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MINISTRY OF COMMERCE

RESOLUTION

TARIFFS

New Delhi, the 7th February 1968

No- 20(1)-Tar/68.—The Indian Tariff Commission examined during 1958-59 the
cost structure of sugar and the fair sugar price payable to sugar industry and
submitted its report on the subject in September, 1959. The cost schedules pre-
pared by the Tariff Commission were adopted by Government for determining ex-
factory prices of sugar from year to year.

2. In August, 1964, the Government of India appointed the Sugar Enquiry
Commission to make a comprehensive enquiry into various aspects of sugar indus-
try including the economics of sugar production and its cost structure. The
Sugar Enquiry Commission submitted its report in October, 1965. The Govern-
ment of India used the schedules prepared by the Commission for fixation of ex-
factory prices during the year 1965-88 to 1967-68. The sugar industry has repre-
sented that the cost schedules prepared by the Sugar Enquiry Commission are
based .on the cost data of the crushing season 1963-64 and since then, the costs
have risen sharply- Twelve per cent return allowed at present on the employed
capital, it is argued. is inadequate due mainly to the increase in the lending
rates by the banks. Further, that depreciation allowed is not commensurate with
the increase in the cost of renewal and replacements. The Schedules, it is added,
also do not provide adequately for costs incurred on transportation of cane from
outstation centres which have to be necessarily opened on the orders of the State
Governments. The pricing system should also take into account the capacity
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factor which varies widely from factory to factory in a price zone. A change '.o.
the capital structure of the industry has occurred due to the establishment of ne7/
factories and the expansion of a large number of old units. The new and the
expanded units have the advantage of scale;, large modern units employ labour-
saving devices, reduce costs and maximise profits-

The industry has also emphasised the need to provide adequate depreciation in
the cost schedules to enable the factories to modernise and rehabilitate their vvo:a
out plant and machinery. It Is urged that if depreciation Is allowed only on
written down values without taking cost of replacement into account, then the pro-
vision in the price of sugar on this account is bound to be Inadequate. Within a
zone, the practice of taking the average value of net fixed assets aa the basis for
calculation of depreciation works to the disadvantage of those factories which
spend money for replacement or renewal of their assets; their Investment is
averaged over the whole zone and the units which do not make such an invest-
ment gain at the coat of those which do.

The Sugar Enquiry Commission recommended 5 cost schedules for five 201; j.s
and fixation of prices for these zones with a special price for Assam. However,
taking account of large variations in duration and recovery In the larger five
/ones suggested by the Commission, the Government used these cost schedules 1.1
196S-66 and 1966-67 for fixing prices for 23 smaller zones. The fixation of prircs
on the basis of 23 zones was challenged by some factories before the Delhi High
Court. The petition was dismissed by the High Court, but leave for appeal to
the Supreme Court has been granted- With the Introduction of partial control in
1967-68, the Government decided to fix levy prices of sugar for the five zones
recommended by the Sugar Enquiry Commission. Representations have again
been received from some of the factories against the fixation of prices on the
basis of the five zones- Some factories have filed writ petitions in High Courts
on this ground-

Another point urged Is that the Government should encourage an efficient
system of harvesting and quicker transport of sugarcane from the fields to U»
sugar factories. The Issue which will naturally arise from this suggestion is
whether provision for harvesting and transport from the field should be allowed
In the sugar price by fixing the price of sugarcane ex-field instead of ex-factorjr-
gate as at present.

3. In view of, the above the Government of India are— • of the opini.n
that a fresh examination of the cost structure of sugar and the preparation of
new cost schedules to determine the fair price payable to tha sugar industry are
necessary. The Tariff Commission should accordingly be requested, under section
12(d) of the Tariff Commission Act, 1951, to enquire in this behalf and submit
its report/recommendation to the Government as early as possible, but not later
than 9 months from the date of this Resolution. In formulating its recommenda-
tions, the Commission ia requested inter alia specifically to enquire into the follow-
ing points:-—

(i) Should the classification of factories Into zones be according to the
recommendations of the Sugar Enquiry Commission and. If not. on
what other considerations? What part crushing capacity of a factory
should play in this- classification? What should be the zones into
which the factories should be grouped, having regard to the basl?
of classification which mnv now be recommended by the Tariff Com-
mission?

(li) While preparing the cost rvhcrtuleF for price fixation, the Commlssi^
might recommend the: basis on which the provision for doprcciiv
tion should be made: Whether depreciation to be allowed in the cost
structure should be calculated on replacement value or on the written
down values of assets and how individual factories which modernise
their plant or cxpanrl th^ir capacities should be compensated for tat
Investment made?.

(Ill) Whether provision should, be n.in>lf: in the price to compensate nr.;4f
situated in an area which, under free market conditions, would havs
an inherent advantage over units In other at'eps dua to higher p;v
rlucUvity and hetler efficiem-v1' ir so. what ?boulr1 he the provi
sion?
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(iv) Whether to encourage organised and efficient system 01 harvesting and
quick transport of sugarcane from the fields to the factories, ex field
price for sugarcane should be fixed and piovided for in the price of
sugar?

(v) Whether and to whit extent incentives should be given to compensate
factories for the loss in recovery of sugar from sugarcane due to early
start or working late into the hot weather?

(vi) flow far the mechanism of price fixation can be used to Induce growers
to supply cane to sugar factories legularly irrespective of fluctuations
in gur and khandsari prices?

4 Firms or persona Interested in the matter, who desire that their views
should be considered, should addresi their representations to the Secretary, Tariff
Commission, ( 'GO Building 101, Queen's Road, Bombay-1

ORDER

Ordc.ed that a copy of the Resolution be < ommumdited to all concerned and
that U be published In the Gazette of India

B, N. BANEHJI- Spl. Secy.
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