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1 N TRODUCTION 
1, the Chairman of the Public Accounts Committee, as authorised by 

a e  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 and Auditor General of India for the year 
1974-75, Union Government (Civil), Revenue Receipts, Volume 1, Indirect 
Taxes relating to Customs Receipts. 

2. The Report of the Coniptroller and Auditor general of India for 
the year 1974-75, Union Government (Civil), Revenue Receipts, Volume 
I, l'ndircct Taxes was laid on the Table of the House on 14 May, 1976. 
The Public Accounts Comniittee ( 1976-77) examined this paragraph at 
their sittings held on 23rd and 24th December, 1976, but could not finalisla 
this Report on account of dissolution of the Lok Sabha on 18 January, 
1977. The Public Accounts Committee (1977-78) :onsidered and 0na- 
lised this Report at their sitting held on 6 December, 1977 based on the 
evidence taken and further written information furnished by the Minis!ry 
of Finance (Department of Revenue I .  The Minutes of the sittings form 
Part 11* of the Report. 

3. A statement containing main conclusions/recort~n~endations of the 
Committee is appended to this Report. For facility of reference thew 
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 adst -  
aacc rendered to them in the examination of the Audit Report by the Corn- 
troller a d  Auditor General of India. 

6. The Committee would also like to express their thanks to the o ~ c t n  
of the Ministry of Finance (Depanment of Revenue) for the mopetadoa 
cxtcn&d by them in giving information to the Committee. 



BELAY IN DISPOSAL OF SEIZED DI.%MONDS, PRECIOUS STONES 
AND SEMIdPRECIOUS STONES ETC, 

Audit Paragraph 

1.1. In September, 1966 the Government of India issued orders that 
aonfiscated 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 ;I strong roonl of thc Customs Warehouse pending disposal. A review 
(May, 1975) of the Warehouse ~cgistcrs of a major Custom Housc, 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 casca. The 
total value recorded in the register in respect of 31 cases amounted tc Rs. 
7,91,556. In the remaining 4.5 cases neither. the value nor the exact des- 
cription of the precious stones were indicated. 

1.3. Thc Ministry hukc mtcd that the d~spnsul 01 diamancis could not 
hc taken up since 1970 as the available staff was utilised for the disposal 
of bulk consignments likc ,textiles and electronic goods. Thc total value 
of diamonds and semi-plecivus and prccious 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 diarnonds ha5 been tahcn up on priority basis and cffcrts are 
being made to dispose of all cases upto 197 1 .  

[Paragraph 15 of the Report of the Conlptroller and Auditor 
General of Indin.  Union Governmen: (Civil). 1'01. 

\''-Indirect Taxes!. 

1.4. This paragraph points out the delay in disposal of dian~onds, pre- 
cious and semi-precious stones, seized d ~ ~ r i n p  the period from 1959 to 1973 
in Bomhny Customs House. I t  also brings into focus the failure on the 
pan of the Department to ensure prompt disposal of the good5 despite the 
existence of instructions in re~ard  to the manner of disposal. The goods 
seized and not disposed of, fall under the categories: ( i )  Rouph and uncut 
and (ii) cut and polished. Tn rcqpcct of the former the instructions of 
~e~ te rnber .  1966, stipulate sale hv auctlon to holders of licences. To ex- 
pedite the disposal, the Custom Officers were permitted in November, 1968. 



to accept bids which are about 10 per cent less than the estimated c,i.f. 
prices. In respect of the latter, instructions were issued in April, 1968, 
to have them disposed of by the Handicrafts Handlooms Expon Corporn- 
tion in foreign countries a1 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 ,711 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. I do not went to 
defend sonirthing which c:innot be defended. In the case of 
diamonds and precious srones. there was a delay in disposal 
and sale of confiscated goods. but one redeeming feature is 
that therc has heen no loss or theft hecause of this delay." 

1.6. Explaining further thc factor!, which contributed to this delay. the 
Chairman. Central Hoard (.if Excise ~ ~ n d  Customs. has stated:- 

"Sir, it is m y  dutj I ( \  hc tri inh with you. T h e r ~  has hcca a special 
aspect with rcgard to the s:Je of diilnionds. T w o  or our very 
senior officen got charge-aheeted bccausc i l l  a p:irticular auc- 
tion. thc ~.aluc. rcalised waz not what rihould have been realisrd, 
cwn though the t.;\luarion l~rrtl k e n  tlonc h! thr cxport vttlues. 
On account of that, therc ha. been nn inhuilt inhibition to 
touch diamond auctions. Anyhod\ who knew that he had tn 
auction diamondc felt-hesitant. I iim 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 infonuation 
about the diamonds auctioned, the value rcalied in the ai~ction i~nd that 
determined by experts : - 

"It has b a n  reported by the Collector, Customs, Bombiy that re- 
cords as to the dctails of the diamonds auctioned and vdue 
r e d i d  and the value determined by the expeR.4 are not svdl- 
abk as the matter pertaim to the e d y  tifties. However. from 
tk information available with the Department, it may k 
stated that in a letter addressed to the Finance Ministry in 
1953. a camptaint was mrde thlrt the quandty of diamonds 



e k e d  by the Customs ha6 been apprised at a ibw value a d  
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 ertimatbd 
at 230 carats whereas their correct weight was about 100 
carats more." 

1.8. Giving details about the officials responsible Tor the default and 
the action taken against them, the Department of Revenue and Bankiog 
have stated in writing as under:- 

"The ofiicials involved in the case were two Assistant Collectorh, 
namely, Shri M. Ranlachandran and Shri R. C. Misra and two 
non-gazetted officers in the Bombay Custom House. 

' f ir  Government ordered proceedings against the officer$. 
After conducting an oral enquiry into the matter as laid down 
in the CCS(CCA) Rules, the Government in1posc.d penalty of 
reduction in rank for ii 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 Appraiser 
from the rank of Ascistant Collector (Junior Scale)." 

1 .O. Thc Conmittee desired to know whether i t  was bcciwse of lack 
, r f '  atittT that the diamonds and prcciou3 stones could not be mlti in time. 
'Shc Chairman. Central Ror~rd of Excise :md Customs, has ieplicd during 
evidence :- 

''It is true that over the years, smuggling had been increasing. It 
is  a fact that the staff augmcntation seldom keep pace with 
the staff rqdrements. It takes quite some time. In tbe 
meantime, it is. the duty of the Collector, Customs, to depby 
his existing staff on matter., which are more important to him. 
When a person has got less staff, he would not like to relax oa 
seizures: hc would like to do that as much 3s possible. If 
something bas already been confhcated and there is going to be 
Yonre delay in its disposal, it is not going to do as much damage 
as if he w m  not to seize. Therefore, much qreater attention 
had been paid to seizures and even in regard to disposals. much 
greater attention war paid to g o d s  which were likely to de- 
tcrionte." 



1.10. At the instance 01 the Committee, the Department of Revnut. 
and Banking have furnished a written note explaining the requirementrr of 
~taf? and the difEculties in positioning the staff which led to the delays in 
disposal of diamonds: - 

"Only 6 posts of Preventive Officers for handling 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 
seired/confiscated goods, and duc to the increase in number of 
seizures after 1971, the Custom House had to divert 30 pre- 
ventive officers and 3 lnspcctors from Gencrnl Preventive 
duties in the Docks and Bunden for handling tlic disposal of 
seized!confimted goods.'' 

1.1 I .  The Co~umittee wantcd to Anow the latest stock psition of dia- 
monds and precious stones, etc, in the cus~ody of Customs at various ports. 
The Additional Secretary. Minim) of R:.vcnuc and Banking, has stated 
during evidence:- 

"The total pending in the Bombay Customs House, 3s in January, 
1976 is Rs. l,O5,lY ,684 worth of diamonds and Rs. 29,95,572 
worth of precious stoncs and semi-precious goods, the total 
being Rs. 1.35,15.256/- . .As on 8th December, 1976, thc 
balance of' diamonds i s  Rs. 3 1 . I  I .023 and that of precious and 
semi-precious stones is Rs. 11.87,071. So, the total has becn 
reduced from Rs. 1.3S.lS.2S6 to Rs. 42,98,094. The differ- 
ence has been dicposed of during the last eleven months.. .Tn 
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. 16.1 0.798, the total amounting to 
Rs. 19,38,967. As on 16th December, 1976, the total of both 
these is only Rs. 737,964, 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. 4,70,127. 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-preciolls 
stones were Rs. 1,37,100, thus making a total of Rs. 
1,39,438." 



1.12. The Committee wanted to know whether any time limit had beon 
prescribed for the disposal of the confiscated goods. The Chairman, Con- 
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 he 
able to clear most of the arrears." 

1.13. In a written note, the Department of Revenue and Banking haw 
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 -1 077. disposal between 1-1  - 1977 and 3 1-5-77 
and pendency as on 31-5-1977:- 
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6,14. The Committee wanted to know the methodology adopted for 
rhe 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 whelher the disposal was also 
made by private negotiation. The witness has replied:- 

"In Mudrus Custolns 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  1074 to the Devasthanam, they must have got 
the tenders for it. Whcther they resortcd to further negotia- 
tions later on. I do not know. . . . . . Thcrc 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 to how it wts done 01. if they got special 
permission and would let you know." 

1.17. At the instance of the Commitlec, the Department of Revenue 
dnd Banking, have furnished in writing the following details of the diamonds 
;old to Tirupathi Devas~hanani in 1974 through negotiation:- 

"Thr sale wa5 made at thrl h t  market price ascertained by the 
Custom House according to the usual procedure. The dia- 
mondc were first valued by the Departmental expcrt (Apprai- 
w), seconrliy by thc repuseptative of the Diamond Merchantr' 
Association, and third1 hy an independent diamond Merchant. 
The above operations were carried out in thc presence Of 
Assistant Colleclor (Disposalc) ilnd thc highest of these values 
was fixed as the sale pricc. 

The sale effcctcd lo Thirupathi Devasthanam was thus at the high- 
est pricc as an-ivd at in thc ahovc manncr. The amount rea- 
l i d  cannot. therefore. he expected to bc less than the com- 
petitive price prevailing in the market, since the price adopted 
has been the highest one estimated by three different agencim, 
valued indepcndcntly. It may also be mentioned that the book 
value of the diamonds in question noted at the time of seizure 
was stated to he Rs. 38,900 while their fiale price rcaliscd 
was Rs. 76,899." 



1.18. The Committee pointed out that if there was some private arranp 
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 general 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 Revcnue 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:- 

2 C.C , Calcutta . . , , . 

There ha$ h e n  no sale in othrr Custom Houses/Central Excise 
Collectorrtts during 1974-75 and 1975-76." 

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

"Thcrc was a departure from these two mcthods. namely, direct 
salc of the cut and polished diamonds was made by the Madras 
Custom Housc to the Tirupnthi Devasthanam. The Tirupathi 
Devasthanam approached the Ministry with n 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, thc Cuslnn~ House was directed to sell the diamonds 
to Tirupathi Devasthanam at the best internal market price. 
Accordingly the Custom Housc sold diamonds valued at 
Rs. 76,899 to the Tirupathi Dev;isthanam. Excepting this, 
there has been no case of deviation from the prescribed proce 
dure during the above pcriod viz. 1974-75 and 1975-76." 



1.21. Asked to state the methodology by which the public: was int'orm- 
ed about the sale of diamonds, ctc.. the Additional Secrctiwy, Ccntral 
Board of Excise and Customs, has stated during evidence:- 

"The sale. either by tenders or by auction. is apyropriatdy advertis- 
ed; and notice$ are sent to the concerned associations for 
participating in thc tcnder or auctjon, as thc casc mny I=. 
The public are allowed to come and scc them. Thcy are exhi- 
bited in the Custotns House itself. The information whether 
the sale is by tenders or auction. is also ;~dvcstisctl in  the 
Press." 

1.22. Explaining the dctail.: about sale of diamonds, the Ilepart~wnt 
of Revenue and Banking h a w  intimated in writing as under:---. 

"The rough and uncut dialnotrds are sold either by auction or b> 
tender at c.i.f. price aflcr charging duty at the prevailing rate 
and debiting the import licences issucd for rough and uncut 
diamonds. 

Cut and polished diamonds are sold in the internal market at the 
best price either by auction or by sealed tenders. The Rotnba!, 
Custom House, however, evolved a procedure for the disposal 
of the cut and polishcd diamond\ for export h! invitinc w11.d 
tenders. 

After valuation and arranging the lots the sale listlcatclogue is 
printed by the auctioneer if the sale is by auction or by tiic 
Custom House if the sale ic  hy tenders. Particulars like the 
type of stones i.e. whether diamonds, precious and scmi-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 the prospcctivc huyers. 
The date and the period for inspection as well its the date 
of auction and of receiving thc senled titn~lc'v ; l r t  ~whl i~h~c l  in 
the advertisement through the Directorate of Audio Visuid 
Publicity. Ministry of lnformation and Broadcasting. Nen 
Delhi. If the prices offered in the tenders or at the time of 
auction is above the reserve pricc, thc offcr~lhidc. arc ncccptcd " 

1.23. In regard to the safeguards provided to avoid substitution of the 
displayed items, the Department of Revenue and Banking 11i1ve state in 
writing thus:-- 

"The display of the diamonds is invariably done undcr the direct 
mtpervision of either the Assistant Collector or Superintendent 
of Customs (Preventive) assisted by jewctlery appraiser and 



li 
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 roog to the inspection room, and back 'are . escorted by the armed guards. Inspection is allowed to the 
parties in sr A< batches not exceeding two to three persons. 
Each lot is opened by the Jewellery appraiser and passed on 
inturn to the parties. N o  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 ~urveillance 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 Associntions 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:- 

2 .  All 1 i ~ i l i a  Jc\vrllrrv . ~ w ~ i a t i ~ r ~  19-E .  
Connau~ht Placr, #ew &&in-I 

4. hidras  Jewllers and Dianmrd Mer- 
chants' Association, I I / I 2 Car. St , 
Netaii Sttbhash &Ke I.ane, Madrm. 

5. Eornbav Precious Stones' Expo'kn 
thociation, Vamda Vad, Jambat 

Road. Bombav. 

6 Bangalore Jewellers Associaticn, Nag- 
arth P h .  B P t ~ ~ l v e - 2 .  

7. The b n ~ h a y  I)WIWY& Merchr nts As. 
scwiatir.n, 3rd Dhanii St., Bombay-3. 

8. The Pearl Importers .ad Exprter 
Amciation. 80. A/B SheiLh Mmon 
S t m t ,  Bombay-2. 

9. l'he h e i o u s  Stone Importen and 
Exporta M t i o n ,  pg, OunklL ' 

Chunben, 187-189, Mumbdevi Bod, 
Bombay-n. 



Custom House, Calcutta . . . ,Jewellers' Amciation, 38.Purtolla Str v t  I ,  
Calcuttr . 

Gutom HOLY, h 4 Y l r ~  . . . Uiamond &wllem' .4wriaticn Madras' 
Jmpur, mbay/Drlhi/Titurhi/ Coi~nhti. 
tore/Madurai. 

Central Excise I .  President Jewr llery r\wuciation A-F, 
col!wtoratc. Dclhi Connaught Placc, Ncw Dclhi. 

2. The Secrctar.., Glass Brads & Char. 
tnns Merchants .4sseeialion. 41 4 .  
Sadar Bazar, Delhi. 

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. 11 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 thc dealers and tnerchar~ts 
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 cnnnot be ntled out. The only 
way to check is to h m c  i l  proper valuation heforc the :ructton. 
and that is what wc 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 see1 it. We asked the Nationnl M i n e d  



Development Corporation and they said that they have no 
oxperthe._ Then we approached the Handicrafts Export Car- 
poration. The experience there also is that in the course of 
three years they could sell only a 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. Tho 
offer is still open to them. It has not been withdrawn. If 
they have expertise they can do." 

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 Depurtmcnt of Revenue 
and Banking, three statements showing the seizures and particulars of djs- 
pod separately in respect of diamonds, precious stones and semi-precious 
stones are annexed as Appendices; I, TI and 111. 

1.30. The statements reveal that out of 245 cases of seizures of &a- 
monds, 90 were released, 85 confiscated and 70 were pending adjudication. 
Out of 304 cases of precious stones, 238 were released, 45 contiscated and 
2 1 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 N 
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 



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 vcry d f i -  
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, clzanlincss, s i x  and type of 
cut etc. determine 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 pcriod elapses bctween the date 
of seizure and thc datc of disposal of the goods, the goods are 
not valued by the same experts on two occasions and thcreforc, 
the value estimated at the time of disposal of goods differs 
from the value ascertained at the time of seizure. 

( c )  The valuation in the case of goods seized while bcing smuggled 
into the country is done under section 14 of the Customs Act, 
1962 whereas thc value for the same goods at the time dF 
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 :he 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 Jewetlery Appraiser alone. 

( d )  The value at the time of seizure also di&rs from the vdue 
at the time of disposal because of the fluctwtions 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:- 

'Wth a view to reduce the variation in vdue to the minimum t& 
Departmem is exploring the psibil i ty of centralisiag the PaL 
of the precious and semi-precious stones and diamonds both 

. cut aqd polished and rough and uncut at certain specified 
Custom Houses." 



/ 
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1.35. The Committee wanted to know tho qualifications and salary gres- 

cribed for the post of a Va'luer. The Chairman, Central Board of Excise 
and Customs, has replied :- 

"They are jeweller~ experts whom we recruit through the UPSC. 
The UPSC go into their qualifications, how long they are in tho 
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 Rcvenue and Banking have 
in a written note intimated that:- 

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

S. KO. Same of Appraim ~ualifiration for thc purpose. 

I 2 3 

I Shri I3.C. Jair~, Espwt Appraiarr iri Exprriencetl i r ~  evaluation ofdianlonds 
,lrwcllery . . . . , from the year 1965 in Custom Horise. 

Hrnce an rxperirnced of about 12 
yem. Prior to Joining the. service 
:%a a Jewclle~ Expert A.O., assisted 
in one of t11r leacling fima, in the 
held of manufacturing, soning and 
\ aluation. 

2 Sl~ri S. B Uapar lixpcrt rippraiser in M'urkecl as Exanliner in Jr~cellery Scc- 
Jcwrllrry . . . tionfor4 yearsin resprct of identifica. 

tinn and weighrnent of diamonds, 
precious and semi-prrcious stones. 

From 1972 working - E q m t  Apprai- 
ser (Jqucllery) in Custom House 
which ~volvcs valuation of Dia- 

monds &w*d the PreliminerJI 
Examination of the Gcrnmo)ollical 
Institutr of Great Britain in 1975 
and intends to complete the Diploma 
Courbr w n  . 

3 Shri .Mim 4khrar E q w t  Appraiser in w o r m  as ucunha in tbe Pmtd 
Jewdery . , . Jeweller). .Soctiun . (2A.3) from 

1922 to 1976 involving the work of 
identihatid -Pad weighrnent of 
diayadr,, prccipus s tona  etc. 
appomted In A u p t ,  1976 as Jeml- 
lay -r which mvol- 
mthc work of vr lyatronofdiund,  
besides ather precious stona. 



- - - -- 

4 Shri O. Bhukaran . . . Worked u Examiner in Jewellery Scc- 
tion of the Custom Houlc born rgp 

W to 1975 which involveci the iob of identification and weigbmrnt of 
Diamonds, precious stow,  etc. 
Workingav Jewellerv Appraiser from 
May, 1975in the CustomHow which 
involved valuation of diamondn, 
besides other precious s tow.  P a d  
the First Year Prelimha Eramina- 
tian of Gemmoloqical 7mtitute of 
Great Briuinin 1975. Intendr torom- 
plete the F.G.I. (London) Diploma 
won. 

5. Sllri S. A, Sachdcn . . . . Worked a9 Examiner in JemIlery 
Section of Custom Hor~se and P.A.S 
for 2 112 years. Work involved the 
job of weighment, identification of 
previous stones and diamonds. Wor- 
ked m Jewcllery Appraiser in P.A.S. 
for about 3 yean, which invovled 
the evaluation of diamonds and 
predotu stone. 

6.  Shri R. S. Jorhi Expert Appraiser in B. Com/Jewellery Pxprrt. He was 
Jewellery . . . . a p~r l ted  aa ditect recruit Jmcllery 

Expert Appraiser on 91-8-1pB1. 

1.37. ~sl;ed 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 when 
they do not have enough work, we might divert them to othcr 
jobs. But no valuation of diamonds and precious stones is 
done by other people.'' 

1.38. To a qucation id regard to the procedure for the fixation of fair 
sale price of diamonds and 0 t h  pncious stones, the Department of Re* 
due and Banking have intimated in a written note, as under:- 

"Diamonds, prccious/semi-precious stones are valued by a pand 
co~u~isting of expert jewel lq  appraisers after enquiries. They 
ere also l u e d  by reference to an independent valuer a p  
painted by the Cwtom H o w  as well as by a panel of trade 
experts consfsting of tbe representatives from the respective 
associadons, namely, Diamond Merchant3 Assadatian, the 
Precious Stones Imports and ex pan^ Assodation otc. Tlte 
valuation of the expert jewellery appraiser is accepted provld- 
cd it is not It411 than the other valuations. In the fatter caso 
tbe highest of these valuatians is taken." 



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 them 
was no loss in value at the time of disposal. The Cha i ian ,  Central 
Board of Excise and Customs, has replied during evidence:- 

"Over a period of time, these prices have been going up. Them 
may be very rare cases where the old valuation may have 
gone wrong. , . . . There are experts on the job who value 
these Wigs. They are reputed jewellery experts. I 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. l'he Committee pointed out to the case from Shillong Collcctn- 
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. 1 3 1 5 which was less than half of the price vducd 
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. tk 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, . . .Normfly 
we do not sell it below that price." 

.. 1.43. The Committee wanted to know as to why low valued preciou 
and semi-precious stones were seized w h  seizures involved lot of Icgal 
processe. The Chairman, Central Board of Excise and Customs h a  
stated:- 

"Normally lnuny a time when you raid the premises if you find 
something petty and yet it is liable to confiscation, some 
o5cers would not feel Like leaving," 



1.44. Asked whether the cut, uncut, industrial bi'$eni.quality are classi- 
' fied in the seized documents, the witness has replied:- 
'.* 

"When the seizure is made, the packet is opened and weighed und 
. . then kept there. 1 do not know whether on the records they 

write whether it is industrial or not industrial. Sonle people 
may he doing it others mag not be." 

1.45. Adding further in this ctvntlection, the witness has stated- 

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

. . 
wrietirs sepriratcly so that if and when you need tile figures. 
we can give then1 scyaratcly." 

1.46. The Cottmittcc wanted to know the critcria adopted for the 
release and confiscation of the dian~onds etc. seized by Cu#torns authorities. 
The Chairman, Central Board nf Excisc :ind Custonls has rcplicd duling 
evidence:- 

"These are not nccessnrily cases of what is in the process of conling 
from outside. In those ccisc<. nonnnlly thcre cannot bc much 
doubt because if n person has brought son~ething from ahroad 
cither he has got an import licence or he docs not havc. But 
the doubt arisch mostly in the case 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 dl 
other details, and if we find that everything is satisfactorily 
explained, then it is alright. but if we find that everythin? i s  
not satisfactorily explained, then there will be a case fot- 
confiscation." 

1.47. Asked if it did not amount t o  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 gettiag released after seizures, this is bad administration 
because it means that either the seizures was not justified in a 
large p e ~ ~ e  of cases in which caw it causes harassment 
or that there might have been something wrong in ordering. 
relaase." 



. 1,48. The Committee wanted to know whether the releases of 64,23& 
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 Inter, 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 has been wrongly exercised. It might have been 
that the seizing itself was wrong and I would be more inclined 
to bclievc that, because the scizin~ is donc by thc lower officct. 
and it is there the mistake lies. I t  may be a case of ovcr- 
enthusiasm or misplaced enthusiasm to show large figures of 
seizures. The lowcr officer map 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. T h e  can, of course. be cases where 
even after an adjudicating oliicer has ordered confiscatisn, the 
appellate authori! y which is higher than the adjudicating 
officer, night come to the conclusion 'no, there is not enough 
evidence'. But. I dare say. I I IOS~  of these cases could probablj 
be at the first staze. Qbitc frankly, I was rather concerned 
that such a high pcrccntagc of these goods were geltin8 
relcased." 

Stock Verification 

1.49. The Committee dcsircd 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 nnd he does periodical check- 
i ng." 

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

*'The stock of sealed packets are verified by the Ads l an t  Collector 
,in Madras and Calcutfa, and,'by the Supenatendent of Customs 
(Preventive) specially posted for stock-takhg a t  the Bombay 
Custom House. Stock taking i s .  dons oaa in a year a t  
Bombay and Calcutta, and once in six months at Madras." 



1.51, When enquired about the safeguards provided to ensure the 
elimination of the chances of substitution of diamonds etc., after seizure, 
lhe Department of ~ e i e n u e  and Banking have stated in writing thus:- 

"The packets containing seized diamonds and precious stones are 
kept in the warehouse 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 
preciousIsemi-precious stones has 50 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 wimess 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 m c e r  incharge of 
the Strong Room and whether any security was obtained from him, the 
martmeri t  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 supenison of Superintendent of 
Custom (Preventive). 

In Calcutta and Madras Cutom Houses, a fidelity gurantee for an 
amount of Rs. lb,p00/- is cxecutcd by the OWccr. In 
Bombay Custom House, no security has been obtained from 
the otllcer." 



1.55. The Comrnittet wanted to know the motive behind the smuggl- 
ing of diamonds in India. Th Additiooal Secretary, Department of 
Revenue and Ranking bas stated:- 

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

C 

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 smugglern 
who have been caught are concerned, we can supply them. 
to the Committee after finding out from the various places. 
If the case is serious, the people are proceeded against no€ 
only under the Customs Act but also under COFEPOSA. 
None of the smugglers would be left at liberty. It is because 
of nll 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 
baggage of the suspect persons is being screened more thoro- 
ughly and even 'fheir persons searched to detect concealment 
of diamonds. Raids/searches have ken 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 COFEPOGA 
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 id 
and the incentive for sucb smuggling, the Department of Revenue end 
Banking have stated in writing as under:- 

"(i) Cases of smuggling of diamonds wbich have come to the notice 
of the Department recently are genetany those of attempted 
export of diamonds out d tbe country. In some of the cases 
of seizures of diamonds, sucb attempted export wlrs resorted 
to by air Passengers by concealment either 'on perm or In 



the baggage. Air gassage is normally availed of for quick 
transport. 

(ii) It appears that one of the motives/incentive for smuggling of 
diamonds out of lndia could be convenient transfer of assets 
out of lndia, which could be utiliscd for the Durposes 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 saleable 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. Sornc part 
is provided by Panna mines." 

Jmport of Rough Diamonds 

1.61. The Committee desired to know the places wherefrom the rongh 
dianmnds 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 organisatip in Landon or from the free 
market in Belgium. Open purchases from the Eumpean 
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." 

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

"We issue import lice- only for hport from any general cur- 
racy  area  I have worked out on the basis of data that 80 
p r  cent of the roughs arc ultimately from the Diamond 
Trading Company, 



1.62. On being asked what type of diamonds were allovied 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 Commerce" : 
have furkhed the following information in writing regarding thc total 
imports and percentage of imports of diamonds made by the Indians from 
the DTC from 1969-70 to 1975-76:- 

'Total Imports cr,,shw. , 
iln~orts from of' 

DTC: D'TC 

1975.76 . 5993.09 3391'92 6106t',! 

--.- ---- ---- .-. 

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:- 



S i n e .  
Switaaknd 

T.nuni. . 
U.K. 

USA. . 

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

"Those rough diamonds which are imported from sources other 
than the DTC. thar is from the open market of London and 
Antwerp. to a considerable extent could be traced ultimately 
to the D K .  The suppliers in London and Antwerp ruarket 
receive DTC sights of rough diamonds which *are disposed of 
to Indian buyers. A vcry small fraction of the diamonds 
purchased by the Indian importers would be from non-DTC 
sources. During 1969-70 initially the DTC had only I3 
approved Indian ~rnporters on their list. The number has 
gradually increased and prewntly there arc a b u t  53 sight- 
hddcrs in India. 

T h e  primary sources of rough diamonds in the World arc hfricir. 
Angola. Botswana, Central African Republic, Cihana Guinea. 
Ivory Coast. Imotho I ,iberiii. Sierra Ixonc. South 4fricn 
RepuMyic of: premier mine, Other De Beers C. South West 
Africa Territory of Tanzania, Zaire, Other areas: Bruil. 
Guyana, Jndia, Indonesia, USSR. Venezuela, U.K., USA and 
Ism1 . 

All these countries are primary producers of rough diiimonds but 
thcy haw their own Selling Organirationr and rnarkd through 
them. Mast of thest countries traditionally sell thcir pro- 



dPcb tbrmgb the Csabd Selling Organisation (CSO) in Lon- 
don of which DTC is a part. It is DTC London 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 s t a n d a r d i  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 source,q 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. I t  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 :VOT 
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. 
htrs 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 contrd 
a very large number of diamond mines-they control 85 per 
cent of all the diamond production in thc world. They get 
;ill the dianionds that these mines are mining and ton them 
out and put them in different kinds of packages and tben 
release them according to their own policies at various times 
in the year. These are called 'sights' and they invite on11 
'sight-holders' to conic and sec' the stuff. These sights arc so 
diflicult 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 nronopoly. But since India has emerged 
in a big m y  as a country which cuts and polishe0 diamonds, 
the DTS is itself wry careful of the fact that India is one of 
the countries which is buying a very large number of diamonds 



and if it.mrs, to fitpd s m e  .ohm aourew of dihmohds and not 
depend on them, a lot of their market may be lost, and their 
attitude has somewhat softened. Previously, the number of 
sight-holders in India used to be less but they havc,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 dia~llonds 
from Diamond Trading Conlpany were made at a higher price as compared 
to imports from other sources. The Joint Secretary, Ministry of Comnwrce 
has replied:- 

"The Diamond Trading Compan~ has given in one year 1 I sights 
wherc sclectcd people were allowed to purchase rough diil- 
monds, Apart from it, there is some trading through subsidiirrics 
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 roudls obtained i n  
the An!werp/London market are supposed to be of a high 
quality. An importer gets the DTC roughs at the going plices. 
Secondly, the total trade in rough diamonds i s  controlled hy 
this company. or  the central selling organisation of this company 
and its associates. It rcgulatcs the prices of these diamonds. 
Unlike some precious stones, the prices of various kinds of 
rough diamonds in a particular year would be more or lcss 
similar in this. or that particular market. This is the achievc- 
ment of this monopolist company, because i t  decide& upon a 
pricing policy. Its releases into the market account for 80 per 
cent of rough diamonds available. It more or less stabilizes the 
price. It even plans the price of the polished diamond." 

1.68. Asked whether Diamond Trading Company was a world monopoly 
'oncern. the w i w  has replied in the affirmative. 

1.69. When enquired as to who thew sight-holders were, the witness 
has rcpi'iodc 

*me% et.e exporters. There is an export obligation on the import 
of rough diamonds." - 

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

'.DTC &as arrangements with rrim4s~ all the major diamond-pmduc- 
ing atws, including Rwia ku selling a d&& 1 do not 
clay tbot there are no &r priraafy auctions. Ghana doer 



auction independently. 2 or 3 countries are not fully in the grip 
df 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 
tbere." 

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 delepa- 
tion. They have one meeting with us. They meet the jewellers 
and distributors on the diamond side. Up till now Guvernment 
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 Secretnry, 
Ministry of Commerce. has stated:- 

"We discuss with them only three things.. . . .!he 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 total imports." 

1.75. Explaining further the scope of discussion, the witness bas 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 p r i m  
unduly. We asked them why they are increasing the prices. 
Then we ask them why they are not increasing the volume of 
imports to India. These arc the issues which are d i s c u s d  
with DTC. My authority with the D m  is ablutely zna 
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It is a formal klhd of dislogue. It is not at all negotiation. 
DTC does not do negotiation. . . .We make certain suggestions. 
Sometimes they agree, sometimes they do not agree. What I 
wish to make clear is thiit 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 j ~ r l y  discus- 
sions with the representatives of Diamond Trading Company 
London. In all, four discussions have taken place. 'Thcse were 
on 21st March, 1974, 19th November, 1974, 17th April, 1975 
and 22nd April, 1976. The matters discussed at each such 
meeting have been the following:- 

(i) DTC-sales of rough diamonds to world markets with special 
referenpe to India, 

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

(iii) Government's assessment of the Indian diamond market, rough 
and polished, and MMTCs activities. 

(iv) Diamond advertising by DTC. 

It may be categorically stated that wh'le DTC have k e n  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 dismonds or their prices. 
These decisions are taken by the Diamond Trading Conlpnr~:~ 
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 roush diamonds. Our contact with 
DTC earlier had becn through thc sight holders in India only. 
It was felt that periodical discussions would inform us betrer 
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 MY: delegations visited India fer their 
own survey and assessment of the diamond trade and took an 
opportunity to call on tbe Ministry of Commerce for these 
discussions. 

No discussions have taken place after April, 1976." 



1.77. The Ministry of Cominerce have furnished a list of the names ad 
the Indian Sight-Holders which is annexed at Appendix VI, 

1.78. Explaining the coBtrol of Government od the s'rgbt-holders, the 
Ministry of Commerce have rtated, in a written note, thus:- 

"The control of the Government on the sight hdlders is in a number 
of ways. It is for the Government to i s &  kpcm advance 
licences to the DTC sight holders. Thcse licences arc all for a 
specific value and a period of 4 months is stipuiated. These 
licences are issued on the condition that the re-export should 
take p!ace within a pcriod of 4 months from the date of the 
issue of the advance licence and this condition is supported by 
a legal undertaking or bank guarantee. Govcrnnxnt keeps regu- 
lar w!ch towards fulfilment of the export obligation of the 
advance licences issued by the CCI%E to the DTC sighi holders. 
I t  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 Gwcmnient." 

1.79. In regard to the measures taken to counteract t k  monoply of 
D.T.C., the Minkry of Commerce have stated in u,r i t iq  as u w h  :-- 

"'The Di~mond Trading Company. London controls r m r c  than 85 
per cent of the rough diamonds trade in the world. All the 
leading producing countries mark3 t h i r  products tiirclugh the 
DTC. Fven the USSR is comnitted to seR i!s r n w h  diamonds 
through the DTC. 

Government throush the MMTC has all alorq been t:ying to go to 
the primary sources to procure rough diamohd requirements 
but has not been able to make any progrcss s o  far. T h m  art. 
various problems connected with such prc~cuxnients from any 
primary sources. Generally the goods sold in ow open auction 
by the producing countries are in a mixed lot containing an 
appreciable quantity of rejects and industrial vnricty rough dia- 
monds there is hardly any markct in the country itself and 
there are problems in marketins fhem abroad. It is only thc 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 arc 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 m d  profitable. 

Government tried to negotiate with th; USSR Which is the second 
largest producer of rough diamonds. But they turned down our 
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request for including rough diamonds in trade plnn or on sale 
apinst foreign exchange. However, an attempt is being made to 
send an o5cial 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, Ministry of Com- 
mercc, has stat&- 

"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 
&om African countries, the Secretary, Ministry of Commerce, has replied:- 

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

1.82. Subsequently in a written note, the Ministry of Commerce have 
htimated as under:- 

"The countries like Angola, Mozambique etc. have infornled through 
our missions that they are not keen for such a visit from India. 
Tenrsnian 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 b T C  on the rough market, not polished 
material, is completely absolute. In African countries 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 supplies of 
mu# diamonds were available to meet tbe requirements of the diamond 
cottage industry. Tbc 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 ma& more from other tunmcs than what we are getting 
from the DTC through the sight-holders." 



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

"The import of diamond is not restricted only to sight holders. It 
has now been made open to alJ diamond importers who want 
to get into this business. They get diamonds not only from tbe 
DTC, through their sight holders, but also from London, 
Eu,rope 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-holdets should get more. 
But, naturally, that will mean that we become entirely dcpen- 
dent on them for our requirements, whereas we are not entirely 
dependent on them now but are encouraging a lot of other people 
to 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 dowed 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 price8 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 



licence holders are free to purchase $ h e r  frqm QTC OL any 
other agency. Government does not come into the pir$ue. 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 afIers. We we always short ~f roughs. Wc 
are always in the market for other goods. 

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

"We have no information about Ghana; we can check up gn that." 

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

"Regarding Diamond Trading Company Limited (D'I'C) 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, L i b h  and Sierra 
Leone export diamonds. In Ghana sales arc handled by 
Diamond Marketing Corporation. Understand infornlally 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 hils 
reported that the Diamond Trading Company of London is not 
in existence in Sierra Leone. Houiever, their associates Dia- 
mond Corporation West Africa Llmittd are operatins there as 
exclusive buyers of Diamonds for a period of 20 years." 

1.92. Asked to state whether the profits earned by Diamond Trading 
Company on sales through sight-holders were assessed to income 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 w o n  in India, we cannot 
go and tax that person on that aaaunt." 

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

"If a foreigner has a business transaction without any business estab- 
lishment, but tbrough an Indian, tbat Indian is treated as the 



agent of the foreigner in respect of the profits that accxue to tho 
foreigner from the transaction. In t& case, 40 or 59 persons 
are designated as sight-holders on belialf of the DTC. These 
sight-holders distribute diamonds to the v ~ ~ s  egistered 
holders. Therefore any profit awruingj to  the for* mn-resident 
company is assessable, treating any or all of thm as assessees. 
Under the provisions of the Income-tax Act,.fhey are assessable." 

1.94. 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. Rut 
on these matters, I would not venture specific immediate reply 
because these require to be gone 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 q h t -  
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 Londoe Star Co., London) 
holds 2580 shares of Rs. 100/- each in hl Is. 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 bcin9 subrnit- 
ted by them to Reserve Bank of India." 

1.96. The Committee wanted to know thc nnnlc and stati~s of the pmon 
who fixcd appointrncnts on hchalf of the D.T.C. Thc Joint Secretary, Minis- 
t ry  of Cornrncrcc. has stated:- 

"His name i s  Genl. Virendrn Siogh. He fixes the appointment on 
behalf of the D.T.C. for the D.T.C. delegaiion to meet me. 
I do not know the further role of the gentlemnn." 

1.97. Asked wbetber be was an accredited representative of Diamond 
Trading Co., the witness has claridd:- 

"The pntlemnrt is not il representative of the Diamond Trading Co." 



1.98. On an enquiry as to wbetber Genl. Virendra Sin& could be relied 
upon witbout my statur, the witness bas added:- 

''I don't have to rdy on Genl. Virendra Singh. There is no dialogue 
or negotiation with him. The dialogue or negotiations or talks 
are witb the Diamond Trading Co. representative, as and when 
mcg came." 

1.99. Giving further details about General Virendra Singh, the Minislry 
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 OfBcer. We are not 
aware of his other antecedents. The Ministry of Commerce is 
aat directly concerned with him or with the activities of the DTC 
a n  in India for their business dealing with the Indian DTC 
Sight-hoIders they also seek permission to visit the Ministry for 
discussion of the common trade problems. The Ministry 01 
Commerce had no occasion to find out the frequency of Maj. 
Gen. Virendra Sinpb's visits to London." 

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

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

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

1.102. The Committee wanted to know whether Genral Virndrn Sinph 
had accompanied any of the delegations which had gone to various foreipn 
countries for jewenery expon promotion. The Sicretary, Ministry of Com- 
merce, has replied:- 

7 t  Is di3llmlt far us to say; he was not nominated in any of our 
belegatbm and so he could not; he is not an cxportcr. Whether 
he accompanied some of them in some other guise in some 
~ I ~ P c ,  we would not know." 



1.103. Asked whether any Oovernment representative was there in any, 
of these delegatha, the w k m  hae replied:-- 

"1 shall check up; as far as my knowledge goes, there was no  p v - .  
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 U.K. 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 U.S.A., U.K, Switzerland, Holland, Italy, France, West 
Germany and Belgium. 

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

1.1QS. 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, N.M.D.C., has stated:- 

"The delegation was sent headed by the then Chairman, N.M.D.C., 
Nothing really materialised in Ghana because Belgian interests 
were there and they were not prepared to sell their diamonds 
to 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. N M W 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 arc 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 am ablo 
to dispose of to the d y # ~ , : , ,  ., : .; .% , 

1.107. Asked to state the further efforts made to make purchase of 
diamonds from Ghanq, the witness bw added:- 

"In August, 1970, they invited us to participate in a sPe  in Ghana 
and a delegation went there. On it there were valuation 
officers. . . .They evaluated them and we were working in 
close conneciion with our High Commission Otfie 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 seU 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 calcubtions were notionally made on the 
diamonds that had been bought i.e. on the capital blocked. We 
lost a total of Rs. 5 lakhs roughly as interest on capiial." 

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 impart 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 t o  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 ComplSttee are also distressed to note that 
before appointing the NMDC as the canalising agency for 
import trade, Government have not issued specific guidelines 
In regard to the particular quality of rough diamonds to be 



imported keeping in view the diamonds of trade and require- 
meats of the country but simply left the matter entirely in the 
hands 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. . .  . . . 99 

1.1 10. In their Action Taken Note, the Ministry of Commerce stated 
(4th January 1975) that "Government had decided to constitute a a m -  
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 oa Public 
Undertakings." 

1.1 11. The C~mmittee 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 $ any 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." 

1.1 12. The Committee wanted to know why the NMDC could not sell 
the diamonds imporled 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 usod to come with the Release Order that the 
quality is not of an acceptable order or the price is not accep- 
table. There was an organized resistance to a public sector 
undertaking entering into the field and ~et t ing  experience in 
trading activities." 

1.113. Asked about the efforts made to overcome the resistance from 
the tradcrs, 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 dlamonds 



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 thc 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:- 

"Tbe 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 diamonds, not natural but synthetic diamonds 
and metal strips in aU forms, including diamond strips and 
power. They are being imported. I understand, by quite a 
large number of people who use them for the manufacturc of 
metal cutting tools." 

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

"Rougbly 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 ot diamonds on a restricted basis to the actual users to 
the extent of 5 per cent af their licences." 



1.117. The Committee wanted to know the role played by MMTC in 
the import of d,iamods. The Secretary, Mi$nistry of Commerce, has stated 
during evidence : - 

"'I'he 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, I 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 too 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 
give." 

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 c l a r m : -  

"There are certain parties who are known to give their roughs on 
deferred credit terms. Whether there is some kind of link or 
liasion would not be known to us because it is difficult to find 
out from this end. But there is no doubt that certain financial 
t e r m  offered to them are better than what the MMTC would 
like to offer-viz. cash and carry basis." 



1.121. When asked whether any investigations were made in' ragard to 
the supply of roughs by Western capitalists to our traders, the witness has 
stated:- 

"We have done a preliminary study and have sent it to tbe Depart- 
ment of Customs who will be able to carry on further with it. 
Our investigations did not reveal too much 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 nladc 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 unoficial channels. 

In the first paper it was brought out that on certain assumptions of 
productivity per worker and on some assuniptions regarding 
the break down of the total export trade bct\\ten different 
types of cuts, the esports of 1974-75 wodd be accounted by 
employment of 69.340 workers. If tlic actual number of 
workers were very much larger than this fipurc therc could be 
a prsuniption .hat official trade was supplen~ented by un- 
official tradc Has. There has been no census of thc actual 
workers in the diamond trade though some estimates, put the 
figure at over one hkh persons. It was decided as a result to 
confirm the strength of workers in the diamond trade. Such a 
study is now being ordered. 

The profitability of the unofficial diamond trade vb-a-1.i~ official 
trade was also examined specially with rcference to import dutv 
and other costs. Here the conclusion was that the superior pro- 
fit of smuggling depended upon the added value (value of the 
polished over the value of the r o u . ~  diamond) and the 
difference between the black market rate of the dollar and 
official rate. 

It! 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. 



The presumption being that it would be ultimateli economic t o  
have the Indian makeable type of rough diamonds polished only 
in India. In this etudy we found that according to the uncon- 
firmed information given by some sources there were seven 
companies in Antwerp which were owned by lndiads wbo 
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. TIC 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 unoficial channels. 

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

Export oj Diamonds 

1.123. Thc 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 nlarkables 
to the price realised by Tsrael and Belgium; they cut only 
snwables and that 6 wry much b ig~er  than the one which is 
brought here and polished. Tn 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 Israel and Belgium. T o  compare reahation of make- 
~ b l c . :  against sawables would be a wrong thing to do. The 
total diamond realisation from mines consists of vnrious 
grade. You have industrial diamonds, small size and 
bigger size. ::~:ll~:s. fractures etc. The Indian expertise is to 



cut the amalls 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 value added fm 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 incrcase 
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 n i n t  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. It 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 
sites of diamonds; that is highly mechanised. It is done in 
devcloped countries like Israel and Belgium. 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 rnakeables has become more profit- 
able in 1974 than before. The average price of Indian make- 
ables was 1050 per carat; today the price is betw'en 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 makeabks, 
such a comparison is not really available; but if we are to 
compare the prices of sawables, oXr p e e s  are ce'riaTnnly not ag 
pood. The trouble is that our diamonds are rather smaller ia 
s 5 .  It is the number of faces on the diamond after it is cut 
and polished which determines the price of it. If there are 
56 faces, then that aiamond is the best diamond, but Our 



faces, I think, don't exceed'l5 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 Cbmmercial Intelligence and , Statistics-which 
came out in the form of a printed brochure. Besides this, 
party-wise details and types of diamonds arc 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. Thc Committee wanted to know the ratio between the import 
and export price of diamonds. The Joint Secretary. Ministn of Com- 
merce. has stated:- 

"Every importer has t o  cxport the diamond at more than 50 per 
cent added value." 

1.128. About the value nddcd against the impons. the witness has ex- 
plained further:- 

"If the value of the rough diamonds is Rs. 65. the value of the 
polished diamonds will he Rs. 100. . . . . It comes to about 
54 per cent. It ranges between 30 to 80 per cent." 

1.129. In regard to the enquiry as to whj during 1973-71. the valve 
added was less than 50 per cent. the exports and imports being respectivc- 
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 
o n  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, 
/has explained : - 

"It is a very competitive market and the price of diamonds, unlike 
precious and semi-precious stones. is regulated by the supply 
position." 
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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, If 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 bccn in proportion to the in- 
crease in price of rough imported into these countries. Tn 
the case of India while imports haw gone up by 110 per 
cent the exports hnvc not moved in the same proportion. The 
increases in export price of our cut and polishcd diamond 
have in fact remainccl at par with the increase in price of cut 
and polished manufactured in the other manufacturing ccn- 
trcq viz.. Tsracl and Belgium. Thus the proportionate in- 
crease in the import price of rough diamond of the kind in]- 
ported by us has affected the profitability of our cxportc to 
cut and polished diamond advcrscl!.. Thc incrcase in the 
case of smaller and chcaper diamonds is much stcepr than in 
the case of larger ;~nd hcttcr quality diamonds. Although 
Israel and Belgium also cuts smaller dianlonds along with lar- 
@r and better quality goods, India manufactures only the small 
and the cheapest in the market and. therefore, special increase 
in the price of smaller diiimonds has adversely affected our 
trade." 

and enquired why in the case of India whilc imports had gone up by 110 
per cent the exports had not moved in the same proportion. The Joint 
Secretary, Ministry of Commerce, ha5 replied:- 

"Last year the price of rough diamond (makeables) had gone up. 
This increase was higher than for larger size roughs made in 
brael and Belgium. 



We had taken up this matter with the main .suppliers of the rough 
diamonds of the makeable class. They pointed out that over- 
al l  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 
loint 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 It 
is a gem quality, the variation will not be much. If it is of 
industrial grade then i t  can he of any price." 

1.134. In rcgard 10 ;in enquiry whcther there were rough diamonds of 
the value of Rs. 1000 per carat in stock aftcr seizure which could fetch a 
price of Rs. 1500 per can t  on export after cutting and polishing. the 
Department of Revenue and Ranking hwc  replied i n  writing that there 
arc no such stocks. 

1.135. About the cxplorativn of thc possibilit? of export of seized 
rough diamonds after getting thcm cut and polished. thc Department oi 
kcvenue :ind Banking Ilnvc replied in a written notc. as under:- 

T h c  Government has not cxplorcd the possibility of export of 
rough diamonds aftcr gctting thein cut and polished. Such 
cutting ;~n.l jlo\;hing t)1' rough dianionds by misans will re- 
qliirc sup l ' r~ i s i~n  b! highl! skillcd m d  cxpcrienced othccrs. 
in the ithscnce of such expcricnce. it  ill INN hc practicable 
for thc lT>cp;~rtnic.nt to cxplorc such pssihi1itic.s of export." 

1.136. The Conin~it:c~ n .~ntc'ci 1 0  know thc share nhich accrued out 
of the addcd valuc to thc ciat'tsn~:~n who cut end pulishcd thc' Cl~iln~o~ids. 
Thc Joint Sccrctary, Ministry (I! Conin~~.rcc, has stated:- 

"The diamond polisher gets most of the va!uc :ddcd: his profit in 
terms of perccntugc may he low but the money is quite a 
large amount. Even 2 per ccnt i s  ;I 1 : ~ c  :iniount of money." 

1.137. Asked whcther the 54 pcr ccnt of ~xiluc appruci.ition also in- 
Cluded the cost of cuttins ctc.. thc \r.itnes\ has stated:- 

"This w;rs clonc on the odvicc of the Lsport Promotion Council and 
and I cannot threfore say ~ h e t h e r  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 Israet and Belgium." 



1.1A. Juaat ing Ule mability of Indian c ra fman  tu --lrapete wr,- 
Israel and Belgium, the witness h a  stated- 

"Our quality of craftsmanship is spcialised as it c a  handle a size 
of &monds which is not economical to cut on machines. we 
work on very Smdl diamonds and our price will depend on 
the market for the total makeables. But the makeables mar- 
ket is only a mall  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 skiU of working with machines on high quality, big diamonb 
is very much developed in Belgium and Israel. We have to 
learn that trade gradually. We are pocxi at handhg 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 i s  that it is a small portion 
of the imports/exports." 

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

"The work that is being done in Belgium i r  with somcwhnt largc- 
sited diamonds and they have sawahle diamonds which arc 
sawn and for that purpose they use machinery. But our 
country has specialised in smaller diamonds. For that. sornc 
machinery will certainly be helpful for which we are encournp- 
ing people 10 get the machinery. Otherwise, pencrally speak- 
ing. the people who are working even with hands are able t* 
turn off very well: particularly in certain areas of Gujorat and 
Bombay, they arc doing $0 well that even machines would not 
be able to do that." 

1.142. The Committee wanted to know the efforts made ta dcvelo~ the 
knowhow of the cutting and plishing of bigger diamond.. Sccretlrry- 
Ministry of Commerce, has replied: - 

"In the case of bigger diamonds, We do not have the k h o v  
We have to introduce this as a new kind of ~ r o d u a *  wrae 



1 ,  . me 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 sawablc 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 rolc played by Gem and Jewellery Export Pro- 
motion Council in this direction, the witncss has ~tilted:-- 

"The Gem and Jewellery 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 thc Public Sector. the witness has replied:- 

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

1 . \ 4 5  A s  desired by the Committee. the Ministry of Commsr-e have 
E n t  the following note in writing in regard to the development of diamond 
cutting industry:- 

"Diamond cutting :lnd polishing industr! i\ a lapidar> industry and 
is spread over ;I very wide a m  primarily of S. Guinrat in 
S u m  and Nitvsnri bstricts. There have been somc recent 
devclopmcnts of the industry in  scctors of South India 
(Kernla) and some units of N. Gujsrat in the boarder district. 

I t  ih a highl! job-oriented industry and more than a lakh and a 
half workers are presently employed though man); of them arc 
part-time workers ,mJ thev go back lo farming Ji~rinp the 
fanning season. Thb is a particular!); advantageous to the 
younger penention who can adv.mtagouslp employ them- 
sclve~ over thc year in both the lapidary industry as well as 
farming. Hence it can bc. termed as it 'Couagc Indusrry' far 
that pwpmc. 



Most of the units work on piece work basis and very few unite 
have a salary base working. Most of the units are very small 
establishments from 2 to 3 to maximum of 1Or2,0 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 thc school will run 
under the Administrative control of the Gem and Jewcllery 
Export Promotion Council. Bombay. A similar type of arti- 
san training school for processing precious stones has been 
established at Jaipur under the nlanapcment of Gem and Jc- 
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 machi* 
nery for processing large sizes diamonds are considered favour- 
ably. Since it is a very specialistxi industry, requiring per- 
sonal skill and tremendous elcment 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 
f i i e t s  and double cut has 58 m faciets. 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 arc no1 
available to this industry for its development. The diamond 
industry has to pay 5 per cent impon duty on the import of 
diamonds." 

1.146. The Committee wanted to know the rnodu.r o p c r d i  for the 
grant of replenishment licences and whether it had achieved the desired 
results. The !krctary, Ministry of Commerce, has replied:- 

"The replenishment licence system is intended to see that we send 
out better and m o n  value added items from our country. 
Btttcr polished and cut diamonds wiU give better rea l i t ion .  
We want better realbation. That is why, incentive is built in 
fa W e r  replenishment to be given to the partj'. Aa m g d s  



the question whether proper price realisation has been made 
or not, the party concerned will make efforts to get the be& 
price ralised. Otherwise, the replenishment licence will coxhe 
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 written 
note, stated the position as under:- 

"A statement containing relevant extracts of policy for import of 
rough diamonds against exports of cut and polished diamonds 
under the import policy for registered exporters during the la* 
10 years i.e., from 1966-67 to 1976-77 and 1977-78 is en- 

closed ( Appendix VIl ) . 
In diamond exports. every Rs. 100 worth rough diamonds after 

cutting and polishing is estimated to fetch about Rs. 54 as an 
added value. I n  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 impon policy is reviewed every year in consultation with the 
technical authorities like DGTD. Department of Economic 
Affairs, Commodity Officers of the Ministry of Commenze. 
The Gem and Jewellery Export Promotion Council is required 
to furnish proforma information on cost structure anti f.0.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.0.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 (MakeaMes) imported from 
the DTC, London has heen 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. 

Tbcn are other slabs of import replenishment v i t .  70 per cent, 75 
per cent and 80 per cent at a comparative higher rate crt per 
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carat value realisation. These higher rates of replenishment 
are applicable to all registered exporters, 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 und of a larger s h s  
known as sawable. India's exports of bigger sizes are negli- 
gible for the present. In all these cases, there is a compul- 
sory off-take of 20 per cent of import replenishment from ~ h c  
MMTC by way of release orders. 

From the statement it will be seen that there was one rate of replc- 
nishment of 80 per cent in 1966-67. it was revised to 70 per 
cent in 1967-68 until 1969-70. It was further revised to 6.5 
per cent during 1970-7 1. In 1972-73 the replenishment was 
illowed under two ratcs ~.i:., 65 per cent and SO per cent. 
80 per cent replenishment was given for a niininlum f.0.b. 
value realisation of Rs. 1125 or above pcr carat. 

In 1973-74 the rates of replenishment were further categorised un- 
der 5 slabs as follows: ( a )  60 per cent for impon of diamonds 
under special scheme of impolts 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, i~nd (e)  80 
per cent replenishment where per carat realisation was not 
less than Rs. 1 3 0  with 20 pcr cent replenishment from the 
MMTC. 

The replenishment rates for the ycar 1977-78 have been revised 
further as fdlows: ( a )  60 per cent will be applicable to only 
advance licensing under the spccial scheme of import of rough 
diamonds from the D'TC, (b) 65 per cent for non-DTC Sight- 
holders. ( c )  70 pcr cent where per carat realisation is not less 
than Rs. 1 125 . ( d )  75 per cent where per carat realisation 
IS not less than Rs. 1350, ( e )  80 pcr cent where per carat rea- 
lisation is not less than Rs. 1500 and (f) another 80 p r  cent 
impon 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 enquiries from the Expm 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 
lmports 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 Ks. 100 and 
they have given an import licence for Rs. 65; out of this Rs. 65 
worth of import he rnav use: only Rs. 62 for further exports 
and Rs. 3 ma) be available to him for sdle indigenously. In 
mother case, it miiy be slightly more than Rs. 65. It may be 
that this amount of Rs. 65 leaves him a little bit of margin 
for internal salcs. I'hat could be. because abviously, in an!, 
thing like this, there has to be some \art of an hveragc." 

1.149. In regard to the enquiry whcther any record is maintained about 
the cxporl and import of diamondh. the Export Commissioner, Office of 
tbe Chief Controller ot' Iniports and Exports, has statec! during evidence:- 

"Wc. hccp a rccord ot thc total ~mports of rough, and total exports 
of cut and polished diamonds." 

1.150. Explaining thc ~nethodology for thc ~tllocation oi replenishment 
aod pan t  of import licence. the witness has explained:- 

+'We hnvc go1 an Expon Promcltinn Council callcd the Gem and 
Jewcllcry Expon Promotion C'ouncil. We ask this Council to 
furnish u\ information on the f.o.b. value of exported goods 
and the c.i.f. value of the imported components of those goods 
in ii set proformn. The Council chooses these details from 
certain rcprescntntiw transactions. For cxample, if Rs. 1,000 
worth of goods :!rc cxported. the Council would tell us in the 
proforma that these goods require so much of imported raw 
material itnd components, i\nd if thew were to be imported, 
their c.i.f, value would Ix Us. 650. The result is that, to 
export Rs. 1.000 worth of girxls in f.0.b. value. we require 
imported materials and ccmponents worth Rs. 650 c.i.f. value.'" 

1.151. The Conlmittce wunted to know whcrher then. was any mecha- 
nism to cnsurc that gl>ods wonh Rs. 650 only were ~~eected for the export 
of goods worth Rs. 1,000. Thc witness has stated:- 

"We take thk dat;t from thc C'ouncil. Every year we review these 
figures. . . . . Wc pt~cr;tlly rcply 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. 



Oflice 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 Adrninistra- 
tion and an elected Chahlan and a Vice-chairman. On 
the Committee of Administration, we have got Government 
nominees and on the bnsis 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 p u p . "  

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

"Generally. in rhc matter of determining replenishment rates. we 
have the counter-check by the Ex'port Organisations like 
DGTD. Textile Commissioner ctc., but in the matter of 
diamonds. I must admir. we do not have iln! other expert 
Government agenc! for the purpose." 

I .  154. The Committee wanted to know tk conpsition 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 b) 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 
aanum ( April-March 1 .  The associate membership \ul)scrip- 
tion Rs. 150 per annum (April-March) the asst~iatc mem- 
bersbip is given on the basis of dcclarrrtion from the cxponer 
that his firms cxport performance in the precceding 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 mcm- 
bers opt for their voting nphts i.c., ( i )  Diamonds Panel. ( i i )  
Precious/semi-precious stones Panel, (iii) Pearls, ( iv )  Gold 
Jewellery Panel, f v ) Non-Gold Jmellery Panel, ( vi ) Synthetic 
Stones panel and (viij Sales to Foreign Tourists Panel. Jn 
addition 3 representatives are nominated by the Union CW'- 
ernment . 

The Council works out the data of the exportars on the basis of the 
figures supplicd/published in the daily liots d cwtams suthdd- 
tics. The figores of exports crrarpj)ad by the camcil 



generally taken as 'estimated figures for day-today 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, the 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 representatives 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 XO per cent replenishment, cer- 
certainly thc pssiblity that diversion takes place inside India, 
where there is a very g d  demand for these things. cannot be 
ruled out on a substantial scale." 

1.156. Clarifying the position in this connection. the Export Com- 
nlissioner. Oflice of the Chief Controller of Imports and Exports. has 
stated:- 

"Audit has stated that most of our exports are in the slab where 
replenishnlent 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 
comcs to around 50 per cent. The logic is this; the replenish- 
ment is more where carat realization i s  more hecausc in such 
cases better quality and costiler rough diamonds are needed." 

1 . 1  5 7 .  The' Committee were informed that the Government was depen- 
dent upon the said Council and had to go by the menihcrs of the Council 
who were in the trade. At the instance of thc Committee, the Ministry 
of Commerce in R written notc hove intimated the stcps already taken or 
proposed to be taken to reduce the dominant role of this Council. These 
are sta tcd k l o w  :- 

"In view of the largc number of cxpcvters and the competitiveness 
of exports i t  is felt that the price trends quoted by the C!un- 
cil which is based on information from the traders would be 
l a p l y  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 l i p  for the entin export from I& of 
the diamond trade can be appreciated. Tht information pro- 



vided by the traders and the Council can be checked by the 
experts in Government. lnformation may alko be required 
by Govcrment regarding added vdue and profits of diamond 
polishing. It is also relevant to know about the structure of 
diamond polishing industry. lnformution on these accounts is 
not obtained by Governrneit on any regular basis and has to 
be obtained at particular times for policy formullition. We 
have recently decided to entrust the Ahmedabad Institute ot 
Managmcnl certain studies about thc structurc of the diamond 
trade. " 

1.158. On being informed that the replenishmwt pcrcentap 1s 

fixed sligh~lg on a generous scale and that it part of the diamonds imported 
against replenishment licence:; got diverted to internal consumption, the 
Committee wanted tu ~ ~ I O H  thc rcincdid measure5 which had been titken 
or p r o p d  to be taken to arrest this trend. Thc Ministr! of Corn- 
nwce  in a written note have stated a h  under:--. 

" l a ) where the licensing authority considen that goods exported 
is over-invoiced or there has been a misdcclaration of descrip- 
tion of the product expr ted ,  it is opcn to the authority to 
rcfusc hsue of any licence against wch exports or to reduct. 
the value of the licence such figure4 ac it deems fi t .  

I b )  Replenishment licences against cu; and polished diamonds ex- 
ports are issued only in the name of registered exporters. 

( c  J No nomination is allowed." 

1.159. 'The Cornmittec wanted to know thc nature of control exercised 
@ the Government on the price indicated by cxpcrters. The witness he? 
stated during evidence:- 

"We do not interfere in thc matter of priw. The priw is d e c l i i d  
at the Curtoms counter when the thing is exported." 

I .  160. The Committee wanted to know the instances of under-invoic- 
ing and over-invoicing in regard to the cxpr t l impon of diamonds. The 
Mditional Secretary. Department of Revenue and Ranking, has stated:-- 

"We can check up that position." 

1.161. Thc Department of Rcvcnue itnd Banking in a written note 
have furnished the following information in this wnnection:- 

"During the )e:ir 1974. no case of underlover invoicing in the irn- 
pwt/expon of ciii~monds was nolicc. Hnwcver, during the 
vear 197c nnd 1976 (rnc ant! two instances rrspectively of 



under valuation of diamonds were detected. The details are 
given below: - 

-- -... _ -_--- - ".- --.-- 
Ycar Import Dacrip- Declared Punch- Extent of Rrmarks 

or tion of value nama's under 
Export goods valuatbn valuation 

1 . Itnl-ort 1)o. 7,737 1". 17; ,.fb;7 Clcaratrce of 
gootls all, t c  rrt 
o ~ r  "Ciuti'm," 

---- -- -- - - -  . .---- - - -  _-- 
1.162. The Comnlittee referred to thc following recommendations made 

in paragraphs 3.48 and 3.49 of the "Report of the Stud} Team on Leakage 
of Foreign Exchange through l nvoice Manipulations" :- 

"3.48. The price of a diamond is essentinll) dependent on four fac- 
tors: ( i  ) Size; t ii colour; ( iii ) cut; and (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 var' by more than 10 per cent to 15 per cent. 
I t  is gathemd 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 nlarkrt value of 
the diamond<. 'I'hey also do not indicatc in t h t  shipping bills 
the miirket value of the diamonds in India. It would help 
considerahl\. in  v;iluation. if it is inziqted upcw the exporters 
that they dcclure the size, colour. cut and pr'rfcction of the 
diamond in the invoice. We uncler\t~nd th:ct for colour. puri- 
t y  and cut. there are stnnd;lrd nonicricl;tturcs L6hic.h are under- 
stood throughout thc world, such ;I\ plnk zolour, blue cdour, 
extra whitc colour, white cirlour. c n s t a l  or commercial white; 
for purity therc RR turns. such :le 'perfect'. 'slightly imper- 
fect', 'vcry slightly imperfect' and 'pique'. Sintilady for cut. 
there arc: standard terms such ;IS 'bril1i;lnt cut'. 'single cut', etc. 
If all these details are available in tht. in\aice. comparison of 
values with the pricec quoted in the world markets would be 
easier. We would Jso suggcst that in the shipping bill, in 
addidon to the export value, the. exprtcr  should dso be asked 
to dcdare the local market value of the diamonds. The diffa 



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 are far below the prices declared 
on the GR fornis. This is partly explained on the ground that 
the originally declared prices are somewhat Ioaded with a 
view to getting advantage in negotiation with the overseas buy- 
er. But this may not always be the true cxplanation. In 
our opinion. the scrutiny of values in the case of precious 
stones should htt closer in view of the fact that the exports 
being largely on consignnwnt account, manipulation of final 
sale price is comparatjvc!! easy. In this connection, it is 
relevant to mention that if  the expr tcr  is not able to sell pre- 
cious stones csponcd on consignment ac.count ;it the price de- 
clared hy him. he seeks the permission of thc Rcscrve Bank 
for selling the same at n reduced pricc. .At this s tag ,  the 
Restme Rank of India is rcquiretl to make ;I judgment as to 
\vhether the wle sh(wld k allo\+.cd at thc reduced price or not. 
I t  was suggested that i t  \vould help the Rcgrvc H a n k  in making 
a judgcinent in this regard if  the Customs intimntc to them 
scparatclj thc minin1un.1 pricc of thc s1onc4. b ' e  cndorsc this 
suggestion. I n  our v iw,  the cxportcr should. in  ;~ddition to 
the loaded \aluc. and inform the Rescnc Bank of this. In 

caws tshcrc thcrc is douht th; i t  the rcqucht for thc Kescrvc 
Bank's ; ) c r n ~ i ~ i u n  for sclljng thC stones ; i t  a r~duccd pricc 
not gcrl\~i;ri. further cnquirich ct~uld hc 11iadc f r o n l  our ucp .  
ctc.  abroad hcforc n decision i4 taken." 

and uaritcd to Lnou 11ir' I L - ~ I O ~  ~ : I ~ C I I  in  the n1attc.r 7'hc ('11;11rnlan. Ccn- 
tr:d Hoard of E~cizc and Custoni\ \talcti during evidence:-- 

"We were \cr! wuch conccrncd uith the con~ign~ncnt accounts. 
Thc Government had on thc rccommcntlntinn of' Kaul Corn- 
mitfce inrroduccd ;] new schcmc to notif! conin~tdities in 
respect uf salcq :~fter the! arc o n  con\ignrncnt ;~ccoant. Thew 
~rccious stones are one of the onmmcxlitics which hi~ve olrcady 
hecn notified under that Notification v) th :~!  pcoplc are not 
permitted to 4 1  at n low pricc." 

1.163. Tbe Committee w distressed to mte tbnt diarno~uh and predou*/ 
semi-precious stmes peizcd in Bombay Clmrfomf Callecforatc during the 
M o d  1959 to 1973 were Mug endisposed ttn the end of 1975, although 
&pod orders Lhd ken p a d  by tbe compdent autkorilfcrr in many 
cwm. T b c v d l l c a ( t h c r k g o a d s r r t t b c t k o p m d c a t ~ w a s r b t c d t o  
Be ot fJae order of Ra. 1.09 mores. From the MomaIts, mbsqaentty 



frvlrisbed to tLe ColllPJftee, i6 is moticed tbot 4he Wue oi the go* not 
dLpoeed of In tbe Bombay CwWm Collectorate as on 1-1-1976 was abed 
Rs. 1.35 crores. The Conaqdt&s v&w with seat concsrn tbe inotdinate 
delay in diqmml, a fsct whkh bm beea admi#ed by the ~prescntPtlve of 
the Department of Reveauq end Banking when he said during the evidence 
''we are sorry Qhat the delay had occurred. i do not want to defent ~ o m a  
thtng which c m o t  be defended". The Comanittee would like to h o w  d 
the rectificatory steps proposed to be taken to ensure tbat such delays are 
a thing of the pPst. 

1..164. Tbc Camdtb eote that a decision to suspend the salc oE dia- 
monds was taken in 1965. Orders for tb .sale of rough and uncut diamonds 
were issued in September 1966 and rnodilied in Novemtwr 1968. .As 
regards cut nod polished diamonds, instructions were iwtetl ia April 1968 
which were superceded in 1972. The Committee cannot over look the 
hordinate delay at the Board's level in deciding upon the policy in iss~~ing 
instructions. It also seems open to doubt whether tbe ~bility of the Handi- 
crnfts 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 dismayed that the Board took nearly 5 ?ears to redif! this 
position. 

1.1.65. The Committee have been informed that one of the reasons rshich 
accounted for tbe delay in disposal has k e n  an inbuilt inhihitinn to touch 
diamond auctions. This position arose because in onc of th:. auctio~~s held 
on 31-5-53 some diamonds were sold for Us. 1 4 . 0 0  - which three huim 
later fetched a sum of not less than Rs. 72,000 '-. .flso tLz strighi of the 
diamonds was estimated at 230 carats whcrem the correct wcl.,,..' w::. 100 
carats more. A s  a consequence of this default tmo catctfcd olliceir .,:+!re 
redowd in their respective ranks. The Committee w a l d  IiLc that the 
lacunae and loopholes rcvealed in the c o u w  of enquiry in this c a w  shoald 
be wt right by tbe Dqnutment to avoid tbe repetition of c a w  oC simihr 
nature in future. They would also Ilkc to hr appraised of the details of the 
pmcedural improvements eff ccted. 

1.166. Another remoo advanced b thc Depurtnlent lor the drla? in 
disposal is that smuggling had been incwusing mer the !can ond the 4taff 
aapcntation did not keep pace witb the \tan' rt-quirenrenQ. The Collector 
h b ~  les.~ staff, therefore, paid more attention to ceizurcs in as much as 
&&I nu a line of activitv on which t b q  cwuld not n(ford to relax. The 
Committee note that with a view to c o y  with the incwase in number @f 
s&um, tbt Custom House had to divert 30 hevenlive OScers m d  3 
Inspectom from General Preventive duties in t8e h l i b  and Banders kr 
h d # q  l& dlqad d ~wk~d/capdiscrJ+d goods. 'l%e Committee feel un- 
lwph tht sdeqrrk amntbn was not *en to manpower planning. HPcr 



the Department beta alert and exercised proper watch, they wwld h v e  
eqaipped themselves in time with the requidte manpower far handling the 
work-load collvlected with seimm. The Committee would like to know 
the steps tnbr by tho DepubPPeat to meet the requirements of the staff 
needed for deployment on the increased volume of seizures and disposul 
of diamorlds etc. In any case, the Committee are unable to understpnd as 
to why the services of the handful of specialists in the evdwtion of diamonda 
were not utilised Por tbe prompt disposal of confiscated diamonds. Amy 
diversion of ePce pemond t o m  the disposal of other trade goods or 
otber purposes would appear to be not sound personwl management. 

1.167. Fnw tbe @gum W e  avallnMe to the Committee it i$ seen tbat 
the value of goods pending disposal was 1.59 crores on 1-1-1W6 a d  
Rs. 52 l a b  in December, 1976. The Committee note that, in n short period 
of 11 months, it had bem possible for the Department to dispose of Rs. 1.87 
crores north of goods. The Committee cannot refrain from drawing a ma- 
clusion that the non-dbpod all doag had been more due to he& of will 
rather thrn etL+r No k m  b the r e s p o ~ b i l i t ~  or' the Board 
ia not having reviewed the pendency position and i~slurd iuitrrl;ic i1~4huc- 
lions in h e .  

1.1611. .Tbe Committee find that do* the period from 1966-67 to 
1975-76 tbe total numkr of stizurtg of diamond$. precicm stones a d  
semi-precious stones in the various Central Excise Custom$ CoUe~torattn 
was 245. 304 a& 171 Itspectively. From amongst these seizure, the nu* 
ber of releases in respect of diamonds. precious stones ead semi- 
precious stones was 90. 238 and 64 respectively. Referr& to 
tbe large number of re- the Chairman. C a b a l  Board of Exdm 
and Customs, b coaccded bring evi&me that "this is had adminiutratioa 
becrrose it nwms tbat e k r  tbe s e b  were not justified in m large per- 
centage of cases ia nhJcb came il causes harassment or that tbere mi* 
have beem somdhiq mong in orBering release. ''I was ratber concerned 
that S U C ~  a high percentage of tbcse good* were getting releued." Tk 
Committee view witb great coocern tbe prevailing; state of affair$ in w, far 
PS d e w  of d&mmds, precJOUS atones and seml-p~ocjU~u s t o m  are 
coacemed Tk:, wwld desire fhal fhe mPtta msy be goae ialo thoro-y 
with a view 10 hding out tbe remom for m b  dbpmp)rlionnte releme 
and taking -. 

1.169. Tk Committee kana that the vdoc of diemonds and p d o #  
g t o l m  Is iallattd at tk tiaw of seizure witb a view to avoid any possiMUty 
ot the s u w s  of tbc Ipods. Further rcvntwtiw~ h done at the h e  d 
their #rlc In & to ucmtah tLc pr&e t l n j  can fetch af the cornat rate. 
Tly b v e  been informed thd tLc saraul prctice b not lo sell tbe 
~ a p r i c e h a U m n t b c o m ~ r m & e d . t ~ ! ~ .  

I n a p w t k m l u c r w d ~ C o b c b r d r & L u ~ . a t i c d W 1 3 4  
~ o f p e c k o s s t ~ w ~ ~ # ~ l t ' l 2 . . d c r r c r e * r k d r l  
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Rs. 2919. The same were disped of on 64-73 for IQ. 1315,QO wlr/cb,w= 
Ie~s thnn half the value tlxed at thq time of seizure. The c,~@~&II, CWd 
Bo#d of Exclse and Qutoms, has admitted dudng evidence t p t  "it il 
obvious that the valuation at the time of seizure was wrppa'.'. The Corn, 
anittee fail to understand the reasons for such a wide variation between the 
two valuations which have been done just with* a , ~ r i o Q  of w e e  q o n t b  
The Committee apprehend that there might be similar cases of under valu- 
ation. The suspicion of deliberate under valuation with a view to defraud- 
ing the National Exchequer of the correct realisation from such sales can- 
not be over-ruled. The Committee nccordmgly desire tbnt spitable steps 
should be takem 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 tbe 
seizure docnments contain full information regardiag the diamonds seized 
viz. cut, industrial or gem quality. 

1.170. 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 the Strong Room in Calcutta and Madras Custom Houses, no 
such security ic, obtained from the officer gives similar a5sigurnent in Bombag 
Customs Hnose. The Committee cannot appreciate the rationale behind 
such a discrimfaation. It is s q d s i n g  t h t  on soch a besOe issne, no instrac- 
tiom appear to hitc beem hued by tbe Board. 

1.171. The Committee regret Lo note that there is no uaifomilg in the 
procedure folbwed at various Customs Houses for the verification of fk 
seized s W k s  of diamonds and ~ i o u s  stones. While tbe stock of sealed 
packets at Madras and Calcutta Custom Houses are verified by tbe 
Assistmi Cokto r ,  tbe same is verified by !hpdntendent of Cuskms 
(Preventive) in the Bombay Custom House. Stock tatKing is d o ~ e  once a 
vear at Bombay and Calcotta while at Madras it is done W e  a gear. The 
C O P ~ I ~  desire tbat Cosenment nn consider tbe p i b i l i t y  ol h p h t !  
a uniform procedure for the verifcatioh of SUCII stocks so as to ensae tbst 
offirers: of tbc sosle nnk rr#c deprtd on the job at all theCmrtom Aeescs 
8 4  periodicity of vd&atiom B also d o r m  a4 tkse pl- 

1.172. Ib8 Comdtbe llnd thrt act represcattff*~ of the C l b v e r ~ l a t  
w a  Mudad in my d the ddqmtbn wbiclr went abroad for t k  p m e  
t iw nt )crrelleq expert. A nmber of dtbqpllans wen *pen( to U.S. i, 
U.K., s~itrrrlmd, MIMI, MV, hmcc, Wht  Gcnnany, *lpiw Cads 
.sd ~enezao)a ddch ambttd of m m k m  of DhmOnd 0 t h  P M H ~  
of the a d  m r t  Promatian .CowdI md trade. T h  
C m n b  m .bdcn(.ndthe ~~PS~IIP tat thrc 1 ) 0 n - i ~ b b n  of a 
Cenaamrat rrprrcPmblhr in my at the delrffstians sent so h r .  ' l b p  
desire tLut Gommmat dodd rx9miBe tbe passlM* of i*wng Get- 
e ( I M s - - - - -  - - & ~ ~ b ~ ~ s a ( L I n . k k m ( .  
e f ~ b c p a ~ i e r p r ( ~ ~ d t b e t m d e c a o M k ~ ~ ~ ~ .  
3130 LS-5. 



1.173. Tbe Committee note that the production of industrial diamonds 
in Paana Diamond Project account for about 20 per c a t  of its total prom 
duction of SO00 to 6000 carats per year. This production falls short of the 
domestic requirements and the shortpp are supplemented through imports. 
Tbe Committee have been informed that a scheme for tbe 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 bedked expeditiously and implemented without delay so that the 
maximum requirements of industrial diamonds are met from indigenous 
production aad the need for imports is reduced to the barest minimum. 

1.174. The Committee 6nd that the Mineral and Metal Tradinp 
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 somc kind of contrcct for direct purchase from some African 
countries prove successful. The Committee, however, understand that the 
M.M.T.C. do not have the requisite expertise for importing diamonds from 
primary sources. The Committee desire that Government should take 
measures to develop tbe requisite skill and expertise on fhe MMTC. 

1.175. The Committee understand that traders prefer the D.T.C. and its 
snbsidiaries 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 olier such credit terms as 
are available io them from other agencies. Thc Commitfee would urge that 
if the MMTC has to play a positive role in thc imports of rough diamonds 
Government should ensure that the terms ol.ered by them are in no wag 
less attractive than those offered by other competing agencies. 

1.176. The Committee find t4ret there was disproportionate increase in 
the average import and ekport p r im  of d i m a d s  in India during !he year 
1971-74. While the import price of rough diamonds had gone up by 110 
per cent the exporl price of cut and polished diamonds had increased 
only by 60 per cent. However, in the case of the 0 t h  manofactoring coun- 
tries of the worid, viz., Ismel and Belgium, Ibe increaw in export prices 
of cut aad polished diamonds has been in proportion to lhe increase in the 
tries d the rvorld, viz., Israel and Beigiurn, tk increase in export prices 
have been informed dur i i  evidence tbat tbe increase in tbe price of small; 
size rough diamonds imported by India was higber Uum for large size rough 
inade in 1-1 and BCIP;Ium. b view of (Llt disproportionate iscrease la 
h e  ilaport md export prices ol dinraoadst the Caudttee have a ~oepiJcw 
that there could be ova-invoicing in the vahm of the imported r o w s .  It 
h . ~ g b k u a 1 B . 1 a c o a r p r r r i E o l l d p r i c e s o l l ~ b y D T C u d  
pods on sale h tbe open mwkd c ~ n w t  be mde. In view of Qia tbey 
would like to how tho expertic; avullable with tbe Department for the 



tihg tHi4~wark' tn rke s&. " s ' ' 
9 

. .  .'! 3 ,  i 'R ' " ') ' ' , , f ,  , f l i t " -  

1:108. The 'Cmmi~ lee  
against k c p l M s n ~  
for re?iWrcid &pctftt!k. T h e  
cut and pdIffird iiinbdt 
of rough diuwunds known as 
Iliamond 'I radiiw , &amppn! , ~ r i t L u ~ n h n f i h e ~ ~ ~ ! W 6 ~ ~ 3 f  r ' 3 c p ~ & r n e n t  
vaiie\ bc'4'we~n fl) */ ~vnldo tao # a  mllwci* x?-rt ~ i ~ ~ 4 n  
case oh 'makc.v5!r.uWd '-ablglc l 'kiw Wpl~.Is"hianmt;, lh&$ 
is intended lo r acau rqe  tbe;kdpeit Y' Mshd b r e  trtea s d 8 e d 4 t ~ 8 ~  
our countrj. 1 v  r r  )r:mrn 1') , ,dT nr:rrp~~1!'. i~~ .I 1 n ;-* rvn 

' ) '1 J 1 ;  I i I ' . ' ,,i 

1.179. I h e  Commitlce habe cbm' Wanaed #iQt tW k~acstion~$CiJR- 
plenishmeni is done on the? M s - d f  1Lir'4bfnlCdiOn 9bdU &e 
of cxportcd p o d s  ohf:linvd from the ~ervh&dhBhl$"'It%$Ur\ m- 
tion ~ o u n c i l  who COIICC~S thcsc -d~@,b  ,@w . C B R t r C ' ~ f ~ e  t-tions. 
On the bmis of the dnfa furni$*hcd b& t b p , $ m r p ~ i & & c m p l a P i s ~ ~ ( 9 s  
are determined b j  an inlcrministeriaj , , ~ )~ , -g r0~ , , 1C I )PSFt i r lg ,~1&e  
I). <;. 'I'. D., Economic Aftairs D e w -  l , a q c L ~ p p p p n ~ w l & O e  
Finance Dibision oy the Ministrj of Cq(pn)ar%, We 
surprised lo noto that the <;overnmcnt have, 4 # t i w l y ~ , @ e  
data furnished by the Gem and Jewellery F ~ r k J l r c ) ~ o ~ G 8 4 n ~ i j c t s k r  
their judgment on the determination of the r@-i$,i w w -  
ministerid policy group. The Export Commissioner, Office,dmmf 
Coatroller of Imports and Exports has ndmi1ted.Q rj, ~ j ~ a ~ t  'we 
do not have any other expen Ulrernmeui agency &39&,qgqg&,g 
Committee rpprehend that In the absence of any external v t  a a d 



mmctness of the data furnish* by Ihe Counjl, the p o w i $  pf 
7Wms*rrrh .M the divmioy of the iolpprted GH$h @aqp~$s 4 
m W a a W  d e  inside India, where there is very good demand for a*, 
cannot be ruled out. The Camnittee, therefore, recommend that Gov- 
ernment shoulfl estsblisb a suitable agent) ~ i U l  the regpieite expertise 
fo# the proper and thoroqgh verification of the data fu- by *e  
Council to ensure tbpt the valw of r e p h i s b e n t  licence is not in cecw 
of that admissible against exports under anj circmptances. The Coa- 
mittee a p  concerned that information regard* the ulu1c8ure and eco- 
nomies of diamond polishing is not being obtained by Governancut on a 
regular. But obtained from the Council at particular times for 
policy formulation. This does not appear to be a happy state of afhh. 

1.180. The Commitfee find that tbe Studj Team on 'Leakage of Foreign 
E x m e  & r e  ~lclvaice Manipulations' in its reporf pointed out that 
the ev~orters do not give suBicicpt details of the diamonds in the docu- 
mePts including invoices. Tbe market vdue of !be diamonds is also 
not indicated in thc dipping bills. The3 haw desired that the exporters 
should be asked to declare the size, cdour, cut and perfection of the dia- 
mond in the invoices which can help considerably in their taluation. l'hry 

I have j40 spggested &at 1-1 mark4 value of the diamonds sbould he 
declared in the lipping hiVs in addition to tbe export value to enable 

Appraisiog m r  lo make a better judgement a b u t  values. The 
Committee would like lo b o w  the action taken by the Govwnmcnt on 
~ ~ o r p u m e r d a t i 9 w  
1.U1. The Commjftee find that She appreciation in the vdue 04 

,dirpld takes p k e  only afier it is cot and pollshed by thc craftman. 
I t  is mwes s q r j h g  t k t  no f i p  are available about the actual 
&ue of .dae rpOmSIQd d u e  which is taken ido account for makiq 
papmen% to thc craftsman. The Committee would like the Government 
to ensure that tbe entire profits are not pocketed b~ the trodcrs a d  
mid&mm and f b t  UY rcmaperrtion paid Lo the personnel cmplojed oo 
1Lc )Ib of ott@ rd pdis- tbe diamonds i s  canmrrtrunte with tbc 
bbaordoldl lptbbyILra .  

1.182. W C o ~ & f e e  Lave been infanned that one of qualifications 
for #he polFt of valeer rqaim the i n c u m M  to be diplanu 

kller is Gcaology. From lbe detnils of qurtificnlions furnished hg lhe 
~q.rtaal b mpw of & j e u e k y  expetis *rdq in the Wmbpy 
C ~ d a r  Reme, it appears Cbrt none of tbem a diphmo in 
Gmdog. Ceradtecc desire tbrf la the interest of optimum em- 
desg csacdLl f~ (bt rrlwtion of M.laonrls ttc, the parsessJan d 
~ i s ~ c a e d B b c i a ~ \ r p o n I n c r s c a f ~ ~ t i w , c o ~ d l & t ~  
t.r tbr p a .  

1.183. From i&. eddmce fdyn by tbt npmenta*e of 1CjC(pistn 
d ,Cosrerrs ,m ,+I a 6~ fritt+a s t r t ~ n l r ,  !he. CoolmMw Lbr 



impression that tbe Diamond Trading Company hlr a near monopoly 
position in regard to the supply of rough diamonds and Government does 
not have my say on the D. T, C. in narninlting tbt Wt holdero or in 
determining the price.. .It was also brought out during the evidence that 
effods of tbe Government to locate alternate sources of sqpply Wed. 

The resulting picture seems to be that Government is helpless in re- 
gulating the flow of imports or their prices and bss to depend on the mercy 
of the D. T. C. In the circumstances, it is not clear to the Committee 
why the D1C sends a delegation to India half yearly for &scussions witb 
Govornment and why the Central Selling Organisation (m afRliak of the 
D.T.C. maintains a retired Major General in India presumably tor pur- 
pases of liaison with the Government. Obvianslp, the D. T. C. looks for 
some favours from Government. It may be that D.T.C. is annious 
to avail of the skill and facilitiec, available cheaply in I n d i  for cutting 
and polishing small sized diamonds as such facilities are reported to be 
not availahlc -!sr. %rc. . In other words, the D. T. C. would like to 
exploit for their r wn ends the professional expertise available in India, in 
respect of these sn~all sized diamonds.. If so, Government does mot seem 
to be as helpless as is made out. 

1.181. In this connection, tbe Committee note that the share of rbe 
D. 1'. C. in the imports into India increased frcmr 6 per cent in 1970-74 
to 61.6 per cent in 1975-76. Another disbrbmg trend is tbe JnormCsl 
increase during 1971-74 in tbe prices of the imporled roo@ (118 pa 
cent) which i s  not suitablj reflected in the prices of tbe exported cot a d  
pdlished diamonds (60 per ca t ) .  

1.85. The Committee note that Government b v e  the power to grant 
licences and make available bank credits throqh tbe rrgohtion of the 
export policy. Tbe Committee would like to be aswed that tBc exer- 
cise of these powem bas not bad the &eel of bendtiog the Company in 
expanding its market in this countn and increasing our dependence on it. 

1.186. The Cosamittee would also like to be infermed whether tbe 
profit of the Diamond Tradhg Company oa d e s  through sight-hal&rs 
whicb would constitute a deemed income acouiq or arising in India 
under Section 9(l)(ij of tbe lacome Tax Act 1961, bave in fact been 
asEes8ed to lacome Tur. 

1.187, Tbe Eomdttee world urgc Coverameat to rnnke an In-dcptb 
ettldy 06 tbe probleas relatin# to the dnmoad coning i n h W  4 
steps k W t t  the quaatitj and prkes of fbe *poWexPorts 
frame pdkrkw to eamrr Chat tbe Latatsf6 of thi, eo-bg mf NP- 
d i d .  
New Ber HI; c. M. STEPHEN 

December 9, 1977. Chairman, 
-A--- 18, fi99 (S). Public Accaunts Cmrnllnrr 
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APPENDIX Vl  
(Vide p a n  1.77 ) 

LIST OF INDIAN SIGHT-HOLDERS OF: THE DIAMOND TRADING 
COMPANY 

1. M/S. B. Arunkurtur CS: Co., Bombay 
2. MIS. B. Pdrikh & Co., Bombay 
3. MIS. Rh.lr,~: D~iunond Indu\trics (Prop. Abralsive Diatools p, 

Ltd), Bombay 
4. M/s. B. Vijaykurnar & Co., Bombay 
5. M/s. Bcla Gcms, Bombay 
6. M/s. Babubhai Manchand, Bombay 
7. MIS. Bhansal~ 6; Co , Bombay 
8. MIS. Chnndrahant 8 Co., Bombay 
9. M j s .  Chaudulal Mohanl,~l & Sons, Bombay 

10. M/s. Diamond International, Bombay 
11. M/s. Dimexon. Bombay 
12. M/s. Dincsh Bros. &: Co., Bombay 
13. M s. Dinniond Star, Bombay 
14. M/\ Evcrr.\t Gem\. Bombay 
15. Mis. Gcrn Diamonds, Bombay 
16. M/s. Gcrn Star Co., Bornha} 
17. M s. Gcni Stars. Romhay 
18. M/s.  G1tanj:rli E\pnrt Corpor~tion, Romhsy 
19. M s. Hecrald Chhaganlal & Co . Bombay 
20. MIS. H. Pard & Co., Bombay 
21. M/s. K. Chinlanlal & Co., Bombr~y 
22. M 's. Ksntilnl Chhot;ll;d, Bombay 
23, MIS. Kirtilnl Manil,ll Mrhta, Rombny 
24. M/s. Kihhorc K hlchtil. Rombny 
25. M I S .  Kirtilnl Kitlid.\\ L'xports, Bornhay 
26. M/s. Khcrstilal & Son5 NCH' Ddhi 
27. M 's.  Kiriln C h i c ; .  Ronlhay 
211 MIS. London Star Dii~niond Co I lndial P. Lld.. Bombay 



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. Mjs. Manilal Bhabhutbhai & Sons, Bombay 
35. M/s. Mnnish Diamonds, Bnmbny 
36. M/s .  Mohanlal Raichnnd & Sons, Bornhay 
37. M/s.  Madhukar & Co., Bombay 
38. MIS. Ovmcas Trading Corpn., Bombay 
39. M/s. P. C. lain & Co., Bombay 
40. Mis.  P. D. Kothari J;: Co., Bombay 
41. MIS. Prashmt Corpnraticn, Bombay 
42. M/s. R. Diilpatli~l d;. Co., Ronlhay 
43. R .  Kanrilal li: Co.. Rornbt~y 
44. MIS. Rajnikant Bros., Bombay 
45. M/s, Rrrtilsl Rccharlid 6: Sons. Bombay 
46. Mjs. R .  J;tyntil;ll S. CP., R o m b q  
47. Ramniklal Rhogilal 6: Co.. R c r t i h y  
48. M s. Sc\,:~ntilnl F;~kirch:~ntf S. C'c , f3cmbq 
49. ?Cl "r S ; i ~ i -  Di::mc?nJ>, Rnmhq 
50, M ' s  Sc\,an*ilal Rrcrs Fxpor~\  P. LIJ.. Rombav 

51 .  M/s. 5r.u Di:imond Co.  ( Indin 1 .  ncmhnl; 
52 .  Mla. Su-Raj 8;. Cv. Homhny 
53. M 's .  Surcsh R r t ' h  . Bi)mbity 
51. M/s. Samir Di:,mrndq f fuyclrtr 1 P.  I t tf . .  Bombay 
5 5 .  M/s.  Vnigcms Indirt P. Lrrl., R o n h y .  
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Diamnnrh unctd and unwt. 

(d) Cut and pdi\hd dia- 
mondr. 

(dj  ( h t  a11d 1x111411-(1 dm- 
1111111&. 

Thr minimum pm rarat realisation should hot 
he I r s  than Rs. goo/-. 

20)/, of the rrplcnishmcnt will be through rele;ue 
orrlrr on MMTC. 

'Ibr minimum per carat realbation should not 
IK 1t-u than Rs. I . I ! ~ I ~ / - .  

2onk rof the replenishment will be through &;ue 
o d m  on MMTC. 

The minimum pcr carat realisation should not 
be less than &. 1,3151-. 

mn/U IIC thr rrplrnishment will be through release 
onlrr on MMTCI 

'L11i.i will tw applicaMe only to advance liccnm 
under thr special scheme of import of rough 
diamonds. 4 

U 
()utoftlir total nplcniShmentof65~& direct import 

will t~ alluwcd upto 80% and the maini ig 
uucy6 will In- through rclrare orders on MMTC. 
In the twmt of nun-availability certificate 
f ~ u m  MMTC dirt-ct inrport to the extent of full 
val~rc of rcplrni&rnrnt will be allowed. 

'Ilie minimum pcr carat realisation should not 
tw less than Rs. goo/-. 

2ooj of' thc rep1,lenishment will bc through release 
onYrrr on M M ~ .  



(c )  Cut and pdidlnl dia- 
mernds. 

8975-7'5 (a) Cut and prli*hnl dia- 
rrlc~ncls. 

(b) Cut and pr~lishcd dia- 
nwndx. 

(I-) Cut and ~ n r l i d ~ r ~ l  Ilia- 
mu~nk. 

(c) Cut ancl p~lidlccl dia- 
monds. 

Import Matrriah perrnittrci for 
rrplrnish- inlpr ts  
mrnt prr- 

Remarks 

'Ike minimum per carat I-ealisationsfrould not 
IH: lm. than Rs. 1.315/-. 

m0/, ofthc: rc.pl~nishmcnt will bc through release 
ordrrs on MMTC. 

'I'his will tw applical~l~ only to advance licen- 
unrlcr thr  special scheme of import of rough 
dian~rmds. 

< h t  of the tr~tal replenishment of 65% direct 
irnpwt will be al lowd upto 80% and the 
rcvnaining 20:/, will 1~ through release o r d m  
on MM'I-C. In the event of non-availability 
certificate from MM'I'C direct import to the 
rxtcmt of full value of replenishment will be 
allowrd. 

The minimum prr carat rralisation should not be 
ICSS tbarr Rq. goo/-. 

zoo/, of thc. admi.rsihle replrnishment will be 
through release c d r r s  on MMTC. 

' f i r  minimum prr carat realisation should not 
Iw Irss than Ks. r.125/-. 

po"/O of the replenishment will be through release 
orders on MMTC. 

The. minimum per carat realisation should not 
1- tharr Rs. 1,3151-. 





(r) Cut sncl 11 ~li41rd (tin- 
mandr. 

Im )rt Materials prrmittrrl For 
re$nish- imports 
rnrnt prr- 
crntagr 

Remarks 

I I)ian~ontls imrait and amw-I. Thc minimum per carat realisation should not 
bc lcar than Rv. 1,3151-. 

20% of the replenishment will be through release 
o d r r s  on MMTC 

Ron;, t h n t ~ n d q  rmrut and unwt. ' I h c .  minimum per carat realisation should not 
be less than Rs. goo/-. 

(b) Cut md j.wlisl)rti dia- k i O A  
monds. 

(d) <:ul and p~li.rhc.tl tlia- -r / J . O  o1  
m ~ ~ n c l ~ .  

(f) CIII and pdidtrd &a- &,‘,; 1'3  

rnon~h. 

l ach  diamond should be minimum1 10% of a 
carat (10 per carat) and bigger n size. 

20% of thc replenishment will be through releaae 
orders on M W E .  

This will hc applicable only to advance licensing 
under thc special scheme of import of rough 
diamonds. 

Thr  minimum per carat realisation should be 
not Im than Rs. 1,125/-. 

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

Thr minimum prr carat realisation should be not 
less than Rs. I ,goo/-. 

'Ihc minimum per carat realisation should be not 
lem than Rs. 1,125/-. 





Conclusions/Recommendations __ _ _ _ _ _ ________ - - - - - .  - - -- -- - - 
S No. Para Ministry/ 

No. Deptt .  Conclusions/Recommendations 
concerned 

I. 1. 163 M/o. Izinance (Dcprt. of The Comniittee are distressed to note that diamonds and precious/ 
Revenue) semi-precious stones seized in Bombay Customs Collcctorate during the = 

period 1959 to 1973 were lying undisposed till the end of 1975, although 
disposal orders had been passed by the competent authorities in many 
cases. The value of these goods at the then prevalent prices was stated to 
bc of the order of Rs. 1.09 crores. From the information subsequently 
furnished to the Committce, it is noticed that the value of the goods not 
disposed of in the Bombay Customs Collectorate as on 1-1-1976 was about 
Ks. 1.35 crores. The Committee view with great concern the inordinate 
delay in disposal, rr fact which has been admitted by the representative of 
the Department of Rcvcnuc and Banking when he said during the evidence 
"we are sorry that the dchy had occurred. I do not want to defend 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. 



2. r . 164 M/*. 1:imnce (Deptt. of The Committed note that a decisiod to suspedd the s& of diaa 
Revenue) 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 issuzd in April 1968 
which were superceded in 1972. The Committee cannat over look the 
inordinate delay at the Board's level in deciding upon the policy in issuing 
instructions. It also seems open to dwbt whether the ability of the Hand- 
crafts and Handlooms Export Corporation to dispose of the cut and 
polished diamonds was properly assessed bcfore the issue of the instrue 
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 
-Do- accounted for the delay in disposal has been an inbuilt inhibition to touch z 

diamond auctions. This position arose because in one of the auctions held 
on 31-5-53 some d i a m o d  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 more. As a consequence of this default two gazetted nlEcers 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 set right by the Department to avoid the repetition of cases of similar 
nature in future. They would also like to he appraised of the details of the 
procedural improvements effccteci. 

4. I .  166 -Do- Another reason advanced by the Department for 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 lesser staff, therefore, paid more attention to seizures in as much as 
this was a line of activity on which they could not afford to relax. The 
Committee 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 @ven to manpower planning. Had 
the Department been alert and exercised proper watch, they would have 
equipped 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 requiremnets of the staff 8 
needed for deployment on the increased volume of seinires 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 of 
other purposes would appear to be not sound personnel management. 

I .  167 M/o. Finane (Dqtt. of From the figures made available to  the Committee it is seen that 
Revenue) the value of goods priding 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 pods.  The Committee cannot refrain from drawing a con- 
clusion that the non-disposal all along had been more due to lack of will 
rather than other constraints. No less is the responsibility of the B@ 



in not having reviewed the pendency position and issued suitable motruc- 
tions in time. 

-Do- The Committee find that dwing the period from 1966-67 to 
1975-76 the total number of seizures of diamonds. precious stones and 
%mi-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 orderins release. "I was rather concerned 8 
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 remeidal measares. 

The Committee learn that the value of the diamonds and precious 
stones is 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 ordcr to ascertain the price they can fetch at the current rate. 
They have been informed that the nor cute is not to sell the goods 
at a price lower than the one determi aurrent prices. 

- - - - - -- -- - - ---- ..- - -------- 



p--. - - - -- _ _ - _ _  -- 

h a particular case 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 r e a m s  for such a wide variation between the 
two valuations which have been done just within a period of three months. 
The Committee apprehend that there might be similar cases of under valu- 
ation. The suspicion of deliberate 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 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 purposc, it is cssentiai that the 
seintre documents contain full information regarding the diamonds seized 
viz. cut, industrial or gem quality. 

1. 170 1:inance (Deptt. of The Committee are surprised to note that whereas a fidelity 
Revenue) 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 given similar assignment in Bombay 
Customs House. The Committee cannot appreciate the rationale behind 



such a discrimination. Jt is surprising that on such a basic issue, no irlsthl& 
tions appear to have bcen issued by the Board. 

-Do- Thc Committee rcgret to note that there is no uniformity in the 
procedure followed at various Customs Houses for the verihcation of the 
seized 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 
Comnlittec desire that Govcrnnicnt may consider the possibility of adopting 
a uniform procedure for the vcritication of such stocks so as to ensure that 
officers of the samc rank are deputed on the job at all the Custom Houses 
and periodicity of verification is also uniforni at thcsc places. % 

hi/o. Commerce The Committee find that no representative of the Goverrnment 
was included in any of the delegations which went abroad for the promo- 
tion of jewcllery export. A number of delegations were sent to U.S.A., 
U.K., Switzerland, Holland, Italy, France, West Germany, Belgium, Canada 
and Venezuela which consisted of members of Dian~ond and othcr panels 
of the Gem and Jewellery Export Promotion Council and tradc. The 
Committee are unable to undcrstand the reasons for the non-inclusion of a 
Government representative in any of the delepation sent so far. They 
desire that Government should examine the possibility of including Gov- 
crnment representative in such delegations in futurc, so that the interests 
of the public apart from those of the trading could be looked into. 
- ---.- -- 



- - -  - - -- --  -- --- 
I I. I - 173 Mlo. Industry'(Deptt. of The Committee note that the production of industrial diamonds 

lndustrid Development) in Panna Diamond Project account for about 20 per cent 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 lor 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 need 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 exprtise 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 developed 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 





--- . -- --- - _ - _ _ _  _ __I_-- 

cut known as 'makeables' in the trade circle. It does not operate in bigger 
sizes d diamonds, i.e. sawables which are mechanised and skill for which 
has been developed in countries like Israel and Belgium. The share of 
makeables is only a small portion of the diamond market. The Committee 
have k e n  informed that encouragement is now being given for the import 
of machinery to work on biggcr 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 Committee 
desire that concerted efforts should hc: 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 Puhlic Sector. 8 

hisJo- C o ~ m c r c e  The Committee note that imports of rough diamonds are allowed against 
replenishment licences granted to exporters under the import policy for 
re_eistcred exporters. These licences are granted against exports of cut and 
polished diamonds. Indian exporters import mostly smaller size of rough 
diamonds known as 'makeables' which are mainry obtained from Diamond 
Trading Company, London. The rate of replenishment varies between 60 
p r  cent to 80 per cent of the export realisations in ease of 'makeables' and 
'sawahles'. The  replenishment licensing system is intended to encourage 
the export of hetter and more value added items by our country. 

The Committee have been informed that the allocation of replenish- 
ment is done on the basis of the information about the value of exported 
gods obtained from the Gem and Jewellery Export Promotion C o u d  



who collects these details from representative transactions. On the basis of 
the data furnished by the Council, the replenishment rates are determined 
by an inter-ministerial policy group consisting of the D.G.T.D., E c d  
Affairs Department and representative of the Finance Division of the 
Ministry of Commerce. The Committee are surprised to note that the 
Government have to depend entirely 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 absence 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 inaide = 
India, where there is very good demand for them, cannot be ruled out. The 
Committee, therefore, recomniend 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 Committee are ~oncerned that infomatian 
rcprdinp the structure and economies of diamond polishing is not being 
ohtaincd by Government on a repular basis. hut obtained from the Coun- 
cil at particular times for policy formulation. This does not appear to be 
a happy state of affairs. 

1 7- I - 180 -130- The Committee find that the Study Team on 'Leakage of Foreign 
Exchange through Invoice Manipulations' in its report pointed out that the --- ---_ ._ ._ . .-  . - - - - - - . -- 



- -- - - - - - -- - -a- --- -- 
exporters do not give sufficient details of the diamonds in the documents 
including invoices. The market value of the diamonds is also not indicated 
in the shipping bills. They have desired *t the exporters should be 
asked to declare the size, colour, c@ aad perhction of the diamond in the 
invoices which can help con+&Wbly in thier valuation. They have also 
suggested that local mark# value of the diamonds should be declared in 
the shipping bills in *tion 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. 

 hi!^. C C I I I ~ I I ~ ~ ~ C  Thc Committce 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 a-botrt the actual share of the appre- 
ciatcd 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 
remuneration paid to the personnel employed on the job of cutting and 
polishing the diamonds is in commensurate with the labour and skill put 
in by them. 

19- I .  18a M/o. Finance (Deptt. Thc Committee have been informed that one of the qualifications pres- of Rcvenuo) 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 jcwellery experts working in the Bombay Custom 



House, it appears that none of them possesses a diploma in Gemology. 
l'Be Committee desire that in the interest of optimum efficiency essential 
for the valuation of diamonds etc. the possession of a diploma 'in Gemologl 
should be insisted upon in case of all the candidates for the post. 

20. I - 183 M/o. Commerce Fmm the evidence given by the representative of the Ministry of Corn- 
merce as well a5 the written statements, the Committee gather the imprrs- 
rion 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 dete-rminlo~g 
thc price. I! was also brought out during the evidence that efforts d the 
Government t o  locate ailternate sources of supply failed. 

The resulting picture seems to be that Government is helpless in regu- 
lating the flow of impons or their prices and has to depend on the mercy 
of the D.T.C. In the circumstmces, it is not clear to the Committee why 
the DTC sends a dclcgation to India half ycarly for discussions with Cbv- 
ernment and why the Central Selling Organisation (an a m a t e  of the 
D.T.C.) m;iint;iins 3 retired Major Gcnernl in India presumably for pur- 
pmes of liaison with thc Government. Obviously, the D.T.C. looks for 
some favours from Government. It nlay be that D.T.C. is anxious to avail 
of the skill nnci f;~cilitics available cheaply in India for cutting and polish- 
ing small sizcd c!i:~nionds as such facilities are reported to be not available 
clsewherc. In othcr words. the D.T.C. would like to exploit for their own 
ends the prof&on;rl cxpcrtise available in India, in respect of these small 
sized diamonds. If so. Government docs not seem to be as helpless as is 
made out. 

- - --- 



M~o. Commerce 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 rou@s (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 Committee would like to be assured that the exercise of 
these powers has not had the effect of benefiting the Company in expand- 
ing its market in this country and increasing our dependence on it. 

( I )  M;o. Finance (Dcptt. The Committee would also like to be informed whether the profit of 
of Revenue) the Diamond Trading Company on sales through sight-holders which would 

(2: h1,'o. Conamerce constitute a deemed income accruing or arising in India under Sectbm 
9 ( l )  (i) of thc Income T a x  Act, 1961, have in fact been assessed to 
Jncme Tax. 

A1,'o. Commerce The Committee would urge Government to make an indepth study 
of the problems relating to the diamond cutting industry and take steps 
to regulate the quantity and prices of the importslexports and so frame 
policies to ensure that the interests of this country are not jeopardised. 

-- - . - -- - . - - - --- - -- - - - - .- - - -- 
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