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INTRODUCTION

1, the Chairman of the Public Accounts Committee, as authorised by
the Committee, do present on their behalf this Fifty-Fourth Report of the
Public Accounts Committee (Sixth Lok Sabha) on paragraph 15 of the
Report of the Comptroller und Auditor General of India for the year
1974.75, Union Government (Civil), Revenue Receipts, Volume [, Indirect
Taxes relating to Customs Receipts.

2. The Report of the Comptroller and Auditor General of India for
the year 1974-75, Union Government (Civil), Revenue Receipts, Volume
I, Indirect Taxes was laid on the Table of the House on 14 May, 1976.
The Public Accounts Committee (1976-77) examined this paragraph at
their sittings held on 23rd and 24th December, 1976, but could not finalise
this Report on account of dissolution of the Lok Sabha on 18 January,
1977. The Public Accounts Committee (1977-78) considered and fina-
lised this Report at their sitting held on 6 December, 1977 based on the
evidence taken and further written information furnished by the Ministry
of Finance (Department of Revenue). The Minutes of the sittings form
Part T1* of the Report.

3. A statement containing main conclusions/recommendations of the
Committee is appended to this Report.  For facility of reference these
have been printed in thick type in the body of the Report.

4. The Committee place on record their appreciation of the Commend-
able work done by the Chairman and Members of the Public Accounts
Committee (1976-77) in taking evidence and obtaining information for
this Report.

5. The Committee also place on record their appreciation of the assist-
ance rendered to them in the examination of the Audit Report by the Com-
troller and Auditor General of India.

6. The Committee would also like to express their thanks to the officers
of the Ministry of Finance (Department of Revenue) for the cooperation
extended by them in giving information to the Committee.

NEw DeLHI; C. M. STEPHEN,
December 9, 1977, Chalrman,
I;;Ft-l-hayana 18, 1899(S). Public Accounts Committee.

SNot printed. (One cvelostyled ropy 1aid on the Table of the House and
five copies placed in the Parliament Litrary).

(v



REPORT

BELAY IN DISPOSAL OF SEIZED DIAMONDS, PRECIOUS STONES
AND SEMI-PRECIOUS STONES ETC.

Audit Paragraph

1.1. In September, 1966 the Government of India issued orders that
eonfiscated rough and uncut diamonds for disposal should be sold in auction
by the Department to the holders of incentive licences. In December,
1972, the Government of India further decided that cut and polished dia-
monds and precious and semi-precious stones should also be sold in auc-
tion or by sealed tenders at the discretion of the Department.

1.2. The seized diamonds, precious/semi-precious stones etc. are stored
m a strong room of the Customs Warchouse pending disposal. A review
(May, 1975) of the Warehouse icgisters of 4 major Custom House, for
the years 1959 to 1973, revealed that diamonds, precious/semi-precious
stones ctc. seized during the period from 1959 to 1973 were lying in the
Warehouse undisposed of (August, 1975) in 76 cases, although disposal
orders had been passed by the competent authorities in many cases. The
total value recorded in the register in respect of 31 cases amounted tc Rs.
57,91,556. 1In the remaining 45 cases neither the value nor the exact des-
cription of the precious stones were indicated.

1.3. The Ministry have stated that the disposal of diamonds could not
be taken up since 1970 as the available staff was utilised for the disposal
of bulk consignments like textiles and electronic goods. The total value
of diamonds and semi-precious and precious stones lying undisposed of,
excluding ‘a few cases where the value particulars are not available’ is
given as Rs, 1,08,77,888 by the Ministry. They have added that now the
disposal of diamonds has been taken up on priority basis and cfforts are
being made to dispose of all cases upto 1971.

[Paragraph 15 of the Report of the Comptroller and Auditor
General of India, Union Governmen: (Civil), Vol
V—Indirect Taxesl.

1.4. This paragraph points out the delay in disposal of diamonds, pre-
cious and semi-precious stones, seized during the period from 1959 to 1973
in Bombay Customs House. It also brings into focus the failure on the
part of the Department to ensure prompt disposal of the goods despite the
existence of instructions in regard to the manner of disposal. The goods
seized and not disposed of. fall under the categories: (i) Rough and uncut
and (ii) cut and polished. TIn respect of the former the instructions of
September, 1966, stipulate sale bv auction to holders of licences, To ex-
pedite the disposal, the Custom Officers were permitted in November, 1968.
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to accept bids which are about 10 per cent less than the estimated c.if.
prices. In respect of the latter, instructions were issued in April, 1968,
to have them disposed of by the Handicrafts Handlooms Export Corpora-
tion in foreign countries at prices not lower than the fair prices fixed by the
Collectors. These instructions were superseded in December, 1972 when
they were ordered to be sold in the internal market by auction. Again in
January, 1973, Collectors were empowered to sell them by sealed tenders
also. Despite all this no auction of the goods has been made after 1968,
An auction proposed in 1974 was also not held.

1.5. The Committee wanted to know the reasons for the non-disposal
of diamonds etc. from 1959 to 1973. The Additional Secretary, Depart-
ment of Revenue and Banking. has stated during evidence: —

“We are very sorry that the delay has occurred. T do not want (o
defend something which cannot be defended. 1In the case of
diamonds and precious stones. there was a delay in disposal
and sale of confiscated goods. but one redeeming feature ‘is
that there has been no loss or theft because of this delay.”

1.6. Explaining further the factors which contributed to this delay. the
Chairman. Central Board of Fxcise and Customs, has stated: —

“Sir, it is my duty to be frank with you. There has beca u special
aspect with regard to the sale of diamonds. Two of our very
senior officers got charge-shected because in u particular auc-
tion. the value realised was not what should have been realised,
even though the valuation had been done by the export values.
On account of that, therc har been an inbuilt inhibition to
touch diamond auctions. Anybody who knew that he had to
auction diamond« felt-hesitant. 1 am telling vou facts.”

1.7. In regard to the particular auction referred to, the Department of
Revenue and Banking have furnished in writing the following information
about the diamonds auctioned. the value rcalised in the auction and that

determined bv experts:—

*It has been reported by the Collector, Customs, Bombay that re-
cords as to the details of the diamonds auctioned and value
reahised and the value determined by the experts are not avail-
able as the matter pertainy to the early Gifties. However, from
the information available with the Department, it may he
stated that in a letter addressed to the Finance Ministry in
1953, a complaint was made that the quantity of diamonds
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seized by the Customs had been apprised at a low value and
sold on 31-5-1953 for Rs. 14,000, although three hours later
the same diamonds were sold in the bazar for no loss a sum
than Rs. 72,000. Similarly; their weight had been estimated
at 230 carats whereas their correct weight was about 100
carats more.”

1.8. Giving details about the oflicials responsible for the default aad
the action taken against them, the Department of Revenue and Banking
have stated in writing as under:—

“The officials involved in the case were two Assistant Collectors,
namely, Shri M. Ramachandran and Shri R. C. Misra and two
non-gazetted officers in the Bombay Custom House.

The Government ordered proceedings against the officers.
After conducting an oral enquiry into the matter as laid down
in the CCS(CCA) Rules, the Government imposed penalty of
reduction in rank for a period of two years on the two gazetted
officers. While Shri Ramachandran was reduced from the
Senior Scale Assistant Collector’s rank to the Junior Scale,
Shri Misra was reduced to the rank of Principal Appraiscr
from the rank of Assistany Collector (Junior Scale).”

1.9. The Committee desired to know whether it was because of lack
of staff that the diamonds and precious stones could not be sold in time.
‘The Chairman, Central Board of Excise and Customs, has ieplied during
evidence :— 'f

“It is true that over the years, smuggling had been increasing. It
is a fact that the staff augmentation seldom keeps pace with
the staff rquirements. It takes quite some time. In the
meantime, it is the duty of the Collector, Customs, to deploy
his existing staff on matters which are more important to him.
When a person has pot less staff, he would not like to relax on
seizures: he would like to do that as much as possible. If
something hag already been confiscated and there is going to be
some delay in its disposal, it is not going to do as much damage
as if he were not to seize. Therefore, much greater attention
had been paid to seizures and even in regard to disposals. much
greater attention was paid to goods which were likely to de-
teriorate.”
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1.10. At the instance of the Committee, the Department of Revaue
and Banking have furnished a written note explaining the requirements of
staff and the difficulties in positioning the staff which led to the delays ia
disposal of diamonds: —

“Only 6 posts of Preventive Officers for bandling the disposal and
looking after the seized goods have been sanctioned. The
earlier sanctioned strength did not provide for these items of
work. Since the sanctioned staff was not adequate to cope up
with the increase in work relating to custody and disposal of
seized/confiscated goods, and due to the increase in number of
seizures after 1971, the Custom House had to divert 30 pre-
ventive officers and 3 Inspectors from General Preventive
duties in the Docks and Bunders for handling the disposal of
seized/confiscated goods.”

1.11. The Committee wanted to Anow the latest stock position of dia-
monds and precious stones, etc, in the custody of Customs at varicus ports,
The Additional Secretary. Ministry of Revenue und Banking, has stated
during evidence:—

“The total pending in the Bombay Customs House, as in Japuary,
1976 is Rs. 1,05,19.684 worth of diamonds and Rs. 29,95,572
worth of precious stones and semi-precious goods, the total
being Rs. 1.35,15.256/- ..As on 8th December, 1976, the
balance of diamonds is Rs. 31.11.023 and that of precious and
semi-precious stones is Rs. 11.87,071. So, the toral has been
reduced from Rs. 1.35.15,256 to Rs. 42,98,094. The difler-
ence has been disposed of during the last eleven months...In
Madras Customs House. on 1-1-1976 the total value of dia-
monds in custody was Rs, 3.19.169 and of precious and semi-
precious stones was Rs. 16.10.798, the total amounting to
Rs. 19,38.967. As on 16th December, 1976, the total of both
these is only Rs. 7.37,964, out of which diamonds are Rs.
1.83,563 and precious stones Rs. 5.54.01, Calcutta Customs
House: as on 1-1-1976, diamonds were Rs. 2.41,127 and pre-
cious stones and semi-precious stones Rs. 2,29,000, thus mak-
ing a total of Rs. 470,127. According to the latest figures, as
on 21st December, the diamonds were reduced to Rs. 2,338
from Rs. 2.41,127 and precious stones and semi-precious
stones were Rs. 1,37,100, thus making a total of Rs.

1,39,438.”
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1.12, The Committee wanted to know whether any time limit had been
prescribed for the disposal of the confiscated goods. The Chairtnan, Cen-
tral Board of Excise and Customs, has stated during evidence:—

“Instructions to all our officers are very clear that they shall be
judged by the results they produce. I am quite sure within the
next few months we will be able to sell most of the stocks
which are there. The rate at which we are disposing of is
quite encouraging. I do expect that within the course of next
few months, may be six months or nine months, we may be
able to clear most of the arrears.”

1.13. In a written note, the Department of Revenue and Banking have
furnished the following information showing the stocks of diamonds both
cut and polished, and uncut and rough diamonds and precious and semi-
precious stones as on 1-1-1977. disposal between 1-1-1977 and 31-5-77
and pendency as on 31-5-1977:—
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1.14. The Committee wanted to know the methodology adopted for
the disposal of diamonds, etc, The Additional Secretary, Department of
Revenue and Banking, has stated during evidence:——

“The method of sale in the casc of diamonds and precious stones
is by tender or by auction.”

1.15. The Committee desired to know whether the disposal was also
made by privatc negotiation. The witness has replied:—

“In Mudras Customs House, in 1974, they sold to the Tirupati Devas-
thanam for Rs. 76,899, by negotiation.”

1.16. Asked whether private negotiation was permissible under the law,
the witness has replied: —

“When they sold in 1974 to the Devasthanam, they must have got
the tenders for it. Whether they resorted to further negotia-
tions later on. I do not know. ... . There is no law on the
point; these are all executive instructions that the sale should
be by tender or public auction. I would check up about this
particular case as to how it was done or if they got special
permission and would let you know."

1.17. At the instance of the Committee, the Department of Revenuc
ind Banking, have furnished in writing the following details of the diamonds
:0ld to Tirupathi Devasthanam in 1974 through negotiation:—

“The sale was made at the best market price ascertained by the
Custom House uccording to the usual procedure. The dia-
monds were first valued by the Departmental expert (Apprai-
ser ), secondly by the represestative of the Diamond Merchants’
Association, and thirdly by an independent diamond Merchant.
The above operations were carried out in the presence of
Assistant Collector (Disposals) and the highest of these values
was fixed as the sale price.

The sale effected to Thirupathi Devasthanam was thus at the high-
est pricc as arrived at in the above manner. The amount rea-
lised cannot. therefore, be expected to be less than the com-
petitive price prevailing in the market, since the price adopted
has been the highest one estimated by threc different agencics,
valued independently. It may also be mentioned that the book
value of the diamonds in question noted at the time of seizure
was stated to be Rs. 38,900 while their sale price rcalised
was Rs. 76,899.”
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1.18. The Committee pointed out that if there was some private arrange=
ment in regard to sale of diamond, it had to be justified by reference to
some proviso in the rule. The Chairman, Central Board of Excise and
-Customs, has replied during evidence:—

“Whatever gencral instructions are issued, they are issued in the
case of diamonds with the specific approval of the Minister
and if there is any specific request from a particular type of
institution—I am not talking of an individual—the approval
to depart from anything is also taken from the Minister.”

1.19. In a written note, the Department of Revenue and Banking have
furnished the following information in regard to the total sale by tender
and by public auction made during 1974-75 and 1975-76:—

Namecof the (fustom Houn e 197475 1975-76
e e —_ - _1;;-.. By__ - o - o —
tender acution tender aucrinn
i GO, Mabe . .. 3.24,570° 8o
2 C.C., Calcutta . .. 6.32,870 00
3 C.C’., Bombay . . . 4.27,202° 06

There has been no sale in other Custom Houses/Central Excise
Collectorats during 1974-75 and 1975-76."

1.20. Adding further in regard to departure from any of the two methods
-of sale either by tender or auction, the Department of Revenue and Bank-
ing have intimated as under:—

“There was a departure from these two methods, namely, direct
sale of the cut and polished diamonds was made by the Madras
Custom House to the Tirupathi Devasthanam. The Tirupathi
Devasthanam approached the Ministry with a request for the
purchase of the cut and polished diamonds for decorating the
Diety. Since a large stock of diamonds were available with
Madras Custom House and with a view to dispose of the dia-
monds, the Custom House was directed to sell the diamonds
to Tirupathi Devasthanam at the best imternal market price.
Accordingly the Custom House sold diamonds valued at
Rs. 76,899 to the Tirupathi Devasthanam. Excepting this,
there has been no case of deviation from the prescribed proce-
dure during the above period viz. 1974-75 and 1975-76."
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1.21. Asked to state the methodology by which the public was inform-
ed about the sale of diamonds, etc., the Additional Secretary, Central
Board of Excise and Customs, has stated during cvidence:—

“The sale. either by tenders or by auction, is appropriately advertis-
ed; and notices are sent to the concerned associations for
participating in the tender or auction. as the casc may be.
The public are allowed to come and sec them. They are exhi-
bited in the Customs House itself. The information whether
the sale is by tenders or auction, is alsv advertised in the
Press.™

1.22. Explaining the dctails about sale of diamonds, the Depurtment
of Revenue and Banking have intimated in writing as under:—

“The rough and uncui diamonds arc sold either by auction or by
tender at c.if. price after charging duty at the prevailing rate
and debiting the import licences issued for rough und uncut
diamonds. S

Cut and polished diamonds are sold in the internal market at the
best price either by auction or by sealed tenders. The Bombay
Custom House, however, evolved a procedure for the disposal
of the cut and polished diamonds for export by inviting sealed
tenders.

After valuation and arranging the lots the sale list/catelogue is
printed by the auctioneer if the sale is by auction or by the
Custom House if the sale i< by tenders. Particulars like the
type of stones i.e. whether diamonds, precious and semi-preci-
ous stones, cut and polished or rough and uncut. with weight,
number of pieces etc. arc given in the Cataloguc/Sale List.
The goods are allowed inspection by thc prospective bhuyers.
The date and the period for inspection as well as the date
of auction and of receciving the sealed tender are published in
the advertisement through the Directorate of Audio Visual
Publicity. Ministry of Information and Broadcasting, New
Dethi. If the prices offered in the tenders or at the time of
auction is above the reserve price, the offers/hids are accepted.™

1.23. In regard to the safeguards provided to avoid substitution of the
displayed items, the Department of Revenue and Banking have state in
writing thus:—

“The display of the diamonds is invariably done under the direct
supervision of either the Assistant Collector or Superintendent
of Customs (Preventive) assisted by jewellery appraiser and
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sufficient number of preventive officers. The inspection is
allowed in a well closed and secure room of the Custom House.
Armed safeguards are also provided. Both at the time of taking
from the strong roox to the inspection room, and back are
. escorted by the armed guards. Inspection is allowed to the
parties in sr @ll batches not exceeding two to three persons.
Each lot is opened by the Jewellery appraiser and passed on
inturn to the parties. No fresh lot is shown for inspection
unless the previous lot is returned to the jewellery appraiser
and all the pieces are accounted for and handed over to the
disposal officer for safe custody. In view of the precautions
and close surveillance maintained by the officials, the possi-
bility for substitution of the items is sought to be eliminated.”

1.24. The Department of Revenue and Banking have intimated in writ- .
ing the names of the Associations to whom the advertisements for the sale.
©of Diamonds are sent for participation in the tender or auction, as the
case may be, Collectorate-wise, which are given below:—

Name of the Custom House/Collectorate Name of the Associations
1 2
Chistoy House, Bombav | . » 1. Jewellers Association. Johri Barar,
' Jaipur.

2. All India Jewellery Association 19-E,
Connaught Place, New Delhi.-;

Calcutta Johri Mandal,38-BartallaStreet :
Calcutta-7,

4. Madras Jewellers and Diamord Mer-
chants’ Association, 1112 Car. St,
Netaji Subhash Bose L.ane, Madras.

5. Bombay Precious Stones  Fxporters
Association, Vasavda Vad, Jawabar
Road, Bombay.

6 Bangalore Jewellers Associaticn, Nag-
arth Peth. Bangal-re-2.

9. The Bombay Damond Merchsnts As-
sociaticn, grd Dhanii St., Bombay-3.

8. The Pecarl Importers and Exporter
Association, 80, A/B  Sheikh Memon
Street, Bombay-2.

9. The Precious Stone Importers and
Exporters Assoclation, 29, Gun&kuk
Chambers, 187-18, Mumbadevi Road,
Bombay-2.

3130 Ls—2.
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1 2
Custom House, Calcutta . . « Jewellers’ Association, 38-Burtolla Streei,
Calcutta.
Custom House, Madras . . . Diamond Jewellers' Association. Madras'
Jaipur, Bombay/DelhijTiruchi/ Coimba-
tore/ Madurai.
Central Excise 1. President Jewellery Association A-F
collectorate Delbi Connaught Place, New Dclhi-

2, The Secrctar, Glass Brads & Chart.
tons  Merchants  Assoeiation,  414.
Sadar Bazar, Delhi.

3. The Secretary, Jewellers Asscciation,
Johri Bazar, Jaipur.

[ S - r— —

1.25. Asked as to why the copies of the advertisements were sent to
associations, the Chairman, Central Board of Excise and Customs, has
replied: —

“The idea of sending copies of the advertisements and intimating
the associations of the concerned trade was merely to give
greater publicity to the fact that a tender was being invited.
Most of these are rough uncut diamonds and the public at large
is not interested in this. The public will be interested only in
cut and polished diamonds and precious stones. It is really the
dealers who are interested in rough diamonds. If you give
the advertisements in the papers, only some dealers will read
it, whereas if you send a copy to the association, it will circu-
late it to all the dealers. So. there will be greater competition
in the auction.”

1.26. In regard to the apprehension about the dealers and merchants
joining hands and offering low prices at the auctions. the Chairman, Cen-
tral Board of Excise and Customs, has replied: —

“In so far as the buyers forming a combine or a ring in an auction
is concerned, that possibility cannot be ruled out. The only
way to check is to have a proper valuation before the auction.
and that is what we do.”

1,27. The Committee wanted to know about the possibilities of the
export of seized diamonds. The Chairman, Central Board of Excise and
Customs, has replied during evidence:—

“This question was very much in our minds. The Handicrafts
Corporation could not seel it. We asked the National Mineral
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Development Corporation and they said that they have no
expertise. _ Then we approached the Handicrafts Export Cor-
poration. The experience there also is that in the course of
three years they could sell only 3 couple of diamonds. Now

auctions are being held with the condition that it is only for
export.”

1.28, The Committee wanted to know whether there was any proposal
to dispose of cut diamonds through National Mineral Development Corpo-
ration. The Additional Secretary, Department of Revenue and Banking,
has stated:—

“So far as cut and polished diamonds are concerned we have re-
quested the National Mineral Development Corporation to
come forward with a scheme if they have any so that they
can export this stock which lies with the Customs House, The
offer is still open to them. It has not been withdrawn. If
they have expertise they can do.”

Seizures

1.29, The Committee desired the details of seizures of diamonds, pre-
cious stones and semi-precious stones during the years 1966-67 to 1975-76
and their disposal Collctorate-wise (including Central Excise Collectorates).
On the basis of the information received from the Department of Revenue
and Banking, three statements showing the seizures and particulars of dis-
posal separately in respect of diamonds, precious stones and semi-precious
stones are annexed as Appendices I, I and IIL

1.30. The statements reveal that out of 245 cases of seizures of dia-
monds, 90 were released, 85 confiscated and 70 were pending adjudication.
Out of 304 cases of precious stones, 238 were released, 45 confiscated and
21 were pending adjudication. Out of 171 cases of semi-precious stones,
64 were released, 87 confiscated and 20 were pending adjudication.

1.31. From the information received from the Department of Revenue
and Banking, it was also noticed that the valuation of diamonds and semi-
precious stones in a number of cases in the various Collectorate was on
the low side. The details of such cases are contained in Appendices IV
and V.

1.32, The Committee wanted to know the difference in the price of
rough and cut diamonds. The™ Chairman, Central Board of Excise and
Customs, has stated during evidence:—

“There is an enormous difference. I am afraid I cannot tell you
exactly whether there is any sort of generality in prices with
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regard to roughs, but all that I know of is that the prices can-
not be described as per carat so much. It will be very diffi-
cult to say so.”

1.33. Giving detailed reasons for the variations in valuation of dia-
monds etc., the Department of Revenue and Banking have intimated in a

written note thus:— ‘ ’

*(a) Factors such as colour, clarity, cleanliness, size and type of
cut etc. determinc the value of diamonds and precious stones,’
as such the value could differ on account of these factors.

(b) The value arrived at by one expert is likely to differ to some
extent from the value appraised by another expert. Moreover
in many cases as considerable period elapses between the date
of seizure and the date of disposul of the goods, the goods are
not valued by the same experts on two occasions and therefore,
the value estimated at the time of disposal of goods differs
from the value ascertained at the time of seizure.

(¢) The valuation in the case of goods scized while being smuggled
into the country is done under section 14 of the Customs Act, -
1962 whereas thc value for the same goods at the time of
disposal is fixed with reference to the prevailing market price.
At the time of disposal the valuation is also done by an in-
dependent valuer as well as the trade representative in addi-
tion to the valuation of the experts attached to the respective
Custom Houses whereas the valuation at the time of seizure .
is done by the Jewellery Appraiser alone.

(d) The value at the time of seizure also differs from the value
at the time of disposal because of the fluctuations in the mar-
ket rate for the particular commodity.”

1.34. When asked about the steps taken to avoid such variations, the
Department of Revenue and Banking have stated in a written note that:—

‘With a view to reduce the variation in value to the minimum the
Department is exploring the possibility of centralising the sale
of the precious and semi-precious stones and diamonds both
cut and polished and rough and uncut at certain specified
Custom Houses.”
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1.35. The Committee wanted to know the qualifications and salary pres-
cribed for the post of a Valuer. The Chairman, Central Board of Excise
and Customs, has replied:—

“They are jewellery experts whom we recruit through the UPSC.
The UPSC go into their qualifications, how long they are in the
trade and so on and select the best available people..... They
must be a diploma-holder in Gemology.”

1.36. About the persons working in the Bombay Custom House for
the valuation of diamonds, the Department of Revenue and Banking have
in a written note intimated that:— ‘

“There are six persnos who are expericnced in valuation of dia-
monds. Their names, qualifications and experience for the
purpose are given below:—

8. No. Name of Appraiscr Qualification for the: purpose.
1 2 3
1 Shri H.C. Jain, Expert Appraiser in  Experienced in evaluation of diamonds
Jewellery . . . . . from the year 1965 in Custom House.

Hence an cxperienced of about 12
vears.  Prior to Joining the service
as a Jewcllery Expert A.Q., assisted
in one of the leading firms, in the
field of manufacturing, sorting and
valuation.

2 Shri S, B Bapat lixpert Appraiser in  Wurked as Examiner in Jewellery Scee
: Jewellery . . . tionfor 4 yearsinrespect of identifica.
tion and weighment of diamonds,

precivus  and semi-precious stones,

From 1972 working as Ecport Apprai.
ser (Jewcllery) in Custom  House
which ipvolves valuation of Dija.
monds Passed  the ?rehmmcr)

- Examination of the Gemmologica]
Institute of Great Britain in 1975
and intends to complete the Diploma
Counse soon,

Shri Alim Akhtar Expert Appraiser in  Worked as examiner in the Postal
3 JeweBery e p ' . Jewellery - Section  (2A.8) from
‘ 1972 to 1976 mvolvmg the work of
identifieatiod  ‘and  weighment of
diamonds, | © precious  stones etc.
appointed in August, |q7i ashJewell-
lety Expert ‘Appaaiser which invol-
esthework of valyationofdiamonds,
bcmdes othcr p:f-uous stones.
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1 e 3
4 Shri G. Bhaskaran . . . Worked as Examiner in Jewellery Sec-
tion of the Custom House bom 1972
i | to 1975 which involved the job of

identification and weighment of
Diamonds, precious stones, etc.
Working as Jewellery Appraiser from
May, 1975in the Custom House which
involved  va'uation of diamonds,
besides orher precious stones. Passed
the Fiist Year Preliminary Examina-
tion of Gemmological Institute of
Greag Britain in 1975. Intends to com-
plete the F.G.I. (London) Diploma
soon,

8. ShriS. A, Sachdeo . . . . Worked as Examiner in Jewellery
Section of Custom Hovse and P.AS
for 2 1/2 years. Work involved the
job of weighment, identification of
previous stones and diamonds. Wor-
ked as Jewellery Appraiser in P.A.S.
for about g years, which invovled
the evaluation of diamonds and
precious stones.

6. Shei R. 8. Joshi Expert Appraiser in  B. Com/Jewellery Fxpert. He was
Jewellery . . . . . aEpomtcd as direct recruit Jewellery
xpert Appraiser on 81-8-1G68.

1.37. Asked whether the jewellery experts did only the valuation of

diamonds and precious stones or other kinds of jobs also, the witness has
added: —

“They do valuation of diamonds and precious stones. But whea
they do not have enough work, we might divert them to other
jobs. But no valuation of diamonds and precious stones is
done by other people.”

1.38. To a question irf regard to the procedure for the fixation of fair
sale price of diamonds and other precious stones, the Department of Reve-
nue and Banking have intimated in a written note, as under:—

“Diamonds, precious/semi-precious stones are valued by a panel
consisting of expert jewellery appraisers after enquiries. They
are also valued by reference to an independent valuer ap-
pointed by the Custom House as well as by a panel of trade
experts consisting of the representatives from the respective
associations, namely, Diamond Merchants’ Assoclation, the
Precious Stones Imports and Exports Association etc. The
valuation of the expert jewellery appraiser is accepted provid-
ed it is not less than the other valuations. In the latter case
the highest of these valuations is taken.”
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1.39. The Committee wanted to know whether the valuation of dia-
monds etc. made at the time of seizure was accurate to ensure that thero
was no loss in value at the time of disposal. The Chairman, Ceatral
Board of Excise and Customs, has replied during evidence;—

“Over a period of time, these prices have been going up. There
may be very rare cases where the old valuation may have
gone wrong..... There are experts on the job who value
these things. They are reputed jewellery experts. 1 can as-
sure you and the honourable Committee on this point.”

1,40, The Committee referred to the seizure made in Jaipur Collecto-
rate on 4 October, 1969 and asked how 172 carats were valued for
Rs. 1615 which works to less than Rs. 10 per carat. The Joint Secretary,
Ministry of Commerce, has stated:—

“Rough diamonds would be Rs. 200 per carat. A gem will not be
less than 200 rupees even in 1971, If it is industrial qauilty
it can be even Rs. 2 a carat. That is used for drills and other
things. If it is gem quality I would be surprised if it is avail-
able for Rs. 10 only.”

1.41. The Committee pointed out to the case from Shillong Collecto-
rate where 134 pieces were confiscated on 29 December, 1972 and valued
for Rs, 2919. They wanted to know why were the same disposed of on
6 April, 1973 for Rs. 1315 which was less than half of the price valued
at the time of seizure.  The Chairman. Central Board of Excise and
Customs, has replied—

“It is obvious that the valuation at the time of seizure was wrong.”

1.42. Explaining the position further, the witness has stated:—

“There is valuation done at the time of seizure. That is more with
a view to avoiding substitution etc. Unless we put a value
at the time of seizure, there is a possibility of substitution of
the goods. Therefore, we put the value at that time. But
when it is ripe for sale. we have it revalued so that we should
know what it is likely to fetch at current prices. ... Normally
we do not sell it below that price.”

1.43. The Committee wanted to know as to why low valued precious
and semi-precious stones were seized when seizures involved lot of legal
processes. The Chairman, Central Board of Excise and Customs has
stated:—

“Normally many a time when you raid the premises if you find

something petty and yet it is liable to confiscation, some
officers would not feel like leaving.”
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- 1.44. Asked whether the cut, uncut, industrial or’ gem ‘quality are classr—
fied in the seized documents, the witness has replied:—

-

“When the seizure is made, the packet is npened and weighed and
then kept there. T do not know whether on the records they
write whether it is industrial or. not industrial. Some people
may be doing it others may not be.”

145, Adding further in this connection, the witness has stated—

“We will straightway tell our Collectorates that in future at least
they must not club together the industrial diamonds and the
other items. They should give the figures for cut and other

varieties separately so that if and when you nced the figures.
we can give them separatcly.”

1.46. The Committce wanted to know the criteria adopted for the
release and confiscation of the diamonds etc. seized by Customs authorities.

The Chairman, Central Board of Excise and Customs has replicd during
evidence:—

“These are not nccessarily cases of what is in the process of coming
from outside. 1In those cases. normally there cannot be much
doubt because if a person has brought something from ubroad
cither he has got an import licence or he does not have. But
the doubt arises mostly in the casc of scizures within the
country. We get some information that shop ABC is deal-
ing with smuggled stones, and we go and raid the premises of
that shop. We examine their account books and examine all
other details, and if we find that everything is satisfactorily
explained, then it is alright. but if we find that evervthing is

not satisfactorily explained, then there will be a case for-
confiscation.”

1.47. Asked if it did not amount to harassment when releases were made
in the majority of the cases of seizures, the witness has stated:

“I am personally of the opinion that, if a high percentage of goods
is getting released after seizures, this is bad administration
because it means that either the seizures was not justified in a
large percentage of cases in which case it causes harassment

or that there might have been something wrong in ordering
release.”
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- 1,48, The Committee wanted to know whether the releases of 64,238

- and 90 cases of diamonds, precious stones and ‘semi-stones respectively out

of 171, 304 and 245 cases of seizures in the various Central Excise/Custom

. Collectorates were not suggestive of excercise by authorities of their discre-

tionary powers for the benefits of the dealers. The Chairman, Central
~Board of Excise and Customs, has stated:— '

“I would be very much perturbed if a large percentage of seizures
were to be released later, because it means that either the
discretionary powers of the quasi-judicial officers has been
wrongly exercised or that the discretionary power with the
seizing officer hus been wrongly exercised. It might have been
that the scizing itself was wrong and I would be more inclined
to believe that, because the seizing is donc by the lower officer.
and it is there the mistake lies. It may be a case of over-
enthusiasm or misplaced enthusiasm to show large figures of
seizures. The lower officer may have seized certain things
which the senior adjudicating officer, when he looked into the
matter, would have found was not a case where there was
ground for confiscation. There can, of course, be cases where
even after an adjudicating officer has ordered confiscation, the
appellate authority  which is higher than the adjudicating
officer, might come to the conclusion ‘no, there is not enough
evidence’. But, I dare say. most of these cases could probably
be at the first stage. Quite frankly, I was rather concerned
that such a high percentage of these goods were getting
relcased.”

Stock Verification

1.49, The Committee desired to  know the procedure followed for
the verification of the stocks in custody. The Additional Secretary,
Department of Revenue and Banking, has stated during evidence:—

“There is an Assistant Collector in full charge of all the confiscated
goods including precious items and he does periodical check-
ing‘"

1.50. Explaining the position further, the Department of Revenue and
Banking have in g written note intimated as under:—

“The stock of sealed packets are verified by the Assistant Collector
in Madras and Calcutta, and by the Superintendent of Customs
(Preventive) specially posted for stock-taking at the Bombay
Custom House. Stock taking is done once in a year at
Bombay and Calcutta, and once in six months at Madras.”
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1.51. When enquired about the safeguards provided to ensure the
elimination of the chances of substitution of diamonds etc., after seizure,
the Department of Revenue and Banking have stated in writing thus:—

“The packets containing seized diamonds and precious stones are
kept in the warchouse with their seals in tact. The sealed
packets are not normally opened, unless so required by the
officer for inspection at the time of adjudication. Whenever
the sealed packets are required to be opened, the seals of the
rspective officrs are again affixed before depositing back in
the Strong Room. All such operations are suitably endorsed
against the relative entry in the  Strong Room register.
Further. in order to safeguard against the possibility of subs-
titution. the Bombay Custom House has laid down the proce-
dure requiring the custodian to verify the contents of the
packages with reference to the Panchname before accepting
the goods from the seizing officer. No substitution of
precious|semi-precious stones has so far been reported.”

1.52. The Committee wanted to know the procedure for the safe
custody and maintenance of the record of the confiscated diamonds. The
Additional Secretary, Department of Revenue and Banking, has stated
during evidence:—

“Diamonds like any other precious material which is confiscated,
are kept in a strong room in the Customs House in the
charge of a Special Officer and there is probably a record
kept.”

1.53. When asked who was the incharge of the records and what was
his status. the witness has added—

“He is the Custodian of the Customs House and he is, 1 think, of
the rank of an Inspector.”

1.54. Giving information about the rank of the Officer incharge of
the Strong Room and whether any security was obtained from him, the
Department of Revenue and Banking have intimated in a written note
thus:—

“One Senior Grade Preventive Officer is in charge of the Strong
Room, under the direct supervison of Superintendent of
Custom (Preventive).

In Calcutta and Madras Custom Houses, a fidelity gurantee for an
amount of Rs. 10,000/« is executed by the Officer. In
Bombay Custom House, no security has been obtained from
the officer.”
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Smuggling

1.55. The Committee wanted to know the motive behind the smuggl-

ing of diamonds in India. The Additional Secretary Department of
Revenue and Banking has stated:—

“It may be done to arrange for certain funds abroad, so that they
can be used for further smuggling back to India.”

1.56. When enquired about the action taken to stop or reduce the
smuggling of diamonds, the witness has replied:—

“The anti-smuggling measures are common. There is nothing
particular about diamonds. So far as names of smugglers
who have been caught are concerncd, we can supply them
to the Committee after finding out from the various places.
If the case is serious, the people are proceeded against not
only under the Customs Act but also under COFEPOSA.
None of the smugglers would be left at liberty. It is because
of all these stringent measures that smuggling has come down.”

1.57. Supplementing further, the Department of Revenue and Banking
have intimated in a written note as under:—

“The main steps taken by the Department to counteract smuggling
of diamonds are the creation of Special Cell in most of the
major Customs Houses/Central Excise Collectorates for
gathering intelligence regarding smuggling of diamonds. The
bagguge of the suspect persons is being screened more thoro-
ughly and even their persons searched to detect concealment
of diamonds. Raids/searches have been intensified to un-
earth smuggled diamonds and preventive measures have been
tightened up. In some cases persons concerned in smuggling
of diamonds have been arrested and prosecuted and some of
them were also detained under the provisions of COFEPOSA
Act, which have served as a deterrent to a very great extent.”

1.58. In regard to the type of smuggling of diamonds etc. indulged in
and the incentive for such smuggling, the Department of Revenue and
Banking have stated in writing as under:—

“(i) Cases of smuggling of diamonds which have come to the notice
of the Department recently are generally those of attempted
export of diamonds out of the country. In some of the cases
of seizures of diamonds, such attempted export was resorted
to by air Passengers by concealment either on person or in
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the baggage. Air passage is normally availed of for quick
transport, ‘

(i) It appears that one of the motives/incentive for smuggling of
diamonds out of India could be convenient transfer of assets
out of India, which could be utilised for the purposes of
financing foreign trips, smuggling activities and for the
purpose of Hawals payments.”

_ 1.59, The Committee wanted to know whether the internal demand
was met by smuggling. The Chairman, Central Board of Excise and
Customs has stated:—

“On the smugglers’ list diamond is not a high priority item, for the
simple reason that it is difficuilt to dispose it of. Gold is
something which any person will purchase because it has
refinery markings and biscuits are salcable anywhere.”

1.60. Elucidating the sourccs through which internal demand is met,
the witness has added:—

“It is mostly the floating stock of diamond which is being re-used
..Our assessment is this. Some part of the replenish-
ment licences are used for internal consumption. Some part

is provided by Panna mines.”

Import of Rough Diamonds

1.61, The Committee desired to know the places wherefrom the rongh
diamonds were imported by India. The Joint Secretary, Ministry of
Commerce has replied during evidence:—

“We do not import from primary sources. We import either
from the selling organisation in London or from the free
market in Belgium. Open purchases from the European
market, and from the Central Selling Organisation are to the
extent of 70 per cent. 80 per cent of the world rough
diamond trade is controlled by Diamond Trading Company
which has its Head Office in London. It has its sight holders
all over.”

Asked whether the licences were issued for import from a particular
country, tthe witness has replied:—

“We issue import licences only for import from any general cur-
rency area. I havé worked out on the basis of data that 80
per cent of the roughs are ultimately from the Diamond
Trading Company. . :
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1.62. On being asked what type of diamonds were allowed for import,
the witness has added:—

“We are allowed to import rough stones on the condition that
these will be polished for export.”

1.63. At the instance of 'the Committee, the Ministry of Commérce:’
have furnished the following information in writing regarding the total -
imports and percentage of imports of diamonds made by the Indians from
the DTC from 1969-70 to 1975-76:—

Figures in Rs. lakhs

Total Imports v, shar:-
imports from of
DTC DTC
1969-70 . . . . . . . . . 212531 3+ 60 o0 16,
1970-71 . . . . . o . . 18gor 70 11156 59,
1971-72 . . . . . . . . . 200658  1oy3- 71 3559,
19773 . . © o+« ... 3504775 209560 5y 1
1973-74 - : . . . . . - . 66uzr1y 2500070 38-4",
197475 - -+ - ... 447897 157560 359‘?«,,
197596 . . . . . . . . . 530309 3391°92  61'6",

1.64. The Ministry of Commerce have also furnished in a written note
the following break-up regarding imports of diamonds made during the
year 1975-76 country-wise and value-wise:—

1975-76
Valuein Rs, lakhs

Belgium . . . . . . . . . . . 1012: 87

Brazil . . . . . . . . . . . 71°01
Congo . . . . . . . . . . . 064
‘Ghana . . . . . . . . . . . 357°32
Guiana . . . . . . . . . . . . 39 48
‘Guyana . . . . . . . . . . . 692
Hong Kong . . . . . . . . . . o's2
Lebanon . . . . . . . . . . . o 67

Israe! . . . . . . . . . . . 8-58



Ivory Coast
Sicraleone .
Switzerland
Tantania .
U.X.
U.S.A,
Unknown .
Vepezuela .
Otbery

Value in Rs, Lakhs
397+ 60
. . . 1561
046
. . . 432° 71

. . . 2172° 23

1750

32:97

. . . ‘ . . . . 21-48
' . . . . . . . 761407
. 437

'5393.:"00

s m———

1.65. In ragard to the sources other than Diamond Trading Company
for the supply of rough diamonds and the difference in price paid to
D.T.C. vis-a-vis other open market people, the Ministry of Commerce
bave intimated, in a written note, as under:—

“Those rough diamonds which are imported from sources other

The

than the DTC. that is from the open market of London and
Antwerp, to a considerable extent could be traced ultimately
to the DTC. The suppliers in London and Antwerp market
receive DTC sights of rough diamonds which are disposed of
to Indian buyers. A very small fraction of the diamonds
purchased by the Indian importers would be from non-DTC
sources. During 1969-70 initially the DTC had only 13
approved Indian importers on their list. The number has
gradually increased and presently there are about 53 sight-
holders in India.

primary sources of rough diamonds in the World are Africa.
Angola, Botswana, Central African Republic, Ghana Guinea.
Ivory Coast, Lesotho. Liberia. Sicrra lLeone, South Africa
Republyic of: premier mine, Other De Beers C. South West
Africa Territory of Tanzania, Zaire, Other areas; Brazil
Guyana, India, Indonesia, USSR. Venezuela, UK., USA and
1srael.

All these countries are primary producers of rough diamonds but

they have their own Selling Organisations and market through
them. Most of these countries traditionally sell their pro-



ducts through the Central Selling Organisation (CSO) in Lon-
don of which DTC is a part. It is DTC Loadon which con-

trols more than 85 per cent of the diamond production in
the world,

The rough diamond marketed by the Diamond Trading Company

- are standardised while the goods coming from other sources
are not standardised. DTC goods are graded as per colour,
size, quality, degree of imperfections, etc. It is, therefore,
possible to compare the prices of a particular type of DTC
rough diamond from one year to another. The rough
diamonds from other sources cover a wide range. These
could be goods coming to Antwerp and London market direc-
tly from Ghana, Bwangi, Central Africa, Venezuela or from
stock piles of USA. These could also be rejections of the
manufactures of Antwerp and Israel. Non-DTC goods are
quite often also from the DTC supplies to sight holders in
Antwerp and are ultimately DTC goods. It is our view con-
firmed by both Gem and Jewellery Export Promotion Council
and the MMTC that comparison of prices between goods offer-
ed by DTC and goods on sale in the open market can NOT
be made.”

1.66. The Committee wanted to know whether the Diamond Trading
Company was dictating its own terms to India in regard to the quantity
of the diamonds supplied by them. The Secretary, Ministry of Commerce.
bus stated during evidence:—

“This dates back to the history when the Diamond Trading Com-
pany, along with some other companies who have got diamond
mines, formed a kind of cartel in the sense that they control
a very large number of diamond mines—they control 85 per
cent of all the diamond production in the world. They get
all the diamonds that these mines are mining and sort them
out and put them in different kinds of packages and then
release them according to their own policies at various times
in the vear. These are called 'sights’ and they invite only
‘sight-holders’ to come and sec the stufl. These sights are so
difficult to get that people run after them; not only India but
other countries also run after them—and it has come to the
position of almost a monopoly. But since India has emerged
in a big way as a country which cuts and polishes diamonds.
the DTS is itself very careful of the fact that India is one of
the countries which is buying a very large number of diamonds
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and if it.were to find some .other sources of diimohds and not
depend on them, a lot of their market may be lost, and theit
~attitude has somewhat softened. Previously, the- number of
sight-holders in India used to be less but they have,now in-
creased the number of sight-holders. I don’t know the actual
number. but it is round about 45.”

~ 1.67. The Committee desired to know whether the import of diamonds
from Diamond Trading Company were made at a higher price as compared

to imports from other sources. The Joint Secretary, Ministry of Commerce
has replied;—

“The Diamond Trading Company has given in one year 11 sights
wherc selected people were allowed to purchase rough dia-
monds. Apart trom it, there is some trading through subsidiaries
and trading from diamonds released to the sight-holders.
Releases of the rough diamonds by that company are of the
highest quality. and valued by most of the importers. Roughs
obtained by the DTS sight-holders or DTC roughs obtained in
the Antwerp/London market are supposed to be of a high
quality. An importer gets the DTC roughs at the going piices.
Secondly, the total trade in rough diamonds is controlled by
this company. or the central selling organisation of this company
and its associates. [t regulates the prices of these diamonds.
Unlike some precious stones. the prices of various kinds of
rough diamonds in u particular year would be morc or less
similar in this, or that particular market. This is the achieve-
ment of this monopolist company, because it decides upon a
pricing policy. Its releases into the market account for 80 per
cent of rough diamonds available, It more or less stabilizes the
prices. Tt even plans the price of the polished diamond.”

1.68. Asked whether Diamond Trading Company was a world monopoly
concern, the witness has replied in the affirmative.

1.69. When enquired as to who these sight-holders were, the witness
has replied—

“These are exporters. There is an export obligation on the import
of rough diamonds.”

1.70. On being asked further whether there were no other companies
in the world, the witness has explained:—

“DTC has arrangements with almost all the major diamond-produc-
ing areas, including Russia cither for selling o miging. T do not
say that there are no other primary auctions, Ghana docs
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auction independently. 2 or 3 countries are not fully in the grip
of DTC. The polished diamond market is not in their hands, but
in rough diamonds they are well entrenched. The alternatives
for purchase of diamond of that company, or their diamonds in
the Antwerp market, is to go to the primary markets and pur-
chase rough diamonds. Some of the countries having diamond

mines have annual auctions. And we can go and purchase
there,”

1.71. When asked whether this company had any branch office in India,
the witness has replied:—

“They don't have it; not yet...... DTC does not have a legal agency
here up till now.”

1.72. Elucidating the position further about this Company, the witness
has stated:—

“Every six months the Diamond Trading Company sends a delega-
tion. They have one meeting with us. They meet the jewellers
and distributors on the diamond side. Up till now Government
have not authorised the DTC to open a branch here.”

1.73. The Committee desired to know the nature of discussion the
Government had with the delegation of the company, the Joint Secretary,
Ministry of Commerce, has stated: —

“We discuss with them only three things.....the average price, the
volume of imports allowed to India and the price policy.”

1.74. Asked if the volume of imports was also prescribed by them, the
witness has replied:—

“The DTC can increase or decrease the number of sight-holders,
which affects our tota! imports.”

1.75. Explaining further the scope of discussion, the witness has explain-
ed:—

“Government does not come into the picture as to whom they select
for the sights. They have got their own method. They have
selected 44 persons to whom they have given the sights at the
price which they decided centrally in London in the London
sales office.  For instance, last year they increased the prices
unduly. We asked them why they are increasing the prices.
Then we ask them why they are not increasing the volume of
imports 1o India. These arc the issues which are discussed
with DTC. My authority with the DTC is abolutely zero.

3130 LS—3
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It is a formal kind of dialogue. 1t is not at all negotiation.
DTC does not do negotiation. ... We make certain suggestions.
Sometimes they agree, sometxmes they do not agree. What 1
wish to make clear is that twice a year we have a formal
dialogue with them. It is unrelated to the marketing activity.
As to how much they will give, they decide aboslutely on their
own.”

1.76. Elucidating the position further in this regard, the Ministry of
Commerce have, in a written note, intimated as under:—

*Government in November 1973 agreed to have half yearly discus-
sions with the representatives of Diamond Trading Company
London. In all, four discussions have taken place. These were
on 21st March, 1974, 19th November, 1974, 17th April, 1975
and 22nd April, 1976. The matters dlscussed at each such
meeting have been the following:—

(i) DTC—sales of rough diamonds to world markets with special
reference to India.

(ii) Activities of Central Selling Organisation in Africa and else-
where. (This concerns production of rough diamonds).

(iii) Government’s assessment of the Indian diamond market, rough
and polished, and MMTC’s activities,

(iv) Diamond advertising by DTC.

It may be categorically stated that while DTC have becen informing
the Government about the size uf the sights and the changes
in pricing policy, there were no negotiations with DTC cither
on the volume of import of rough diamonds or their prices.
These decisions are taken by the Diamond Trading Comparny
entirely on its own applications to their sight-holders in all
countries.

Such discussions were agreed to be held as DTC enjoys a near
monopoly in the sale of rough diamonds. Our contact with
DTC carlier had becn through the sight holders in India only.
It was felt that periodical discussions would inform us better
about the policy of DTC. It was also felt that the require-
ments of the Indian diamond industry could also be conveyed
to the DTC through such discussions.

It may also be clarified that DTC delegations visited India fer their
own survey and assessment of the diamond trade and took an
opportunity to call on the Ministry of Commerce for these
discussions.

No discussions have taken place after April, 1976.”
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1.77. The Ministry of Cominetcg have furnished a list of the names of
the Indian Sight-Holders which is annexed at Appendix VI,

1.78. Explaining the coatrol of Government on the sight-holders, the
Ministry of Commerce have stated, in a written note, thus:—

“The control of the Government on the sight holders is in a number
of ways, It is for the Government to issue import advance
licences to the DTC sight holders. These licences are all for a
specific value and a period of 4 months is stipulated. These
licences are issued on the condition that the re-export should
take place within a period of 4 months from the date of the
issue of the advance licence and this condition is supported by
a Jegal undertaking or bank guarantee. Government keeps regu-
lar watch towards fulfilment of the export obligation of the
advance licences issued by the CCI&E to the DTC sighi holders.
It may be mentioned that in view of the large valuc of the
sight, the holders can import DTC goods only if sufficient bank
advance is made available to them. This availability is also
controlled by the export policy of the Government,”

1.79. In regard to the measures taken to couamteract the monopoly of
D.T.C., the Minsiry of Commerce have stated in writing as unde: (—-

“The Diamond Trading Company, London controls mu:e than 85
per cent of the rough diamonds trade in the world. All the
leading producing countries market their products through the
DTC. Even the USSR is committed to sell its rooch diamonds
through the DTC.

Government through the MMTC has all along been t:ying to go to
the primary sources to procure rough diamond requirements
but has not been able to make any progress so fur. There are
various problems conneccted with such procurcments from any
primary sources, Generally the goods sold in our open auction
by the producing countries are in a mixed lot containing an
appreciable quantity of rejects and industrial varicty rough dia-
monds there is hardly any market in the country itsclf and
there are problems in marketing them abroad. It is only the gem
variety diamonds which after cutting and polishing can be sold
in overseas markets, Since an overwhelming risk is involved in
going for an open auction purchases, the Indian buyers are very
shy to associate themselves with such ventures. The rough dia-
monds supplied by the DTC are considered by the Indian cut-
ters and polishers safe and profitable.

Government tried to negotiate with the USSR which is the second
largest producer of rouch diamonds. But they turned down our
-
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request for including rough diamonds in trade plan or on sale
against foreign exchange. However, an attempt is being made to
send an official delegation to Tanzania with a view to exploring
possibilities of obtaining rough diamond supplies from there.”

1.80. The Committee wanted to know whether alternative sources were
explored for the import of diamonds, The Joint Secretary, Miunistry of Com-
merce, has stated;e—

“We have twice to my knowledge, perhaps even more number of
times, in the past tried to move the Soviet Union for the import
of rough. Up till now, they have not agreed. Similar attempts
were made by Ghana, Zaire and other countries for collabo-
rating at some level to get rough diamonds.”

1.81. Asked about the results achieved in regard to purchase of diamonds
from African countries, the Secretary, Ministry of Commerce, has replied:—

“I do not think we have succeeded as yet. We are sending our dele-
gation from here to Zaire and Tanzania, the African countriss.
We hope to get better results out of it.”

1.82, Subsequently in a written note, the Ministry of Commerce have
intimated as under:—

“The countries like Angola, Mozambique etc. have informed through
our missions that they are not keen for such a visit from India.
Tanzanian Government has shown keen interest and a delega-
tion will shortly be leaving.”

1.83. Asked if the DTC was trying to beat down Ghana and other coun-
tries, the Joint Secretary, Ministry of Commerce, has replied:—

"Up till now the hold of the DTC on the rough market, not polished
material, is completely absolute. In African couatries they are
financing equity loans. Their mining interests cover most of the
major diamond producing countries, like South Africa.”

1.84. The Committee wanted to know whether sufficient supplics of
rough diamonds were available to meet the requirements of the diamond
cottage industry. The Secretary, Ministry of Commerce has stated during
evidence:—

“It is true that, probably, at one time we were receiving sufficient
supplies. But today I would rather make bold to say that we
can use much more from other sources than what we are getting
from the DTC through the sight-holders.”



31

1.85. Asked about the efforts made to tap other sources for the import
of diamonds, the witness has added:— '

“The import of diamond is not restricted only to sight holders. It
has now been made open to all diamond importers who want
to get into this business. They get diamonds not only from the
DTC, through their sight holders, but also from London,
Europe and other markets where these rough diamonds are sold
openly. ...... We are certainly on our feet to find out other
sources from which rough diamonds could be imported. We
have been trying to ask the Russians to give their diamonds.
They have got the diamond mines also.”

1.86. On an enquiry as to why the Diamond Trading Company was not
being asked to meet our entire requirement, the witness has stated:

“You are very right in saying that we should tell them to increase
their supplies to us and that the sight-holders should get more.
But, naturally, that will mean that we become entirely depen-
dent on them for our requirements, whereas we are not entirely

dependent on them now but are encouraging a lot of other people
toc come into the market.”

1.87. The Committee wanted to know if the Government had any pro-
posal to increase the import of roughs in this country besides that allowed
as replenishment. The Secretary, Ministry of Commerce, has replied:—

“It is certainly a major policy objective to add to the import of
rough diamonds in this country so that more and more people
are engaged in this industry, It is being allowed as an import
replenishment. It is also being allowed in the shape of advance
licences. People who want to get into the trade can ask for
advance licence, and it is given very freely.”

1.88. Explaining the position about import of rough diamonds, the

Chairman, Central Board of Excise and Customs. has stated during
evidence:—

“In this trade you get the replenishment. Import of rough diamond
is allowed only on the basis of export of cut and polished
diamond. The importer and exporter is the same person.”

1.89. The Committee wanted to know whether certain foreign concerns
had offered prices which were more favourable than those of Diamond
Trading Company, The Joint Secretary, Ministry of Commerce, has stated:—

“There have never been such offers. Government is not the pur-
chaser. Everybody is free to purchase wherever he likes. Import
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licence holders are free to purchase either from QTC or any
other agency. Government does not come into the picture. As
a rule, I am not aware of any offer made to Government or
brought to the notice of Government of goods at a price cheaper
than DTC which we may not have accepted. I would be very
glad to have such offers. We are always short of roughs, We
are always in the market for other goods.

1.90. The Committee wanted to know whether the Diamond Trading
Company was black-listed in Ghana and other countries. The Secretary,
Ministry of Commerce, has replied:—

“We have no information about Ghana; we can check up on that.”

1.91. The Ministry of Commerce have, in a written note, stated the
factual position as under:—

“Regarding Diamond Trading Company Limited (DTC) and its
trade relations in Ghana and other neighbouring countries, our
mission in Accra has replied as follows:

‘Of countries covered by this Mission, Ghana, Libcria and Sierra
Leone export diamonds. 1n Ghana sales are handled by
Diamond Marketing Corporation, Understand informally from
latter that they have no dealing with London firm. About
specific black-listing, information not forthcoming.’

As regards Sierra Leona and Liberia, Indian Mission in Accra has
reported that the Diamond Trading Company of London is not
in existence in Sierra Leone, However, their associates Dia-
mond Corporation West Africa Limited are operating there as
exclusive buyers of Diamonds for a period of 20 vears.”

1.92. Asked to state whether the profits earned by Diamond Trading
Company on sales through sight-holders were assessed to incomc tax in
India, the Chairman, Central Board of Excise and Customs, has stated in
evidence:—

“If DTC is a foreign company and doing business abroad, we cannot
assess them. If a business-man outside i.e. in U.K. or Japan or
America is selling something to a person in India, we cannot
go and tax that person on that account.”

1.93. Explaining the position that obtained in this conncction, the
Director (Receipt Audit), has stated:

“If a foreigner has a business transaction without any business estab-
lishment, but through an Indian, that Indian is treated as the
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agent of the foreigner in respect of the profits that accrye to the
foreigner from the transaction. In this case, 40 or 50 persons
are designated as sight-holders on behalf of the DTC. These
sight-holders distribute diamonds to the vatious registered
holders. Therefore any profit accruing ta the forgign son-resident
company is assessable, treating any or all of them as assessees.
Under the provisions of the Income-tax Act, they are assessable,”

194 The Committee wanted to know whether the London Star Com-
pany of Bombay had any links with or was the subsidiary of Diamond
Trading Company. The Secretary, Ministry of Commerce, has replied:—

“The London Star Company operating in Bombay is, of course, an
Indian company. There is another, London Star Company,
operating in London which, I am told, is one of the agents or
subsidiaries, or may be, one of the quota holdzrs of DTC. But
on these matters, I would not venture specific immediate reply
because these require to be gome into.”

1.95. Stating the factual position about this Company, the Ministry of
Commerce have stated, in a written note, as under.—

“M/s. London Star Diamond Co. (India) Private Limited is a sight-
holder of the Diamond Trading Company, London.  They
are not agent or subsidiary or an associate of the DTC.

They are in no way connected with the personnel managing DTC.

Star Diamond Co. Ltd. London (and not Londoan Star Co., London)
holds 2580 shares of Rs. 100/- each in M'’s. London Star
Diamond Co. (India) Pvt. Ltd. This equit participation
has the approval of thc competent authority in India and
necessary reports and returns in this regard are being submit-
ted by them to Reserve Bank of India.”

1.96. The Committee wanted to know the name and status of the parson
who fixed appointments on behalf of the D.T.C. The Joint Secretary, Minis-
try of Commerce, has stated: —

“His name is Genl. Virendra Singh. He fixes the appointment on
behalf of the D.T.C. for the D.T.C. delegation to meet me.
I do not know the further role of the gentleman.”

1.97. Asked whether he was an accredited representative of Diamond
Trading Co., the witness has clarifled:—

“The gentleman is not a representative of the Diamond Trading Co.”
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" 1.98. On an enquiry as to whether Genl. Virendra Singh could be relies
upon without any status, the witness has added:—

“I don’t have to rely on Genl. Virendra Singh. There is no dialogue
or negotiation with him. The dialogue or negotiations or talks
are with the Diamond Trading Co. representative, as and when
they came.”

1.99. Giving further details about General Virendra Singh, the Minisiry
of Commerce have stated as under in a written note:—

“Maj. Gen. Virendra Singh (Retd.) in so far the Ministry is aware,
is the representative of the Central Selling Organisation, London
(DTC is a part of it), He is the only individual who did any
liaison work on behalf of the DTC with the Ministry of Com-
merce.

As his title suggests he is a retired senior Army Officer. We are not
aware of his other antecedents. The Ministry of Commerce is
not directly concerned with him or with the activities of the DTC
are in India for their business dealing with the Indian DTC
Sight-holders they also seek permission to visit the Ministry for
discussion of the common trade problems. The Ministry of
Commerce had no occasion to find out the frequency of Maj.
Gen. Virendra Singh’s visits to London.”

1.100. The Committee wanted to know whether there was any informa-
tion available with the Director General of Revenue Intelligence in respect
of General Virendra Singh who worked for Diamond Trading Company.
The Member (Customs) has replied:—

“Whemmner there is anything in record with the Director General with
regard to this gentleman, it is only by reference to the records
I might say that. As I said, from memory I cannot say anything.
But this could be conveyed to the DG.”

1.101. In a written note, the Department of Revenue and Banking have
intimated that the Directorate General of Revenue Intelligence has not re-
ported anv concrete evidence against General Virendra Singh.

1.102. The Committee wanted to know whether Genral Virndra Singh
had accompanied any of the delegations which had gone to various foreign
countries for jewellery export promotion. The Sécretary, Ministry of Com-
merce, has replied:— '

“Tt is difficult for us to say; he was not nominated in any of our
delegations and so he could not; he is not an exporter, Whether
he accompanied some of them in some other guise in some
plare, we would not know.”
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1.103. Asked whether any Government representative was there in any:
of these delegations, the witness has replied:—

“I shall check up; as far as my knowledge goes, there was no gov-.
ernment representative on any of those delegations.”

1.104. Stating the detailed position about the composition of such dele~

gations, the Ministry of Commerce, have, in a written note, stated as
follows:—

“A Sales cum Study Team consisting of two members of the
Diamonds panels of the Gem and Jewellery Export Promotion
Council visited UK. and Belgium. Another team consisting
of 4 members from the trade and sponsored by the Gem and
Jewellery Export Promotion Council visited U.S.A., Canada
and Venezuela during 1976. Earlier during April 1972, a five
member delegation from all the panels of the trade was sent to

the US.A,, UK, Switzerland, Holland, Italy, France, West
Germany and Belgium.

In all these teams, there was no representative of the Government.”

1.105. The Committee wanted to know the details about the achieve-
ments of the delegation which was sent to Ghana for purchase of diamonds.
The Commercial Manager, NM.D.C., has stated:—

“The delegation was sent headed by the then Chairman, NM.D.C.,
Nothing really materialised in Ghana because Belgian intcrests
were there and they were not prepared to sell their diamonds
tc NMDC or Government of India. Ghana had just formed
the Diamond Marketing Corporation of Ghana. There was a
memorandum of understanding which was entered into by
which they were willing to consider the NMDC’s candidature
as a licensed buying agents some of whom were Jewish and
they were representing the Jewish interests in the diamond
trade. NMDC's interests were, if we could get the diamonds
either by tender or by negotiation, we would be able to supply
them to the Indian trade. Lot of resistence was felt there. So
we entered into this memorandum of understanding. There
are auctions held three or four times in a year. The goods
consist of all sorts of diamonds. There are industrial diamonds
ranging in size from big pieces to extremely small dust which

are not useful for India. The entire package is offered for
sale.”

1.106. Asked how the other countries were able to operate profitably
in Ghana, the witness has stated:—

“They are operating in Europe and they have got connections with
industrial diamonds traders etc.  Foreign buyers in Ghana have



connections with industrial diamonds users and they are able
to dispose of to the best advantags,” ., .1 .

1.107. Asked to state the further efforts made to make purchase of
diamonds from Ghans, the witness bas added:—

“In August, 1970, they invited us to participate in a sale in Ghana
and a delegation went there.  On it there were valuation
officers....They evaluated them and we were working in
close connection with our High Commission Office there.
They bought the diamond at 42 sh. per ct. and the entire quan-
tity of 200,000 ct. were put on sale in India. Thereafter, the
Commerce Ministry introduced the system of issue of release
orders. Canalisation at that time was started with 10 per cent
of purchases. The NMDC offered the diamonds for sale to the
release order holders. But, even after 14 to 15 months. we
could sell only a few lakhs or worth of the diamonds. The
reason given by the trade was that all these diamonds were not
acceptable to them. So, what we could sell in India we sold
and the rest was exported with the permission of Government.
We had to re-export them. In that process we recouped the
entire foreign exchange which had been spent on the deal.

But in view of the time of over sixteen to seventeen months being
taken, interest calculations were notionally made on the
diamonds that had been bought j.e. on the capital blocked. We
lost a total of Rs. 5 lakhs roughly as interest on capital.”

1.108. On an enquiry about of NMDC after that experiment, the wit-
ness has replied: —

“It was decided that the import trade in diamonds would be
transferred to MMTC and the NMDC confined themseives
only to sale of its own Panna diamonds. The imported
diamond was made over to MMTC.”

1.109. The role of NMDC in regard to the import of rough diamonds
to meet the demands of canalisation also came in for criticism by the Com-
mittee on Public Undertakings who in para 7.37 of its 37th Report (5th
Lok Sabha) had observed as under:—

“The Committee are not able to understand the rationale of cana-
lising the import of rough diamonds through the NMDC who
are primarily concerned with exploration and development of
minerals. The Compittee are also distressed to note that
before appointing the NMDC as the canalising agency for
import trade, Government have not issued specific guidclines
in regard to the particular quality of rough diamonds to be
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imported keeping in view the diamonds of trade and require-
ments of the country but simply left the matter entirely in the
bands of the Corporation with the result that the transaction
has not only ended in a loss of Rs. 5.16 lakhs but the specific
objective with which this task was undertaken was not fulfilled.
The Committee would strongly urge that the entire deal should

be thoroughly investigated and responsibility for such lapses
fixed...... ”

1.110. In their Action Taken Note, the Ministry of Commerce stated
{4th January 1975) that “Government had decided to constitute a Com-
mittee to investigate into the whole deal relating to the import of rough
diamonds which had resulted in the loss of Rs. 5.16 lakhs and the fixation

of responsibility for lapses, as recommended by the Committee on Public
Undertakings.”

1.111. The Committee wanted to know whether the purchases from

Ghana were stopped due to pressure of Diamond Trading Company. The
Secretary, Ministry of Commerce, has stated: —

“I do not know whether there i3 amy pressurisation. But cartelisa-
tion is so obvious that there might have been some pressure
build up...... NMDC explained that there was some kind
of pressure felt then. I think that with that kind of relation
that we have now with the African countries, we should be
able to get over this problem.”

1.112, The Committee wanted to know why the NMDC could not sell

the diamonds imported by them. The Commercial Manager, NMDC, has
stated: —

“We had oursclves satisfied that the gem portion of the diamond
would be by and large useful in India and they were actually
being imported through the intermediaries in London and
Belgium. But when we brought them there was an organised
resistance to the public sector undertakings being inducted in
the importation of diamonds and we had difficulty to sell in
six months, We sold those to some extent. Despite our
efforts, they used to come with the Release Order that the
quality is not of an acceptable order or the price is not accep-
table. Therec was an organized resistance to a public sector
undertaking entering into the field and getting experience in
trading activities.”

1.113. Asked about the efforts made to overcome the resistance from
the traders, the witness has stated: —

“On the next occasion when we wanted to go to Ghana we made an
arrangement with a foreign collaborator by which the diamonds
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would be assorted abroad—particularly the industrial diamonds
which could not be used in India. The point was that we
would bring into India only the diamonds which can be useful
immediately, and that we could complete the sales in few
months and repeatedly go to Ghana and bring them, We had
no occasion to operate it, because by that time the import
of Industrial diamonds was transferred to another organiza-
tion; and these details were made available to the MMTC.”

1.114, On an enquiry as to how the domestic demands of industrial

diamonds was met by imports, the Secretary, Ministry of Commerce, has
stated:—

“The factual position is that the industrial diamonds are allowed
to be imported by various kinds of actual users, e.g., cutting
tool manufacturers. There is a policy which allows them to
import industrial diramonds, not natural but synthetic diamonds
and metal strips in all forms, including diamond strips and
power. They are being imported. T understand, by quite a
large number of people who use them for the manufacture of
metal cutting tools.”

1.115. In regard to the demand of industrial diamonds met through
indigenous production, the Commercial Manager, NMDC, has explained:—

“Roughly about 20 per cent of the production of Panna, or 5000
to 6000 carats per year is of industrial quality. India’s domes-
tic requirement is much more than that. But we have no
difficulty in marketing them. A scheme for the expansion of
the Panna diamond project has been submitted to government
and is receiving their attention—so that we can treble the
production from 20,000 carats to 60,000 carats. Industrial
diamonds would be 20 per cent of this 60,000 cts..”

1.116. The Committee wanted to know the value of import licences
issued to actual users during the last two years. The Export Commissioner,
Office of the Chief Controller of Imports and Exports, has stated:—

“The actual users need some quality of diamonds, mainly industrial
diamonds for cutting tools, drills etc. Their main requirement
is of industrial diamonds, synthetic diamonds and metal-clad
diamonds. We were advised early last year by the DGTD that
the industry needs a very small quantity of gem variety of
diamonds. In January 1975, we permitted import of gem
vanety of diamonds on a restricted basis to the actual users to
the extent of 5 per cent of their licences.”
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1.117. The Committee wanted to know the role played by MMTC in
the import of diamon€ls. The Secretary, Ministry of Commerce, has stated
during evidence:—

“The MMTC imports 20 per cent of the requirement of diamonds.
We have been trying to see that the MMTC imports more.
They are actually importing more from other sources. The
development of expertise in getting its diamonds needs from
primary sources, { must say, is not there with the MMTC, But
the MMTC has been securing its diamond requirement from
various markets.”

1.118. Asked if the Government had any policy to expand the activities
of the MMTC, the witness has replied: —

“Government have been watching the situation, and I think, it is too
early or 00 premature for us to say anything. If they succeed
in some kind of a contract for direct purchase with some
African countries and for which we are trying I think. our
efforts to bring the MMTC in a bigger way will succeed.”

1.119. The Committee desired to know as to why the importers prefer-
red the Diamond Trading Company and its subsidiaries rather than depend
on the MMTC for the import of their requirement. The Secretary,
Ministry of Commerce, has replied: —

“The intention of the Government was to see that the MMTC got
into the business of diamonds and therefore it was made in-
cumbent on them to bring in 20 per cent of the roughs into
the country. Then, again, the general psychological reaction
of the trade is that this is a kind of canalisation and that partly
explains their apathy or allergic reaction to this arrangement,
The MMTC, of course, has not been able to give them such
credit terms as probably some other people are prepared to
gve.’l

1.120. Asked if our traders were having close links with the traders
abroad who were represented predominantly by Diamond Trading Com-
pany the witness has clarifigd: —

“There are certain parties who are known to give their roughs on
deferred credit terms. Whether there is some kind of link or
Jiasion would not be known to us because it is difficult to find
out from this end. But there is no doubt that certain financial
terms offered to them are better than what the MMTC would
like to offer—viz. cash and carry basis.”
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1.121, When asked whether any investigations were made in ragard to
the supply of roughs by Western capitalists to our traders, the witress has

stated:—

“We have done a preliminary study and have sent it to the Depart-

ment of Customs who will be able to carry on further with it.

Our investigations did not reveal too mueh about this, but we

have just a suspicion that probably everything is not in order.

- 1.122. At the instance of the Committee, the Ministry of Commerce
have sent the following note in writing in regard to the study made about
the diamond trade:—

“Ministry of Commerce had prepared two studies regarding the

diamond trade. These were largely to examine whether there
are grounds to presume that there is a considerable inflow of
rough diamonds through unofficial channels.

In the first paper it was brought out that on certain assumptions of

The

productivity per worker and on some assumptions regarding
the break down of the total export trade between different
types of cuts the exports of 1974-75 would be accounted by
employment of 69.340 workers. 1If the actual number  of
workers were very much larger than this figurc therc could be
a presumption :hat official trade was supplemented by un-
official trade was. There has been no census of the actual
workers in the diamond trade though some estimates, put the
figure at over one lakh persons. It was decided as a result to
confirm the strength of workers in the diamend trade. Such a
study is now being ordered.

profitability of the unofficial diamond trade vis-a-vis official
trade was also examined specially with reference to import dutv
and other costs. Here the conclusion was that the superior pro-
fit of smruggling depended upon the added value (value of the
polished over the value of the rough diamond) and the
difference between the black market rate of the dollar and
official rate.

In the second paper, an attempt was made to estimate the total

supply of Indian type of makeables made by the DTC both in
India and in other markets. The idea was that if the total
relcases of Indian makeables in the world market by the DTC
were larger than the official imports of Indian makeables than
there was some ground to presume that the balance of the Indian
makeables would be coming to India through unofficial sources.
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The presumption being that it would be ultimately economic to
bave the Indian makeable type of rough diamonds polished only
in India. In this study we found that according to the uncon-
firmed information given by some sources there were seven
companies in Antwerp which were owned by Indians who
receive Indian makeable sites in Antwerp. Further the owners
of these companies had also related companies in India.

It was not possible officially to obtain the details and values of sights
given by the DTC of Indian makeables to such parties in Ant-
werp. Our conclusion, however, was that only a portion of the
Indian makeables released in the Antwerp market came to India
through the official channels. The crucial questions here were:
(a) the details of the sites of Indian goods in Antwerp released
by the DTC and (b) the value of official exports to India of
such goods by those sight-holders. The Department of Revenue
Intelligence did not have such information.

In the meanwhile, due to the strong actions taken against smuggling
by the Government during the emergency the difference between
the black market rate of the dollar was narrowed down, This
would by itself remove the special premium on doing the
business through unofficial channels.

It may be clarified that both the studies were not on the basis of
definite information and were in the nature of speculations
based on the best assumptions available. They also relied on
information supplied by individuals which could not be con-
firmed from the official statistics.

Export of Diamonds

1.123. The Committee wanted to know as to why the export price
realisation by India. On diamonds was less than compared to other
countries like Israel and Belgium. The Joint Secretary, Ministry of Com-
merce, has stated during evidence:—

“It is unfair to comnare the realisation of polised Indian markables
to the price realised by Israel and Belgium; they cut only
sawables and that i§ very much bigger than the one which is
brought here and polished. In India. we make only makeables
and the average realisation presently is Rs. 1050 per carat,
while we do not deal in the larger type of stones which are
cut in Tsrael and Belgium. To compare realisation of make-
ables against sawables would be a wrong thing to do. The
total diamond realisation from mines consists of various
grades. You have industrial diamonds, small size and
bigger size. m.lleos, fractures etc. The Indian expertise is to
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cut the smalls and the makeables. In 1975, the market of make"
ables was better than that of sawables. The rough of the

sawables is more costly. The valug added for both would,
however, be of the same order.” N

1.124. The Committee learnt from Audit that there was 160 per cent
increase in the average import price compared to disproportionate increase
of only 84 per cent in the export price of diamonds during the year 1971-
74 and wanted to know the reasons for this disparity. The Joint Secretary,
Ministry of Commerce, has replied: —

“The Indian export is based on the import of roughs. The volume
of trade depends on the import that can be arranged. As far
as the value of the roughs is concerned, both are controlled by
one Company. The diamond rough trade in the international
market is completely regulated; there are no ups and downs.
If prices of roughs are higher, the prices of the makeables are
also higher. 1t is true that there has been an increase in the
rough diamond price. but it means that there has been increase
in the price of polished ones also. The added value is going
up continuously.  Indian industry is not backward. We
specialise in cutting very small size of diamonds in single and
double cut. The Indian industry does not operate in bigger
sizes of diamonds; that is highly mechanised. It is done in
devcloped countries like Israel and Beigium. Because of their
labour cost, they are not able to make makeables. The total
sawable cut is a very small proportion of our trade. We
specialise on working of size makeables and mellees. I would
say that the polishing of makeables has become more profit-
able in 1974 than before. The average price of Indian make-
ables was 1050 per carat; today the price is betwen Rs, 1250
and Rs. 1500 per carat.” -

1.125. The Committee wanted to know whether the export price of our
diamouds compared with the prices of other diamond exporting countries.
“The Secretary, Ministry of Commerce, has stated: —

“Comparison is very difficult in this kind of business, We can only
compare as between our own parties A. B. and C etc. in India
because we are not really in competition with other countries in
this respect....If we are to compare the prices of makeables,
such a comparison is not really available; but if we are to
compare the prices of sawables, otir prices are cériainly not a$
good. The trouble is that our diamonds are rather smaller in
size. It is the number of faces on the diamond after it is cut
and polished which determines the price of it. If there are
86 faces, then that diamond is the best diamond, but our



43

faces, I think, don’t exceed 15 to 18. So the prices they fetch
are certainly less,”

1.126. The Committee wanted to know the details of the import of
diamonds and export were maintained. The Secretary, Ministry of Com-
merce, has replied:—

“Whatever exports take place out of India of gem and jewellery
are recorded and Customs sends the records to us, and they
are recorded and published in the figures given by the Director-
General of Commercial Intelligence and  Statistics—which
came out in the form of a printed brochure. Besides this,
party-wise details and types of diamonds are going out are
kept under constant study by the Gem and Jewellery Coun-
cil. We also get a monthly report on that. This is only for
statistical purposes. The statistical material that we get ini-
tially is from the Export Promotion Council about the various
kinds of diamonds exported, and whatever is reported as ex-
ported is later on available to us in a final form from the
Director-General of Commercial Intelligence and Statistics.”

1.127. The Committee wanted to know the ratio between the import
and export price of diamonds. The Joint Secretary, Ministry of Com-
merce, has stated:—

“Every importer has to export the diamond at more than 50 per
cent added value.”

1.128. About the value added against the imports, the witness has ex-
plained further:—

“If the value of the rough Jiamonds is Rs. 65, the value of the
polished diamonds will be Rs. 100..... It comes to about
54 per cent. It ranges between SO to 80 per cent.”

1.129. In regard to the enquiry as to why during 1973-74. the value
added was less than 50 per cent. the exports and imports being respective-
ly of the order of Rs, 80 crores and Rs. 64.6 crores, the witness has
replied: —

“This is perhaps due to lean period.”

1.130. The Committee desired to know as to why the margin of profit
on cut diamonds should not be more than 54 per cent as the prices of un-
cut diamonds was negligible. The Joint Secretary, Ministry of Commerce,
thas explained: —

“It is a very competitive market and the price of diamonds, unlike
precious and semi-precious stones, is regulated by the supply
position.”

3130 LS—4.
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1.131. The Committee desired to know if fabulous profits were not
made by the exporters. The Chairman, Central Board of Excise and Cus-

toms has replied:—

“It would be correct to say that, carat by carat, the difference
between the price of cut diamonds and that of uncut diamonds
would be very large and much higher than 54 per cent. But
that does not mean that, carat by carat also, the value appre-
ciation will be 54 per cent. It may be six to ten times more. .
What happens is that, ff you take a rough of, let us say, six
carats, after you cut it, all that may come out of it may be
only half a carat, so a lot of wastage will be there.”

1.132. The Committee drew the attention of the witness to the follow-
ing letter dated the 4 February 1976 from the Assistant Collector of Cus-
toms, New Delhi addressed to the Director, Ministry of Finance:—

“There has been an increase of nearly 60 per cent in the export
price of three main manufacturing countries in the world. In
the case of Israel and Belgium the increase in export prices of
cut and polished diamonds has becn in proportion to the in-
crease in price of rough imported into these countries. Tn
the case of India while imports have gone up by 110 per
cent the exports have not moved in the same proportion. The
increases in export price of our cut and polished diamond
have in fact remained at par with the increase in price of cut
and polished manufactured in the other manufacturing cen-
tres viz., Israel and Belgium. Thus the proportionate in-
crease in the import price of rough diamond of the kind im-
ported by us has affected the profitability of our cxports to
cut and polished diamond adversely. The incrcase in the
case of smaller and cheaper diamonds is much steeper than in
the case of larger and better quality diamonds. Although
Israel and Belgium also cuts smaller diamonds along with lar-
ger and better quality goods, India manufactures only the small
and the cheapest in the market and. therefore, special increase
in the price of smaller diamonds has adversely affected our
trade.”

and enquired why in the case of India while imports had gone up by 110
per cent the exports had not moved in the same proportion. The Joint
Secretary, Ministry of Commerce, has replied:—

“Last year the price of rough diamond (makeables) had gone up.
This increase was higher than for larger size roughs made in
Israel and Belgium.
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We bad taken up this matter with the main suppliers of the rough
diamonds of the makeable class. They pointed out that over-
all profitability had not been lowered as makeables had a good
market. We could make up through larger sales. Our pro-
fitability in 1974-75 was perhaps lower.”

'1.133. The Committee desired to know if a seized diamond valued at
Rs. 1000 per carat could fetch Rs. 1500 by crafty manipulation. The
Joint Secretary, Ministry of Commerce, has stated during evidence:—

“Yes. Diamonds whether rough or polished have a predictable
price. Polished diamonds have uniform market. You can re-
duce the value added to get price of rough diamond. If 1t
is a gem quality, the variation will not be much. If it is of
industrial grade then it can be of any price.”

1.134. In regard to an enquiry whether there were rough diamonds of
the value of Rs. 1000 per carat in stock after seizure which could fetch a
price of Rs. 1500 per  carat on export after cutting and  polishing, the
Department of Revenue and Banking have replied in writing that there
are no such stocks,

1.135. About the exploration of the possibility of export of seized
rough diamonds after getting them cut and polished. the Department of
Revenue and Banking have replied in o written note. as under:—

“The Government has not explored the possibility of export of
rough diamonds after getting them cut and polished.  Such
cutting and polishing of rough diamonds by artisans will re-
quire supervision by highly skilled and experienced officers.
In the absence of such experience. it will not be practicable
for the Department to explore such possibilities of export.™

1.136. The Commitice wanted 10 know the share which accrued out
of the added value to the craftsman who cut and polished the diamonds.
The Joint Seeretary, Ministry of Commerce, has stated: —

“The diamond polisher gets most of the value added: his profit in

terms of percentage may be low but the money is quite a

large amount. Even 2 per cent is a large amount of money.”

1.137. Asked whether the 54 per cent of value appreciation also in-
¢luded the cost of cutting etc.. the witness has stated: —

“This was done on the advice of the Export Promotion Council and
and T cannot threfore say whether this was done by them or
not. My impression is that it is not the trader that has a
very high margin of profit but if the profitability of Indian
artisan is low it is because we cannot compete with the machine
work of Israel and Belgium.” '
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~ 1L.a.8. _lucuating the 1nability of Indian craftsman w ~vagpete Wi
Israel and Belgium, the witness has stated—

“Our quality of craftsmanship is specialised as it can handle a size
of diamonds which is not economical to cut on machines. We
work on very small diamonds and our price will depend on
the market for the total makeables. But the makeables mar-
ket is only a small portion of the diamond market. Israel and
Belgium work on bigger diamonds.™ '

1.139. The witness also informed the Committee that no facilities were

available for working on bigger diamonds which could be cut only on
machines and added—

“The skill of working with machines on high quality, big diamonds
is very much developed in Belgium and Isracl. We have to

learn that trade gradually. We are good at handling small
diamonds.”

1.140. The Committee wanted to know the steps taken by Government
for the development of diamond polishing in the country. The Joint Sec-
retary, Ministry of Commerce. has stated—

“Government is aware of the need to develop diamond-polishing in
the country. We have opened two training schools and we
try to encourage those exporters who can manage to polish
bigger diamonds. But the position is that it is a small portion
of the imports/exports.”

1.141. The Committee noted that most of the polishing was done in this
country manually whereas cutting and polishing in Belgium and other places
was being donc by sophisticated machinery. They wanted to know whether
there was any scheme to allow import of sophisticated machinery. The
Secretary. Ministry of Commerce, has stated during evidence:—-

“The work that is being done in Belgium iv with somewhat large-
sized diamonds and they have sawable diamonds which are
sawn and for that purpose they use machinery. But our
country has specialised in smaller diamonds. For that, some
machinery will certainly be helpful for which we are encourag-
ing people to get the machincry. Otherwise, gencrally speak-
ing. the people who are working cven with hands are able to
turn off very well: particularly in certain areas of Gujarat and
Bombay, they are doing so well that even machines would not
be able to do that.”

1.142. The Committec wanted to know the efforts made to develop the
knowhow of the cutting and polishing of bigger diamonds. The Secretary.
Ministry of Commerce, has replied: — .

“In the case of bigger diamonds, we do not have the knowhow.
We have to introduce this as a new kind of product, becausc



" i 47

G we diamond which is made from big diamonds with a larger
number of faces is a quite different product from what we
make today in our country. We make small diamonds and
the number of faces are not too many. We will have to get
into this as a new business..... We are trying to get some
kind of expertise on the subject of sawable diamonds. 1 un-
dertand that recently two or three parties are taking up this
sawing of bigger diamonds. They are still at the experimental

stage. It is too early for us to say, how far they have suc-
ceeded.”

1.143. Asked about the role played by Gem and Jewellerv Export Pro-
motion Council in this direction, the witness hus stated:—

“The Gem and Jeweilery Export Promotion Council have set up
two artisan schools for purposcs of giving training in the
matter of cutting and polishing of diamonds. But that kind
of training at present remains on a theoretical basis as the busi-
ness of big diamonds is not coming up just now. But we hope,
some beginning will be made shortly.”™

1.144. On a suggestion whether the job on bigger diamonds could be
taken up in the Public Sector, the witness has replied:—

“We have really not thought of it. It is a good suggestion. Al
these require a lot of promotional effort from us. Everything
starts on a small scale and then it gains momentum.”

1.145. As desired by the Committec, the Ministry of Commerce have

sent the following note in writing in regard to the development of diamond
cutting industry:—

“Diamond cutting and polishing industry is 4 lapidary industry and
is spread over a verv wide arca primarily of S. Gujarat in
Surat and Navsari Districts. There have been some recent
developments of the industrv in sectors of South India
{Kerala) and some units of N. Gujarat in the boarder district.

It ix a highly job-oriented industry and more than a lakh and a
half workers are presently employed though many of them are
part-time workers and thev go back to farming during the
farming scason. This is a particularly advantageous to  the
vounger generation who can advantageously employ them-
selves over the year in both the lapidary industry as well as
farming. Hence it can be termed as a ‘Cottage Indusiry’ for
that purpose.
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Most of the units work on piece work basis and very few units
have a salary base working. Most of the units are very small
establishments from 2 to 3 to maximum of 10/20 polishing
benches and hence it can be termed as an industry where the
workers are themselves cmployed.

With a view to diversifying the processing of diamonds from smaller
sizes to bigger sizes, Government has sanctioned establishment
of a Diamond Cutting and Polishing School at Surat to train
the artisans. The Gujarat State has provided land and build-
ing for the school. 80 per cent of the expenditure will be pro-
vided by the Central Government and the school will run
under the Administrative control of the Gem and Jeweliery
Export Promotion Council, Bombay. A similar type of arti-
san training school for processing precious stones has been
established at Jaipur under the management of Gem and Je-
wellery Council. The land and the building for the school here
also has been provided by the Rajasthan Government. Be-
sides the applications for the import of sophisticated machin-
nery for processing large sizes diamonds are considered favour-
ably. Since it is a very specialised industry, requiring per-
sonal skill and tremendous element of risk, it is only through
individual entrepreneurship that the diamond cutting industry
can be encouraged. There are two types of cutting.

(a) Single Cut (b) Double cut, The single cut is done in 8x8
faciets and double cut has 58 m facicts. Presently there are
diamonds of small sizes known in the trade circle as makeables
are being processed in the country. It is processed by the
artisans with their skilled hands and using their personal tools.

The incentive such as cash assistance or development rebate are not
available to this industry for its development. The diamond
industry has to pay S per cent import duty on the import of
diamonds.”

Replenishment Licences

1.146. The Committece wanted to know the rmodus operandi for the
grant of replenishment licences and whether it had achieved the desired
results. The Secretary, Ministry of Commerce, has replied:—

“The replenishment licence system is intended to see that we send
out better and more value added items from our country.
Better polished and cut diamonds will give better realisation.
We want better realisation. That is why, incentive is built in
for higher repienishment to be given to the party. As regards
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the question whether proper price realisation has been made
or not, the party concerned will make efforts to get the best
price ralised. Otherwisc, the replenishment licence will come
down.”

1.147. The Committee desired to know the criteria adopted for the
grant of replenishment licences and how the position was kept under re-
view from time to time. The Ministry of Commerce have, in a writtea
note, stated the position as under:—

“A statement containing relevant extracts of policy for import of
rough diamonds against cxports of cut and polished diamonds
under the import policy for registered exporters during the last
10 years i.e., from 1966-67 to 1976-77 and 1977-78 is en-
closed (Appendix VID),

In diamond exports. every Rs. 100 worth rough diamonds after
cutting and polishing is estimated to fetch about Rs. 54 as an
added value. In other words every Rs. 100 worth rough dia-
monds when exported in the polished form would realise about
Rs. 154 which in percentage comes to about 65 per cent. On
the basis of this added value realisation and procurement cost
of rough diamonds, different slabs of replenishment for import
of rough diamonds are fixed:—

The import policy is reviewed every year in consultation with the
technical authorities like DGTD, Department of Economic
Affairs, Commodity Officers of the Ministry of Commerce.
The Gem and Jewellery Export Promotion Council is required
to furnish proforma information on cost structure and f.o.b.
value realisation by the export products. After taking into
consideration the c.i.f. value of the import content going inte
the manufacture of export product of a given f.o.b. value, the
rate of replenishment is fixed.

Indian exporters import mostly smaller size diamonds known in the
trade circle as makeables and are mainly obtained from the
Diamond Trading Co., London which controls over 80 per cent
of the world diamonds production. The rate of replenishment
in the case of rough diamonds (Makeables) imported from
the DTC, London has been fixed at 60 per cent. For imports
from non-DTC sources the rate of replenishment allowed is
65 per cent as they have to buy 20 per cent of their require-
ments from the MMTC.

There are other slabs of import replenishment viz., 70 per cent, 75
per cent and 80 per cent at a comparative higher rate of per
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carat value realisation. These higher rates of replenishment
are applicable to all registered cxporters, irrespective of the
fact whether they are DTC sight-holders or Non-DTC. The
idea of introducing these higher import replenishment rates
against a certain minimum f.0.b. realisation respectively is to
encourage export of quality diamonds and of a larger sizes
known as sawable. India's exports of bigger sizes are negli-
gible for the present. 1n all these cases, there is a compul-
sory off-take of 20 per cent of import replenishment from the
MMTC by way of release orders.

From the statement it will be seen that there was one rate of reple-
-nishment of 80 per cent in 1966-67. It was revised to 70 per
cent in 1967-68 until 1969-70. 1t was further revised to 65
per cent during 1970-71. 1In 1972-73 the replenishment was
allowed under two rates viz., 65 per cent and 80 per cent.
80 per cent replenishment was given for a minimum f.0.b.
value realisation of Rs. 1125 or above per carat.

In 1973-74 the rates of replenishment were further categorised un-
der 5 slabs as follows: (a) 60 per cent for import of diamonds
under special scheme of impoits from DTC, London, (b) 65
per cent for import from Non-DTC sources. with 20 per cent
release through the MMTC imports, (c) 70 per cent replenish-
ment where per carat realisation was not less than Rs. 900
with 20 per cent replenishment from the MMTC, (d) 75 per
cent where per carat realisation was not less than Rs, 1125
with 20 per cent replenishment from the MMTC, and (e) 80
per cent replenishment where per carat realisation was not
less than Rs. 1350 with 20 per cent replenishment from the

MMTC.

The replenishment rates for the vear 1977-78 have been revised
further as follows: (a) 60 per cent will be applicable to only
advance licensing under the special scheme of import of rough
diamonds from the DTC, (b) 65 per cent for non-DTC Sight-
holders. (c) 70 per cent where per carat realisation is not less
than Rs. 1125 . (d) 75 per cemt where per carat realisation
is not less than Rs. 1350, (e) 80 per cent where per carat rea-
lisation is not less than Rs, 1500 and (f) another 80 per cent
import replenishment where minimum per carat realisation is
not less than Rs. 1125 but each diamond in this case should
be of size 10 per carat or bigger.”

1.148. Explaining the procedure for the grant of method for the utilisa-
tion of replenishment licences, the witness has stated:——

“On the basis of enquirics from the Export Promotion Council and
on the basis of knowledge of their own officers and such other
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enquiries as they may like to make, the Chief Controller of
Imports and Exports Organisation lays down a percentage in
terms of value; if you export so much, you, get such and
such replenishment. Once that replenishment is granted for
a particular purpose, then the only condition, generally speak-
ing, is that you will use it only in that industry. It can very
well happen that, while he has exported for Rs. 100 and
they have given an import licence for Rs. 65; out of this Rs. 65
worth of import he may use only Rs. 62 for further exports
and Rs. 3 may be available to him for sale indigenously. In
another case, it muy be slightly more than Rs. 65. It may be
that this amount of Rs. 65 lcaves him g little bit of margin
for internal sales. That could be. because obviously, in any
thing like this, there has to be some sort of an wverage.”

1.149. In regard to the enquiry whether any record is maintained about
the c¢xport and import of diamonds. the Export Commissioner, Office of
the Chief Controller of Imports and Fxports, has stated during evidence: —

“"We heep g record of the total imports of roughs und total exports
of cut and polished diamonds.”

1.150. Explaining the methodology for the ullocation of replenishment
and grant of import licence, the witness has explained: —

“We have got an Export Promaotion Council called the Gem and
Jewellery Export Promotion Council. We ask this Council to
furnish us information on the f.0.b. value of exported goods
and the c.i.f. value of the imported components of those goods
in a set proforma. The Council chooses these details from
certain representative transactions. For example, if Rs. 1,000
worth of goods are exported, the Council would tell us in the
proforma that these goods require so much of imported raw
material and components, and if these were to be imported,
their c.i.f. value would be Rs. 650. The rosult is that, to
export Rs. 1,000 worth of goods in f.o.b. value. we require
imported materials and components worth Rs. 650 c.if. value.”

1.151. The Committee winted to know whether there was any mecha-
nism to ensurc that goods worth Rs. 650 only were needed for the export
of goods worth Rs. 1,000. The witness has stated:—

“We take this data from the Council. Every year we review these
figures. . . .. We gencrally reply on the data furnished by the
Council.”

1.152. The Committee wanted to know the composition of the Gem
and Jewellery Export Promotion Council. The Export Commissioner,
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Oftice of the Chief Controller of Imports and Exports, has stated:—

“The registered exporters are the members of the Export Promotion
Council. Each Council has got a Committee of Administra-
tion and an elected Chairman und a Vice-Chairman. On
the Committee of Administration, we have got Government
nominees and on the basis of the data furnished by the Coun-
cils, the replenishment rates are determined by an inter-minis-
terial policy group, in which the DGTD, Economic Affairs
Department and representatives of our Finance Division are
there..... We have got no other independent machinery ex-
cept to depend upon the Council and to have a judgement in
the inter-ministerial policy group.”

1.153. Asked how the correctness of the replenishment allowed was
verified, the witness has stated: —

“Generally. in the matter of determining replenishment rates, we
have the counter-check by the Export Organisations like
DGTD. Textile Commissioner ectc.. but in the matter of
diamonds, I must admit, we do not have any other expert
Government agency for the purpose.”

1.154, The Committec wanted to know the composition and member-
ship of the Council. how the Council worked out the data of the exports
made: and the mechanism available with the Government for the verifica-
tion of the correctness of the data furnished by the Council. The Ministry
of Commerce have, in a written note, stated as under:—

“The composition and the membership of the council consists of 2
types of membership. i.e. (i) membership and (ii) associated
membership. The membership subscription is Rs. 500 per
annum (April-March). The associate membership subscrip-
tion Rs. 150 per annum (April-March) the associalc mem-
bership is given on the basis of declaration from the exporter
that his firms export performance in the preceeding year is
Rs. 2 lakhs or below. The members of the Council have
voting right in the respective panels in the election. There
are 7 panels in the Gem & Jewellery trade for which mem-
bers opt for their voting rights i.c., (i) Diamonds Panel, (ii)
Precious/semi-precious stones Panel, (iii) Pearls, (iv) Gold
Jewellery Panel, (v) Non-Gold Jewellery Panel, (vi) Synthetic
Stones panel and (vii) Sales to Foreign Tourists Panel. In
addition 3 representatives are nominated by the Union Gov-
ernment.

The Council works out the data of the exporters on the basis of the
figures supplied/published in the daily lists of customs suthori-
ties. The figures of exports compiled by the councd are
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generally taken as’‘estimated figures for day-to-day purposes as
to provide an working idea and likely trend in the export
markets. The final export figures are the figures published by
the Department of Commercial Intelligence & Statistics,
Calcutta, and which are finally taken into account.”

1.55. In regard to the role of Export Promotion Council for valuation
of diamonds for grant of replenishment, thc Audit has stated:—-

“As regards the value of the diamonds, the Gem and Jewellery
Export Promotion Council is dominated by the gem traders and
the exporters. Of course, there is the administrative body
and certain Government represcntatives are there, but the
figures given by them are found not reliable. .. .for the pur-
pose of drawback....because there is no external varifica-
tion of the correctness. If the Ministry were to depend on
these figures for the grant of 80 per cent replenishment, cer-
certainly the possiblity that diversion takes place inside India,
where there is a very good demand for these things. cannot be
ruled out on a substantial scale.”

1.156. Clarifying the position in this connection, the Export Com-
missioner, Office of the Chief Controller of Imports and Exports. has
stated:—

*“Audit has stated that most of our exports are in the slab where
replenishment is 70 or 80 per cent. To my knowledge. that is
not correct. The bulk of our exports are in the slab where
the replenishment to 65—70 per cent and there the value added
comes to around SO per cent.  The logic is this: the replenish-
ment is more where carat realization is more becausc in such
cases better quality and costiler rough diamonds are needed.”

1.157. The Committee were informed that the Government was depen-
dent upon the said Council and had to go by the members of the Council
who were in the trade, At the instance of the Committee, the Ministry
of Commerce in a written note have intimated the steps already taken or

proposed to be taken to reduce the dominant role of this Council. These
arc stated below:—

“In view of the large number of cxporters and the competitiveness
of exports it is felt that the price trends quoted by the Coun-
cil which is based on information from the traders would be
largely reliable. The export prices cannot be reduced at the
macro level because of the variety and the differences in prices
between various types of polished diamonds. The problems of
compiling detailed figures for the entire export from India of
the diamond trade can be appreciated. The information pro-
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vided by the traders and the Council can be checked by the
experts in Government. information may also be required
by Government regarding added value and profits of diamond
polishing. 1t is also relevant to know about the structure of
diamond polishing industry. Information on these accounts is
not obtained by Government on any regular basis and has to
be obtained at particular times for policy formulation. We
have recently decided 10 entrust the Ahmedabad Institute of
Management certain studies about the structure of the diamond
trade.”

1.158. On being informed that the replenishment percentage s
fixed slightly on a genercus scale and that a part of the diamonds imported
against replenishment licence:s got diverted 10 internal consumption, the
Committee wanted to know the remedial measures which had been taken
or proposed to be taken to uarrest this trend. The Ministry of Com-
merce in a written note have stated us under:—

“{a) where the licensing authority considers that goods exported
1s over-invoiced or there has been a misdeclaration of descrip-
tion of the product exported, it is open to the authority to
refuse issue of any licence against such exports or to reduce
the value of the licence such figures as it deems fit.

{b) Replenishment licences against cut and polished diamonds ex-
ports are issued only in the name of registered cxporters.

{c) No nomination is allowed.”

1.159. The Committe¢ wanted 10 know the nature of control exercised
by the Government on the price indicated by c¢xporters. The witness has
stated during evidence:—

“We do not interfere in the matter of price. The price is declired
at the Customs counter when the thing is exported.”

1.160. The Committee wanted to know the instances of under-invoic-
ing and over-invoicing in regard to the cxport/import of diamonds. The
Additional Secretary. Department of Revenue and Banking, has stated: —

“We can check up that position.”

1.161. The Department of Revenue and Banking in a written note
have furnished the following information in this connection:—

“During the year 1974, no ¢ase of under/over invoicing in the im-
portfexport of diamonds was notice. However, during the
vear 1975 and 1976 onc and two instances respectively of
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under valuation of diamonds were
given below:—

detected. The details are

Year Import Descrip-  Declared Pynch- Extent of Remarks
or tion of value nama's under
Export  goods valuation  valuation
Ra. Rs. Rs.
1975 Import Rough 1,50,524 2,18,871 68,247 De novo adiudi.
Diamonds cation  procee-
dings initiated,
1476 [myort Do. 7,737 10,475 2857 Clearance of
goods  all wed
ou “Cautinn
1970 Lyport Singic 51,474 70 54099 70 2720 Goods  allowed
cui to take back
diamond: to town oun
“Caution.”
1.162. The Committee referred to the foliowing recommendations made

in paragraphs 3.48 and 3.49 of the “Report of the Study Team on Leakage

of Foreign

Exchange through Invoice Manipulations™: —

“3.48. The price of a diamond is essentially dependent on four fac-

tors: (i) Size: (ii) colour; (iii) cut: und (iv) perfection or
purity. It was represented that a diamond could be valued
fairly accurately by experts and the various assessments of
value need not vary by more than 10 per cent to 15 per cent.
It is gathered that in the documents. including invoices, the
exporters do not give sufficient details of the diamonds. They
also do not indicate in the shipping bills the market value of
the diamonds. They also do not indicate in the shipping bills
the market value of the diamonds in India. 1t would help
considerably in valuation, if it is insisted upon the exporters
that they declare the size, colour, cut and perfection of the
diamond in the invoice. We understand that for colour, puri-
ty and cut, there are standard nomenclatures which are under-
stood throughout the world, such ax pink colour. blue colour,
extra white colour, white colour, crystal or commercial white;
for purity there are terms, such as ‘perfect’, ‘slightly imper-
fect’, ‘very slightly imperfect' and ‘pique’. Similarly for cut.
there are standard terms such as ‘brilliant cut’, ‘single cut’, etc.
If all these details are available in the invoice, comparison of
values with the prices quoted in the world markets would be
casier. We would also suggest that in the shipping bill, in
addition to the export value, the exporter should also be asked
to declare the local market value of the diamonds. The diffe-



56

rence between the local market. value and the export value
would enable the appraising officer to make a better judgment
regarding values.

3.49. In the case of precious stones, generally it has been noticed that
the prices finally realised arc far below the prices declared
on the GR forms. This is partly explained on the ground that
the originally declared prices are somewhat loaded with a
view to getting advantage in negotiation with the overseas buy-
er. But this may not always be the true explanation. In
our opinion. the scrutiny of values in the case of precious
stones should be closer in view of the fact that the exports
being largely on consignment account, manipulation of final
sale price is comparatively easy, In this connection, it is
relevant to mention that if the exporter is not able to sell pre-
cious stones exported on consignment account at the price de-
clared by him, he seeks the permission of the Reserve Bank
for selling the same at a reduced price. At this stage, the
Reserve Bank of India is required to make a judgment as to
whether the <ale should be allowed at the reduced price or not.
It was suggested that it would help the Reserve Buank in making
a judgement in this regard if the Customs intimate to them
separately the minimum price of the stones,  We ¢ndorse this
suggestion.  In our view, the exporter should. in addition to
the loaded value. and inform the Reserve Bank of this. In
cases where there is doubt that the request for the Reserve
Bank's permission for selling the stones at u reduced price je
not genuine, further enguiries could be mude from our agen:
wies abroad hefore a decision i taken”

and wanted to know the action taken in the matter. The Chairman. Cen-
tral Board of Excise and Customs has stated during evidence:—
“We were very much concerned with the consignment accounts.
The Government had on the recommendation of Kaul Com-
mittee introduced a new scheme to notify commodities in
respect of sales after thev are on consignment account.  These
precious stones are one of the commoditics which have already
been notified under that Notification <o that people are  not
permitted to sell at a low price.”

1.163. The Committee are distressed to aote that diamonds and precious/
semi-precions stomes seized in Bombay Customs Collectorate during the
period 1959 to 1973 were lying undisposed till the end of 1975, although
disposal orders had beem passed by the competent authoritics in many
cases. The value of these goods st the thew prevalent prices wag stated fo
be of the order of Rs, 1.09 crores. From the information subsequently
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furnished to the Commiitee, it is noticed that the value of the goods mot
disposed of in the Bombay Customs Collectorate as on 1-1-1976 was about
Rs. 1.35 crores. The Committee view with great concern the inordinate
delay in disposal, a fact which has been admitted by the representative of
the Department of Revenue and Banking when he said during the evidence
“we are sorry that the delay had occurred. 1 do not want to defent some-
thing which cannot be defended”. The Committee would like to know of
the rectificatory steps proposed to be taken to ensure that such delays are
a thing of the past.

1.164, The Committee mote that a decision to suspend the sale of dia-
monds was taken in 1965. Orders for the sale of rough and uncut diamonds
were issued in September 1966 and modified in November 1968. .As
regards cut and polished diamonds, instructions were issued ia April 1968
which were superceded in 1972. The Committee cannot over look the
inordinate delay at the Board’s level in deciding upon the policy in issuing
instructions. It also seems open to doubt whether the sbility of the Handi-
crafts and Handlooms Export Corporation to dispose of the cut and
polished diamonds was properly assesed before the issue of the instruc-
tions in 1968, as could be seen from their total failure in this regard. The
Committee are dismayved that the Board took nearly 5 vears to rectify this
position.

1.165. The Committee have been informed that one of the reasons which
accounted for the delay in disposal has been an inbuilt inhibition to touch
diamond suctions, This position arose because in oac of the auctions held
on 31-5-53 some diamonds were sold for Rs. 14.000 - which three hours
later fetched a sum of not less than Rs. 72,000 -,  Afso the weight of the
diamonds was estimated at 230 carats whereas the correct wei Y.t wis 100
carals more. As a consequence of this default two gazetted officers vare
reduced in their respective ranks. The Committee wenld like that the
lacunae and loopholes revealed in the course of enquiry in this case should
be set right by the Department to avoid the repetition of cases of similur
nature in future. They would alse like to be appraised of the detaily of the
procedural improvements effccted,

1.166. Another reason advanced by the Department lor the delay in
disposal is that smuggling had been increasing over the years and the staff
augmentation did not keep pace with the staff requirements. The Collector
having lesset staff, therefore, paid more atteation to seizures in as much as
this was a line of activity on which they could not offord to relax. The
Committce note that with a view to cope with the increase in number of
seizures, the Custom House had to divert 30 Preveative Officers and 3
Inspectors from General Preventive duties in the Docks and Bunders for
handling the disposal of seized/confiscated goods. The Commitice feel un-
bappy that ndequate attention was wot given to manpower planning. Had
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the Department been alert and exercised proper watch, they would have
equipped themselves in time with the requisite manpower for handling the
work-load conaected with seizures, The Committee would like to know
the steps takem by the Department to meet the requirements oi the staff
needed for deployment on the increased volume of seizures and disposal
of diamonds etc. In any case, the Committee are unable to understand as
to why the services of the handful of specialists in the cvaluation of diamonds
were not utilised for the prompt disposal of confiscated diamonds. Any
diversion of such personnel towards the disposal of other trade goods or
other purposes would appear to be not sowad personnel management.

1.167. From the figures made available to the Committee it is seen that
the value of goods pending disposal was 1.59 crores on 1-1-1976 and
Rs. 52 lakhs in December, 1976. The Committee note that, in a short period
of 11 months, it had been possible for the Department to dispose of Rs. 1.67
crores worth of goods, The Committee cannot refrain from drawing a coa-
clusion that the non-disposal all along had been more due to lack of will
rather than other conmstraimts. No less is the responsibility oi the Board
in wot baving reviewed the pendeacy position and issued suitaliv instroc-
tions in time.

1.168.. The Committee find that during the period from 1966-67 to
1975-76 the total number of seizures of diamonds. precions stomes amd
semi-precious stones in the various Central Excise Customs Collectorates
was 245, 304 and 171 respectively, From amongst these seizures, the num-
ber of releases in respect of diamonds. precious stones and semsi-
precious stones was 90 238 and 64 respectively. Referring (o
the large number of releases the Chairman. Ceatral Board of Excise
and Customs, has conceded during evidence that “this is had administratios
because it means that either the seizures were not justified in a large per-
centage of cases in which case it csuses harassment or that there might
have been something wrong in ordering release ‘1 was rather concerned
that such a high percentage of these goods were getting released.” The
Commiittee view with great concern the prevailing state of affairs in so far
as releases of diamonds, precious stomes and semi-precions stones are
concerned. They would desire that the mafler may be gone into thoroughly
with a view to finding out the reasoms for such dispropurtionate release
and taking remedial measures.

1.169. The Committee learn that the value of diamonds and preciows
stomes is inflated at the time of seizure with a view to avoid any possibility
of the substitution of the goods. Further revaluatioa is done at the time of
their sale in order to sscertain the price they can fetch at the curremt rate.
Theyv have been informed that the normal practice Is not to sell the goods
at a price lower tham the oae determined at curreat prices.

In a particular case of Shillong Collectorate it has been noticed that 134
pieces of precious stomes were confiscated on 29-12.72 and were valued ot
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Rs. 2919. The same were disposed of on 6-4-73 for Rs. 1315.00  which was
less than half the value fixed at the time of seizure. The Clmirman, Cenlml
Board of Excise and Customs, has admitted during evidence tlyat “it i,
obvious that the valuation at the time of seizwre was wrong”’. The Com-
mittee fail to understand the reasons for such a wide variation between the
two valuations which have been done just within a period of, three months.
The Committee apprchend that there might be similar cases of under valu-
ation, The suspicion of deliberate under valuation with a view to defrand-
ing the National Exchequer of the correct realisation from such sales can-
not be over-ruled. The Committee accordingly desire that suitable steps
should be taken to ensure that the valuation on seizure is done in a most
reasonable and realistic manner so that the seized articles fetch realistic
price at the time of disposal. For this purpose, it is essential that the
seizure documents contain full information regarding the diamonds seized
viz. cut, industrial or gem quality.

1.170. The Commiftee are surprised to note that whereas a fidelity
guarantee of Rs. 10,000/- is executed by the officers who are placed in-
charge of the Strong Room in Calcutta and Madras Custom Houses, no
such security is obtained from the officer givea similar assigoment in Bombay
Customs House. The Committee cannot appreciate the rationale hehind
such a discrimination. 1t is surprising that on such a basic issue, no instruc-
tions appear to have beem issued by the Board.

1.171. The Committee regret to note that there is no uniformity in the
procedure followed at various Customs Houses for the verification of fhe
seized stocks of diamonds and precious stones. While the stock of sealed
packets at Madras and Calcutta Custom Houses are verified by the
Assistant Collector, the same is verified by Superintendent of Customs
(Preventive) in the Bombay Custom House. Stock taking is done once a
year at Bombay and Calcutta while at Madras it is done twice a year. The
Committee desire that Government may consider the possibility oi adopfing
2 uniform procedure for the verification of such stocks so as to easure that
officers of the same rank are depated on the job at all theCustom Heouses
and perivdicity of verification is also uniform at these places.

1.172. The Committee find that no representative of the Government
was inciuded in amy of the delegations which went abroad for the promo-
tiom of jewellery export. A number of delegations were sent to US.A,,
U K., Switzeriand, Holland, Italy, France, West Germany, Belgium, Canada
and Venezoeln which consisted of members of Diamond and other punels
of the Gem aud Jewellery FExport Promotion .Couomcil and trade. The
Committee are umable to understandthe reasons for the non-inclusion of a
Government representafive in any of the delegations sent so far. They
desire that Goverument should examine the possibility of including Gov-
emnontr:ssa:.awhmiddwmhhmso&atmmmm
of the public apart from fhose of the trade could be looked into.

3130 LS—S.
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1.173. The Committee note that the production of industrial diamonds
in Panpa Diamond Project account for about 20 per ceat of its total pro-
duction of 5000 to 6000 carats per year. This production falls short of the
domestic requirements and the shortages are supplemented through imports.
The Committee have been informed that a scheme for the expansion of
the aforesaid project for the augmentation of the production of iadustrial
diamonds is under consideration. The Committee desire that this scheme
may be finalised expeditiously and implemeated without delay so that the
maximum requirements of industrial diamonds are et from indigenous
production and the need for imports is reduced to the barest minimum,

1.174. The Committee find that the Mineral and Metal Trading
Corporation of India is at present importing only 20 per cent of the total
requirements of rough diamonds of the country from various markets. The
share of their total imports may be increased further if their efforts for the
negotiation of some kind of contract for direct purchase from some African
countries prove successful. The Committee, however, undersiand that the
M.M.T.C. do not have the requisite expertise for importing diamonds from
primary sources. The Committce desire that Government should take
measures to develop the requisite skill and expertise on the MMTC,

1.175. The Committee understand that traders prefer the D.T.C. and its
subsidiaries for the import of their requirements of rough diamonds. They
have developed a sort of apathy or allergy towards the canalisation of im-
ports of rough diamonds by M.M.T.C. Onc of the reasons for this
attitude is that M.M.T.C. has not been able to oficr such credit terms as
are available to them from other agencies. The Committee would urge that
if the MMTC has to play a positive role in the imports of rough diamonds
Government should ensure that the terms ol.cred by them are in no way
less attractive than those offered by other competing agencies.

1.176. The Committee find that there was disproportionate increase in
the average import and export prices of disenonds in India during the year
1971—74, While the in:port price of rough diamonds had gone up by 110
per cent the export price of cut and polished dimmonds had increased
only by 60 per cent. However, in the case of the other manufacturing coun-
tries of the world, viz., Israel and Belgium, the increase in export prices
of cut and polished diamonds has been in proportion to the increase in the
tries of the world, viz., Israel and Belgium, the increase in export prices
have been informed during evidence that the increase in the price of small
size rough diamonds imported by India was higher than for large size rough
made in Israel and Belgium. In view of the disproportionate imcrease in
the import and export prices of diamonds, the Committee have a suspicion
that there could be over-invoicing in the values of the imporied roughs. It
is disquieting to learn that a compasrison of prices offered by DTC and
goods on sale in the open market cannot be made. In view of this they
would like fo know the expertice avuilable with the Department for the
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correctness of the data furnished by the Council, the possibility of maph-
-pulation :therein and the diversion of the fmported rough diamonds on &
substastial scafe inside India, where there is very good demand.for thegm,
cannot be ruled out. The Committee, therefore, recommend that Gov-
emment should establish a suitable agency with the requisite expertise
for the proper and thorough vevification of the data furnished by fhe
Council to ensure that the value of replenishment licence is not in cxcess
of that admissible against exports umder any circumsignces. The Com-
mittee are concerned that information rejarding the siructure and eco-
nomies of diamond polishing is not being obtained by Governmoat on a
regular. But obtained from the Council at particular times for
policy formulation. This does not appear to be a happy state of afinirs.

1.180. The Committee find that the Study Team on ‘Leakage of Foreign
Exchange through .Inveice Manipulations' in its report pointed out that
the exporters do not give sufficient details of the diamonds in the docu-
meats including imvoices. The imarket value of the diamonds is also
not indicated in the shipping bills. They have desired that the exporters
should be asked to declare the size, colour, cut and perfection of the dia-
aond in the invoices which can help considerably in their valuation. They
bave also suggested shat local muaiked value of the diamonds should be
declared in the shipping bills in addition to the export value to enable
the Appraising Officer to make a better judgement about values. The
Committee wonld like fo know the action taken by the Government on
these recommendations.

1.181. The Committee find that the appreciation in the value of
dismond takes place only after it is cut and polished by the crafteman.
-§t is however surprising that mo figures are available about the actual
ghare of the apprecisted value which is taken into account for making
paymen‘s fo the craftsman. The Committee would like the Government
to ensu:e that the emtire profits are not pocketed by the traders and
middlemen and that the remuneration paid to the personnel employed on
the job of cuiting amd polishing the diamonds is commensurate with the
lsbonr and skill put in by them.

1.182. The Committee have been informed that one of qualifications
prescribed for the post of valver requires the incumbent to be diploma
holder in Gemology. ‘From the detafls of quslifications furnished by the
Department im respect of the jewellery experis working in the Bombay
Custom Homse, it appears that none of them possestes a diploma in
‘Gemology. The Committee desire that in the inferest of optimum effi-
clency essential for the valuation of diamonds etc. the possession of 2
diploma in Gemology should be insisted upon in case of afl the candidates
for the post.

1.183. From the evidence given by the representative of the Ministry
of Commerce ss well as fhe written siatements, theCopmMeeMerlbe
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impression that the Diamond Trading Company has. a near monopoly
position in regard to the supply of rough diamonds and- Government does
not have any say on the D. T. C. in nominating the sight holders or in

determining the price.. .It was also brought out during the evidence that
efforts of the Government to locate alternate sources of supply iailed.

The resulting picture seems to be that Government is helpless in re-
gulating the flow of imports or their prices and has to depend on tlie mercy
of the D. T. C. In the circumstances, it is not clear to the Committee
why the DTC sends a delegation to India half yearly for discussions with
Government and why the Central Selling Organisation (an affiliate of the
D.T.C. masintains a retired Major General in India presumably for pur-
poses of liaison with the Government, Obviously, the D. T. C. looks for
some favours from Government, ]t may be that D.T.C, is anxious
to avail of the skill and facilities available cheaply in India for cutting
and polishing small sized diamonds as such facilities are reported to be
not available olse' here... In other words, the D. T, C. would like to
exploit for their vwn ends the professional expertise available in ldia, in

respect of these small sized diamonds.. If so, Government does not seem
to be as helpless as is made out.

1.184. In this connection, the Committee note that the share of the
D. T. C. in the imports into India increased fromn 6 per cent in 1970-H
to 61.6 per cent in 1975-76. Another disturbing trend is the abnormi
increase during 1971-74 in the prices of the imported roughs (110 per

cent) which is not suitably reflected in the prices of the exported cot an
polished diamonds (60 per ceat).

1.85. The Committee note that Government have the power to grant
licences and make available bank credits through the regulation of the
export policy. The Committee would like to be assured that the exer-
cise of these powers has not had the effect of benefiting the Company in
expanding its market in this country and increasing our dependence on it.

1.186. The Committee would also like to be infoermed whether the
profit of the Diamond Trading Company on sales through sight-holders
which would comstitute a deemed income accruing or arising in India

under Section 9(1)(i) of the lncome Tax Act 1961, have in fact been
assessed to Income Tax.

1.187. The Committee would urge Government to make an in-depth
study of the problems relating to the diamond cutting industry and take
steps fo regulate the quantity and prices of the imports/exports and so

frame policies to ensure that the interests of this country are not jeopar-
d‘”d.

New DELEI C. M. STEPHEN
Deceniber 9, 1977, Chairman,

“Agrahayana 18. 1899 (5). Public Accounts Committes.
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APPENDIX 'V
(Vide Para 1.31)

Statrment lhm:it;g'.t‘!lailt of low: :alualion :;n seigutes o( ¢Precious Sklmn' during the ]mr 1966-67 to 1575-76
i ,sl. . ; .- Particulars of scizure. . . . Paggieulars of adjudication  Particulars of Jdisprosiz‘nr ~lv!;:l:u r; ;mt;lspostd ;f i
No, as on 31-3-1976
T T ome T T T TN T Vawe Dae T T T o T vame Q. Value
o el (Re,) . 0 (Rs.) o (Ra)
St ' ) . Contntt Excise-Gollactorate, Jipwr o o
L 16-4-71 . . . - 15 Cls‘._ 200 13471 erc'a‘sfd .- e e N
L 23-8-72 . . . . a5 Cu. 49&}45 Pending :ldjudicia‘linn . .. 69715 Cts. 49845
, 3 L1573 . . . . xll;j_gn Cu ) Gzoo _20-5‘-_75 err?sred .. .. . .. ..
4 2()—{‘-14 . . . . 1719 (,:u.| o 3"1976 176-75 '(;{ln'ﬁ!;(‘l(l'd .. .. 7719 Cts. 32076
5 24-7-75 . . . . ;;3;-,93 (lrm: L 35950 Pz:m!li'ugva(rlj}ulimli‘ﬁ .. .. 93593 Gms. 35950
Custom House Bombay
g 6 23-’5—67 . . . . zlf;u 5 (',hm. 2247!('55 18-12-67 :l’(grlrucd
.’7 7?~7l . . . . ?1_3«:" .7"!(;,“' 167 . 15:-??1/ JR;clcqu .. .. .. e
Custom Houss, Colcutta
B8 29367 . .. . . 1875Cs. 199843 24-10-68 Released . . . .
9 g7z . <o - 26944 Gms. 2694 _ 182-72 Confiscated .. .. 269.44 Gms. 269,

——
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APPENDIX VI
(Vide para 1.77)

LIST OF INDIAN SIGHT-HOLDERS OF THE DIAMOND TRADING
COMPANY

1. M/S. B. Arunkumar & Co., Bombay
. M/s. B. Parikh & Co., Bombay

. M/s. Bhurat Diamond Industrics (Prop. Abraisive Diatools P.
Ltd), Bombay

M/s. B. Vijaykumar & Co., Bombay

. M/s. Bela Gems, Bombay

M/s. Babubhai Manchand, Bombay

M/s. Bhansali & Co., Bombay

M/s. Chandrakant & Co., Bombay

. M/s. Chandulal Mohanlal & Sons, Bombuy
10. M/s. Diamond International, Bombay

11. M/s. Dimexon, Bombay

12. M/s. Dinesh Bros. & Co., Bombay

13. M's. Diamond Star, Bombay

14. M/s. Everest Gems. Bombay

15. M/s. Gem Diamonds, Bombay

16. M/s. Gem Star Co., Bombay

17. M's. Gem Stars, Bombay

18. M/s. Gitanjali Export Corporation, Bombay
19. M's. Hecralal Chhaganlal & Co., Bombay
20. M/s. H. Patel & Co., Bombay

21. M/s. K. Chimanlal & Co., Bombay

22. M's. Kantilal Chhotalal, Bombay

23. M/s. Kirtilal Manilal Mchta, Bombay

24. M/s. Kishore K. Mechta, Bombay

25. M/s. Kirtilal Kalidas Fxports, Bombay
26. M/s. Kheratilal & Sons. New Detlhi

27. M’s. Kiran Gems, Bombay

28. M/s. London Star Diamond Co. (India) P. Ltd., Bombay

w N

Nl B o
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29. M/s. Mahendra Brothers, Bombay

30. M/s. Maneklal Vadilal & Co., Bombay

31. M/s. M. Shashikant & Co., Bombay

32. M/s. M. R. Bhansali & Co., Bombay

33. M/s. Mahendra G. Mehta, Bombay

34. M/s. Manilal Bhabhutbhai & Sons, Bombay
35. M/s. Manish Diamonds, Bembay

36. M/s. Mohanlal Raichand & Sons, Bombay
37. M/s. Madhukar & Co., Bombay

38. M/s. Overseas Trading Corpn., Bombay
39. M/s. P. C. Jain & Co., Bombay

40. M'/s. P. D. Kothari & Co., Bombay

41. M/s. Prashant Corporaticn, Bombay

42. M/s. R. Dalpatlal & Co., Bombay

43, R. Kantila} & Co., Bombay

44. M/s. Rajnikant Bros., Bombay

45. M/s. Ratilal Becharlal & Sons, Bembay
46. M/s. R. Juvantilal & Co., Bombay

47. Ramniklal Bhogilal & Co., Bembay

48. M 's. Sevantilal Fakirchand & Co.. Bembay
49. M 's Sumir Dirmonds, Bomboy

50. M’s Sevanti'al Bros Exports P. Lid.. Bombay
51. M/s. Star Diamond Ce. (India), Bombay
§2. M/s. Su-Raj & Cc¢., Bombay

§3. M 's. Suresh Broes. Bombay

§4. M/s. Samir Diamende (Fxperts) P 1id., Bombay
55. M/s. Unigems India P. Ltd., Bombay,



APPENDIX VII
Matemont ar the replinciament poe far 1ttt of songh digwonds furrr o the yoors 1gbhGg e 1977-78
Pide Paa vy

Year Foaport Prowdact Trngeort Materads permitted for Remarks
reoads nnh e,
e et ey

e pete

vefl b Ihamond cat and poick e hoamomds uncagt ansd aeser —_
I-,’17JJ’, € oqr o 1D dydiedd ebiavagaeds bR Deanonds neear ned uns —
1oy Cuat or pabdied dv anonds. e Diasonds unut and ansets -
1gfy-0e Cost o peobished ot s Friamoneds anont and anset -
1y7T-71 Coat or pohhed diameonds. f oI nnat and anset, Outof the total rv'ph'ni:hm(‘nl l!f65°;, of the export

f.o.h. value reaistered exporters may be allowed
ta import direct upto 090®, ol the admissible
replenishment and the remaining 102, will be
through release orders on NMDC.

In the event of non-availability certificate from
NMDC, the exporter may be allowed to import
direet o the extent of full value of replenish-
ment,

1g71-72 Cour b podishrd diaeneonds o, Phraneoml. s ut amd unset. Out of the total replenishment of 6597, of the export
f.o.b.  value registered exporters may be allowed
to import dircet upto go®, of the admissible
replenishment and the remaining 109, will be
through  release orders on NMDC.

€L
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ST oc1g

1974°75

(c) Cut and polished dia-
monds.

{d) Cut and polished dia-
mands.

(e} Cut and polished dia-

monds.

{a)} Cut and poliched dia-

monds.

(b} Cut and polished dia-

monds.

(¢} Cut and polished dia-

monds.

(d) Cutand polished dia-

monds.

70%,

Bo9;

60,0

657,

70%,

4
75%

Diamonds uncut and unset.  The minimum per rarat  realisation should not
be less than Rs. goof-.

20%, of the replenishment will be  through release
order on MMTC.

Diamonds uncut and unset.  The minimum per carat realisation should not
be less than Rs. 1,125/

207, of the replenishment will be through release
orders on MMTC.

Diamonds uncut and unset. The minimum per carat realisation should not
be less than Rs. 1,315/-.

20%, of the replenishment will be through release
order on MMTC;

Diamonds uncut and unset.  This will be applicable only to advance licences
under the special scheme of import of rough
diamonds.

Diamosnds uncut and unset.  Outofthe total replenishmentof 659 direct import
will be allowed upto 809, and the remaining
209, will be through release orders on MMTC.
In the event of non-availability certificate
from MMTC direct import to the extent of full
value of replenishment will be allowed.

Diamonds uncut and unsct. The minimum per carat realisation should not
be Jess than Rs. goof-.

200/0 of the admissible replenishment will be
through relcase orders on MMTC

Diamonds uncut and unset. The minimum per carat realisation should not
be less than Rs. 1,125/,

209, of the replenishment will be through release
orders on MMTC.

~3
(%]



Year

1975-76

Export Product

(¢) Cut and polished dia-

monds.

(a) Cut and polished dia-

monsds.

(b) Cut and polished dia-

monds,

(e} Cut and polished dia-
monds.

{d) Cut and poliched dia-
monds.

(e} Cut and polished dia-
monds

Import

replenish-
ment per-

centage

B/,

70%

80",

Materials permitted for
mmports

Diamonds uncut and unset.

Diamonds uncut and unset.

Diamunds urne ut lel(‘ unset

Diamonds uncut and unset,

Diamonds uncut and unset.

Diamonds uncut and unset.

Remarks

‘The minimum per carat cealisation should not
be less than Rs. 1.315/-.

209, ofthe replenishment will be through release
orders on MMTC.

This will be applicable only to advance licences

under the special scheme of import of rough
diamonds.

Qut of the total replenishment of 659, direct
import will be allowed upto 809, and the
remaining 20%, will be through release orders
on MMTC. In the event of non-availability
certificate from MMTC direct import to the
extent of full value of replenishment will be
allowed. .

The minimum per carat realisation should not be
less than Rs. goo/-.

20%, of the admissible replenishment will be
through release  orders on MMTC.

The minimum per carat realisation should not
be less than Rs. 1,125/

20%, of the replenishment will be through release
orders on MMTC.

The minimum per carat realisation should not
be less thau Rs, 1,315/-.

9l
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Year

1977-78

Export Product

{r) Cut and polished dia-
monds.

(f) Cut and polished dia-
monds.

(a) Cut and polished dia-
maonds.

(b) Cut and polished dia-
monds,

tc) Cut and palished dia-
monds.

(d) Cut and palished dia-
monds.

{c) Cut and polished dia-
monds.

(f) Cut and polished dia-
monds.

Import
replenish-
moent per-
centage

B,

o
fon,

8o,

Materials permitted for
imports

Diamonds uncut and unsct.

Diamonds uncut and unset.

Remarks

The minimum per carat rcalisation should not
be less than Rs. 1,315/~

20%, of the replenishment will be through release
orders on MMTC.

The minimum per carat realisation  should not

bc less than Rs. goof-.

Fach diamond should be minimum; 10% of 2
carat (10 per carat) and bigger n size.

20%, of the replenishment will be through release
orders on MMTC,

This will be applicable only to advance licensing

under the special scheme of import of rough
diamonds.

The minimum per carat realisation should be
not less than Rs. 1,125/-

The minimum per carat realisation should be not
less than Rs. 1,315/-

The minimum per carat realisation should be not
less than Rs. 1,500/-.

The minimum per carat realisation should be not
less than Rs. 1,125/-

gl
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APPENDIX vl

Conclusions/Recommendations

S. No.

 Para Ministry/ -
No. Deptt. Conclusions/Recommendationg
concerned
1 2 3 4
1. I-163 Mjo. Finance (Deptt. of The Committee are distressed to notc that diamonds and precious/
Revenue)

semi-precious stones scized in Bombay Customs Collectorate during the
period 1959 to 1973 were lying undisposed till the end of 1975, although
disposal orders had been passcd by the competent authorities in many
cases. The value of these goods at the then prevalent prices was stated to
be of the order of Rs. 1.09 crores. From the information subsequently
furnished to the Committee, it is noticed that the value of the goods not
disposed of in the Bombay Customs Collectorate as on 1-1-1976 was about
Rs. 1.35 crores. The Committce view with great concern the inordinate
delay in disposal, a fact which has been admitted by the representative of
the Department of Revenue and Banking when he said during the evidence
“we are sorry that the delay had occurred. I do not want to defend some-
thing which cannot be defended”. The Committee would like to know of

the rectificatory steps proposcd to be taken to ensure that such delays are
a thing of the past.

08
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The Committe¢ note that g decision to suspend the sale of dia
monds was taken in 1965. Orders for the sale of rough and uncut diamonds
were issued in September 1966 and modified in November 1968. As
regards cut and polished diamonds, instructions were issued in April 1968
which were superceded in 1972. The Committee cannot over look the
inordinatc delay at the Board’s level in dcciding upon the policy in issuing
instructions. It also seems open to doubt whether the ability of the Handi-
crafts and Handlooms Export Corporation to dispose of the cut and
polished diamonds was properly assessed before the issue of the instruc-
tions in 1968, as could be seen from their total failure in this regard. The
Committee are dismayed that the Board took nearly 5 years to rectify this
position.

The Committee have been informed that one of the reasons which
accounted for the delay in disposal has been an inbuilt inhibition to touch
diamond auctions, This position arose because in one of the auctions held
on 31-5-53 some diamonds were sold for Rs. 14,000/- which three hours
later fetched a sum of not less than Rs. 72,000/-. Also the weight of the
diamonds was estimated at 230 carats whereas the correct weight was 100
carats morc. As a consequence of this defauit two gazetted officers were
reduced in their respective ranks. The Committee would like that the
lacunae and loopholes revealed in the course of enquiry in this case should
be sct right by the Department to avoid the repetition of cases of similar
nature in future. They would also like to be appraised of the details of the
procedural improvements effected.

Another reason advanced by thc Department for the delay in
disposal is that smuggling had been increasing over the years and the staff

o
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4

augmentation did not keep pace with the staff requirements. The Collector
having lesser staff, therefore, paid more attention to scizures in as much as
this was a line of activity on which they could not afford to relax. The
Committce note that with a view to cope with the increase in number of
seizures, the Custom House had to divert 30 Preventive Officers and 3
Inspectors from General Preventive duties in the Docks and Bunders for
handling the disposal of seized/confiscated goods. The Committee feel un-
happy that adequate attention was not given to manpower planning. Had
the Department been alert and exercised proper watch, they would have
cquipped themselves in time with the requisite manpower for handling the
work-load connected with seizures. The Committee would like to know
the steps taken by the Department to meet the requiremmets of the staff
nceded for deployment on the increased volume of seizures and disposal
of diamonds etc. In any case, the Committee are unable to understand as
to why the services of the handful of specialists in the evaluation of diamonds
were not utilised for the prompt disposal of confiscated diamonds., Any
diversion of such personnel towards the disposal of other trade goods or
other purposes would appear to be not sound personnel management.

From the figures made available to the Comnmittee it is seen that
the value of goods pending disposal was 1.59 crores on 1-1-1976 and
Rs. 52 lakhs in December, 1976. The Committee note that, in a short period
of 11 months, it had been possible for the Department to dispose of Rs. 1.07
crores worth of goods. The Committec cannot refrain from drawing a con-
clusion that the non-disposal all along had been more due to lack of will
rather than other comstraints. No less is the responsibility of the Board
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in not having reviewed the pendency position and issued suitable instruc-
tions in time. ,

The Committee find that during the period from 1966-67 to
1975-76 the total number of seizures of diamonds, precious stones and
semi-precious stones in the various Central Excise/Customs Collectorates
was 245, 304 and 171 respectively. From amongst these seizures, the num-
ber of releases in respect of diamonds, precious stones and semi-precious
stones was 90, 238 and 64 respectively. Referring to the large
number of releases the Chairman, Central Board of Excise and
Customs, has conceded during evidence that “this is bad administration
because it means that either the seizures were not justified in a large per-
centage of cases in which case it causes harassment or that there might
have been something wrong in ordering release, “I was rather concerned
that such a high percentage of these goods were getting released.” The
Committee view with great concern the prevailing state of affairs in so far
as releases of diamonds, precious stones and semi-precious stones are
concerned. They would desire that the matter may be gone into thoroughly
with a view to finding out the reasons for such disproportionate release
and taking remcidal measures.

The Committce learn that the value of the diamonds and precious
stones js inflated at the time of seizure with a view to avoid any possibility
of the substitution of the goods. Further revaluation is done at the time of
their sale in order to ascertain the price they can fetch at the current rate.
They have been informed that the normal pracice is not to sell the goods
at a pricc lower than the one determin& qurrent prices.
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M/o. Finance (Deptt. of
Revenue)

In a particular casc of Shillong Collectorate it has been noticed that 134
pieces of precious stones were confiscated on 29-12-72 and were valued at
Rs. 2919. The same were disposed of 6-4-73 for Rs. 1315.00 which was
less than half the value fixed at the time of seizure. The Chairman, Central
Board of Excise and Customs, has admitted during evidence that “it is
obvious that the valuation at the time of seizure was wrong”. The Com-
mittee fail to understand the rcasons for such a wide variation betwcen the
two valuations which have been donc just within a period of three months.
The Committee apprehend that there might be similar cases of under valu-
ation. The suspicion of delibcrate under valuation with a view to defraud-
ing the National Exchequer of the correct realisation from such sales can-
not be over-ruled. The Committec accordingly desire that suitable steps
should be taken to ensure that the valuation on scizure is done in a most
reasonable and realistic manner so that the seized articles fetch realistic
price at the time of disposal. For this purpose, it is cssential that the
seizure documents contain full information regarding the diamonds seized
viz. cut, industrial or gem quality.

The Committee are surprised to note that whereas a fidelity
guarantee of Rs. 10,000/~ is executed by the officers who are placed in-
charge of thc Strong Room in Calcutta and Madras Custom Houses, no
such security is obtained from the officer given similar assignment in Bombay
Customs House. The Committee cannot appreciate the rationale behind
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M/o. Commerce

such a discrimination. It is surprising that on such a basic issue, no insttué-
tions appear to have been issued by the Board.

The Committec regret to  note that there is no uniformity in the
procedure followed at various Customs Houses for the verification of the
scized stocks of diamonds and precious stones.  While the stock of sealed
packets at Madras and Calcutta Customs Houses are verified by the
Assistant Collector, the same is verified by Superintendent of Customs
(Prcventive) in the Bombay Custom House. Stock taking is done once a
year at Bombay and Calcutta while at Madras it is done twice a year, The
Committee desire that Government may consider the possibility of adopting
a uniform procedure for the verification of such stocks so as to ensure that
officers of the same rank are deputed on the job at all the Custom Houses
and periodicity of verification is also uniform at these places.

The Committee find that no representative of the Goverrnment
was included in any of the delegations which went abroad for the promo-
tion of jewellery export. A number of delegations were sent to US.A.,
UK., Switzerland, Holland, Italy, France, West Germany, Belgium, Canada
and Venezuela which consisted of members of Diamond and other panels
of the Gem and Jewellery Export Promotion Council and trade.  The
Committce are unable to understand the reasons for the non-inclusion of a
Government representative in any of the delegation seat so far. They
desire that Government should examine the possibility of including Gov-
crnment rcpresentative in such delcgations in future, so that the interests
of the public apart from those of the trading could be looked into.

¢8
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Mlo Indixstry'(Deptt of The Committeeﬂ note that the production of industrial diamonds

Industrial Development) in Panna Diamond Project account for about 20 per cent of its total pro-

-Do-

duction of 5000 to 6000 carats per year. This production falls short of the
domestic requirements and the shortages are supplemented through imports.
The Committee have been informed that a scheme [or the expansion of
the aforesaid project for the augmentation of the production of industrial
diamonds is under consideration. The Committee desire that this scheme
may be finalised expeditiously and implemented without delay so that the
maximum requirements of industrial diamonds are met from indigenous
production and the nced for imports is reduced to the bearest minimum.

The Committee find that the Mineral and Metal Trading Corporation
of India is at present importing only 20 per cent of the total requirements
of rough diamonds of the country from various markets. The share of
their total imports may be increased further if their efforts for the negotia-
tion of some kind of contract for direct purchase from Some African
countries prove successful. The Committee, however, understand that the
M.M.T.C. do not have the requisite cxpertise for importing diamonds from
primary sources. The Committee desire that Government should take
measures to develop the requisite skill and expertise on the MMTC.

The Committee understand that traders prefer the D.T.C. and its
subsidiaries for the import of their requirements of rough diamonds. They
have devecloped a sort of apathy or allergy towards the canalisation of im-
ports of rough diamonds by M.M.T.C. One of the reasons for this
attitude is that M.M.T.C. has not been able to offer such credit terms that

98
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M/o. Commerce

cut known as ‘makeables’ in the trade circle. It does not operate in bigger
sizes of diamonds, i.e. sawables which are mechanised and skill for which
has been devcloped in countrics like Israel and Belgium. The share of
makeables is only a small portion of the diamond market. The Committee
have been informed that encouragement is now being given for the import
of machinery to work on bigger size of diamonds. The Gem and Export
Promotion Council has also set up two artisan schools for the purposes of
giving training in cutting and polishing of ‘sawables’. The Committce
desire that concerted cfforts should be made to afford all incentives to deve-
lop full expertise in the cutting and polishing of ‘sawables’. They would
also like the Government to consider the desirability of entrusting this work
to the Public Sector.

The Committee note that imports of rough diamonds are allowed against
replenishment licences granted to cxporters under the import policy for
registered exporters.  These licences are granted against exports of cut and
polished diamonds. Indian exporters import mostly smaller size of rough
diamonds known as ‘makecables’ which are mainly obtained from Diamond
Trading Company, London. The rate of replenishment varies between 60
per cent to 80 per cent of the export realisations in case of ‘makeables’ and
‘sawables’. The replenishment licensing system is intended to encourage
the export of better and more value added items by our country.

The Committce have been informed that the allocation of replenish-
ment is done on the basis of the information about the value of exportefl
goods obtained from the Gem and Jewellery Export Promotion Coungil
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who collects these details from representative transactions, On the basis of
the data furnishcd by the Council, the replenishment rates are determined
by an inter-ministerial policy group consisting of the D.G.T.D., Economic
Affairs Department and representative of the Finance Division of the
Ministry of Commerce. The Committee are surprised to note that the
Government have to dcpend entircly upon the data furnished by the Gem
and Jewellery Export Promotion Council for their judgement on the detsr-
mination of the replenishment in the inter-ministerial policy group. The
Export Commissioner, Office of the Chief Controller of Imports and Ex-
ports has admitted during evidence that ‘we do not have any other expert
Government agency for the purpose’. The Committee apprehend that in
the abscnce of any external verification of the correctness of the data
furnished by the Council, the possibility of manipulation therein and the
diversion of the imported rough diamonds on a substantial scale inside
India, where there is very good demand for them, cannot be ruled out. The
Committce, thercfore, recommend that Government should establish a
suitable agency with the requisite expertise for the proper and thorough
verification of the data furnished by the Council to ensure that the value of
replenishment licence is not in excess of that admissible against exports
under any circumstances. The Committec are concerned that information
regarding the structure and economies of diamond polishing is not being
obtained by Government on a regular basis. but obtained from the Coun-
cil at particular times for policy formulation. This does not appear to be
a happy state of affairs.

The Committee find that the Study Team on ‘Leakage of Foreign
Exchange through Invoice Manipulations’ in its report pointed out that the
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cxportcrs do not glve suﬂicnent dctalls of the dlamonds in the documents
including invoices. The market value of the diamonds is also not indicated
in the shipping bills. They have desired that. the exporters should be
asked to declare the size, colour, cyt and perfaction of the diamond in the
invoices which can help congda‘ably in thier valuation. They have alsa
suggested that local market value of the diamonds should be declared in
the shipping bills in .ydltlon to the export value to enable the Appraising
Officer to make a better judgment about values. The Committee would

like to know the action taken by the Government on these recommenda-
tions.

The Committee find that the appreciation in the value of diamond takes
place only after it is cut and polished by the craftsman. It is however sur-
prising that no figures arc available about the actual share of the appre-
ciated value which is taken into account for making payments to the crafts-
man. The Committee would like the Government to ensure that the en-
tire profits are not pocketed by the traders and middleman and that the
remuncration paid to the personncl employed on the job of cutting and
polishing the diamonds is in commensurate with the labour and skill put
in by them.

The Committec have been informed that one of the qualifications pres-
cribed for the post of valuer requires the incumbent to be diploma holder
in Gemology. From the details of qualifications furnished by the Depart-
ment in respect of the jewellery experts working in the Bombay Custom
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House, it appears that none of them possesses a diploma in Gemology.
The Committece desire that in the interest of optimum efficiency essential
for the valuation of diamonds etc. the possession of a diploma in Gemology
should be insisted upon in case of all the candidates for the post.

From the evidence given by the representative of the Ministry of Com-
merce as well as the written statements, the Committee gather the impres-
sion that the Diamond Trading Company has a near monopoly position in
regard to the supply of rough diamonds and Government does not have
any say on the D.T.C. in nominating the sight holders or in determining
the price. It was also brought out during the evidence that efforts of the
Government to locate alternate sources of supply failed.

The resulting picture seems to be that Government is helpless in regu-
lating the flow of imports or their prices and has to depend on the mercy
of the D.T.C. In the circumstances, it is not clear to the Committee why
the DTC sends a delegation to India half ycarly for discussions with Gov-
ernment and why the Central Selling Organisation (an affiliate of the
D.T.C.) maintains a retired Major General in India presumably for puar-
poses of liaison with the Government.  Obviously, the D.T.C. looks for
some favours from Government. It may be that D.T.C. is anxious to avail

of the skill and facilitics available cheaply in India for cutting and polish- -

ing small sized diamonds as such facilitics arc reported to be not available
clsewhere. In other words, the D.T.C. would like to exploit for their own
ends the professional expertise available in India, in respect of these small
sized diamonds. If so. Government docs not secem to be as helpless as is
made out.

16
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In this connection, the Committee note that the share of the D.T.C.
in the imports into India increased from 6 per cent in 1970-71 to 61.6 per
cent in 1975-76. Another disturbing trend is the abnormal increase dur-
ing 1971-74 in the prices of the imported roughs (110 per cent) which
is not suitably reflected in the prices of the exported cut and polished dia-
monds (60 per cent).

The Committee note that Government have the power to grant licences
and make available bank credits through the regulation of the export
policy. The Committce would like to be assured that the exercise of
these powers has not had the cffect of benefiting the Company in expand-
ing its market in this country and increasing our dependence on it.

The Committec would also like to be informed whether the profit of
the Diamond Trading Company on sales through sight-holders which would
constitute a deemed income accruing or arising in India under Section
9(1)(i) of the Income Tax Act, 1961, have in fact been assessed to
Income Tax.

The Committee would urge Government to make an in-depth study
of the problems relating to the diamond cutting industry and take steps
to regulate the quantity and prices of the imports/exports and so frame
policies to ensure that the interests of this country are not jeopardised.
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