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I, the &airman of the Public Accounts Committee as autho- 
rised by the Committee do present on their behalf this Two 
Hundred and Fourteenth Report on the action taken by Govern- 
ment on the recommendations of the Public Accounts Committee 
contained in their 172nd Report (Fifth Lok Sabha) on Remissions 
and Abandonment of Customs Revenue-Imports of Ethyl Alcohol. 

2. On the 3rd June, 1975, an Action Taken Sub-Committee con- 
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Committee (1975-76) considered and adopted this Report at  their 
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ted by the P.A.C. on the 21st April, 1976. 

4. For facility of reference the conclusions/reommendations of 
the Committee have been printed in thick type in the body of the 
Report. For the sake of convenience, the recommenda.tions/obser- 
vations of the Committee have also been reproduced in a consolidat- 
ed form in the Appendix to the Report. 

5. The Committee place on record their appreciation of the as- 
sistance rendered to them in this matter by the Comptroller and 
Auditor General of India. 
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CHAPTER I 

REPORT 

1.1. This Fteport of the Committee deals with the action taken by 
Government on the Committee's recommendations~observations con- 
tained in their 172nd Report (Fifth Lok Sabha), presented to the Lok 
Sabha on 5 May 1975, on 'Remissions and Abandonment of Customs 
Revenue-Imports of Ethyl Alcohol', commented upon in paragraph 
14(ii) of the Report of the Comptroller & Auditor General of India 
for the year 1972-79, Union Government (Civil), Revenue Receipts, 
Volume I, Indirect Taxes. 

1.2. Action Taken Notes have been received from Government in 
respect of all the 20 recommendations/observations contained in the 
Report and these have been categorised as follows: 

(i) Recommendations/obserz:ations that have been accepted by 
Government: 

'Sl. Nos. 6, 13 and 17 
(ii) Recommendations/observations which the Committee do 

not desire to pursue in the light of the replies received 
Government: 

S1. Nos. 8, 14, 15 and 19. 
'(iii) Recommendations/observations replies to which have 

not been accepted by the Committee and which require 
reiteration: 

S1. Nos. 1-5, 7, 11, 12, 16, 18 and 20. 

(iv) Recommendations/observations in respect of which Gov- 
ernment have furnished interim replies: 

S1. Nos. 9 and 10. 

1.3. The Committee require that final replies, duly vetted by 
Audit, to those recommendations/observations in respect of which 
only interim replies have so far been furnished, should be submitted 
expeditiously. 

1.4. The Committee will now deal with the action taken by Gov- 
ernment on some of their recommendations/observations. 



Rcrrenue effect of exemptions issued during 1972-73. (Paragraphs 4.1 
to 4.5-Sl. Nos. 1 to 5 ) .  

1.5. Examining the financial implications of the exemptions issu- 
ed during 1972-73, under Section 25(2) of the Customs Act, 1962, t h e  
Committee, in paragraphs 4.1 to 4.5 of the Report had observeti: 

"41. The Committee find from the Audit paragraph that  
during the year 1972-73, a total of 315 exemptions w e r e  
issued under Section 25(2) of the Customs Act, 1962, 
having a revenue effect of Rs. 241.69 crores. This works 
out to about 28 per cent of the net customs revenue of 
Rs. 857 crores realised during 1972-73. Out of an amount 
of Rs. 241.69 crores, as much as Rs. 232.19 crores represent 
customs duty foregone in respect of only 2 cases of imports 
of ethyl alcohol in West Bengal. In computing the total 
amount of duty foregone as a result of exemptions under 
Section 25(8), in another case of import of ethyl alcohol 
a t  Kandla, the duty on ethyl alcohol had been calculated 
under item 22(b) ICT and intimated by the Ministry, 
while ethyl alcohol is correctly classifiable under item 
22(4)ICT. If this is also correctly calculated accordingly, 
the total cusbms duty foregone during 1972-73 actually 
works out to Rs. 344.08 crores and this represents about 
40 per cent of the net customs revenue of Rs. 857 crores." 

"4.2. The Ministry of Finance (Department of Revenue dnd 
Insurance) have, however. contended that the revenue 
effect of the tuns exemptions relating to imports of ethyl 
alcohol in West Bengal is only Rs. 1.57 crores. In support 
of this, the Ministry have stated that ethvl alcohol meant 
for industrial use is assessable to duty under item 22(6) 
ICT. The Committee, however, find that according to the 
Indian Customs Tariff ethyl alcohol is assessable under 
item 22(4)ICT and denatured spirit is assessable under 
22((6)ICT. The Customs Tariff does not also make any 
distinction between ethvl alcohol meant for industrial uses 
and for  other uses. In the ca.e of imports in West Bengal, 
the commodity was, admittedly, described as ethyl alcohd 
in the import licence and the commodity touched the 
Indian shore as ethyl alcohol. 

Since the import duty becomes leviable as soon as the act of 
impxtat ion is complete, the Committee feel that the ethyl 



alcohol should have been assessable to duty only u n d e r  
item 22 (4) ICT." 

"4.3. The Committee are unable to accept the plea of the Min- 
istry that as conditions for denaturing the ethyl alcohol 
had been specified in the exemption orders themselves 
customs duty foregone will have to be assessed as though 
the alcohol had been denatured. According to Section 24 
of the Customs Act where the goods are denatured or 
methylated, they should be chargeable to duty as applica- 
ble to goods generally imported in the denatured or  
methylated form. I t  is only when Section 24 of the Cus- 
toms Act comes into play that an importer of ethyl alco- 
hol can claim the benefit of the lower rates of duty under 
item 22 (6) of the ICT as applicable to denatured spirit. 
For availing of the provisions of this Section, i t  is also 
necessary for the importer to make a request in writing 
for the denaturation of the imported spirit. The dena- 
turation of the spirit will also have to be done according 
to the provisions of the Denaturation of Spirit Rules, 1972. 
The Committee find that in the case of imports of ethyl 
alcohol into West Bengal neither Section 24 of the Customs 
Act nor the rules framed thereunder had been followed. 
The Finance Secretary has also stated during evidence that  
Section 24 of the Act and the rules framed thereunder are  
not applicable to this case and that the exemption from 
duty is subject t o  the conditions prescribed in the exemp- 
tion orders and denaturation is one of these conditions." 

"4.4. It would, therefore, appear that  while granting t h e  
exemption from customs duty the correct facts and t h e  
legal position had not been properly appreciated. Even 
though the note submitted by the Central Board of Excise 
and Customs to the Minister in this regard had clearly 
stated that ethyl alcohol was classifiable under item 22 
(4) ICT, no attempts had been made to quantify the re- 
venue effect of the exemption under item 22 (4) ICT. On 
the other hand the revenue effect of the exemption has 
been sought to be calculated under item 22 (6) ICT when 
i t  had no relevance at all to the situation when Govern- 
ment had to esempt the alcohol from payment of customs 
duty. The Committee feel that the position should have 
been made amply clear in the notes by quantifying the  
revenue effect under item 22 (4) ICT, i .e. ,  prior to dena- 
turation so as to present the case objectively before the 



authority competent to take a decision whether duty 
should 'be exempted." 

"j4.5. Even accepting, without conceding, that the revenue 
effect of the exemptions should have been calculated under 
item 22 (6), as contended by the Ministry, the Committee 
find that while calculating the revenue effect of the exemp- 
tion the Central Board of Excise and Customs had not 
taken into account the fact that out of approximately 25 
million bulk litres of alcohol initially proposed to be im- 
ported from abroad for West Bengal, 2.5 million bulk litres 
were to be allotted to Government hospitals, the Defence 
Department and other consumers and some quantity was 
to be allotted to various pharmaceutical firms. It  has also 
been accepted that so far as the pharmaceutical industry 
is concerned, it would require ethyl alcohol as such and 
not in the denatured form. At the time of granting the 
exemption the Central Board of Excise and Customs was 
also aware that some quality of alcohol was proposed to 
be issued by the West Bengal Government to the pharma- 
ceutical firms, hospitals, defence establishments etc. 
Therefore, it only stands to reason that while calculating 
the revenue effect of the exemption the duty that would 
be foregone on quantities of alcohol which would be 
utilised in the undenatured form should have been correct- 
ly calculated under item 22 (4) ICT. This was not done. 
Under the circumstances, the Committee are unable to 
accept the contention of the Ministry of Finance that the 
revenue effect of the two ex6mptions relating to the im- 
port of ethyl alcohol in West Bengal was only Rs, 1.57 
crores." 

1.6, In their Action Taken Note dated 27 September 1975 on the 
above recommendations/observations, the Department of Revenue 
& Insurance have stated as follows: 

Paragraphs 4.1 to 4.3. 

"Exemptions in juestion were granted on the recommenda- 
tion of the Ministry of Petroleum & Chemicals on the 
ground that the c.i.f. price of imported alcohol was already 

higher than the price at  which indigenous alcohol was 
made available to the alcohol-based industries and if to 
that c.i.f. price import duty [even at the lower rate ap- 
plicable to denatured spirit under item 22(6)ICT] was 
added, the landed cost of the imported alcohol would 
become so high that it would be uneconomical to use the 



imported alcohol in  the alcohol-based industries. Had 
these exemptions not been granted, either the entire 
quantity of alcohol would have imported in a denatured 
condition or i t  would have been duly denatured before 
clearance from Customs. Having regard to these circumst- 
ances, the revenue foregone should be calculated at the 
rate applicable to denatured spirit under item 22 (6) ICT 
and on that basis the revenue loss in respect of alcohol 
imported in West Bengal during 1972-73 would work out 
to Rs. 1.57 crores." 

Paragnaph 4.4 

"The revenue effect if calculated under item 22(4)ICT was 
not quantified as it was only theoretical having no prac- 
tical relevance to this case. Revenue effe7t under item 
22(6)ICT was relevant in this case. If exemption was not 
granted, the alcohol in question would have been imported 
only in denatured condition or would have been denatur- 
ed before clearance from customs." 

Paragraph 4.5 

"If duty was charged under item 22(4)ICT, there would have 
been no imports because of the high rate of duty. In dena- 
tured form, duty foregone as a result of total exemption 
was not in excess of that chargeable under item 22(6)ICT. 
Ministry, therefore, felt that calculation of revenue fore- 
gone under item 22(6)ICT was clear to the realities of 
the situation in which Ethyl Alcohol had to be imported 
predominantly for industria.! uses." 

1.7. The Committee have cansidered Government's reply to their 
observations in regard to the revenue effect of the exemptions from 
Customs duty granted, under Section 25(2) of the Customs Act, 1%2. 
during the year 1972-73, and find that it is largely a repetition of 
what had been stated earlier W o r e  the Committee during their 
examination. Admittedly, the two exemptions relating to the im- 
ports of ethyl alcohol in West Bengal were granted under Section 
2!5(2) of the Act, without operating Section 24 and the rules framed 
thereunder for denaturation. If it is a fact that Government were 
considering exemption of imported alcohol from payment of customs 
duty, the argument that there would have been no imports if the 
revenue effect of the exemptions had been calcttlated under item 



22(4)ICT appears gratuitous. The Committee feel that since Dena- 
turation Rules were not stipulated to be followed in this case, the, 
commodity should have been classified under item 22(4)ICT, and 
as pointed out in paragraph 4.4 of the 1 7 h d  Report (Fi&h Lok 
Sabha), the Ministry should have quantified the revenue effect of 
the exemptions with reference to the item under which the subject 
goods would be classified at the time of import. This would have 
helped the conpebnt  authority to decide, on concrete grounds, the  
issue of exemption from duty. 

1.8. Besides, at  the time of granting the exemption, the Central 
Board of Excise & Customs were aware (vide paragraph 4.5 of 172nd 
Report) that some quantity of alcohol (2.5 million 'bulk litres) was 
proposed to be issued by the West Bengal Government to pharmaceu- 
tical firms, hospitals, defence establishments, etc. in an undenatured 
form, and at least the revenue effect of the exemption relating to 
this quantity could have been quantified under item 22(4)ICT. so 
as to reflect the correct position. Unfortunately, this was not done, 
and the reply now furnished by Government does plot meet the 
points raised earlier in  the aforesaid paragraph. The Committee 
have, therefore. no other alternative than to  reiterate their earlier 
observations in this regard. 

Diversion of impo~ted alcohol for non-industrial uses (Paragraphs 
4.7 and 4.8 -S1. Nos. 7 and 8) 

1.9. Dealing with the steps taken to ensure that the imported 
alcohol was not diverted for non-industrial uses, the Committee, in 
paragraphs 4.7 and 4.8 of the Report, had observed as follows: 

"4.7. The Committee are also concerned to nnte that i n  this 
case adequate steps had not been taken to ensure that 
the alcohol was not diverted for non-industrial uses and 
that there has been a considerable diffusion of reponsibi- 
lity. The Committee feel that as the agency entrusted 
with the mllection of customs dutv the Ministry and the 
Central Board of Excise and Customs should have exer- 
cised greater care and taken adequate steps to ensure that 
there was no misuse of the imported alcohol rather than 
depending entirely on the West Bengal Excise authorities." 

"4.8. I t  would be evident from the fact that out of alcohol im- 
ported in West Bengal during 1972-73, 28.20 lakh litres 
had been diverted for the manufacture of potable liquor, 



that in many cases the alcohol imported was not denatured 
as required in the orders granting exemption from customs 
duty. The Committee desire that the circumstances lead- 
ing to the non-observance of the conditions of exemption 
by the West Bengal Government should be investigated 
immediately. The Committee are unable to accept the 
plea ,of replenishment put forth by the West Bengal 
Government for diverting the imported alcohol for potable 
purposes. Even assuming that such a diversion had been 
necessary, the West Bengal Government should have 
kept the Central Government informed and obtained 
their approval before permitting the diversion and not 
done it suo moto. The fact of diversion of the alcohol 
came to the notice of the Custom House, Calcutta only 
through a complaint by one Shri S. Chaudhuri. This 
would indicate how inadequate the checks and safeguards 
prescribed were. What is even more surprising to the 
Committee is the fact that the West Bengal Government 
as the importer of the ethyl alcohol should have protested 
against the demand for duty raised by the Collector of 
Customs, Calcutta and considered i t  'mis-conceived'." 

1.10. The relevant Action Taken Notes dated 23 September, 1975 
,and 10 December, 1975 furnished by the Department of Revenue & 
Insurance with reference to these observations are reproduced below: 

Paragraph 4.7 

"Enquiries made from Custom Houses as to whether Ethyl 
alcohol imported earlier and cleared in terms of e x e m p  
ti.on Notification No. 88-Cus. dated 5th June, 1968 had 
been properly accounted for in terms of the conditions 
stipulated in the exemption, had not revealed any irre- 
gularity. Accordingly, when ad hoc exemptions stipula- 
ting similar conditions was granted in 1972-73, the Minis- 
try acted in the bona fide belief as in past that the State 
Government wauld ensure proper utilisation of the ex- 
empted ethyl alcohol. It may also be mentioned here 
that as soon as diversion of the ethyl alcohol for potable 
purposes came to the notice of the Custom House, im- 
mediate action was taken io issue demand notices and 
the parties concerned were called upon to account for 
the diversion that had taken place." 



Paragraph 4.8 

"The exemption granted did not envisage denaturation of t h e  
entire quantity of ethyl alcohol. I t  permitted movement 
in  bond for industrial use, without denaturation, under 
the Supervision of the State Excise authorities. The 
circumstances leading to the diversion of the above al- 
cohol was explained by Commissioner of Excise, West 
Bengal in  his D.O. No. 598-M.T. dated 31st July, 1973 to 
the Under Secretary, Ministry of P&C and in the letter 
No. 2069-EX dated 18th December, 1973 from the Gov- 
ernment of West Bengal, Excise Department to this Min- 
istry. The Commissioner of Excise has stated that during 
the alcohol year opened in December 1971 the Govern- 
ment of West Bengal were not in a position to meet the, 
demands for denatured spirit from the allocations of in- 
digenous alcohol after meeting the demand for their dis- 
tilleries. However, they were expecting import from 
abroad to meet the bulk of their industrial requirements.. 
Whatever alcohol they could have otherwise procured 
from local production and from the other States was 
mainly to be used by the distilleries which were also 
occasionally starving. Though they were formally allot- 
ted 13.80 million litres from other States by the Ministry 
of P&C. they actually got only 10.80 million litres o.f al- 
cohol. In view of the shortage of alcohol otherwise, a 
major portion of this 10.80 million bulk litres was to have 
been allotted by the Commissioner of Excise to their dis- 
tilleries and only a small portion to the industries in view 
of the pending import from abroad for the industries. 
Since, however, the actual arrival of the stock from ab- 
road took a long time and the industries could not be, 
made to suffer for want of supplies on accaunt of this 
with consequential lay-off, industrial unrest etc. they had 
to advance a considerable extra quantity from the indi- 
genous stock, meant for the distilleries, on a 'loan' basis, 
to other industries pending arrival of import from abroad' 
on the clear understanding that on arrival of the impor- 
ted stock from abroad the indigenous stock advanced by 
way of 'loan' would be replenished and adjusted. He has 
ststed that in the circumstances, in spite of the heavy 
demands from distilleries, they thought it fit to allocate 
as much as 8.10 million litres to industries out of their 
total allocation receipt of 10.8 million bulk litres from1 



indigenous sources. On account of this extra advance 
accommodation, about 2.86 million litres were replenished". 
when the imported stock arrived from abroad. The Gov- 
ernment of West Bengal stated that, in the instant case,. 
had not the Excise Commissioner allotted to the indus- 
tries, as 'loan', indigenous alcohol meant for potable- 
purposes, pending arrival of overseas alcohol meant for 
industries, many alcohol-based Industries would have 
come to halt, causing industrial unrest etc. Again, if the 
quantity of alco,hol 'loaned' to the industries would not 
have been recouped when the overseas alcohol actually 
arrived many of the country spirit shops would have gone 
dry leading to a large-scale illicit distillation of substan- 
dard liquor which often even causes death. The Govern- 
ment of West Bengal has further stated that the diver- 
sion of overseas alcohol was made in the best interest of 
all concerned. 

In view of the fact that the Government of West Bengal have- 
already explained the circumstances for non-observance 
of the conditions of the exemptions, the Committee will 
perhaps appreciate that further investigation to ascertain 
these circumstances is not called for. 

The Government of West Bengal have stated that there was 
nothing malafide in the transactions. They have, how- 
ever, admitted that to avoid even any technical breach of 
the conditions it would have been better if Government 
of India's formal approval had been taken before under- 
taking the recoupment of the loan. 

With reference to the observations of the Public Accounts 
Committee about the inadequacy of the checks and s a f e  
guards, it may be mentioned that this Ministry had re- 
posed confidence in the TNest Bengal Government and it 
was expected that they would exercise due care to ensure 
that the conditions prescribed in the relevant ad hoc ex- 
emption orders were duly complied with. 

With reference to the observations of the Public Accounts 
Committee in the last sentence of the paragraph 4.8 under 
reference, the Government of West Bengal have ex- 
plained that in arranging the initial loan to industries. 
from the indigenous alcohol for potable purposes and, 
finally recoupment from the imported stock, the Excise . . Commissioner took full precautions otherwise, in the- 



matter of handling stocks of alcohol both from State Ex- 
~ i s e  point of view as also from the point of view of cus- 
toms in terms of the authority given to him. They have 
stated that it is in this very context that it was initially 
pointed out how the demand raised by the Collector of 
Customs could not stand. They have further stated that 
the word 'mis-conceived' appears to have been used, in- 
advertently (and not with any derogatory intention in 
its literal sense) in an attempt to clarify the position and 
convince the Government of India of the merits of the 
case." 

1.11. While the Committee do not, in view of explanations far- 
mished, wish to pursue their recommendation for an investigation 
'into the circumstances leading to the non-observance of the con- 
ditions of exemption by the West Bengal Government, they 
would reiterate their earlier view- that as the agency entrusted 
with the collection of Customs duty, the Central Board of Excise 
& Customs should have exercised greater care and taken adequ- 
ate steps to ensure that there was no misuse of the imported al- 
cohol rather than depending entirely on the State Excise authori- 
ties. The basic defect in this case appears to be that the respon- 
sibility for denaturing of the imported alcohol (which should have 
been done before the alcdol  moved out of customs control) was 
passed on to the West Bengal Government. I t  is also clear that, 
whatever might have been the arrangements made in this regard 
by the West Bengal Government, the basic purpose for which the 
exemption from customs duty had been granted wae defeated by 
the diversion of the alcohol for potable purposes. The Commit- 
tee ask for greater care to be constantly exercised in such cases 
by the Board in future. 

Recovery of duty on alcohol diverted for potable purposes. (Para 
graph 4.9-SI. No. 9) 

1.12. In paragraph 4.9 of the Report, the Committee had observed 
-as follows: 

"The Committee have been informed that in respect of 
diversions relating to the imports during 1972-73, a de- 
mand for duty of Rs. 22.98 crores has been raised by the 
Collector of Customs, Calcutta against Alkali Chemical 
Corporation, who had filed the bill of entry on behalf of 



Government of West Bengal, the licence holder. In addi- 
tion, the duty payable on. a further quantitity of 2.94 lakh 
litres of alcohol imported during 19'7%74 .and diverted 
for the manufacture of potable liquor works out to 
Rs. 2.35 crores and a demand has been raised in this case 
also. The Committee have been informed that these cases 
of diversion will have to be adjudicated by the Collectw 
of Customs, Calcutta. The Committee would like to know 
urgently whether the duty has since been recovered in 
respect of diversion during 19'72-73 and 1973-74." 

1.13. In their Action Taken Note dated 21 January 1976, the 
Department of Revenue & insurance have replied: 

"It has been ascertained from the Custom Mouse, Calcutta 
that the adjudication proceedings in respect of the de- 
mands raised by the Customs House are still pending. 
The amount of duty has, therefore, not yet been re- 
covered." 

1.14. The Committee are disturbed that there has been no finality 
as get on the question of recovering Customs duty amounting to 
Rs. 25.33 crores on the imported alcohol diverted for the manufacture 
of potable liquor in West Bengal. The lapse of nearly three years 
since the demand notices were issued is a serious default. The 
C o d t t e e  urge that the adjudication proceedings, stated to be 'still 
pending' must be completed without the least delay and all necessary 
follow-up action initiated forthwith. The Committse would also 
to be informed of the reasons for the pendency of the adjudication 
proceedings for such a long period. 

Movement of alcohol imporred by Synthetics aud chemicals Ltd. 
(Panugraphs 4.11 and 4.12-4. Nos. 11 and 12). 

1.15. Dealing with the imports of ethyl alcohol allowed for the 
manufacture of synthetic rubber by Synthetics and Chemicals Ltd., 
the Committee, in paragraphs 4.11 and 4.12 of the Report, had, intm 
a h ,  observed as follows: 

"4.11. The import of ethyl alcohol allowed during 1972-73 
for the manufacture of synthetic rubber by Synthetics and 
Chemicals Ltd. and the exemption of customs duty thereon 
cause greater concern to the Committee. The Committee 
have been informed that the revenue effect of this exemp 
tion under item 22 (4) ICT, works out to as much as  

206 L%2. 



Rs. 102.94 mores and an amount of Rs. 88.20 lakhs had 
bem allocated in foreign exchange for the import. Even 
though the imports had been permitted on a plea of ur- 
gency to meet the raw material requirements of the fac- 
tory, the Committee are amazed to And that the alcohol 
actually moved from the port of import, Kandla, to 
Bareilly only during July to O d o M  1974--more than 18 
months after the actual import into India What is even 
more surpridng is the fact that after having imported the 
alcohol Synthetics and Chemicals LM. represented for its 
reexport or diversion to other uses." 

"4.12. The Committee are unable to accept the reasons ad- 
vanced by the Ministry of Petroleum and Chemicals for 
the delay in the movement of alcohol ' from Kandla to 
Bareilly. It has been stated that one of the reasons for the 
non-movement of alcohol was the general shortage of 
wagons. The Committee, howwer, were astonished when 
they were informed by the Railway Board that no indents 
for tank wagons for the movement of alcohol from Kandla 
to Bareilly had been placed on the Railways by Synthetics 
and Chemicals LM. in 1972-73. The statement by the Min- 
istry of Petroleum and Chemicals, therefore, sounds base- 
less in the light of what has been stated by the Railway 
Board. The imported alcohol must have found its way 
into uses other than what was stipulated." 

1.16. In their Action Taken Note dated 20 August 1975, the Minis- 
try of Petroleum and Chemicals have stated: 

"Mjs. Synthetics and Chemicals La., Bareilly, have intimated 
that in order to move the imported alcohol from Kandla 
to their factory at  Bareilly, they made efforts to obtain in- 
formation from the Railways in regard to the availability 
of tank wagons and in this connection, they have produc- 
ed photostat copies of the under-mentioned letters: 

(i) Letter No. 73/TTII/TW 186 dated 19-1-1973 from Min- 
istry of Railways regretting inability to provide tank 
wagons for movement of alcohol from Kandla by 
broadgauge route. 

(ii) D.O. letter No. 73/TTII/TW/86 dated 3-2-1973 from 
Shri . . . . Director, Trafac Transportation, Railway 
Board to Shri . . . . regretting inability to provide faci- 
lities for movement of alcohol by broadgauge and 



suggesting movement in block rtikes upto Baheri by 
metergauge. 

@ii) Letter No. 73/TI111TW186 dated 15-5-1973 from the  
Ministry of Railways pointing out that the transport 
position by metergauge which was easy during the 
preceding two months was no longer there and there- 
fore regretting inability to assist in the movement of 
alcohol by the metergauge routes. 

The above correspondence shows that M/s. Synthetics and Che- 
micals had approached Ministry of Railways for assistance in the 
movement of alcohol from Kandla during the period January to May 
1973. Initially, M/s. Synthetics and Chemicals tried to obtain wagons 
a n  broadgauge but Railways suggested movement by metergauge. 
Subsequently when M/s. Synthetics and Chemicals were prepared 
.to move alcohol by metergauge, the position had changed and 
Railways regretted their inability to provide even meterguage 
wagons. 

Thus, during the period January to May 1973, M/s. Synthetics and 
Chemicals were unable to obtain Railway wagon for the movement 
of alcohol. During that year, the factory of M/s. Synthetics and 
Chemicals remained closed for over a period of 43 days in January 
to  March 1973. The factory was further closed in account of labour 
strike for 77 days in June to August 1973. This reduced their total 
requirement of alcohol substantially as also their dependence on im- 
ported alcohol. In the circumstances, M/s. Synthetics and Chemi- 
cals were no longer keen on utilising imported alcohol which was 
costlier than the indigenous alcohol. However, the company's pro- 
posal for re-export/diversion of the imported alcohol was not agreed 
So." 

1.17. As pointed out in paragraph 3.33 of the 172nd Report (Fifth 
Lok Sabha), the Committee had enquired from the Ministry of Rail- 
ways (Railway Board) whether any indents had been placed by 
Synthetics and Chemicals Ltd. for tank wagons for the movement 
of alcohol from Kandla to Bareilly in 1972-73. The relevant com- 
munication addressed to the Ministry in this regard, on 31 October 
1974, is reproduced below: 

"The Chairman, Public Accounts Committee desires to have 
the following information immediately in connection with 
consideration of para 14 (ii) relating to grant of e x e m p  
tions on imports of ethyl akohd ,  of Camptroller and 
Auditor General's Report for 1972-73, Union, Government 
(Civil), Revenue Receipts, Volume I, Indirect Taxes. 



(1) Whether any tanker wagons had been indented by 
MIS. Synthetics and Chemicals or their representa- 
tives for transport of ethyl alcohol from Kandla to 
Bareilly during the year 1972-73? 

(2) If so, the number of tanker wagons indented ant3 
actually supplied to the party. 

(3) The wagon numbers and railway receipt numbers 
relating to the transport of ethyl alcohol from Kandla 
to Bareilly; 

(4) Total amount of freight realised from M/s. Synthetics 
and Chemicals for transport of ethyl alcohol. 

It is requested that the aforesaid information may 
kindly be furnished immediately and in any c-e by the  
14th November 1974." 

1.18. In their re& dated 12 November 1974, the Ministry of 
Railways (Railway Board) had stated as follows: 

"The undersigned is directed to refer the Lok Sabha Secre- 
tariat to their O.M. . . . . . . dated 31st October 1974.. . . and 
to state that no indents for movement of ethyl alcohol in 
tank wagons ex. Kandla to Bareilly were placed by M/s. 
Synthetics and Chemicals during the financial year 1972-73. 
Hence the replies to other points are also 'Nil'." 

1.19. The Committee find that while the Ministry of Railways 
(&ailwhy Board) had informed them, in November 1974, that no in- 
dents for the movement of ethyl alcohol in tank wagons had been 
placed on the Railways by Synthetics and Chen~icals Ltd. in 1972-73, 
the company have now furnished to the Ministry of Petroleum & 
Cbgdcals  photostat copies of the correspondence exchanged bet- 
ween them and the Ministry of Railways, showing that they had 
approached the Ministry for assistance in the movepent of alcohol 
from Kandla during the period January to M a y  1973. Since the dis- 
crepancy is serious, the Committee would f i e  the Ministry of Rail- 
ways to state the correct factual position immediately. What appears, 
prima facie, to have been an incorrect reply furnished to the Corn. 
d e e  must also be explained and responsibility fixed for an appa- 
r d l y  serious default. The Committee require a further detailed 
m r t  in this regard without delay. 



Jhvestiga@n by the CBI inh imports by Synthetics and Chemicals 
Ltd. (Paragraphs 4.16 and 4.18-41. Nos. 16 and 18). 

1.20. In regard to this import, the Committee, in paragraphs 4.16 
a n d  4.18 of the Report, had further reommended: 

"4.16. The Committee also note from the statement of details 
of imported alcohol despatched from Kandla to Bareilly 
that a t  the Kandla end there was a storage gain of 53,107 
litres. I t  is further seen fmm the consignment-wise des- 
patches from Kandla to Bareilly that there are wide varia- 
tions between the quantity despatched from Kandla and 
the quantity received at Bareilly. While the Committee 
can understand transit losses due to  evaporation, spillage 
etc., they, however, find i t  difficult to accept how the 
quantity received at Bareilly in respect of individual con- 
signments could be more than the quantity despatched 
from Kandla. For instance, in one case the difference bet- 
ween the quantity despatched and the quantity received is 
as high as nearly 14,000 litres. All these are indeed mys- 
terious. I t  is also significant to note that these details had 
been furnished by the Assistant Collector of Central Ex- 
cise, Bareilly only on 26th November 19'74. i .e. when the 
case was under scrutiny by the Committee. Till the Cum- 
mittee raised this point. the Central Board of Excise and 
Customs were not aware when and whether the alcohol 
had moved from Kandla to Bareilly. The Committee 
would not, therefore, accept the data furnished at their 
face value and are inclined to believe that there is more 
to it in this transaction than what meets the eye." 

"4.18. After an examination of the various facts brought ou: 
in this case, the Committee would like to be satisfied that 
the alcohol which moved from Kandla to Bareilly during 
July to October 1974 was in fact the alcohol that was im- 
ported in December 1972. The Committee consider this 
important in  view of the fact that the a lohol  had been 
stored at Kandla by the Distillers Trading Corporation. In 
these circumstances, the Committee recommend that this 
case should be immediately handed over to the CBI for a 
thorough and detailed investigation with a view to ensure 
that there has been no black-marketing or misuse of the 
imported Alcohol . The Committee desire that the investi- 
gation by the CBlI should be completed expeditiously and 
appropriate action taken against the importers if there 



have be* violatiops ~f the Impart Control Act and the 
Cuatcqns Act, The results of the investigation by t h e  

' CBI should also be intimated to the Committee as early 
as passible." 

1.21. With reference to the recommendation contained in para-. 
g a p h  4.18, the Department of Revenue & Insurance, in their Action 
Taken Note dated 3 February 1976, strated as follows: 

"The recommendation of the Public Accounts Committee has 
been considered by the Government. It has been decided 
with the approval of Minister for Revenue and Banking 
that in the first instance the matter should be enquired 
into through a senior officer in the Department of Revenue 
and Banking. The results of the enquiries made will be 
reported to the Committee in due course." 

1.22. As regards the Committee's observations in paragraph 4.16, 
the Department have stated: 

"It may be mentioned that para 4.16 of the PAC's 172nd 
Report contains an observation wherein the Committee 
have pointed out the discrepancy between the quantity 
of alcohol despatched from Kandla and that received at 
Bareilly. This point will also be covered by the investi- 
gation contemplated in the 'action taken note' on para 
4.18 of the Report of the PAC.'' 

1.23. The Committee cannot appreciate the reluctance of the 
Department of Revenue & Insurance to refer the case of imports 
of ethyl alcohol by Synthetics and Chemicals Ltd. to the Central 
Bureau of Investigation for a thorough investigation with a view 
to ensuring that there had been no misuse or dhersion of the im- 
ported alcohol. A departmental enquiry, by its very nature, can- 
not serve the objectives the Committee had io view while reeom- 
mending specifically that the case should be handed over to the 
CBI. The Committee would, therefore, reiterate their recom- 
mendation 3n this regard and wwld ask Government to move 
zealously m the matter so wi to allay the doubts and suspicions 
generated over this transactian 

1.24.The C~mmittee d d  also like to be Wormed whether 
t,he veracity and genuineness of the detsifa of the imported alcohol 
deqrptdred from K a d a ,  to B d y ,  fhdsbed by the h&tant  



Collector of Central Excise, Bareilly, had been independed~ verb 
fled by the Central Board of Excise & Customs since there appear 
to be wide variatiaats that need to be explabd in the quantib 
despatched from Kandla and those received at Bareilly. 

Review of existing position relating to grant of exemptions fio7n 
duty. (Paragraph 4.20431. No. 20). 

1.25. Dealing with the general issue of the grant of exemptions 
from duty by the executive, the Committee, in paragraph 4.20 of 
the Report, had recommended: 

"The Committee have been informed that during the period 
January 1968 to February 1974, a total quantity of 1.07 
lakh metric tonnes of ethyl alcohol had been imported 
from abroad. The duty payable on these imports calcu- 
lated under item 22(4) ICT works out to Rs. 1015.49 
clores. That such a staggeringly large sum of customs 
revenue should have been foregone during a short span 
of 6 years would indicate that at  present the executive 
enjoys the unfettered right h grant exemptions from 
duty. The Committee feel that the existing position in 
regard to grant of exemptions by the executive through 
notifications or ad hoe special orders leaves a lot to be 
desired. It is necessary to bear in mind that the power 
given by Parliament to the executive to allow exemptions 
from duty as is only a form of delegated or subordinate 
legislation and this power should not be so freely and 
widely used so as to vitiate the intentions of the Legis- 
lature. In paragraph 1.25 of their 111th Report (Fourth 
Lok Sabha) , the Committee had earlier recommended 
that all exemptions involving a cent per cent relief from 
duty should have the prior approval of Parliament. 
Having regard to the points now brought to light in this 
case and also having regard to the administrative consi- 
derations the Committee would suggest that individual 
exemptions under Section 25(2) of the Customs Act in 
which the revenue foregone exceeds Rs. 10 crores in each 
individual case should be given only with the prior 
approval of Parliament" 

1.26. In their Action Taken Note dated 19 September, 1975 on 
the above recommendation, the Department of Revenue & Insurance 



have stated: 

". . .In this connection, an extract of the reply sent to the 
Committee with reference to that recommendation is 
enclosed." 

1.27. The relevant extracts from the reply furnished by the 
Department of Revenue & Insurance to the Committee's earlier 
recommendation in this regard contained in paragraphs 1.25 (iv) and 
(v) of their 111th Report (Fourth Lok Sabha) are reproduced 
below: 

"The recommendations/observations made by the Committee 
have been examined by the Government and the follow- 
ing decisions have been taken: 

After very careful consideration, the Government have come 
to the conclusion that it is not feasible to accept these 
recommendations. Apart from the fact that in the cases 
where full exemption from duty is granted (either by 
notification or a special order) there is greater justification 
and urgency in doing so than in other cases, the number 
of such special orders issued under Rule 8(2) of the 
Central Excise Rules or under Section 25(2) of the 
Customs Act, 1962, is so large that it would not be possible 
to either await the Parliament's approval before issuing 
them, or, to move a motion and get it discussed within 
a specified time. Already, all the notifications which are 
issued by the Executive, are placed before the Parliament 
and it will also be possible to place the Special Executive 
Orders in favour of individual parties or organisations 
issued by the Executive, are placed before the Parliament 
Section 25(2) of the Customs Act, 1962, before the Parlia- 
ment. This procedure should, the Government feel. meet 
the point made by the Committee. 

The recommendation of the Committee will also necessitate 
an amendment of the Customs and Central Excise Laws. 

The new Central Excise Bill is to be re-introduced in the 
new Lok Sabha and, if considered necessary, the specific 
recommendation could be examined by the Select Com- 
mittee to be appointed for the consideration of that Bill." 

1.28. The following table indicates the total number of exemp- 
tions issued, during the period from 1970-71 to 1973-74, under Section 



25(2) of the Customs Act, 1962, the revenue effect of these exemp- 
tions, number of cases in which the exemption involved in each 
case exceeded Rs. 10,000 and the revenue foregone in these cases: 

Total No. of 
No. of ex. Revenue effect cases in Revenue forcgore in 

Year emptions which ex- cases at  (iv) 
emption 
involved ex- 
ceeded 
Rs. ~o,ooo 

(ii) (iii) 
- 

Rs. Rs. 

Fig.lres were stated to be provisional by the Ministry of Finance. 

1.29. The Committee regret the reluctance .of the Finance 
Ministry to wcept their recommendation that individual exemp- 
tion from duty under Section 25(2) of the Customs Act, 1962 in 
which the revenue foregone exceeds Rs. 119 crores in each indivi- 
dual case should be given only with the prior approval of Parlia- 
ment. While specifying this monetary limit, the Committee had 
given due c o d e r a t i o n  to the administrative and practical diB- 
culties involved as well as to the reply furnished earlier to their 
recommendation contained in paragraph 1.25 of t h e i ~  111th Re- 
port (Forth Lok Sabha) that all exemptions involving a cent per 
eent relief from duty should require prior Parliamentary approval. 
From an analysis of the total number of exemptions issued under 
Section 25(2), during the  period 1970-71 to 1973-74, it is seen that 
the number of individual cases where the revenue effect of the 
exemption would be Rs. 10 crores or more is not likely to be large. 
Obtaining prior Parliamentary approval in such cases, therefore, 
should not pose any problems. In the circumstances, the Com- 
mittee cannot accept the Ministry's reply in this regard and would 
reiterate their earlier observation which should not be too dif% 
cult to implement. 



CHAPTER II 

REOMMENDATIONS I OBSERVATIONS WHICH HAVE BEEN 
ACCEPTED BY G O W N M E N T  

Recommendation 

The Committee also find that the decision to grant the exemp- 
tion in respect of the first import of ethyl alcohol during 1972-73 
had been taken by the Finance Secretary and orders for the grant 
of exemption from duty in respect of the second import had alone 
been passed by the Minister. The Committee have been informed 
that there are no specific orders regarding proposals which should 
be invariably submitted to the Minister concerned for approval. 
Since the Ministry, according to their own calculation, were allow- 
ing an exemption involving a revenue effect of more than a crore of 
rupees, the Committee are of the opinion that the specific approval 
of the Minister should have been obtained. The Committee under- 
stand that at  present only cases where the expenditure involved or 
the expenditure proposal is over Rs. 1 crore are normally submitted 
to the Minister for approval. The Committee desire that a similar 
monetary limit for the grant of exemption from duty should also be 
prescribed. 

[S. No. 6, Para 4.6 of PAC's 172.nd Report (1974-75) 
5th Lok Sabha] 

Action Taken 

The recommendation of the Committee has been noted for 
implementation. 

[Ministry of Finance (Department of Revenue and Insurance, 
O.M. No. 369119175-Cus-I, dated 21-1-1976] 

Recommendat ion 

Another reason for the non-movement of dcohol, according t o  
the Ministry of Petroleum and Che micals, was the Imposition of a 
vend fee on indigenous alcohol by the U.P. Government against 
which the firm filed a case in the Allahabad High Caurt. Since the  
vend fee was leviable only on indigenous alcohol and the imported 
alcohol had also arrived by the time the fee was imposed, the C m -  
mittee find no justification for the delay in the movement of alcohoT 



to Bareilly. In viaw of the dispute over indigenous alcohol Synthe- 
Ws and Chemicals Ltd. should have been all the more anxious to. 
move the imparted alcohd so as to ensure that the production of 
synthetic rubber did not suffer. That this was not a t  all done would 
indicate that the impart licence had been obtained more for specu- 
lative gains than to meet any valid requirements. Otherwise the 
Committee are unable to understand the reasons for Synthetics and 
Chemicals wanting to reexport the alcohol or divert it to other 
uses. 

[Sl. No. 13, Para 4.13 of PAC's 172nd Report (1874-75), 5th Lok 
Sabha] 

Action Taken 
Government agree with Committees' observation that the Com- 

pany's dispute with the U.P. Government regarding imposition of 
"Vend fee" would not justify delay in movement of the imported 
alcohol; rather it should have made the Company more keen to use 
it. 

[Ministry of Petroleum and Chemicals O.M. No. L-12027 (15) 175- 
Ch. 11, dated 20-8-19751 

Recommendation 

If at all the import by Synthetics and Chemicals was justified, 
the Committee are unable to understand why the firm was allowed 
to import undenatured alcohol instead of denatured alcohol, when 
this alcohol was specifically required for the manufacture of Synthe- 
tic Rubber and the denaturant could have been specified in this 
case. The Committee are surprised to find that while recommend- 
ing import of ethyl alochol the Ministry of Petroleum and Chemicals 
had not examined whether the alcohol should be denatured before 
importation. The Committee are firmly of the view that this should 
have been done to prevent the misuse of the alcohol after importa- 
tion. The Committee desire that responsibility for this should be 
fixed for action under advice to the Committee. 

[S. No. 17, Para 4.17 of PAC's 172nd Report (1974-75), 
5th Lok Sabha]' 

Action Taken 

As has been stated earlier, the Minist~y of Petroleum and 
Chemicals uses its good offices in arranging supplies af aIoohol from 



t h e  surplus States to those which are deficit. The number of con- 
sumers of industrial alcohol is large and distribution is made to 
them by the concerned State Governments. In years when the 
availability of alcohol has been much lower than the demand, 
imports have been allowed only to the necessary extent. While 
determining the quantity of alcohol, if any, required to be imported, 
the availability of indigenous alcohol and the requirement of the 
various States are taken into account without reference as to 
whether for any particular unit it should be absolute alcohol, recti- 
fied spirit or denatured spirit. Hence, the usage in this Ministry of 
the genetic description 'alcohol'. 

The Ministry of Finance (Department of Revenue & Insurance) 
however, granted exemptions from payment of customs duty on 
imported alcohol subject to the following conditions:- 

That the alcohol 
(i) is already denatured to the satisfaction of the Government 

of that State; or 

(ii) would move under bond to bonded warehouses under the 
control of the Commissioner of Excise of that State and 
that the use of alcohol will be under his supervision. 

Sufficient care was thus taken so that the alcohol was denatured 
before its use. 

The observations of Public Accounts Committee to the effect' 
that instead of rectified spirit, denatured spirit should have been 
imported when there was a single consumer, have been noted for 
future guidance. 

[Ministry of Petroleum and Chemicals O.M. No. L-12027 (15) 175- 
Ch. II, dated 20-8-19751 



RECOMMENDATIONS~OBSERVATIONS WHICH THE COM- 
MITTEE DO NOT DESIRE TO PURSUE IN THE LIGHT OF 

THE REPLIES OF GOVmNMENT 

Recommendation 

It  would be evident from the fact that out of alcohol imported 
in West Bengal during 1972r73 28.20 lakh litres had been diverted 
for the manufacture of potable liquor, that in many cases the 
alcohol imported was not denatured as required in the orders grant- 
ing exemption from customs duty. The Committee desire that the 
circumstances leading to the non-observance of the conditions of 
exemption by the West Bengal Government should be investigated 
immediately. The Committee are unable to accept the plea of 
replenishment put forth by the West Bengal Government for 
diverting the imported alcohol for potable purposes. Even assum- 
ing that such a diversion had been necessary the West Bengal Gov- 
ernment should have kept the Central Government informed and ob- 
tained their approval before permitting the diversion and not done i t  
suo moto. The fact of diversion of the alcohol came to the notice of 
the Customs House, Calcutta only through a complaint by one Shri S. 
Chaudhri. This would indicate how inadequate the checks and 
safeguards prescribed were. What is even more surprising to the 
Committee is the fact that the West Bengal Government as the 
importer of the ethyl alcohol should have protested against the  
demand for duty raised by the Collector of Customs, Calcutta and 
considered it 'mis-conceived'. 

[S. No. 8,  Para 4.8 of PAC's 172nd Report (1974-75) 5th Lok 
Sabhafl 

Action Taken 

The exemption granted did not envisage denaturation of the 
entire quantity of ethyl alcohol. If permitted movement in bond 
fqr industrial use, without denaturation, under the supervision of 
tne State Excise authorities. The circumstances leading to the 



24 
dhersion of the above alcohol was explained by Commissioner of 
Excise, West Bengal in his D.O. No. 598-M.T., dated 31-7-73 to the 
'Under Secretary, Ministry of P. & C. and in the letter No. 2069-EX, 
.dated 18th December, 1973 from the Government of West Bengal, 
Excise Department to this W t r y .  (These letters have already 
been furnished to the Committee but copies are again enclosed.) 
(Annexures--1-11). The Commissioner of Excise has stated that 

.dudfig the ~lcahol  year orpend in D e m b w ,  1971 the Government 
of West Bengal were not In a position to meet the demands for 
denatured spirit from the allocations of indigenous alcohol after 
meeting the demand for their distilleries. However, they were 
expecting import from abroad to meet the bulk of their industrial 
requirements. Whatever alcohol they could have otherwise pro- 
cured from alcohol production and from the other States was mainly 
to be used by the distilleries which were also occasionally starving. 
Though they were formally allotted 13.80 million litres from other 
States by the Ministry of P. & C., they actually got only 10.80 million 
litrw of alcohol. In view of the shortage of alcohol otherwise, a 
major portion of this 10.W million bulk litres was to have been 
allotted by the Commissioner of Excise to their distilleries and only 
a small portion to the industries in view of the pending import 
from abroad for the industries. Since, however, the actual arrival 
of the stock from abroad took a long time and the industries could 
not be made to suffer for want of supplies on account of this with 
consequential lay&. industrial unrest etc. they had to advance a 
considerable extra quantity from the indigenous stock, meant for 
the distilleries, on a 'loan' basis, to other industries pending arrival 
of import from abroad on the clear understanding that on arrival of 
the imported stock from abroad the indigenous stock advanced by 
wag of 'lam' would be replenished and adjusted He has stated 
that in the circumstances, inspite of the heavy demands from distil- 
Isries, they thought it fit to allocate as much as 8.10 million litres to 
industries out of their total allocation receipt of 10.8 million bulk 
lit re^ from indigenous sources. On account of this extra advance 
accommodation, about 2.86 million likes were replenished when 
the imported stock arrived from abroad. The Government of West 
Bengal stated thzt, in the instant case, had not the Excise Commis- 
sioner allotted to the industries, as 'loan', indigenous alcohol meant 
for potable purposes, pending arrival of overseas alcohol meant for 
industries, many alcohol-based industries would have come to 
halt, causing industrial unrest etc. Again, if the quantity of alcohol 
loaned' to the industries would not have been recouped when the 
overseas alcohol actually arrived many of the country spirit shops 
wauld hale gone dq- leading to a large scale illicit distillation d 
substandard liquor which often even causes death. The Govern- 



ment of Bes t  Bcngal has further stated that the diversion of over- 
seas alcohol was made in the best interest of all concerned. 

2. In view of the fact that the Government of West Bengal have 
already explained the circumstances for non-observance of the 
conditions of the exemptions, the Committee will perhaps appreciate 
that further investigation to ascertain these circumstances is not 
called for. 

3. The Government of West Bengal have stated that there was 
nothing rnalajide in the transactions. They have, however, admit- 
ted that to avoid even any technical breach of the conditions it 
would l m e  been better if Government of India's formal approval 
had been taken before undertaking the recoupment of the loan. 

4. With reference to the observations of the Public Accounts 
Comlnitteo about the inadequacy of the checks and safeguards, it 
may be mentioned that this Ministry had reposed confidence in the 
West Bcngal Goveriiment and it was expected that they would 
exercise due care to ensure that the conditions prescribed in the 
relevant ad hoc exemption orders were duly complied with. 

5. With reference to the observations of Public Accounts Com- 
mittee in the l x t  se~itence of the paragraph 4.8 under reference, the 
Governrwnt of West Bengal have explained that in arranging the 
initial loan to industrie? from the indigenous alcohol for potable 
purposes and finally recoupment from the imported stock, the 
Excise Commissioner took full precautions otherwise, in the matter 
of handling stocks of alcohol both from State Excise point of view 
as also from the poiqt of view of customs in terms of the authority 
given to him. They have stated that it is in this very context that 
i t  was initially pointed out how the demand raised by the CoIlector 
of Customs could not stand. They have further stated that the 
word 'mis-conc~ived' appears to have been used, inadvertently (and 
not  with any derogatory intention in its literal sense) in an attempt 
t o  clarify the position and convince the Government of India of the 
merits of the case. 

[Ministry of Finance (Department of Revenue and Insurance 
0 . M  No. 369120175-Cus-I, dated 10-12-19753 
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ANNEXURE-I 

COMMISSIONER OF EXCIS, WEST BENGAL, 
P-15, India Exchange Place, 

Extension, Calcutta-12. 
Dated 21st July, 1973 D.O. No. 5WM.T. 

Dear Shri Chowdhuly. 

Kindly refer to your D.O. Na.  4 (18) 172-Ch. I, datea 20th June, 
1973. 

2. I have n w  ,gone through the copy of letter dated 10th May, 
1973 from one S. Chowdhury of Serampore to the address of the 
Hon'ble Minister of Petrdeum & Chemicals and have made neces- 
s a ~ y  enquiries. 

The letter seems to be pseudonymous and the allegations made 
in it, a re  ma!icious. 

3. A copy of the letter was sent also to the Customs authorities 
in Calcutta m r t  the Ass stant Collector of Customs for Special 
Investigation Brarch, Custom House, Calcutta, called at the Excise 
Directorate on 31st May, 1973 and wanted to know how the over- 
seas alcohol irzported inso West Bengal upto the end of May, 1973 
was utiliscd. Details were furnished to him of how 43.90 million 
bulk litres of imported alcohol were allocated amongst the various 
consumers. 

4. The Customs authorities have followed up these enquiries by 
two notices h e a r i ~ g  the same number and date namely S. 21 Gr.1 (p) 
76173.4, detcd 26-6-73 calling upon M's. Alkali & Chemical Corpo- 
ration cf I n d i ~  Ltd. to pav customs duty in respect of quantities of 
imported alconol said tc have not been used for industrial purpose 
as follows:- 

Qnan~ity of alcohol s a d  to have rot been A m o m t  of customs c'uty demardcd. 
used fur i~dustris l  pt3rpc*sts - -- ------- ---------------- 

( 1 ,  1-05 million bulk litrcs . . Rs. ro,31,55,230-40 
(2, I 70 mdliorl bulk litres . , Rs. 16,7a,27,114-92 

Copies of the notices are enclosed for your perusal.. 



Barring a little discrepancy, the quantities mentioned above 
aeerri. to be the quantities that were released to our distilleries. 

6. It may be recalled that as the last alcohol year opened in 
December, 1971 we saw ?hat we were not in a position to meet, after 
meeting the demand of our distilleries, the demand for denatured 
spirit or of other industries from the allocations of indigenous 
alcohol that we received from your Ministry. 

We were, however, expecting import from abroad to meet the 
bulk of our industrial requirement. Whatever alcohol we could 
have otherwise from local production and import from other States 
was therelore, mainly t~ he used by the distilleries which were also 
occasionally starving. Though we were formally allotted 13.80 
million litres for import from other States by your Ministry we 
actually got only 10.80 million. In view of the shortage of alcohol 
otherwise, a major portion of this 10.80 million bulk litre was to 
have been allotted by us to our distilleries and only a small portion 
to the industry in view of the impending import from abroad for 
the industries. Since, however, the actual arrival of the stock from 
abroad took a long tin12 and the industries could not be made to 
suffer for want of supphes on account of this with consequent lay- 
off, industrial unrest ctc., we had to advance a considerable extra 
quantity from the indigelious stock meant for the distilleries on a 
loans basis to other industries pending arrival of import from abroad 
on the clear understandine that on arrival of the imported stock 
from abroad the indigenvus stock advanced by way of loan would 
be replenished and adjusted. This evidently had to be done only to 
save the situation and with no intent whatsoever to defraud the 
Government of India of taxes. We may mention that we had been 
moving the Government l ~ f  India for imports well in time but the 
decision to import was taken at a much later date and the imports 
arrived after considerable time and hence we had to face the 
situation. 

We could have well decided not to advance by way of loan any 
stock meant for distilleries to the industries in the hard times 
mentioned, but that wou?d have led to a total dislocation in other 
industries though it might have saved us from the present embar- 
rassing situation totally due to misunderstanding on the part of 
Customs authorities, lnspite of the heavy demand from distilleries 
we, in the circumstances, thought it fit to allocate as much as 8.10 
millior. bulk litres to industries out of our total allocation receipt 
out of 10.80 million bulk litres from indigenous sources. I t  was 
only from this extra advance accommodation that we had 2.85 



million bulk litres reple~jshcd when the imported stock arrived. 
from abroad. Compared with the quantity of nearly 44 million 
bulk Utres of imported alcohol, this quantity is negligible. 

6. The Government of India in the Ministry of Finance exempted 
imported alcohol from the payment of customs duty subject to an 
undertaking being given that the alcohol would be use? solely for 
the industrial purposes in the State of West Bengal and to produc- 
tion of certificates to the effect that the said alcohol- 

(i) is already dennti~red to the satisfaction of the Govern- 
ment of West Bengal or, 

(ii) would have under bond to bonded warehouses under the 
control of the Commissioner of Excise, West Bengal and 
that the use of alcohol would be under his supervision. 

I do not quite see why the local customs authorities should think 
that the above conditfons have not been complied with. Obviously 
they have ovcrlooked the fact that whatever imported alcohol has 
been transferred to the distilleries has been transferred by way of 
reimbursement of alcohol that was diverted earlier from the distil- 
leries to other industries. It is needless to say that all overseas 
alcohol moved under konrl to bonded warehouses under my control 
and it was used under my supervision. 

In these circumst~mces I have no doubt that the notices referred 
to above, which the l o c ~ l  customs authorities have thought fit to 
issue without further consultstion with me are misconceived. As 
the cnrire background against which the Government of India per- 
mitted alcohol to be ~rnported into West Bengal, free of customs 
duty, 1s known to yar*. 'ilinistry, I shall be grateful if your Ministry 
kindly explain the position to the appropriate authorities so that 
the notices are rescinded. 

7. I am also keeping Dr. K. S. Tiwari of DGTD informed of this 
development. 

With regards, 
Yours sincerely, 

S d 8 -  S. Mukerji, 
3 1-7-73. 

Shri J. A. Chowdhury, 
Under Secretary, 
Gouernmen? of lnd i n .  
Ninisttg of Pcttolcum a?rd Chemicals, 
Nem De!hi. 



EXCISE DEPARTMENT 

;No. 2069-Ex. Lated Calcutta, the 18th Decembe~, 1973. 
Jrorn: 

Shri A. K. Mukerji, T.A.S., 
Secretary to the Government of West Bengal. 

The Deputy Secretary to the Government of India, 
Ministry of Finance, Department of Revenue & 
Insurance, New Delhi. 

S i r ,  

I am directed to refer to your D.O. No. 3551114j73-Cus.1, dated 
15th November, 1973, addressed to Shri T. Ghosh, former Special 
Secretary, Excise Department, Government of West Bengal and to 
your letter No. 355'11417.3-Cus.1. dated 1st December, 1973 forward- 
ing therewith a copy of your letter of even number dated 28th 
Spctember. 1973 and to say that the cil,curnstances leading to the 
diversion of overseas alcohol for potable purpose were clearly 

explained in the Excise Comn~issioner's D.O. No. 598-M.T., dated 31st 
July,  1973 addressed to the Under Secretary to the Government of 
India, Petro Chemical Idinistry, copy of which is enclosed for your 
information. This D.0, letter was issued with the approval of the 
Statc Government. 

I would like to mention in this connection that the Excise 
Commissioner is the competent authority to make distribution of 
rnolcsses jalcohol amongst the different categories of consumers. He 
has often to make arljustwmt as and when necessary in the interest 
not only of the industrinl 2nd other consumers but also of the 
public. In the instant case had not the Excise Commissioner allot- 
ted to the industries as '!om' indigenous alcohol meant for potable 
purpose, pending arrival of overseas alcohol meant for industries, 
many alcohol-based industries would have come to a halt, causing 
industrial unrest, etc. Aqain if the quantity of alcohol 'loaned' to 
the  industries would not have been recoup when the oversea 
alcohol actually arrived, many of the country spirit shops wodd 



have gone dry, loading to large male W t  distillation of sub-etondard 
Bqmor which often even causes death. It will thus appear that t he  
diversion (which was actually recoupment) of overseas alcohol 
w6s made in the best interest of all concerned. 

As regards the suitability of overseas alcohol for human con- 
sumption, a sample of the imported synthetic alcohol was examined,' 
before issue to the retail vendors, in the analytical laboratory of 
M/s. Smith Stainstreet & Co. Ltd. and was found to conform to 
U.S.P. (United States Pharmacopoeia) speciflcation for alcohol; the 
report did not indicate presence of any substance injuries to t h e  
human system. There has been no specific complaint of any bad 
reaction from consumers. A copy of the certificate is enclosed. 

A sample of the same alcohol was also examined by the Chemical 
Examiner of the State Government. A copy of his report is 
enclosed. 

Yours faithfully, 
Sd 1 -  Secretary. 

18-12-73, 

The Committee also find that while permitting the import of ethyl 
alcohol by Synthetics and Chemicals a quantity of 8) million litres 
of alcohol available indigenously in Uttar Pradesh had been retained 
as cany-over stock for the next year which proves that there was 
no real shcrtage. The Committee are unable to appreciate the  
rationale for resorting io costly imports when this quantity was  
available i2digenously. This needs to be explained. 

[S. No. 14, Para 4.14 of PAC's 172nd Report (1974-75), 5th 
Lok Sabha J 

Action Taken 

Caryy over of stocks from year to year is a normal feature while 
working out the availability of alcohol for purposes of allocation. At 
the end of the season some quantities generally remain unlifted by 
consuming units for various reasons and a minimum quantity is 
always left hehind in the tanks and vats of distilleries below the 
tap level which cannot be drawn. While the carry over stock from 
tbe previous year taken into account in assessing the availability of 



dcp;JPol in U.P. W i n g  1P71-72 was 11.16 million lit- the carry 
over stock allowed for the next year was only 8.5 million litres. ' 

[Ministry of Petroleum and Chemicals O.M. No. L-12027 (15) 176- 
ChII, dated 20-8-19'751 

Recommendation 

The Committee also find from a letter dated 25th April, 19r12 
from Alkali Chemical Corporation (ICI) that the eastern U.B. 
Distilleries held adequate stocks of alcohol, at  the time the appli- 
cation for import was made by Synthetics and Chemicals and that 
some of them did not have any pending allocation with them. Under 
t he  circumstances it is not at  all clear to the Committee whether 
the import on behalf of Synthetics and Chemicals was at  all justi- 
fied. 

[S. No. 15, Para 4.15 of PAC's 172nd Report (1974-75), 
5th Lok Sabha] 

Action Taken 

In the matter of availability of alcohol in different States, the 
Ministry of Petroleum and Chemicals is guided by the information 
furnished by tlit: respective State Governments. Whereas the letter 
of M's. Alkali Chemicals Corporation of India referred to by the 
Public Accounts Committee is dated 25-4-1972 it will be observed 
fror.! the information furnished by the Ministry of Petroleum and 
Chemicals that "the whole position regarding indigenous availability 
of alcohol in UP, was reviewed in the meeting of the Working 
Con?mit:ee of the Central Molasses Board held in the Ministry of 
Petroleum and Chemicals on the 20th May. 1972 which was attended 
by represcntati\.e of State Government of U.P. also". As a result 
of the review efforts were made to get 6 million litres of alcohol 
from Mah2rashtra for R? s. Synthetics & Chemicals and when thls 
did not materialize import was alloweri only after a further review 
of indigenous availabiiity was made in August 1972. 

[Ministry of Petroleum and Chemicals O.M. No. L-120?7(15) 175- 
Ch.11. dated 20-8-19751 

Recommendation 

The Committee also find that the State Trading Corporation who ' 

had handled the import of ethyl alcohol on behalf of Synthetic and 
Chemicals, had handed over the alcohol on the high seas. As this 
deprived the State Governments of the sales tax which would 



otherwise be due to them, the Committee desire that the juetika- 
tion for such a practice should be gone into and the unhetllthy 

, practice discontinued forthwith. 

[S. No. 19, Para 4.19 of PAC's 172nd Report (1974-75), 
5th Lok Sabhal 

Action Taken 

The sale of goods at the high seas concerns the State Trading 
Corporation of India. The Ministry of Commerce have, therefore, 
been requested to take necessary action under intimation to t h e  
Committee direct. 

[Ministry of Finance (Department of Revenue and Insurance 
O.M. No. 369 123 175-Cus-I, dated 3-9-1975] 

Recommendation 

Goods ?n the course of import are exempt from payment of sales 
tax. Sales tax is, therefore, not payable if goods are imported by 
a consumer directly against an import licence. However, if the 
items arc canaliseri through a public sector agency and if the goods 
are cleared by the canalising agency and then handed over to the 
release order holders, the sales tax becomes payable. In suitable 
cases, as in the present case of imports of ethyl alcohol for use in 
hospitals, in Defence Production or pharmaceuticals, the State 
Trading Corporation allows the goods to be delivered on the high 
seas so that the actual user importer is not burdened with the 
incidence of sales tax which he would not have paid if a direct 
licence had been give11 to him. In this connection, necessary 
extracts of Appendix 31 of the Import Trade Control Hand Book 
of Rules and Procedure is reproduced below: - 

"The following shall be deemed to be the condition of every 
licence issued under the Import Trade Control Order:- 

(i) No person shall transfer and no person shall acquire 
by transfer any licence issue? by the licensing autho- 
rity except under and in accordance with the written 
permission of the authority which granted the licence 
or any other person empowered in this behalf by such 
authority . 

(ii) that the goods for the import of which a licence is 
granted shall be the property of the licensee a t  the time 



of import and thereafter upto the time of clearance 
through Customs. 

Provided tHat the condition under item (i) and (ii) of the 
above sub-clause shall not apply in relation to the licences 
issued to the State4 Trading Corporation of India, the 
Minerals and Mews Trading Corporation of India an4 
other institutions or agencies owned or controlled by the 
Central Government and which are entrusted with 
canalisation of imports." 

By the above provisions in the Import Trade Control Order, a 
canalising agency has been allowed to transfer the goods on the 
high seas. The question of depriving the State Government of 
sales tax leviable on the goods in question does not arise. On the 
other hand, the State Government have, on account of canalisation 
of large number of items, become entitled to sales tax which would 
not be admissible to them if the imports of these items were not 
canaliscd 

[Mjn:stry of Commerce, Oflice of the Chief Controller of Import an? 
Export U.O. No. IPC (GENL.212,74 3656, dated 18-8-19751 



' RECOMMENDATIONS I OBSERVATIONS REPLIES TO WHICH 
HAVE NOT BEXN ACCESTED BY THZ COMMITEEE AND 

WHICH REQUIRE REITERATION 

The Committee find from the Audit paragraph that during the  
year 1972-73 a total of 315 exemptions were issued under Section 
25(2) of the Customs Act, 1962, having a revenue effect of Rs. 241.69 
crores. This works out to about 28 per cent of the net  customs 
revenhe of Rs. 857 crores realised during 1972-73. Out of an amount 
of Rs. 241.69 crores, as much as Rs. 232.19 crores represent customs 
duty foregone ir respect of only 2 cases of imports of ethyl alcohol 
in West Bengal. In computing the total amount of duty foregone 
as a result of exemptions under Section 25(2) in an other case of 
import of ethyl alcohol at Kandla, the duty on ethyl alcohol had 
been calculated under item 22(6)  ICT and intimated by the 
Ministry, while ethyl alcohol is correctly classifiable under item 
22 (4) ICT. If this is nlsc correctly calculated accordingly, the total 
customs duty folgone d1,ring 1972-73 actually works out to Rs. 344.08 
crores and this represents about 40 per cent of the net customs 
revenue of Rs. 857 crores. The Ministry of Flnance (Department of 
Revenue & Inswance) Ilavc however, contended that the levenue 
effect of the two exemptions relating to imports of ethyl alcohol in 
West Bengal is only Rs 1 57 clores. In support of this, the Ministry 
have stated that  ethyl alcohol meant for industrial use is assessable 
to  duty under item 2 2 ( 6 )  ICT The Committee, however, find that 
according to the Indian Customs Ta~iff ethyl alcohol is assessable 
undcr itern 22 (4) ICT and denatured spirit is assessable under 22 (6) 
ICT. The Customs Tariff does not also make any distinction 
between ethyl alcohol meant for industrial uses and for other uses. 
In the case of iniports in West Bengal, the commodity was admitted- 
ly, described as eth>.i alcohol in the import licence and the com- 
modity touched thc Indian shore as ethyl alcohol. Since the import 
duty becomes !cviable as soon as the act of importation is complete, 
the Committee feel ih;t thc ethyl alcohol should have been assess- 
able to duty only undcr item 22 (4) ICT. The Committee are unable 
to accept the plea of the Ministry that as conditions for denaturing 



'-a ethyl &oh01 had been specifled in the exemption orders tw- 
,u$ehtes curtomr duty forgone will have to be assessed w though *e 
.alcohol bad been denatured. According to Section 24 of the Customs 
A c t  where the doods are denatured or methylated, they should be 
chargeable to duty 8s applicable to goods generally imported in the 
denature4 or methylded form. I t  is only when Section 24 of the 
Customs Act comes mto play that an importer of ethyl alcohol can 

.elaim the benefit of the lower rates of duty under item 22(6) of the 
ICT as applicable to denatured spirit. For availing of the provisions 
of this Section, i t  is also necessarily for the importer to make a 
request in writing for the denaturation of the imported spirit. The 

.denaturation of the spirit will also have to be done according to the 
provisions of the Denaturation of Spirit Rules, 1972. The Committee 
find that in the case of imports of ethyl alcohol into West Bengal 
neither Section 24 of the Customs Act nor the rules framed there- 
under had been followed. The Finance Secretary has also stated 
during evidence that Section 24 of the Act and the rules framed 
thereunder are not applicable to this case and that the exemption 
from duty is subject to the conditions plescribed in the exemption 
olders and denaturation is one of these conditions. 

It  would, therefore, appear that while granting the exemption 
from customs duty the correct facts and the legal position had not 
been p~operly appreciated. Even though the note submitted by the 
Central Board of Excise and Customs to the Minister in this regard 
had clea~ly stated that ethyl alcohol was classifiable under item 
22(4) ICT no attempts had been made to quantity the revenue effect 
of the estlmption under item 22(4) ICT. On the other hand the 
revenue ttfyect of the exemption has been sought to be calculated 
under item 22(6) ICT when it had no relevance at all to the situa- 
t ~ o n  when Government had to exempt the alcohol from payment of 
customs duty. The Committee feel that the position should have 
been maue amply clear in the notes by quantifying the revenue 
effect under item 22(4) ICT, i .e. .  prior to denaturation so as to 
present the case objectively before the authority competent to take 
n dec-ismn whether du ty  should be exempted. 

E I ~ ~ I I  :!:.cepting, without conceding, that the revenue effect of 
the csclnpfions shocld have been calculated under item 22(6), as 
ca,ltc:ldc.d by thc Xinistry. the Committee find that while calculating 
thc wvcnuc effect of the exemption the Central Board of Excise & 
 custom^ had not taken into account the fact that out of approsi- 
matcly 25 million bulk litres of alcohol initiallv proposed to be 
imported from abroad for West Bengal, 2.5 million bulk l i t r e  were 
to be allotted to Govct.nment hospitals, the Defence Depsrtment 



; a d  other consumers and some quantity was $m be allotted to various 
pharmaceutical Arms. I t  has also been aceepkd that so far as the 

'pharmaceutical industry is concerned it would require ethyl alcohol 
as such and not in the denatured form. At the time of granting the 
exemption the Central Board of Excise and Customs was also aware 
that some quantity of alcohol was pusposed to be issued by the 
West Bengal Government to the pharmaceutical firms, hospitals, 
defence establishrnents etc. Therefore, it only stands to reason that 
while calculating the revenue effect of the exemption the duty that 
would be forgone on quantities of alcohol which would be utilised in 
the undenatured form should have been correctly calculated under 
item 22(4) ICT. This was not done. Under the circumstances, the 
Committee are unable to accept the contention of the Ministry of 
Finance that the revenue effect of the two exemptions relating to 
the import of ethyl alcohol in West Bengal was only Rs. 1.57 crores. 

[S. Nos. 1-5, Paras 4 .14 .5  of PAC's 172nd Report (1974-75), 
5th Lok Sabha] 

Action Taken 

Exemptions in question were granted on the recommendation of 
the Alinistry of Petroleurr & Chemicals on the ground that the c.i.f. 
price of imported alcohol was already higher than the price at  which 
indigenous alcohol wits made available to the alcohol-based indus- 
tries and if to that c.i.f. price import duty (even at the lower rate 
applicable to denatured spirit under item 22(6) ICT was added, 
the landed cost of thc imported alcohol would become so high that 
it would be uneconomical to use the imported alcohol in the alcohol 
hased industries. Had these exemptions not been granted, either 
the entire quantity of alcohol would have been imported in a de- 
natured condition or it would have been duly denatured before 
clearance from Customs. Having regard to these circumstances, 
:he revenue forgone should be calculated at the rate applicable to 
denature4 spirit under item 22 (6) ICT and on that basis the revenue 
loss in respect of alcohol imported in West Bengal during 1972-73 
would work out to Rs. 1.57 crores. 

The revenue effect if calculated under. item 22(4) ICT was not 
quantified as it was only theoretical having no practical relevance 
to this case. Revenue dfect under item 22(6) ICT was relevant 
in this case. If exemption was not granted, the alcohol in question 
would have been imported only in denatured condition or would 
have been denatured before clearance from customs. 



If duty was charged F#)M~&Q 2244) ICT, there would have 
been no imports because of the high rate of duty. In denatured 
form, duty forgone as a result of total exemption was not in,excess 
of that chargeabl6 under item 22(6) ICT. Ministry, therefore, 
*felt that calculation of revenue forgone under. item 22(6) ICT was 
clear to the realities ?f the situation in which Ethyl Alcohol had to 
be imported predorninantly for industrial uses. 

[Ministry of Finance (Department of Revenue and Insurance) 
0. M . yo .  369 118 175-Cus.-I, dated 87-9-19753 

Recommendation 

The Committee are also concerned to note that in this case 
adequate steps had not been taken to ensure that the alcohol was 
not diverted for non-industrial uses and that there has been a con- 
siderable diffusion of responsibility. The Committee feel that as 
the agency entrusted with the collection of customs duty, the Minis- 
try and the Central Board of Excise and Customs should have exer- 
cised greater care and taken adequate steps to ensure that there was 
no misuse of the imported alcohol rather than depending entirely 
on the West Bengal Excise Authorities. 

IS .  No. 7, Para 4.7 of PAC's 172nd Report (197475) 5th Lok Sabha] 

Action Taken 

Enquiries made from Custom Houses as to whether Ethyl alcohoI 
imported earlier and cleared in terms of exemption notification No. 
88-Cus. dated 5-6-68 had been properly accounted for in terms of the 
conditions stipulated in the exemption, had not revealed any irregu- 
larity. Accordingly, when ad ha:  exemption stipulating similar 
conditions was granted in 1972-73, the Ministry acted in the bona 
fide belief as in past that the State Government would ensure proper 
utilisation of the exempted Ethyl alcohol. I t  may also be mention- 
ed here that as soon as diversion of the ethyl alcohol for potable 
purposes came to the notice of the Custom House, immediate action 
was taken to issue demand notices and the parties concerned were 
called upon to account for the diversion that had taken place. 

[Ministry of Finance (Department of Revenue and Insurance) 
OM NO. 369'25174-Cuss-I, dt. 20.9-39753 



The imprt of. ethyl alcohol allowed during 197273 far  , fbre 
manufacture d synthetic rubber by Synthetics and Chenim$ Ltd. 
and the exemption of customs duty thereon cause greater concern 
to the Committee. The Committee have been informed under item 
22 (4) ICT, works out to as much as Rs. 102.94 crores and an amount 
af Rs. 88.20 lakhs had been allocatd in foreign exchange for the 
import Even though the imports had been p e d t t e d  on a plea of 
urgency to meet the raw material requirements of the factory, the 
Committee are amazed to find that the alcohol actually moved from 
the port of import, Kandla, to Bareilly only during July to October 
1974--more than 18th months after the actual import into India. 
What is even more surprising is the fact that after having imported 
the alcohol Synthetim and Chemicals Ltd. represented for the re- 
export or diversion to other uses. 

The Committee are unable to accept the reasons advanced by 
the Ministry of Petroleum and Chemicals for the delay in the 
movement of alcohol from Kandla to Bareilly. It  has been stated 
that pne of the reasons for the non-movement of alcohol was the 
general shortage of wagons. The Committee, however, were asto- 
nished when they were informed by the Railway Board that no 
indents for tank wagons for the movement of alcohol from Kandla 
to Bareilly had been placed on the Railways by Synthetics and 
Chemicals Ltd. in 1972-73. The statement by the Ministry oQ 
Petroleum and Chemicals. therefore, sounds baseless in the light 
of what has been stated by the Railway Board. The imported alco- 
hol must have found its way into uses other than what was stipu- 
lated. 

[S. No. 11-12. Paras 4.11-4.12 of PAC's 173nd Report (1974-75) 
5th Lok Sabha] 

Action Taken 

Mjs. Synthetics and Chemicals Ltd. Bareill.. have intimated that 
in order to move the imported alcohol from Kandla to their factory 
at Bareilly, they made efforts to obtain information from the Rail- 
ways in regard to the av4lability of tank wagons and in this con- 
nection, they have produced photostat copies of the under-mentioned 
letters (copies enclosed) (ANNEXURES 1-111) : - 

( I )  Letter No. 73'TTIITW186 dated 19-1-73 from Ministry of 
Railways regretting inability to to provide tank wagons 



for movement of a l d d  froPn Kandla by broadgauge 
route. 

(ii) D .O. letter No. 731n?IITW 186 dated 3-2-73 from Shrlt 
P . K . Ananta Narayanan, Director, Traffic Transporta- 
tion, Railway Board to Shri Tulsidas Kila Chand regretting 
inability to provide facilities for movement of alcohol by 
broadgauge and suggesting mwement in block rakes upto 
Baheri by Me4ergauge. 

(iii) Letter No. 731TTIIITW186, dated 154-73 from the Minis- 
try of Railways pointing out that the transport position 
by metergauge which was easy during the preceding two 
months was no lohger there and therefore regretting 
inability to assist in the movement af alcohol by the meter- 
gauge route. 

The above correspondence shows that M/s. Synthetics and Che- 
micals had approached Ministry of Railways for assistance in the. 
movement of alcohol from Kandla during the period January to May 
1973. Initially, M/s. Synthetics & Chemicals tried to obtain wagons 
on broadgauge but Railways suggesteci movement by metergauge. 
Subsequently when M/s. Synthetics & Chemicals were prepared to 
move alcohol by metergauge, the position had changed and Railways 
regretted their inability to provide even metergauge wagons. 

Thus, during the period January to May, 1973, MIS. Synthetics 
and Chemicals were unable to obtain Railway wagons for the move- 
ment of alcohol. During that year, the factory of M/s. Synthetics 
and Chemicals remained closed for over a period of 43 days in Jan- 
uary to March 1973. The factory was further closed on account of' 
labour strike for 77 days in June to August 1973. This reduced their 
total requirement of alcohol substantially as also their dependence 
on imported alcohol. In the circumstances MIS. Synthetics & Che- 
micals were no longer keen on utilising imported alcohol which was 
costlier than the indigenous alcohol. However, the Company's p m  
posal for re-export/diversion of the imported alcohol was not a g r d  
to. 

Ministry of Petroleum and Chemicals OM No. L-12027 (15) 175 CR-K,. 
dated 110-819TSf 



COPY OF MINISTRY OF RAILWAYS (RAILWAY BOARD) 
LETTER NO. 731TT.II[TW(M DATED 19-1-1973 ADDRESSED 

TO MIS. SYNTHETICS AND CHEMICALS LTD. 

SU~T: -Transpor t a t ion  Orf alcohol by Bmad Gauge Railway 
m g o y  from Kandla to Bhit~ucra 

REF.-Your Letter No F. 19C/347 dated 8-1-73. 

I have for acknowledgement your letter quoted above. This is 
an unplanned movement for which we have not provided any resour- 
.ces. I t  is regretted that your proposal to move this traffic in piece- 
meal by Board Gauge is not ameptable to the Railways as it will 
t i e  up a large nurdber of tank wagons which we can illafford a t  
present. Because of the unprecedented drought conditions, there is 
very heavy demand for petroleum products in the North-West area 
and our resources are fully committed to meet this traffic. Diver- 
sion of tank wagons from this traffic will, therefore, not be possible. 

.COPY OF D.O. L E m R  OF SHRI P. K. ANANTANARAYANAN, 
DIRECTOR TRAFFIC TR.ANSPORTATION. MINISTRY OF 
RAILWAYS ADDRESSED TO SHRI TULSIDAS KALI 

CHANiD, CHAIRMAN, M/S. SYNTHETICS & 
CHEhlICALS LTD., No. 73 TT.I1'TU7 86 

DATED 3-2-73 
r 

I have for acknowledgement your letter number SC GI1 dated 
15-1-73 addressed to the Minister for Railways. 

2. Messrs Seshadri and Pathak of your firm had already met US 
on the 18th instant when it was explained to them that their sug- 
gestion to move this traffic in piece-meal by Board Gauge would tie 
up a large number of tank wagons which we cannot afford to spare 
at present because of heavy demand for petroleum products, in the 
wake of the drought conditions in the country. I t  was however, 
suggested to them that if they muld organise this movement in 
block rakes by MG upto Baheri as was done in the past a few years 
ago, the Railways would try to assist in moving this trafac to the 
axtent possible. They had agreed to examine this proposal further 
and let us hear. We are awaiting further Communication on this 

subject. 



COPY OF MINISTRY OF RAILWAYS (RAILWAY BOARD) 
LETTER NO. 73/TT-11/86 DATED 15TH MAY, ADDRESSED 

TO M/S.  SYNTHETICS AND CHEMICALS LTD. 

I have for reference your letter No. F. 19.C dated 30-4-73 a d d d  
sed to M/s. Distillers' Trading Corporation Ltd./Bombay and copies 
to me. It  is unfortunate that you were not in a position to avail of 
the transport capacity for transport of Alcohol ex-Kandla by MG 
during the past 2 months when the position of tank wagon avail- 
ability was comparatively easy. Unfortunately, the position has 
now become extremely difficult because of the heavy movement of 
diesel oil to the North West area in connection with the massive 
food procurement during the Rabi Season. It  will, therefore, not 
be possible to arrange for the movement of power alcohol immedia- 
tely. As soon as the position improves, wagons will be made avail- 
.able for this movement. 

2. As already advised in this office letter of even number dated 
23-3-73, it is requested that your representative may be advised to 
call on Shri Prem Sagar, Tank Wagon Supdt./Bombay and finalise 
all the details so that t.he movement can be commenced as soon as 
tank wagons become available. 

Recommendations 

Para 4.16. The Committee also note from the statement of details 
cf imported alcohol despatched from Kandla to Bareilly that at 
the Kandla end there was a storage gain of 53.107 litres. It  is further 
seen from the consibmment-wise despatches from Kandla to Bareil- 
ly that there arc wide variations between the quantity despatched 
from Kandla and the quantity received at Bareilly. While the Com- 
mittee can understand t rans~ t  losses due to evaporation, spillage etc , 
they, however. find it  difficult to accept how the quantity received at 
Barielly in respect of individual consignments could be more than 
the quantity despatched from Kandla. For instance, in one case the 
difference between the quantity despatched and the quantity receiv- 
ed is a high as nearly 14,000 litres. All these are indeed mysterious. 
It is also significant to note that these details had been furnished 
by the Assistant Collector of Central Excise, Bareilly only on 26th 
November. 1974. i.e., when the case was under scrutiny by the 



Conlgjttee. Till the Committee raiwd.this.pint, the Central l3oar~% 
of Excise and Customs were not aware when and whether the alcohoP 
had moved from Kandla to Bareilly. The C m t t e e  wouid no* 
therefore, accept the data furnished a t  their face value and art 
inclined to believe that there is more to it in this transaction than 
what meets the eye. 

After an examination of the various hcts brought out in 
this case, the Committee would like to be satisfied that the alcohol 
which moved from Kandla to Bareilly during July to October, 1974, 
was in fact the slcohol that wes 'imparted in December, 1972. The 
Committee consider this important in view of the fact that the al- 
cohol had been stored at Kandla by the Distillers Trading Corpora- 
tion. In these circumstances, the Committee recommend that this 
case should be immediately handed over to the C.B.I. for a thorough 
and detailed investigation with a view to ensure that there has been 
no black-marketing or misuse of the imported alcohol. The Com- 
mittee desi* that the investigation by the C.B.I. should be com- 
pleted expeditiously and appropriate action taken against the impor- 
ters if there have been violations of the Import Control Act and the 
Customs Act. The results of the investigation by the C.B.I. should 
also be intimated to the Committee as early a s  possible. 

[S. Nos. 16 and 18, Paras 4.16 and 4.18 of PAC's 172nd Report 
(1974-75), 5th Lok SabhaJ 

Action taken 

The recommendation of the Public Accounts Committee 
has been considered by the Government. It has been decided 
with the approval of Minister for Fkvenue and Banking that in the 
first instance the matter should be enquired into through a senior 
deer in the Department of Revenue and Banking. The results of 
the enquiries made will be reported to the'committee in due course. 

It  may be mentioned that Para 4.16 of the P.A.C's l72nd 
Report contains an observation wherein the Committee have  
pointed out the discrepancy between the quantity of alcohol dea- 
patched from Kandla and that received at Bareilly. This point will 
also be covered by the investigation mntemplated in the 'actim 
taken note' as Para 4.18 of the Report of the PAC. 

[Ministry of Finance (Department of Revenue and Insurance) 
O.M. No. 369/7/75-Cus. I, dated 3-2-1876], 



The Committee have been informed that  during the period Jan- 
uary, 19fi8 to  February, 1974, a total quantity of 1.07 lakh metric 
tonnes of ethyl alcohol had been imported from abroad. The  duty 
payable on those imports calculated under item 22(4) ICT works out 
to Rs. 1015.49 crores. That  such a staggeringly large sum of customs 
revenue should have been foregone during a short span of 6 years 
would indicate that a t  present the exe utive enjoys the  unfettered 
right to grant  exemptions from duty. The Committee feel th3.t the 
existing position in regard to grant of exemptions by the executive 
through notifications or ad-hoc special orders leaves a lot to be 
desired. I t  is necessary to hear in mind that  the power given by 
Parliament to the executive to allow exemptions from duty is only 
n form of delegated o r  subordinate legislation and this power should 
not be so freely and widely used so as to v i t i ~ t e  the intentions of the 
Legislature. In paragraph 1.35 of their 111th Report (Fourth Lok 
Sabha) the Committee had earlier recommended that  all exemp- 
tions involving a cent per cent relief f n m  dutv should h a w  the  
plror approval of Parliament. Having regard to the points now 
br(:ugfit to light in this case :tnd also havinq regard to the adminis- 
tt-ative considerations the Commi t tw  would sllgqest that individual 
cuemptions under Section Ti(?) of the Customs A d  in which the 
revenue foregone excerds Rs. 10 crores in each individual case 
should be given only with the prior approval of Parliament. 

[S. No. 20. Para 4.20 of PAC's 172nd R ~ p o r t  (1974-75). 
5th Lok Ssbha) 

The earlier recommendatlon made bv the Committee in pata- 
graph 125(iv) of t h e ~ r  111th Report (4th Lok Sabha) tha t  all e x e m  
ti-ns invol!.inq cent per cent rt-lief fmm dutv should have the  prior 
approval of Parllnment was nclt acccilted IIV this M~nis t ry  In  this 
connection. an extract of the r ~ p l v  sent to the Committee with re- 
ferenpc to that recommendation is enclosed (ANNEXURE). For the 
reasons stated thcreln it is also not practicable that individual egc- 

cmptions under Section 25(2)  of thc Customs Art where the re- 
vtlnucx foregone cwceds  Rs 10 crores in each individual case should 
tw given nnlv  w ~ t h  the approval ( ~ f  Pnrllament 

F i n i s *  of Finanrc (Dcpnrtment c ~ f  Rr\*enuc and Insurmce) 
OM No 36!2/7/71i-Cus. I, dateci T.9-9-19751 



ANNEXURE 

STATEMENT SHOWING ACTION TAKEN ON THE RECOMMEN- 
DATIONS OF THE PUBLlC ACCOUNTS COMMITTEE IN THEIR 

l l l T H  REPORT (4TH LOK SABHA) 1969-70 

MINISTRY OF FINANCE 
(Department of Revenue & Insurance) 

1.25. The Committee feel that the existing position in regard to 
grant of exemptions by the executive through notifications or 
special orders leaves a lot to be desired. The Committee recognise 
that, in administering a fis-a1 measure, a number of problems are 
likely to arise and that, of necessity, the executive will have to be 
given sufficient flexibility by the Legislature to facilitate smooth 
and effective tax administration. At the same time. i t  is necessry 
to bear in mind that the power given to the executive to give 
exempt'ons is only a form of delegated or subordinate legislation. 
which should not be so freely used as to vitiate the intentions of 
the legislature. Against this background, the Committee wish to  
make the following suggestions: - 

(iv) All exemptions involving a cent percent relief from duty 
should require prior Parliamentary approval. A suitable procedure 
will have of course to be worked out to cover exigencies which may 
arise when parliament is not in session. 

(v)  Exemptions in favour of individual parties, organisations, 
etc., whether by notification or by special orders, should be avoided, 
and when absolutely necessary, should be reported to parliament 
and a motion moved by the Executive within a specified time for 
their consideration, failing which they should lapse. 

Action taken 

The recommendations/observations made by the Committee have 
been examined by the Government and the following decisions have 
been taken:- 

(iv) & (v) After very careful mnsideration, the Government 
have come to the conclusion that i t  is not feasible to accept these 



recommendations. Apart from the fact that in the cases where full 
exemption from duty is granted (either by notification or a special 
order) there is greater justification and urgency in doing so than in 
other cases, the number of Such special orders issued under Rule 
8(2) of the Central Excise Rules or under Se:tion 25(2) of the Cus- 
toms Act, 1962, is so large that it would not be possible to either 
await the Parliament's approval before issuing them, or, to move 
a motion and get it discussed within a specified time. Already, all 
the notifications which are issued by the Executive, are placed be- 
fore the Parliament m d  it will also be pssible to place the Special 
Executive Orders in favour of individual parties or  organisations 
issued under Rule 8(2) oi the Central Excise Rules or Section 25(2) 
af the Custarns Act, 1962, before the Parliament. This procedure 
should, the Government feel. meet the point made by the Committee. 

The recommendation of the Committee will also necessitate an 
amendment of the Customs and Central Excise Laws. The new 
Central Excise Bill is to be re-introduced in the new Lok Sabha 
and, if considered necessary, the specific recommendation could be 
examined by the Select Committee to be appointed for the conside- 
m t b n  of that Bill. 



CHAPTER V 

FSCOMMEWDATIONS/OBSERVATIONS IN RESPECT OF WHICH 
GOVERNMENT HAVE FURNISHED INTERIM REPLIES 

Recommendation 

The Committee have been informed that in respedt of diversions 
relating to the imports during 1972-73, a demand for duty of Rs. 22.98 
crores has been raised by the Collector of Customs, Calcutta against 
Alkali Chemical Corporation who had filed the bill of entry on 
behalf of Government of West Bengal, the licence holder. In addition, 
the duty payable on a further qusntlty of 2.94 lakh litres of alcohol 
imported during 1973-74 and diverted for the manufacture of potable 
liquor works out to Rs. 2.35 crores and a demand has been raised 
in this case also. The Committee have been infurmed that these cases 
of diversion will have to be adjudicated by the Collector of Customs. 
Calcutts. The Committee would like to know urgently whether 
the duty has since been recovered in respect of diversion during 
1972-73 and 1973-74. 

[S. No. 9. Para 4.9 of PAC's 172nd Reort 
(1974-75), 5th Lok Sabhn] 

Action taken 

It has been ascertained from the Custom House. Calcutta that 
the adjudication proceedings in respect of the demands raised by the 
Customs House are still pending. The ?mount of duty has, there- 
fore, not yet been recovered. 

[Ministry of Finance (Department of Revenue and Insurance) 
O.M. No. 369/21/75-Cus. I ,  dated 21-1-1976] 

The Committee have also been informed bv the Chief Controller 
of Imports and Exports that since the imports were intended for use 
as raw materials in the alcohol-based industries and not for potable 
use. any diversion of t h e  imported synthetic ethyl alcohol for 
purposes other than the one for whi:.h import was requested and 



allowed woub adtract the penal provision of the Import (Control) 
Order, 1955. Apparently no action has so far been taken for this 
violation. Committee desire that this should be examined im- 
mediately end appropriate action taken against the defaulters. 

[S. No. 10, Para 4.10 of PAC's 172nd Report 
(1974-75), 5th Lok Sabha] 

Action taken 

Necessary action under the Imports (Control) Order, 1955 is 
lo  be initiated by the MinLtry of Commerce. They have, therefore, 
been requested to take necessary action under intimation to the 
Cwmmittee. 

[Ministry of Finance (Department of Revenue and Insurance) 
O.M. No. 369/22/75-Cus. I ,  dated 3-9-1975] 

Show Cause Notices under Clause 10 for taking action under 
Clause 8 of the Imports (Control) Order. 1953 have heen issued to 
the Commissioner of Excise, Excise Department, Government of 
Wcst Bengal and to the Lebter of Authority holder, viz:  M s. The 
Alkali and Chemical Corporation Limited, Calcutta, for having diver- 
ted part of the imported Synthetic Ethyl Alcohol far purposes other 
than industrial use for which the import was allowed. 

2. According to the statutory provisions, they have to be given 
reasonable time for replying to the Show Cause Notices and oppor- 
tunity for personal hearing. Other concerned authorities may have 
also to be consulted before final orders are passed. It will, therefofe. 
take some time before action under the Imports (Control) Order, 
1955 is completed. 

[Ministry of Commerce, Office of the Chief Controller of Imports 
and Exports M.O. No. IPC (Genl. 212)/74/919, dated 2-12-75] 

H. N. MUKERJEE, 
Chairman, 

Public Accounts Committ,ee. 



APPENDIX 

S]. No. Para No. hiinistry concerned ~onclusions/Remmmendations 

I 1 ' 3  Min. of Finance The Committee require that final replies, d d y  vetted by Audit, 
(Deptr. of Rev. & Ins to those recotnmendations/observations in respect of which only - -- 
Min. of commerce interim replies have so far been furnished, should be submitted ex- 

peditiously, 

2 1 -71  Min. of Fin. The Committee have considered Government's reply to their oh- 
(I>eptt. of Rev. & Ins. ) servations in regard to the revenue effect of the exemptions &m 

Customs duty granted, under Section 25 (2) of the Customs Act, 1982, 
during the year 1972-73, and find that it is largely a repetition of 
what had been stated earlier before the Committee during their exa- 
mination. Admittedly, the two exemptions relating to the imports of 
ethyl alcohol in West Bengal were granted under Section B(2)  of 
the Act. without operating Section 24 and the rules framed there- 



under for denaturation. If it is a fact that Government were consi- 
dering exemption of imported a lohol  from payment of customs 
duty, the argument that there would have been no imports if the 
revenue effect of the exemptions had been calculated under item 22 
(4) ICT appears gratuitous. The Committee feel that since Denatura- 
tion Rules were not ;tipulated to be foll.xved in this case, the com- 
modity should have been classified under item 22(4)ICT, and as 
pointed out in paragraph 4.4 of the 172nd Report (Fifth Lok Sabha), 
the Ministry should have quantified the revenue effect of the exemp- 
tions with reference to the item under which the subject goods 
would be classified at  the time of import. This would have helped 
the competent authority to decide, on concrete grounds, the issue 
of exemption from duty. 

Besides, at the time of granting the exemptim, the Central Board 
of Excise & Customs were aware (vide paragraph 4.5 of 172nd Re- 
port) that some quantity of alcohol (2.5 million bulk litres) was pro- 
posed to be issued by the West Bengal Government to pharmaceutical 
firms, hospitals, defence establishments, etc. in an undenatured 
form, and at least the revenue effect of the exemption relating to this 
quantity could have been quantified under item 22(4)ICT, so as to 
reflect the correct position. Unfortunately, this was not done, and 
the reply now furnished by Government dues not meet the points 
iaised earlier in the afore7a;d paragraph. The Committee have, 
therefore, no other alternative than to reiterate their earlier obser- 
vations in this regard. 



4 I . I I  .\!in. of Fin. While the Committee do not, in view of explanations furnished, 
;I)eptr ('fKev. In'). wish to pursue their recommendation for an investigation into the 

circumstances leading to the non-observance of the conditions of 
exemption by the West Bengal Government, they would reiterate 
their earlier view that as the agency entrusted with the collection of 
Customs duty, the Central B ~ a r d  of Excise & Custorhs should M+@ 
exercised greater care and taken adequate steps to ensure that there 
was no misuse of the imported alcohol rather than depending k n t i d y  
on the State Excise authorities. The basic defect in this case appears 
to be that the responsibility for denaturing of the imported alcobd 
(which should have been done before the alcohol moved out of cus- 
toms control) wa? passed on to the West Bengal Government. It  is 
also clear that, whatever might have been the arrangements made in 
this regard by the West Bengal Government, the basic purpose for 
which the exemption from customs duty had been granted was defea- 
ted by the diversion of the alcohol for potable The Com- 
mittee a ~ k  for greater care to be constantlv exercised in such cases 
by the Board in future 

The Committee are disturbed that there has been no f i d t y  as yet 
on the question of recovering Customs duty amounting to Rs. 25.33 
crores on the ;mported alcohol diverted for the manufacture of pota- 
ble liquor in West Bengal. The lapse of ngarly three years since 



the demand notices were issued is a serious default. The Committee 
urge that the adjudication proceedings, stated to be 'still pending' 
must be completed without the least delay and all necessary follow- 
up action initiated forthwith. The Committee would also like to be 
informed of the reasons for the pendency of the adjudication pro- 
ceedings for such a long period. 

6 1.19 Min. of 3 1 ~ s .  (Rly. Board) 
_1_--- - The Committee find that while the Ministry of Railways (Rail- 
Min. of Pe*rokum and Chemicals way Board) had informed them, in November 1974, that no indents 

for the mwement of ethyl alcohol in tank wagons had been placed 
on the Railway by Svnthetics and Chemicals Ltd. in 1972-73, the 
company have now furnished to the Ministry of Petroleum and 
Chemicals photostat copies of the correspondence exchanged between 
them and the Ministry of Railwavs, showing that they had a p p m -  
ched the Ministry for assistance in the movement of alcohol from 3 
Kandla durinq the period January to May 1973. Since the discre- 
pancv is serious, the Committee would likd the Ministrv of Railways 
to statr thr correct factual position immediately. What appears, 
prima fnrie. to have been an incorrect reply furnished to the Corn- 
mittec mtist also be explained and responsibility fixed for an appa- 
rentlv serious default The Committee require a further detailed 
report in this regard without delay. 

7 1.23  Min. of   in. (Depn. of Rev. & Tns.) The Comrnittcc cannot appreciate the reluctance of the Depart- 
ment of Revenuc and Insurance to refer the case of imports of ethyl 
alcohol by Svnthetics and Chemicals Ltd. to the Central Bureau of 



Investigation for a thorough investigation with a view to ensuring- 
that there had been no misuse or diversion of the imported alcohol. A 
departmental enquiry, by its very nature, cannot serve the objec- 
tives the Committee had in view while recommending specifically 
that the case should be handed over to the CBI. The Committee 
would, therefore, reiterate their recommendation in this regard and 
would ask Government to move zealously in the matter so as to 
allay the doubts and suspicions generated over this transaction. 

8 I .24 Min. of pin. (Deptt. of Rev. & Ins.) The Committee would alw like to be informed whether the 
veracity and genuineness of the details of the imported alcohol 8 
despatched from Kandla to Bareilly, furnished by the Assistant 
Collector of Central Excise, Bareilly, had be& independently 
verified by the Central Board of Excise and Customs since there 
appear to be wide variations that need to be explained in the quan- 
tities despatched from Kandla and those received at Bareilly. 

The Committee regret the reluctance of the Finance Ministry to 
accept their recommendation that individual exemptions from duty 
under Section 25(2) of the Customs Act, 1962 in wthich the revenue 
foregone exceeds Rs. 10 crores in each individual case should be 
given only with the prior approval of Parliament. While specifying 
this monetary limit, the Committee had given due consideration to 
the administrative and practical difficulties involved as well as to 



the reply furnished earlier to their recommendation contained in 
paragraph 1.25 of their 111th Report (Fourth Lok Sabha) that all 
exemptions intvlving a cent per cent relief from duty s h o u  re- 
quire prior Parliamentary approval. From an analysis of the total 
number of exemptions issued under Section 25(2), dwing the period 
1970-71 to 1973-74, it is seen that the number of individual cases 
where the revenue effect of the exemption would be Rs. 10 cmres or 
more is not likely to be large. Obtaining prior Parliamentary 
approval in such cases, therefore, should not pose any problems. In 
the circumstances, the Committee cannot accept the Ministry's reply 
in this regard and w u l d  reiterate their earlier observation which 
should not be too difEcult to implement. 




