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INTRODUCTION 

I, the Chairman, Public Accounts Committee, having been 
authorised by the Committee, do present on their behalf this Hund- 
red and Ninety-fourth Report on Paragraph 31 of the Report of the 
Comptroller & Auditor General of India for the year 1973-74, Union 
Government (Civil), relating to Import of Textile Machinery. 

2. The Report of the Comptroller & Auditor General of India for 
the year 1973-74--Union Government (Civil) was laid on the Table 
of the House on the 30th April, 1975. The Committee examined 
paragraph 31 of the said Audit Report a t  their sitting held on the 
17th July, 1975. The Committee considered and finalised this Report 
a t  their sitting held on the 27th April, 1976. Minutes of these sit- 
tings form Part 11* of the Report. 

3. A statement showing the conclusions/recommendations of 
the Committee is appended to the Report. For facility of refer- 
ence these have been printed in thick type in the body of the 
Report. 1 

4. The Committee place on record their appreciation of the assis- 
tance rendered to them in the examination of the subject by the 
Comptroller and Auditor General of India. 

5. The Committee would also like to express their thanks to the 
officers of the Ministry of Commerce for the co-operation extended 
by them in giving information to the Committee. 

H. N. MUKERJEE, 
NEW DELHI; Chairman, 
April 28, 1976 Public Accounts Committee. 
--- -. 
Vaisakha, 8. 1898 ( saki ) .  

-- - 
Not printed. One cyclostylcd copy laid on the Table of the Ho09e and five c~clostyled 

copies ploccd in Parliament Library. 



IMPORT OF TEXTILE MACHINERY 

A. Audit paragraph 

1.1. The textile machinery industry, unlike the century old 
textile industry, was s t a~ ted  in the country in 1952. It  has since 
then substantially increased its installed capacity gradually, and in 
1973 had reached an annual production capacity of both machinery 
and spares worth Rs. 117 crores. Nevertheless, in recent years im- 
ports were as follows: 

(Crores of Rupees) 

Machinery Spares Total 

1.2. Prior to December 1969 there was no uniformity in obtain- 
ing export obligations against industrial licences, import licences 
and foreign collaboration agreements and for enforcing the obliga- 
tions. The mode of expressing the terms of the export obligation 
varied from one licensing authority to another a.nd also from com- 
modity to commodity, e.g., while in some cases export obligation 
was expressed as a percentage of the production from the imported 
machinery, in others the obligation was in terms of the value of the 
imported machinery. The period of export obligation also differed, 
normally between 3 to 5 years. In December 1969 the form of 
undertaking for export obligation was standardised and the Chief 
Controller of Imports and Exports was made responsible for watch- 
ing fulfilment of export obligations. 

1.3. According to information furnished by Government (January 
1975), 220 importers granted licences between 1957 and 1969 for 
import of textile machinery and spares were under obligation to 
export a portion of their production or to pay a fine in default. Of 
these 220 importers of textile machinery, till December 1974 nine- 
teen had not discharged their export obligations or had not produced 



evidence for the exports which they claimed to have made. Out of 
these 19 importers, evidence for exports was awaited from three 
partly or fully, four did not discharge their export obligations OD 
the ground that full production with imported machinery had not 
started and another claimed that imported machinery was not 
capable of producing export quality cloth. Recovery of penalty of 
about Rs. 80 lakhs was outstanding against the remaining 11 im- 
porters. A test check disclosed as follows: 

(i) There was delay in preferring claims in the following 
two cases:- 

(a) Mill 'A', under obligation to export 128.29 lakh yards 
of cloth during 1961-62 to 1965-66, had exported 2,2.92 
lakh yards only. A notice for recovery of Rs. 10.53 
lakhs as penalty was issued in May 1969. The amount 
has not yet been recovered (January 1975). 

(b) Mill 'B' was to export 32.77 lakh yards of cloth during 
January 1963 to December 1966. The mill did not 
export. The notice for recovery of penalty of Rs. 3.27 
lakhs was issued in August 1970. The case is sub 
judice (January 1975). 

The Textile Commissioner stated (August 1974) that his 
policy had "all along been to see that exports under the  
bonds were made and foreign exchange was earned even 
if necessary by granting extensions instead of getting 
the bonds fulfilled by claiming penalty in rupees. Ac- 
cording to this policy extensions were given for fulfil- 
ment of the bonds. Only in such cases where there was 
no possibility of any export taking place that action to 
recover the penalty was initiated." 

(ii) Export guarantee bond was not obtained from mill 'C'. 
Against 32 lakh yards to be exported by it  between 
March 19613 and March 1965, it exported only 24.41 lakh 
yards. The mill is under the control of National Textile 
Corporation since 16th March. 1972. 

(iii) Mill 'D' imported machinery for production of cotton 
velvet and commissioned the machinery in October 1967. 
It had obligation to export 60 per cent of its production 
of cotton velvet upto October 1968. The mill, however. 
produced terry wool and terry viscose fabrics instead of 
cotton velvet and did not discharge its export obliga- 



tion. No penalty has yet been recovered (January 
1975) . 

(iv) In March 1960, mill 'E: was granted licence for import- 
ing 5,000 looms. The mill was to export cloth of mixes 
waste yarn worth Rs. 10 lakhs per annum for three years 
after production had been established. I t  imported 
2,500 looms by March 1965. The remaining 2,5(Y3 looms 
have not yet been imported (November 1974). The mill 
did not export any cloth on the ground that its export 
obligation would arise only after the remaining 2,500 
looms were imported. As the export guarantee bond 
did not provide for penalty on a pro-rata basis, no 
penalty has t.een recovered (January 1975). 

Government stated ( J a n u a ~ y  1975) that 'though certain 
number of spindles were sanctioned in t5is case, t he  
party could not instal the machinery. Hence the Law 
Ministry has opined that the export obligation is not 
strictly speaking enforceable." 

1.4. According to information furnished by Government 
(January 1975), there was no uniform practice in allowing import 
replenishment against exports effected up to March 1969. In some 
cases, where import of capital goods was allowed and export obli- 
gation was imposed, the import licences contained a condition that 
import of raw materials would not be permitted by way of reple- 
nishment against exports in discharge of export obligation. In  
some.other cases there was no such stipulation in the licences for 
import of capital goods. In a third category of cases. the import 
licenccs specifically stated that normal replenishment benefits 
would be available on exports in discharge of export obligation. 
In June. 1964 the Port licensing authorities were instructed to 
ensure that no import replenishment was allowed against exports 
effected in discharge of export obligations by those whose licences 
for capital goods stipulated that no import replenishment would 
be allowed against such exports. I t  was, however, noticed by 
Government that import replenishment had been allowed even in 
some cases where the import licences for capital goods specifically 
stipulated that no import replenishment would be allowed for 
exporJs against export obligation. Government thereafter decided 
in December 1969 that benefits allowed to exporters (import reple- 
nishment, cash assistance etc.) who had no export obligation should 
als:, be allowed for exports effected in discharge of export obliga- 
tion. The question of giving this benefit retrospective effect was 
not considered then. In February 1970, instructions were issued 



by the then Ministry of Foreign Trade for allowing import reple- 
nishment and cash assistance with retrospective effect from 6th 
June  1966 on exports against export obligations. But subsequently, 
by a notification issued in May 1970, these benefits were given 
retrospective effect from April 1969. As regards exports in April 
1969 or after against export obligations upto March 1969 the noti- 
fication stated as follows: 

"No benefits will be available on exports made in discharge 
of export obligation before 1st April 1969. Thereafter, 
if any licences have been issued against such exports, 
their value would need to be adjusted against the im- 
port licences due to the party." 

Import replenishment licences for Rs. 5.42, c r o r e  were issued upto 
April 1970 to exporters of cotton textiles for their exports against 
export obligations upto March 1969. As to adjustment of these 
import replenishments against future import licences, Government 
stated (June 1974) that "the question arises whether such a stipu- 
lation was specifically made in the legal undertakings executed by 
the concerned mills in regard to export obligations accepted by 
them. If the respective undertaking did not, for some reason, 
contain a statement that replenishment benefits would not be 
allowed on the exports in discharge of the obligations, i t  would 
not be fair to deny the units the benefits of import replenishment 
which may have been taken into account by them while deter- 
mining their export prices" and that "a case to case decision 
would have to be taken..  . . . . . . n 

1.2. Between April 1968 and May 1970 Government also paid 
about Rs. 57 lakhs to the Indian Cotton Mills' Federation for pay- 
ment of cash assistance on these exports against export obligations 
upto March 1969. 

1.6. Government stated (January 1975) that some represen- 
tations had been received from the textile exporters who were 
served with notices of recovery /adjustment of export benefits in 
pursuance of the instructions issued in May 19710. Government 
further stated that "various issues of law and equity have been 
raised in these representations, which call for detailed and careful 
examination in consulation with the Ministry of Law", and that 
"this exercise is being carried out." 

[Paragraph 31 of the Report of the Comptroller and Auditor 
General of India for the year 1873-74, Union Government, 

(Civil) ] 
4 



B. India's dependence on imports 

1.7. The century old textile industry in the country has been 
recognised as one of the five industries of high priority and its 
modernisation, rehabilitation and expansion depends, to a consi- 
derable extent, on the indigenous textile machinery manufactur- 
ing industry. The Audit paragraph points out that despite the 
advances made by the textile.machinery industry since 1952, the 
country was considerably dependent on imports of machinery from 
abroad and that during the five year period from 1969-70 to 1973-74 
(upto October 1973), machinery valued a t  Rs. 16.63 crores and 
spares valued at Rs. 40.38 crores had been imported from abroad. 

1.8. The Task Force on the Textile Machinery Industry, appoint- 
ed by the Planning Commission, had estimated that in 1972-73, the 
licensed capacity of the industry was of the order of Rs. 128 crores 
and the installed capacity was about Rs. 117 crores. The following 
table, compiled on the basis of the material furnished by the Minis- 
try of Commerce indicates the installed capacity of the industry 
and production from the year 1969 onwards: 

*'The installed capacity of the industry has been cc mputec! c.n the basis of an yearly 
rcvsagt. increase of Rs. 1 4 . 4  crores over the capacity of Rs. 45 crcres in 1968 ar,d Rs. 1x7 
c r y s  In 1973-7.). as the  relevant dntn for the pr iod  1969 to 1973-74u'cre not separately 
available. 

**It  has h-en estimrted that the instclllcd capacity woul~' haw appleciatci. by 3cYo to 
Rs. 150 crores in 1974-7s. 



(Rupees in croresl 

Year Production 

Notd : In the c s c  of components and accesscrirs no scpnrate ns>t>sn?er,t rf rhe m y -  
tdlcd capacity has hecn made asthese arc mcstly In thc small s a l e  stctcr. 
H,)w<vrr, the installed capacity of this sector durlng 1952-73 has bccn cst~mctc C! 
to be Rs. 7ocrores. 

1.9. The following table indicates the value of imports of textile 
machinery and spares since 1960-61: 

Year Machinery Spares and Total 
BCCCSSDTICS 



1.10. The Committee desired to know whether the country was 
going to be self-sufficient and self-supporting in  textile machinery 
so as to reduce the dependence on imports. The Textile Commis- 
sioner stated in evidence: 

"We are trying our very best to increase our level ot 
machinery manufacture. The constant effort is to 
develop the machinery which is required by us; but for 
those items which are  required in smaller number for 
which the capability has not yet been developed, we are 
dependent on imports. But we are trying to catch up. 
The production of textile machinery in the country has 
been going up. Last year the production was of the 
order of Rs. 80 to 85 crores. Efforts are being made to 
ensure that the machinery required by us and which 
can be produced by us in an economical way, are produc- 
ed here." 

1.11. Asked to indicate the reasons for the import of spares 
and accessories worth several crores every year and the steps ' 

taken or  proposed to be taken to achieve self-sufEciency in this 
regard, the Ministry of Commerce in a note replied: 

"As is evident from the figures the textile accessories and 
components industry has been increasing its production 
at a fairly sharp rate. This has led to considerable 
import substitution. During the last 5 to 6 years, Tex- 
tile Mills have added sophisticated machinery afso in 
various departments like Processing, Weaving Prepara- 
tory as well as in the loom shed. Similarly, many ar t  
silk units as well as woollen units have also installed 
sophisticated looms as well as processing machinery. 
Such sophisticated machines are not currently being 
manufactured in India (e.g., shuttleless looms, pick at 
will automatic looms, warp knitting machinery, circular 
hosiery machines of the latest type, socks knitting 
machines etc. The units which have installed these 
machines are coming under the broad heading of tex- 
tiles). The spare parts and components required of these 
sophisticated machines are being imported. In  so far as 
woollen machinery is concerned. &ere are no establish- 
edlreputed machine manufacturers in India as yet since 
the demand for such machines in Tndia is not large. 
The value of the imports of all such spare p a r k  obvious- 
ly are reflected in the imports figures of spares and 
components. It is also possible that because of increase 



in the cost and steep increase in exchange rates the 
value of imports have also gone high. I t  may be stated 
that the most commonly used components/accessories/ 
spares needed in the textile industry are already being 
manufactured in India and there has been a significant 
import substitution in this field. Steps have already 
been taken to manufacture these sophisticated machinery 
including woollen machinery mentioned above and it is 
expected that the production of these machines would be 
commenced within the next two years and this will 
result in the reduction of imports of the corresponding 
spares/accessories/components." 

1.12. In reply to another question whether Government was 
making attempts to eliminate the imports of textile machinery by 
helping to solve the problems of the indigenous industry, the Tex- 
tile Commissioner stated in evidence: 

"We always do it. We encourage the industry to develop 
new techniques indigenously. But i t  is not that in all 
machines we can be self-sufficient because the require- 
ments of certain machines may be limited and it may 
not be economic to go in for the production of that item." 

The witness added that Government was persuading and encourag- 
ing some manufacturers to take up the manufacture of some of the 
sophisticated items of machinery which are at present being im- 
ported and that a party in South India had been granted a licence 
to manufacture one of these items. 

1.13. Since the indigenous production of textile machinery 
appeared to be considerably lagging behind, despite the industry 
having been in existence for well over two decades, the Committee 
enquired into the reasons therefor. The Commerce Secretary 
replied in evidence: 

"This is a correct statement. We had a d~alogue with the 
Ministry of Heavy Irldustries who are actually incharge 
of the textile machinery production. They have assured 
us that gradually they would be able to meet all our 
requirements of looms and spindles and also other acces- 
sories as far as possible and they are going to increase 
the p d u c t i o n  according to the capacity prescribed 
already till they reach the full capacity. I t  seems, accord- 
ing to them-I am not sure about the statistics myself 



-in the earlier years the order books were not full, now 
they are full with order books." 

In a note furnished subsequently, indicating the reasons for the 
non-utilisation of the installed capacity of t k  indigenous industry 
to the optimum, the Ministry of Commerce s t a t d :  

"The primary reason for the non-utilisation of the installed 
capacity to the optimum is (i) paucity of funds with the 
mills and inadequate assistance from financial institutions 
(ii) During the whole of the Third Five Year Plan and 
during the major part of the Fourth Five Year Plan there 
has been practically no expansion of the cotton textile 
industry. New industrial licences for creation of fresh 
spindleage and loomage capacities were issued only since 
the 4th year of the Fourth Plan period. I t  will, however, 
he seen from the table that during 1974-75 the capacity 
utilisation was subsequent.1~ better as compared to the 
utilisation of capacity during the previous year." 

1.14. The Committee enquired into the percentage utilisation of 
the installed capacity of the textile industry. The Textile Com- 
missioner replied: 

"The spindle activity in 1972 on cotton yarn was of the order 
of 76 per cent in the first shift, 76.55 per cent in the 
second shift and 67.75 per cent in the third shift. This 
is the activity of spi~dles .  Loom activity on cotton is 
83.02 per cent in the first shift, 80.86 per cent in the 
second shift and 44.11 per cent in the third shift." 

Wthen asked whether the machinery produced indigenously was 
performing well enough so as to ensure optimum utilisation, the 
witness replied : 

"We have been making efforts to see that there is improve 
ment. There has been improvement in 1973 in both the 
areas but because of power-cuts they could not do much." 

He added: 

"There is room for improvement." 

1.15. Since paucity of funds with the mills and inadequate assis- 
tance from financial institutions had been stated as factors contrh 
buting to the non-utilisation of the installed capacity of the indim 
genous textile machinery industry, the Committee asked whethex 
the Finance Ministry was aware of these constraints and, if so, t he  



steps, if any, taken in this regard. The repcesentative of the 
%%inistry replied in evidence: 

"This problem has already received the attention of the 
Finance Ministry and certain steps are being taken to 
meet a j e q u a t e l ~  the requirements of the textile machi- 
nery manufacturers. In the case of sick mills under 
National Textile Corporation, additional allotment ot 
funds has already been made." 

The representative of the Commerce Ministry added in this con- 
text: 

"I do not have the figures with me but in a recent statement 
made by the Chairman of the Textile Machinery Manu- 
facturers' Association.. . . . . i t  was admitted that IDBI 
had gone to the extent of providing additional funds. 
But what has happened was that the list of various items 
had also become enlarged. Even the size of the total 
cake has not increased. The share of the textile manu- 
facturers m that cake has not gone up significantly. So, 
they did wait upon the RBI or the IDBI and the Textile 
Commissioner also lent his good offices at that time and I 
am told that there is a possibility that perhaps when the 
second half year begins in September or so, they will do 
something t * ~  step up the allailability of funds for the 
Textile Machhery Manufacturers. In the last about 14 
years there was also a fall in tohe order position of the 
textile machinery producers. In the year 1971, a list was 
drawn up of what we call 13 items of sophisticated ma. 
chinery which were not indigenously produced in India. 
But since then the list of 13 items has certainly been 
reduced to the extent of 3 or 4 items. These machines 
have either been produced or in one or two cases pro- 
duction is yet to be made. But still the delivery date is 
very long and, as you will kindly appreciate, the textile 
machinery imports which are menbioned in these papers 
are for the purpose of export production. In spite of the 
fact that some of the machines are now beginning to be 
manufactured in India, there are still a few items which 
are b3 be imported, for example looms which are practi- 
cally manufactured by one manufacturer in the world 

there are i-tions of them. Now, machinery 
like automatic looms and some other equipment are 
imported and the delivery of these machines is Within 
six months. So, it is being selectively done and I would 
confirm to the &mmittee that there is a verv close co- 



ordination between the Heavy Industries and ourselves 
from day-to-day and week by week in terms of items 
which cannot be allowed, etc. For example, rotary 
screen printing machine is being manufactured in India 
by two parties or so but they may not be able to compete 
in the export market." 

1.16. In a nvte furnished subsequently in this regard, the Ministry 
of Commerce stated: 

"The main problem faced by the textile machinery manu- 
fac turer~  is the inadequate re-discounting facilities for the 
machinery manufactured and supplied by them. In 
order to mitigate their hardship the limit of re-discounting 
facilitie.; from the IDBI was raised from Rs. 65 crores to 
Rs. 85 crores during the current bill re-discounting year 
(1-10-1974 to 30-9-1975). The question of increasing this 
limit further in the corning year is under snsideration. 

The textile machinery manufacturers have also asked the 
commercial banks for certain ad hoc assistance to be 
given to them in the form of increased hypothecation 
facilities. reduction by 10 per cent of the margin against 
all banking facilities such as hvpothecation, pledge, etc. 
These suggestions are also under consideration by them." 

1.17. The following table indicates India's exports of textile 
machinery and spares and accessorle; during the ten-year period 
1964-65 to 1973-74: 



1.18. Some of the observations* of a World Bank team which was 
i n  the country in the recent past to make a thorough study of the 
problems of the indigenous textile machinery industry are of rele- 
vance in  this context. In  its preliminary report (December 1975) 
submitted to Government, the team had pointed out that, by and 
large, the textile machinery industry consists of small firms operat- 
ing generally at  30 to 60 per cent of capacity to produce machinery 
of '1950-60 vintage with little prospect of sustained long-term 
growth', and that, unlike international firms, the industry in India 
'has not developed a strong supplier base'. According to the team, 
of the 20 textile machinery units visited by it, wthich account for 
about 90 per cent of the industry's output, only 3 or 4, accounting for 
25 to 30 per cent of the industry's output were considered as being 
'internationally competitive, quality and price wise'. Their order 
backlog, however, extended from two to seven years. Another six 
or seven units, accounting for 35 per cent of the total output could, 
according to the team, become internationally competitive in three 
to four years, if an action programme to upgrade machinery design, 
manufacturing methods and marketing is carried out. The remain- 
ing 10 units could not have survived in a competitive environment 
and would require substantiauy more time and effort to overcome 
major structural deficiencies. The team observes in regard to these 
units: 

"Indeed i t  might be preferable if some of these firms dis- 
continue production of textile machinery and concentrate 
on their other products instead." 

1.19. On the basis of both the likely demand for textiles and the 
financial capability of the textile industry, the World Bank team 
has estimated investment in textile machinery, over the next five 
years, at  Rs. 370 crores. Accurding to the team, the projected 
domestic demand and the expected changes in the world market 
for textile machinery would not provide the base necessary to 
support meaningful modernisation programme. 

1.20. The team has. therefore, called for a 'drastic reappraisal' 
of the industrial licensing policy with a view to removing the 
'structural weaknesses' in the textile machinery industry and has, 
inter alia, recommended that Government should 'avoid further 
fragmentation of the industry into a large number of small firms 
by limiting issuance of industrial licence? to a small number of 
efficient firms'. m e  team's main suggestion is that the industry 
should be insulated from frequent fluctuations in domestic demand, 

-- 
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which would require that i t  should double i ts  exports to Rs. 31 
crores in four years. Observing that  this would require 'concerted 
action' between the industry and the Government, the team has 
made a number of suggestions to bring this about. 

1.21. The major targets of the Fifth f i v e  Year Plan in so far  as 
the textile indujtry is concerned are (i) to increase the per capita 
consumption of cloth from 14.6 to 17.5 metres a year and (b) to 
increase exports from 500 to 1,300 million metres by 1978. It has 
been estimated that machinery valued a t  a b m t  Rs. 1,400 crores 
would be required to implement the  plan (Rs. 500 crores for re- 
habilitation and Rs. 900 crores for expansion). The World Bank 
Team, in its Report referred to in the preceding paragraphs, his, 
however, pointed out that these targets were drawn on a need base 
and do not reflect the capabilities of the textile industry to finance 
the investment required or  sell the cloth produced and has sugges- 
ted a re-evaluation of the Fifth Plan targets and priorities for the 
textile industry and formulation, on the basi: of a detailed cost 
benefit analysis of al,t.ernatAvcs, of a comprehensive development 
programme and policies. with a view to restmcturing the textile 
i n d ~ s t ' ~  to provide low c ~ s t ,  durable cloth for the majority of the 
populati\m and considerably expand exports of both 40th  and 
garments. The outcome of this evaluation. according to the team, 
should serve as a basis for 'estjmating the maqnitude and camp 
sition of machinery needed for the next five years'. 

122. The Committee note that in spite of the progress achieved 
by the indigenous textile machinery industry since 1952, the 
country is stiU largeiy dependent on imports and that during the 
period 1960-61 to 1973-74, the value of imports of tc~rtile machinery, 
spares and acmsories totalled Rs. 2957.31 millions. Though indi- 
genous production has increased at what the Commerce Ministry 
describes as 'a fairly sharp rate' and brought about substantial 
import substitution, the Committee are worried over the wide gap 
still subsisting between the installed capacity of the indigenous 
industry and 'its acrtual production. a gap which ranged between 
31.5 per cent and 41 per cent of the installed capncity during the 
period from 1969 to 1973-74. If the targets proposed in the Fifth 
Five Year Ilan for the textile industry are to be achieved, the 
indigenous Wi& machinery indusby must bake conqerted steps 
to discharge the heavy responsibility cast on it. Unless this industry 
is able to meet the growing needs of our textile manufacture, essen- 
tial and long-overdue modernisation, rehabilitation and empansion 
will be badly hindered. 



1.23. Paucity of funds, inadequate assistance from financial 
institutions and the stagnation in the cotton textile industry have 
been cited as the primary reasons for the non-utiiisation of the in- 
stalled capacity to its opeimum. The Committee understand that 
certain steps are  being taken and more are under consideration by 
Government to meet the requirements of the textile machinery 
manufacturers. The Committeo would urge Government to tackle 
the question on a priority basis. The Committee feel that had the 
capacity for the manufacture of textile machinery been developed 
on a realistic basis right from the inception, there would not have 
been this problem of gross-under-utilisation. In any case, the Com- 
mittee stress that a realistic assessment should now bc made and a 
perspective plan drawn up in consultation with the textile i n d ~ ~ s t r y  
and the textii'e machinery manufacturers with a view to facilitating 
rationalisation and modernisation. 

1.24. The Committee are seriously concerned to note that the 
machinery mmfac tu re r s ,  accordin% to a study made by the World 
Bank, are  producing machinery of "1950-60 vintage with little 
prospect of sustained long-term growth" and that only a few manu- 
facturers accoumting for only 25 to 30 per cent of the industry's out- 
put could be considered as "internationally competitive, quality and 
price-wise." This underlines the scope for improvement in quality 
and price of the machinery turned out by the textile machinery 
manufacturers. The Committee are of the view that there should be 
a strong Research and Development support given to the industry 
so that machinery design and manufacturing methods could he up- 
graded and the ~roduct ion made more competitive in quality and 
price. In the ultimate analysis, it is the output and economics 
of the machina which would determine its acceptance by the textile 
industry and it is, therefore, in the interest of all involved in the 
industry that the quality of the machinery is improved at the 
earliest. 

L25. The Committee would, in particular, like the textile machi- 
nery manufacturers to take a special note of the increasing stress 
which is being laid on the manufacture of cloth of acceptahle quality 
and a t  competitive rates for the general public, especially the weaker 
sections of society and like the textile machinery manufacturers to 
bring about the desired rear ien ta tkn  in their manufacturing pro- 
grammes with the help of R & D and in consultation with the textile 
mills. 

1.26. The Committee feel that the Government have also been 
remiss in not monitoring closely the development and utilisation of 



the capacity of textile machinery manufacturers, as othemwise things 
would not have come to this sorry pass. The Committee would like 
Goverpment to rectify this deficiency without delay by keeping a 
close watch on the developments in the textiie industry and co- 
relating i t  with the capacity and utilisation of the textile machinery 
manufacturers so as to ensure that these twin sectors function in an 
integrated manner in the larger public interest. 

C. Non-fulfilment of Export Obligations 

1.27. The Audit paragraph points out that prior to 1969, there 
was no uniformity in obtaining export obligations against industrial 
licences and that i t  was only in December 1969 that  the form of 
undertaking for export obligation was standardised ar,d the Chief 
Controller of Imports and Export; was made responsible f i x  watching 
the ful f i lm~nt  of export obligations. The Committee asked why the  
form had not been standardised earlier even though it was ev,dent 
that thcre were abuses. The Textile Commissioner replied in 
evidence : 

"As f a r  as 1 have hem abli. to understand, when some defects 
had been r~ )tict.d, the torms were standardised." 

1 2 8  When asked whether cases of default had come down aftel 
thq~ standardisation of thc form of undertaking for export obligat~on.  
t h e  Chief Controller of Imports and Exports replied: 

"After the new form was brought in ,  we had a number o f  
cases where the  export obligation had been entered into 
These are about 2.000 and out of these 2.000, 643 arc those 
cases where the  export obligation has either been fulfilled 
or  units d ~ d  not utilise the import licences. The other 
cases are being watched and ure me maintaining a register 
to watch the e s p r t  performance and w e  get e.r7el?; year 
from these units a Chartered Accountant's statement of 
the export effected by them and this is verified by bank 
certificates of the actual exports. A complete watch is 
being kept on the export performance a g a i n ~ t  these obli- 
gations." 

He added: 

"These are the caws where eitber the  machinery is being 
installed and not commissioned or they are continuing 
exports or in some cases export obligation will commence 
after 18 months of their commissioning." 



1.29. To another question whether the Law Ministry has been con- 
sulted in regard to the form and the enforcement of the export obli- 
gation, the representative of the Law Ministry replied: 

"In regard to such points the Administrative Machinery has 
to tell us what a r e  the loopholes that may arise." 

In this context, the Commerce Secretary stated: 

"If we know the loopholes, I don't think we will fail to plug 
them." 

1.30. The Committee desired to know the latest position in regard 
to the fulfilment of export obligation; by the 19 importers referred 
to in the Audit paragraph and whether evidence in support of ex- 
ports which was stated to be awaited from t,hree importers had since 
been obtained. The information furnished in this regard by the 
hlinistry of Commerce is reproduced in Appendix I. In this connec- 
tion, the Textile Commission stated in evidence: 

"There were 220 cases in all in n-hich these obligations were 
f i x 4  and the obligat~on was In value terms of Phe order 
of 61 crores. We have 199 cases in which the entire oh11- 
gation has been fulfilled. The only shortfall is of the order 
of 48 lakhs. There are 9 cascs in which we have already 
recovered the shortfall of penalty wherever the pro rata 
penalty was to be rcco\.ered. Thrce case; are live cases 
in w h ~ c h  the period is not ye;' o:w In one case. the partv 
has gone to the court MTt are left with only 7 c a w  in 
which action is b a n g  taken." 

1.31. The Committee learnt from Audit that one of the four firms 
xvhich did not discharge iheir export .Migations on the ground that 
full production with imported machinery had not started was Mafat- 
la1 Fine Spinning and Weaving Co. Ltd., Bombay. When asked how 
a monopoly house like the Mafatlals could not commence production 
with the sophisticated imported machinery. the Textile Commls- 
sloner replied: 

"It is a live case. Their export performance against the ohhga- 
tion fixed against them, has been much more than stipu. 
lated. It  is still a live case. They have to export Rs. 21 
lakhs worth of printed fabrics and maintain a previous ex- 
port of Rs. 150 lakhs for 3 years. The ,period concerned is 
28-1-1973 to 27-1-1976. During March 1973 to March 1975 
for which we have got the figures, their total exports 
amount to Rs. 14 lakhs in the Arst year; and Rs. 54.50 lakhs 



upto the end of March 1975. Regarding past exports, they 
had maintained it at Rs. 2.83 crores during 1973-74." 

1.32. The Audit paragraph points out that one of the importers 
(M/s. Universal Export & Import Agency) had claimed that the 
imported machinery was not capable of producing export quality 
cloth. The Committee desired to know whether while issuing the 
capital goods licence, all the relevant factors had not been taken into 
account. They also asked as to why such machinery had been im- 
ported, if, as claimed by the importer, it was not capable of produc- 
ing export quality cloth. The Textile Commissioner stated in evi- 
dence: 

"The posit5on 1-i that this machine had been displayed in the 
local Industrial Fair Exhibition and the party purchaskd 
the machine locality. It  was a GDR machine. After the 
machine was purchased it was found that it could not 
produce that type of cloth. The party took up the matter 
with the GDR machinery manufacturers and they said 
that this has gone out of their pruduction line and that 
they would not he able t'o repair it a r d  that, if the party 
wanted, they can sell a new machinery. So, i t  was not 
possible to enforce this condition." 

1.33. When asked why the machine had been imported without 
prior ~n,pect,on of tht. qun l~ t y  and \vit.houl' determining whether i t  
was capable uf producing the r ~ g h t  type of gmds. the witness re- 
plied 

"This machine \\-as not speciallv imported by the party con- 
cerned It \vas wing displayed in the Ir.dustria1 Fair 
wherefrom the party purchased it." 

S ~ n c c  the machinery had been purchased apparently in an exhibi- 
tinn, t!w Commi~tec t iwrcd to know h o ~ v  Government had come on 
' h e  hcync. The witness replied: 

"Since this in\.olvcd ar-i oatgo of foreign exchange, therefore, 
ihi ,  obli,ra:i.in w a s  laid on the party that he will have to 
export so much. When the party d ~ d  not esport, we veri- 
fied it once a d  then a second time also, thinking the party 
may not have worked for three years. When we found 
that the party has not lvorked the machine, we wanted 
to find out the reason and we found that the machinery 
is not capable of production of that type. We consulted 
the Law Ministry and we were told that if we filed a civil 



suit i t  will attract the clause about frustration because 
this machinery has not produced anything." 

1.34. In a note subsequently furnished in this regard, the Ministry 
of Commerce stated: 

"MIS. New Universal Export & Import Agency was granted 
an import licence for the import of Malino machines with 
an export obligation to export Malino fabrics of the value 
of Rs. 3 80 lakhs within a period of three years i.e. from 
10-4-1962 to 10.4.1965. This period was extended by one 
year upto 10.4.1966. After importing the capital goods 
the party represented that the Malino machines were defec- 
tive and were not capable of producing esportabie cloth. 
The case was also referred to Branch Secretariat of the 
L a ~ v  AMinistry in Bombay who opined that this case attrac- 
ted the 'dootorine of frustration' as the mach~ne was not 
functioning. The Textile Commissio~~er has ascertained 
that at present d s o  the machine is rzst working. S ~ n c e  the 
terms of the bond was not feasible to be enforced, Textile 
Commi :sioner recommended for the closure of the case. 
This posit~on was accepted by the Ministry and according- 
ly it was decided to treat the case as closed." 

1.35. With reference to the delay of about four years in issuing 
a notice for the recovery of Rs. 10.53 lakhs as penalty for the non- 
fulfilment of the espnrt obiigation relating to the period 1961-62 to 
1965-66 by Mill 'A7 (Marsden Spinning and Weaving Mills Co. 
Ltd., Ahmedabad) commented upon in the Audit paragraph, the 
Committee learnt frcm Audit that the Ministry of Commerce had 
stated (January 1975) as follows: 

"M/s hlarsden Splnnmg and Weaving Mill?; Co.  Limited, 
Ahmedabad were granted an industrial licence In 1957 
for installation of 96 automatic looms. Export obliga- 
tion fixed was 1,28,29,000 yards to be exported In a period 
of fire years commencing from 1st April, 1961. The 
actual export performance reported by the mills (but 
without any documentary evidence) is 22.92. lakh yards. 

However, before resorting to legal action against the 
parties through the courts which would involve sub- 
stantial expenses in the shape of court fees etc., a de- 
cision has been taken to allow the mills a Anal exten- 
sion of 2-3 gears to fulfil their obligations. It has also 
been decided that in addition to the legal undertakings, 



the mills should be required to furnish irrevocable bank 
guarantees for the estimated value of the undischarged 
portion of the export obligations. The idea was that  i f  
the mills failed to fulfil their export obligations, losses 
resulting therefrom could be recovered, from the  bank 
guarantees. Before, however, the final extensions are  
granted, the Textile Commissioner has been asked to 
issue stiff show-cause notices to the parties to show as  
to why the conditions of the bond should not be im- 
posed. The parties will also be asked to appear before 
the officer of the Textile Commissioner to explain their 
cases ." 

1.36. Explaining, a t  the Committee's instance, the reasons for 
the inordinate delay in issuing the penalty notice, the represen. 
tative of the Commerce Ministry stated in evidence: 

"In a11 these cases of export obIigation we do not straight- 
way try to proceed and recover the amount. One might 
say this should be the only course. But filing civil suit 
and proceedings do take time. The other course is to 
allow them time to fulfil their export obligation. Now, 
efforts have been made in this direction which have been 
w r y  largely sucessful in getting the parties to export 
within the next two to three years. But I admit this 
has not been suc~essful  in this particular case. In some 
cases we extended the period and w e  wanted to consider 
whether \ve should do it in this case. We asked the ex- 
port figures for subsequent years from the Testlle Com- 
~nissioner and found that this firm had only made ex- 
ports to the tune of 32.8 lakh yards in the subsequent 
seven years period between 1966-73. In the case of 
many other partics they liquidated their entire backlog 
but this party has only limped along. He is left with a 
sizeable export obligation and on present indications 
there is no hope and as  such this hard decision has been 
taken that for the balance of i t  we will file a civil suit. 
Therefore, I may submit that one side of the pictrlre is 

, that Government have got the necessary powers but that 
will not achieve any objective because in many cases a 
recovery of Rs. 20 to 30 lakhs may o r  may not be possi- 
ble, ~f it is recovered i t  will drive one more industrid 
unit to the wall. Therefore, some extensizn 0f time has 
been given as a principle but  I am admitting to  the Corn- 



m~ttee that in this particular case even the extension of 
time has not been useful in liquidating the export obli- 
gation. So, we were left with no other choice but to 
file a suit." 

1.37. Since i t  had been stated by the Ministry to Audit that it 
had been decided that in addition to the legal undertakings, the 
mills should be required to furnish irrevocable bank guarantees 
towards the value of the export obligations, the Committee asked 
whether the bank guarantee had been invoked in this case. The 
Textile Commissioner replied: 

"In this case, it is not a case of bank guarantee. I t  is a case 
of personal guarantee of Rs. 13.91 lakhs." 

1.38. Asked whether this personal guarantee was not enforce- 
able, the witness replied in the affirmative and added: 

"That is whj. we are  thinking of filing a suit for recovering 
the money. 

He added: 

"In fact, the case has been given to our soIicitors for filing a 
civil suit for recovering this money and as was stated by 
the Jolnt Secretary, the only delay was thls. Generally 
speaking. the thinking was that ~f we can encourage the 
rndustry to export, it would be much better. The idea 
was that once the industry makes contacts abroad. i t  
will continue to export. This is the basic thing. The 
idea is, once they start exporting, then they continue to 
export and we continue to get our foreign exchange. 
But, in this case, as was stated by the Joint Secretary, 
this party has been consistently failing and that is why 
we wanted to take this hard decision and we have taken 
this hard decision to take this to its logical conclusion 
and recover the money from him because he is not show- 
ing any progress towards exports." 

1.39. To another question as to why there had been an inordinate 
M a y  I ?  taking the decision to file a suit for the recovery of moneys 
due to Government, the witness replied: 

If you desire, I can give you the details, day to day, what 
were we doing and in all these cases, we have prepared 



a brief history of the case. On 28th January, 1964, the 
mill was requested by the Textile Commissioner to inti- 
mate about its installation. Then, in the same year, we 
have got in touch with them six times. The main thing 
was, we were trying to persuade the mill to export. The 
idea was that, once the mill starts exporting, it will 
continue to export and exports will keep on increasing. 
With this intention, we have been, almost every month 
or every second month, in touch with the mills as to 
what it was doing and what it was going to do. Then, 
on 27th May, 1969, ultimately, when we found that this 
mill was just not co-operating with all our efforts. ex- 
tension and developmental efforts, we gave them notice. 
Then, we consulted the Law Ministry and then passed on 

. the case to our solicitors for filing a suit." 

1.40. Asked whether Government does not get angry and im- 
patient over such delays, the Commerce Secretary replied: 

"We could nst agree with you more than this. We did get 
angry on this. I must say I have got very angry on th:s 
that no action has been taken. Thls is very bad. I 
agree that when we know that  the party is incapable of 
performing his obligation, xvhen ~ v t )  have just no hopes 
of getting this oSliqation fulfilled by him, there is no 
point in waitin2 any more. Certainly. I agree." 

1 41 Mlll 'B' (New Commercial hliils, Ahmedabad) had also 
not fulfiIlcd. xcordmg to Audit. its esl)ort ohligst~on and notice 
for the rccoverv o f  penalty of Rs 3 27 lakhs \\'as issued only m 
.4uqust 1970 af te r  a lnpsc of four years. Asked why ~t should 
have taken 50 lone In t h ~ s  c'lse to Issue the notlce. the Textile Com- 
missioner replied: 

"Notice \ V ~ S  given to this party on 11th August, 1970 and as 
soon as the ratice was given, they filed n petition before 
the Hiqh Court. We have bem pursuing the case before 
the H ~ g h  Court. But, the High Court has not yet decid- 
ed the case. This export obliqation was from 1963 to 
1968. It  is only nfter 1968 that we could take action." 

1.42. Since the Ministry had informed Audit that a decision had 
b ~ a - ,  taken to allow the mills a final extension of two to three years 
to fulfll their obligrt;-sns, the Committee desired to know when 
this decision had been taken and at what level. The represen- 



22 
tative of the Commerce Ministry stated: 

"In November 1974 the Textile Commissioner had sent , . 
report to the Commerce Ministry about the fulfilment 
or  otherwise of the export obligations by the mills. 
After a review of the cases i t  was considered that in 
some cases extension of two or  three years might be 
given on the rational which I have earlier indicated- 
one more effort might be made to get the export effect- 
ed rather than go to court and file a suit against the 
party." 

1.43. The Committee desired to know whether there were no 
other in-built safeguards, apart from the guarantees which were 
only enforceable in courts of law and, therefore, take a long time 
to enforce. to ensure that the refractory mills fulfilled their obli- 
gations. The Textile Commissioner stated: 

"Bond is the only thing on the basis of which we can recover 
the money from them." 

1.44. Since the Ministry appsrently had no mechanism to take 
effective and quick action against dafaulting mills nor any disci- 
plinary jurisdiction. the Committee asked whether it would not oe 
advisable to provide for suitable deterrent safeguards through an 
ordinance or legislation. The Commerce Secretary replied: 

"Your suggestions is well taken." 

1.45. As regards the default by Mill 'C' (Bengal Fine Spinning 
and Weaving Mills. Ltd.. Calcutta). from whom no export guaran- 
tee bond had been obtained, the Ministry of Commerce had inform- 
ed (January 1975) Audit as follows: 

"Industrial licence was granted to the mills on 22nd May. 
1974 for installation of 48 automatic looms having an 
export obligation of 31,99,920 yards to be fulfilled in a 
period of five years from March 1960 to March 1965. Dur- 
ing the period of export obligation, the mills had exported 
24.41.324 yards representing 75 per cent of the export 
obligation. The mills are under the  control of National 
Textnes Corporation. 

It has been decided to take a lenient view in these 
cases and not to enforce the  bonds. However, the Textile 
Commissioner has written to the  National Textiles Cor- 
poration to make all efforts to effect further exports to 
discharge the export obligations in full." 



1.46. The Committee were subsequently informed by the 
Ministry that  mill had exported 24.41 lakh yards against the obli- 
gation of 31.99 lakh yards and was closed in March 1970. As the 
former management had fulfilled 75 per cent of the obligation, the 
Ministry had decided that  the case may be closed. The authorised 
controller had, however, promised to take steps to fulfil volun- 
tarily the balance obligation. 

1.47. Another Mill 'D' (Messrs. Kishanchand and Co., Bombay) 
had also not discharged its export obligations and though the 
machinery had been imported for the production of cotton velvet, 
the  mill had produced only terry wool and terry viscose fabrics. 
Explaining, a t  the Committee's instance, the reasons for not 
recovering any penalty for the default, the Textile Commissioner 
stated in evidence: 

"This is one of those 7 unfortunate cases. In  this case, the 
machmery ivhich t11e party imported was for corduroy 
and velvet, but unfortunately the machinery could not 
produce exportable type of cloth. The party wanted 
some otllcfir maehmcrv trt be Imported so that they 
could nlalic e x p o r t ~ 5 l c  quality of qoods. We took a 
decision not to  aliow the ~ m p o r t  of t h ~ s  additional machi- 
nery 111 t h e  rnc~anwhle ,  a new export liabilit?- IS being 
fixed on the partv to export the  product which they are 
capable of manufacturm;! on these machines." 

1.48 The Comm~ttcc  Ivarnt from Audit that  the Ministry t.1 

Commerce had, in Januar?. 1975. stated as follows. 

"The amount r e c n ~ c r a b l ~  from Messrs Klshanchand and CO., 
Bombay against their export guarantee bond dated 16th 
October. 1963 for failure to fulfil export obligation is 
Rs. 2 lakhs for which a demand notice was issued to them 
on 24th  Scptcmbcr 19'74 hy this office. This firm has 
made certain rcpresentatlons to the Ministry of Com- 
mercc for rcgularising their manufacturing non-cotton 
fabrrcs which is under consideration a t  their end." 

1.49. Pointing out  that though the machinvry had been com- 
missioned in October 196'7. i t  had taken as lone as 7 years to issue 
the demand notice for the penalty, the Committct desired to know 
Why this should have taken so long. particularly if the machinery 
could not, as claimed, produce cotton v e l ~ ~ e t .  The Textile Com- 
missioner stated: 

"Soon after the  installation of machinery. which the party 
imported, they approached us for permission to import 



processing machinery. We were not permitting them to 
import that machinery. Their contention was that if they 
are not allowed to import this processing machinery 
which would finish the cloth in such a way as would be 
exportable, it would not be possible for them to manu- 
facture the cloth which could be exported. They applied 
simultaneously that if they were not permitted, they 
might be given some change in the licence." 

1.50. As regards the case of Mill 'E' (Messrs. Arthur Imports and 
Exports Co., Bombay), commented upon in the Audit paragraph, 
the Committee learnt from Audit that the Textile Commissioner 
had stated (January 1975): 

"The Bond was executed by Messrs. Arthur Imports and 
Exports Co., Bombay, on 25th September 1964 with per- 
sonal guarantee of Rs. 10 lakhs. Export obligatron had 
not commenced as all the 5003 spindle  had not been 
installed. There was no provision in Bond for recovery 
of penalty or enforcing export obligation on pro rata 
basis; as such. no notice for payment of penalty was 
issued. In view of this position, the question of indi- 
cating the amount recoverable from the firm does not 
arise. This case is also under further examination of the 
Ministry of Commerce, New Delhi." 

The Committee were also informed that the industrial licence had 
been given for 5,000 spindles and not looms. 

1.51. The Committee desired to know the reasons for Messrs. 
Arthur Imports and Exports Co., not importing and installing all 
the 5,000 spindles for which 1icence.had been granted. The Textile 
Commissioner stated in evidence: 

"He got an industrial licence for 5,0013 spindles, according 
ing to which certain obligations were placed on him. 
He entered into a bond and an agreement. During that 
period while implementing this licence he installed 2,500 
spindles." 

He added: 

"The question is that they got a licence for 5,000 spindles. 
Now the industries even when they get a licence, they 
do implement the licence in stages. In the first stage he 
asked for an import licence of 2,500 spindles. He got 
the licence for 2,5#3 spindles and installed them. Then 



the other 2,500 spindles h e  has not yet installed. That  
was the  time we started giving him notice. We consulted 
was the  time we started giving him notice. We consulted 
He  is taking the plea, 'Since I have not installed 5,000 
spindles, this should not be recovered from me because 
until I instal 5,000 spindles, you cannot recover i t  from 
me'." 

The witness stated further: 
"Even those 2,500 spindles which he has imported are not  

commissioned. That is, he is not producing anything out 
of these 2,500 spindles. They are lying idle." 

In a note subsequently furnished to the Committee in this regard, 
the Ministry of Commerce stated: 

"Import licences for all the 5,000 spindles were issued to the  
firm, but they chose to import only 2,500 spindles for 
reasons best known to them." 

1.52. Asked whether there was no check on the installation and 
commissioning of imported machinery, the Textile Commissioner 
replied: 

"This is the point at which we consulted the Law Ministry. 
They gave us a certain advice that action should be taken 
under the Industries Development and Regulation Act 
for non-fulfilment of industrial licence commitment 
action could be taken only in accordance with the Indus- 
trial Development and Regulation Act and on this point 
the Law Ministry advised us that Section 12 of the Act 
provides firstly for revoking the licence if the  licensee 
fails to establish or take effective steps to establish the 
new industrial undertaking within the time specified and 
(2) varying or amending any licence issued under Section 
11 and 11A. The proviso to sub-section 2 lays down that 
no such power to vary or amend shall be exercised after 
effective steps have been taken to establish a new indus- 
trial undertaking. The expression 'effective steps' has 
been defined in the Registration and Licensing of Indus- 
trial Undertakings Rules. If according to the definition, 
effective steps have been taken in the present case, it is 
not possible to vary or amend the licence under Section 
12 of the Act." 

1.53. Messrs Arthur Imports and Exports Co., Bombay had also 
earlier figured in a case relating to the import of woollen garments 



under mis-declaration as rags which had been examined by the 
Public Accounts Committee (1973-74). The firm as well as an 
associate firm, Shree Krishna Woollen Mills. had also figured in a 
case relating to the purchase of blankets for the Armed Forces, 
which had been examined by the Public Accounts Committee 
(1974-75) in their 187th Report (Fifth h k  Sabha) and again by 
the Public Accounts Committee (1975-76) in their 198th Report 
(Fifth Lok Sabha), who had, inter aha, recommended that busi- 
ness dealings with Shree Krishna Woollen Mills and any other 
firm or company owned, managed or controlled by the Directors of 
this firm should be banned. The Central Bureau of Investigation 
had also recommended the banning of business dealings with Shree 
Krishna Woollen Mills. Asked whether the witness was aware that 
this particular firm and its associates had come in for adverse com- 
ments repeatedly by the Public Accounts Committee and the Cen- 
tral Bureau of Investigaion, the witness replied: 

"Personally speaking, I have come to know of this thing only 
just now, after the Chairman has mentioned these things. 
I thought it was one of the companies and I only looked 
at this particular case and nothing else." 

The representative of the Commerce Ministry stated in this con- 
nection: 

"The facts surrounding this case were known and there is a 
very conscious attempt to pussuc this party. I would 
!]lie to inform the Committee how exactly this particular 
situation has arisen. As the Textile Commissioner point- 
ed out, industrial licence was issued to the party on 28th 
March 1960 for 5,090 spindles. Bond had to be effective 
from the time the party installed all the 5,000 spindles. 
Party has taken shelter saying that they had imported 
only 2,500 spindles and these 2,500 spindles till today 
have not been brought into commission. Thus there is 
no oblization on their p x t .  From that time we have 
been pursuing this case. We served the party with 
notices. In 1972 the then Additional Textile Commis- 
sioner observed that legal advice was sought on the sub- 
ject and we cannot enforce the bond because the party 
is saying that they have to wait till 5,MO spindles are 
inst4led. 

No other help or assistance has been given to this 
units. But so far as pursuing of this bond was concern- 
ed, production has not started. Even 2,500 spindles had 



not been utilised upto this date. Therefore, the party 
was not in a position to commence the export obligation. 
This was our difficulty. On the legal point the advice 
was that  we could not proceed in terms of the bond." 

1.54. Asked since when this case was under examination by the  
Commerce Ministry, the Ministry replied, in a note, that  this was 
under examination since 1965. 

1.55. The Committee desired to know when the export obIigation 
was to commence, according to the bond executed by the firm. Tha 
representative of the Commerce Ministry stated: 

" 'From the date the industrial undertaking is established'. 
This is the wording." 

1.56. Asked whether every bond was similarly worded, the 
Textile Commissioner replied: 

"It depends upon the type of import. The bond var1t.s. from 
case to case and in each chse we got the bond vetted from 
the Law Ministry." 

1.57. To another question whethcr there was an:,- proirision in 
the bond for the  pro rata fulfilment of the obligation. the witness 
replied: 

"This provision is not there." 

1 58 W l ~ e n  the Committee pointed out that since the wording 
of the bond 1mplrt.d tliat thc export obligation would commence 
only after the ~ndusfrial unrIerta!<ing was 'established', when a 
particular past:; would choose t ) establish the industry was any- 
body's guess. the represent,ltilVe of the  Commerce Ministry replied: 

''In fact this is the stand that he  has taken." 

Tile Textile Commissioner added: 

"Only this person has taken this type of plea. This is the 
only persor. \vho has done like that." 

1.59. A copy of the export bond entered into bv the  firm fur- 
nished at the Committee's instance. by the Minisirv of Commerce 
and the copies of tht. notes exchanged between the  Ministries of 
Commerce, Industrial Da~elopment  and Law a re  a t  Appendix 11. 
T h e  Ministry also added that  the bond in respect of this firm W a s  
cleared by the Ministry of Law before execution. 



1.60. As regards the present position of the case, enquired into 
by the Committee, the Textile Commissioner stated in  evidence: 

"As things stand we were advised by the Law Ministry and' 
the representative of the Law Ministry will be able ta 
say, no action may be possible until t h e e  was an amend- 
ment to the Act." 

The representative of the Law Ministry stated i n  this context: 

"We have expressed our opinion. We have given as far back 
as 1968. Two questions have been raised. The bond 
says: 'Whereas the owners applied to the Government 
in the late Ministry of Commerce and Industry for per- 
mission to establish a new industrial undertaking a t  
Bombay for the manufacture of mixed waste yarn; and 
whereas the Government has permitted the establishment 
of the said industrial undertaking by the owners, vide 
licence dated 28th March, 1960 issued under the provision 
of Industries (D&R) Act. 1951; Now the condition of the 
above written bond is such that if the owners shall: 
' ( a )  from the date the induqtri r l  undertaking is cstab- 
lished. export either mixed waste yarn or cloth made out 
of mixed waste yarn'. Now. what is this term 'Indus- 
trial undertaking?' It is Industrial undertaking as men- 
tioned in the industrial licence. These word5 will have 
effect in enforcing the bond. If we go t o  the court, the  
question which arises will be whether there is any failure 
to fulfil the obligation under this particular bond. Now, 
with reference +o this word 'Industrial establishment'. as 
contained in the first page of the bond. has i t  or has it 
not been establishrid? On this the courts are taking a 
strict view w h i k  enforcing the bonds." 

1.61. With reference to the present position of pena!tics clue to be 
movered  from different mills. the Textile Co~nmissioner stated in 
widence: 

"The total penalty to be recovered is of the order of Rs. 7.99 
lakhs for value bonds. In certain cases it is quantitative 
obligation. Against 718 million meter yards we have t o  
recover penalty of Rs. 74 lakhs. The rest of it had already 
been performed." 

Asked whether any amounts had become irrecoverrtblc, thereby 
adversely affecting Government's interests, by the operation o,f t he  



law of limitation, the  representative of the  Law Ministry replied: 

"The period of limitation for the  Government is 30 years. So, I 
do not think there will be any difficulty in regard to any 
of these cases." 

1.62. Incidentally, the Committee's attention had been drawn to 
t h e  following news item which had appeared in the 11 July,  1975 issue 
of 'Economic Times' on the refusal of Rayex India Ltd., a company 
floated by the  Art  Silk and Rayon Textiles Promotion Council, to lift 
certain machines impo,rted on its behalf by the State Trading Corpo- 
ration: 

"The Projects and Equipment Corporation of India is likely 
to initiate legal action against Rayex India Limited for its 
reported refusal to lift 4 art-silk sizing machines imported 
on its behalf by STC and make payment for the same. The  
imports o,f these machines were made about 9 years ago 
and these were lying with STC all along because Rayex 
India. a company floated by the Silk and Rayon Textile 
Export Promotion Council to handle imports of these 
machines did not clear them. Accord~ng to STC, Rayex 
apparently did not do so because of lack ol' financc. The  
matter is no\v being dealt with PEC since it is rclsponsible 
for import and Esport of engineering goods. 

I t  was decided recentlv that PEC shculd di;nosr o f  t ! l .  
machines on 'as is \v!wre is' but no offer of purchase k.. 
come. The c.i.f. value of these machines was Rs. 43.19 
lakhs, the customs duties totalled Rs. 11.5 lakhs and along 
with godawn and other charges, it is now amounted t o  
Rs. 71.77 lakhs. Since there were no buyers. PEC sent a 
demand notice to Raves that i t  s h o d d  lift these machines 
and make payment. J '  is unders to~d  that  Rayes had re- 
plied in negative and disowned their liability in respect 
of these machines." 

1.63. Esplain\,ng. at the Committclt.':j instance. the f;lcts of this 
casc, the repl-escntati~e of the Stnt.2 Tracliny: Corporotiun stated in 
evidence: 

"Some m a c l l i n e ~  w'ls itnportcd under the Jdpnncsc l o i ~ n  
through thv J:ipanese Tcstile Machinery Mmufacturers' 
Association. Rayex was an  organisation, fortxed by the 
Art-silk Export Promotion Council and  i t  had contrac- 
tecl for. the import of sizing machines-for sizing of yarn 
of good quality. They were unable to give @wantee. 
This was on the basis of deferred payment. The Gov- 



ernment therefore asked the STC that  they should cnter 
into contract with the Japanese exporter. So, a corres- 
ponding back to back contract was entered into by the 
Rayex India L.td. with STC. These contracts were made 
and some advance payment was also made t y  the Rayex 
India Ltd. When the machines were imported, Rayex 
was unable to take delivery of the machines or to make 
pavment. The machines were taken de1ivei.y of by the 
STC and are now in the warehouse. The mattcr upas 
followed u p  with Rayex for some time and still they 
are  not able to take delivery and make p:~ymcnt. A 
number of potential users of this machine were contac- 
ted including the Punjab Wool ControIler. The  quostion 
arosc hcre xvas of supply of nylon yarn to feed this 
machine. At that time nylon yarn xvas imiwrle:;. so a 
number of proposals were mad(, including the one that  
the machines should he set u r  on a cnop,-rnti\-~. 1,asis 
and ?.am should hc supll!ic,l lo c:n.-"! ~;c:.' , xx,-( .---- , -  . 
The matter took n little ?imp and  ultin-~rtte?;. i l l  1!172 t h e  
Gl~vernmcmt djd :i;)pro\.c n proposal !hat t 1 s h , ~ ~ ; l d  be  
opered to select top csportcr-5 :~nrl t.hat t l ~ c * ? .  s ~ n ~ i l r l  he 
given n?-Ion yarn of certain \..llur--ln I -  i t  of 
~ h i c h  they ~vi l l  h:l\-c an c s p o ~ . t  o b ! i ~ a t i c i n  for '700 per 
cent of c.i.f. value of ni~ichinm -1nd 100 per cent o f  c.i.f. 
value of raxv matrrialr; xvithin 3 ?cars to crport  15 per 
cent in the next t l v o  >-cars or so. While the  machit1c.s were 
offc:-,-d to t ! ~ e  c?rpr)rters. in th.1 mrantii:ic :I c.oi!rt in- 
junction n-as obtained by somt  pco~>it! a n d  t ! ~ t x ? .  c,laimcd 
that the list of the names of exporters which mndc \<.ere 
out in consultation u.ith the Tts t i le  Commissioner did not 
incltrde their names. The court injunctions \4'(.1.(, ul ti- 
matel?- lifted t,- the rnd of 1973 or bcqinnicr: of ID74 
for four machines. For the remaicing tu.11 machines, 
tht. court case is still  pending and for thes,. fou r -  machi- 
nes again offers \irrrp made to the potenti~tl 1ist.rs who 
had exprc>ssed their interest in  these machincs ~ L I !  ulti- 
mately they all backed out Ixcnuse in tht, ~nvmt i rne  
the  mlicy changed and i t  was inc1ic:rted tiia? i t  \ ~ o ~ l d  
not be possible to give them imported yarn. Thesel 
machines were still lying and Rayex could not lift them. 
STC was asked to go into i t  because it was a concern 
sponsored by an Export Promotion Council. I t  was, 
thereforcb, decided we should sell them on 'a:; is where 
is  basis'. Advertisements were put in the main news- 
papers in February. 1975 but these brought forth no 



results. Wc are continuing with these efforts. These 
a r e  about 540 cases in which these machines are laying in 
the warehouse. The intcnt,ion now is to have them 
sorted out to e w c t  one machine and ask potential cust- 
mers to see its operation and then t r y  to sell them on 
(that bxis." 

1.64. Asked whether the State Traclinq Corpor3thn reposed so 
much confidencr. ir! I!ayex as to retain the machinery lor riearly a 
decade, tile witness replietl: 

"This was donc :is an espart  prnmotion ~;le-ls~lre because 
t5t.y werc 1.111ahlc to import i t  t!icn3spl~?c.-; 21 that time. 
STC !~:td no ror:::cin Io hc,lic!r.c: th:it a c-:r!<.orq sponsored 
/>\I th!: Export  J ' ~ T ) ? I I O : ~ ( . ~ !  C o ~ i n ~ j :  ~ro.uli: not ]?ave the 
f;.nnn:':~l rcwti!.c;:: io yc:,Eo~ ;-2 thr) o::je,:::\.e fo r  which i t  
\vss f~!~:-i~eil  :?nd f o r  \ \ i - , ' c . ! ~  C;o\-i:ni:?cnt n5::,.cl STC to 
entt.r ;n+,,  ;I c.qr.t!,.~:.: ;;.i!!, 1!7t, !'oy:,iq:1 :;1;~j>1;(,~ on behllf 
n f  H : ~ ~ . s ~ s  t o  i m p ~ : t  tl:c n-l;.2r.h~ncx. ; :nd cl-l;)!:1v them to 
T ~ I > . ~ L . ' '  

1.65. To a!?t)f!~er c;i~rst!;oi; :vli:.th( !. K q c . ~ .  was <:till in esiisterlce 
and the Corpor:~tinn 1,nil ilcdin::':; 7L\.itil i t .  l i t  replied: 

"T11r.y ; I ; I~  in c1::i:;tc.nr.t. i l i  *inl:ic! a!~!, l!?cly ha\-c r;n office. 3 u t  
for :11i pr;lc.ticnl pi!rp)::',s. thcy are rlnrrnant x i )  fnr as ex- 
yr! promotion t;!f(lrts arc concerned. U-c n!.e noi deal in2 
wit!: ih tm.  but v.-t are making efYorts to recover some 
inonty .  E!!t tl1t.y h:>\,cl n o  tnrlpible as.ci%ts " 

1.66. T h p  Comn:jttt.e dcsire.1 to know whether 9 \ear:; earlier, 
when S'K had unclcrtakcn the purch:\st of the machi*?ery on b e  
half uf R;iytxs.  thcy XVCI'C rep~!tahle : ~ , 1  financi:iily viable. The 
witness statccl: 

"At illat time thjs orpr,is:ltinn h3:I heen former1 perhaps not 
vtbr.y lonq ago. The o h j i ~ f - i ~ ~ c  was, thjs n-ill he  3 spear- 
head of export efforts. c1isscminat;ng t.kis tg !e  of m:-ichi- 
ncr)- tor prodr~r inq  c?ood cjun!it.y s i z i n ~  beams for yarn 
lvhich wc,uld Ilclp thc export effort p:~r.ticularlv of 
smalI-sr;~lc concerns. The develop~ncnt of the  situation 
sullsequently lvas not as espected by Government a t  
that  time." 

1.67. In reply to  another question ~vhe ther  the k3d;.n;? persona- 
lities and mills in the indust? were not members of Rayex, he 
sta t d :  

"We were not in contact, with the big bugs in the industry. 
This o r g a n d t i o n  was formed by the Rayon and Ant Silk 
Export Promotion Council." 



When the  Committee pointed out in this context that the organi- 
llation must have had some credibility for the  State Trading Cor- 
poration to have underwritten the purchase of the machines on 
their behalf. the witness replied: 

"The credibility was that this organisation was formed by 
the Export Promotion Council perhaps with the appro- 
val of Government. STC acted on that basis." 

The Committee asked whether Export Promotion Councils were 
recognised by Government, without having their credib'lity tested, 
the Comme~ce Secretary replied: 

"Export Promotion Councils are non-tradm: bodles regis- 
tered under the Societies Act. There is no provision in 
their articles of xsociation to enter into any kind ot 
business proposition. This Export Promotion Council 
sponsored the setting up of a company known a5 Rnyes." 

1.68. The CommiKee desired to know what steps were being 
taken against Rayex. The representative of the Sta te  Trading 
Corporation stated: 

"The case is now with our solicitors for taking legal action 
against them to the extent any recotrery could be made. 
Further action to recover over dues will be taken as per 
legal advice." 

1.69. Asked whether Government could not have got nylon yarn 
of adequate quantity and worked the machines. the witness replied: 

"No. We could not find a buyer in the first instance because 
any buyer would have required imported nylon yarn and 
that  did not meet with Government's approval. We sub- 
mitted a number of alternatives and finally when we did 
have a scheme. w e  had a court injunction. After that, 
the question of supplying nylon yarn was not there." 

If it was such a speculative proposition, the Committee asked why 
the STC had, in the  first instance, agreed to import these machines 
which could not be utilised. The witness replied: 

"We thought these machines would produce good quality 
sizing beams for yarn which would help the export effort 
in synthetic textiles. But this objective was not ful- 
filled." 
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Ke added: 
"It was not envisaged that STC would be called upon to use 

their own money because the contract agreed upon was 
that while STC would be guaranteeing to the foreign 
supplier, Rayex would be paying the instalments to the 
STC. In fact, they did pay the first instalment of 10 per 
cent, but subsequently they got into difficulties." 

1.70. The Committee are concerned to note that 19 out of the 220 
importers who had been granted between 1957 and 1969 licences for 
the import of textile machinery and spares had not, till December 
1974, either discharged their export obligations or produced evidence 
for the exports claimeu to h a w  been made by them. While some of 
these cases have siticc been decided, three mills (Orissa Textile 
Mills, Mafatlal Fine Spinning and Weaving Co. Ltd. and Ahmedabad 
Manufacturing & Calico Printing Co. Ltd.) have been asked to fur- 
n i h  evidence in support of their further exports and action has been 
initiated to file civil suits for the Qcovery of the penalty for non- 
fulfilment of esport obligations frum three other mills (Mahendra 
Mills, Marsden Spinning & Weaving Mills Ltd. and Jagatjit Cotton 
Testile Mills). In one case, (Benga! Fine Spinning & Weaving Mills 
Ltd ), the authorised controller of the mill. which was closed in 
March 1970 and was taken aver 1)s the National Textile Corporation 
in 1972, is stzrted to have promised to take steps to fulfil voluntarily 
the balance obligation of 7.58 lakh yards. Another case (New Com- 
mercial Mills) is stated to he pending before the High Court and is, 
therefore, sub judice. A total penalty of Rs. 80 lakhs remains still 
to be recovered As many of these cases have now been pending 
finalisation for very long periods, the Committee desire that imme- 
diate steps should be taken to finalise them. 

1.71. The Committee are perturbed that even in cases of establish- 
ed default, Government took much time to invoke and enforce the 
provision for the levy of penalty in the bonds exemtea by the de- 
faulting parties. For instance, in the case of Marsden Spinning & 
Weavillg fills Co. Ltd., the export obligation was to be discharged in 
a period of five years commencing from 1 April, 1961. Its actual ex- 
port perforn~ance, as against t&e obligation of 128.29 lakb yards, 
was reported to be only 22.92 lakh yards; even for this %We, there 
is no documentmy evidence. Yet, the demand notice for the re- 
covery of penalty of Rs. 10.53 lakhs was issued only on 27 May, 196% 
after three years of the lapse. Seven more Ye= have e b s e d  since 
then and the &&ion to file a civil suit for the recovery of t b  
penalty is yet to be implemented. Again, in the case of New Corn- 
rnercial mls, tho& the export obligation, valued a t  Rs. 32.77 lakhs, 



was to be discharged by December 1%G, demand notice for the pay- 
ment of penalty for not havhg effected arty exports, was issued 
nearly four years later. Similarly, in the case of Kishanchand & Co., 
though the imported machinery had been com~uissioned in October 
1967, and though it was also known to Government, 'soon after' the 
installation of the machinery, that the imported machinery was not 
capable of producing 'exportable quality cloih', notice for the penalty 
of Rs. 2 lakh was issued sonic seven years later, in September 1974. 
In respect of Mahendra Mills and Jagatjit Cotton Textile Mills, 
notices for the recovery of penalties 01 Rs. 33 53 lakhs and Ks. 21.56 
lalchs had been issued respectively on 20 February 1970 and 13 July 
1971 and a decision to fiie civil suits against the mills was takm only 
in 1975. 

1.72. The Committee have. in this connection, been told of an 
official decision thnt before resorting to Icgal action nccewarily in- 
volving expenditure of money and time, a pcbriod of no more lhan 
two to three years would be allowed to the defaulting ~nills to fnlfd 
thf!ir espcrrt crhligation. Whi!e the Committee might concede that 
there is some justification for this decision. they note that this deri- 
sion wa\ taken only receiltty in Now-mber 1954 aftcr n revisw of the 
pending cases. This implie4 that prior to 1973. the action taken in 
this regard had been inadequate. The Commerc- Secretary con- 
cedes that when a party i\ apparently incnpahle of performing his 
obligation there is no point in waiting indefiniiel~. The Committee 
would, therefore, require the rca~ons for thc* delay in icwii~g demand 
notices and in initiating Jega] j~roceedings. wherever called for. to be 
investigated in each case with a view to appropriate action. 

1.73. I t  would also appear that apart from the bond4 and bank 
or personal guarantee4 taken from the importers of tcxtile machinery 
stipulating the performance of certain export obligations, there is no 
mechanism avrtilahle with Govcrnment to take effective and quick 
action against defaulters and thnt recourse has, therefore, to be 
necessarily had to legal action, in cases of default, which is often 
protracted and time-consuming. With a view to overcoming those 
legal and other difficulties, the Committee suggest that Government 
may take a bond, against a hank guarantee, from an applicant before 
granting the licence for a sufficiently high amount and in such terms 
which would make the amount forfeitable to the Govcrnment at  its 
discretion in case there is failure on the part of the Eicenced unit to 
faithfully discharge the obligations attached to the licence. 

1.74. Yet another aspect which compels attention is the lack of 
uniformity in the undertakings obtained from the importers for t h e  



fulfilment of export obligations. While bank guarantees had beenL 
obtained in some cases, only a personal guarantee had beell obtained 
in the cases of Marsden Spinning & Weaving Mills Ltd. and Arthur 
Inlports & Exports Company. Surprisingly, in one case (Bengal 
Fine Spinning & Weaving Mills Lid.), no export obligatiorl bond was 
obtained a t  all and tinless the balance obligation is fulfilled volun- 
tarily, as promised by the mills' aulhorised controller, the chances 
of ellforcing the export obligation are uncertain. Again, while in 
the case of Lrnkshnli Ratan Cotton Milis and Mysore Spinning & 
Weaving Mills L!.d., discharge of the obligation on a pro-rata basis of 
the looms act~lally installed, had been provided for, an impasse has 
been reached in the case of Arthur h p o r t s  & Exports Company, 
where since only 2,500 ~pindlos against the 5,000 spindles for which 
licence had becn issued have heen imported and insta:lctl, the im- 
porters have ta1re.n the plea that they arc: not bound to fulfil their 
export obligation till all thr 5,000 snindlcx are installed. There hay, 
thus, been a recurring incoirsisicrlcy in this regard which has often 
caused pcculiar complications. The (lommittee, therefore. desire 
that the existin~: provisiou.; for prescribing and enforcing esport 
obligations should 1)c rcvirwed in detail and strcamfined. Clear-cut 
and unifor~n criteria which arc enforceable should he laid dawn in 
this rthgard to prevent ahiiscs. 

1.75 The Committw, i n  particular, take an extremely serious 
view of the noa-fulfilment o f  the esport ohliqation by Arthur Im- 
ports dt: Esports Company on $he ground that the obligation wctuld 
a r k  only after all thc. 5.000 \piutlles, for n hich the industrial liccnce 
had been i\\uchd. arc installed. What i\ even more deplorable in 
this unsavowy episode is that cvcn the 2.500 spindles importcd by 
the firm are yet to he co~nmissionccl and the valuable foreign ex- 
change spent on the imports has remained unproductive. I t  is, 
therefore, evident that 'r*ffectivc 5tcp5' have not been taken for well 
aver 15 years. by the i t n p o r t ~ r ~  for eftahlishing the industrial under- 
taking for which the licence had bccn iswed and it is distressing that 
on account of legal hurdles. Govcrn~ncnt have been placed in a help- 
less nnd embarrassing position. Though the case has been 'under 
examiaation' in the Conllnerce Ministry since 1965, no effective sdu- 
tion has yet been found to break the deadlock. The Committee have 
been informed in this conncctioli that n second legal opinion has now 
been sought and would like to know what it is and what has been 
done. Since the Law Minirtry appears to hold the view that an 
amendment to the Industries (Development & R e d a t i o n )  Act would 
be necessary, the Committee desire that this should be examined 

in consultation with the Attorney Genral, and necessary 
action initiated. 



1.76. The reasons for the delay of over ten years for the 'exami- 
nation' of the cafe by Government have ar'so not been satisfactorily 
explained. The Committee would like a more specific clarification 
and the reasons why the delay could not be avoided. Having regard 
to the fact that this particular firm and its associates have earlier 
come in for adverse comments repeatedly by the Public Accounts 
Committee and also by the Central Bureau of Investigation, the Com- 
mittee desire that the circumstances leading to the non-commission- 
ing of the 2,500 imported spindles by the firm should be investigated 
in detail with a view to ascertaining if  any n2ala tides were involved. 
The Committee would await a specific report in this rcgard. 

1.77. Incidentally, the Committee's attention has heen drawn to 
the refusal of Rayex India Ltd.. a company floated by the Silk and 
Rayon Textiles Export Promotion Council. to l i ft  four art-silk sizing 
machinei imported about a decade ago, on irs iwhalf, by the Slate 
Trading Corporation at a cost of Rs. 43.19 lakhs plus c u s t o : ~  dutiw 
amounting to Rs. 11.50 lakhs. The machines which had been import- 
ed to help in the export effort in synthetic textilcs have so far faikd 
to fulfil the objective and the State Trading Corporation which had 
under-written the purchase has been placed in :it1 embarrassing pre- 
dicament with unwanted machine, on its hand- on account of the 
default and dilatoriness of Raycx India Ltd. T h e  Committee have 
been informed that legal advicc has been sought for the recovery of 
the dues from the company and would like to know what has hap- 
pened since. Early action should also be taken to dispose of the 
machines. 

D. Incentives for Export Performaoce 

1.78. Since the A u d t  paragraph pointed out thai' there was no 
uniform practice for aUowing iavort  replenishment against exports 
effected upto March 1969, the Committee desired to know why there 
should have been such a proliferation of different kinds of practices, 
which invariably led to difficulties in implementation. The Com- 
merce Secretary stated in evidence: 

"These are  matters which are discussed case by case when the 
licence is being granted; and there is a licensing committee 
headed by the Secretary (Industrial Development) which 
go- into those cases. There is a weekly meeting and 1 
suppose every case was discussed separately. The Textile 
Commissioner would not know how this particular kind 
of a decision came to be taken in a particular case; but if 
you like, we can certainly go into these cases. take out 
the file and find out whether some discussion existed." 



1.79. In view of the fact that the procedure in this regard did not 
.appear b~ be consistent, the Commi&c desired to know whether 
there were any difficulties in streamlining the procedure for allow- 
ing import replenishment so that there was little scope for discre- 
tion. The Commerce Secretary replied: 

"It seems fhat  in each case i t  might have been different kind 
of export obligation. In some export obligation, i t  ap- 
pears, there wa;: specific provision, export obligation will 
be allowed. In others there was a condition, they will not 
be allowed. There are certain areas where it does not 
say anything about export incentives. I t  lvas presumed, 
since they were exporting, as every one else was export- 
ing, even though under the obligation. they are eligible. 
This ~rrattcr came to a head s*~metimes i n  1969. The Gov- 
ernment. decided at that time about chis. The qus t ion  
arose after the decision was taken whether this should be 
given retrospective c.ffec! or recover)* should now be made. 
In that context il' was decided (it was a decision between 
t.he Ministries of Finance and Commerce) that from 
1-4-1969, we will allow this benefit and earlier than this 
we will recover. This is the p;ition." 

Since it had been stated that a decision in regard t.o the procedure 
for the  grant of import replenishmen:, which would be effective 
from 1 April 1969. was arrived at between the Commerce and Finance 
Ministries, the Committee called for a copy of this decision. I n  reply, 
the  Commerce Ministry furnished to the Committee a oapy of the 
General Licensing Instruction No. 36/70 dated 30 May 1970, which 
is reproduced in Appendix 111. 

1.80. According to the Audit paragraph, it  bad been noticed by 
Government that import replenishment had been allowed even in  
some cases where the import licences for capital goods specifically 
stipulated that no impart replenishment would be allowed for ex- 
ports against export obligation. When the Committee enquired into 
the reasons therefor, the Commerce Secretary stated: 

"The Textile Comn~issioner's opinion was that there was pro- 
bably no bond like this saying that no expurt incentive 
should be allowed. But, i f  there was a case like this, in 
the notice of Audit, we will have to go into it." 

When the Committee pointed out in this connection that  this state- 
ment had been made in the Audit paragraph on the basis what had  



come to Government's notice, the wit~less replied: 

"We will have to go through case by case with reference to 
the bond afid wilh reference to rhe licensing restrictions." 

The  Committee learnt from Audit that jn reply to an Aud i t  query 
in this regard, the Minictr~.  h;ld ytated: 

"it appears in some rases. . . t he  spolisoring authorities failed 
to act on thcse ~ t i p u l a t ~ o n s  and a1lo;~ed ~ I l e  rcplenlshnient 
hrnt,!it to the d.!";c.-crlt p:rrtics." 

1.82. The Audit paragraph also points c t i ; t .  t h a t  t h o u ~ h  the noti- 
fication subsequently i.isucd i l l  thi: rc,g:ird h::d sptciiied t h a t  no bene- 
fits would be a\'aiIablc o n  ~ ,xpor t s  made :n disc.har:_:c of the export 
ohlje;,tion iwforc 1 April. 1969, import licences for Rs. 5.42 crorcs 
were issued upto April, 1970. to exporters of cot'.on l o~ t i l c s  for thcbir 
exports against export obligatinns upto March, 1969. Asked the 
reasons for this. the  Commerce S c c r ~ t a r g  replied in  cvidcncc: 

"They were to be recovered. Wherever they w c w  not 
payable they were to he recovered." 

He added: 

"As far as possible we have taken the stand in the case of 
non-textiles that  they are to be recovered in all cases. I 
think the whole of i t  has been recovered." 

As regards the position in respect of textiles, enquired into by the 
Committee, the  witness replied: 

"General policy does not affect merely textiles. Govern- 
ment took the decision about the  cash assistance and 



the import replenishment that were being given earlier 
than 1969 April. I t  was a general decision which affect- 
ed all other industries also and w e  have enforced it in 
all other industries and, w e  have to enforce i t  in  the 
textiles." 

JHe stated further: 

"The latest decision of the Government is that it should be 
given after April, 1969 and not earlier." 

The Committee. therefare, asked whether this amount would 
bc rccovered. Thc witness replied: 

"This has to he recovered. They have been making represcn- 
tation- and all that kind of i n  That is beside the  
point." 

1.83. Ck~\~c-n~mcnl  !lac! i:xformed Audit (j nnuary. 1975) that  
somc. reprrwntations had  been reveil-cd from testile exporters who 
were served w.ith n o t i ~ ~ s  of rc~co\~cr\./:id~iustment of crport  bene- 
fits a r i d  lh;it  ' ~ - a r i o r ; ~  iss11ia.i of I n x i  n:rl cq!lit?- hai-t, becn raised in 
these i q r e s e n ~ ~ ~ t i o n s .  \vhicl? call for detailed and careful esami- 
nation \\.it11 t h ~  Min:s!ry of Lair' \vhi:h exercise was being carried 
out. IVlicn t hc  Committcx drcxv attention to this statement and 
desired to linow thc pwsent position in this regard. the represen- 
tative of the Law Ministry stated: 

"No reference 1va.s made tn me." 

In this ccmtcxt. the. Commerce Secretary statcd: 

"Since the notc ivas ~vr i t ten  n'c gn\,e special a t tent~on to this 
173,ittr.r and since we took n detisior, to recover all these 
think;.; across the Board for all Indw-tries, I do not think 
i t  is necessary nobv to  refer 'o the Ministry of Law." 

"In this case, the Law Ministry has not been brought in at  
all. Go~?ernment's p.)licy directive has been clear. We 



ultimately decided that we should not go to the  Law) 
Ministry a t  all on this point. The policy has been 
announced and we must stick to it." 

1.84. The Audit paragraph also bring.s out besides import reple- 
nishment, Government had also paid about Rs. 57 lakhs, between 
April, 1968 and May. 1970, to the Indian Cotton Mills Federation for 
payment of cash assistance on these exports against export obliga- 
tions upto March, 1969. Asked the reasons therefor, the Commerce 
Swretary  replied : 

"This was an export promotion fund of the ICMF. This is 
not a government fund but Government contributes to 
this fund by a small percentage and this was used for 
giving cash assistance by the ICMF to exporters. This 
was not a Government's own fund but this is an ICMF 
fund." 

When the Colnmittce pointed out that this appeared to be another 
instance of a condominium between '.he Government of India and 
the ICMF's sovereignty. the witness replied: 

"I must submit that it is not a condominium. It  is true that 
they have built u p  this export promotion fund in order 
to ensure more exports and they were collecting this 
fund mostly." 

1.85. Since this benefit was apparentlv tinin tended, the Corn- 
mittee asked how this had been allowed. The Commerce Secre- 
tary replied: 

"That was certainly a very bad busint:ss. There is no doubt 
about it." 

1.86. Asked how this arr~ount had been paid to the ICMF even 
though according to the policy decision taken by Government, no 
benefits were to be a ~ a i l a b l r  on exports  mad^ in discharge of ex- 
port obligation prior to 1 April, 1969, the Cnmmerce Secretary 
replied : 

"The decision of the Government cam<. in Xovember, 1969 
and it was made applicable from April, 1969. This pay- 
ment which is  being mentioned was upto March, 1969 and 
this payment was not made by Government. We were 
required to recover whatever incentives had been given 
wrongly or improperly if they had been made by GOV- 
ernment, but  this was not a payment by Government. 



This was a payment for export promotion purposes b y  
the  ICMF. It  is true that a contribution to the  ICMF 
export promotion fund was made by Gove'rnment." 

When the Committee pointed out that the amount of Rs. 57 lakhs 
had been advanced from the Consolidated Fund of India, the wit- 
ness replied: 

"They did not advance, they contributed." 

The representative of the Finance Ministry stated in this connec- 
tion: 

"From 1st April, 1968, a system of cash contribution from the 
Government to ICMF was stsrted a t  the rate of 5 per 
ccnt on the FOB value of export to neutralise the effects 
of the non-refundable and other local taxes which made 
them non-competitive In the world markets. I t  was 
onlv for that purpose. Some of the exports which were 
iric!ltded in the total exports might have been from the 
~xi l ls  which had csport obligations also." 

187.  In view of t h e  fact that some aspects of the re!ationship 
between Go\.ernment and the Indian Cotton Mills Federation 
appeared to be somewhat doubtful and even undesirable. the 
Committee dcsired to know whether Government got any q u ~ d  pro 
quo from t h e  Federation for the advantages which they obtalned 
from puhlic funds and whether !heir support and co-operation were 
readily available for d i s c i p l i n ~ n ~  the ~ndustry  and its defaulters. 
The representative of the Commerce Ministry stated: 

"We a re  dealing w ~ t h  :he ICMF as a representational apex 
body of the cotton textile rndustry which I think in t h e  
circumstances of the case is inevitable because we do 
need to seal with one spokesman as it were for the 
industry. There are many points of difference and many 
n time we are also having to force down decisions on the 
ICMF. This sort of thing is happening. I would not 
say that they are not giving us co-operation a t  all. They 
are giving us co-operation in some respects. They have 
their own self-interest. undeniably so, and we have got 
sometimes to bring them back on track and discipline 
them. There are  many points like that. I would not 
say it is entirely one way or the other." 

1.88. Referring to the import replenishment of Rs. 5.42 crores. 
the  Committee desired to know whether this particular investment 



.by Government had 
.country's balance of 
stated: 

produced adequate results favourable to the 
trade position. The Commerce Secretary 

"The import replenishment was given after the exports had 
been made, upto an extent of about 64 per cent of the 
f.0.b. value of the exports already made. And the im- 
import was to be allowed. of course, in the form of dyes 
and chemicals. If we take this Rs. 5.42 crores as the 
import replenishment ~ i v e n ,  this forms only 64 per cent.' 

1.89. An article by Shri Dalip Dastidar titled 'Cotton Textiles- 
Problems and remedies' which appeared in (the 15 July,  1975 issue 
of 'Business Standard' points out that "According to an estimate, 
the cotton mills were allowed to import between 1961 and 1971 
cotton worth Rs. 885 crores. machinery worth Rs. 261 crores and 
dyes and chemicals worth Rs. 240 crores, that is. the total amount 
of imports stood at Rs. 1.386 crorcs. On the other hand, during 
the same period (1961 to 1971) their exports were of the order of 
Rs. 695 crores only. So Rs. 691 crores in foreign exchange had to 
be spent by the Government for meeting various commitments of 
textile mills." Since this appeared to indicate that there was a 
net outflow of foreign escl~angc on this account, the Committee 
desired to know the net result of the imports and exports activity. 
The Ministrv of Commerce furnished to t!ie Comn~ittee statements 
indicating (i) details of year-\vise exports of cotton testilcs from 
India from 1961 onwards. ( i i )  total imports of cotton and of 
textile machinery and sparer;. (iii) imports of dyes and chemicals 
which n-ere directly co-related to the testiIe industrs and compo- 
nents from India since 1969-70 and (iv) csports of tortile machi- 
nery and compenents from India since 1964. which are contained in 
Appendix IV. 

1.90. The summarised position in this regard, furnished by the 
Mini&? for the period 1969-74, is as follows: 

Texti:cs :iu;!lj.'ery; <parch& t. m- T c u r ~ i c  rnach~:  car)' and c ( .~ l lp i~-  
p~ c; .  I : ,  Y I - K O  r c,  r., 7-1'67 
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The Ministry added: 

"This shows that apart from such social and economic bene- 
fits like generation of employment, provision of clothing 
to the teeming millions of India, import substitution etc., 
there has been a net gain of Rs. 533.42 crores of foreign 
exchange during the last 5 years." 

1.91. The Comn~it~tee note that though the policy laM drvwn for 
the grant of Import RepIenishment Licences for Registered Ex- 
porters against exports made in fulfilment of export obligations 
imposed on Capital Goods Jicences stipulated that no benefits 
would be available on exports made in discharge of export obliga- 
tions prior to 1 April 1969, import licences for Rs. 5.42 mores were 
issued upto April 1970 to exporters of cotton -tiles for their ex- 
port made against, obligations upto March 1969. I t  would, there- 
fore, appear that the implementation of the policy in this reg 
in the field has been woefully defective. The Committee wo r d 
like to know why the policy had not been implemented and whe- 
ther responsibiity for the lapse has been fixed. 

1.92. The Committee learn that the incentives irregularly grant- 
ed would be recovered and that the representations to the con- 
trary received from thc industry in this regard have not been 
entertained. Since the amount involved in the irregular grant of 
incentives is large and cmsiderable time has also already elapsed 
since these incentives were allowed incorrectIy, the Committee 
call for urgent steps to effect recoveries on the basis of a time- 
hound progxamme and would like to be informed of the progress 
made in this regard so far. 

1.93. Since the policy is applicable to all industries, the Com- 
mittee would like to be fully reassured that there has been no 
similar instance in respect of the replenishn~ent licences granted 
to industries other than textiles. Noting the statement of t4e 
Commerce Ministry that the decision has been enforced in all 
other industries, the Committee still feel that there Is need for a 
detailed review of all past transactions relating to replenishmat 
licences of Rs. 5 lakhs and above to industries 0the.r than textiles, 
with a view to ensuring that adoquate action has, in fact, been ini- 
tiated in all such cases. The total value of the q l en i shmen t  
licences irregularly granted and the progress made in effecting: re- 
coveries should also be intimated to the Committe. 



1.84. The C o d t e e  are concerned to find that besides import 
replenishments incorrectly allowed on exports made against export 
obligations upto March 1969, Government had also paid, between 
April 1968 and May 1970, about Rs. 57 h k h s  vut of the ConsolidaSd 
Fund of India, to the Indian Cotton Mills Federation for payment 
of cash assistance for such exports of textiles against export obliga- 
tions upto March 1969. Though it has been contended that this 
assistance had been paid to the industry not by Government but 
by the Federation out of its export promotion fund to which con- 
tributions were made by Government, it has been admitted by the 
representative of the Finance Ministry during evidence that some 
oi the experts which were included in the total exports for which 
cash assistance had been paid by the Federation might have been 
made by mills which had export obligations also. I t  is, therefore, 
evident, that an unintended benefit which is not in accordance with 
Government's policy, has been made available to such mills. The 
Committee would ask Government to explore the possibility of 
movering, on a pro-rata basis, its share of the incentives irregu- 
larly allowed on exports against a p o r t  obligations ~lpto   arch 
1969. 

1.95. The various lacunae and deficiencies in the procedures 
evolved for giving effect to Government policies iin regard to export 
promotion, which have been discussed in the preceding paragraphs, 
bring into sharp focus the need far concurrent monitoring to see 
that policies were, in fact, being implemented and the desired re- 
sults achieved at least to a reasonable extent and without loss of 
time. 

LD6. The discussion also brings out the need for working out 
in precise detail the various components of the policy. For instance, 
no unintended benefit should be given away, as had happened in 
the issue of import entitlement to textile units whch were under an 
imperative obligation to effect the prescribed quota of exports when 
they were allowed the facility of importing textile machinery. 

1.97. The responsibility for correctly administering the policy 
should be dearly defined, as far as possibk, so that aceounktbiity 
can be enforced in the event of a 'malafide' or arbitrary inlplemen- 
tation which results in substantial loss to the exchequer. 

1.38. The Committee feel that the data-processing machinm and 
computers, already avahble  with the Government hpar tmmts ,  
can be put ta meaningful use in admihistedng econmnic pori 



cfes. First, the information system should be such as to bring to d h .  
notice of Government whether the incentive including imporC 
entitlement, drawbacks, cash grants, etc. whiih are being given from 
public funds m e  actually achieving the desired increase in expo& 
of non-traditional products, or  exports to new areas, w whether 
these were being exploited by the trade and industry to add to theit 
profits,at the expense of the public exchequer. 

1.99 Secondly, there should be a systematic record of the obliga- 
tiom which are undertaken by the licensees who in~port machinepy, 
equipment, etc. in order to make sure that they discharge these 
obligations faithfuily and in time. It should be possible to monitor 
theh performance and follow it up systematically in order to make 
sure that either the obligations were discharged in full or the penal- 
ties for default were strictly enforced. 

1.100 The Committee would also like to poimt out that Govem- 
ment have recently devolved the respmsibility of maintenance @f 
accounts, etc. on the Departments. It  is, therefore, all the more 
necessary that the Departments should put to effective use an 
the modalities as well as the information and reporting devices t h d  
they can muster in order to make the units in tht. private sector par- 
ticularly, the more substantial ones, realise that they have got to &- 
charge faithfully the obligations imposed on them by Government m 
the larger public interest. 

NEW DELJII; H. iU. hIUfiERJEE, 
Cha:r.nlan. 

April 28, 1976 Rrblic  ACCOIL?I~S Comm~tieff .  
- - 

Vatsakha 8, 1898 ( S a k a ) .  



APPENDIX I 

(vide Paragraph 1.30) 
Statement showing latest position in regard to fulfilment of 

e m r t  obligations etc. by 19 Importers referred to in the Audit 
paragraph. 1. ' 3  

(1: Total export obligations . . Rs. 5,54,370 lakhs 
(2) A c t u a l e ~ o ~ r t  against these obligations Rs. 5.62 lakhS. 

(3 ) Reas~ns  for ddault a ~ d  action taken The party as fu!filled the expwt obligation 
in each case so far. 

(2) Ban.:alore Cotton & Woollen and Silk Mills 
Rangalore I 

(2) ActUlexp~rt  wailst these obliga- 38-70 lakh metres. 
t ias .  

(3). Reasons for deG.11t o l d  a:tian t a k a  The mills have fulfilledtheir export obliga- 
~n each case so far tions. 

(3) Hitax Entbroidrry Private Limitd t 

(1) Total elport obligation . . Rs. 30'95 lakhs. 

( 2 )  Acrdalexpxt azainst these obliga- Rs. 30.68 lakhs. 
tions. 

( 3 )  Reasonsfor defa.tlt a ~ d  action taken Tne mills have paid the penalty amount of 
~n each caw. Rr. 26,863.70. 

( I )  Total expxt  obligation : 12.69 lakb metres ph year for five years. 

(2) Actual e r p ~ r t  against these e x p ~ r t  January 1973 to June 1974 9.3 lakh metres. 
obligations : 

(3)  R:as ,nsfor ;t-fa.llt a 1J a:ti>n tak-;1 Tnc mill which was sanctioned the import 
in each case so far. of $03 1 >oms, actually has so far imp~rted 

only 96 looms. Tne time limit for fulfil- 
ment of export obligation will continue 
upto 1977. The mill have been oslced to 
furnish evidences of further exports. 

( 5 )  Ma,b!la! f i e  Spinning a d  Mmujircturing Co. Ltd. I 

(I) Ewtob l igadon  . . . Rs. 21 lakh screen printed fabricsand Ks.150 
lakhs other textiles both p:r year for three 
years from 23-1-73 to 2 '-1-76. 



(z)Actunlexportagaiostthese obliga- %, 3 4 , 4 3 0 , ~  screen psinted cloth finm 
tions. 28-1-73 to 27-1-74 and 269 lakhs o t h e  trr- 

tilesin 1973. 

(3) Reasons for default and action taken The time limit for f u l f i l m t  of e x m t  
~n each case so far. obligation is still can timing upto January 

1976. Themills have been askcd to fnr- 
nlsh full evidence of theirfurther expwts 
from 28-1-74 onwards. 

(6) Ahmedabad Manufacturing & Calico 
Printing Co. Ltd. Ahmedabad. 

(I) Total export obligatic rs:, Rs. 17-61 lakhs screen pr in t i~g  coth & 
Rs. 268 l a  other textiles per year for 
3 years from 11-11-1972 to 10-11-19-5. 

( 2 ) . A c ~ a l e x p o ~ t  against these obliga- Rs. zq. 10 Iakhs screen printed cloth Nov. 
tlons. to  NO^. 1973 m d  Rs. IO-SZ c,c-es %Z texttles . 1972-73 to 1973-74. 

(3) Reasor s f o ~  default.ar d actior taken n e t i m e  limit for fulfilment of export obhga- 
against each case so far. tion is still continuing to January, 1976, 

The mill has been asked to furnish evi- 
dence of their exports from 28-1-7974 
onwards. 

(7) Labshnii Ratan Cotton hfills, Kanpur! 

(I) Total export obligations. 61-98 lakhs yards for 96 auto looms ot 
lakhs yards for 36looms. 

(2) Actualexports agairlst these obliga- 42-25 lakhs yards. 
tions : 

(3) Reasonsful drfaultard activn taken The mill installed 36 looms only out c f  96 
in eachofthccaseso fa1. granted to them. On po-roro b u n  thr 

pnty  has discharged its export obligwiems 
The case has, therefore, been treated a 
closed. 

(8) hJ;S Umwrsal Export 6( Inrporr Agency t 

( I )  Total export obligation : fi. 3.80 I&. 

(2) Act~lal exportsagainst these oblige- - 
tions. 

(3) Reasonsfmdefa~lt andactioll taken Machine was defective and idle and not 
in each case so far. capqble of producing exportable cloth. 

Notrce for payment of penalty of 
Rs. 26,8361- was issued to pmty tor 
non-fulfilment of E.O. The Law M i n h r  
advised that the case for recovery of E O .  
was weak. Ministry decided to close tbr 
case. 

(9 )  hf is. l'odi Irrdwfriis Put. Ltd. Bombay 

( I )  Total export obligation &. 2.56 lakhs. 

(2) Acwlexport  agairlst these obliga- Rs. 2.49 lakhs. 
tions. 

(3) Recc;onsfor default and action taken Nonaubmission of bulk, cc&ficatcz of' 
in each case so far. scceipt of foreign exchongc~n Indiain t k .  

The mill has paid the penalty of Rs. 70081- 
2-10-74. 



(10) Romod Wbdlan & Mk fndustt'iss Ltd. B e d u y  r 
(I) Total B ~ m t  oblgation . . Rs. 6.50 lakhs. 

Actual erpjr t  against these obliga- Rs. 1-77 lakhs. 
tions. 

i j j  R:&j31~f3C d:Fa ~ l t  awl action taken The Party was given extension upto 30-9-72 
~n each case so far. and were asked to furnish evidences of 

their exports effected during the soid men- 
ded period. The ty has since sub- 
mitted all evidences Kluding bond a t i -  
ficatesof the realisation of foreign exchange 
in India of  the exports) of their exports of 
fabrics valued at Rs. 763825.60 effected 
during 1-4-69 upto 12-2-72 against their 
export obligations of Rs. 6,50,207.25 P. 

The Textile Canmissione? is satisfied that 
the parw has cleared their export obliga- 
tions and they a r e  being from 

( N- Commcrcrd MiUs, Ahmedabad I the bond. 

(I) Total export obligation : Rs. 32'77 Iakhs. 

( 2 )  ~ c t u l e r p ~ r t  against these obliga- Nu. export reported. 
tions 

( 3 )  ReasJnsfo~ d t O , l l t a ~ d  a t i o n  taken] Notice for payment of penalty was issued 
jn each case so far on I ~8.1970.  The party filed petition on 

the ground that as the manegcment has 
changed, recovery proceedings e n s t  it 
may not be complied with. The case 
came up fur hearing on 17-1-73 and again 
in Aprll 197.5. On both these o c c ~ i o r r  
the case was adjourned on the request of 
the mill's counsel. 

(I 2) Mysore Spinniw &' Wwving hfd& Ltd., Bangalore :- 

( I )  Totalexp~rt  obligation. . . 117 lakh yards. 

(a) Actualexp~rt azainst these obliga- 96.63 lakh yards. 
tions. 

ij) K:,F ,ns f j r  default and action taken The mill claimed fulfilment of export obliga- 
I D  each else SO far. tion on the plea that obigations shmld 

be worked out for the number of looms 
actuttlly worked between 66-70. The Law 
M~mstry f d  th18 argument of the 
mill as valid. The mill was taken w m  by 
N.T.C. in October I971 and the Govern- 
ment in Nwember 1974 decided that 
exports already made were suScicnt for 
the release of bond. 

( 2 )  Actual exp>rt against these obli- 24.41 l a b  yards. 
gatioos. 

(3) ~ 3 o o o s  For default and action taken No export obliwtim bqnd war o h i d .  
in cech case $0 far. Mill went into product~on w~th #I 10- 

only whilc the indusdlrl Hcence grmted 
war for 1 ~ooma. It Wa8 tried to get the 
new &but the mill avoided. The 3 U  



was closed in March 1970 and has been 
taken over by NTC in I w 2  . The M n i s W  
decided thatthe former-&agement hd 
fulfilled75 percent export obiigation and tht 
case may be closed. However, the auth* 
rised controller haspromised to take steps 
to  fuMl voluntarily the balance obligatim 

(I) Total exportoblig~tion . . 145.08 l a b  yards. 

( 2 )  Aztu11 exp ?rt aglinstthese obligations 167.87 l&h yards. 

(3)  R:asons for default rnd action taken The millhas fulfilled the export obligation 
in each case so far. 

(I) Exp3rtobligation. 128'29 lakh yards. 

( 2 )  A-tull :xp3rtagtinsttheseobliga- 22.92 lakhs yards. 
tions. 

(3) R:asorsfordefaultand action taken A notice for recovery of p~na l ty  was $em 
in eachcase so far. to the mill on 27-5-69 which they did n a  

comply with. Govt. has decided to file m 
civil suit against the mill to recovet t 
pe~al ty.  Textile Commissioner has ask 3 

1 5 , m  for stamp paper cost. Sanctiqa 
is being issued. 

: r 6 )  Mahdndm Mills Dd. Kalol I 

( I )  T ~ a l  expxt  obligation. 304.08 metres. 

( 2 )  A :tu~L:xp)rt a= sinst thcseobliga- 7.44 lakh metres. 
tions. 

(3). P .  13 msf )r j?fault 1nJ tction takrn A notice was issued to the mill on 2*2-7a 
~n each caseso far. It  has been &cic!ed to nle a civil suit againn 

the mill for the recovery ofthe penalty- 
Sanction for Rs. 15,000 on acccunt of 
of stamp paper i s  being issucd hy the 
Ministry. 

( I  7 )  Jjgatjit C ~ r a  Textiles Mills Paghcwra : 

(11  T x a l  cxpxtobligation. . 268.87 lakh metres. 

(2) 4:+1111 x p x t  rglinst these obliga- 72.68 lakh metres. 
tions. 

(3) Reasonsfor default and action taken A notice for recovery of penalty was issued bb 
~n each case so far. 13-7-71. Details of exports since 1 9 p  

are not avaihblc . It has betn &c:cati tD 
file a civil suit against the Mill. Sandim 
for Rs. 15,003 on account of ccst of stamp 
paper is being issucc! by the h i in i l~ry .  

(I) Total a p o r t  obligation. 10 lakhs waste prr year for 3 years from tb 
date of working rf  dlspindles. 

(2) Actual uport agalr~t thrrc obligr- Nil. 
tlonr. 



6)  Reaeons for default and action taken The mill has importtd only 25m spindles 
in each caseso far. out of 5,000 spindles grant~d to thcm. 

The opinion of the Law Ministry has been 
sought as how to procecd against the party. 
The opinion earlier given by Law Ministry 
was that since the party has not installid 
and commencccl prductirn cn allthe 5cc0 
spindle_s, no action can be taken against 
them m terms of the bcnd. A seccnd 
opinion has been sc ugh1 . 

(19) Kislian Chand & Co. India Lld., Bombay: 

The party was given a licence dated 27-1-63 for insrallaticn cf 48 :.u~c metic lctms fcr 
the manufecture of cottcn corduroy and valvetctn :ubjca to the ccz6iticns (i) no irrpclt 
of raw material for the manufacture of items in cpesticn wc uld be a l l c~cd  ; (ii) 60% of prc- 
W o n  on theseloomsshallbe exported. 

The Mills had asked for import ofcertain prccess;ng 21-2 fmisll;rg rr.:ch:nci) whjch 
Government could not sanction on acctunt of indigrncus arail;tilii> ef ttxtilc mechincsy. 
The party tbaeupon approached Government for permisgicn to uti1.s~ the l c c m  body 
impprted for production of ternene suiting and also regularisaticn cf thcir rctiviig by the 
grant of an industrial licence. This was acceded to by Govrrnmtnt c n thc basje of 60% of 
cxpnt obligation. The Textile Commissicner has betn rclc! to cxplcre the pssibililyct oi 
the party fulfilling their export obligaticn if extensicn of time is granted to thqn. 



APPENDIX I1 

(Vide paragraph 1.59) 
Copy of expmt bond entered into b y  Mill "E" and copies of notes ex- 

changed between the Ministries Commerce, Industrial Deve- 
lopment and Law. 

BOND NO. B.S. I./97 

Know all men by these presents 

That we (1) S. N. Puri and (2) R .  Khanna partners of the firm 
of Messrs Arthur Import Export Co., Bombay carrying on business- 
of yarns etc., at  Bombay, hereinafter called the 'Owners' (which 
expression shall mean and include our respective heirs, executors,. 
administrators and assigns), are  firmly and jointly and seve- 
rally bound unto the President of India (hereinafter called 
the 'the Government') in  the sum of Rs. 10,00,000 (Rupees ten 
lakhs only) to be paid to the Government for which payment well 
and truly to be made, we, the owners bind ourselves and each of u s  
jointly and severally and our heirs, executors, administrators and 
assigns firmly by these presents. 

Dated this 5th day of September of the year one thousand nine- 
hundred and sixty four. 

WHEREAS the owners applied to the Government in the late 
Ministry of Commerce and Industry for permission to establish a 
new industrial undertaking at Bombay for the manufacture of mix- 
ed Waste yarn. 

AND WHEREAS the Government has permitted the establish- 
ment of the said industrial undertaking by the owners, vide licence 
No. L123/51N/-196160 dated 28-3-1960 issued under the provision of 
~ndush ie s  (D&R) Act, 1951. Now the condition of the above writ- 
ten bond is such that if the owners shall- 

(a) from the date the industrial undertaking is established 
export either mixed waste yarn or  cloth made out of mix- 
ed waste yarn to the extent of Rs. 10 (Ten) lakhs per  
annum for a period of 3 years to foreign countries ex- 
cluding Nepal, Tibet, Sikkim and Bhutan. 



(b) procure or deliver or cause to be procured or delivered to 
the Government or to such omcer as it may direct with- 
in one month from the date of expiry of the period of 
first, second and third years, evidence to the satisfaction 
of the Government or such offlcer to prove that mixed 
waste yarn or cloth made out of the mixed waste yam of 
the value equal to Rs. 10,00,000 (Rupees Ten Lakhs) has 
been actually exported per annum for a period of 3 years 
as aforesaid and also evidence such as bills of lading, in- 
voices, bank certificates, etc., showing that the rupee 
equivalent of the foreign exchange received in payment 
of the F.O.B. value of the gmds exported pursuant to 
the aforesaid agreement is not less than Rs. 10 lakhs per 
annum for a period of three years or if the owners shall 
i n  lieu of the delivery of the aforesaid evidence and docu- 
ments to the Government or such Officer, pay or cause 
to be paid to the Government or such officer the said 
sum of Rs. 10 lakhs (Rupees ten lakhs) then the above 
written bond shall be void and of no efiect. Otherwise 
the bond will be and remain in full force and virtue. 

And i t  is further declared that this bond is entered into under 
the orders of the Central Government for the performance 
of an Act in which the Public ar? interested. 

And i t  is agreed and declared that the payment of the amount 
of the bond will not affect the liability of the owners to 
any punishment provided by law or to any other action 
(including refusal of further licences) that may be taken 
under the provisions of Industrial (D&R) Act, 1951. 

2. And it is hereby agreed and declared that the stamp duty on 
this bond shall be borne and paid by the Government. 

In WITNESS WHEREOF the parties hereto have duly executed 
these present on the 5th day of September, 1964. 

Signed and sealed and delivered by the within named. 



(1) Sihri S. N. Puri 
(2) Shri R. Khanna 

In the presence of 
(1) w- 
(2) MI- 

Bombay 58-1964. 

MI- 
for Messrs Arthur Import 

Export, Bombay 
(to be signed by all the parties) 
Accepted for and on behalf of 

the President of India. 
Sd/- I. R. Kakar, 

3-11-1964. 
Under Secretary to the Govt. 

of India. 
P. F. ASB/8jF128/A9-62 

Messrs. Arthur Import and Export, Bombay, was given an Indus- 
trial Licence No. Li23/51N-196160 dated the 28th March 1960, Condi- 
tion (9) of the licence prescribes that the concern will export finish- 
ed products i.e., either cloth o r  yarn or cloth made out of waste yarn 
for a period of three years to the extent of Rs. 10 lakhs per annum. In 
order to see that the condition is enforced, I suggested to the party 
that he gives a bond. He has agreed to this but not to a bank guaran- 
tee. Instead, he has agreed to give a personal guarantee. I believe 
we have no bond in our office or a personal guarantee. Could US(K) 
kindly contact the Law Ministry and get a personal guarantee form 
today immediately. This is important because such a guarantee may 
have to be resorted to in the case of exporting mills. The matter is 
urgent. 

Sdl- 
N. SWAMI, 
Jt. TxC. 
23-5-1963. 

USK 5 - *  

The case was d~scussed with Shri Masurkar, S. 0.  Law Ministry, 
over the phone on 24-5-1963. He explained that there is no particular 
form for personal guarantee and i t  has to be prepared in each case 
on the basis of the terms and conditions agreed to by the parties 
concerned. He suggested that the file may be referred to Law Minis- 
try with a draft bond for vetting. 

2. Accordingiy, a draft bond on the basis of the bond taken against 
importation of machinery wherein the amount of the bond is equiva- 
lent to the value of the annual export obligation, which in the pre- 



sent case comes to Rs. 10,00,000, has been prepared vide Flag 'X'. Be- 
fore however, the draft  is referred to the Law Ministry, the follow- 
ing points need consideration/clarification, &:- 

(i) In  the absence of a bank guarantee, Government can re* 
cover the amount only from the ~ r o p e r t y  of the firm and 
if it becomes insolvent, it may not be possible to recover 
the full amount. 

The party is probably reluctant to furnish bank's guarantee be- 
cause of security deposit or  commission charges that i t  may have to 
pay to bank. If however, the party is agreeable to furnish any other 
solvent surety, it will provide additional security to Government. In  
case they are unable to furnish surety for such a large amount (Rs. 
10,00,000) they might be persuaded to giv,? an undertaking in the 
bond that they would not dispose of them immovable property to be 
specified in a schedule, without prior consent of the Government. 
In  this case, disposal of the property without permission of the Gov- 
ernment will itself constitute a breach of bond and will render the 
firm liable for legal action. If the party i s  agreeable to any one of 
the aforementioned alternatives, a suitable provision could be in- 
cluded in the bond in consultation with the Ministry of Law, after 
obtaining from the firm the particulars of the surety or property as  
the case may be. 

(ii) Usually, where a person is required to export a certain 
quantity of cloth per annum for a period of 3 years, the 
value of the bond, which in this case is equal to the value 
of the export obligation for 1 year, is reduced by Ij3rd 
every year on production of evidence by the party regard- 
ing fulfilment of the annual export obligation. In  the 
present case, assuming that the party had established the 
undertaking within 1 year from the issue of licence, two 
years have already lapsed and we do not know whether 
and what quantity he has exported so far. 

In this connection, i t  may be pointed out that according to the 
terms of the bond if the annual target is not fulfilled, the party will 
not be entitled to redemption for that year, since there is no provi- 
sion for adjustment of deficiency in one year against excess of ex- 
ports in another year. I t  is, however, doubtful whether the firm will 
agree to accept liability for payment of Rs. 6.67 lakhs if there has 
been a shortfall in its exports during the preceding two years. Fur- 
ther, imposition of a penalty of Rs. 3.33 lakhs every year even for a 
small shortfall in exports would be unreasonable, Since the liabi- 



lity of the party is limited to 1/3rd of the total exports (viz., Rs. 10 
lakhs for total exports of Rs. 30 lakhs over a period of 3 years), &e 
penalty should fairly be restricted to 1/3rd of the shortfall in  export. 
It is, therefore, suggested that in his case, it may be provided in 
the bond that if a t  the end of 3 years from the establishment of the 
undertaking, the exports of yarn or cloth made out of waste yarn 
fall short of Rs. 30 lakhs, the party will be liable to pay to the Gov- 
ernment a sum equivalent to 1/3rd of the deficiency in exports. If 
approved, suitable modifications will be made in the draft bond. 

(iii) Attention is invited to portion marked 'A' on page 2 of the 
bond to the effect that the bond is entered into under the 
orders of the Central Government for the performance of 
an act in which the publlc are interested. Generally, a 
similar provision is to be found in the licence itself and 
accordingly the Law Ministry have advised on another case 
that in view of a specific provision to this effect in the 
licence, it is not necessary to obtain separate orders of the 
Central Government. In the present case, however, there 
is no such clause in the licence. As the provision at 'A' 
of the bond is considered necessary by Law Ministry, who 
were consulted informally, the orders of the Central Gov- 
ernment will have to be obtained for the purpose. 

Sd/- I. R. KAKAR 
25-3-1 963. 

J t .  Tx. C. may please see S.O. (CONT) note-and the draft bond 
w h c h  will be got vetted by the Minlstry of Law. This situation 
could have been avoided if the Section concerned had taken timely 
action to obtain the bond. 

Sd/- I. R. KAKAR, 
25-5-63. 

The draft seems to be all right. We need not introduce elaborate 
conditions regarding restrictions on disposal of imtnovable property. 

Sd/- N. SWAMY, 
26-543. 



Bond Sectt. 
(Control Section) 

Ministry of Law may kindly see the n ~ t e s  from Page 1 ante and 
vet the draft bond placed below. 

Sd/- I. R. KAKAR, 
295-1%3. 

Ministry of Law (Bond Sectt) Bombay. 
I t  is presumed that Messrs. Arthur Import and Export Co., Bombay, 

is a partnership firm. If that be so, it is desirable that the bond should 
be executed by all the partners of the said firm. The draft bond is 
approved, as altered by me in red ink. 

2. The draft bond is on the footing that it is to be executed only 
by the owner. I t  is suggested that a mere bond by the owner him- 
self would not be quite sufficient, and i t  is desirable to have the bond 
also executed by a surety. If the bond is also to be executed by a 
surety, the draft bond would require suitable modifications. If 
therefore, the suggestion is approved by the Department, then, the 
draft may be again sent back for making the suitable alterations 
therein so that the bond may be executed jointly by the owner and 
the surety. 

Sd'-P G. GOKHALE, 
Add~tiowzl Lcyal ~ l d r l ~ e r .  to the Guc t .  of Indra. 

The Joint Textile Commissioner. B0mba.y. 
- - - 

Min. of Law, Bombay, U.O. No. 963/W-Adv. Born. dated 4-6-63. 
Branch Secretariat 

(Textiles) 
Control Section. 

The Ministry of Law's advice above may please be seen by J t .  
Tx. C .  for orders as to whether the draft proforma bond may be got 
amended by the Law Ministry to provide for a surety also. There- 
after Art Silk Branch may take action to obtain the orders of the 
Central Government as suggested in para 2 ( i i i )  of SO(M), note dated 
%563 a t  p 2/N ante unless such orders already exist but no bond 
was obtained due to oversight. If so, these orders may please be 
shown to us and the bond may be obtained from the party and sent 
to us for acceptance by US (K). 

Sd/- T. R. KAKAR, 
>&a. 



Please see your orders. As the condition of a bond and bank 
guarantee has not been specifically laid down in terms of the in- 
dustrial licence, it has not been possible to get the party to agree. He 
has, however, agreed to a personal undertaking. This may perhaps 
be adequate especially when we are thinking 011  these lines in regard 
to export-oriented mills. In the circumstancs if approved, Arthur Im- 
port would be asked to execute a bond as per draft furnished by Law 
Ministry. 

Sd/-  X. SWAMY, 
Jt. Tx.C. 

Tx.C. 10-6-63. 
Sd/- DC)RAISAMY, 

14-6-63. 



APPENDIX I11 
(Vide paragraph 1.79) 

(COPY) 

ANNEXURE-I11 
CONFIDENTIAL 

GOVERNMENT OF INDIA 
MINISTRY OF FOREIGN TRADE 

Office of the Chief Controller of Imports 
and Exports. 

General Liceitsing Instruction No. 36/70 
New Delhi, the 30th May, 1970. 

SUBJECT.--Grant of replenishment licences under the import policy 
for Registered Exporters against exports made in fulfil- 
ment of export obligations imposed an C. G. Licences. 

Attention is invited to para 8 on part 'A' of Section 1 of the 
Red Book (Vol. 111) for the period April, 197QMarch, 1971 which 
provides that exports made with effect from 1st April, 197ifl on dis- 
charge of export obligation imposed on C.G. Licences will be eligi- 
ble for the grant of import replenishment licences in accordance 
with the provisions contained in the import policy for Registered 
Exporters. In view of this, application for import replenishment 
licences based on exports made on or after 1st April, 1970 may be 
considered by the licensing authorities in the normal course, 
whether or not such exports have been made in discharge of an 
export obligation imposed on a C.G. Licence. 

2. It  has further been decided that the aforesaid provis~on in 
regard to the grant of import replenishment licences under the 
import policy for Registered Exporters will also apply to the ex- 
ports effected on or after 1st April, 1969 in discharge of an export 
obligation i m p e d  on a C.G. Licence. In  these cases, the 
rate of import replenishment will be the same as that applicable 
a t  the time of export, whereas the items to be allowed for import 
will be those as permissible at  the time of issue of the licence and 
subject to such conditions and restrictions as may then be in force. 

3. In the types of cases referred to in paragraph 2 above. the 
licensing authorities should take the, fonowing action in respect 



of exports made on or after the 1st April, 1969 but before the 1st 
April, 1970: - 

(a) In the case of parties who have already applied for im- 
port licences, and whose applications are pending, such 
applications may be disposed of on merits under the im- 
port policy for registered exporters, if otherwise 
admissible. 

(b) Parties which have not made applications in the rele- 
vant periods as they were not entitled to the licences at 
that time, may be allowed to make their applications 
now, for which purpose they may be given a time limit 
of three months. For this purpose, the licensing authori- 
ties concerned should send particulars of the parties 
to the Export Promotion Council; concerned requesting 
them to advise the parties to make applicatiqns for ex- 
gratia licences within three months. 

(c) Applications already made by such parties but rejected 
as they were not eligible to the licences at  that time, 
may be re-opened by the licensing authorities on re- 
presentations received from the parties. The particulars 
of such parties may also be communicated by the licens- 
ing authorities to the Export Promotion Councils, 
requesting them to advise the parties to make represen- 
tations within a period of one month. 

(d) In some cases, the licensing authorities may have issued 
import licences against such exports by mistake, but the 
value of licences issued may have been adjusted subse- 
quently as soon as the mistake was detected. In those 
cases a!so, the licensing authorities should re-issue 
licences to the parties for the amounts so adjusted and 
due to them, but for the items permissible a t  the time 
of re-issuing the licence. 

(e) In these cases, the licences issued should be marked 
"Ex-gratia". Also, in the covering letter with which the 
licence is sent to the party, i t  may be stated that "the 
licence has been issued ex-gratia as a measure of export 
promotion.'' 

(f)  In some cases, the licensing authorities may have 
forfeited the bonds, either wholly or partially, where 
the parties had obtained import licences against exports 
made on or after 1st April, 1969, in discharge of the 
export obligation. The particulars of such cases includ- 

439 L.S.--5. 



ing the bond amount forfeited may be sent. to I the 
quarters (Export Obligation Cell) by the 30th June,. 
1970. The forfeited amount should not however be re- 
funded pending further instructions. 

(g) If, in the types of cases referred to in sub-para (a), (b) 
and (c) above, the party is unable to produce the re- 
quired export documents, the case may be referred @ 
Headquarters (Export Obligation Cell) for instructions, 
instead of rejecting it  as incomplete. 

4. No benefits will be available on exports made in discharge 
of export obligation before 1st April, 1969. Therefore, if any 
licences have been issued against such exports, their value would 
need to be adjusted against the import licences due to the party. 
Such cases should be referred with full particulars, to Headquar- 
ters (Export Obligation Cell) for instructions, before issuing any 
licences to the party even against their exports made on or after 
1st April, 1969. 

5. While considering applications for import licences under this 
GLI, the licensing authorities are not required to determine- 
whether or not the party has fulfilled the export obligation, or  
whether the period fixed for discharge of the export obligation has. 
expired or not. The intention is to give the normal import bene- 
fits in those cases under the import policy for Registered Exporters, 
irrespective of the consideration that these exports have been made, 
in discharge of an export obligation. If the party eventually fails 
to discharge the export obligations accordmg to the norm laid 
down, action for such failure will be taken separately under the 
relevant rules. 

6. If in a case covered by this GLI, the period of export obliga- 
tion including the extension, if any, granted has expired, and the  
license has failed to discharge the entire export obfigatlon withim 
the stipulated period, the licensing authorities should refer the case 
to the Headquarters (Export Obligation Cell) for instructions, in 
the manner laid down in GLI 14/70 dated the 19th February, 1970, 
before issuing licences to the party. 

7. If the licensing authorities have to seek crarifications on cer- 
tain points in regard to those cases, they may refer the matter ta 
the Headquarters OBce (Export Obligation Cell). 

Sd/- S. VENKATESAN, 
Chief Cont'toller of Imports and R x p o r f x  

(Issued from fle No. 1@/92/g&O&M)r 
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APPENDIX ZV ( i i)  
(Vide Paragraph I .  89) 

IMPORTS OF FOREIGN COTTON 
--- + - - -  -----# 

Quantity Value 
Year ending 3 1 . 8  : (Lakh bales of Rs. Crores 

of 180 Kgs. -- ---- -..- 

1973-74 . 1 .78  37.30  

I.MPORT OF TEXTILE MACHINERY AND ACCESSORIES 

(Million rupees) 

Year 
Spares apd 

Machinery accessor~cs Total 

*Vduefigurerfrom June 1966 onwards ate in t a m s  ofdevalued rupee and hcnce no 
compuable with figurer for pre-devaluation period 





APPENDIX I V (iv) 
t 

(Vide Paragraph 1-89) 

Fmn'gr~ Trodc &ports and Imports Textile machinery 

(Rs. in Millions) 
--- - 

- EXPORTS IMPORTS 
Y m  --- 

Spares & Spa~es  & 
Mmchin cry Accessories Total Machirery Accessories Total 

- -- 
1961-65 . . . 0-111  3'317 3.428 100.308 175'393 275.701 



Statement slwwing Conclusions i Recomtnendations 

s I. 
Mo. Para No. Ministry: Deptt. 

I - 1 .22  Cornmer ce The Committee note that in spite of the progress achieved by the 
indigenous textile machinery industry since 1952, the country is 
still largely dependent on imports and that during the period 1 W  
61 to 1973-74, the value of imports of textile machinery, spares and 
accessories totalled Rs. 2957.31 millions. Though indigenous produc- 
tion has increased at what the Commerce Ministry describes as 'a 
fairly sharp rate' and brought about substantial import substitu- 
tion, the Committee are  worried over the wide gap still subsisting 
between the installed capacity of the indigenous industry and its 
actual production, a gap which ranged between 31.5 per cent and 
41 per cent of the installed capacity during the period from 1969 
to 1973-74. If the targets proposed in the Fifth Five Year Plan for 
the textile industry are to \x achieved. the indigenous textile machi- 
nery industry must take concerted steps to discharge the heavy res- 
ponsibility cast on it. Unless this industry is able to meet the grow- 
ing needs of our textile manufacture, essential and long-overdue 
modernisation, rehabilitation and expansion will be badly hindered. 



- - -~- 
I a 3 

- 
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a I -23 Commerce Paucity of funds, inadequate assistance from financial institutions 
and the staghation in the cotton textile industry have been cited as 
the primary reasons for the non-utilisation of the installed capacity 
to its optimum. The Committee understand that certain steps are 
king taken and more are under consideration by Government to 
meet the requirements of the textile machinery manufacturers. The 
Committee would urge Government to tackle the question on a 
priority basis. The Committee feel that had the capacity for the 
manufacture of textile machinery been developed on a realistic 
basis right from the inception, there would not have been this pro- 
blem of gross-under-utilisation. In any case, the Committee stress 
that a realistic assessment should 'now be made and a perspechie 
plan drawn up in consultation with the textile industry and the 
textile machinery manufacturers with a view to facilitating ratio- 
nalisation and modernisation. 

The Committee are seriously concerned to note that the machi- 
nery manufacturers, according to a study made by the World 
Bank, are producing machinery of "1950L60 vintage with little 
prospect of sustained long-term growth" and that only a few 
manufacturers accounting for only 25 to 30 per cent of ,the indus- 
try's output could be considered as "internationally competitive, 
quality and price-wise." This underlines the scope for irnprove- 
ment in quality and price of the machinery turned out by the 



textile machinery manufacturers. The Committee are of ?he view 
that there should be a strong Research and Development support 
given to the industry so that machinery de ign  and manufacturing 
methods could be upgraded and the production made more compe- 
titive in  quality and price. In the ultimate analysis, i t  is the 
quality, output and economics of the machine which wmld deter- 
mine its acceptance by the textile industry and it is, therefore, in 
the interest of all involved in the industry that the quality of the 
machinery is improved at the earliest. 

-do- The Committee would, in particular, like the textile machinery 
manufacturers to take a special note of the increasing stress which 
is being laid on the manufacture of cloth of acceptable quality and 
a t  competitive rates for the general public, especially the weaker 
sections of society and like the textile machinery manufacturers to 
bring about the desired re-orientation in their manufacturing pro- 
grammes with the help of R & D and in consultation with the 
textile mills. 

The Committee feel that the Government have also been remiss 
in the monitoring closely the development and utilisation of the 
capacity of t-tile machinery manufacturers, as otherwise things 
wodd not have come to this sorry priss. The Committee would 
like Government to rectify thi-, deficiency without delay by keeping 
a close watch on the developments in the textile industry and co- 
relating it with the capacity and utilisation of the textile machinery 
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manufacturers so as to ensure that these twin sectors function in 
an integrated manner in the larger public interest. 

6 I '70 Commerce The Committee are concerned to note that 19 out of the 220 
importers who had been granted between 1957 and 1969 licences 
for the import of ,textile machinery and spares had not, till Decem- 
ber 1974, either discharged their export obligations or produced 
evidence of the exports claimed to have been made by them. 
While some of these cases have since been decided, three mills 
(Orissa Textile Mills, Mafatlal Fine Spinning & Weaving Co. Ltd. 
and Ahmedabad Manufacturing & Calico Printing Co. LM.) (have 
been asked to furnish evidence in support of their further exports 
and action has been initiated to file civil suits for the recovery of 
the penalty for non-fulfilment of export obligations from three 
other mills (Mahendra Mills, Marsden Spinning & Weaving Mills 
Ltd. and Jagatjit Cotton Textile Mills). Rn one case, (Bengal Fine 
Spinning & Weaving Mills Ltd), the authorised controller of the 
mill, which was closed in March 1970 and was taken over by the 
National Textile Corporation in 1972, is stated to have promised to 
take steps to fulfil voluntarily the balance obligation of 7.58 lakh 
yards. Another case (New Commercial Mills) is stated 
to be pending before the High Court and is, therefore, sub judice. 
A total penalty of Rs. 80 lakhs remains still to be recovered. As 
many of these cases have now been pending finalisation for very long 



periods, the Committee d a i ~  that immediate steps should 
taken to finalise them. 

-do- The Committee are  perturbed that even in cases of established 
default, Government took much time to invoke and enforce the 
provision for the levy of penalty in the bonds executed by the 
defaulting parties. For instance, in the case of Marsden Spinning 
& Weaving Mills Co. Ltd., the export obligation was to be dis- 
charged in a period of five years commencing from 1 April 1961. 
Its actual export performance, as against the obligation of 128.29 
lakhs yards, was reported to be only 22.92 lakh yards; even for 
this figure, there is no documentary evidence. Yet, the demand 
notice for the  recovery of penalty of Rs. 10.53 lakhs was issued 
only on 27 May 1969, after three years of the lapse. Seven more 
years have elapsed since then and the decision to file a civil suit 
for the recovery of the penalty is yet to be implemented. Again, 
in the case of New Commercial Mills, though the exIjort obligation, 
valued a t  Rs. 32.77 lakhs, was to be discharged by December 1966, 
demand notice for the payment of penalty for not having effected 
any exports, was issued nearly four years later. Similarly, in the 
case of Kishanchand & Co., though the imported machinery had 
been commissioned in October 1967, and though i t  was also known 
to Government, 'soon after' the installation of the machinery, that 
the imported machinery was not capable of producing 'exportable 
quality cloth', notice for the  penalty of Rs. 2 lakhs was issued some 
seven years later, in September 1974. In respect of Mahendra Mills 
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and Jagatjit Cotton Textile Mills, notices for the recovery of 
penalties of Rs. 33.53 lakhs and Rs. 21.56 lakhs had been issued 
respectively on 28 February, 1970 and 13 July, 1971 and a decision 
tu fiie civil suits against the mills was taken only in 1975. 

8 I $72 Commerce The Committee have, in this connection, been told of an official 
decision that before resorting to legal action n e c w a j l y  involving 
expenditure of money and time, a period of no more than two to 
three years would be allowed to the defaulting mills to fulfil their 
export obligation. While the Committee might concede that there 
is some justification for this decision, they note that this dwisbn 

+ 

was taken only recently in November 1974 after a review of the 
pending cases. This implies that prior to 1974, the action taken in 
this regard had been inadequate. The Commerce Secretary con- 
cedes that when a party is apparently incapable of performing his 
obligation there is no point in waiting indefinitely. The Committee 
would, therefore, require the reasons for the delay in issuing 
demand notices and in initiating legal proceedings, wherever called 
for, to be investigated in each case with a view to appropriate 
action. 

IIt would also appear that apart from the bonds and bank or 
personal guarantees taken from the importers of textile machinery ' 

stipulating the performance of certain export obligations, there is 
no mechanism available with Government to take effective and 



quick action against defaulters and that recourse has, thaefore, ts 
be necessarily had to legal action, in cases of default, which is 
often protracted and time-consuming. With a view to overcoming 
these legal and other difficulties, the Committee suggest that Gov- 
ernment may take a bond, against a bank guarantee, from an  appli- 
cant before granting the Licence for a sufficiently high amount and 
in such terms which would make the amount forfeitable to the 
Governmat a t  its discretion in case there is failure on the part of 
the licensed unit to faithfully discharge the obligations attached to 
the licence. 

Yet another aspect which complete attention is the lack of uni- 
formity in the undertakings obtained from the importers for the 
fulfilment of export obligations. While bank guarantees had been 2 
ob'ained in some cases, only a personal guarantee had been ob- 
tained in the cases of Marsden Spinning & Weaving Mills Ltd. and 
Arthur Imports & Exports Company. Surprisingly, in one case 
(Bengal Fine Spinning & Weaving Mills Ltd.), no export obligation 
bond was obtained at all and unless the balance obligation is ful- 
f i l ld  voluntarily, as promised by the  mills' authorised controller, 
the chances of enforcing the export obligation are uncertain. Again, 
while in ,the case of Lakshmi Ratan Cotton Mills and Mysore Spin- 
ning & Weaving Mills Ltd., discharge of the obligation on 8 
pruqata bask of the looms actually installed, had been provided 
for, an impasse has been reached in the case of Arthur Imports & 
Exports Company, where since only 2,500 spindles against the 



5,000 spindles for which licence had been issued have been import- 
ed and installed, the importers have taken the plea that they are 
not bound to fulfil their export obligation till all the 5,000 spindles 
are installed. There has, thus, been a recurring inconsistency in 
this regard which has often caused peculiar complications. The 
Committee, therefore, desire that the existing provisions for pres- 
cribing and enforcing export obligations should be reviewed in 
detail and streamlined. Clear-cut and uniform criteria which are 
enforceable should be laid down in this regard to prevent abuses. 
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The Committee, in particular, take an extremely serious  vie^ 
of the non-fulfilment of the export obligation by Arthur Impor,ts 
& Exports Company on the ground that the obligation would arise 
only after all the 5,000 spindles, for which the industrial licence 
had been issued, are installed. What is even more deplorable in 
this unsavoury episode is that even the 2,500 spindles imported by 
the firm are yet to be commissioned and the valuable foreign ex- 
change spent on ?he imports has remained unproductive. It is, 
therefore, evident that 'effective steps' have not been taken for 
well over 15 years, by the importers for establishing the industrial 
undertaking for which the licence had been issued and it is dis- 
tressing that on account of legal hurdles, Government have been 
placed in a helpless and embarrassing position. Though the c g q  



has been 'under examination' in the Commerce Ministry since 1965, 
no effective d u t i o n  has yet been found to break th'e deadlock. The 
Committee have been informed in this connection that a second 
legal opinion has now been sought and would like to know what it 
is and what  has been done. Since the Law Ministry appears to hold 
the view that an amendment to the Industries (Development & 
Regulation) Act would be necessary, the Committee desire that 
this should be examined quickly, in consultation with the Attorney 
General, and necessary action initiated. 

The reasons for the delay of over ten years for the 'examination' 
of the case by Government have also not been satisfactorily ex- 
plained. The Committee would like a more specific clarification 
and the reasons why the delay could not be avoided. Having re- 
gard to the fact that this particular firm and its associates have 
earlier come in for adverse comments repeatedly by the Public 
Accounts Committee and also by the Central Bureau of Investiga- 
tion, the Committee desire that the circumstances leading to the 
non-commissioning of the 2,500 imported spindles by the firm should 
be investigated in detail with a view to ascertaining if any mala- 
fides were involved. The Committee would await a specific report 
in this regard. 

Incidentally, the Committee's attention has been drawn to the 
refusal of Rayex India Ltd., a company floated by the Silk and 
Rayon Textiles Export Promotion Council, to lift four art-silk sizing 



machines imported about a decade ago, on its behalf, by the State 
Trading Corporation at a cost of Rs. 43.19 lakhs plus customs duties 
amounting to Rs. 11.50 lakhs. The machines which had been im- 
ported to help in the export effort in synthetic textiles have so far 
failed to fulfil the objective and the State Trading Corporation 
which had under-written the purchase has been placed in an em- 
barrassing predicament with unwanted machines on its hands on 
account of the default and dilatoriness of Rayex India Ltd. The 
Committee have been informed that legal advice has been sought 
for the recovery of the dues from the company and would like to 
know what has happened since. Early action should also be taken 

A to dispose of the machines. 

The Committee note that though the policy laid down for the 
grant of Import Replenishment Licences for Registered Exporters 
against exports made in fulfilment of export obligations imposed 
on Capital Goods Licences stipulated that no benefits would be 
available on exports made in discharge of export obligations prior 
to 1st April 1969, import licences for Rs. 5.42 crores were issued 
upto April 19'70 to exporters of cotton textiles for their exports 
made against obligations upto March 1969. I t  would, therefore, 
appear that the implementation of the policy in this regard in the 
field has been woefully defective. The Committee would like to 
know why the policy had not been implemented and whether res- 
ponsibility for the lapse has been fixed. 



The Committee learn that the incentives irregularly granted 
would be recovered and that the representations to the contrary 
received from the industry in this regard have not been entertain- 
ed. Since the amount involved in the irregular grant of incen- 
tives is large and considerable time has also already elapsed since 
these incentives were allowed incorrectly, the Committee call for ur- 
gent steps to effect recoveries on the basis of a time-bound pro- 
gramme and would like to be informed of the progress made in this 
regard so far. 

Since the policy is applicable to all industries, the Committee 
would like to be fully reassured that there has been no similar 
instance in respect of the replenishment licences granted to indus- 
tries other than textiles. Noting the statement of the Commerce 
Ministry that the decision has been enforced in all other industries, 
the Committee still feel that there is need for a detailed review of um 

all past. transactions relating to replenishment licences of Rs. 5 lakhs 
and above to industries other than textiles, with a view to ensuring 
that adequate action has, in fact been initiated in all such cases. 
The total value of the replenishment licences irregularly granted 
and the progress made in effecting recoveries should also be inti- 
mated to the Committee. 

The Committee are concerned to find that besides import reple- 
nishments incorrectly allowed on exports made against export 
obligations upto March 196!4, Government had also paid, between 
April 1968 and May 1970, about Rs. 57 lakhs out of the Consolidated 
Fund of India, to the Indian Cotton Mills Federation for payment 



of cash assistance for such exports of textiles against export obliga- 
tions upto March 1969. Though it has been contended that this 
assistance had been paid to the industry not by Government but 
by the Federation out of its export promotion fund to which contri- 
butions were made by Government, i t  has been admitted by the 
representative of the Finance Ministry during evidence that some 
of the experts which were included in the total exports for which 
cash assistance had been paid by the Federation might have been 
made by mills which had export obligations also. I t  is, therefore, 
evident that an unintended benefit which is not in accordance 
with Government's policy, has been made available to such mills. 2 
The Committee would ask Government to explore the possibility 
of recovering on a pro-rata basis, its share of the incentives irregu- 
larly allowed on exports against export obligations upto March 
1969. 

I ' 95  Commerce The various lacunae and deficiencies in the procedures evolved 
for giving effect to Government policies in regard to export. pro- 
motion, which have been discussed in the preceding paragraphs, 
bring into sharp focus the need foi. concurrent monitoring to see 
that policies were, in fact, being implemented and the desired 
results achieved at least to a reasonable extent and without loss of 
time. 



The discussion also brings out the need for yorking out 
in precise detail the various components of the policy. For 
instance, no unintended benefit should be given away, as had 
happened in the issue of import entitlement to textile units which 
were under an imperative obligation to effect the prescribed quota 
of exports when they were allowed the facility of importing 
textile machinery. 

The responsibility for correctly administering the policy should 
be clparly defined, as far as possible, so that accountability can be 
enforced in the event of a 'mala fide' or arbitrary implementation 
which results in substantial loss to the exchequer. 

The Committee feel that the data-processing machines and 
computers, already available with the Government Departments, 3 
can be put to meaningful use in administering economic policies. 
First, the information system should be such as to bring to the 
notice of Government whether the incentives including import 
entitlement, drawbacks, cash grants, etc. which are being given 
from public funds were actually achieving the  desired increase in 
exports of non-traditional products or exports to new areas, or 
whether these were being exploited by the trade and industry to 
add to their profits at  the expense of the public exchequer. 

-do- Swondly, there should be a systematic record of the obligations 
which are undertaken by the licensees who import machinery, 
equipment, etc. in order to make sure that they discharge these 
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obligations faithfully and in time. I t  should be possible to 
monitor their performance and foll*m it up systematically in order 
to make sure that either the obligations were discharged in full or 
the penalties for default were strictly enforced. 

I . IOO Commerce The Committee would also like to point out that Government 
have recently devolved the responsibility of maintenance of 
accounts, etc. on the Departments. I t  is, therefore, all the more 
necessary that the Departments should put to effective use all the 
modalities as well as the information and reporting devices that 
they can muster in order to make the units in the private sector 
particularly, the more substantial ones, realise that they have got 
to discharge faithfully the obligations imposed on them by Govern- 
ment in the larger public interest. - -- 




