessed, how
these got reducéd so drastically and how these finally turned ont to be
nil have not been explained by the Ministry.. As the answer to the
above questions is necessary, a copy each of the Minutes of the above
meetings in which the lron & Steel Controller and represeutadivey of
Steel Plants agreed to supply steel of the requisite specitications may
be made available to the Committee.

1.28 )n case, STC concluded the contract. as stated by the Ministry
of Commerce now simply on the assumption that about 9000 tonnes
of indigenous steel would be available, the Committee reiteralc their
earlier recommendation that the STC should be held responsible for
this lapse.

Expenditure in Foreign Exchange on import of Steel which remained
surplus (Para 2.51—S. No. 18).

1.29 The Committee observed that the Projects and Equipment
Corporation actually imported 11,000 tonneg of steel in 1971-72 and
46,691.710 tonnes in 1972-73 (including 622.372 tonnes of steel short-
landed) against the original estimates of 46,000 tonnes allowed by the
main committee of the Marketing Development Fund. Orders for
importing second consignment of 46.691.710 tonnes of steel was placed
without verifying whether the previous stock of 11,000 tonnes of steel
of first consignment had been fully utilised. The Committee observed
that had the Project and Equipment Corporation shown prudence ex-
pected of it and ensured the utilisation of the first lot of steel befoce
importing the second lot, much of the expenditure of Rs. 4 23 crores
in foreign exchange on import of steel, which remained surplus, could
have been avoided. The Commitiee desired that this question be exa-
mined and suitable steps taken to guard against such lapses in future.

1.30 The Ministry of Commerce in their reply stated as follows:-—

“At the time when ordering of stee] was done. the contract was
for the full quantity of 3,600 wagons. Tt was no' foreseen
at that stage that the contract would require to bhe trun-
cated. Therefore. any interruption in the availability of
steel would have resulted in interruption*of production of
wagons. This in turn would have resulted in scveral re-
purcussions including delayed delivery and possibly higher
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prices of steel. Under the circumstances. the decision to
order the stee] was taken in the intercst of performance
of contract. Moreover, stecl supplies were not made in
matched sets and the first dot of 11,000 tonnes would itself
have not resulted in manufacture of compicte wagons, It is,
therefore, not true that the second lot of steel only become
surplus.”

1.31 The reply of the Ministry is not convincing. The Committee
fail to understand why import of steel was pot arranged to match the
delivery schedule and manufacture of wagons from time to time. The
P.E.C. have failed to regulate the imports. The Committee would like
this issue to be re-examined with a view to fixing responsibility for im-
port of surplus steel.

Truncation of order due to failure of wagon builders to effect supplies
in time (Para No. 2.55 —S. No. 22).

1.32. Commenting upon failure of the wagon builders to effect
the supplies in time, the Committee observed as follows:

“The Committee note that as many as three extensions were
given by the foreign country to complete the delivery.
Due to the fajlure of the Indian wagon builders to effect
the supplies in time, the order was reduced by the im-
porting country from 3,600 to :.300. The contract
value was correspondingly reduced from Rs. 37.45 crores
to Rs. 18.39 crores. This resulted in 34,844 tonnes of
imported steel supplied to the wagon builders becoming
surplus. The Committee are perturbed at this failure of
wagon builders to supply the wagons as per the contract
particularly when they were constantiv  complaining of
under-utilisation of their capacitv and when special ar-
rangements were made by Government to supply to them
the requisite quantities of imporied cteel at a very high
cost. As a result of this failure to udhere to the schedule
of supply. the country has not only lost the expected
foreign evchange earnings but the deal has adversely
affected the prestige of the country nd ¢iven a bad name
to Tndian cxporters in International markets. The Com-
mittee cannot but express their deep unhappiness at this
failure of Government to ensure the supply of wagons as
per schedule. The Committee consider that Government
should have explored the possibility of diverting the
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order to other wagon manufacturers in this situation so

as to fulfil the deal. The Committee would like to know
if any such efforts were made.”

1.33 In their Action Taken Note, the Government informed the
Committee as follows:—

“The contract was given due importance by all the concerned
Ministries and all our eftorts were made to fulfil the
contractual obligations. Whenever problems were en-
countered these were brought to the notice of the buyer
and extension of deliveries obtained from time to time.
It was not the delayed deliveries which led to the tunca-
tion of thz contract; it was basically the , effect on the
overall costing of the contract due to various reasons
like delavs in finalisation of contract details. the
affect of Indo-pak war of 1971 with its repercussion on
varicus spheres of the economy. severe power shortage in
thz country during 1972,  the oil crisis of 1973 affecting
the prices of practically every input etc. All these factors
affected the costing of the project and necessitated renego-
tiation with the Yugoslavs. The complex negotiations fi-
nally led to a mutually acceptable figure of 1,300 wagons
for which the contract was subsequently executed and
completed. '

During the period of this contract there wers considerable

uncertainties. These were heightend by the fact that
three of wagon builders were nationalised during this

period. Since the liabilities of these company’s became
the liabilities of the Government, due assessment had to
be made of the losses which migh‘t be incurred in case
the entire contract was carried out through to comple-
tion. The attempt at this stage was to minimise losses
in the contract. In these circumstances the diversion of
the orders to manufacturer was not a viable solution.
The delivery of the wagons as per rencgotiated contract was

completed in August, 1976. Main reasons for the dclay
in delivery against the renegotiated contract were:

(i) Technical difficulties by the Assembly factories in
Yugoslavia, :
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(ii) Unjustified stoppage of assembly in Yugoslavia om
account of non-settlement of norms for additional
work.

(iit) Wrong utilisation of wheel-sets supplied by the Indian
wagon builders by assembly factories of Yugoslavia
against orders of third parties.

(iv) Delay by the assemblies in Yugoslavia for movement of
assemblies from Yugoslavia port.”

1.34 The above explanation clearly brings out that escalation in
cost which played major part in truncation of the contract as stated
by Ministry of Commerce could have been controlled had prompt
action been taken to process the contract in a business like manner.
All the factors brought out above in support of the actions of the Pro-
jects and Equipment Corporation of India Ltd have come into play
due to delays at all stages of execution of the contract. Care must
be taken to provide for foreseenable eventualities in settling the terms
ef contract. Promptness in pointing out any breach of the terms by

" the other foreign party is essential: so that India’s image in interna-
tional market is kept bright.

Delay in taking a decision for disposing the surplus steel
(Para 2.56—Sl. No. 23)

1,35 Expressing their concern over the delay of 3 vears in tak-
ing a decision for disposing of surplus steel. the Committze had. in
reragiaph 2.56 of their Report. desired:

“Although Government were aware of the steel bscoming
surplus in May, 1974, no action was taken for its alter-
native use or disposal and it was only in April. 1975 that
the PEC approached Government for disposal of 30.069
tonnes of steel valuing Rs. 4 .48 crores against 24,844
tonnes of surplus steel actually available. Inspite of
the fact that the PEC had obtained approval of the
CCI&E to dispose of the surplus steel in July, 1976,
it took another three years to take a decision for dismosal
of the surplus quantity of steel available with the various
wagon builders. In January. 1978 the Ministrv of  Fi-
nance (Commerce Divn.) also observed that “If decision
had been taken much earlier within the present snan of
3 years between January 1975 and Jonuary 1978 for
the disposal of surplus steel. interest and storage charges
worked out by the PEC (Rs. 247.87 lakhs and Rs,
62.77 lakhs) would have been much less. In fact. had
a decision in this regard been taken in Januarv, 1975
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itselt, the wagon builders could not have taken the plea
of having incurred the interest (Rs. 247.87 lakhs) and
storage charges (Rs. 62.77 lakhs) as till then, they
were liable to bear these charges for fulfilment of the
original contract. Delay in decision resulted in  non-
recovary of Rs. 155.75 lakhs of overpaid subsidy on
34,844 tonnes of imported steel. The Committee re-
commend that the reasons for delay in taking a decision
be-gone into in depth and responsibility for such costly
lapse be fixed.”

1.36 In their Action Taken Note dated 3 July, 1985, the Minis-
«ry of Commerce have stated:

“The fact that the steel would become surplus was Known
onlv after the contract was truncated in January, 1975.
The decision to allow wagon builders to use surplus,
stez]l for any export or domestic order or o sell it to
"actual users’ was taken in August, 1975 in a meeting
held in the Ministry of Commerce. In this meeting it
was also noted that PEC had in the meanwhile iade
efforts to find customers for the surplus steel amonast
government Deptts., or Zonal railways.

Moreover the wagon builders were not able to utilise the
stec! because the steel was procured for specific sizes or
specifications to suit Yugoslav wagon requirements, and
could not be easily adapted to other wagons and/or pro-
durms In terms of the decision taken in the meeting in
August, 1975 PEC was to apply to CCI&E ior app oval
io dispuse off surplus steel as the same had been import-
ed uncer an import licence issued by O'o officd ol
CCI&E on certain conditions.

The finalisation of waiver of refund of subsidy thok some time
as various issues cropped up from time to time wo.ch
necessitated clarifications and discussions.  As the prob-
lem was complex, all attempts were continuously mude
to search for an adequate solution. This position was
accepted by the then JS and FA who agreed to drop his
comments regarding the delay in decisions regarding uti-
lisation of surplus steel from the note for MDA/MC.
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1.37 The Committee are not satisfied with the reply of the Minis-
try had not given any reply to the specific questions asked by the
Committee as to why the Projects and Equipment Corporation of
India Ltd. had taken 3 years to take a decision for disposal of the sur-
plus quantity of steel available with the various wagon builders, The
Committee reiterate their earlier recommendation that the reasons
for delay ih taking the decision be gone into in depth and responsibi-
lity be fixed for such costly lapse.



CHAPTER 11

RECONMENDATIONS/OBSERVATIONS WHICH HAVE BEEN
ACCEPTED BY GOVERNMENT

Recommendation

In October, 1978, the Ministry of Commerce directed the Chemi-
cals and Allied Products Export Promotion Council to furnish certain
information so as to formulate the policy of cash assistance for export
of ossein in the light of the basic principles outlined by the Alexan-
der Committee in January, 1978 for grant of cash assistance for
export. The Council while recommending cash assistance at
20 per cent of f.o.b. value forwarded the requisite data in respect
of 5 units showing shortfalls in f.o.b. realisation ranging from 15
to 30 per cent (Rs. 1416 to Rs. 3008 per tonne). However. an
independent scrutiny carried out by audit, of the cost data furnished
by the trade to the Export Promotion Council had revealed that there
were profits ranging from Rs. 107 to Rs. 1529 per tonne of ossein
in four cases and loss of Rs. 8.19 per tonne in one case, whereas all
the five units had shown losses in exports while furnishing the cost
data. In reply to a query of the Committees. the Ministrv of Com-
merce admitted that the cost data sent by the units was not indepen-
dently verified by the Ministry. The Committee find that the units
concerned had furnished the data on the basis of the then price trend
and not with reference to the average f.0.b. realisation for the year
which was already over on the plea that the data was required for
determining the future CCS rate. The Committee cannot accept this
as a valid basis for determining the cash compensatorv support. Tt
is unfortunate that the Ministry accepted the data without nroper
verification. The Committee are constrained to point out that inade-
quacy of the Govérnmental machinerv to evaluate cffectively the
f.o.b. realisations and other cost data and putting an almost
exclusive reliance on the data furnished by the Export Promotion
Councils which comprise of interested exporters and industrialists,
has been a glaring shortcoming in the management of the scheme of
cash compensatory support

[S. No. 4 Appendix-IT Para 1.49 of 152nd Report of PAC
(Seventh Lok Sabha)!

20
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Action taken

For fixation of rates of CCS on various items data is obtained
from manufacturing units exporting particular products. The system
is to collect the data in respect of a particular item from major manu-
facturing units, through the concerned Export Promotion Council. It
has been made obligatory that the data in each part of the proforma
should be certified by the Chartered Accountant of the concerned
firm. Also, the EPCs have been made responsible for verification
of the correctness of the data. As regard machinery for verification
of the data received through the EPCs, the data is first scrutinised by
the consorned  {ommodity  Division and  thereafter  proposals  for fixa-
tion of rates of CCS are submitted for consideration by an inter-
Ministerial Committee on cash assistance under the Chairmanship of
Additional Secretary, Ministry of Commerce. The Committee in-
cludes officers from Deptt. of Expenditure. Deptt. of Economic
Affairs, CCI&E, DGTD. The proposalg incorporating the data are
considered on merits of each case, by the Committee and the rates of
CCS are fixed as determined by the Committee.

It had been felt that there should be a specialised machinery to
assist the Cash Assistance Review Committee. With this end in view,
a Cell has recently been set-up in the Minjistry of Commerce. This
Cell will have the following functions in respect of the items specifi-
cally selected by the CARC.

(i) Undertaking of special studies in connection with evolving
of/compliance with norms for submission of data relating
to CCS.

(ii) Collection of data in regard to trend and volume of ex-
ports in respect of selected CCS assisted items.

(iii) Analysis and interpretation of data so collected.

(iv) Analytical study to determine have for CCS has
actually contributed to the increase in exports of the
concerned items and the quantum of foreign exchange
inflow: and

(v) to concurrently review and evaluate market trends.
F.O.B. realisation and impact of various kinds of assis-
tance.

This Cell is headed by a Director with two cost Accountsants
Qﬁice_rs and ofher supporting staff, Director, in-charge of this Cell
is being associated with the Meetings of the CARC. Tt is expected
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that this arrangement will help in bringing about closer scrutiny Snd
better assessment of the data received from.

This has the approva] of Commerce Minister,

[The Mlmstry of Commerce, O.M. No 10(1)/83-P (CAP)
dated 16th Feb. 1984]

Recommendation

The Committee find that U.S.A. had been Ymporting ossein
from India at the rate of about US $500 (Rs. 4000) per tonne less
than it had been importing ossein from dnother country (Belgium)
during the years 1977 and 1978. “While India's share of imports
of ossein by USA was 69 per cent, that of Belgium was only 30 per
cent. The Ministry of Commerce have stated that Government nor-
mally do not monitor unit value realisation vis-a-vis other countries.
To a pointed question of the Committee whether there could not be
possibility of exporters having indulged in under-invoicing. the Mi-
nistry of Commerce merely replied that no case of under invoicing
has been reported. The Committee feel that Government have to
remain vigilant in such cases to ensure that the export promotion
incentives are deserved and the country does not lose legitimate
foreign exchange earnings. The Committee would therefors like that
the Commercial Consulates of our Embassies and Revcnue int:ili-
gence Wing should keep a close and constant watch in cases where
Indian goods are fetching much lower price than the prevailing inter-
national prices to ensure that there are no cases of under-invoicing.

[S. No. 8 Appendix-I1 Para 1.53 of 152nd Report of PAC (Seventh
.ok Sabh.ii]

Action taken

In cases where under-invoicing is brought to the notice of the
Ministry of Commerce, the question of fixing of Minimum Export
Price % considered to prevent under-invoicing The Ministrv of -
nance has already set up special units in all the Custom H()usu to
detect the cases of under-invoicing.

The observation of the PAC has been brought to the notice of all
Government of India Commercial Representatives abroad,
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This has the approval of Commerce Miaister.

[The Ministry of Commerce, O.M. No. 10(1)/83-EP (CAP)
dated 16th Feb. 1984

Recommendation

The froregoing paragraphs provide an eloquent testimony to the
abject failure of the scheme to grant cash assistance for export of
ossein in achieving the desired objectives. While taking a decision
in the matter the Ministry not only overlooked objections raised by
the MDF Committee but also did not bother to have a proper cost
study carried out at any stage. The scheme was extended on the basis
of unverified and incorrect cost data. In retrospect, the-Committee
cannot he'p feeling that greater vigilance should have been exercised
by the Government while allowing such large payments from the
exchequer. While the Committee realise the niecessity of boosting the
country’s exports by providing necessary assistance and incentives to
our exporters, they expect the Government to be more vigilant, pru-
dent and discriminating in granting cash assistance.

[S. No. 11 Appendix-II Para 1.56 of 152nd Report of PAC (Seventh
Lok Sabha)l

Action taken

As already stated én reply to Para No. 1.49 a new Cell has
been created and the CARC will henceforth be assisted by the Cell.
The functions of which have been enumerated. This wiil help in
better assessment for determination of CCS in each case.

This has the approval of Commerce Minister.

[The Ministry of Commerce, O.M. No. 10(1)/83-EP(CAP)
, dated 16th Feb. 19841

Recommendation

In their 174th Report (1975.76). the Committeg had pointed
out that the basic defect of the system of determining cash assistance
is that there is no effective machinery available with Government to
concurrently evaluate and review the market trends, the f.o.b. reali-
sation and the impact of various kinds of assistance given for export
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promotion (para 1.49). In their 10th Report (1977-78) on ‘Export
' of Engineering Goods’, the Committee had recommended that Gov-
ernment should do well to attempt a quantification, in monetary
terms of the various concession given in the past to exporters with a
view to determining how for these exports promotion measures have
actually succeeded in athievitg the objectives envisaged (para
1.120). In para 1.6 of their 77th Report (1981-82) on ‘cash
assistance on export of deoiled rice bran’, the Committee have ex-
pressed the view that it is desirable to carry out & proper cost study
by the Cost Accounts Branch of the Ministry of Finance before
sanctioning or reviewing the cash assistance ofi any commodity, par-
ticularly in cases of those commodities where substantial amount is
. paid every year as cash assistance and-which have been enjoying the
facility for a number of years. In their 111th Report (1981-82) on
the “Working of the office of Joint Chief Controller of Imports and
Exports. New Delthi”. the Committec had expressed the view that
Indian export goods should not be heavily subsidised at the cost of
the exchequer and for the benefit of exporters who can afford to
export goods without asking for cash assistance (para 86).

[S. No. 14 Appendix-Il Para 1.59 of 152nd Report of PAC
(Seventh Lok Sabha)l

Action taken

As has already been stated. a CCS cell has inter alia been set up
and assigned the function< described in comnfents on pura 1.49.

Besides. ITFT, has been entrusted with a study on the impact of
the CCS scheme on exports. The study will cover cost benefit

analysis and utility of the scheme in the context of export promotion.
This has the approval of Commerce Minister.

[The Ministrv of Commerce O.M. No. 10(1):83-EP(CAP)
dated 16th Feb. 1984!

Recommendation

The Committee are concerned to note from the Audit Paragraph
under examination that the administration of the Cash Compensatory
Support Scheme continues to suffer from deficiencies which have
been repeatedly highlighted by the Public Accounts Committee in
their earlier Reports. This is a matter of grea# concern, The Com-
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mittee are strongly of the view that now that the scheme of cash
compensatory assistance has been in operation for more than 16
years and a substantial amount is being paid every year (e.g., Rs. 500
crores in 1981-82) ag cash assistance for export of various commo-
dities, its efficacy and usefulness should be evaluated without delay
by a Team of Experts with a view to finding out how far the scheme
has been able to achieve the objective for which it was started and
what modifications are necessary to make it more cffective and mean-

ingful.
[S. No. 15 Appendix-11 Para 1.60 of 152nd Report of PAC
(Seventh Lok Sabha)l

Action taken

As has already been siated, a CCS cell has inter alia been set up
and assigned the functions described®in comments on para 1.49.

Besides, IIFT has been entrusted with, a study on the impact of
the CCS scheme on exports. The study will cover cost benefit
analysis and utility of the scheme in the context of export promotion.

This has the approval of Commerce Minister.

[The Ministry of Commerce O.M. No. 10(1)83-EP{CAP)
Dated 16th Feb., 1984]

Recommendation

The above claim of Rs. 258.05 lakhs also included Rs. 80.56
lakhs on account of countervailing duty. The Ministry of Com-
merce who have made ‘on account’ payment of Rs. 239 .28 lakhs
during May, 1972 to February. 1974 had observed in September,
1974 that the countervailing duty (Rs. 80.56 lakhs) was inadmissible.
This resulted in over payment of Rs. 61.79 lakhs. Later on, the
Ministry of Commerce informed the Committee that ‘on making fur-
ther quaries from the PEC and going through the details obtained
from them it appears that no countervailing duly has been reimbursed
by the Ministry to PEC.” This is a very vague reply. The Committee
would like to be apprised of the correct position in this regard. The
Committee are dismaved at the replv of the Ministry of Commerce
that ‘on account’ payments of Rs. 239.28 lakhs were .not made head-
wise. The committee would like to know as to how the ‘on account’
pavments to the Projects & Fquipment Corporation were calculated
without apportioning the items under separate heads. Necessarv
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recoveries should be made in case any payment has been made to
PEC which was inadmissible.

[S. No. 20 of Appendix-II Para 2:53 of 152nd Report of PAC
(Seventh Lok Sabha)]

Action taken

While forwarding their claims to the Government for reimburse-
ment PEC had given a breuk-up of the total costs incurred by them.
In the total cost of Rs. 10,98,72,557.36 an amount of Rs. 80,55,524.19
had been included on account of countervailing duty. Against total
cost of PEC had shown a realisation of Rs. 8.40,94.344.94 from the
wagon manufacturers.

PEC have since given the bjeak-up of their realisation from the
wagon builders and have clarified that Rs. 80.55,524.10 on account
of CVD is not included in their deficit of Rs. 2.57.78,212.47 which
is their total claim from the MDF.

As regards the issue of ‘on account’ payments, it is clarified that
while in the sanction ordei for these payments details head-wise are
not given, these «anction orders were issued only after scrutiny of
claims against various heads like custom duty. importing costs like
port charges, financing. costs. handling transportation. octroi levy
etc. This scrutiny head-wise was done on file.

[The Ministry of Commerce O.M. No. 11:2/83-EP(OP)
dated the 2nd Julv. 19851



CHAPTER I
RECOMMENDATONS|OBSERVATIONS WHICH THE COM-

MITTEE DO NOT DESIRE TO PURSUE IN VIEW OF THE
REPLIES RECEIVED FROM GOVERNMENT

Recommendation

The Ministry have further stated that “short term fluctuations in
the price of raw material though important in determining the differ-
ence between f.0.b. cost and realisation at any given point of time,
may not alter the balance of factors underlying the fixation of Cash
Compensatory Support on any given product”. The Committee are
not inclined to agree with this contention. Keeping in view the fact
that the f.o.b. realisation and other cost data furnished by the ex-
porters were not verified by the Ministry over the years (subsequent
scrutiny by audit revealed an altogether different picture) and con-
sidering that the price of the raw material had come down consider-
ably in the domestic market, the Committee feel that there was no
justification whatsoever for extending the period for granting cash
ascistance for export of ossein beyond March, 1976.

[S. No. 6 Appendix-II para 1.51 of 152nd Report of PAC
(Seventh Lok Sabha)!

Action takep

The decision to extend CCS till 31st March, 1979 was taken in
September. 1976 by the Cabinet Committee on exports to enable the
exporters to evolve a long term strategy which is a necessity for
establishing themselves in the international market. While the orice
of the raw material is one of the factors that determine the competi-
tiveness of a product in the international market. there are also other
factors like improved techmology. freight tariffs, research and deve-
lopment which are equallv important in determining the competitive-
ness of the product. CCS to an extent enable the exporters to
overcome these disadvantages. The fact that export in terms of
guantitv and value had ricen and increased from the level of Rs. 311
lakhs during 1975-76 to Rs. 872 lakhs during 1978-79 fully justi-
fies the decision to continue CCS on long term basis.

This has the approval of Commerce Minister.
[The Ministry of Commerce O.M. No. 10(1)/83'FP(CAP)
dated 16th Feb.. 1984
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Recommendation

The Committee find that an amount of Rs. 3.64 crores was paid
as cash assistance for export of osscin during the ‘period 1975-76 to
1979-80. While the value of export of ossein with cash assistance
and restricted export of crushed bones incrcased from Rs. 2.02
crores in 1974-75 to Rs. 13.73 crores in 1979-80, the foreign ex-
change earnings of crushed bones decreased from Rs. 18.02 crores
to Rs. 5.10 crores during this period. Thus, there was uan overall
decline in the foreign exchange earnings from Rs. 20.04 crores in
1974-75 to Rs. 18.83 crores in 1979-80 on these two commodities
even after paying a total cash assistunce of Rs. 3.64 crores during
this period. It is cvident that the grant of cash assistance on the
export of ossein has failed to achieve the basic objective viz. increase
in the foreign exchange earnings.

[S. No. 9 Appendix-II, Para 1.54 of 152nd Report of PAC
(Seventh Lok Sabha)'

Action takepn

With declining international prices of crushed bones. the value
addition by the conversion of crushed bones into ossein and the
subsequent export of ossein cushioned the decline which would
otherwise have occurred in foreign exchange ecarnings, had ossein
exports not been encouraged. The following calculation shows this.
The calculation has been done to compare the foreign exchange
earnings obtained by export of ossein during 1974-75 to 1979-80
with that if we had exported crushed bones equal to the amount of
crushed bones exported in the form of ossein by taking 4 tonnes of
crushed bones equal to one tonne of ossein.

Export of Ossein Crushed  Averige  Colg x
e - - — — bones f.n.b. Col g
Year Qty (MT) V lue exported  reglisation (Rs.lokhs)
(Rs.}+khs) inthe  cf crushed
form of  bones per
ossrin MT (Re.)

(Col. 2% 4)
1 2 3 4 5 6
1974-75 . . . . . 1787 207.4 7148 188g 185.083
1975-76 . . . . . 3C04 311.2 12016 1383 166.18
1976-77 . . . . . 5352 424.7 21478 1202 257.92
1977-78 . . . . . 7363 728.8 20452 1799 529.84
1978-59 . . . . . 8943 872.1 35772 1672 598.11
197980 . . . ., 13189 376.7 52756 1872 o87.59

The above calculation clearly indicates that the foreign exchange
earnings have been much higher by exporting ossein than that would
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‘have been made by exporting crushed bones if the export of ossein
'woull not have been encouraged.

CCS on ossein had the objective of promoting exports and
foreign exchange realisation from ossein exports only and not from
crushzd bones. This objective was fully met as would be evident
from the increase in export figures of ossein.

This has the approval of Commerce Minister.

[The Ministry of Commerce O.M. No, 10(1)/83-EP(CAP)
dated 16th Feb., 1984

. Recommendation

Ossein is used as a raw material for the production of gelatine.
The Committee find that after introduction of cash assistance for
export of ossein, a major percentage of ossein produced in India
was exported (93 per cent in 1976-77, 84 per cent in 1977-78,
96 per cent in 1978-79. 97 per cent in 1979-80 and 1980-81 and
95 per cent in 1981-82). Obviously on account of this, against
the permitted installed capacity of 7000 tonnes per year, production
of gelatine between 1975-76 and 1979-80 ranged only between
1090 to 2459 tonnes per year. The Ministry of Commerce have
however attributed the slow growth of production of gelatine to
“certain intrinsic  disabilites”.  This is a verv facile argument
What is apparent is that the TIndian ossein manufactures have not
hitheito paid any attention to production of a value added product
like yelatine as they have been getting cash assistance for the export
of its raw material.  The Commitize cannot but conclude that by
granting cash assistance on the export of ossein Government have
perhaps unwittingly provided a disincentive promotion of production
and erports of gelatine a value added commodity. This aspects needs
to be looked into immediately.

{S. No. 10 Appendix-IT Para 1.55 of 152nd Report of PAC
' (Seventh Lok Sabhal!

Action takep

Ptoduction of gelatine is technologically difficult and the invest-
ments necessary are also relatively heavy. These are the important
reasolls why production and export of gelatine in India have not
increased as can be scen from the fact that during the last vear or
o, vihen the ossein industry has been facing considerable difficultv
in exporting because of technological developments in the USA. not
much exploration of moving into gelatine production seems to have
taken place. On the export of gelatine there was CCS @ 10 per cent
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upto 30-9-1982. There is also no certainty that there will be long:
term prospects of exports which makes the industry shy to invest in. -
this area.

This has the approval of Commerce Minister,

[The Ministry of Commerce O.M. No. 10(1)|83|FP(CAP)
dated 16th Feb. 1984]

Recommendation

The Committee note that after the present Audit Paragraph was .
selected by the Committee for examination, the cash compensatory
support scheme for export of ossein was reviewed and Government
have withdrawn it with effect from 1 October, 1982. Though
Government have not adduced any specific reason for reversing the
decision except for sdying that the decision was taken during the
periodical review of cash assistance given for export of various
items, this reinforces the Committee’'s view that the decision to grant
cash assistance on export of ossein was unjustified abinition,

[S. No. 12 Appendix-II Para 1.57 of 152nd Report of PAC
(Seventh Lok Sabhay

Action takep

The decision to withdraw CCS on ossein was taken by CARC
in &ccordance with its judgement and the criteria followed for grant
of CC3 on various products. However, the grant of CCS on ossein
was nat unjustified. In fact. CCS did help to increase ossein exports
considerably.

This his the approval of Commerce Minister.

[The Ministry of Commerce O.M, No. 10(1)/83/FP(CAP)
dated 16th Feb. 10841

Recommendation

Th: Committee note from the audit paragraph that the Projects
& Equipment Corporation had lodged claims amounting to Rs.
- 258.05 lakhs including subsidy of Rs, 2.78 lakhg on 622.372 tonnes
of stee short landed. It is not clear as to how the subsidy on short-
landed steel could huve been cli‘med. The Committee desire an:
explas ation in this regard.

[S. No. 19 of Appendix-IT Para 2.52 of 152nd Report of PAC
(Seventh Lok Sabha)
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Action taken

PEC have stated that no subsidy on short landed steel has been
«laimed by them. Their final claim is based on the total cost in-
-curred on steel imported by PEC and the amount realised from the
wagon builders. As regards short landed steel, the domestic cost
has been recovered from the wagon builders and has been taken
into account, but the customs duty refunds claimed by PEC from the
MDF do not include any claims on short-landed quantity of steel.

[The Ministry of Comimerce O.M. No. 11:2|83-EP(OP)
Dated the 2nd July, 19%5]

Recommendation

The Committee find that in Muarch, 1978 the Main Committee
of the Marketing Development Fund agreed to waive the recovery
of subsidy estimated 2t Re . 12325 lakhs  provided there was no
negligence on the part of PEC in disposing of or otherwise utilising
the surplus steel held by them. It i« not clear as to how the sanction
for the waiverr of refund of the subsidv was issued by the Govern-
ment  without scttling the accounts with the PEC. This needs to be
cxplained.

[S. No. 24 of Awnnendix-IT Para 2.57 of 1532nd Report of PAC
 Sevent™ Lok Sabhii

Action takep

The sunction issued by the Government conveved the approval
m principle to the waiver of the refund of the subsidy paid to PEC.

[The Ministry of Commerce O.M. No. 1] 2'83-EP(OP)
Dated the 2nd Julv. 198§]

Recommendation

The Commitice note that at the time of truncation of the con-
tract, the wagon builder. had with them 34.844 tonnes of surplus
steel out of which 30.268.509 metric tonnes was with the wagon
builders as raw steel and the balance guantity was in th: shape of
components.  From the reolv furnished by the Ministrv of Com-
merce, the Committee find that raw steel was ut'lised by the Wacon
Builders for their exnort orders. domestic orders ete. and 632 401
tonnes of stee] was «till ovatlable with the three wagon builders as
on July 1, 1982. As there is considerable shortage of wagons in
the country itself. the Committee would like to know whether the
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Indian Railways were approached for utilising the surplus steel for
manufacture of wagons, Moreover, since the steel was imported
at a high cost in foreign exchange at a time when there was acute
shortage of indigenous steel the Committee would like to know why
the stocks were not taken over by Government itself for its own use.

[S. No. 24 of Appendix-II Para 2.59 of 152nd Report of PAC
(Seventh Lok Sabha)!

Action takep

The Indian Railways and other concerned Government Deptts.
were approached for utilising surplus steel. Thus while efforts were
made to find suitable users in the Government Departments for the
surplus steel, these efforts did not bear any results.

[The Ministry of Commerce O.M. No. 11:2{83-EP(OP)
Dated the 2nd July, 1985]

Recommendation

The Committee regret to note that the various lapses in this
case have cost the countrv heavily. As against an anticipated earn-
ing of Rs. 15 crores of forcign cxchange, the net earning was to the
tune of Rs. 34 lakhs only. If the foreign exchange spent on the
visits of a number of delegations to the foreign country is taken
into account. the earnings would be practically nil. On the other
hand, a payment of Rs. 5.37 crores was made as subsidy on import-
ed steel. The Committee cannot but conclude that the entire deal
has been mismanaged at every level and has tarnished the country’s
image. The Committee would like Government to examine the
matter in depth with a1 view to identifying the lapses fixing respon-
sibility and taking suitable remedial measures to avoid recurrence of
such lapses in future. The Committee need hardly emphasise that no
amount of money and energy spent on export promotion would be
able to achieve the desired results until and unless supply of timely
and good quality products are ensured.

[S. No. 27 of Appendix-TT Para 2.60 of 152nd Report of PAC
(Seventh Lok Sabhd)!

Action takep

Tt it not true that a pavment of Rs. 5.37 crores was made as
subsidy on imported steel. The fall in the expected foreign exchange
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earnings was mainly due to the truncation of the contract coupled
with the fact that the imports required for the execution of the entire
contract had been made prior to the truncation of the contract. At
the time of placing of the order or at the time of the delivery of
these imported items it was not expected that the contract would
have to be truncated. The problems arising during the execution of
the contract were not on account of mismanagement but on account
of the attitude of foreign sub-suppliers and certain other force
majeure circumstances outlined in Action Taken note vide para 2.55

[The Ministiy of Commerce O.M. No. 11|2i83-EP(OP)
Dated the 2nd July, 1985]



CHAPTER 1V

RECOMMENDATIONS/OBSERVATIONS THE REPLIES TO
WHICH HAVE NOT BEEN ACCEPTED BY THE COMMITTEE
AND WHICH REQUIRE REITERATION

Recommendation

Ossein is an intermediate product used in the manufacture of
gelatine which is used in medicines, photography, certain food pro-
ducts etc. Production of ossein in India is of recent origin, though
crushed bones, a raw material used for its production, is one of
India’s traditional export items. The Committee find that the Minis-
try of Commerce made out a case for the grant of cash assistance for
export of ossein in August, 1975. The Ministry of Finance, how-
ever, felt that there was no justification for the grant of cash assistance
for export of ossein in terms of the criteria adopted at that time for
granting cash assistance. The main Committee of the Marketing
Development Fund (which lays down the guidelines according to
which Cash Compensatory support is to be sanctioned by the Min.
of Commerce) considercd the case and directed in September, 1975
that the case be studied further with reference to the exact nature of
the product and by-products, its usage and the relevant economics.
However, without complying with the requirement of the Marketing
Development Fund Committee, the Ministry of Commerce sanctioned
cash assistance in October, 1975 at the rate of 10 per cent of f.o.b.
realisation of export of ossein from October, 1975 to March, 1976.

[S. No. 1 Appendix-11 Para 1.46 of 152nd Report of PAC
(Seventh Lok Sabha)’

Action taken

The Main Committee of the MDF had considered the question
of payment of CCS to ossein in September, 1975 and desired that
the case be studied further. Although the Main Committee of the
MDF did not agree for CCS, the Cabinet Committec on exports,
decided that it was necessary to give additional cash assistance in
respect of certain products having regard to export prospects, pro-
duction capability in the country, the competitive strength of our

34
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products vis-a-vis international prices and other relevant factors.
The Committee appointed under the Chairmanship of Commerce
Secretary, in pursuance of the decision of the Cabinet Committee,
recommended CCS @ 10 per cent on the export of various items of
chemical group which was approved by the Deputy Minister.
Ossein was also one of the items in this list. A copy of the list is
appended. (Lists 1 and II).

The Cabinet Committee on exports is a superior body to the MDF
Main Committee and since approval of Minister was also obtained

there is no irregularity involved in sanction of CCS for ossein during
October, 1975 to March, 1976.

This has the approval of Commerce Minister.

Audit Observai:on

While submitting the case to the Cabinet Comimittee on Experts,
the ficts that the case had alrcady been under consideration of the
MDF, who desired the case to be studied further with reference to
the exact nature of the product and bye-products, its usage and the
relevant economics were not brought to the notice of the Cabinet
Committee. Had this fact been brought to the notice of the Cabinet

Commnittee they would not perhaps have sanctionsd the Cash assis-
tance in this case.

Ministry’s remarks

Individual cases of grant of CCS were not submitted to the Cabi-
net Committee on Exports which had approved the criteria and
authorised the Committee headed by Commerce Secretary to approve
the items and the rates of assistance. This Committee included an
Additonal Secretary in the Department of Economic Affairs and
Deptt. of Expenditure. The fact that the case had already b2zn under
consid ration of the MDF Main Committee could have been brought
to the notice of this Committee but this was not done for the reasons
alread't explained in the action taken note.

[The Ministry of Commerce O.M. No. 10(1)|83-EP(CAP)
Dated 16th Feb., '84]
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LIST-1

Basic Inorganic Chemicals

1. Calcium Carbide

BE O 2. Calcium Chloride.
3. Chlorine
B. 1.7 4. Chromium Sulphate basic

5. Ferric Sulphate
6. Ferrous Sulphate (Technical)
B.1.9 7. Manganese Dioxide
8. Manganese Oxide
9. Nitric Acid
10. Phosphates (Moni Di and Tri-Sodium Phosphate)
B. 1.21 11. Potassium Bichromate
12. Potassium Nitrate
13. Potassium Carbonate
I4. Sodium Hydroxide
15. Sodium Nitrate
16. Sodium Peroxide
17. Sodium Sulphate
B.1.31 18. Sodium Thiosulphate (Photographic Grade)
19. Sodium Tri-Polyphosphate

B.1.%4 20. Potassium Permanganate
21. Caustic Potash
BB .49 22. Magnesium Carbonate

B.l1.d41 23. Sodium Chromate (Hydrated)
24. Aluminium Chloride
25. Ferric Chloride.

Basic Organic Chemicals

1. Ortho Toluene Sulphonamide
2. Oxalic Acid

3. Para Toluene Sulphonamide
4. Phenol

5. Pathalic Anhydride

6. Ethanalamines.
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LIST-II

select Solvents and Chemical and Allied Products.

1. Argon

2. Carbon Black

3. Chlorinated Paraffin
B.11.6 4. Nitrous Oxide (Gas)

5. Sodium Siicate
B.1.37 6. Canadium Pentoxide Catalyst

7. Brake Fluid

8. Ether
BB.12 9: Ethyl Acetate

10. Ethyl Chloride
B.2.1 11. Hydroquinone
BB.40 12. Methyl Chloride

B.1.42 13. Laboratory Chemicals Analytical Redgents
B.4.1(A) 14. Abrasive Lapping powder-all others

B.4.1(B) 15. Abrasive Lapping powder-based on fused
nium oxide.

B.4.5 16. Fire Fighting Foam compound

B.4.8 17. Heat Treatment salts

B.4.12 18. Water Treatment Chemicals

B.4.13 19. Electro Plating salts
B.4.14 20. Ion Exchange Resins

21. Ossein

B.4.16 22 .Foundry Fluxes

BB.3 23. Activated Bleaching Earths
24. Gum Rosin

B.26 25. Acarbattis and Dhoop

B.27.12 26. Hair Dye

B.27.15 27 . Souring Powder
B.31.17 28. Rubbing Compound
B.31.18 29. Boot Palish

B.31.19 30. Wax Polish

B.31.21 31. Gliet Paste

B.11.7 32. Sacchrine

B.56.2 33. Parquet Tiber flooring
B
B

alumi-

.56.5 34. Decorative wooden picture frame sticks/frames

.56.7 35. Shuttles.
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Recommendation

The Ministry of Commerce have attempted to justify this lapse
.on the plea that “cash assistance on ossein was sanctioned based on
the criteria approved by the Cabinet Committee on Exports in Octo-
ber, 1975”. According to the Ministry, “the criteria laid down by
the Cabinet Committee on Exports were not the same as the criteria
followed by the Marketing Development Fund Committee”. The
MDF Committee had considered the proposal in August, 1975 for
grant of cash assistance in the light of the earlier criteria which were
largely in terms of bridging the gap between the f.o.b. cost and
f.o.b. realisation while the criteria laid down by the Cabinet Com-
mittee .on Exports in October, 1975 were in terms of the cxports
prospects, production capability in the country, the competitive
strength of the export products, vis-a-vis international prices and
.other relevant factors. The Committee are not convinced with the
argument adduced by the Ministry of Commerce seeking to justify
their decision. The Committee feel that since the MDF Committee
had made certain specitic recommendations for compliance, the best
course of action open to the Ministry of Commerce would have been
to refer the case back to the MDF Committee for reconsideration and
independent appraisal in the light of the criteria susbsequently out-
lined by the Cabinet Committee alongwith adequate date rather than
taking an ad hoc and unilateral decision. The Committee regret that
by not doing so. Government have deprived the Marketing Develop-
ment Fund Committee from exercising its legitimate functions in
judging the merit of the case for grant of cash compensatory assis-
tance.

[S. No. 2 Appendix-IT Para 1.47 of 152nd Report of PAC
(Seventh Lok Sabhay]

Action takep

Since the Cabinet Committee on exports is a superior body und
it was felt that its decision would prevail over the decision of the
MDF Committee, it was not referred back to the MDF Committee.

This has the approval of Commerce Minister,

Audit Observation

While submitting the case to the Cabinet Committee on Exports.
the facts that the case had already been under consideration of the
MDF, who desired the case to be studied further with reference to
the exact nature of the product and bye-products, its usage and the
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relevant economics were not brought to the notice of the Cabinet
Committee. Had this fact been brought to the notice of the Cabinet
Committee, they would not perhaps have sanctioned the cash assis-
tunce in this case.

Ministry’s remarks

Individual cases of grant of CCS were not submitted to the
C abinet Committee on Exports which had approved the criteria and
authorised the Committee headed by Commerce Secretary to approve
the items and the rates of assistance. This Committee included an
Additional Secretary in the Department of Economic Affairs and
Deptt. of Expenditure. The fact that the case had already been under
consideration of the MDF Main Committee could have been brought
- the notice of this Committee but this was not done for the reasons
zIready explained in the action taken note.

[The Ministry of Commerce O.M. No. 10(1){83-EP (CAP)
Dated: 16th Feb. '84}

Recommendation

The Committee note that the ossein and Gelatine Manufacturers
Association of India requested Government to extend cash assistance
oeyond March 1976 and sought its enhancement to 25 per cent of
7.o.b. value. The Ministry of Commerce, however, extended cash
sasistance at the same rate of 10 per cent of f.0.b. realisation for
* vears from 1 April, 1976 to 31st March, 1979. The Committee
regret to point out that even at this stage the Ministry of Commerce
did not undertake any cost study as advised by the MDF Committee.
Druring the period 1st October, 1975 to 31st March, 1979 ossein
valuing Rs. 22.69 crores was exported. These exports attracted
~wyment of Rs. 2.27 crores as cash assistance. The Committee are:
unable to find any justification for this huge payment from the ex-
¢hequer in the absence of any cost study based on precise formula-
1ons.

[S. No. 3 Appendix-1I Para 1.48 of 152nd Report of PAC
(Seventh Lok Sabha)]

Action takep

In September, 1976, the Cabinet Committee on exports took a
ralicy decision that except in regard to cotton textiles. iute manufac-
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turers, oil cakes and items made out of non-ferrous metals to a sensi-
tive degree, cash assistance rates once fixed should not be changed
for three years i.e. upto 31st March, 1979. The main reason for
this decision was that frequent charges in the rate of CCS create un-
certdinty in the minds of exporters and adversely affect the overall ex-
port effort. This policy decision was taken at the highest level in the
overall context of export viebility, production capability in the country,
the competitive strength of our products. The increase in exporis
from 3004 MT in 1975-76 to 13,199 MT in 1979-80 and also the
increase in value from Rs. 311.2 lakhs in 1975-76 to Rs. 1376 .7
lakhs i.e. four fold both in quantity and value have justified tae de-
cision to continue CCS.

This has the approval of Commerce Minister.
Audit Observation

While submitting the case to the Cabinet Committer on Export..
the facts that the case had already been under consideration of MDF,
who desired the case to be studied further with reference to the exuct
nature of the product and bye-products, its usage and the relevunt
economics were not brought to the notice of the Cabinet Committoz.
Had this fact been brought to the notice of the Cabinet Commitree.
they would not perhaps have sanctioned the Cash assistance in 178
case.

Ministry’s remarks

Individual cases of grant of CCS were not submitted to the Cabinet
Committee on Exports which had approved the criteria and authorised
the Committee headed by Commerce Secretary to approve the iteims
and the rates of assistance. This Committee included an Additior .l
Secretary in the Department of Economic Affairs and Denti. of Er-
penditure. The fact that the case had alreadv been under considera-
tion of MDF Main Committee could have been brought to the notce
of this Committee but this was not done for the reasons alrcady «x-
plained in the action taken note.

[The Ministry of Commerce O.M. No. 10(1)/83 -EP(CAP
dated: 16th Feb. “#2]
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Recommendation

The Committee note that since 1977-78, 90 per cent of ossein
produced in India is being exported to USA and Japan. The ex-
ports 10 Japan were under collaboration arrangements with two Indian
Ossein processing units which had been under obligation to offer bulk
of their production to Japan at a mutually agrced price. While both
the units were getting cash assistance for exports, in the case of one
unit the price included an element of profit at 10 per cent of the equity
capitai in 1979-80. 20 per cent in 1980-81 and 33-1/3 per cent in
1981-82 onwirds. When asked about the reasons for payment of
cash compensatory assistance to such a unit. the Ministry of Com-
merce have stated that since cash compensatory support is allowed or
an exported product on the basis of certain criteria like incidence of
unrefunded taxes etc. no distinction can be made on the ground that
an item is manufactured in a unit set up with foreign collaboration.
The Committee do not agree with this. They feel that there is no
justification for cash assistance to such units producing export goods
with foreign collaboration and carrying an export obligation with
built-in profit under agreements. 1If at all cash assistance is given in
such cases it should be restricted to the quantity exported in excess of
the export obligition. The Committee therefore desire that Govern-
ment should review the policy with regard to granting cash assistance
in such cases.

[S. No. 7 Appendix-1T Para 1.52 of 152nd Report of PAC
(Seventh Lok Sabha)]

Action taken

As regards the question of grant of CCS on export of items subject
to export obligation the matter had been considered by the Cabinet
quite some time buck and o specific decision was taken to allow CCS
on such items.

Regarding CCS on items manufactured in units set up with foreign
collaboration, the matter was considered by the CARC. - Since CCS
is allowed on an exported product and not for the unit where the
item is manufactured on the basis of certain criteria like incidence
of unrefunded taxes etc.. no distinction can be made on the ground
that an item is manufactured in a unit set up with foreign collabora-
tion. In many cases the condition of foreign collaboration may itself
be contingent upon the existence of CCS. Besides, exports are made
not only by manufacturer-cxporters but also merchant-exporters
Hence it would not be appropriate to deny CCS to a merchant-



2

exporter on the ground that the 1em exported by him is manufactured
in a unit set up with foreign collaboration.

This has the d@pproval of Commerce Minister.

Audit Observation

When the margin of profit already existed after taking into ac-
count the incidents of taxes etc., there should be no case for cash
assistance. Further the cost study of other units had not been con-
ducted by the Government to ascertain the margin of profit earned by
these units. '

As the bulk of the production was to be supplied by the Indian
firms to their collaborators, the question of merchant exporters com-
ing in between does not arise in this case.

Ministry’s Remarks

CCS is determined in accordance with the guidelines approved
by the Cabinet, from fime to timec. Cost study of other units was
not necessary in accordance with the approved guidelines. Further,
there may be a margin of profit in the case of a few units and loss
in the case of other units. CCS is given on the basis of the approved
guidelines without any discrimination or distinction between units
with a margin of profit/loss. The collaboration may be with or with-
out buy-back arrangement. In the latter case, the manufacturer may
not be an exporter but goods manufactured by it are exported by
merchant exporters also.

[The Ministry of Commerce O.M. No. 10(1)/83-EP(CAP)
dated 16th Feb., 1984]

Recommendatiop

The Public Accounts Committee have from time to time examined
the scheme of cash compensatory support extended to various items
for export promotion. The Committee have commented adversely
upon the indiscriminate  grant of cash assistance and other export
promotional incentives on the basis of ad hoc and inadequate assess-
ments.

(S. No. 13 Appendix-IT Para-1.58 of 152nd Report of PAC
(Seventh Lok Sabha)]






