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l NTRODUCTION 

I, the Chairman of the Public Accounts Committee as authorised by 
the Committee, do present on their behalf this Hundred and Second Report 
on the action taken by Government on the recommendations of the Public 
Accounts Committee contained in their Seventeenth Report (Sixth Lok 
Sabha) relating to Ministry of Commeyce. 

2. On 31st May, 1978 a n  'Action Taken SuWommittee', consisting of 
the following Members was appointcd to scrutinise the replies rcceived from 
Government in pursuance of the recommendations made by thc Committee 
im their earlier Reports: 

1. Shri P. V. Narasimha Rao---Chm'rman. 
2. Shri Asoke Krishna Dutt-Convener. 

3. Shri Vasant Sathe 
4. Shri M. Satyanarayan Rao 
5. Shri Gsuri Shankar Rai 
6. Shri Kanwar Lnl Gupta 

3. The Action Taken Sub-Committee of the Public Accounts Com- 
mittee (1978-79) considered and adopted the Report at their sitting held 
an 10 November, 1978. The Repon was finally adopted by the Public 
Accounts Committee (1978-79) on 1 December, 1978. 

4. For facility of reference the rccommendations[wnclusion~ of the 
Committee have been printed in thick type in the body of the Report. For 
the sake of convenience, the recom~~cndations/conclusions of the Corn- 
mittte have also been reproduced in a i~nsolidated form in the Appendix 
to the Report. 

5. The Committee place on record their appreciation of the assistance 
rendered to .them in this matter by the Comptroller and Auditor General 
et India. 

Nsw DELHI; P. V. NARASMHA RAO, 
C h u i m ,  

brrembcr 1, 1978 --. 
A p r d u y m  10, 1900(S) Puhlfc Accounts Con tmirtc 



C H A P T E R  I 

1.1. This Report of the Coinn~ittee deals with action taken by Goven- 
x m t  on the Committee's rc~~~:~:~~endations/observations contained m 
their 17th Report (Sixth Lok Sabh:~) on " ' E x p ~ t  of Bicycles and Bicyck 
Components during 1970s", coinmcutcd apon in ~aragraph 28 of the R e  
port of the Comptroller and Audi:or Gencral of India for the year 1974-75, 
Union Government (Civil), relating to the MinZstry of Commerce. 

1.2. The Committee's 17th Report was presented to the Lok Sabha or 
14 November, 1977 and contained 41 recommendations. According to the 
time schedule for furnishing Action Taken Notes on the Committee's r* 
~mmendations/observations prescribed in the Committee's 5th Report 
(Fourth Lok Sabha), the Notes indicating the action taken by the Govern- 
ment in pursuance of the recommendations/observations contained in tho 
17th Report were required to be furnished to the Committee latest by 13 
May, 1978. On a request made by the Ministry on 7, May 1978, :?is t i m c  
limit was extended till 15 June, 1978. Action Taken Xotes (unvetted by 
Audit) in respect of 34 recommendations were made available by 1 6  
June, 1978 and on a further request made by the Ministry, the t ime- l id  
h ~ , :  k c i l  extend4 till 30 June, 1978 and advance copics (unvetted b? 
!.x!:!! ::f thc remaining 7 Action Taken Notes were made available lo 
tllc Committee in accordance with this revised schedule. 

1.3. The Action Taken Notes received from Government have bem 
broadly categoriscd as follcrws: 

( i) Recoimmendatiom/observotions that hnve beet1 accepted by 
Gov~rnmcnt : 

S. Nos. 1-3, 6. 8-17, 14, 24, 26-29, 32 and 3 7 4 0 .  

( ii 1 Recnrmendarions/observations which the Comniitt~e do nat 
desire to pursuc in the light of the replies received from Gov- 
ernment; 

S. Nos. 4. 5 ,  7. 36 and 41. 



1.4. The Committee will l ~ m v  deal with the aotion taken by Government 
on some of their recommendations/observations. 
Precbion from exemsng legitimate fwrctions of careful scrutiny of c& 

msistance schpme byh &el Finance Ministry 

1.5. Commenting on thp nee4 for obtaining the specific concurrence and 
approval of the Finance Ministry to the scheme of cash assistance for export 
of bicydesrtma bkycle c!bmponents*that a p w e d  to have ben unjustified on 
all accounts, the Chmittee had, in paragraph 1 .I70 of their 17th Report, - .  
observCd : * 

i , a  1 2  

':what c'apses geater ,concern to the Committee i,s the fact that in 
spite of tp fait that the Finance Mirustry had not agreed to the 
rate of ca3h assistance proposed by the Commerce Ministry and 
had, h hct,,repeatedly drawn attention to the lack of adequate 

I justification' in the absence of authenticated data, for the rates 
prdposdd &e cash Assistance Review Committee should have 
overlooked t k  bobjections and decided upon a rate (1 5 per 
cent) which wa3 more than what the'commerce Minister them- 
selves had proposed earlier (1 2-1 /2 per cent). The Comrnitte 
cannot couhtenbnce this procedlire whereby the Finance Minis- 
try had been precluded from exercising its legitimate functions 
of careful scrutiny of expenditure of considerable magnitude 
' sough€ to be incurred on an incentive scheme. Though the Com- 

mittee'have bcen informed in this connection that the Minis- 
try-'of Finance (Department of Ekperldit&e and Economic 
Aflairs) were also-represehted bn the Cash Assistance Review 
Committee this does not, as  has earlier been pointed out by the 
Compjttee in paragraph 1.1 12 of their 178th Repon (Fifth 
I n k  sadha), obviate the need for obtaining the specific con- 
currence and approval of that Ministry,to a scheme that appeas 
to have been unjustified on all accounts. 

1.6. In their reply*, furnished to t h ~ e  observations, in the relevant 
Action Taken N&, 'dated 16 June, 1978, the Ministry of Commerce have 
ltpted: 

- - . "The Cgsh Assistance Review Committee has been set up p an Inter 
Ministerial Committee including represmtttives of the Minis- 
try of Finance, both of the Apartmc qt cf Expenditure and the 
Department of Economic Affairs, so that thz decisions may bc 

, arrived at after the MinistritWDep ,rtments reprmted have 
also had the oppqtmity to their points of view. The 
decision of the Committee is aatd upon as the decitib of the 
Government". 

- - - - ------ -----.- - -- 
.Not wtted in Audit. 



1.7. Tbe Cocamiltee find llrat in apirs ot the  om expressed by 
rb Ministry of Fineoee in not agreeing to the rate of cash assistam 
proposed by the Commerce Miuistry, the C& Assistance Review Com- 
laittee bad decided upon a higher rate af cash assistance, ovedooking the 
Finance Ministry's objedions. It has been confended that the repwnta- 
tfves of the Ministry of Finance both of the Department of Economic 
Affairs represented on the Committee, have also had opportunity to e x p m  
Mi points of view. The Committee are unable to agree to this coatention, 
In the opinion of the Committee, the role of the representatives of the 
Ministry of Finance at thc sittings of the Cash Assistance Review Committee 
should be to explain the viewpoint of the Ministry of Finance, which had 
already been communicated in writing. Where the Cash Assistance Review 
Committee has reasons to differ from the view of the Miniswy of Finance, 
the representatives of thi. Ministry of Finance should b v e  no authority to 
co~lcur in, as this detracts from a thorough examination of the pros and 
cons of the proposal the Ministry of Finance. In such a case, tbe view 
of the Cash Assistance Review Committee should be referred to the Ministry 
aE Finance for reconsideration of thew earlier advice. In the case of diffe- 
nnce of opinion between the Ministry of Finance and the Cash Assistance 
Review Committee persisting. the matter should be put up to the Minister 
(Finance) for final decision. This, in the Committee's considered view, 
ia the only method of ensuring full consideration of the pros and cons and 
decision at the hightist l e d .  

Over-looking the hewfit from excess import erttitlement in determining the 
quantum of cash assistance 

1.8. In paragraph 1.172 of the Report, the Committee had observed as 
t ~ o w s :  

"The Committee find that even in the case of Sports Light Roadster 
(SLR) model bicycles, the rate of cash assistance had been 
increased from 10 to 12-112 I>er cent with effect from 1 April, 
1975 without taking, into account all the relevant factors. It 
has been stated by the Commerce Ministry in this connection 
that the decision to enhance the cash assistance had been taken 
by the Cash Assistance Review Committee on the basis of 
mpmsentations received from the trade that the cash compensa- 
tory support of 10 per cent was inadequate and of the report 
of the Cost Amunts Branch in respect of T.J. Cycles India 
Ltd. which disclosed a loss of 12.1 per cent on exports of SLR 
bicycle. It L, however, seen that the Cost Accounts Branch 
had simultaneously ~ o i n t d  out that the company had an cxcCm 
import aatitlement licence of 15 per cent, the benefit from 
whit& amld not be aoseasad and had, therefon, s- drd 



the Cummerce Ministry may take. a view on the benefits, if any, 
on the import entitleuent in deciding the quantull~ of nikh 

'q.. , .*<, ", .  ., .- .-. . +.. . I . .  unforfullately, does uot appeu to h v t :  
becu gone into. i n  view o! i h ~  iuct h a t  thc: i ~ q m t  rcpleuish- 
meut on bicycles %as admni~teulj fourrci on cxunuatlun to be 
much higher t h  the actual import iolUCnL dud illr cxccss 
import eutitlement c ~ ~ r l r i  ulso be trauslerrcd at cousjdcrabk 
premium, the Co~nrnittcc faii to underatartd ~ i ~ y  t h ~ s  uiiportarit 
and bits! question h:d bcen over-iuoiied in detrrnl~nmg the 
q u u t u m  of cash s~s i s tmce  nzccssary for SLK bicycles." 

1.9. In their Ac:ion 'I'aken hote. dated 16 Junc, 1978 I-clcv;uu to tl~cse 
observations, the Ministry 01 C O I I ~ ~ Z ~ C ~  have replied : 

":t l u s  i i l r e ~ d y  b ten  c . ; . i ; ~ i i l ~ % d  in the evidence before ;he ( umnlirtce 
lli3t dx .1 :  1- pi': ccnt of REP licences were n o n i i n a d  :ad 
thai no S ~ L L L ) '  \ \  ~ : ! c ; L L  ii, ~ S ' L S S  :h premium being m n c d  
on sx!i norninatiun~, I)~!:.inp the p e r i d  uhcn ;lie Com;nit!c; 
werc d i scu~s i r ,~  t!is Audit para, the premium had gone down 
very much. 'lhe prcmium depended on market condi~ionj and, 
therefore, it is d i f i id i  to take this unstable elemcnt into 
account for purposes of detci ini~~iticm of cash assistmce." 

1.10. The Committee find th,t the rep$ 1 1 1 1 ~  furnished b? the Rlinistry 
of Commerce does not mect the specific point rai.sc.d in paragraph 1.172 of 
their 17th Report (Sixth Lv!. c.W,*l Thr Cost Accounts Brmch had, nhilo 
pointing out that the concerned conipan had an excess import entitlcmenl 
licence of 15 per cent. made a spccific suggwtion that the Commerce hlin- 
idtry might take a view of Ihe hcnetits, if any. an the import entitlements in 
deciding tbe quantum of cash aqsistance from 1 April, 1975. The Committee 
had eariier observed that that aspect did not appcar to have been gone into. 
In view of the fact that the import repienisbment on biclcles was admittedly 
found on examinaiion to hc much higher than the actual import content and 
tbe excess import entitlement could also be transferred at considerable pre- 
mium, the Committee tad sought clarification ns to why Ulis importnnt 
and vile1 question had been nverhoted in determining the quantum of cash 
assistance necessary for Sports 1,ight Roadster model bicjcles. The Com- 
laittee regret to state that the Mi~:%rj's attempt to juqtify over-looking the 
cxces  import c~~tit;ernrnt hc~lrfif, on  thc pica that ;'thc premium depended 
OD market condrtiom and, {hcrekre, it waq dilfic~~it to b h e  this unstable 
element into ~ x n u u t  for p t t r p ~ n ~  of determinafioz~ of Ca\h Assistdnce", i q  

to say the least, m!enahk. I f ,  as *tated by the B3in1str~, the prcmia on 
import refleniqhmcnt nominations lkpcndrrl ON market ccmditioll\. whicb 
is unsable clement, this %ciclr equally applied to f.n.b. mlisations. 

cs, jwlr: t 1 . t ~  .. r I lussriliy to Izt: tahrn into s c c o u ~ ~ t  for per- - of delermination t$ r ~ b h  as9ibfancc. 1 k  ~ ~ m n ! l & ,  therefore, 



reiterate their wrfier recommendation and degire that in iuirirc, the pr~mi:j 
.P bport euWe8lent should invariably be a~rressed and kept in view w h i  . . &@nwwg or revising the quantum of cash assistance. 
Pos~ible ~bi l ;e  trrrd malprcictices in thc export of cornplcrc bicycles 

declaring them as bicycle cumponents 
1.11. i n  March 1974, thc Director General, Technical Ljzvc lopnmt  . 

Lad informed the M i n i s q  of Commercc that as cvnvoriiional roaAtcr 
bicycles were almost always shipped in a k~mchecl down condition, here  
was a risk, consequent on the abolition of cash asilstance oil the export of 
complete bicycles, that unscrupulous exporting units might show exports 
of complete bicycles as exports ot bicycle componats and walk away with 
30 per cent cash assistance prescribed for components. Dealing with ti].: 
failure to take positive steps to prevent the posiblr: :tbuse of c:tsh assistan~i: 
available for bicycle components, the Corilmittce, ir, p a r v g r ~ p h s  1.173 to 
1.176 of the Report had recommended : 

"1.173. The manner in which the question of granring cash assis- 
tance for bicycle components had been handled causes even 
greater concern to the Committee. While takin!: a deci<ion to 
abolish, with effect from 22 February 1973, cash assistarcc for 
complete bicycles (Roadster), no change had, however, bcen 
ula& i:, :he 2nnunry 1973 deckion of the Marketing Develop- 
ment Fund in regard to bicycle components (vi;. to reduce the 
cash assistance from 30 to 20 per cent) on the ground that no 
Se!J:li.i~~c c l o . r i i i i ; :  .E i . i>l , i i ;  of components were made For had 
thc Dirertor General. Technical Development intimated any 
higher unit valtic realisation from their exports. The Com- 
mittee find in this context that when the proposal for reduction 
of cash assistance f r c m  30 to 20 per cent was sent to the Fin- 
ance Ministry in February 1974 that Ministrv had suggested. 
on thc consider,atjon that if export realisation was much more 
than the cost of production for complete bicycles ?hc  same 
position would hold good for component. also, that cash 
assi.tancc o n  bic!,clr components lni!$?t be wirhdran-n. This had 
not b x n  acceytt.d by the Comrilerce Ministry on thc' groutld 
h t  ns marc than 75 per cent of thr: export w x  acm.in!c.i! for b!. 
components and thc niailufacturers of component5 wcrc n~ostl!. 
i n  the Sinall Scalc Scctor, theis economics of pr,>duction and 
export c o ~ ~ l d  not be compared with that of thz cyclc manufnc- 
turers who were mostly in t i ~ c  orgn~riscd sector, and th:it esports 
of components would have .i s~rb;rck i f  t l , ~  L;,ill acsimncc was 
wi~idrawn complc:cly." 

I .  i 14. Both thcse nrgumcnts had. howvci,  bc -:I ,.ituf:d in 
hliii'ch, 1974 by the Mini\try of i':n;,n:c, \ rc.g:trds .he 



6 
contention that exports of components would have a setback 
if cash assistance was withdrawn, the Finance Ministry had* 
pointed out that if the withdrawal of the assistance on c o m p  
lete bicycles could not result in a setback to exports, the 
psition should not be different for conlponents. With 
reference to the distinction sought to be drawn between the 
organised sector and the small scale sector, the Ministry had, 
drawn attention to the fact that the rates of cash assistance 
were decided only on the basis of cost of production and f.0.b. 
realisation and no distinction was made between the small 
scale sector and the large scale sector." 

"1.175. Though the Finance Ministry had not then pressed this 
issue further as propel cost data were not available for an 
objective analysis, bubsequcntly, on reconsideration of the 
question in June i974, the Ministry had pointed out that 
even without waiting for a detailed cost study, (!::re was 
'clear justification' for reducing cash assistancl: for components 
to prevent malpractices. That Ministry had accordingly sug- 
gested that pending reference to the Cost Accounts Branch 
for cost study, either the cash assistance on bicycle compo- 
nents be reduced from 20 to 10 per cent or cash assistance 
on complete bicycles as well as components be allowed uni- 
formly at 10 per cent. The following valid reasons had been 
cited, itzter alia, by them in support of their suggestion: 

(i) While the producers of bicycle components are mainly in 
the small scale sector, it is not necesbary that exporters 
are the same who arc the producers of components. Ex- 
porters are different from the producers. They will be 
purchasing the components from the producers and then 
exporting. This may add to  the ultimate cost of export on 
account of cost of export over-heads and other expenses. 
Continuance of cash assistance will only heip such middle 
nun  exporters in quoting lower prices. 

(ii) As the item is of labour intensive nature, Indian prices should 
be conptitive in view of the high cost of labour in other 
develor cd countries. 

(iii) Cash a. tam; on complete bicycles and SLR bicycle8 has 
been ;thdrawn/reduced after taking into account the in- 
creiase .n unit realisation in International Market. 
unit rcalisation f r r  components would dso have gone up ia 
line with similar buayance for all othct pduct3. The 
argument for convdcte bicycles will be equally odlid bf 

~mponeato. 



(iv) Caatinuance of cash assistance of 20 per cent on componentr 
may result in misuse of the facility in ,s much as complctc 
bicycle may be sent in semi-assembled condition for tbe 
p u w  of claiming cash assistance. The country will lost 
foreign exchange on account of higher unit realisation for 
finished product and also will have to pay cash assistance 
even though it has been withdrawn. 

In fact, even as early as in March 1974, the Director General, 
Technical Development had informed the Commerce Ministq 
that as conventional Roadster bicycles were almost always 
shipped in a knocked down condition there was a risk, conse- 
quent on the abolition of cash assistance for complete (Road- 
ster) bicycles, that unscrupulous exporting units might show 
exports of complete bicycles as exports of components with 
a view to claiming the cash assistance prescribed for c o m p  
nents." 

"1.176. The Committee are, however, surprised to find that in utter 
disregard of the reservations expressed by various official 
agencies, no positive steps were taken by the C o w r r t  
Ministry to prevent the possible abuse of the cash assistance 
available fdr bicydc components. I/t would appear, prima 
facie, f r ~ m  the statistics of exports of bicycles and bicycb 
components during the period when cash assistance on bicycles 
stmd abolishal as well as from t1.e two specific cases of 
exports of bicycles and components to countries 'P' and 'Q' 
cited in the Audit paragraph that these fears were not en- 
tirely unfounded. Though the Commcrce Ministry have 
attempted to prove that the apprehension that complet.: 
bicycles might be exported as components was not borne out 
by the actual expclrt performance. the reasons for the m- 
what drastic decline in the exports of complete bicycles and 
increase in exports of components to countries 'P' and 'Q' 
have not been satisfactorily explained. Besides, the Engine- 
ering Export Promotion Coun:il themwlves had pointed out, 
in their sepreseicntation pleading for the reintroduction of cash 
assistance for complete bicycles, that in the absence of cash 
assistance for complete bicycles. 'the tendency would be to 
increase export of components and even declare the complett 
bicycles which are always exported in CKD (completely 
hocked down condition) as exports of components with a 
motivation to get cash subsidy of 20 per cent'. The officials 
in the Ministry of Commerce had nlw conceded, in their noes 
on the suggestions of the Flnance Ministry referred to earlier, 
the possibility of abuse of the cash assistance on components." 



1.12. In their Action Taken Note dated 16 June 1978, the Ministiy 
4 Commerce have replied as folows: 

"In reply to the draft Audit paragqaph and in the evidence before 
the Committee, the Government had amply clarified that ex- 
ports of bicycles could not have been shown as those of 
bicycle components for various reasons. Statistically also, it 
was explained that less exports of bicycles and more exports d 
bicycle components were the result of tr,ade pi~cnomeno,. and 
not the unfair means of incorrect declaration OA expart docu- 
ment$. The  Government would reiterate the earlier stand 
on this point (published in the Report at pages 86 to 89)." 

1.13. The Committee have gone into the replv furnished by the Ministry 
af Commerce. In the absencr of any fresh .statiskcs o[ ci.arification adduced 
by them, the Committee are comtrained !o maint:ur. !hd ;ED d:sy(.pd 01 tho 
resewations expressed by the Director General, Technical Development, the 
various officials in the Ministry of Commerce and the Ministry of IFinanra 
as also the Engineering Expori Promotion Council themwlves, no positive 
atcps were taken b~ the Commerce Ministry to prevent the possible abuse 
ef the cash assistance availaMe for bicycle components. The masons for the 
ldzeaMe decline in the exports of complete bkycles and increase in export 
of components to countries 'F' and 'Q' has not been satisfactorily explained. 
I t  is daficolt to comprehend that this situation could s d d y  be attributed lo 
dnctnating trade phenomenon. The Committee, therefore, reiterate theii 
errtier observation that no positive steps were taken by tke Ministry to 
prevent 4he possible misuse which, the Committee suspect, took place h tha 
cut, resoltiag in loss d foreign exchange on account of lo* d t  rerriisr- 
h for components as against complete bicycle and inaQniesiMe paymest 
of crsh assistance on an item on which it was withdrawn. 

1.14. In paragraphs 1.177 to 1.180 of the Report, the Committee had 
further observed as follows : 

"1.177. As stated' earlier, one of the arguments advanced by the 
Commerce Ministry for not withdrawing or at least reducing 
cash assistance for components is that while informing the 
Ministry of the increase in unit value realisations from comp- 
lete bicycles, the Director General, Technical Development 
had not indicrited similar higher realisations from exports of 
components. No reference on this question was either made 
at that stage to the Directorate by the Commerce Ministry. 
However, even in the absence of any communication in this 
regard, it should have been evident that if realisations from 
exports of bicycles had increased, it was only l~gic~al, as a 
natural corollary, that realisations frqln exports of compo- 
nents should have also increased at least relatively if not on 



the same scale as complete bicycles. It is ,also signific.int in 
this context that even in November 1972, while recommending 
cash assistance at the then existing rates for both complete 
bicycles and components, the Indian Institute of Foreign 
Trade had neverthelless pointed out, inter nlia, that 'the hope 
of bridging the gap between the f.0.b. cost and 1.0.0. reali- 
cation through improved unit value realisation may be partial- 
l y  justifiable' In the case of bicycle components on the basis 

L:. d m  In ~ c p i d  t~ ~lnit value realisations during the period 
from 1965-66 lo 1970-71." 

"1.178. The Committee note that while the unit value realisation 
from exports of bicycles rose by 9 per cent in 1973-74 as 
compared to 1973-73, the corresponding rise for tncst of the 
components \;,:I,; I I p c ~  :?;it or more and that between April 
.i:16 3 , . i ,  1 q74, the unit x.7.1,: re~!isn!iow from most corapci- 

', > 4' nents rose by 25 pel- cen; .. '7..'+',:.; that or 3icycl-i 
fell marginally by 3 per ccr:;. ? h a :  th. u,;i! imalut: ica!isntion 
from exports of components had. in fact, increased during 
the period in question is also evident from the data relating 
to exports of cnmponcnts to ccyntries LP' and Q'. Thus 
while the export of bicycle componcn!s tq -ountr; 'P' had 
increased only  thou^ 2-7 per cent durinf .April 1971 ?0 Septem- 
ber 1974 as compari.d to thc cxp r t s  during th? correspond- 
ins period in 1973 (from 12.33 lnkh kgs. to 13.97 lakh kgs.). 
the value of the exports had risen by nearly 11 9 per cent 
(Ks. 138.38 lakhs as agninv Rs. 63.09 lakhs). Similarly, 

while exports of components (other than saddles) to country 
'0' had increased by 67 per cent (from 2.74 lakh kgs. to 4.95 
lakh kgs.) during the relevant period as compared to the 
exports during the corresponding period in 1973, the value 
of the exports h a d  gone up by nearly 171 per cent (from 
Rs. 17.48 lakhs to Rs. 47.44 lakhs). Significantly enough, 
the Engineering Export Promotion Council had also recom- 
mended cash assistance of 15 per cent for both components 
,and complete bicycles.'' 

"1.179. The Committee find that while drawing the Commerce 
Ministry's attention, in February 1974, to the possible misuse 
of the cash assistance on bicycle components the Direct-r 
General, Technical Development had also suggested that, to 
prevent abuses, cash assistance might be restricted to only 
eight components which constituted bulk of the exports from 
the country. The Directorate had also pointed out that as 
these components did not add up to n complete bicycle, it 
would have been easy for the Customs 'authorities to identify 
consignments of these parts from those of complete bicycles 



exported in a knocked down condition. Though the Com- 
merce Ministry had felt, in Picw of the fact that there were 
more than sewnty five components of bicycles, that 'some 
more thought could be given to this problem' and the compu- 
nents auld  perhaps be put into two groups, one for which 
cash assistance would be admissible and another for which 
such assistance would not be available, while announcing the 
registered exporters' policy and cash assistance effective from 
April 1974, the Committ:e are concerned to notc that this 
question was not pursued to its logical conclusion for one 
reason or the other. As this decision, if implemented, would 
have imparted greater rationality to the cash assistance scheme 
and would have curbed at least partially the misuse of the 
scheme besides resultir~g in considerable savings to the ex- 
chequer, the Committee are inclined to take a serious view of 
this failure." 

"1.80. In these circumstances, the Committee are finnly of the 
view that the possibility, however remote, of the cash assis- 
tance for components being abused by unscrupulous exporters 
in the absence of similar assistance for complete bicycle8 
should have been promptly taken notice of and necessary 
corrective action taken to plug the loophole. The Committee, 
however, regret thdt even the elementary precaution of ascer- 
taining the f .o.b. i calisations from exports of components had 
not been taken by the Commerce M~nistry and cash assistance 
had been persisted with withwt referenu to any cvst &la on 
the tenuous ground that exports of components would suffer 
a setback ." 

1.15. The Action Taken note dated 16 June, 1978 furnished by tho 
Ministry of Commerce with reference :o these recornmendations/observa- 
tions, is reproduced below: 

"Bicycle components are more than 75 in number and exccpt f o ~ ,  
all of them are grouped together for the purpose qf export 
statistics. Possibility of high value components going more in 
one period than in the other and vice versa cannot be ruled 
out. In these circumstances,, definite conclusion of f.0.b. re- 
alisation having increased/decreased in certain periods as 
compared to corresponding earlier periods, cannot be drawn. 

As regards the possible misuse of C.A. facility by umcrupuloue 
exporters,by declaring e x p i  consignments of the complete 
bicycles in CKD condition as bicycle components in orQr to 
claim higher C.A., comments paras 1.173-1.176 are valid." 



1.16. Tbe Dlrecter General, Technical Development wbk drawing the 
Commerce W n k y ' s  attention, la February, 1974, to tbe poesible misase 
of the cssh addance oa bicycle components, had snggesfed that to prevent 
abmm, cwh assistance might be restrkted to only eight components which 
constitPkd butk of the exports from the country. Tbe Directorate had aka 
pointed on1 that as tbese components did not add up to a complete bicycle, 
it would have been easy for the customs authorities to identify consignments 
of these prts from those of complete Mcyde expwted in a knocked down 
condition. The Committee, find that the replv of the Ministrv of Commerce 
does w t  meet the specific point made out in their earlier recommendation 
that if the qu&n of grouping of components was pursued to its logical 
conclusion, il would have imparted greater rationalifv to the cash assistance 
scheme and would have curbed at least partialb the misuse of the scheme 
besides resulting in conqiderable savings to the exchewer. The Committee 
regard this w a serious lapse on the part of the officials concerned who 
were re~ponsible for the decision contran to the specific suggestion of the 
D.G.T.D They trust that wch lapses wo~dd not recur in future. 

Feo.rihili/v of prescribing .sirittrhlc rnotwturv Iirnits kw yrant of cash nssis- 
tom-e (Pamerc~ph 1 . 1  82. SI. N o .  25)  

1.17. The Committee, during the course of examination of this Audit 
paragraph and also on an earlier occasion while dealing with cash assis- 
tance for Export of man-made fabrics in their 32nd Report (Sixth Lok 
Sabha) had found that in spite of the reservations expressed by the Ministry 
of Finance and the conflictine views expressed on the subiect. that Mini- 
ster's ap~rova l  had not been obtained at anv strip to the decisions t a k en on 
ad hoc basis about the continuation and quantum of cash assistance Sug- 
gesting that the feasibilitv of prescribing suitable monetarv limits for the 
grant of cash assistance at the Secretary's level without obtaining the Mini- 
ster's specific approval should be a ~ ~ r o p r i a t e l v  examined, the Commi!tcc. in 
paragraph 1.1 82 of their Renort had observed: 

"It appears that in spite of the fact that the Finance Ministrv had 
expressed a number of recervatima in reeard to  the p roma l s  
made by the Commerce Ministrv from time to time and various 
officials in the Commerce Ministrv also held different views 
on the subject, the Minister's approval had not been obtained 
at any stage to the decisions taken  hut the continuation and 
quantum of Cash Assistnncc at different points of time cxccpt 
while increasing the cash assistancc rate on SLR Bicvcles in 
October, 1975. Since conflictine views had been exprcsscd 
on the subiect and the decision also amear  to have been taken 
on an ad hoc basis, the Committee are of the o@nion that a11 
the facts of the case ought to have been placed before the 
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Minister who could then have had an opportunity to give his 
considered views on the entire question. The feadbility of 
prescribing suitable monetary limits for the grant of cash 
assistance at the Secretary's level, without obtaining the Mi& 
ter's specific approval, should be appropriately examined." 

1.18. The Action Taken Note furnished in pursuance of the above ob- 
servation by the Ministry of Commerce, Civil Supplies and Cooperation 
(Department of Commerce) on 16th April, 1976, is reproduced below: 

'As already stated in Action Taken Notc on para ,.1 .I70 of the Rc- 
port, the Cash Assistance Review Committee, Chircd by the 
Additional Secretary (Commerce) is an Inter Ministerial Com- 
mittee in which senior officers of Ministry of Finance (Depart- 
m n t  of Expenditure as we11 as Economic Affairs), DGTD 
and othcr concerned Ministries/Departments are represented. 
This Committee is guided by the brad policy framework on 
Cash Compensatory support and the criteria for fixation of 
rates, which have the approval of Cabinet. As such, the de- 
cisions of the Review Committee are acted upon as the deci- 
sions of the Government. 

In respect of new products, requests for grant of Cash Com- 
pensatory support are considered and decided upon by the 
Marketing Development Assistance (MDA) Main Committee, 
Chaired by Commerce Secretary. Secretary (Finance-Ex- 
penditure ) and Secretary (Finance-Economic Affairs) are 
other members of this Committee. 

In  view of the functioning of both the above Committees in ac- 
cordance with the guidelines approved at the highest level, it 
is not considered necessary to get the approval of the Minister 
in each individual case, where the decision to grant revise 
Cash compensatory support is taken by the respective Com- 
mittees. This, however, does not preclude putting up some 
cases to the Minister depending on the nature and importance 
of each case or where Minister desires to see the papers. 

The suggegtion that suitable monetary limit for the grant of 
Cash Compensatory support at Secretary's level may be pres- 
cribed, is not feasible." 

1.19. The Report of the Committee on Import-Export Policies and pro- 
cedures (January, 19781, while laying down the principles upon which the 
cash assistance should be based, in paragraph 4.17 of its Report, expressed 
the feeling that the magnitude and pattern of cash assistance should be 
identified on the basis of well-defined principles'. 



1.20. The Comadldse bve gone into the nply tranished by tbe Dapcrb 
menC of Chmmx 60 (belr pointed eugsestlaa In regard to c d n i a g  tbe 
fsriWity ot preocriMng mitable monetary 1,imits its tbe grant of a d  
a&bnce where it is not possible to Wain the Minister's speclfic appnrvril 
and tk approval Is granted at tbe Secretary's Iwel. The C h m W e  have 
bten oimply informed that this b not feasible. In the .absence of auy & 
fo~tary explanaho, the Committee find it d;fftcult to reconcile themselves to 
the Dqmtmnt's reply. In, this connection, the Committee taUy sobscribe 
to Ule views eKpressed by Ibe Committee on I+-Exprt Policies aad 
Procedures ( A l e d e r  Committee) that "the magnitude a d  pactern of cash 
ambtance sbauld be identified on the basi of weladefined principks". The 
Committee also reiterate their earlier suggestion of prescribing soitable 
monetary hi t s  fm tbe gent of cash assistance at the Semtary's level, 
withslt obtaining tbe Minister's specific approval. It may be mentioned 
that tbe Committee had earlier also, in paragraph 1.22 of their 32ad Repod 
(1977-78), made a similar recommendation. 

Need for evolving an ejjective monitoring machinery for concurrerat evalu- 
a'ion and review of market I r e d .  

1.21. Emphasising the need for devising a machinery to matter market 
trends including export reaiisations, the Committee, in paragraphs 1.187 
and 1.1 88 of the Report, had recommended: 

"As has been earlier pointed out by the Public Accounts Com- 
mittee, in paragraph 1.49 of their 174th Report (Fifth Lak 
Sabha), the basic defect in the system of granting cash assis- 
tance and other incentives seems to be the absence of an 
effective machinery with Government to concurrently evalute 
and review the market trends, the f .  o. b. realisations and the 
impact of various kinds of assistance given for export promo- 
tion so that necessary changes and adjustments could be 
effected promptly as soon as wide fluctuations came to notice. 
As a result of this handicap, Government have had to place an 
almost exclusive reliance on the data furnished by the indust- 
ries themselves or the Export Promotion Council, which. ad- 
mittedly, has been often found to be at variance with the actual 
position obtaining. It would also appear that thoueh market 
survey reports indicating export prospects, prevalent price 
trends, etc, are received ,from Indian Embassies abroad and 
other agencies, apart from transmitting these to the Export 
Promotion Councils for exploitine the opportunities revealed 
through such reports, very little use is made of these reports by 
the Commerce Ministry for the determination of policies. It 
has also been admitted by the Ministry that there is no n?achi- 



nery to cull out price trends from these reports nnd 
use them for the purpose of fixation of cash assist- 
ance. Neither does the Ministry have at present any 
standing arrangements for the periodical collection on 
regular basis from the Export Promotion Councils data 
relating to f. o. b. costs and realisations in respect of items for 
which cash assistance has been granted. This is a situatim 
which needs to be remedied immediately. Stressing therefore 
once again the importance d devisinr, a suitable machinery 
for a concurrent review and monitoring of all the relevant 
factors influencing various incentives for export promotion so 
as to ensure that the trade does not derive undue benefits from 
the fact that all the relevant information may not be available 
with the administrative Ministry concerned, the Committee 
would reiterate their recommendation contained in paragraph 
1.11 of their 236th Report (Fifth Lok Sabha). 

Yet another reason advanced by the Ministry for not taking into 
account the f.0.b. realisation reported, from time to time by 
the Director General, Commcrcial Intelligence and Statistics is 
that these figures are not available at the time of formulation 
of the policies and that the published statistics arc usually re- 
ceived after six months. The Committcc note that in pursu- 
ance of their recommendations in this regard, contained in 
paragraph 1.50 of their 174th Report (Fifth Lok Sabha), 
certain important chanses in the method of compilation and 
publication of trade statistics coupled with the structural 
strengthening of the organisation have been made, as a result 
of which the time lag between the period for which the infor- 
mation relates and its compilation and preparation for publica- 
tion has been reduced from about six months to about thret 
months at present. The monthly Statistics of the Foreign 
Trade of India are also now stated to be received in manus- 
cript form without waiting for a printed copy of the volume. 
While for a improvements are undoubtedly to be welcomed 
the Committee are, however, concerned to learn that there is 
no machinery in the Commerce Ministry to watch and monitor 
export realisations whethcr on the basis of the data available 
in the manuscript copy or otherwise, which make it all the more 
imperative to  devise a suitable machinery for a concurrent 
review and evaluation of f.0.b. realisations as recommended in 
the preceding parapraph. There should also be a regular arrangc- 
men! for the periodical collection of cost data and their exa- 
minathn by the Cost Accounts Branch from tim to time, a4 



least in respect of those commodities involving heavy outllow 
of cash assistance, instead of extending the assistance on an 
ad hoc basis on the ground that the collection and examination 
of the data takes a long time." 

1.22. In their Action taken Note dated 16 June, 1978, the Ministry 
of Commerce have stated: 

"Unlike primary commodities whose rates are quoted in exchanges 
abroad, there are very red di&iculties in obtaining price quota- 
tions for manufactured products. However, the need for 
obtaining data on prices periodically has been felt by Govern- 
ment. The setting up of a National Trade Information Centre 
which would collect price data among others, is under wnsi- 
deration." 

1.23 Tbe Committee have been informed that the setting up of a N a h d  
Trade Information Centre, which would inter alia collect price data, is 
under consideration. The Committee would like an early decision to be 
taken in the matter under intimation to them. 

Mearures to improve quality control of bicycles and components. 
1.24. Emphasising the need of restructuring of the industry and im- 

proving the quality of bicycles and components, the Committee had in para- 
graphs 1.190 to 1.192 of the Report recommended: 

"Another reason for the inability of the Indian bicycles manufac- 
turers to complete effectively in the international market a p  
pears to be the quality of the Indian bicycles. The Commerce 
Secretary has also been good enough to concede that while 
the Roadster bicycles have functionally proved their 
worth in the developing countries, in certain markets and cer- 
tain models, Indian bicycles do not measure up to the exacting 
standards set up by the importing countries, as a result of 
which the country has not been able to codhplete with 
the products of United Kingdom or  Japan. In regard to 
designs und looks also it has been admitted that the Japanese 
bicycles are "far superior". Since large scale manufactures 
of bicycles in the organised sector generally buy out 
components manufactured in the small scale sectar and in the 
absence of an adequate machinery of ensuring that the quality 
of such components fulfils the prescribed standards and speci- 
fications, the quality of the Indian bicycles would appear to 
have been adversely affected. All these underscore the im- 
portance of improving upon the existing arrangemcnts for en- 
forcing quality control and of a coordinated programme for 
Research and Development so as to be able to cater to the re- 
quirements of the sophisticated markets. This is particularly 



necessary in view of the fact th,at 0 t h  deuefoping countries 
like Iran, Iraq, Shri La&, Indonesia, Nigeria, rttc. are also 
establiiing assembling plants for Roadstat bicych and a sur- 
vey of foreign markets &as also &sclwed that the demand for 
complete Roadster bicycles will not increase the world over. 

The Committee have been informed in this comection that while 
the emphisising earlier years had been on import substitution, 
it has mw been shifted to the up-dating of technology as well 
as to aspects of cost reductiot! where the corrent effort in rela- 
tion to the total tbrnover of the industry is still far from ade- 
quate and that a Panel for the bicycles industry, in which all 
the manufacturers and some of the important consumers would 
be members, has been constituted in April 1976 to go into vari- 
ous aspect relating to the growth and restructuring of the indus- 
try, like better utilisation of existing capacity, modemisation, 
technology development, diversification, cost evalutim and re- 
duction, exoprt generation and other related mattars. The 
Panel will also examine in the context of a larger mounting of 
research and development efforts in area like material conver- 
sation, reduction of processed wastes, use of alternate light 
weight, high strength materials etc. and whether a separate 
research centre for the bicycles and bicyde components indu- 
stry i s  necesary aild feasible. Standardisation specifications of 
components and raw materials is also one of the terms of re- 
ference of the Panel. Considerable time having elapsed since 
the Panel was constituted, the Committee would like to be 
apprised in some detail of the progress made so far by the 
Panel and the specific steps taken to echieve the objectives 
envisaged. 

As regar& improving the quality of bicycles and components, the 
Committee learn that the whde question of quality control on 
enginering exports including exports of bicycles and compo- 
nents is currently being gone into by a Committee under the 
Chairmanship of the Secretary (Technical Development ) . 
They would like to know whether this exerciw has been corn- 
pkted and if so, the measum taken as a sequel thereto. The 
Committee need hardly pmphasise the irnpottancc of ensluing 
that the quality of Indian bicycles and bicyctt components 
come to the erracting standards set by the sophisticated market." 

1.25. In their Action Taken Notes dated 30 June 1978, the Ministry 
of Commerce have replied as follows: 

'?he Bicycle panel constituted by the Government to go into vpi- 
ous aspect relating to the growth and mtmcturing of bicycle 
industry, better utilizatioa of existing capacity, modernisation, 



divasification, wst evaluation, quality control etc. has bad three 
sittings so far. It has gone into the problems relating to 
develqxnent of icycle industry, design quality control, material 
conservation, cost reduction etc. and is considering the feasibility 
of establishing the Bicycle Development Institute. 

The Committee set up under the Chairmanship of Secretary (Techni- 
cal Development) to go into the question of quality control of 
engineering goods including bicycle and camponents has since 
submitted its report, which is under examination." 

NEW DELHI; P. V. NARASIMHA RAO, ' 
December 1. 1978 Chairman, -- - 4. 

Agrahayana 10, 1 9 0  (S). Public Accotrnrs Committee. 



CHAPTER 11 
RECOMMENDATlONS/OBSERVATIONS THAT HAVE BEEN 

ACCEP'I'ED BY GOVERNMENT 

Recommendation 

Time and again, the Public Accounts Committee have adversely cum- 
mented upon the indiscriminate grant of cash assistance and other incen- 
tives for export promotion on the basis of ad hoc and incomplete assess- 
ments that had little or no relevance to the realities of the situation ui a 
given point time. The Audit Paragraph under consideration, which dcds 
with the grant of cash assistance and import replenishment tor export of 
bicycles and bicycle components is one more instance of formulation of 
policies on the basis of an inadequate assessment and appreciation of thc 
factor involved and of failure to take prompt corrective action even when 
certain anomahes in the operation of the schemes had come to light. Whilc 
the Committee are not opposed in principle, to the grant of incentives for 
boosting the country's export. they cannot help feeling, after 
a study of the Audit paragraph and the evidence tendered before them, that 
greater care and vigilance should have been exercised in dowing large 
payments out of the exchequer and the export promotion scherncs extended 
in a more prudent and discriminating manner after formulating the policies 
in this regard on more precisely thought-out foundations. Some of the 
more conspicious deficiencies and defects in the schemes in respect of bicycles 
and bicycle components are discussed in the following paragraphs. 

[SI. No. 1 (Para No. 1 . l 5 8 )  of Appendix X to 17th Report of thc 
P. A. C. (Sixth Lok Sabha)). 

Action taken 

The observations of the Committee have been noted. 

[Ministry of Commerce O.M. No. 5(64)/77-EP (Engg) dated the 16th 
June, 1978.1 

According to the Report of the Indian Institute of Foreign Tr-ade, the 
main consideration for the grant of an export subsidy is the "removal of 
price disadvantage involved in export and making the export operation no 
less attractive than the domestic sale." Cash Assisfanee is, thus, normally 
intendecl bridge the gap between the cost of production of an export pm- 



duct and the f. o. b. realisation accruing horn its export, Data in regard to 
f. o. 6. and w. o. b. redisation are, therefore, of' vital importance for a 
proper determination of the need for and quantum of cash Assistance. The 
Committee are, however, concerned to find that for as long as eight 
years (1966-74), cash assistance for the export of bicycles and bicycle 
components had been extcnded as in the case of other engineering 
goods, not on the basis of any critical and scientific cost studies 
but on the basis of what has been described by the Commerce secy. as "a 
inore or less quick appraisal of the situation". Admittedly, when the deci- 
sion to introduce the cash assistance scheme immediately after devaluation 
was taken in August, 1966, it "was not based on any detailed calculation". 
It has also been admitted that "the basis on which these decisions were taken 
were not always definite" and that it was only in 1972 that the Commerce 
Ministry decided "to have a second look" in respect of certain items and 
ascertain, on the basis of marginal costing, whether "these deserved the 
cash assistance that has always been enjoyed by them" and cost studies 
for the purpose were commissioned through the Indian Institute of Foreign 
Trade. 

[SI. No. 2 (Para No. 1.159) of Appendix X to 17th Report of the 
P.A.C. (Sixth Lok Sabha)] 

Action taken 

The observations of the Cornrnittce have been noted. 

[Ministry of Commercc O.M. No. 5 (64)/77-EP (Engg.) dated the 
16th June, 1975.1 

Recommendation 

The Committee are concerned to note that even in the abvznce of re- 
levant data and n cost benefit analysis, the rates of cash assistance for 
bicycles and bicycle components had been enhanced from the pt-devalu- 
ation rate of 20 per cent to 25 per cent with effect from 1 June 1967 and 
to 30 per cent with effect from 1 March 1968 and remained undisturbed 
there-after till 21 February 1974. in the case of complete bicycles (Road- 
ster) and till 13 March 1974 in respect of components, despite the fact that 
certHin perceptible changes had taken place during this period in rcpard to 
the indigenous availability of raw-materials required for the manufacture 
of bicycles and bicycle components and in the behaviaur of international 
prim. The Committee feel that the position should have been kept under 
constan, review and timely corrective action taken on the bas~s nf data relat- 
ing to cost of production and f ,  ( I .  h. realisations instead of extending the 
Schcn~e from year to year in what a p p m  to be an injudicious manner. 
Since devaluation should not haw ordinarily warranted further assistance 
rind incentive!: for export promotion, the initial decision to extend cash 



assistwe a h  ought to have been taken only after dctaikd cost 
studies. 'Ihat &eoe elementary precautions were not taken ia regard to 
schemer, involving considerable outgo from the public exchequar is rqmtt- 
able. 

[Sl. No. 3 (para 1.160) of Appendix X to 17th Report of the P. A. C. 
(Sixth Lok Sabha) .] 

A c h  Taken 

The observations of the Committee have been noted. 

[Ministry of Commerce O.M. No. 5(64)/77-E.P. (Engg.) dated the 
16th June, 19781. 

That whatever studies were undertaken by the Iiltliau Institute of 
Foreign Trade were only haphazard would be evident from the anorualjcs 
pointed out subsequently bv the Cost Accqunts Branch of the Finance 
Ministry to whom the Instirute's Repon has Seen referred tor advice in 
May, 1973, While the Institi~tc had assessed, after comparison of the manu- 
facturing cost of two units ('U' and 'V'), that the uncovered loss, after 
taking into account the then admissible cash assistance of 30 per cent would 
be respectively 2.8 per cent and 1.9 per cent, the Cost Accounts Branch 
bad determined the loss in respect of these units, on the basis of marginal 
costing as 24.65 per cent and 17.69 per cent respectively as against thc 
then existing assistance of 30 per cent. Apan from pointing out certain 
anomalies in the method adopted by the bstitutc in working out Ihs 
f. o. 6. cost of bicycles, the Cost Accounts Branch also drawn attention to  
a qn ihmt  fact that the Institutes study had wt taken into account the 
extn benefits accruing to the exporters from the import replenishment on 
trpon of bicydes Md components which were noramlly soid at a high pre- 
mium (one of the Wing manufacturers of bicycles, Sen Releigh Ltd., had 
thanselves indicates laterin November 1974 that they had obtained a prc- 
mium of 50 per cent by giving their impan rephshment as a nomination 
to dm parties) or were utilicad by importing directly raw materialr or 
capital goods, as a rest4 of which the exportas would derive considcrabk 
crpitaf goods. as a result over indigenbus cost. This position had also been 
c d h e d  in July 1973 by the Director General, Technical Developaeat, 
nbo bad pointed out that the actwl import content ia Camplett b i b  
(Roadster) would work out to ltss than 10 per o m  of the 1. o. 6. realisa- 
tho as .%aipst the 20 per curt Import Replenidmeot tben albwed. 

19. No. 6 (Para No. 1.163) of Appendix X to 17th Report of thc 
P.A.C. (Sixth Lotc Sabha)]. 



The observations of the Committee have been noted. 

fMinistry of Commerce O.M. No. 5(64)/77-E.P. (Engg.) dated Ihe 
16th June, 1978)] 

1.165, After making yet another abortive attempt in August, 1973 to 
reduce the rates of cash aqsistance for complete bicycles (Roadster) and 
bicycle components, a decision had been taken in January, 1974, by the 
Marketing Development Fund to reduce the cash assistance for complete 
bicycles (Roadster) and bicycle components from 30 to 20 per cent and 
for special model Sports Light Roadster (SLR) bicycles from 25 to 22 per 
cent, However, whik orders conveying these decisions were yet to be 
iswed, the Director General, Technical Development had informad the 
Commerce Ministry, in February, 1974 that the unit value realisations frw! 
complete bicycles (Roadster) had increased form 8.50 pounds (Rs. 161) 
to 12.50 pounds (Rs. 236) which might "mecessitate a close second look 
at the kvtl of the p w m t  cash compensatory support for this it6m". On 
Eresh calculations being made by the Commerce Ministry, it was found that 
there was no kss in the export of complete bicycles (Roadster) and ec- 
cotdingiy cash assistance on this item had been abolished with effect from 
22 Februaq, 1974. 

1 . I  66. However, barely six months later, cash assistrnct for complete 
bicycles (Roadster) had been reintroduced on an d hoe basis. tbough at 
a reduced rate of 15 per cent, with effect from 1 September 1974 to be 
efloctivt till 31 March 1975, pending collection of relevant cost data and 
thait examination by the Cost Accounts Bntnch. It appears that this, 
docision had been taken on the basis of "a spate of repmmtations" receive- 
ed from the indunxy in this connection and on the ground that 1.o.b. 
rrrJisotiaas had not baen "as high as they were orginally" and thut the 
realisations varied "from market to market". The Cammittu, b m c v a .  
tiad thaf the Finance Ministry had expressed a number of rrservations in 
regard to this proposal and had pointed out, infer dia that having with- 
drawn cash amism& for complete bicycle (Roadster) oompktely, in 
rdatrodualon withoat a &tailed cost study may not be justified and that 
dn p n t  af cash esristance on ad hac basis, without supporting details had 
bocn objected t~ by the Public Accounts Cornrnittce in the case of Audit 
Pmgraphs as Cub Adstance on some itams included in the R e p ?  
of the CarvpZtolSw and Auditor Owretal of India for the year 1972-73. In 



fact, on 5 August 1974, the Additional Secretary'in the Commerce Ministry 
himself had suggested a lower rate of 12i per cent for both bicycles 
(Roadster) and bicycle components, while the under Secretary and 
Director in the Ministry had suggested, on the basis of the data available 
from the report of *the Cost Accounts Branch prepared in connection with 
fixation of domestic prices for bicycles as well as data made available by 
the exporters in 1974 alongwith their representations, a rate of 10 per cent 
uniformly for complete bicycles (Roadster) and bicycle components. 

1.167. It is also significant in this context that in arriving at the rate 
of 124 per cent (later revised to 15 per cent by the Cash Assistance Review 
Committee) the Commerce Ministry had relied on unauthenticated date. 
Besides, while in the calculations for determining the loss on exports, the 
f.o.6. cost of Rs. 260 furnished in July 1974 without any detailed breakup 
by the Chairman, Bycycle and Bicycle Components and Accessories Panel 
of the Engineering Export Promotion Council [who was also connected 
with a leading bicycle-manufacturing firm, Hero Cycles (P) Ltd.] had 
been adopted, the f.o.6. realisation of Rs. 200 had been assumed on the 
basis crf data given by another manufacturer (Atlas Cycle Industries Ltd.), 
whose f.o.6. reahation from d i f l e~n t  exports to various countries during 
1974 ranged from Rs. 179.85 to Rs. 293.31. The Finance Ministry had 
also gone on record, in no uncertain terms, that it had been the expcricnce 
in the past that the data given by the Export Promotion Council/lndustry 
were Mated and "in a majority of cases where cost study was undertaken, 
the cash assistance was either not 'justified or recommended at a much 
r e d u d  rate." while emphasising, therefore, the need for being "very cau- 
tious in announcing the rate of cash assistance "which may prove to be 
liberal later on when a detailed cost study is undertaken." the Ministry hid 
pointed out that it was difficult to agree to the grant of cash assistance at a 
rate higher than 10 per cent. 

1.168. It has, hawever, been contended I>y the Commerce Ministry 
that while the Finance Ministry's suggestion for restricting the cash assist- 
ance for complete bicycles (Roadster) and bicycle components at 10 per 
cent was "totaUy an ad hoc proposal not based on any kind of data." the 
proposal for the grant of 124 per cent (later 15 per cent) cash assistance 
for complete bicycles (Roadster) "was based on the available 
data and DCiTD's advice." The Committee, however, find from 
the relevant note recorded by the Director in the Commerce Ministry after 
discussions with the Development Officer of the Directorate General, 
Technical Dtvelopment on 25 July, 1974, that the official of the Dincto- 
rate had pointed out that as the exports of bicycles then being made related 
to contracts entered into sometime back, the l.o.6. realisation did not 
r&r present prices and had suggested that information from the Com- 
mercial Representatives in different countries should be collected to find 



out the price at which these countries were importing Roadster bicycles. 
The subsequent discussions on 17 August, 1974 between the Additional 
Secretary in the Ministry and the Director General, Technical Development 
also related not to  complete bicycles (Roadster) but to  the appropriate 
rate of cash assistance for bicycle components when the former had been 
informed that "from the point of view of costing data and its potential the 
rate cannot admit of any reduction below 15 per cent." In these circums- 
tances and in view of the fact that the data made available by the industry 
was not entirely reliable, the Committee are unable to accept the Ministry's 
contention in this regard. 

[Sl. Nos. 8 to 11 (Paras 1.1 65 to I ,168) of Appendix X to 17th Report 
of the P.A.C. (Sixth Lok Sabha).] 

Action taken 

Observations of the Committee have been noted. 
[Ministry of Commerce O.M. No. 5 (64)/77-EP ( E n g . )  dated the 

16th June, 1978.1 

Recommendation 

That whatever assessmenis wcrc made by the Commcrce Ministry in 
this regard had no relevance to realities would bc evident from the subse- 
quent (February-March 1975) findings of the Cost Accounts Branch after 
a cost study of three of the four bicycle manufncturers selected for the 
purpose as well as from the date relating to 1.o.h. realisationv compiled by 
the Director General, Commercial Intelligence and Statistics. Thus. while 
the Comn~erce Ministry had adopted the {.oh, realisation as Rs, 200 on 
the basis of thc data given by Atlas Cycle Industries Ltd., according to the 
statistics published by the Director General. Commercial Intelligence and 
Statistics, the f.o.h, realisations during April-July 1971 actually ranged 
between Rs. 188 and Rs. 247 (average Rs. 219). Had this figure been 
taken into account, the loss on export would have worked out only to 6.7 
per cent, as against 18 per cent assumed hy the Commerce Ministry, even 
after assuming the f ~ b .  cost of Rs. 260 as correct and without takinc 
into account the benefit accruing from import replenishment. T h o y h  the 
correctness of assuming the average realisation to be Rs. 219 has been 
disputed by the Commerce Ministrv, the Committee are of the view that as 
these data are indicative of the mnrket trends prcvniling at the relavant time, 
they are of some significance. In any case, it would appear from the 
subsequent cost studies by the Cost Accounts Branch (dctails of which 
have been discussed earlier in this Report) that in respect of three leading 
manufncturcrs of bicycles (T. 1. Cyclcs India 1-td., Atla$ Cycle Industries 
Ltd. and Sen Rcleigh I,td.), the loss on export, after taking into account 
the benefits dcrived from import replenishment licences. was insignificant 



and there had, in fact, been substantial gains in some canes. The Corn- 
mittec regret that cash assistance should have been resorted to on an ad 
hoc basis, without a scientific evaluation of the costs and f.0.b. realisations. 

[Sl. No. 12 (Para 1.169) of Appendix X to 17th Report of the P.A.C. 
(Sixth Lok Sabha)] 

The observation of the Committee has been noted, 

Ministry of Commerce O.M. No. 5(64)/77-EP (Engg.) dated the 
16th June, 1978.1 

Though the cash assistance of 15 per cent, granted on an ad hoc basis 
in August, 1974, was valid only till 31 March, 1975, continuance of the 
assistance at the same rate upto 30 September, 1975 and against upto 31 
March, 1976 was sanctioned respectively on 30 April, 1975 and 1 October, 
1975. The Committee find that the decision to extend the cash assistance 
upto 30 September, 1975 was not taken on the basis of any fresh exarnina- 
tion of detailed data in regard to f.0.b. costs and f.0.b. realisation but on 
somewhat tenuous ground that continuity of cash assistance was necessary 
in the interest of exports from the country. In view of the fact that the 
reports of the Cost Accounts Branch on the cost study d leading manufac- 
turers of bicycles had been received by then and these had also disclosed 
that the cash assistance earlier given was hardly justified, the Committee 
fcel that the Commerce Ministry ought to have proceeded more cautiously 
and taken these reports into consideration instead of extending the cash 
assistance once again in ad hoc and indiscriminatc manner. Similarly, 
though it had initially been decided that the latest f.0.b. cost and f.o.h. 
realisation should be taken into account while considering the question of 
cash assistance beyond 30 September 1975, it appears that no detailed 
studies had been conducted in this regard but the cost data submitted by 
a firm manufacturing complete bicycles. which disposed a shortfall of 16 
per cent and 18.85 per cent respectively in the case of two units, had been 
adopted. Since, according to the Finance Ministry, past experience had 
shorn that the data made available by the industry were inflated, the 
Committee are not sure how far the excessive reliance placed on the data 
furnished by the industry could be considered justified. 

lS1. No. 14 (Para 1.1 7 I ) of Appendix X to 17th Report af thc P.A.C. 
(Sixth Lmk Sabha)] 



Observations of the Committee have been noted. 
[Ministry of Commerce 0 . M .  No. 5(64)/77-EP (Engg.) dated the 

16th June, 1978.1 

Recommendation 

As in the case of complete bicycles (Roadster), subsequent examha- 
tion (November 1974-April 1975) by the Cost Accounts Branch of the 
cost data furnished by three manufacturers of components had disclosed 
that the case assistance allowed, from time to time, on exports of compo- 
nents which were studied (Rims, Caliper brakes and Dynamo Lighting 
sets) was not justified or was hardly justified. It has, 
however been contended by the Commerce Ministry that as the data studied 
by the Cost Accounts Branch related only to three components, these were 
not "very representative" and it was difficult to apply the conclusions reach- 
cd in these three cases to all the components numbering about seventy 
five, Since, according to the Director General, Technical Development bulk 
of the exports was accounted for by only eight components, the Committee 
are unable to appreciate why data relating to at least these components 
could not have been e~a~rnined and the policies in this regard formulated 
on more precise foundations instead of indiscriminately and even irrational- 
ly extending the scheme from time to time. 

[SI. No. 24, (Para 1 .la1 ) of Appendix X to 17th Report of the P.A.C. 
(Sixth Lok Sabha)] 

Action taken 

Observations of the Comrnittcc haw been noted. 

[Ministry of Commerce O.M. No. 5 (64)/77-EP (Engg.) dated the 
16th June, 1978.1 

1.183. Apart from the som:what indi: -riminate extension of cash 
assistance for bicycles and bicyck components, impon replenishment also 
appears to have been allowed 1 3 1  a larger scale than necessary and the 
Committee are concerned to observe that there had been avoidable delay 
in revising the rates of import replenishment. As pointed out earlier in 
paragraph 1.162, though the Committee appointed under the Chairmanship 
of the Chief Controller of Imports and Exports had proposed in February 
1973, reduction of import replenishment for hicycles (Roadster) and bicycle 
components to 10 per cent and 20 per cent respectiveiy from the then 
existing rates of 20 per wnt and 30 per cent, which would have re 
sulted in a saving of Rs. 80 lakhs in foreign exchange during 1973-74 



alone, the proposcd reductions had not been effected to. Admittedly prior to 
1973 no study have been made in thc Commerce Ministry to determine the 
premium on import replenishment licences. Subsequently, in May 1973, the 
Cost Accounts Branch, to whom the Report of the Indian Institute of 
Foreign Trade on 'Bicycles and bicycle Parts' had been referred, had also 
drawn attention to the fact that the import replenishments on exports of 
bicyclcs were normally sold at a heavy premium. (Subsequent scrutiny of 
the cost data of leading bicycle manufacturers had also indicated that 
while Sen Raleigh Ltd. had sold their import replenishment at a premium 
of 50  per cent during 1973-74. Atlas Cycle Industries Ltd. had sold their 
import replenishment in 1973 at premia ranging from 30 to 49 per cent). 
As early as in July 1973. the Director General. Technical Development had 
also pointed out that the actual import contents in complete bicycles 
(Roadster) worked out to lcss than 10 per cent of the f.0.b. realisation as 
against 20 per cent then allowed. The Commerce Secretary also conceded 
during evidence that about 17 per cent of thc import replenishment licences 
were nominated to others. 

1.184. Yet. it was only in April 1974 that the import replenishment for 
bicycles (Roadster) and bicvclc components werc reduced respectively to 
I0 per cent and 20 per cen!. No change was. however, made in the rate 
of 30 per cent in respect of SLR bicycles. That these rates were also librral 
and had no relevance to rcnlities would he evident from the study hv the 
Cost Accounts Branch (August 1 9 7 L M a r c h  1972) of the costs of T.  T. 
Cycles Tndia Ltd.. Atlas Cycle Industries Ltd. and Sen Raleigh Ltd.  which 
disclosed that thc actual import contcnt i n  the bicyclcs cxportcd 
by the rcspectivc units wa\ wry small compared to the cnti~lemcnt 
(the import contcnt was only 0.5 to 2.27 per cent of f.o.b, realisstion for 
various brands of complete bicwlcs (Roadstcrl aeninst thc entitlement of 
20 per cent in 1973-74 and 10 pcr cent in 1.7 and a b u t  15  per cent 
of f.0.b. realisation in thc case of S1.R bicyclcc against the entitlement or 
30 per cent. The cost studies in  rcspect of manufacturers of certain 
components (November 1973-April 1975) also suggest that thc nctu:d 
requirements of imported materials werc much lcss than the Tmport Re- 
plenishmcnt cntitlcments allowed. 

1.185. The Committee nrc unable to see any justification for allowinp 
impor: replenishment on such liberal scales for exports of bicycles and 
bicycle cornponenfs. Tt has, howrvcr, hccn contended hy the Comniercc 
Ministry that as the percentape of import replenishment is somctimcs cal- 
culated for n group of products and i t  is not possible to prescribe scparntc 
rates for each item under such a system, some items enjoy unintended 
benefits while others may be getting less than their requirement. Wiile 
this argument may perhaps be valid to some extent in the case of compe 
nents. i t  is difficult to appreciate the Ministry's reluctance to determine the 



qtrantum of import rtpfenishment actually required for Fykles (Rddstw) 
and SLR bicycles on a need-based analysis. S h e ,  according to the 
Finance Midstry, there may not be more than two units manufacturing 
SLR bicycles and exporting them, it should not be too difficult to determine 
the quantum of import replenishment necessary after a detailed scrutiny 
of all relevant data. The Committee would, therefore, urge Government 
to re-examine this question in all its aspects and remifications and bring 
about the desired improvements in the Import Replenishment scheme. 
They would also reiterate, in this connection, their recommendation con- 
tained in paragraph 1 . I  5 of their 164th Report (Fifth Lok Sabha) that no 
import replenishment licence should be granted against the export of 
those commodities which do not have any import content and such 
licences should not also be allowed to be transferred or utilised for imports 
of machinery, equipments. tools, fixtures and spares which are not required 
for the production or processing of the commodities being exported. 

[Sl. Nos. 26-28 (paras 1 . I  83 to 1.1 85) of Appendix X to 17th Report 
of the P.A.C. (Sixth Lok Sabha).] 

Action Taken 

I t  may be mentioned that in the current import policy. 1978-79, import 
replenishment has been made available only for the import of banned or 
canaliscd items required for the manufacture of the export product. For  
Bicycles, all types and bicycles components (A.82), the current import 
replenishment is 5 per cent. 

[Ministry of Commercc O.M. No. 5(64) /77-EP (Engg.) date thr: 
16th June, 1978.1 

Recommendation 

The f ind picture that emerges from the forgoing paragraphs is, thus. 
far from satisfactory. The Committee cannot help feeling that greater 
concern has been shown by the Commerce mini st^, without adequate 
justification, for the interests of the industry rather than for ensuring that 
the country's scarce resources are not expended indiscriminately and in 
judiciously. During the period from 1970-71 to 1974-75, while the total 
amount of cash assistance admissible for exports of bicycles and bicycle 
components worked out to about Rs. I5 crores, and import replenishment 
of about 14 crores had been allowed for this purpose. against the total ex- 
ports valued at Rs. 60.58 crores. i t  is also significant in this context that 
only about 8 per cent of the production of Roadster bicycles is exported 
while the country is yet to make a perceptible impact in the market for 
SLR bicycles. If the other concessions and facilities for export promotion 
such as drawbacks of customs and excise, railway freight rebate. supply of 
raw materials at concessional rates, etc. are also quantified and taken into 
2883 LS-3. 



account, the total wst  of these exports may well turn out to be dispropor- 
tionatc to the foreign exchange actually earned. 

PI. No. 29 (para 1.186) of Appendix X to 17th Report of the P.A.C. 
( S i  Ink Sabho).] 

Action Taken 
The observations of the Committee have been noted. It is, however, 

submitted that the Government acted in the interest of export promotion 
which was the dire need of the times in the context of acute foreign ex- 
change shortage. 

[Ministry of Commerce O.M. No. 5(63)/76-EP (Engg.) dated the 
16th June, 1978.1 

According to the Report of the Indian Institute of Foreign Trade, OM 
of the reasons for the high f.o.6, cost, necessitating large quantum of cash 
assistance, is the high proportion of the fixed overheads to the f.0.b. cost 
resulting from the under-utilisation of the total capacity available in the 
country for the produciion ol bicycles. (In fespect o: two bicycle-manu- 
facturing units stodi~d k,y the Institute. th: fixed overheads constituted 6.7 
and 13.0 per cent of the f.n.11. cost ) .  Observing. in this ontcxt, that pro- 
ducion of bic!rles car? be alnlcist doubled if the total installed capacity is 
fully utilised, which in turn could reduce the unit cost at least by distributing 
fixed overheads over much greater numbers. the Institute's Report points 
out that "if production i1icre:ws by 50 to 100 per cent of the existing capa- 
city, the incidencc vf fiue:! overheads on each unit of production will be 
reduced by ahout ?3.7 to 50 per cent." It is disconcerting to note that the 
actual produllion of hicycles wac only 48.7 pzr cent to 63.3 per cent of the 
installed capacity durins th? period from 1970 to 1975, only ahout 8 per 
cent of the actual production had been exported. It has also been conceded 
by the rcpresmntive of the Directorate General, Technical D:velopment 
that the high cost of production could be attributed to managerial inade- 
quacies and lack of cost consciousness. Subsidising such exports at thc cost 
of the public exchequer would, therefore. tantamount to paying a premium 
for the inefficiency of the bicycle manufacturers. 

[Sl. No. 32 (Para 1 . I  89) of Appndix X to 17th Report of the P.A.C. 
(Sixth Lok Sabha)]. 

Action taken 
OSservations dl the Committee have bzen noted. 
ministry of Commerce O.M. No. 5 (ti4)/77-EP (Engp.) Dated the 

16th June, 1978.1 



The Committee are also of the opinion that instead of resorting to the 
grant of ad hoc and piece-meal incentives for export promotion, it may be 
worthwhile to impose suitable export/obligations on the industry and Gov- 
ernment assistance extended only when it is absolutely inescapable. They 
have been informed by the Commerce Secretary that the idea of imposing 
export obligations and asking exporters to take on themselves an expoet 
commitment is already under Governmenfs consideration and that the 
Ministry of Industry is also contemplating amendment of the Industries 
(Development and Regulation) Act to provide for an export obligation in 
suitable cases, particularly in the cases of foreign-owned and multinational 
companies. Since these measures appear to be only in an embryonic stage 
still, the Committee would urge Government to examine these expeditiously 
and if found &sirable bring forth necessary legislation for the purpose. 
The feasibility d utilising the idle capacity in the bicycle industry for export 
oriented activities should also be examined on a toppriority basis, in the 
light of the findings of the Development Panel for the bicycle industry which 
is stated to be engaged in a study of this subject. 
ifSI. No. 37 (Para 1.194) of Appendix X to 17th Report of the P.A.C. (6th 

Lok Sabha) I. 

As reprds the question of imposing an export obligation on the bicycle 
industry, the Ministry of Industry hnve informed that a comprehensive 
Bill for amending the Industries (Developmsnt and Regulation) Act 
is being formulated for being placed before the Parliament. This will 
provide for imposition of an export obligation as one of the conditions in 
Industrial Licences in suitable cases. Failure to comply with the conditions 
of licences may warrant revocation of the licence. 

With regard to utilisation of idle capacity, the Ministry oT Industry have 
informed that bicycle manufacturers manufacture bicycles in accordance with 
orders which they secured. both for exports as well as internal market 
Leading manufacturers in this industry are already exporting their products 
and they have practically no idle capacity at present. 
[Ministry of Commerce O.M. No. 5(64)/77-EP (Engg.) Dated the 30th 

June, 19781. 

Recommendation 
The Committee also note that though there is a laqe market for the 

Sports Light Roadster model bicycles, demand for which has been estimated 
at 4 to 5 million a year, exports from the country hnve been only around 



10,000 bicycles a year. Bulk af rkGas amporde are by T.I. Cycles India L t d ~  
a company governed by Section 29 of the Foreign Exchange Regulation Acf 
1973, with 52.6 pr cent of the equity capital bing heM by non-resident 
sboreholders. It has been stated that attempts made so far to make a purely 
Inctian6wned company to enter the export market for SLR bicycles have 
not been sucoessful on account of the absence of the requisite facilities and 
technotogy within the country for the manufacture of threespeed hubs for 
these Mcycles. The Committee understand that the cost of manufacture o t  
the threespeed hubs in India would be prohibitive and even T.I. Cycles 
India Ltd. have been importing this vital component. Eflorts made by 
several Indian companies for collaborative joint ventures for the produc- 
tion of three-speed hubs for export with two of the four foreign firms- 
Shimano of Japan and Sturmia-Archer of U.K.-who are stated to have 
monopolised their production, have also been unsuccessful. Since the deve- 
lopment of an economic and viable unit for the production of three-speed 
hubs alone would require considerable capital investments, apart from the 
investments necessary in the steel and ancillary sectors for building up the 
production facilities for various other critical materials and components, it 
appears that the country may not be in a position in the immediate future to 
make any perceptible impact on the market for SLR bicycles. 

1.196. The Committee have been informed in this context that discus- 
sions have been initiated with the purely Indian units manufacturing bicycles 
for the updating of their facilities to the level of T. I. Cycles India Ltd. a'nd 
that the Panel for the bicycle industry, referred to earlier, would also go into 
this question. In view of the fact that the demand for Roadster bicycles isnot 
llkely to increase further, the Committee would uw Government to examine 
this question on an emergent basis and take all steps to provide the necessary 
infrastructural facilities for the production of a larger number of SLR bicy- 
cles and bicycles of more modem design requid by the importing countries 
on long term and assured basis. It should also not be beyond the ingenuity 
of our technologists to find ways and means of achieving a breakthrough in 
the manufacture of three-speed hubs at reasonable cost. The Committee 
would like to be apprised, in some detail, of the finding3 and recommenda- 
tions of the Development Panel in this regard and the specific steps taken 
in pursuance thereof. 

[SJ. No. 38 & 39 (Paras 1,195 & 1.196) of Appendix X to 17th Report of 
P.A.C. (Sixth Lok Sabha)] 

Action taken 

hdinistry of Indwtry have informed that they have already approved two 
lcbcnrro viz. that of Multi-Speed Pvt. Ltd. Hubli and Private Gear Pvt. 
Ltd., Katnataka for manufacture of Multi-Speed Hubs. M/s. Multi-Speed 
Pvt. Ltd., Hubli have recently tvported commencement of the production 



and they am .manmPing  hubs with the kcbical know-how from 
National RessarPk Developmat Corporatian of In&, The dux unit ba* 
its own teeheicd knaw-Bow, is yet to c o r m n c e  production. It b too e&~ 
to say wh&m the product manufactured by the sd[wesald units would be 
acceptable of export purposes. MjTD will watch the progress of them 
d t s ,  particularly with regard to the cost of production and quality of tbe 
products naanufactuted by them. 

As regard the updating of facilities for the manufacture of SLR bicycles, 
the Pawl  on Bicycles has already considered tbis issue and has decided that 
pending establishment of Bicycle Development Institute, the Central 
.Mechanical Engineering Institute should take up special work on attach- 
ments and special machines needed by the bicycle industry. Leading bicycle 
units have also been associated in this task. 
[Ministry of Commerce O.M. No. 5(64)/77-EP (Engg.) Dated the 30th 

June, 19781. 

Recommendation 

Tncidentally, the Committee learn that T. I. Cycles India Ltd. has been 
advised by the Reserve Bank oY India to reduce its non-resident equity t o  
40 per cent by the 1st week of May. 1977, in response to the company's 
application for continuing its activities in India under Section 29 of the 
Foreign Exchange Regulation Act. 1973. They would like to know whe- 
ther the company has complied with this requirement, and, if not the steps, 
if anv taken to enforce the provisions of the Act. 
[Sl. No. 40 (Para 1.197) of Appendix X to 17th Report of the P.A.C. 

(Sixth Lok Sabha) 1. 

Action taken 

T. I. Cycle of India is a division of Tube Investments of India Ltd., 
a subsidiary of Tube Investments Ltd., U.K. Having non-resident interest of 
52.59 per cent. The application submitted by MIS. Tube Investments of 
India Ltd., Madras seeking approval under Section 29 of the FERA, 1973 
for  carrying on Industrial/manufacturing activities was considered by the 
FERA Cotnmittec at its meeting held on 21.10.75. The FERA Committee 
decided that the company might be permitted to continue its activities sub- 
ject to the condition that it should reduce its non-resident interest to 40 per 
cent within a period of two years, as the itcms manufactured by the corn- 
pany are not included in Appendix-I of I.L.D. 1973 and do not require 
aophisticnted technology. 



In accordance with the aforesaid decision the company has been granted 
$mission under Section 29 (2)(a) of FERA, 1973 subject, iww-ah, 
tW, condition that it shall reduce its non-resident interest in its equity capi- 
'tal to a level not exceeding 40 per cent within a period of two years from 
the date of receipt of RBI's 1ette.r dated 28th April, 1976. The Bank has, 
however, granted extension of time up to 5th July, 1978 to complete all 
formaiities for bringing down the non-resident interest to the required kvcl. 
The FERA directive is statutory in character and failure to comply with it 
would attract the penal provisions of the Act. 

.,[Ministry of Commerce O.M. No. 5(64)/77-EP (Engg.) Dated the 16th 
June, 19781. 



CHAPTER 111 

RECOMMENDATIONS/OBSERVATIONS WHICH THE COMMITTEE 
DO NOT DESIRE T O  PURSUE IN VIEW OF THE REPLIES RE- 

CEIVED FROM GOVERNMENT 

1.16 1. Even after the introduction in 1972 (after some anomalies in the 
operation of the cash assistance scheme Yor engineering goods had been 
brought to the Ministry's notice by the Central Board of Excise & Customs) 
of the concept of determining the gap between the cost of production and 
f.0.b. realisations on the basis of a more scientific analysis of cost data, 
the question of making suitable adjustments in the rates of cash assistance 
for bicycles and bicycle components had bzen hanging fire, for the reason 
or the other, for nearly two years. Thus, the Indian Institute of Foreign 
Trade, in their Report submitted in November 1972, had assessed that the 
percentage of uncovered loss on exports to the f.0.b. cost in the case of 
complete bicycles (Roadster) manufactured by five representative units 
ranged between 1.9 per cent to 30.2 per cent after taking into account the 
then available cash assistance of 30 per cent and had recommended the 
continuance of cash assistance and other export assistance for bicycles and 
components at the rates then prevailing. It had, however, been decided 
that consideration of the Institute's Report might be held over on the 
ground that a Committee, appointed in January, 1973 under the Chair- 
manship of the Chief Controller of Imports & Exports to review the Re- 
gistered Exporter's Policy for 1973-74, had also been asked to review, 
inter-alia, the need for and quantum existing cash subsidies and import 
replenishment. 

1.162. Surprisingly enough, though the Review Committee referred to 
above, had in an annexure to its report submitted in February, 1973, pro- 
posed reduction of the rates of cash assistance for bicycles and bicycle com- 
ponents to 22.5 per cent and 20 per cent respectively of the f.0.b. realisations 
as against 30 per cent admissible for both then, and had also proposed 
reduction of the existing rates of import replenishment (from 20 to 10 per 
cent for complete bicycles (Roadster) and from 30 to 20 per cent for 
components) the proposed reductions were not given effect to. Explain- 
ing the reasons for the non-acoeptance of these proposals, which would 
have resulted in a saving of Rs. 83 lakhs by way of cash assistance and 
Rs. 80 lakhs in foreign exchange by way of import ~plenishment during 
1973-74, the Commerce Ministry have stated, inter alia, that there was a 
discrepancy between the main recommendation in the annexure and that the 
Review Committee and the figures shown in the annexure and that the 
recommendations had not been accepted as they involved an increase in 



the rates of cash assistance on many of the items, which was not consi- 
dered possible without proper examination of cost data relating to the 
products. It is, however, not clear to the Committee why the alleged dis- 
crepancy was not got reconcikd by reference to the Review Committee. 
Since the recommendations must have presumably been based on a study 
of data then available and of the then prevailing trends of f.0.b. realisa- 
tions from exports of bicycbs and bicycle components, it is also not clear 
to the Committee why items in respect oT which reduction in rates of cash 
assistance had been recommended could not have been viewed in isolation 
and cost data in respect of items for which increase in the rates of cash 
awbtance had been proposed, examined separately so as to safeguard 
against the payment 01 large amounts than was considered necessary. 
IS1. Nos. 4&5 (Paras 1 .I61 & 1.162) of Appendix X to 17th Report of 
the P.A.C. (Sixth Lok Sabha)]. 

Action taken 
As has already been clarified in the Government reply to the audit para 

and in the evidence before the Committee, the reductions were not effected 
for the following reasons: 

1. It was rcommended by the Review Committee that where the 
cash assistance had been fixed at a point higher than the cut off 
point, it should not be disturbed, and 

2. the recommendations of the Review committee as a whole were 
not accepted by the Government. Due to the above reasons 
the reductions we= not considered in isolation. 

Wnistry of Commerce O.M. No. 5(64)/77-EP (Engg.) dated the 16th 
June, 19781. 

Recommendation 
It is significant in this context that while cost studies had been com- 

missioaed throllgh the Indian Lnstitute of Foreign Trade after the Central 
Board of Exices and Customs had drawn the Commerce Ministry's atten- 
tion to certain anomalies in the operation of the cash assistance scheme 
for engineering goods the Review Committee under the Chairmanship ot 
the Chief ControKer of Imports and Exports had been set up only in 
coanection with the annual revision of the Import Policy and not in the 
context of the anomalies in the operation of the cash assistance scheme 
highlighted by the Central Board of Excise and Customs. In these circum- 
stances, the Committee are unable to appreciate the rationale for deferring 
consideration or the Institute's Report. After having specifically commissioned 
these studies, it would have been mox appropriate to have reTerred the 
RP;p~r t  promptly to the Cost Accounts Branch or entrusted the cost studies 
ts them ah initio, instead of having waited for more than six months. Better 
results might have ensured from adopting such a course of action. Unfor- 



tunateiy, the Cornmeroe Ministry appear to W e  adopted a "Heads I w& 
Tails you lose' attitude in dealing with this question. 
131. No. 7 (Para 1.164) of Appendix X to 17th Report of the P.A.C. 
(Sixth Lok Sabha) J 

Action Taken 

Since the Review Committee headed by the Chief Controller of Imports 
& Exports was examining the rates of import replenishment, as part of the 
annual exercise preceding the Import Policy announcement and had been 
entrusted with the task of looking into the rates of cash assistance as well, 
the Ministry of Commerce had not referred the study made by the Indian 
Institute of Foreign Trade, to the Cost Accounts Branch of the Ministry 
of Finance, till the report of the Review Committee had been received and 
examined. 
[Ministry of Commerce O.M. No. 5(64)/77-EP (Engg.) Dated the 16th 
June, 19781. 

Yet another reason for thc high f.0.b. cost of Indian bicycles is stated 
to be the high prices charged by the Secondary sector for cold rolled steel 
strips, the basic raw material required by the Industry. The Conunittee 
have been informed in this connection that while hot-rolled steel strips am 
available at the JPC (Joint Plant Committee) controlled prices, the prices 
of cold-rolled steel strips are totally uncontrolled. Since an assured supply 
at reasonable prices oT the basic raw material required by the bicycle in- 
dustry has a direct bearing on the f.0.b. cost the Committee desire that the 
question of high prices charged by the secondary sector should be gone 
into urgently by the Steel mini st^ and necessary corrective action taken to 
discipline the private producers of cold-rolled steel strips. 

[Sl. No. 36 (Para 1.193) of Appendix X 17th Report of the P.A.C. (Sixth 
Lok Sabha)]. 

Action Men 
The Ministry of Steel have stated as follows: 

"Therc is at present no statutory control on the price or distribution of 
any c a t w  d steel. In line with the general policy of Government to 
reduce progressively controls and regulations, it is not proposed to re- 
introduce controls at this stage, and consequently, it is not considered 
necessary to control the prices of the cold rolling units which are in the 
secondary sector. 

It may, however, be added that there are about 20 units licensed for 
cold rolling and there is no single monopoly in this sector. Steps have been 



--to ensure adequate supply of raw materiais and the Import Policy 
also provides for imports where necessary. It may also be added that some 
of the major bicycle manufacturing units are having their own cold rolling, 
units. 

In the circumstances explained a b o ~ ,  there does not appear to be any 
need to regulate the prices charged by the cold rolling units." 
-try 01 Commerce O.M. No. 5(64)/77-EP (Engg). dated the 30th 
June, 19781. 

Recommendation 

From the analysis of facts given in the foregoing paragraphs, the Com- 
mittee can safely infer that cash assistance provided for export of bicycles 
and bicycle components has not been on a rationally justifiable basis. The 
Committee are unable to understand how the Cash Assistance Review 
Committee could, on the basis of data thrown up (which was available 
also to officers of the Ministries of Finance as well as Commerce) differ 
with the suggestions made at di&rent levels for a lower rate of cash assis- 
tance and ultimately fixed it at 15 per cent, in the case of complete bicycles 
and 20 per cent in the case of bicycle components with effect 'Form 
1.9.1974. They would like Government to direct the Cash Assistance 
Review Committee to have a more rational approach in deciding the com- 
modities eligible for export promotion and the rate oT cash assistance justi- 
fied in individual cases so as to ensure that the country's scarce resources 
are committed in the national interest of export promotion and not fritered 
away. 

[SI. No. (Para 1.198) of Appendix X to 17th Report of the P.A.C. (Sixth 
Lok Sabha)]. 

Adion taken 

As already stated in 'Action taken' note on para 1.1 82, the Cash 
Assistance Review Committee functions and takes decisions in accordance 
with the broad policy framework and criteria for grant of cash compensa- 
tory support which has the approval of Cabinet. 

The six-point criteria for grant of Cash Assistance has, however, been 
reviewed by Dr. Alexander Committee, set up for review of Import/Ex- 
port Policy and grant of export assistance. The Committee has recom- 
mended the following criteria for fixation of Cash compensatory:- 

(a) The level of Cash Assistance should fully compensate for the 
various types of i n d i ~ c t  taxes, sales taxes etc. which the ex- 
porter has to pay on his inputs imported or domestically pur- 



chased and which are n q  refunded. This will enable him to 
be on par with foreign competitors. 

(b) Cash Assistance should be such as to encourage him in a d o p  
ting adequate marketing strategies and to neutralise the dis- 
advantages of freight etc. so as to be competitive in the export 
market; and 

(c) In the case of new products in new markets, the magnitude 
of Cash Assistance should be adequate to take c w  of the 
initial promotional costs. 

The recommendations of Dr. Alexander Committee are under consi- 
deration of the Government. 
[Ministry of Commerce O.M. No. 5(64)/77-EP (Engg.) Dated the 16tb 

June, 19'781 



CHAPTER IV 

RPiCOMMENDATIONSIOBSERVATIONS REPLIES TO WHICH 
HAVE NOT BEEN ACCEPTED BY THE COMMITTEE AND WHICH 

REQUIRE REITERATION 

What causes greater concern to the Committee is the fact that in spite 
of the fact that the Finance Ministry had not agreed to the rate of cash assis- 
tance proposed by the Commerce Ministry and had, in fact repeatedly 
drawn attention to the kck of adequate justification in the absence of 
authenticated data, for the rate proposed, the Cash Assistance Review 
Committee should have overlooked these objections and decided upon a 
rate (15 per cent) which was more than what the Commerce Ministry 
themselves had proposed earlier (12+ pr cent). The Committee cannot 
countenance this procedure whereby the Finance Ministry had been pre- 
cluded from exercising its legitimate functions of careful scrutiny of 
expenditure of considerable magnitude sought to be incurred on an incen- 
tive scheme. Though the Committee have been informed in this connection 
that the Ministry of Finance (Department of Expenditure and Economic 
Affairs) were also represented on the Cash Assistance Review Committee, 
this does not, as has earlier been pointed out by the Committee in para- 
graph 1.1 12 of their 178th Report (Fifth Lok Sabha) obviate the need for 
obtaining the specific concurrence and approval oT that Ministry to a 
scheme that appears to have been uniustified on all accounts. 
[SI. No. 13 (Para 1 . 1  70) of Appendix X 17th Report of the P.A.C. (Sixth 
Lok Sabha)]. 

Action Taken 

The cash Assistance Review Committee has been set up as an Inter 
Ministerial Committee including representatives of the Ministry of Finance, 
both of the Department of Expenditure and the Department of Economic 
Affairs, so that the decisions may be arrived at after the MinistriedDepart- 
ments represented have also had opportunity to express their points of 
view. The decision of the Committee is acted upon as the decision of the 
Government. 

Ministry of Commerce O.M. No. 5 (64) /77-EP(Engg. ) Dated the 6th 
June, 19781 



The Comrniaee find that even in the case of Sports Light Roadster 
(SLR) model bicycles, the rate of cash assistance bad k e n  increased from 
10  to l2+  per cent with effect from 1 April, 1975 without taking into 
awovnt d l  the relevant factors. It has been stated by the Commerce 
Ministry in this connection that the decision to enhance the cash assis- 
tance had been taken by the Cash Assistance Review Committee on the 
basis of representations received from the trade that the cash compensa- 
tory support of 10 per cent was inadequate and of the report of the Cost 
Accounts Branch in respect d T. I. Cycles India Ltd., which disclosed a 
loss of 12.1 per cent on exports of SLR bicycles. It is, however, seen 
that the Cost Accounts Branch had simultaneously pointed out that 
the company had an excess import entit!ement licence of 15 per cent, the 
benefit from which could not be assessed and had, therefore, suggested 
that the Commerce Ministry may take a view on the benefits, if any, on 
the import entitlements in deciding the quantum of cash assistance. This as- 
pect, unfortunately,does not appear to have been gone into. In view 
of the fact that the import replenishment on bicycles was admittedly found 
on examination to be much higher than the actual import content and the 
excess import entitlement could also be transferred at considerable pre- 
mium, the Committee fail to understand why this important and vital ques- 
tion had been over-looked in determining the quantum of cash assistance 
necessary for SLR bicycles. 

[SI. No. 15 (para 1.172) of Appendix X to 17th Report of the 
P.A.C. (Sixth Lok Sabha)] 

Action taken 
It has :~lreadv been explained in the eyidence before the Committee 

that about 17 per cent of REP licences were nominated and that no study 
was made to assess the premium being earned on such nominations. 
During the period when the Committee were discussing this Audit para, 
the premium had p n e  down very much. The premium depended on 
market conditions and, therefore, it is difficult to take this unstable ele- 
ment into account for purposes of determination of Cash assistance. 

[Ministry of Commerce O.M. No. 5(64)/77-EP (Engg). dated the 
16th June, 19781. 

Recommends tion 
1.173. T1he manner in which the question granting cash assistance for 

bicyck components had been handled causes even greater concern to the 
Committee. While taking a decision to abolish. with effect from 
22 February 1974, cash assistance for complete bicycles (Roadster). no 
c h a n ~  had, however, been made in the January 1974 decision of the 
Marketing Devdo~Im3nt Fund in regard to bicycle components (viz. t o  
reduce the cash assistance from 30 to 20 per cent) on the grour(d that n o  



separate costing in respect of components were made nor had the Direc- 
tor General, Technical Development intimated any higher unit value re- 
disation from their exports. The Committee find in this context that 
when the proposal for reduction of cash assistance from 30 to 20 per 
cent was sent to the Finance Ministry in February 1974, that Ministry 
had suggested, on the consideration that if export realisation was much 
more than the cost of production for complete bicycles the same position 
would hold good for components also, that cash assistance on bicycle corn- 
,ponents might be withdrawn. This had not been accepted by the Com- 
merce Ministry on the ground that as more than 75 per cent of the ex- 
port was accounted for by components and the manufacturers of compo- 
nents were mostly the small scale sector, their economics of production 
and export could not be compared with that of the cycle manufacturers 
who were mostly in the organised sector, and that exports 01 components 
would have a set back if the cash assistance was withdrawn completely. 

1.174 Both these arguments had, however, been refuted in March 
1974 by the Ministry of Finance. As regards the contention that exports 
of components would have a set back if cash assistance was withdrawn, 
-the Finance Ministry had pointed out that if the withdrawal of the 
assistance on complete bicycles could not result in a set back to exports, 
the position should not be different for components. With reference to 
,the distinction sought to be drawn between the organised sector and 
the small scale sector, the Ministry had drawn attention to the fact that the 
rates of cash assistance were decided only on the basis of cost of production 
and f.0.b. realisation and no distinction was made between the small scale 
sector and the large scale sector. 

1.175. Though the Finance Ministry had not then pressed this issue 
further as proper cost data were not available for an objective analysis, 
subsequently, on reconsideration of the question in June 1974, the Mini- 
stry had pointed out that even without waiting for a detailed cost study, 
there was "clear justification" 'for reducing cash assistance for components 
to prevent mal-practices. That Ministry had accordingly suggested that, 
pending referznce to the Cost Accounts Branch for cost study, either the 
cash assistance on bicycle components b: reduced from 20 to 10 per cent 
.or cash assistance on complete bicycles as well as components be allowed 
uniformly at 10 per cent. The following valid reasons had been cited, 
inter alia, by them in support of their suggestion: 

( i )  While the procedures of bicycle components are mainly in 
the small scale sector, it is not necessary that exporters are 
the same who are the producer of components. Exporters are 
different from the producers. They will be purchasing the 
components from the producers and then exporting. This may 
add to the ultimate cost of export on account of cost of ex- 
port overheads and other expenses. Continuance of cash as- 



sistance will. . only help such middle man exporters in quot- 
ing lower prices. 

(ii) As t,he item is of labour intensive nature, Indian prices should 
be competitive in view of the high cost of labour m other de- 
veloped countries. 

(iii) Qsh Assistance on complete bicycles and SLR bicycles has 
been withdrawn/reduced after taking into account the increase 
in unit realisation in International Market. The unit realisa- 
tion for components would also have gone up in line with 
similar buoyance for all other products. The argument for 
complete bicycles will be equally valid for components. 

(vi) Continuance of cash assistance of 20 per cent on components 
may result in misuse of the facility in as much as complete 
bicycle may be sent in semi-assembled condition for the pur- 
pose of claiming cash assistance. The country will lose 
foreign exchange on account of higher unit realisation for a 
finished product and also will have to pay cash assistance 
even though it has been withdrawn. 

In fact, even as early as in March 1974. the Director General, Techni- 
cal Development had informed t!i: Commerce Ministry that as conven- 

tional Roadster bicycles were almost always shipped in a knocked down 
condition, there was a risk, consequent on the abolition of cash assistance 
for complete (Roadster) biclcles that unscrupulous exporting units might 
show exports of complete bicycles as exports of components with a view 
to c!aiming the cash assistance prescribed for components. 

1.176. The Committee are, however surprised to find that in utter dis- 
regard of the reservations expressed by various official agencies, no posi- 
tive steps were taken by the Commerce Ministry to prevent the possible 
abuse of the cash assistance available for bicycle components. It would 
appear, prima facie, from the statistics of exports of bicycles and bicycle 
components during the period when cash assistance on bicycles stood 
abolished as well as from the two specific cases of exports of bicycles 
and components to countries 'P' and 'Q' cited in the Audit paragraph that 
these fears were not entirely unfounded. Though the Commerce Ministry 
have attempted to prove that thz apprehension that complete bicycles might 
be exported as components was not borne out by the actual exports per- 
formance, the reasons for the somewhat drastic decline in the exports of 
complete bicycles and increase in exports of components to countries 'P' 
and 'Q' have not heen ~s~tisfactorily explained. Besides, the Engineering Ex- 
port Promotion Council themselves had pointed out, in their representa- 

:tion pleading for the rehtroduction of cash assistance for complete bicycles, 
dhat in rh? absence of cash assistance for complete bicycles, "the ten- 



dency would be to  increase ekport of components and even declare the 
complete bicycles which are always exported in CKD (Cofnpletely knock- 
ed down conditibn) as exports of components with a motivation to get 
cash subsidy of 20 per cent." The officials in the Ministry of Commerce had 
also conceded, in their notes on the suggestions of the Finance Ministry 
referred to earlier, the possibility of abuse of the cash assistance on compo- 
nents. 

[Sl. No. 16 to 19 (paras 1.173 to 1.176) of Appendix X to 17th 
Report of the P.A.C. (Sixth Lok Sabha)]. 

Action taken 
In reply to the draft audit paragraph and in the evidence before the 

Committee, the Government had amply clarified that exports of bicycles 
could not have been shown as those of bicycle components for various 
reasons. Statistically also, it was explained that less exports of bicycles and 
p o r e  exports of bicycle components were the result of trade phenomenon 
and not the unfair means of incorrect declaration on export documents. 
The Government would reiterate the earlier stand on this zoint (publish- 
pd in the Report at pages 86 to 89) .  
[Ministry of Commerce O.M. No. 5(63)/77-EP (Engg.) dated the 16th 

June, 19781 

Recommendation 
1.177. As stated earlier, one of the arguments advanced by the Com- 

merce Ministry for not withdrawing or at least reducing cash assistance for 
components is that while informing the Ministry of the increase in unit value 
realisations from complete bicycles, the Director Gzncral, Technical Deve- 
lopment had not indicated similar higher realisations from exports of 
compoqents. No reference on this question was either made at that stage 
to the Directorate by the Commerce Ministry. However, even in the 
absence of any communication in this regard, it should have been evident 
that if realisations from exports of bicycles had increased, it was onlv 
logical, as a natural corollary, that realisations from exports of components 
should have also increased at least relatively if not on the same scale as 
complete bicycles. It is also significant in this context that even in 
November 1972, while recommending cash assistance at the then existing 
rates for both complete bicycles and components, the Indian Institute of 
Foreign Trade had nevertheless pointed out, inter alia, that "the hope of 
bridgine the gap between the f.0.b. cost and f.0.b. realisation through 
improved unit value realisation may be partially justifiable" in the case of 
bicycle components on the basis of data in regard to unit value realisations 
during the period from 1965-66 to 1970-71. 

1.178. The Committee note that while the unit value realisation from 
exports of bicycles rose by 9 per cent in 1973-74 as compared to 1972-73, 
1 .I- ~FM--. .-rl.rp" - , . r - v  - 



the corresponding rise for most of the components was 11 per cent or more, 
and that between Aptil, aad July 1974, the unit value mabtioqs Erom 
most csmpoasnts rose by 25 per c a t  or mote wbeteas that of bicycles fell. 
marginall;), by 3 per cent. That the unit value realisation from erpartJ of 
components had, in fact, increased during the period in question is afso 
evident from the data relating to exports of components to countries 'P' and 
Q '  Thus, while the export of bicycle components to country 'P' had 
iaweased only about 22 per cent during April 1974 to September 1974 as 
compared to the exports during the corresponding period in 1973 (from 
12.23 lakh kgs. to 14.97 lakh kgs.) the value of the exports had risen by 
nearly 119 per cent (Rs. 138.38 lakhs as against Rs. 63.09 lakhs). 
Similarly, while exports of components (other than saddles) to country 'Q' 
had increased by 67 per cent (from 274 lakhs kgs. to 4.59 lakhs kgs.) 
during the relevant period as compared to the exports during the corres- 
ponding period in 1973, the value of the exports had gone up by nearly 
171 pet cent (from Rs. 1648 lakhs to 46.44 lakhs). Significantly enough, 
the Engineering Export Promotion Council had also recommended cash 
assistance of 15 per cent for both components zurd complete bicycles. 

1.79. The Committee find that while drawing the Commerce Ministry's 
attention, in February 1974, the possible misuse of the cash assistance on 
bicyCle components, the Director General, Technical Development had 
also suggested that, to prevent abuses, cash assistance might be restricted 
to only eight components which constitu.ted bulk of the exports from the 
country. The Directorate had also pointed out that as these components 
did not add up to a complete bicycle it would have been easy for the 
Customs authorities to identify consignments of these parts from those of 
complete bicycle exported in a knocked down condition. Though the 
Commerce Ministry had felt, in view of the fact that there were more than 
seventy five components of bicycles, that "some mare thought could be 
given to this problem" and that the components could perhaps be p t  mto 
two groups, one for which cash assistance would be admissible and another 
for which such assistance would not be avaiable, while anwuncing the 
registered exporters' policy and cash assistance effective from April 1974, 
the Committee are concerned to note that this question was not pllrswcl to 
i fs logical conclusion for m e  reason or tbe other. As this dedsion, % 
knplemented. would have imparted greater ratimdJtp to the cash assistance 
scheme and w d d  have curbed at least partially the misuse of the d ieme  
ksides r e s u m  in considerable savings to tke exchequer, tld Cdmmittee 
are inclined to take e serious view of this failue. 

L18Q. Jq tlrese circumstances, the Cosnmittce are titmly of the view 
that the possibility, however remote, of the cash assistance for c o r n p a t s  
being a9sed by unscrupulous exporters in the absence of similar assistance 
for , .  com J p  jete biqcles . should haw be& taken notice of and 
2883 LS-4 
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necessary wmcctive action taken to plug the boophole. The Committee, 
however, regret that even tho elementary precaution of ascertaining the 
E0.b. realisations from exports of components had not taken by the Com- 
merce Ministry and cash assistance had been persisted with without refe  
rence to any cost data on the tenuous ground that exports of components 
would sutler a setback. 

[Sl. Nos. 20-23, (paras 1.77 to 1.180) of Appendix X to 17th Report 
of the P.A.C. (Sixth Lok Sabha)] 

Action talcen 

Bicycle components are more than 75 in number and except four, all of 
them are grouped together for the purpose of export statistics. Possibility 
of high value components going more in one period than in the other and 
vice versa cannot be ruled out. In these circumstances, definite conclusion 
of f.0.b. realisation having increasedfdecreased in certain periods as com- 
pared to corresponding earlier periods, cannot be drawn. 

As regards the possible misuse of C.A. facility by unscrupulous expor- 
ters by declaring export consignments of complete bicycles in CKD condi- 
tion as bicycle components in order to claim higher Cash Assistance, 
comments against paras 1.173-1.176 are valid. 

[Ministry oY Commerce O.M. No. 5(64)/77-EP (Engg.) dated the 
16th June, 1978.1 

Recommendation 
It appears that in spite of the fact that the Finance Ministry had 

expressed a number of reservations in regard to the proposals made by the 
Commerce Ministry from time to time and various officials in the Com- 
merce Ministry also held ditferent views on the subject, the Minister's 
approval had not been obtained at any stage to the decisions taken about 
the continuation and quantum of Cash Assistance at different points of time 
excqtlwhile increasing the cash assistance rate on SLR Bicycles in October, 
1975. Since conflicting views had been expressed on the subject and the 
decision also appear to have been taken on an ad hoc basis, the Committee 
are of the opinion that all the facts of the case ought to have been placed 
before the Minister who could then have had an opportunity to give hirr 
considered views on the entire question. The feasibility of prescribing 
suitable monetary limits for the grant of cash assistance at the Secretary's 
level, without obtaining the Minister's specific approval, should be appr* 
priatelg examined. 

[Sl. NQ. 25 (para 1.182 of Appendix X to 17th Report of the P.A.C 
(Sixth Lok Sabha)] 



Action taken 
As already stated in Action taken note on para 1.170 of the Report, 

the Cash Assistance Review Committee, chaired by the Additional Secretary 
(Commerce), is an Inter Ministerial Committee in which senlor officers of 
Ministry of Finance (Department of Expenditu~e as well as Economic 
Mairs), DGTD and other concerned Ministries/Departments are repre- 
sented. This Committee is guided by the broad policy frame work on 
Cash Compensatory support and the criteria for hation of rates, which 
have the approval of Cabinet. As such, the decisions of the Review Com- 
mittte are acted upon as the decisions of the Government. 

In respect of new products, requests for grant of Cash Compensatory 
support are considered and decided upon by the Marketing Development 
Assistance (MDA) Main Committee, Chaired by Commerce Secretary, 
Secretary (Finance-Expenditure) and Secretary (Finance-Economic Affairs) 
are other members of this Committee. 

In view of the functioning of both the above Committees in accordance 
with the guidelines approved at the highest level, it is not considered neces- 
sary to get the approval of the Minister in each individual case, where 
the decision to grant/revise cash compensatory support is taken by the 
respective Committees. This, however, does not preclude putting up some 
cases to the Minister depending on the nature and importance of each case 
or where Minister desires to see the papers. 

The suggestion that suitable monetary limit for the grant of Cash Com- 
pensatory support at Secretary's level may be prescribed, is not feasible. 

[Ministry of Commerce O.M. No. 5 (64) /77-EP(Engg.) dated the 
16th June, 19781 



~ ~ E N D A T I O N ~ / O B S E R V A T I O N S  IN RESPECT OF WH~CH 
G @ V & & ' ~ ~ N T  HAVE FURNISHgD INTERLM REPLIES 

Recommendation 

1',187. As has been earlier pointed out by the Public Accounts Cym- 
mittee, in paragraph 1.49 of their 174th Report (Fifth Lok Sabha), the 
basic Mect  in the system of granting cash assistance and other incentives 
stwms to be the absence of an effective machinery with Government to 
concurrently evaluate and review the market trends, the f.0.b. realisations 
and'the impact of various kinds of assistance given for export promotion 
so that necessary changes and adjustments could be effected promptly as 
soon as wide fluctuations came to notice. As a result of this handicap, 
Government have had to place an almost exclusive reliance on the data 
furnished by the industries themselves or the Export Promotion Council, 
which ,admittedly, has been often found to be at variance with the actual 
position obtaining. It would also appear that though market survey reports 
indiating export prospects, prevalent price trends, etc. are received from 
Indian Embassies abroad and other agencies apart from transmitting these to 
the Export Promotion Councils for exploiting the opportunities revealed 
through such reports, very little use is made of these reports by the Com- 
merce Ministry for the determination of policies, It has also been admitted 
by the Ministry that there is no machinery to cull out price trends from these 
reports and use them for the purpose oY fixation of cash assistance. Neither 
does the Ministry have at present any standing arrangements for the periodi- 
cal collection, on regular basis, from the Export Promotion Councils data 
relating to f.0.b. costs and realisations in respect of items for which cash 
assistance has been granted. This is a situation which needs to be remedied 
immediately. Stressing, therefore, once again the importance of devising a 
suitable machinery for a concurrent review and monitoring of all the rele- 
vant factors influencing various incentives for exoort promotion so a4 lo 
ensure that the trade does not derive undue benefits from the fact that all 
the relevant iformation may not be available with the administrative Ministrv 
concerned, the Committee would reiterate their recommendation contained 
in paraqraph 1.1 1 OF their 236th Report (Fifth Lok Sabha). 

1.188. Yet another reason advaaced b the Ministrv for not taking into 
account the f.0.b. realisations reported, from time t.r time, by the Director 
General, Commercial Intelligence and statistics is that these figures are not 



available at the time of formulation of the poiicies and that the published 
statistics are usually received after six months. The Committee note that 
in pursuance of their recommendations in this regard, contained in para- 
graph 1.50 of their 174th Report (Fifth Lok Sabha), certain important 
changes in the method of compilation and publication of trade statistics 
coupled with Zhe structural strengthening of the organisation have been 
made, as a result of which the time lag between the period for which the 
information relates and its compilation and preparation for publication 
has been reduced from about six months to about three months at present. 
The monthly Statistics of the Foreign Trade of India are also now stated 
to be received in manuscript iorm without waiting for a printed copy 01 
the volume. While these improvements are undoubtedly to be welcomed . 
the Committee are, however, concerned to learn that there is no machinery 
in the Commerce Ministry to watch and monitor export realisations whe- 
ther on the basis of the data available in the manuscript copy or otherwise, 
which make it all the more impera'tive to devise a suitable machinery for 
a Concurrent review and evaluation of f.0.b. realisations as recom- 
mended in the preceding paragraph. There should also be a regular 
arrangcmcnt for the periodical collection of cost data and their examination 
by the Cost Accounts Branch from time to time, at least in respect of those 
commodities involving heavy outflow of cash assistance, instead of extend- 
ing the assistance on an ad hoc basis on the ground that the collection and 
examination of the data takes a long time. 

[SI. Nos. 30 and 31 (paras 1.1 87 and 1.188) of Appendix X to 17th 
Report of the P.A.C. (Sixth Lok ,Sabha).] 

Action taken 

Unlike primary commodities whose rates are quoted in exchanges 
abroad, there are very real difficulties in obtaining price quotations for 
manufactured products. However, the need for obtaining data on prices 
periodically has been felt by Government. The setting up  of a National 
Trade Information Centre which would collect price data among others, 
is under consideration. 

[Ministry of Commerce O.M. No. 5(64)/77-EP (Engg.) dated 16th 
June 1978.1 

Recommendation 

1.190. Another reason for the inability of the Indian Bicycle manufnc- 
turers to compete effectively in the international market appears to be the 
quality of the Indian bicycles. The Commerce Secretary bas also been 
good enough to concede that while the Roadster bicycles have functionally 
proved their worth in the developing countries, in certain markets and 
certain models, Indian bicycles do  not measure up to the exacting standards 



set up  by the importing countries, as a result of which the country has not 
been able to compete with the products of United Kingdom or Japan. In 
regard to designs and looks also it has been admitted that the Japanese 
bicycles are "far superior". Since large scale manufactures of bicycles 
in the organised sector generally buy out components manufactured in the 
small scale sector and in the absence of an adequate machinery for ensuring 
that the quality of such components fulfils the prescribed standards and 
specifications, the quality of the Indian bicycles would appear to have been 
adversely affected. All these underscore the importance of improving 
upon the existing arrangements for enforcing quality control and of a co- 
ordinated programme for Research and Development so as to be able to 
cater to the requirements of the sophisticated markets. This is particularly 
necessary in view of the fact that other developing countries like Iran, 
Iraq, Sri Lanka, Indonesia, Nigeria, etc. are also establishing assembling 
plants for Roadster bicycles and a survey of foreign markets has also dis- 
closed that the demand for complete Roadster bicycles will not increase the 
world over. 

1.191. The Committee have been informed in this connection that 
while the emphasis in earlier years had been on import substitution, it has 
now been shifted to the up-dating of technology as well as to aspects of 
cost reduction where the current effort in relation to the total turnover 
of the industry is still far from adequate and that a Panel for the bicycle 
industry, in which all the manufacturers and some of the important consu- 
mers would be members, has been constituted in April, 1976 to go into 
various aspects relating to the growth and restructuring of the industry, 
like better utilisation of existing capacity, modernisation, technology 
development, diversification, cost evaluation and reduction, export gene- 
ration and other related matters. The Panel will also examine, in the 
context of a larger mounting of research and development effort in areas 
like material conservation, reduction of process wastes, use of alternate 
light weight, high strength materials, etc., and whether a separate research 
centre for the bicycles and bicycle components industry is necessary and 
feasible. Standardisation of specifications of components and raw mate- 
rials is also one of the terms of reference of the Panel. Considerable time 
having elapsed since the Panel was constituted, the Committee would like 
to be apprised in some detail of the progress made so far by the Panel 
and the specific steps taken to achieve tbe objectives envisaged. 

1.192. As regards improving the quality of bicycles and components, 
the Committee learn that the whole question of quality control on engineer- 
ing exports including exports of bicycles and components is currently being 
gone into by a committee under the Chairmanship of the Secretary (Techni- 
cal Development). They would like to know whether the exercise has 
been completed and, if so, the measures taken as a sequal thereto. The 



Committee need hardly emphasise the importance of ensuring that the 
quality of Indian bicycles and bicycle components come up to the exacting 
standards set by the sophisticated market. 

[Sl. Nos. 33 to 35 (Paras 1.190 to 1.192) of Appendix X to 17th 
Report of the P.A.C. (Sixth Lok Sabha).] 

Action taken 

The Bicycle panel constituted by the Government to go into various 
aspects relating to the growth and restructuring of bicycle industry, better 
utilisation of existing capacity, modernisation, diversification, cost evalua- 
tion, quality control etc. has had three sittings so far. It has gone into the 
problems relating to development of bicycle industry, design, quality con- 
trol, matcrial conservation. cost reduction etc. and is considering the 
feasibility of establishing the Bicycle Development Institute. 

The Committee set up under the Chairmanship of Secretary (Technical 
Development) to go into the question of quality control of engineering 
goods including bicycle and components has since submitted its report, 
which is under examination. 

[Ministry of Commerce O.M. No. 5 (64)/77-EP (Engz.) dated the 
30th June, 1978.1 



APPENDIX 

Conclusions or Recmmnclcdtions 
-- . .- . -. - -- - ---- 
S1. Para NO. ,Ministry/Department Conclusions or Recommendations 
No. o f  Report concerned 

The Committee find that inspite of the reservations expressed by 
the Ministry of Finance in not agreeing to the rate of cash assistance 
proposed by the Commerce Ministry, thc Cash Assistance Review Cod- 
mittee had decided upon a higher rate of cash assistance, overlooking the 
Finance Ministry's objections. It has been contended that the representa- 
tives of the Ministry of Finance both of the Department of  economic 
Affairs represented on the Committee, have also had opportunity to exgtess 
their points of view. The Committee are unable to agree to this contentiod. 
In the opinion of the Committee, the role of the representatives of the 
Ministry of Finance at the sittings of the Cash Assistance Review Committde 
should be to explain the view point of the Ministry of Finance, which had 
already been communicated in writing. Where the Cash Assistance R e v i d  
Committee has reasons to differ from the view of the Ministry of Finance, 
the mprcsentative of the Ministry of Finance should have no auaority to 
concur in, as this detracts from a thorough examination of the pros and 
cons of the proposal by the Ministry of Finance. In such a case, the view 
of the Cash Assi~tance Review Committee should be referred to the Ministry 
of Finance for reconsideration of their earlier advice. In the case of d s e -  



-- -- - - - - - -- -. - - - - ---- 
rence of opinion between the Ministry of Finance and the Cash Assist&&! 
Review Committee persisting, the matter should be put up to the Miiistkr 
(Finance) for final decision. This, in the Committee's considered vi&, 
is the only method of ensuring full consideration of the pros and con. and 
decision at the highest level. 

2. I . 10 Commerce The Committee find that the reply now furnished by the M?niitf)t 
of Commerce does not meet the specific point raised in paragraph 1.1'72 of' 
their 17th Report (Sixth Lok Sabha). The Cost Accounts Branch had, wh% 
pointing out that the concerned company had an excess import enfttledent 
licence of 15 per cent, made a specific suggestion that the Commerce Mh- g 

. istry might take a view of the benefits, if any, on the import entitlements in 
deciding the quantum of cash assistance from I April, 1975. The Commitke 
had earlier observed that that aspect did not appear to have been gone ittto. 
Tn view of the fact that the import replenishment on bicycles was admittea9 
found on examination to be much higher than the actual import content and 
the excess import entitlement could also be transferred at considerable pre- 
mium, the Committee had sought clarification as to why this important 
and vital question had been overlooked in determining the quantum of cash 
assistance necessary for Sports Light Roadster model bicycles. The Com- 
mittee regret to state that the Ministry's attempt to justify over-looking,.the 
excess import entitlement benefit, on the plea that "the premium depbnded 
on market conditions and, therefore. it was difficult to  take this unstabk 
element into account for purposes of determination of Cash Assistance", is 



to say the least, untenable. If, as stated by the Ministry, the preinia on 
import replenishment nominations depended on market conditions, Grhich 
is an unstable element, this factor equally applied to f.0.b. realisations. 
Nevertheless, both these have necessarily to be taken into account for pur- 
poses of determination of cash assistance. The Committee, therefore, 
reiterate their earlier recomrnc~idation and desire that in future, the premia 
on import entitlement should invariably be assessed and kept in view while 
determining or revising the quantum of cash assistance. 

The Committee have gone into the reply furnished by the Ministry 
of Commerce. In the absence of any fresh statistics or clarification adduced 
by them, the Committee are constrained to maintain that in disregard of the 
reservations expressed by the Director General, Technical Development, the 
various officials in the Ministry of Commerce and the Ministry of Finance 
as also the Engineering Export Promotion Council themselves, no positive 
steps were taken by the Commerce Ministry to prevent the possible abuse 
of the cash assistance available for bicycle components. Th reasons for the 
sizeable decline in the exports of con~plete bicycles and increase in export 
of components to countries 'P' and 'Q' has not been satisfactorily explained. 
It is difficult to comprehend that this situation could solely be attributed to 
fluctuating trade phenomenon. The Committee, therefore, reiterate their 
earlier observation that no positive steps were taken by the Ministry to 
prevent the possible misuse which, the Committee suspect, took place in this 
case, resulting in loss of foreign exchange on account of lower unit realm- 
tion for components as against complete bicycle and inadmissible payment 
of cash assistance on an item on which it was withdrawn. 



4 I .  16 Commerce The Director General, Technical Development while drawing the 
Commerce hlinistry's attention, in Februaty, 1974, to the possible misuse 
of the cash assistance on bicycle components, had suggested that to preverit 
abuses, cash assistance might be restricted to only eight components which 
constituted bulk of the exports from the country. The Directorate had also 
pointed out that as these components did not add up to a complete bicycle, 
it would have been easy for the customs authorities to identify consignments 
of these parts from those of complete bicycle exported in a hocked down 
condition. The Committee, find that the reply of the Ministry of Commerce 
does not meet the specific point made out in their earlier recommendatiotl - 
that if the question of grouping of components was pursued to its logical 8 
conclusion, it would have imparted greater rationality to the cash assistance 
schcme and would have curbed at least partially the misuse of the scheme . 

besides resulting in considerable savings to the exchequer. The Committee 
regard this as a serious lapse on the part of the officials concerned who were 
responsible for the dccision contrary to the specific suggestion of the 
D.G.T.D. They trust that such lapses would not recur in future. 

The Committee have gone into the reply furnished by the Depe- 
ment of Commerce to their pointed suggestion in regard to examining the 
feasibility of prescribing suitable monetary limits for the grant of cash 
assistance where it is not possible to obtain the Minister's specific appro&l 
and the approval is granted at the Secretary's level. The Committee have 



been simply informed that this is not feasible. In the absence of a iy  *&+ 
factory explanation, the Committee find it difficult to reconcile thefnse1Gs to 
the Department's reply. In this connection, the Committee fully subsbribe 
to the views expressed by the Committee on Import-Export policies and 
Procedures (Alexander Committee) that "the magnitude a d  pattern of cash 
assistance should be identified on the basis of welldefined principles". The 
Committee also reiterate their earlier suggestion of pes&ribItlg suitable 
monetary limits for the grant of cash assistance at the Secretws KvH, 
without obtaining the Minister's specific approval. It may be mefitided 
that the Committee had earlier also, in paragraph 1.22 of their 32ad 'Rkp6ff 
(1977-78), made a similar recommendation. 

t 3  

The Committee have been informed that the setting up of a Natiwal g 
Trade Information Centre, which would inter dia collect price data, is 
under consideration. The Committee would like an early decision t o  be 
taken in the matter under intimation to them. 

The Committee have been informed that the Bicycle Panel consti- 
tuted by the Government has gone into the problems relating to development 
of bicycle industry. design, quality control, material conservation, cost 
reduction ctc. and is considering the feasibility of establishing the ~icycfe  
Development Institute. Furthermore, the Committee set up under tfie 
Chairmanship of Secretary (Technical Development) to go into the question 
of quality control of engineer in^ goods including bicycles and components 
has since submitted its report. which is stated to be under examination by 
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-- - - --- 
Government, The Committee desire that Government may direct the 
Bicycle Panel to conclude their study within a laid down time target. They 
would also like Government to take early decisions on the recommenda- 
tions of the Committee appointed under the Chairmanship of the Secretary 
(Technical Development), and also of the Bicycle Panel, when available. 




