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INTRODUCTION 
I, the Chairman of the Public Accounts Committee as authorised by the 

Committee, do present on their behalf this Two Hundrcd and Third Report 
on the action taken by Government on the recommendations of the Public 
Accounts Committee contained in their Hundred and Thirty-Fifth Report 
on Chapter I of the Report of the Comptroller and Auditor General of India 
for the year 1971-72, Union Government (Civil)-Revenue Receipts, 
Volume I, Indirect Taxes. 

2. On the 3rd June, 1975, an Action Taken/Sub-Committee consisting 
of the following Members was appointed to scrutinise the replies from Gov- 
ernment in their earlier Reports:- 

Shri H. N. Mukerjee-Chuirnlan 
Shri V. B. Raju-Convener 
Shri Priya Ranjan Das Munshi 
Shri Darbara Singh 1 
Shri N. K. Sanghi 
Shri Rabi Ray 
Shri Raja Kulkarni 
Dr. K. Mathew Kurian 

3. The Action Taken Sub-committee of the Public Accounts Committee 
(1975-76) considered 2nd adopted this Rcport at their sitting held on the 
27th February, 1976. The Rcport was finally adopted by the P.A.C. on the 
8th March, 1976. 

4. For hcility of reference the conclusions/recommendations of 
the Committee have becn printed in thick type in the body of the Report. 
For the sake of convenience, the recommendations/observations of thc Com- 
mittee have also been reproduced in a consolidated form in the Appendix 
to the Report. 

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

NEW DELHI; 

March 9, 1976. 
-- - 
PIl~ lgz tna  19, 1897 (S).  

H. N. MUKEKJEE, 

Chairman, 
Pzrblic Accounrs Comn!irree, 



REPORT 

1.1. This Report of the Committee d d s  with the action taken by Gov- 
ernment on the Committee's recornmendations/observations contained in 
their 135th Report (Fifth Lok Sabha) on paragraphs relating to Customs 
Receipts included in Chapter I of thc Report of the Comptroller and Auditor 
General of India for the year 197 1-72, Union Government (Civil), Revenue 
Receipts, Volume I, Indirect Taxes. The 135th Report was presented to the 
Lok Sabha on 25th April, 1975. 

1.2. Action Taken Notes have been received from Government in respect 
of 30 out of the 31 recommendations/observations contoaned in the Report. 
In regard to the remaining recommendation contained in paragraph 1.55 of 
the Report (Sl. No. 10 of the Appendix to the 135th Report), the Committee 
had been informed by the Department of Revenue and Insurance that the 
Ministry of Shipping and Transport had been asked on 17 July, 1975 to take 
action thereon as it related to the Cochin Port Trust. The Committee had 
not, however, been informed of the action, if any, taken in this regard by the 
Ministry till the finalixition of this Report. 

1.3. It is distressing that in spSte of repeated exhortations, Ministries are 
still remiss in informing the Committee of the action taken or proposed to be 
taken on their recommendations within the prescribed period of six months. 
in the present case referred to above, the Committee are get to be told of the 
action taken on the recommendation contained in paragraph 1.55 of the 
135th Report, tho~lph nearly ten months have elapsed since the presentation 
of the Report, and the attention of the Ministry of Shipping andTransport 
had also been specifically drawn to the Committee's recommendation by the 
Department of Revenue and Insurance as early as July, 1975. This is not 
the first occasion when there has been a default by the Minktry in this regard. 
It would, therefore, appear that adequate attention is not being paid by the 
Ministry to the processing of the Committee's recommendations. The 
Committee take a serious view of this default and desire that the reasons 
therefor should be gone into and appropriate action taken. The current 
modalities for the prwessing of the Committee's recommendations should 
be reviewed and suitable remedical measures adopted. The action taken 
by the Ministry in the present case particularly should be intimated to tbe 
Committee forthwith. 



1.4. The Action Taken Notes received from Government have been 
categoriaed as follows: 

(i) Recommendutions/observarion~ that hove been iiccepled by 
Government: 
51. Nos.4,  8 , 9 ,  1 1 , 2 0 ,  2 1 , 2 2 , 2 4 , 2 7 , 2 8 , 2 9 a n d 3 1 .  

(ii) Recomtnendatiom/observalions which the Comn~ictce do not 
desire to pursue in the light of the replies of Governmend: 
S1. Nos. 14, 15, 17, 18 and 19. 

(iii) Recommendationslobservations replies to which huve no1 been 
accepted by the Committee and which require rciterat~on: 
S1. Nos. 1, 2, 3, 12, 13, 23, 25 and 26. 

(iv) Recommendations/observations in respect o f  which Governmefir 
have furnished inrerim replies: 
S1. Nos. 5 ,  6, 7, 16 and 30. 

1.5. The Committee expect that final replies, duly vetted by Audii, in 
respect of those r e c o m m e n d a t i o n s / ~ a t i o n s  to which only interim re- 
p k  have so far been furnished will be submitted to them withmt fmtM 
loss of time. 

1.6. The Committee will now deal with the action taken by Govern- 
ment on some of their recommendations/observations. 

Varlutions between budge1 csrimutes und ac,iwl.s. ( I ' u r ~ ~ r a p i r ~  I .2 1 orid 
1.22-8 .  Nos. 1 and 2 )  

1.7. Reviewing the actual realisation of Customs duties during the year 
1971-72 vis-a-vis the budgetary forecasts in this regard, the Committee, in 
paragraphs 1.21 and 1.23 of the Report, had observed: 

"1.21. The Committee are concerned to find that during the year 
1971-72 the variation between the budget estimates (Rs. 534 
crores) and actuals (Rs. 695.67 crores) of the Customs Re- 

ceipts amounted to Rs. 161.67 crores which work out to 30.28 
per cent. In fact the percentage of variation is the highest re- 
corded during the last 10  years. The two post-budget levies 
1.e. regulatory duty of customs imports and increase in export 
duty on carpet backing and other hessians accounted for varia- 
tion only to the extent of about Rs. 24 crores. The bulk of 
the variation was due to larger imports than expected in respect 
of petroleum products, iron and steel and some other cornmo- 
dities, viz,. machinery, motor vehicle parts, chemicals and other 



industrial raw materials and fertilizers. Such a wide gap bet- 
ween the budget estimates and actuals points to the conclusioa 
that the present system of estimating receipts of customs duty 
is seriously defective and undependable and that this has not 
even been realised shows lack of efficiency at the top." 

"1.22. In pursuance of the recommendation made by the Committee 
in paragraph 6. l (c)  of their 89th Report (Fifth Lok Sabha), 
Government appointed an Expert Committee in January, 1974 
to suggest ways and means of achieving a more accurate and 
scientific forecasting of customs revenue. The Expert Com- 
mittee in the report submitted in June, 1974 have expressed 
the view that a system which seeks to take as its quantitative 
base the past import levels of a large number of commodities 
which do not display any reliable trend and build on it qualita- 
tive judgement which again depends on hunches and informed 
guess work at various lcvels of estimation is not calculated to 
yield satisfactory resulth. The Expert Committee have suggest- 
ed the use of a \tatistical method for forecasting customs reve- 
nue to provide a more accurate forecast of likely level of total 
imports in the budget year as well as the likely level of customs 
revenue. The Expert Committee havc suggested that the Cen- 
tral Board of Excise and Customs should give urgent thought 
to further examination of possible statistical and econometric 
models for forecasting customs revenue. The Committee desire 
that the necessary follow up action on the recornmendations cf 
the Expert Committee should be expedited and the progress 
reported to them." 

1.8. Tn their Action Taken Note dated 18th August. 1975, the Depart- 
ment of Revcnuc and Insurance have. i n t ~ r  alia, stated: 

"Customs revenue is largely from import duties and this is, in the 
main. governed by a number of imponderables such as avail- 
ability of foreign exchange, fluctuations in international prices, 
changcs in import composition depending on industrial pro- 
duction in the country and the like. 

The Expert Committee appointed by the Government on 7th Janu- 
ary, 1974, to suggest way$ and means of achieving a more 
accurate and scientific forecasting of customs revenue, sub- 
mitted its report in June, 1974. In its appraisal of the present 
system of estimating receipts of customs duties, the Committee 
has observed in para 3.1 of its report that a great deal of care 
and effort is taken at every level in presenting as reasonable and 



as accurate a forecast of customs revenue as possible each year 
and that considerable amount of refinement and improvements 
have been brought about in the methodology and the p roce  
dures in recent years. However, given the well-known impon- 
derables in the situation, such as fluctuations in international 
prices, constraints of foreign exchange availability, changes in 
import composition, and the like, even the great care that is 
taken has not resulted in a reasonably accurate system of fore- 
casting. In spite of the basic and inherent limitations of the 
present system, referred to in the report, the Committee has 
not suzgested its complete elimination but has recommended 
that simultaneously work on forecasting by the statistical method 
should proceed apace and when sufficient evidence of the greater 
reliability of the statistical method is established, this method 
should be used to supplement the present method for forecast- 
ing of revenue and that for the next one or two years till a suit- 
able statistical model can be devised, the present system as 
refined may continue to be employed." 

1.9. The following statement, furnished to the Committee in this 
context by the Department, indicates the follow-up action initiated on the 
recommendations of the Expert Committee, appointed in January, 1974, 
to suggest ways and means of achieving a more accurate and scientific 
forecasting of customs revenue: 



ma6 (lamna) lxau aqi roj siseaa~oj pm lead iualJn3 aql JOJ 

saiampa pasrnaz 1!aq1 u! ~pgdur! sl~odur! jo anlea!dl!~rrenb JO 
salsm!lsa qs!uinj 01 sJoisallo3 aqiol panss! uaaq clxaMc)q 'aheq 
suotunnsu! dmssa~a~ 'raqlaSo~le salem!~sa jo aslnos s!ql 
tpw dehW op 01 lou pappap alo~auql sm 11 'lead la8p1-g aql 
fu!mp anuaaaid[aq!1 JO uo!leuysa ranaq 01 ~ualxa ue 01 alnq!Jl 
-uoa p!p 'waq1 01 alqepas uo!lemro~u!jo s!seq ayi uo paqslu 
-try srol3a1l03 aq) q~!q~ saieU~!lsa asaq1 1~111 1123 SPM 11 'ascd 
-1nd Injam dm aalas lou p!p gasnoH ruolsn3 ayl dq pap!ho.rd 
ma6 lawns ayi Joj sa~empsa aql ieql 1roda.x sl! jo 6 E end LI! 
panmsqo pq aaii!ururq) iradxg aql q8noy q~ : 6. E pun g , E SnlVd 

'(8.E eJej) 
lead 1uaJlns aqiB~!.Wpanu:AaJ 61:q~jo saltrn!lsa ps!ar.l 1!;u,1 L! ::- ~!s![dU! ale ieql silcxim!~o anlr>a/d~!trirrbjo ssl~rn!~::~ :uicqsi =) 
pue as!sxgp pecq leJlri; 3 +rp w qs!l~lnj plr (1,: 5:s c 11 u.' 1:' 3 . UJ, I 



S1. 
No. Recommendation Action taken by the Govcrnrnent 

7 In i udging the accuracy or  otherwise of forecasts it would be desirable to 
compare the actual realisation with the budget forecast after elimi- 
nating the very obvious causes of the variations between the two. 
For  example, a part of the difference between the budget forecast 
and the actual realisation may be on account of changesin the rates 
of customs o r  excise duties introduced during the course ofthe year. 
Obviously, n o  system of forecasting can adequately provide for 
likely changes in rates of duty in the mid-year, the need for which 
may arise either because of the need to raise more revenue during 
the course of the yearor becauseof the changein thebasic economic 
situation relating to a particular commodity. (Para 3.24). 

8 T h e  C-ntral B a r d  of Excise and Customs should give urgent thought 
to further examination of the possible statist~cal and ecofiometrtc 
models for forecasting customs revenue. We must stress that sta- 
tistical formulae mentiorled by us do not provide rcady answers 
to the problems but are indicative ofthe direction in which furthw 
work can beinstitutcd. It  is our suggestion that, for the further 
prosecution of this work, the Central Board of Excise and Customs 
should have an Analytical Statistical Budget Forecasting Cell (as 
distinct from the present type of Statistical Compilatio~~ Cell) 
where similar techniques could be tried and improved upon. The 
Cyntral Board of Exciseand Customsshor~ld also consider approach- 
ing a body like the Indian Statistical Institute and/or the Central 
Statistical Organisation for assistance in wt~rking nut more refined 
statistical forecasting techniques. 

We donot  wish to make any recommendations as to the size and compo- 
sition of such a cell, for we believe that the Central Board of Excise 
and Customs could devise the necessary organisatio~al pattern. We 
do, however, suggest that this cellshould be i l ~  the charge of an eco- 
nomistlstatistician assisted by trained ~tatistical investigators. Thic 
cellmay have other duties as wel1,though trying to improve the statis- 
tical exxcise for forecasting purposes should be its primary term 
of reference. While on this point and notwithstanding the fact that 
it may be slightly outside of our terms of reference, we wish to  

The obmvation of the Expert Committee has been brought to the 
notice of the Compt~ol le rmd Auditor General of India. 

The recommendations have been accepted. Steps are being taken 
to set up  an Analytical Statistical Budget Fwec:stirg Cell on 
the lines indicated by the Committee in  the Central Board - 
of Excise and Customs. After the Cell has come into position 
and gained some experience, it will be entrusted with the wox k of 
forecasting uaion excise revenue also. 



ougp:sr that the Statistical Forecasting Cell so constituted might 
as wdl  look into farecosting of union excise revenue also, for the 
Central Board of Excise & Customs is concerned directly with excise 
revenue as well. (Pasas 4.8 and 4.9). 

g Therefore, what we wauld recommend at thisstage is that for the par- The  r;commxdation has be-n noted for necessary action. 
p x e  ofinclusion in the budget forecast for the next one or  two years, 
the resent system as refined may be employed. Simultaneously work 
on Porecastin by Statistical method should proceed apace and when 
sufficient evi&nce of the greatareliability of these methods is estob- 
lished, this method should be used to supplement the present methods 
for forecasting o r  revenue. 

If th- statistical n ~ t h o d . ~  are used for forecasting of total imports and 
total revenue for budgetary purposp, it would still be necessary to 
provide estimates of revenue for d~ffsrent import categories. This 
w d d  have to be Qne on the basis of informed judgement and we 
suggest that the Central B o a ~ d  of Excise & Customs should break 
up the totalimports yielded by the statistical method into the reqllired 
broad - categories for purposes of budget presentation on the hasis of 
:,nsrltations and discussions particularly with the Department of 
Economic Affairs which is therelevant Department for the purposes of -I programming of next year's imports. (Paras 4.10 and 4.11) . 
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1.10. The Committee have on many occasions sought to impress u p m  

Government the need for a more scientific and realistic formulation of the 
budget proposals so that the widening gap between the estimates and actuals 
could be reduced. As Expert Committee, appointed in January, 1974 in 
pursuance of the Committee's recommendation contained in paragraph 
6.l(i) of their 89th Report (Fifth Lok Sabha), to suggest ways and means of 
achieving a more accurate and scientific forecasting of Custoans revenue, bad, 
inter alia recommended, as early as June, 1974, the use of statistical me- 
thods for the purpose and had wanted also the establishment of an Analyti- 
cal Statistical Budget Forecasting Cell in the Central Board of Excise and 
Castoms. The Committee are concerned that there has been no final deci- 
sion in this regard even after the lapse of a considerable time. This re- 
commendation of the Expert Committee should not be too dif6cult to im- 
plement, and the Committee trust that the Cell would be set up without 
further delay and tbat the annual budgetary exercises would be made on a 
more meaningful basis. 

1.11. The Expert Committee had also suggested that the Central Board 
of Excise and Customs should consider approaching the Indian Statistical 
Institute and/or the Central Statistical Organisation for assistance in work- 
mg out more d i n e d  statistical forecasting techniques. The Committee 
would like to be informed of the follow-up action, if any, taken in pursuance 
of this suggestion. 

1.12. The Conunittee note tbat two other important recommendations 
of tbe Expert Committee relating (i) to the strengthening of the existin2 
machinery in the principal public sector import/export agencies for data 
collection and for forecasting their future import programmes, and (ii) to the 
establishment of a short-term forecasting cell in the Department of econo- 
mic Affairs which should, inter alia, attempt the task of forecasting interna- 
tional prices, have been rkferred to the adndmistrative ministries and public 
sector agencies concerned for necessary action. While the Committee 
naturally expect to be appraised of the action taken in this regard by the 
relevant agencies, they would also stress the importance of a coordinated 
approach to this entire problem so that positive steps can be taken ex-- 
tiouslg to streamline and refine the existing systems for budgetary forecasts. 
'Re Committee would snggesC that the Department of Economic B l a h  
wbich is most closdy involved in the matter, should play a koding role irr 
tbis regsrd. 

Impact of Regulatory duly of Cusroms (Paragraph 1.23-$1. No. 3 ) .  

1.13. Examining the impact of the regulatory duty imposed by Govern- 
ment to restrain imports from abroad, the Committee, in  paragraph 1.23 of 



the Report, had observed: 

"A significant factor which came to the notice of the Committee was 
that with a view to regulating the quantity of :ooJs imported 
from abroad and for exercising restraint on imports, the Gov- 
eITUfIent took powers from Parliament to impose regulatory 
duty of customs first in the Finance Bill, 1963 and a simiiar 
provision has continued to be made in subsequent Financa 
Bills on year to year basis. The provision was invoked only 
on 17th February 1965, when regulatory duty at a flat rate of 
10 per cent of the value of all imports with thc exception ot 
foodgrains, fertilisers, pesticides, books, etc. was imposed. I t  
was withdrawn with effect from 6-6-1966 consequent on deva- 
luation, as i t  was considered that devaluation itself would res- 
trilrirr imports which was not correct. The levy was again im- 
posed on 13th December, 1971 because of the need to put a 
restraint on imports in the context of war with Pakistan. The 
Committee, however, note that the actual realisation uf r e y -  
latory duty was to the extent of Rs. 14 crores as against the 
anticipated revenue of Rs. 12 crores during the year 1971-72. 
If the enabling provi~ions were intended to impose a restraint 
on imports, the reahat'on should show a lower figure than aati- 
cipated and not an increase. In this connection the Committee 
notice that the value of imports which was Rs. 1582 crores in 
1969-70 and Rs. 1634 crores in 1970-71 went up to Rs. 1825 
crorcs in 1971-72. The Committee feel that the power of the 
executive to enhance the levy authoriced by Parliament is some- 
what extraordinary and the exercise of the power so granted 
can justified only if the intention is fulfilled. This does not 
appear to have happened. In order that Parliament may come 
to a proper appreciation of the position an evaluation of the 
imposition of replatory duties on imports in the past shouldbe 
given in every case." 

1.14. In their reply dated 4th August, 1975, the Department of Revenue 
and Insurance have stated: 

"Para 1.23 of the Committee's Report reproduced above raises the 
following points with reference to the imposition of regulatory 
duty in the past: 

(i) that in view of the actual realisation of regulatory duty during 
1971-72 being higher than the anticipated proceeds, the pur- 

pose behind the levy viz. restraining imports was: not achieved. 
If regulatory duty had the effect of restraining i m p r t s  the 



10 
revenue realisation from the levy would have been less than 
anticipated; 

(ii) that since the value of imports (R;. 1825 crores) in 1971- 
72 was higher than the value of imports (Rs. 1634 crores) 
in 1970-71, the purpose of the imposition of regulatory 
duty does not appear to have been achieved; 

(iii) that the contention that devaluation itself would act as a 
restraint on imports was not correct. 

These points are analysed in the following paragraphs: 

The purpose behind the impoqition of regulatory duty was to 'res- 
train' imports which is not quite the same as reducing imports. 
A reduction means an absolute fall whereas restraint on im- 
ports would, on the other hand, mean that in the absence of 
the particular instrument of restraint (in the present case the 
regulatory duty), the imports would have been even higher 
than they actually were. Therefore, it cannot be said that 
just because the value of imports did not decline, imports 
were not restrained by the regulatory duty. 

An increase in the value of imports in 1971-72 over that of 1970-71 
cannot lead one to the conclusion that the purpose behind the 
knpositim of regulatory duty in December 1971 was no1 
achieved. For judging the impact of imposition of regulatory 
duty in December 1971 (which is in the yercr 1971-72), com- 
parison has to be made of the import; in 1971-72 with those in 
1972-73. Moreover such a comparison has to be in terms of 
quantity and not value of imports for if there is a rise in the 
rupee cost of imports as happened when there was a devalua- 
tion of the rupee, even wth  a reduced quantum, the value of 
imports could be higher. The quantum index of imports 
(1958=100) compiled by the DGCT&S, Calcutta shows that 
there was a fall in imports in real terms, the quantum index 
having declined from 139 in 1971 -72 to 133 in 1972-73, and 
at least, a part of this decline has to be attributed to the levy of 
regulatory duty. 

The purpose of devaluation as a policy instkmmt is (a)  to raise the 
local currency unit cost of imports and thus bring ebout a fall 
in total imports and (b)  to lower the unit cost of exports in 
foreign exchange and thereby to promote expofis. Here again, 
at examination of the relevant figures in value terms is mislead- 



ing. The quantum index of imports ( 1958 = 100) dcclined from 
154 in 1965-66 to  149 in 196667  which shows that in 1966, 

devaluation did succeed in restraining imports. It must be added 
however, that devaluation seeks to bring the cost-pc ce structure 
of a country in line with the rest of the world. If this structure 
again gets out of line bocauqe of inflationary pressures etc., 
obviously its purpose of restraining imports and increasins ex- 
ports would not be fulfilled." 

1.15. The Committee find that the reply fumhhed by the Department 
at Revenue & Insurance in regard to their observations dating to the 
bposition of the regulatory duty of castoms, is silent on their recommen- 
dation that an evaluation Gf the imposition of the regnlatoy mit#s on im- 
pow in the past should be given in every u s e  to enable Partiament to 
come to a proper appreciation of the pos;tion. It i6 incumbeM on Parib- 
me&, to satisfy itself that the exercise by the executive of its delegated power 
to levy regulatory duties hes in fact fulfilled the objectives in view. The 
Committee attach considerable importance to this -recommendation and 
would like to be apprised of the action propossd to be taken in this b e h a .  

1.16. The attempts made by the Dcparfment to j d f y  the imposition 
aE the reguhtory duty to resfrain imports from abroad, on 13th December, 
1971, appcar to the Committee to be baed on certain hypthPtical assump- 
tions. The Committee v,ould have Been happier if Govrrnment could have 
-made available to the Committee more concrete facts fn support of their 
contention. 

Delay in fi r ~ r l i s ~ r t g  proi.isinna1 asscs \i;ienrs inn& rrluit3r  he . T J ) P C I ' ~ ~  project pro- 
ccdurc ( Pnraycr!dt 1 .36 and 1 .37 SI. Nos. 6 cmi 7 ) . 

1.17. Con~rnenting on a case of delay in finalising the provisional assess- 
ments made under the s p c ~ i a l  project procedure, the Committee, in para- 
graphs 1 .?6 anti 1.37 of the Report, liad observed: 

"1.36. Another unsatisfactory feature of this case is that there was 
undue delay in finalisin? the provisional assessment made under 
special project procedure. The contracts were registered on 
1st December, 1961 and the imports against the contracts were 
spread over :t period of 8 vears in case of cross rails and 7 years 
in case of surface measuring instruments. Thc assessments 
ha\z not yet been finalised as the fins1 reconciliation statements 
have not been wbmitted by the importer. Thc Committee are 
not satisfied with the delay of 5-6 years in finalisation of the 
assessments after the last importation. The Committee desire 
that this matter should he vigorously pursued with the State 



Undertaking concerned a d  the Committee apprised of the pro- 
gress. A general review in this regard in all the Customs Hou- 
ses also appears called for. For instance, in Calcutta Customs 
House, out of 50 contracts registered during the period 1961- 
73, none is current at present and it is not at all clear whether 
all the proLisiona1 assessments relating to them have been fina- 
lised. The Committee would await the results of the review as 
well as the action taken to stop repetitions." 

"1.37. From the figures furnished to the Committee they find that 
while thc number of contracts still current in the major Custom 
Houses of the country is of a negligible order (12 in Madras 
Custom House, none in Calcutta Custoni Housc and 7 in Bom- 
bay Custom House), the pendency of contracts in Visakhapat- 
nam Custom House is abnormally high and out of 867 con- 
tracts registered during the period 1961-1973, thc numbcr 
of contracts which arc still current is 572. Out of these, as 
many as 143 contracts relate to the period 1961-63. In the 
opinion of the Committee it would not be in the public interest 
to allow the contracts to continue for an indefinite length of 
time as it is always fraught with the risk of loss of documents 
and of goods becoming unidentifiable. Thc Committee, there- 
fore, desire that a suitable time-limit, say 3 years, should be 
prescribed for the currency of such contracts under the specialt 
procedure." 

1.18. The Action Taken Notes dated 23rd December, 1975 furnished 
In this regard by the Department of Revenue & Insurance are repr&uced. 
below: 

"The obscrv;ltiorLd of the Public Accounts Committee contained in 
this recomrwndation have been noted and the concerned Cus- 
tom Housc. have been instructed to pursue the mattcr vigorous- 
ly with thc concerned State Undertakings for s u b m i t t ~ n ~  recon- 
ciliation statements in respect of contracts against which imports 
have already been completed. A review of all the contract8 
registered under the Special Procedure upto 1973 has also been\ 
undertaken by the Collectors concerned at the respective porrs. 

The results of this review will be intimated to the Public Ac- 
counts Committee as soon as completed." 



"It has been ascertained from the Visakhapatnam Custom Houy 
that at present there arc 34 contracts (special procedure) relat- 
ing to  the period 1961-63, pending finalisation in the Custom 
House. These contracts are pending for want of certain docu- 
ments/clarifications from the importers. 

In this connection it may bc mentioned t h x  sincc most of the prd- 
jccts covered by the 'special procedure' are worth several crorm 
of rupees, the imports are spread over long periods. 

The currency of a contract depends upon several factors such as 
supply schedule, construction schedule, special requiremenrs 
of designs etc. of the importers, availability of raw materials 
etc. Completion of projects therefore take sometimes a num- 
ber of years. Any insistence on a time-limlt as suggested by 
the Committee may become difficult to observe In many cases. 
The matter has, however, been taken up with the Ministry of 
Industrial Development and will be examined further to see if 
it is possible to fix time-limits for different kinds of projects 
and the circumstances in which extensions may be granted." 

1.19. The Committee note that in pursuance of the'i recommendation 
contained in paragaph 1.36 of the Report, a review of d l  the contracts 
ngistered under the Special Project hoce&ue upto 1973 has been nnder- 
taken by the Collecfors of Customs concimccl. Wbile the Committee wouM 
await the results of tbe review which needs to be expedited, they would like 
to be informed of the specific steps contemplated or adopted in order to 
streamline the existing procedures for assessments nnder the Special Proce- 
dure so as to enwre that the provisional assessm?nts made under this pro- 
cedure am finalised within a reasonable time. 

1.20. While it is encourag;mj that the numb~r of coalracts relating to 
the period 1961-63 pending finalisation in the Visakhapatnmn Custom 
House has been brought down to 34, the Commi tee feel that there is still 
considerable scupe for improvement. T h y  would urge vigorous steps to 
6nalise these old contracts without loss of itme. 

i 

1.21. The Committee concede that it would be difficult to prescribe a 
rigld and uniform time limit for the currency of contracts under the Special 
Procedure in all cases. Every endeavour should, however, be ma& to 
ensure that the provisional assessrnentli made under the procedure do not 
fall iDto arrears and the final awessments are mmpkted promptly. I t  should 
dso be possible to evolve a suitable categori5ation of different kinds 4 



projects on the basis of tbedr scope rrnd magnitude, end ta premibe snitaLk 
fhw Limits for tbe finaliration of contmcts in respect of each of mch cab- 
"h. The T h e  Commfttee nde #is qqu~stion Is being emmined hrr(ln h 
consultation with the Ministry of Industrial Devt1i:prnmt a d  wwld nrp 
Govenamelat to arrive at an eurly decision in the matter. 

Short levy c?f additional duty. 

(Paragraph 1.63 and I .64--.71. Nos. 12 and 1 3 ) .  

1.22. Dealing with a case of short levy of additional duty on imports 
of rock phosphate, the Committee. in paragraphs 1.63 and 2.64 of the 
Report, had observed: 

"1.63 The Committee regret to obscrve that in this case failure d 
the Custom House to scrutinise the contract resulted in u n d e r  
assrssment sf custom duty to thc extent of invoices in which 
the values were for 95 per cent of the weight of goods shipped. 
The under-assessment was detected on the scrutiny of the 
contracts at the instance of Audit. The Comrnittec am 
unhappy that Tnternnl Audit Department could not detect the 
mistake. 

1.64 It was the duty of the inlpr ter  to bllng to the notice of the 
Custom House that invoices were provi\ional. The Com- 
mirter note that the importer in this ( a , :  is a pub!ic under- 
taking, and therefore no action wa\ taken ag:+inst t k m .  The 
Committee desire that correct proctdu*.: ch~il ld  bc followed 
by all Public Undcrtakinp !t i c  the nornlal ~rncticc. that 
goods should be clearcd t7r an authoriscd agent. Tf that is 
so. thcn the Comrnittce would w g r c i t  t!:,lt action should be 

taken against him for his failure in not producing the ori$nal 
contract and invoices on h k  own accord under advi:e to the 
Comrnittce. 

1.23. In their Action Taken Not: d'ltcll 17 Novcn~hx.  1975 on the 
above observations, the Department of Revenue & Insurance havc state: 

"Thc observations of thc P~tblic Accounts Comrnittec have been 
noted and necessary instrurtiom in the matter have been 
issued." 

1 $4. The Committee, in their earlier Report, had spedfl~any r m ~  
thaL appropriate action sbodd be taken azainst the authoris4 clearing 
agent, l any, in thii case for hb f a l a e  in not producing the original coa- 



tract and invoices on hi own accord. It b not clear from the Departmentfa 
mply whetbes this aspect has been exmined aaJ ne~esgary action initiated. 
Thc Committee, therefore, wish that this shoald be looked mto quickly, io 
awe this bay not already k e n  done, and a more syecific chikation con- 
veyed forthwith. 

Delay in disposal of confiscated goods. 

(Paragraphs 1.10741. No. 23).  

1.25. Commenting on a case of thcft in a Customs godown, the 
Committee, in paragraph 1.107 of the R~ jmr t ,  had, ialer uliu, observed as 
follows: 

"The Committee find that the earlie<t consignment stored in this 
godown was of May 1967. This shows that the goods had 
been stored for mnr- than  3 yc3r-s and no action was taken 
to d~sposc t l~em of; somc of which could deteriorate in value. 
The Commiticc are C F  !he vicw that cc i i f iv~tcd  good, should 
be d~srosed of rupx!itiou4y and, ordinarily, the disposal 
should t a k e  ?l?& vrithin three months of the confiscation. 
This would enwrz thc maximum realiwtion and, at the same 
tllne, reducc thc yos\ihility of deterioration in quality as also 
cf th f t .  Th: Committce would likc to bc informed about 
the reasons for delay in t!iis case." 

1.26. The reply dated 16 August, 1975 received in this regard from thd 
Department of Revenue & Insurance is reproduced below: 

"The observations of the Committee that confiscated goods should 
be disposed of expeditiously have bem notcd. 

As regards disposal within three months of the confiscation it may 
be mentioned that except in the case of perishable goods, the 
confiscated goods are held back from disposal until the appeal 
period is over. This period is ordinarily three mon th  and 
can be extended by another 3 months in special circumstances. 
If the appeal is fded then the goods do not become ripe for 
disposal until the appeal is disposed of. There is d s o  a 
provision for revision application against the decision in 
appeal. The time limit for this is 6 months which can be 
cxtended by another 6 months in special circumstances. If 
the revision application is filed the goods do  not become ripe 
for disposal till the revision application i6 disposed of. The 
confiscated goods also do not become ripe for disposal where 
thc goods become the subject matter of court proceedings 



until the pmcediings are decided upholding the 
of the goods. Where finalisation court proceedings is 
lik* to take time the courts are approached to accord their 
permission for disposal of goods particularly where goods 
are likely to deteriorate and for holding the sale proceeds in 
deposit. Where, however, appeals and revision applications 
are not filed in time the goods can be taken up for disposal 
as soon as they are ripe for disposal. 

in  the \ c a m  covered by the theft of August 1970, it has bem 
ascertained from the Collector that out of the 13 consignments 
involved, 7 had not been adjudicated, in fivc., adjudication had 
taken place between November 1969 and hl;trch 1970 and 
in on: case appeal had been rejected in M ~ i y  1970 and in 

these cases disposal action was pending for want of clear 
information regarding whether appenl/revision spplication had 
been filed." 

1.27. It would appear from the details now furnished by the Depart- 
meat of Revenw & Insurance in regard to the cases covered by the theft 
of August 1970, that a$ many as 7 out of the 13 consignments involved had 
not becn adjudicated and that in respert of 5 other consignments the ad- 
judication had taken place between November 1969 and March 1970. The 
Committee have taken up for examination this y e s  (1975-76) caqes of delay 
h adjmlhcatiw of goo& seized by Customs Hwses and the p i t i o n  thal 
emerges out of this examination is rather &sturbin:. While the Committee 
would deal with this question in detail later, they are anxious tbat afi the 
prescribed fomnaiities should be completed in the least possible time and 
the goods conficcatcd disposed of expeditiously to ensure the maldmmn 
realisdon and to reduce the possibility of theft and of deterioration in 
quality. The Ccnnmittee would, therefore, suggest a thoroagb review of tha 
existing procedures for the adjudication, confiscation and disposal of seized 
goods nnd the adoption of necessary remedial meawres th~rea%+r. In any 
case, in respect of cases of confiscation where appeals or revision npplica- 
tiem h v e  not been fikd wititin the prescribed prlriods, it should not be too 
difficult to dispose of such goods with the utmost expedition to the best 
advantage of Government. 

1.28. The Committee also obewe from the Department's reply that in 
respect of those cases in which the adjudicat;on proceedhgs had been com- 
pleted, the disposal action was kept pending in the absence of clear informa- 
tion regarding the filing of appealslrevision applications. It would appear 
tha4 a communication gap exists at present between the different authorities 
coocet-raed. The Committee cannot understand how such a situation had 
&men allowed to develop and would like a~ explanation. The Central Board 



O s s  of goods. from Custom custody. 

(Paragraph 1 . l O Y I S I .  No. 25). 

1.29. In paragraph 1.109 of the Report, the Committee had observed: 

"The Committee note that during the year 1971-72, the total loss 
of goods from the Customs' custody due to theft and other 
causes amounted to Rs. 27,542. The Conunittee require 
that the Board must ensure that there arc proper security 
arrangement in thc Customs godown. All cases of major 
losses and theft should be reviewed by the Board to ascertain 
whether there was any collusion. T o  guard against clan- 
destine removal of goods and later on covering it up  as theft, 
there should be frequent surprise verification of goods by 
higher Departmental officers." 

- 

1.30. In their Action Taken Note dated : 5  Dccember 1975, the 
Department of Revenue & Insurance have repljcd: 

"The observations of the Committee have been noted. Necessary 
instructions have also been issued to ail Collectors in accord- 
ance with the observations of the Public Accounts Committee." 

1.31. It is not clear from the Departmeds rep13 whetlrcr the Central 
Board of Excise and Customs have undertaken a review of all cases of major 
losses and thefts from Cwtoms godowns with a view to ascertaining whether 
there was any collusion on the part of the Custom5 staff. The Committee 
desire that such a review, if oot already made, skould be conducted early 
and tbe results intimated. 

(Paragrhph 1 .12 1-Sl. No. 26) 

1.32. Dealing with a case of export of unmanifested cargo, the Com- 
mittcc, in paragraph 1.121 of the Report, had recommended: 

"The Committee feel ccmcerned to find that in this case the seized 
vessel carried unmanifested gwds  of the order of 40 tons. 
According to the Ministry it is likely (mere guess) that thc. 
unmanifested cargo was loaded beyond the port limits. Thc 



Committee are surprised how such huge bulk a£ goods couM 
, be loaded in a vessel beyond the port limits in mid-sea without 

' docking and platform facilities. The Committee, therefore, 
maintain that the matter needs further investigation as to 
where the unrnanifested goods were load-d and whether 
there was failure on the part of Customs officers." 

1.33. The reply dated 16 August, 1975 furnished in this regard by .tbe 
Department of Revenue & Insurance is reproduced below: 

"Two senior officers were deputed to investigate as to wherefrom 
the unmanifested goods were loaded and whether there was 
failure on the part of Customs Officers. Th-y studied the 
matter in depth. There are two distinct possibilities in this 
repard to the placing of the carso on board the vessel. The 
unmaniksted cargo could have been loaded at Ca'icut port 
during the period the vessel was laying in anchor in the port. 
The second possibility is the cargo like the illicit emiyrantlr 
could have beex londcd at mid-sea afkr  the vesscl took port 
clearance. They have stated that the statements of the crew 
nf M.S.V Shsman and the illicit emigrants give an impression 

that the unmanifestcd carfo found on board the vessel, might 
have been loaded d u r i n ~  the period M.S.V. Shaman was lying 
in anchor at mid-sea at Calicut port. At best this impression 
can on!y be a presumption or suspicion. Yn their opinion it 
cannot be conclusively established at what point of place the 
unmanifested cargo was loaded into M.S.V. Shaman. 

The loading of the authorised cargo for thcse vessels takes place 
only at mid-sea at Calicut port. The export vessels always 
remain at a distance of 3 to 5 km. and the cargo after com- 
pletion of customs formalities are loaded into ligliters who 
convey the cargo to the vessel lyin~: in anchor in the mid-sea. 
The facilities like berthing alongside of wharf and platform 
arrangements for loading of cargo as found in major ports 
are not available in minor ports like Calicut. In the Calicut 
port there is a large traffic of lighters carrying cargo to the 
sailing vessels. The foreign and local cargo are segreyated 
at  the North and South piers on the coast, but after the lighters 
leave the pim, there are diffculties in segregating them. The 
goods for export are covered by boat notes to cnable checking. 
Unauthorised loading from anywhere a!ong coast is sou.&t 
to  be prevented by intellioence and preventive measures in 

general, by way or anti-smuggling operations." 



1.34. The committee regret that tbe irrvestlgatlolrP conducted by tww 
m i o r  ofacers have failed to establish conclusively the place from which the C 

aamaaifested goods were h d e d  in the seized vessel. However, siDa the 
presumption is that the goods might have been taken on board tbe vessel 
wbile it was lying in anchor at mid-sea at Calicut Port and in view of the 
fad that the loading of tbe authorised cargo also takes EJIace only at mid- - in this port, it b incaaprehensible how goods of such bulk (40 tons) 
could have been taken on board undetected. It would, therefore, appear 
that Ute customs s w e i k e  must have been kx, if not altogether non- 
existent. If tbe goods had been loaded Jongwilh other authoriscd export 
cargo covered by d i d  dams documents, anmanifested goods of mcb bulk 
should obviously have been noticed by the rmnmag'ng omcer who nmmnag- 
ed the vessel before permitting it to sail from the port. The Committee 
would, therefore, like to be satisfied that the prescribed checks had, in fact, 
been carried out. If laxity or collnsion on the part of the Customs staff 
comes to light, appropriate action should be taken against the delinqued 
officials. 

1.35. In the light of the difficulties experienced in ~ g e g ~ d n g  at the 
port lighters canying local and forcign cargo to v ~ s x l ,  anchored at mid-sea, 
the Committee feel that it would be advisable to take spcc:al s tep  to 
strengthen the existing customs checks at the prrt in order to g ~ v e u t  th 
loading of unmanifested cargo on vessels on foreign runs. 



C H m  11 

RECOMMENDA1X)NS/OBSERVATIONS WHICH HAVE BEEN 
ACCEPTED BY GOVERNMENT 

The Committee are unhappy that in this case assessable value of a con- 
w e n t  of cross rails imported in July, 1963 and surface measuring ins- 
truments imported in December, 1963 by a public undertaking under special 
project import procedure was assessed to duty on assessable vaIue of 
Rs. 1,257 per nietric tonne and Rs. 2,801 per metric tonne respectively, 
although similar consignment covered by the same contract were valued at 
far higher figures i.e. Rs. 7,150 in case of cross rails and Rs. 41,520 in casc 
of surface measuring instruments. Admittedly the Appraiser concerned 
was not careful while assessin? the goods initially. I t  is surprising that he 
could not distinguish between rails and structurak. This raises the basic 
question of adequacy of training of appraising staff in order that they may 
be effective and efficient. The Committee desire that this aspect should bc 
considered by the Central Board of Excise and Customs with the seriousnes\ 
that it deserves and the Committee inforn~ed about the outcme. 

[S. No. 4, Para 1.34 of PAC's 135th Report (1974-75). 
5th Lnk Sabhal 

Action taken 

In ordm to improve the quality of assessment work, some Appraisers 
with expert knowledge of and egperience in the different branches of tech- 
nolo~y such as electricaljmechanical engineering machinery, metallurgy, 
drugs and medicines, chemicals, jeweller-, leather and textiles etc. have 
been recruited by the Government. Directly recruited Appraisers, both 
experts and non-experts, on their entry inio t:,e Government service are a l w  
given initial training in different aspects of their work. Further, special 
courses of training in the field of both classification and valuation are now 
being conducted for the appraisers by the Directorate of Training (Customs 
and Excise), Ministry of Finance. 

[Ministry of Finance (Department of Revenue and Insurance) O.M. No. 
5 12/6/75-Cus.VI, dated 23-12-1 975.1 



Recommendation 

The Committee note that in both the cases the bills of entry were pre- 
sented under the prior entry system, that is, presentation of documents 
before arrival of the vessel. Under Section 15 of the Customs Act, the rate 
of exchange applicable is the one prevalent on the date of presentation of 
the bill of entry or date of entry of the vessel whichever is later. In these 
cases as the rates of exchange had changed by the time of grant of entry 
inward, goods should have been revalued and differential amounts should 
have been realised. The Committee regret that the correct procedure was 
not followed in these cases. The Ministry have explained that the omission 
was due to the fact that the Customs House treated the difference as insigni- 
ficant and therefore did not issue the demand. The Committee would 
observe that this assumption is unwarranted. The exact quantum of d u a  
depends on the value and rate. Where these are high or even one of the 
factors is high, the difference would be appreciable. The Committee under- 
stand that the normal practice is not to demand duty for a sum less than 
Rs. 25. In the present cases, the difference of duty amounted to Rs. 38,888 
which is not at all an insignificant amount. The Committee feel that the 
existing system for review of all bills of entry presented under prior entry 
needs examination. They have been informed that in the cases mentioned 
in the foregoing paramaph the bills of entry were audited and reviewed by 
cotnputists. audit clerks and audit appraisers. According to the Audit the 
duty paid was Rs. 3,65,916. Having regard to the amount involved there 
is definitely a case for check at higher levels as well. In order to avoid 
recurrence of such cases of under assessment, the Committee require that 
the Department should lay down rigid guidelines in this behalf. 

[S. Nos. 8 and 9.  Paras 1.43 and 1.44 of PAC's 135th Report 
(1974-75), 5th Lok Sabha] 

Action taken 

The Recommendations 1.43 and 1.44 of the Committee have been noted 
and communicated to all concerned for strict compliance. A copy of fresh 
instruclions issued to all Collectors of Customs is znclosed. (F. No. 512/7/ 
75-Cus.-VI, dated 18.8.75) (Annexure). 

[Ministry of Finance (Dcpartmcnt of Revenue and Insurance) O.M. No. 
5 12/7/75-Cus.VI, dated 1-1-1976.] 
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ANNEXURE 

CIRCULAR NO. l4/l975* 

F. No. 5 12/7/75-Cus.VI 

hlINISTRY OF FINANCE 

(DEPARTMENT OF REVENUE AND INSURANCE) 
N e w  Delhi, the 18th August, I975 

From 

The Under Secretary 
to the Government of India. 

To  

All Collectors of Customs (by name), 
The Collector of Central Excise, 
Madurni/.&medabad/Guntur. 
T h e  Deputy Cokctor of Cust5ms, 
Visakhapatnam/Goa. 
The Assistant Collector of Customs, 

SVB JECT:-P.A .C.'s Recommendations-Revision of Foreign Exchanyr 
Ra,es-Reassessment of bills of enfry filed under prior entry 
system. 

I am directed to refer to this ofice letters No. 493/3/73(lus.VI, dated 
the 29th March, 1973 and No. 512/16/72-Cus.V1, dated the 25th August, 
1973, and to forward herewith a copy of the Recommendation at paragraphs 
1.43 and 1.44 of the P.A.C. (1974-75) in their 135th Report on tbe Report 
s f  the C. & A. G. for the year 1971-72. 

2. It is requested that the observations of the P.A.C. may please be 
communicated to all concerned for strict compliance of the correct pro- 
cedure. 

3. It is a b  requested that besides the instructions quoted above, the 
bills of entry of the value of Rupees one lakh and over should be checkcd' 



(a) AH bills of entry of value of Rupees m e  la& and over. . . . . . . . 
by A.CJ1.A.D. 

(b) All the bills of entry of value of Rupeee Five lakhs and o v a  . . . . . . . . . . . .by D.CJ1.A.D. 

Tho position may be reviewed after six months m d  reported to the 
'Board. 

4. Recept of this comnunication may kindly be acknowledged. 

Yours faithfully. 
a/- V. S .  NAIK, 

The Chnmittec. are surprised how the Collector of Customs accepted 
'the frci;:ht declarcd to be f:!ir being 20 per cer~t of the cost of goods impart- 
e d  when in this casc the p o d s  were very heavy weighing about 1 1  8 tonnes. 
The Cornmittte note that in order to ensure that there is no short levy due 
to flat addition of 20 per cent on riccoun! of frcisht and insurance, it has 
been prescribed that n rccord should he maintained of any class of goods 
in respect of which 20  per cent addition is inadequate. The Committee 
dccirc that the Board should ensure that such a list is maintained by all 
.Custom Houses and that i t  is kept uptodatc. 

[S  No. 11. Pam 1.56 of PAC's 135th Report (1974-75), 
5th Lok Sabha] 

Action hken 

The r~~oniniendation of the Public Accounts Comml'tr'e ie this regard 
has been brought to the notice of all the Custom Housc/Collectorates for 
wtnpliancc and the instructions contained in this Minist~y's Circular 
No. 611974, dated the 6th March, 1974 (copy enclosed) !lave been reiterat- 
ed in this mini st^ Circular letter No. 519;4/75-Cus.VI, dated the 17th 
July, 1975 (copy enclosed) (Annexure). 

'{Ministry of Finance (Dcpi~rlment of Revenue and Insurancc) letter No. 
5 12/4/75-Cus.W, dated 25-7-1975.] 



CiRCULAR NO. 6/197C; 
F. NO. 512/20/72-CUS.VI. 

GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 

(DEPTT. OF REVENUE AND INSURANCE) 

Nrw Delhi. the 6th March, 1974 

From 

The Under Secretary to the C~ovc.rnrnat of I n r i i ~ .  

A11 the Collectors of Customs. * All the Collectors of Customs & Central Excise. 

The Deputy Collector of Customs. Goa/Visakhapatnam/ 
Bhubneswar. 

The Asstt. Collector of Customs, Ncw Kandla. 

1 am directed to cnclo% a w p y  of the additional information .sent to the 
P.A.C. on paragraph 6 of the Report of the Comptroller and Auditor 
General of India for the year 1971-72 for your information. 

The Board desires that con~pliance with the instructions contained in 
Board's letter F. No. 3 / 1 4 / W u s . V I  dated 2-S-64. incorporated at pages 
219-221 of the Central Manual of the Appraisin~ Depnrtment, Volume 1, 
should be ensured, in order to avoid short levies in respect of commodities 
for which tile flat rate addition of 20 per cent on account of freight may be 
insufficient. 

Kindly acknowledge receipt. 

Yours faithfully, 
Sd./- P. K. KAPOOR, 

Under Secretary to the Govt. of India. 



Points for additional information arising out af tk Report of tk Comptroller 
and Auditor General o f  India for the year 1971 -72-Revenue Receipts, 

Volume I 

Paragraph &Short collection of duty due to incorrect addition of freight. 

34. Has Government reviewed the flat rate addition of freight or the 
actual rates dcclared in some selected cascs at least to be satisfied 
about their reasonableness? 

REPLY 

Actual rates declared in doubtful cases are verified by the Custom Houses 
from other documents such as freight memos. It has been noticed by the 
Custom Houses that gcni.rally the flat addition of 20 pcr cent is not lower 
than the normal freight charged. Whenevcr such an addition appears 
inadequate, further investigations are made. Tn order to ensure that there 
was no short levy due to thc flat rate addition of 20 Fer cent on account of 
freight and insurance, in Board's F. No. 3/14/64-Cus.VI, dated the 2nd 
August, 1964, incorporated at pace 219 of the Central Manual of Appraising 
Department, Volume I (relevant extracts enclosed), it has been prescribed 
that a record of any class of goods in respect of which 20 per cent addition 
is found inadequate should he maintained. A list of articles was also 
drawn in respcct of which the addition of 20 per cent for freight and 
insurance charges was found to be insufficient. 

Exrrucls frm71 Cetrrral A.lanual of Appraising Drplrtrtmenr, Volume 1. 
(Pages 219-221 ). 

( 2 )  Freight: ( i )  Twenty per cent shall usually be added to thc invoice 
valuc for freight, insurance and commission charges when these arc not 
shown to be includcd in the invoice value. I f  such s rate appears inadequate, 
the cases should be reported t o  the Assistant Co1lec:or for orders. 

(ii) A dctailcd record of any class of goods in respect of which the 20 
pcr cent addition referred to in sub-para ( i )  above is found inadequate 
shall bc maintained in group note books. This addition has hcen found t e -  
be insufficient in respect of the goods mentioned in the list below:-- 

( i )  Corks and Cork Slabs for insulation. 

(ii)  Glass bulbs for the manufacture of electric lighting lamps. 

(iii) Steel tubes or pips  and condenser brass t u b .  

( i v )  Scrap leather. 



(vi) Glassware, dommtic. 

(vii) Cycle rims. 

(viii) Motor car and truck springs, as also cars and trucks imported 
in a 'Knocked down' condition. 

(ix) Certain heavy chemicals, cg., Mag. Compound. 

(x) Bitumen. 

(xi) C. I. Baths. 

(xG) Bottles 'Crown Cork'. 
(xiii) Methyl Ethyl Ketone. 

(xiv) Cycle Accessories. 

(iii) Where there is evidence of subsequent increa% in freight and the 
terms of sale, even though c.i.f., show that any increase in freight is to be 
-on the buyers' account, the increase freight should be taken into consideration 
in arriving at the d u e  under section 30(b) Sea Customs Act (now section 
14(1) of Custom Act). Even if the sale contract does not contain a 
mdi t ion to this effect, the assessable value muy be enhanced provided that 
it is warrs~ltcd by a comparision with the cost of contemporary importa- 
tions of goods of like kind and quality. 

(iv) When there are reasons to believe that extra charges such as load- 
ing and inland transport and shipment charges in the country of orian have 
been incurred but the exact figure is not known at the time of assessment, 
the case should be submittcd to Assistant Collector for Appraisement for 
order as to the addition to be made to the assessable value on account of 
thesc charges pending submission of documents showing tlw actual amounts 
involved. 

( v )  In order to arrive at a decision uhethcr adjustment of frei~llt and 
o:her charges can be carried out without calling for the invoice presented 
at the time of classificarion of the bill of entry, the scrutinising appraiser 
should in future clearly indicate on thr bill of entry whether the addition of 
20 per cent or more in lieu of freight ctc. covers only freight and insurance 
charges or freight, insurance and commission charges. 

The invoices will ordinarily be called in cases where the freight memo 
cannot be connected with the bill of entry without the invoices or where 
examination of this document is necessary for correct allocation of frught 



and charges to the various items of a bill of entry assessable to duty at 
different rates of duty. 

Where there are a number of items carrying various rates ~f duty and 
only one F.O.B. value the relevant invoice will have to be called for ta 
examine the allocation of the total F.O.B. value to each item 'df the bill oC 

-entry. 

Circulur No. 8/75 

F. No. 5 12/4/75-Cus.VI. 

MINISTRY OF FINANCE 

New Delhi, the 17th July, I975 

From 

The Under Secretary to  the Government of India. 

All Collectors of Cumms .  
All Collectors of Central Excise. 

The Deputy Collector of Customs, Visakhapatnam/Goa/ 
Bhubncswar. 

The Asstt. Collector of Cuqtorns. Ken' Kandla. 

Sir, 

I am d~rcctcd to ~nvitc your at~cntion to the instructions cont~ined in 
this Ministry'\ Circular No. 611974. dated the 6th March, 1974, on the  
abovc subject and to forward hcrcwith an extract of purayraph 1.56 of the 
rccornrnendation\ of the P..4 C. contmncd in thcir 135th Report (5th ~ * k  
S a b l l ~ )  1973-75, for jtrlct compliance. 

Kindly acknowlcdgc rcccipt of this lctter. 

Encl. 1. 

3 A 7 ?  1 C 7 

Yours faithfully, 
sd.1- V. S .  RAE, 

('r~der Secretory to the Govt. of India. 



Recommendation 

1.92. The Committee takc a serious view of the gross excess levy of 
duty to the extent of Rs. 20,423 which could not be refunded. It is a matter 
of regret that the mistake was not detected by the lnternal Audit Department. 
The  workload needs to be looked into. 

LSI. No. 20, Para 1.92 of PAC's 135th Report (1974-75)-5th 
Lok Sabha] 

Action taken 

The Committee's observations have been noted. The Directorate of 
Inspection (Customs & Central Excise) are already examining the audit 
workload in Bombay Custom House and will submit, in the light of their 
study, proposals regarding augmentation of staff with a view to strengthening 
the same. 

[Ministry of Finance (Department of Revenue and Insurance) O.M. 
No. F. No. 44271175-Cus.JV dated 17-11-1975.] 

Recommendation 

The Committee find that in this case there was delay in forwarding the 
Bill of Entry to the Customs Revenue Audit. The Committee suggest that 
in order to avoid such delays, a time-limit must be spxified for rendering 
thc Customs documents to Audit. 

[SI. No. 21, Para 1.93 of PAC's 135th Report ( 1  974-75) 5th Lok Sabha] 

Action taken 

A time limit of 120 days has already been fixed for submitting the 
Original Bills of Entry to the Customs Revenue Audit. A copy of the 
instruction No. 1/75 isuued vide F. No. 442/2/73-Cus.IV dated 14-2-1975 
(Annexure) is enclosed. The Collectors of Customs have also been advised 
to fix certain time-limits for movements of the Bills of Entry through the 
iarious processes in different Departments and also to devise some checks 
6 ensure that the time-limit is strictly adhered to. 

[Ministry of Finance (Department of Revenue and Insurance) O.M. 
No. 44212175-Cus.1V dated 27-1 1-1975.J 



From 

To 

29 

ANNEXURE 

Instruction No. 1/75. - - -- . -- - 
F. NO. 44212173-Cus.lV 
G O V E R N M E N T  OF INDIA 

MINISTRY OF FINANCE 
( D F P A R T M E N T  OF REVENUE A N D  INSURANCE) 

New Ddhi, the 14th February, 1975 

H. Narayan Rao, 
Under Secretary to the Government of India, 

The Collector of Customs, Bombay/Calcutta/Cochin/Madras. 
Procedure 

S u ~ ~ ~ c T . - - F i x a t i o n  of time-limit for slrbmission of B/E to C .R.A.  for 
A dit-in ~truction regarding. 

Sir, 
I am directed t o  refer to  your letter (No. 1) C-2170/71-1/C-1731172/ 

C-1564173 dated 9-8-1974 ( i i )  10-51174 dated 14-6-1974 (iii) C. 1/ 
lOY/74-Cus. dated 10-6-1974 ( i v )  84511 0174-TAD dated 29-5-1974, 
on the above subject and to say that it has since been decided that the 
Original Bills of Entry should be forwarded to the Customs Revenue Audit 
for audit purposes well within a maximum period of 120 days from the 
date of payment of duty. It may please be stressed upon the staff con- 
cerned that this time-limit should be adhered to  scrupulously and that if 
for any rcason any batch of original bills of entry cannot be-forwarded to 
tbe C.R.A. within three and a half months from the date of payment 04 
duty the fact should be brought to the notice of the con:erntd Deputy 
Collector of Customs so that it could be ensured that the Bills of Entry 
arc forwarded to thc C.R.A. within the time-limit of 120 days referred lo 
above. 

It is also requested that certain time-limits may ;.le:~ce be fixed fm 
movements of the Bills of Entry through the various procg:\ses in different 
Departments and also some checks devised to ensure that the time-limits 
referred to  above lire strictly adhered to. 

The receipt of this communication may please be acknowledged. 

Yours faithfully, 
Sd.1- H. NARAYAN RAO, 

U n d ~ r  Secretary to the Covermnent of India. 



Copy, with a copy of this Department's letter of even number dated 
15-5-1974, also forwarded to:- 

(1) All other Collectors of Customs for information and necessary 
action. The receipt of this communication may please be acknowleged, 

(2 )  All Collector of Central Excise. 
( 3 )  Deputy Collector of Central Excise & Customs, Goa. 
(4 )  Addl. Collector of Central Excise & Customs, Bhubaneswar. 
(5 )  Asstt. Collector of Customs. Visakhapatnam. 

Sd./- H. NARAYAN RAO, 
Under Secretary to tlie Government of I& 

Copy to : - 
( 1 ) P.S. to Chairman (CB&EC) /M (CUS) /M (CX) /M(T) .  
(2)  DS(CUS)/DS(REV) /DS(LC). 
( 3 )  All U.Ss. of Sections in the Customs Wing. 
( 4 )  OSD(CUS)/All 1 . 0 s .  of Cus.11 and CX.5. 
( 5 )  DI(CCE)/Dir. of Trainmg, (K-15  Haus Khas Enclave, Ncw Delhi/ 

Tariff Unit. 
(6)  The Bulletin 8: Manual Sections (with 4 sp;ire copics). 
( 7 )  Director (Rcvenue Audit), Office of thc C.A.&G. of India NeW 

Delhi. 

( 8 )  Appellate Collectors of Cus!orns, Bon~bay/Calcutta/Madras/Delhi. 



GOVERNMENT OF INDIA 
MINISTRY OF FINANCE 

(DEPARTMENT OF REVENUE AND INSURANCE) 
New Delhi, the 15th May, 1974 

F. No. 44212173-Cus.IV 

The Collector of Customs, Bombay. 

SUBJECT.-P.A.C.-Con~dertrtion of the Report of the C&AG for the 
ycur 197 1 -72-Arldl. information required on Audit Para 
1 L E x c c s c  le~qv of dirty ro the extcnt of Rs. 20,4231- on 
'Bundv T~thcc.'-Bornhay C~rctam HOI(SP. 

Sir, 

I an? directed to refer to your Ictt-r Yo. C-2170/7 1-1 /C-173 1 /72:C- 
1564/73 dated thc '1st Ji~nuary. 1974, on thc above subject and to cnciose 
a copy of the Revcnuc Audit letrcr No. 839-Rec.A/228-71 (IDT) dated the 
11th April, 1974 alonf-with ;I copy of brief containing additional informa- 
tion on thc points No. R X  to 0 2  arisine out cf Para 1-1 of the Audit Report 
(Civil) on Rcvcnue Rcccipts, 1971-72 for use of thc PAC. While thc: 
Audit have gi\,cn their concurrence to thc proposed reply to PAC rl::y have 
suggcstcd in thcir letter rcferrcd to above that ( i )  a copy of the instruction 
referred to i n  this Ministry's reply to the p i n t  at SI. No. 91 may be cnclosed 
thcreto for rcfcrcncc of the P.4C and ( i i )  as a rcrnedial nieasurc arninst 
delay in rcnclcring the Customs documents to Aucfi:. a timc-limit may be 
specified. You are, therefore, rcqucstcd to icnd !(. 3linistry.s c o y  
of the instructions referred in para ? - ( i v )  of your letter undcr rcfcrcnce 
according to which Auditors 2nd Audit .4.0<. arc rcqiiired to carrtr out a 
rouch ovcrall ci~lculation with :I vicw to avoiding arithmetical crror in 
calcul:~tion of  Customs duty.  You arc further requested to furnish your 
detailcd comments urgently (in thc suqcstion of Revc.nuc Audit fnr prescrib- 
ing ;I tlrne schedule according to which Customs documents should be 
supplied to CRA for chcckinn. 

Yours faithfull\-. 
Sd./- FT. NARAYAN RAO. 

Coyv, with a copy of the R e v e n ~ ~ e  4udit's lettcr No. 839-RECA/928- 
71(IDT) dated 11-4-3974 and a copy of the proposed rcpTv to PAC 
forwarded to the Collector of Cus tom,  Calcu t ta lMadras iC~hin  with the 
request that comments with regard to specifying the time schedule for 



supplying the Customs documents to the CRA may please be furnished to 
this Ministry immediately. 

Sd./- H. NARAYAN RAO, 
Under Secretary to the Government o f  India. 

Recommendation 

The Committee arc most astonished to observe that in this casc although 
goods worth Rs. 18 lakhs wcre kept in the godown. no proper guarding 
arrangements existed. The godown which is having only a singlc tiled roof 
without ceiling, has not bcen providcd with the propcr metal ceiling. After 
the theft of articlcs worth Rs. 12,289 occurcd-in August. 1970, no action 
was taken by the CPWD to provide a proper cciling for the godown in order 
to make i t  sccurc. Ko nonder another theft occurcd in May, 1973. The 
Committce desire that neccssrq steps should be taken forthwith to remove 
the insecure condition of the godown and strcngthcn the guarding arrange- 
ments. They would also like to know the outcome of thc investigation by 
the police of the second thcft. It is possible even that thc Customs staff 
have connived at the thefts. The Committce understand that on both the 
occasions consumer articles were lost and the Executive clfficer did precious 
little to prevent repetition. They would like that inve~tigation~ should he 
conducted to ensure that them was no collusion by Customs staff. 

[S. No. 22. Para 1.106 of PAC's 135th Report (1974-74)-5th Lok Sabha.] 

Action taken 

The godown where the seized goods are stored has bcen made secure by 
fixing a metallic ceiling. The pardin_r arrangements havc been entrusted 
to the Police with effect from 12-11-1973. In the case of thc first theft the 
Police after their investigations reported th:~t the cihw was undetectable. 
no  collusion of godown officials was suspected. As regards the 2nd theft, 
here also thc police investigations havc not revealed any collusion. The 
case is under trial by the Sub-Magistrate, Calicut. Necessary instructions 
have again been issued to thc Collectors asking thcm to ensure that the 
security arraneements in the Customs godowns arc adequate. 

ministry of Finance (Department of Revenue and Insurance) O.M. 
No. 561 /3/75-LC11 dated 15-1 2-75.] 

Recommendation 

The Committee wcre informed in August, 1973 that thc value of goods 
' confiscated out of the goods seized during 1971-72 was Rs. 15.2 crores and 

that the sale price realised till then waq Rs. 3.458 crores. This shows 
that either the disposal of confiscated goods was slow or the sale tralue 
realised was very low compared to the value of the goods confiscated or the 



33 
value of seized goods were highly inflated to unduly highlight customs per- 
formance. If the second presumption is true, the Committee would like 
to have an explanation why the value realised was so low. The Committee 
suggest that in order to prevent over-pricing, it might be useful for the 
C'ustoms Authorities to give cogent reasons for any large difference between 
the valuation figures computed and the value realised in disposal. 

I S .  No. 24, Para No. 1.108 of PAC's 135th Report (1974-75) 5th Lok 
Sabha.] 

Action taken 
Thc sale proceeds of Rs. 3.458 crores includes Gold and Silver valued 

at Rs. 34 lakhs sent to the Mint, Currency and Cheques valued at Rs. 12  
lakhs sent to Rcscrve Bank and Launches and Fire arms valued Rs. 80,000/- 
appropriated for dcpartmental use. l 'he realisation on sale of confiscated 
goods till then was Rs. 2.99 crores as against a book value of Rs. 4.05 
crores rccordcd at the time of seizure. The sale proceeds realised would not 
appear to be very low considering that at the time of the sale of confiscated 
goods to N.C.C.F. and canteen Stores a discount of about Rs. 51 lakhs was 
also allowed. The reasons for the difference between the book value and 
the sale proceeds are mainly due to the following:- 

1. For the confiscated goods sold through National Consumer Co- 
operative Federation, Canteen Stores etc, under the existing 
orders of thc Govt. a discount of 10-25 per cent is allowed 
to these agencies. 

2. Sometimes there is a fall in the market price at the time of dis- 
posal as compared to the price prevailing at the time of seizure. 

3. Recorded value represents tthe value of goods ascertained in open 
market at the time of the seizure, whereas the sale price is fixed 
by the pricing Committee considering market trends and con- 
ditions of goods ctc. 

4. Goods sold in auctions are in some cases lirnitgd to actual users. 
5. Goods are sold without guarantee and sometimes after lonz 

storage awaiting decision in appeal etc., and auction bidders 
would take this into consideration in bidding. 

Instruction% have becn issued as suggested bv the Committee that where 
rnerc arc lnrsc differences between the valuation fisures computed and the 
vnlue realiscd, cogent reasons be recorded in the rclelxrlt registers. 

[Ministry of Finance (Department of Revcnuc :~nd Insurance O.M. 
No. 561 /5/75-LC11 dated 16-8-1975.] 

The Committee feel concerned over the declining in receipts from 
export duty at some of the ports including Kozhikode on the West Coast. 



J h e  Committee require the Central Board of Excise and Customs to 
undertake a review of the position to determ'ine the extent to which the 
decline in receipts can be attributed to smuggling operations and to take 
effective measures to check the same. 
[S. No. 27, Para 1.122 of PAC's 135th Report ( 1974-75) 5th Lok Sabh:~] 

Action taken 
A review of the position regarding the decline in receipts from exDort 

duty on the West Coast rcveals that there has been a diversion of goods to  
Cochin by major exporters on account of better port arrangements at 
Cochin and lesser number of steamers calling at Kozhikode port for export 
of goods. The abolition of export duty on tea w.e.f. 1-3-70. decline in 
export of raw cdtton due to  failure of cotton crop, and decline of export of 
dwiled groundnut meal etc. are funher causes for the decline in export 
duty receipts. 

Decline of receipts in revenue could not be attributzd to smuggling 
operations in as much as there were no report4 or intelligence to suggest 
that any of the items dutiable on export had been sntu_rglcd out of the 
country in a n y  appreciablc quantities in the particular period. Howcvcr, 
it may be stated here that adequate anti-~n~uggling nlcasurc? such as 
augmentation of staff, set up of  shore guards and Road patrolling parties, 
wireless net-work, intensive marine patrolling. acquisition of fast Yorwegien 
boats and detention5 under COFFPOSA etc. have ~ lncc  bccn taken \o +u 
prevent smug_rling 

[Ministry of Finance (Dcpartmcnt of Rcvcnu? 2nd I n ~ : ! n c ~  ! O M. 
NO. 561 /8/75-LC11 dated 15-1 7-1 97.5.) 

Recommendntion 

The Wcct Cmrt  cmcrc a long hclt and hcncc call\ for tighter vig11:lncc 
operat~on, to curb rffcctively clandeqt~nc op:rafionq ~ u c h  as p i c l i ~ r  up of 
illicit emigrant., and valuable goods after clearance of the vcscc'\ from the 
ports. The penalties for such offences should bc Fewre to act 3 s  :I 

deterrent. 
[S. No. 28, Para T o  1.123 of PAC5 135th Rcport (1973-75) 

5th Lok Sabh~t]  

Action taken 

Instructions have been issued to the Collector of Customs and Ccntral 
Excise, Cochin, drawing his pointed attention to the observations of the 
Committee. 

Various steps have aIso been taken t o  tighten the vigilance operations, 
such as, strengthening of preventive machinery by augmentation of staff 



and deploying sophisticated fast speed boats. These boats are fitted with 
#light machine guns and modern equipment like electronic night sights for 
locating suspected crafts. Provision has also bcen made for wireless 
communications network for speedy and depend,tblc means of communica- 
tions for anti-smuggling work. Preventive detention has also been 
resorted to. 

[Ministry of Finance (Department of Revenl~e and Insurance) O.M. 
No. 561 19175-!.C1l I dated 19-1 2-1 973j  

. 
Recommendation 

The Coninlittee find that during the year 1971-72, the amount of Cus- 
tcms duty refunded on goods landed but found missing before clearance 
was Rs. 4.28 lakhs. The goods were pilfered or stolcn while in the custody 
of port trusts. The Conlmittee feel concerned over the loss and desire the 
Port Tru5t anthorities should take nccessary s t e p  to tighten the security 
arrangements. A11 cases of losses of valuable goods should be exanlined 
with a view to determining whether the thefts have occurred in collusion 
with the staff or  importers and if so. :o t:tkc rtppropriate deterrent action. 

[S. No. 29, Para 1.136 of PAC's 135th Report ( I  974-75). 
5th I.ok S;;bhal 

Action takcn 

Thc reconinicndiitic,n of t!ic P115li.: Accounts Committee h : ~ s  bcen 
bro~ight to the notice of the klinistry of Shippiny and  Tr:insport u h o  are 
the conccrncd Mini\tr!.. That Minicrry ha< also bcen ahlccl to furniih a 
note on the aclinn on t l i c  r ~ c o n l n i ~ ' n i 1  ~ : i ~ ) n  d i rx t  to the Prihlic Account.; 
C(~nlniittcc. \,ide this Ministr!,'.; Oftic? 3lcmorandunl F. So.  512;'i-5- 
Cus. VI, datcd the 1 0 t h  April. 1975 ( c q y  cnclrwd) (Anncsurc). 

[Minimy of Finance (Dcpartmcn! of Rc.\cnnc and 1nsur:incc) letter NO. 
5 1 ?,15 /T5-Cus  \.I. cinted 16-S-1975 1 

Viiriou\ steps h;ive bcen t ~ ~ k c n  hy the Port rtuthorities to strcngt11t.n 
securiry nrran2.ements. the principle :Inlong thcm being the induction of the 
Central Indu5trinl Security Force from 1971. As a rc'sult, impravcnlent has 
becn noticed in the position of pilferngt in the ports. Ho\\evsr, all cases 
of theft of cargo, whether valunblc or othertvise, art. invariably rcported t o  
the Policc, and the parts' employees, if found guilty of collusion with out- 
sidcrs in these thefts, arc dealt \vith under the departmental rules and deter- 
rent action is takcn against them. 

p in i s t ry  of Shipping and Transport O.M. No. PTS-8/75. dated 
19- 1-76] 



P.A.C. 
-.-- 
I M M E D ~ E  

A N N E X U R E  

F. No. 5 12/5/75-Cus.VI 

MINISTRY OF FINANCE 

New Dcll~i, the lOrh April ,  1975 

SUBJECT.-P.A.C. ( 1974-75)-135th Report-Rrcomn~c~nd~~tion Para- 
~ ~ r a p h  No. 1.136. 

The undersigned is directed to enclose a copy of the reply to Point 
No. lO(a) of list of points arising out of the Audit Report for the year 
1971-72 in respect of Audit Para No. 20. relating to Remissions and aban- 
donment~ of Customs Revenue. The Public Accounts Committee were in- 
formed therein that customs duty amounting to Rs. 4.28 lakhs was refunded 
by the Governhent in respect of the goods which were pilfered or stolen 
while in the custody of Port Trusts prior to clearance. The figures givcn 
by the following Custom Houses are indicated below:-- 

S .  No. Custom House/Collectorate 

1. Bombay Custom House 

2. Calcutta Custom House 

3. Madras Custom House 3,043.18 

4. Madurai Collectorate 

Total 433,353.58 - -? -- 
2. The Public Accounts Committee in palagraph 1.136 of their 135th 

Report (5th Lok Sabha) 1974-75 (extract cncloscd) have cxprcssed con- 
cern over this loss of revenue and dcsired that Port Trust authorities should 
take necessary steps to tighten the security arrangements and all cases ot 
losses of valuable goods should be examined with a view to determining 
whether the thefts have occurred in collusion with the staff or importers and 
if so to take appropriate deterrent action. It is, therefore, requested that 
the recommendation of the P.A.C. may be examined and iniplemental action 



taken thereon, may be intimated to the P.A.C. urgently under inti- 
mation to this Ministry. 

Sd/- V. S. NAIK, 
Under Secretary to the Government of India. 

'To 
Shri K. L. Gupta, 
Deputy Secretary, 
Ministry of Shipping & Transport 
New Dclhi. 

Recommendation 

"The Committee note that during the year 1971-72 in 328 cases exern- 
ption were given under Section 2 5 ( 2 )  of the Indian Cu~torns Act, 1062, 
which provide for exemption of duty under circumstances of exceptional 
nature. The Committee arc anxious that before giving svch exemptim the 
Board should satisfy themselves that exemption given to individual and firms 
etc. invariably serves public interest. 

[ S .  No. 31, Para 1.138 of PAC's 135th Report (1974-79, 
5th Lok Sabha] 

Action taken 

The obscrvations have been noted. 

[Ministry of Finance (Department of Revenue and Insurance) O.M. No. 
467/3/75-Cuc.V, dated 1-1-1 9761 



CHAPTER 111 

RECOMMENDATIONS/OBSERVATlONS WHICH THE COMMITTEE 
DO NOT DESIRE TO PURSUE IN THE LIGHT OF THE REPLIES 

OF GOVERNMENT 

Recommendation 

The Committee cannot but deplore the inordinate delay on the part of 
the Board in issuing clarification on the references made by the Collector 
of Customs House, Bombay in November, 1970 seeking guidance as to the 
classification of inter-ulia Collar Stays and polymeric plasticizers. The Cen- 
tral Board of Excise and Customs issued the ~~~~~~~~y clarification in the 
form of tariff advice on 18th A u y s t ,  1972 ( i . c .  at'tcr aboot 23 months), 
This is a clear instance of gross inefficiency. The Ministry have stated that 
the reference from the Collector of Customs Rornh;~y was inadvertently 
Linked with another C:IW regarding clnssific;~tion of Nitro Cotton rcfcrri'd 
to by the Collector of Customs. Calcutta, in April, 1970 and was lost si;.ht 
of at the time of discucvion in thc ccnfercncc of Collectors held in Cochin 
in January, 1971. The refcrence was traced only on reccipt of a rcmindcr 
from the Collcctc~r of C ~ ~ w n i c .  Bornhay on 1 6 t h  July. 1971 and thc quds -  
tion was d i scuwd ; i t  1112 Collt.cf~vs Confcrcncc held in M a d m  in Fchi.\i- 
ary, 1972. Thcrcafter tarifT ad\,icc in respect of Collar Sta!'\ \!.:IT i$qu:'tl 

on 1 Xfh .4uguct. 1972. Thc Committee considcr t l i : ~ t  thc delny th;~t !):I$ 

tnkcn place is inexcusahlc and suc~?cst that rcspcinsihility s~ecinilv at t h ~  
top Ic td  s h ~ x ~ l d  he f ixed for the c!~'l;lv a n d  the Committee, jnfnrmd nh?~!t  
the action tal;en in this bch;t!f. T3c Ccmniittcc ~ ~ t i l d  likc to rcitcr;~lc ti12 

observation rr,:!dc in paragraph 1 ..?? of thcir 110111 Rcpnrt (4!h Lok S; lhh;~)  
that the Central Board of Excise : ~ n d  Cuc::nmr :!rc rlic:!l>i !o  give ;I !c;ld tn 
the lower formations in the rnat!er of prompt dccicion.; 2nd i t  i \  thcrcforc 
imperative that decision< on cluc~tims of tar 1i:lFility arc prnniptlv tahcn. 

'S. No. 14. Par;! 1 .70  of P.4C.s 1 7 t h  Report (1971-75). 

Action Taken 

The obwnations of the Comnlittcc have been noted. 

2. The rcasons for the delay that occurrcd i n  t h i ~  c:ise in issuinr cl:jri- 
fication on a refcrence received from the Collector of Cuqton~s, Ronlh:r\r 
have been examined carefully by the Miniqtry in order to take correctiw 
action and to avoid a repetition of such instances. 



3. The reference from the Collector of Customs, Bombay, was received 
in November, 1970 and as already expla~ned to the Cornmitte, the same 
was inadvertently linked with another *file regarding classification of Nitro 
Cotton referred to by the Collector of Customa, Calcutta, and was lost s @ ~ t  
of. This happened because the subject matter of both the references from 
Collector of Customs, Bombay and from the Collector of Customs, Calcutta 
referred to the same general subject viz. the scope of item 82(3)I.C.T., 
which had been introduced in the Tariff on 1st March, 1970. A Tariff ad- 
vice was issued in the case of Nitro Cotton on 4th May, 1971 and it was 
only when a reminder was received on 15th July, 1971 that it was realised 
that an issue was left pending. The delay which occurred due to  this 
wrong linking of papers amounted to 8 months from 12th November, 1970 
to 16th July, 1971. 

4. Thereafter the issue was included in the agenda of the Conferenca 
scheduled for August, 1971 but the Collectors of Customs other than Born- 
bay had not had time to study the issue fully in order to  have a purposeful 
discussion in Conference. Hence, it was put off for the discussion at the 
next Cmference which took place in February, 1972. As a result there 
waq a furthcr delay of about 7 months. which in the circumstance was per- 
haps unavoidable. 

5 .  Aftcr thc Minutes of thc Conference held in February, 1972 were rc- 
ceivccl. i t  was found ncccswry to consult the Excisc Wing of the Board's 
Oflice as clas\ification under the Tariff for purposes of C.V. dutr 
was also involved. Only r~ftcr thc Excise Winp cxarnincd thc issue, a Tariff 
Advicc wac isiucd i n  . 4ups t ,  1972. 

6. In  ordcr to ,~ \o id  ;1 rcc.urrcncc of inadvertent cwc~ igh t  of such refcr- 
cnce\ thC follo~\inar \tcps hLl\,c been taken.-- 

( i )  In\t~uctionk I I , I \ C  kwn 1\4ued t o  {lie Col lect~r \  of Cudoms refer- 
riny to t h ~ \  C,I \C .rnd l n l p l c ~ ~ l r i ~ T  upcw t11xn the  need t~ c\.~niine 
;ill rclc~c'nce< ni,rdC hv t h c ~  on cl;ls~ific:ition mnttcn ~tllich .ire 
?t i l l  pcntlinr. nhcn the arend,~ of a Conference is received to see 
\\hcthcr anv i\kr~c has hccn omitted thcrefronl and to take ne- 
cmiarv \ t e p  to ininic.di,~tcl~ infnrm the Rnard of the omission. 
A copy of thc Icttrr i f  cnclowd for the infornlation of the 
C ~ n l ~ n i t t c e  ( Annexurc). 

( i i )  A control rcrister h;ls hcen <t;irtcd in the Tariff Unit in the 
Hoard's otfice in which all refercnceq on Tariff clasqification 
matters arc separntcl\l entered with full details in order to  keep 
a watch over their proper disposal. 



7. Further, in order to remove the need for a separate reference to Cen- 
tral Excise lVin_g and to avoid consequent delay, a decision has been taken 
and put into eflect since March. 1974 to enlarge the scope of the Confer- 
ence of Collectors on classification matters to include also the Collectors 
of Central Excise of the livc zoncs of Bombay, Calcutta and Orissu, Kanpur, 
Madras and Cochin. Ever since this date, the Confcrence has becn a conl- 
bined Conference of Collectors of Cus tan l~  and Central Excise and all issues 
involving cl:~ssification under the Central Excise Tariff for C.V. duty pur- 
poses are discussed in this combined Conference. 

8. From the above it would be seen that the delay wliich occurred in 
this case was not due to the fault of any individual. As regards the short- 
comings in the system itself, necessary corrective action has been taken. 
However. the observationi of the Committee have been noted and the same 
have been circulated to all M'inp of the Board's Office to ensure that c h s i -  
fication issues are promptly dcslt with and such delays do not recur. 

p i n i s t r y  of Financc (Dcpartmcnt of Revenue and Insurance O.M. No. 
571 / 2 / 7 5 - ~ u s .  (TU) .  dated 20-1-1976.1 

Cop? of letter No. F.  No. 513/3/73-Crr((T1') r1arc.d 1 st Octohcr, 1973 

While examinin9 an Audit pnr,l included in the Report  of the Comptrol- 
ler and Auditor General of India for 1971-72 (p'ira 9 - n o n - l e ~  of 
additional duty on Collar Stay\). it has come to the notice of the Board 
that a reference made bp Rornba! Cu\toms House on 6-1 1-70 in regard 
to correct classification of Collar Stay\ wa4 lost 4ght of in the Boar&s 
office with the result that i t  was not con4dcrcd in any of the four classi- 
fication conferences held bctwecn Nm 2mbcr. 1970 and Junc. 1971 and 
avoidable delay took place in the isque of a Tariff Advice. 

2. The Board desires that the Collectors Should examine all re- 
ferences made by them on classification matters which are still pending 
when the agenda of a conference is received with a view to determining 
whether any important issue has been omitted. In addition particular 
care should be exercised to ensure that 311 pending reference3 arising out 
of C.R.A. objections are duly included in the agenda for discussion with 
the representative of the Comptroller and Auditor General. If any such 
item (whether for discussion with the office of the Comptroller and 
Auditor General o r  not) is found omitted from the agcnaa, thc concerned 
Collector should have the same included for discussion by informing 



the other Collectors and circulating necessary papus  to them under inti- 
mation to the Board. 

Yours faithfully, 
sd.1- 

D. C .  MANDAL, 
Under Secretary 

Central Board of Excise and Customs. 
Attested 

sd/- V. M. K. Nair 
Inspecting Officer. 

Recommendalion 
It has been stated by the Ministry that the pending cases and the 

casts undcr objection arc decided on the basis of the Tariff Advice and to 
rhat extcnt the Tariff Advicc has restrospcctive effect. The Committee 
wonder whether this vicw could be sustained in law. The Committee 
desire that the matter should be examined carefully. Incidentally, it is 
evident from the Ministrfs replv that in the case under discussion the non- 
levy of additional duty during the period 1st March, 1970, to 17th August, 
1972 was due to wrong interpretation of the notification dated 1st March, 
1964 by the Bombay Custom House. 

[S. No. 15. Para 1.71 of PAC's 135th Report 
(1974-75) 5th Lok Sabha.] 

Action taken 
The Inntter has been exaniincd again in consultation with the Ministry 

of Law. Justicc and Con~pany Affairs? who have concurred with the position 
statcd in para 3 of thc ,Ministry's reply to point No. 61, forwarded to 
Public Accounts Committee under cover of Ministn's Ofice Memorandum 
No. 521/3/74-Cus.(TU) datcd 6.2.74 (copy enclosed for ready reference) 
(Anncxurc).  

Thc observation of thc C'ornniittee that the non-levy of additional duty 
in the case undcr discussion Mas due to wrong interpretation of the 
notification dated 1-3-64 by B o m b 6  Custom House, have been noted. 

[Ministry of  Finance (Department of Revenue and Insurance O.M. 
No. 521 /3: /75€us(TlJ)  dated 19-1-76.] 

A N N E X U R E  
Adtiicionol irrfrwrnarion cui.3in.p out o f  Audit Parugraphs contained in the 
Rrporr of rhe Comptroller aud Auditor General of India for the yeor 
197 1-72 llr~iort Goventmenr (Civil) -Re\-enrre Rccuipts, Volume I ,  

rcdaritt,q to Clc.slonis 
MINISTRY OF FINANCE 

(DEPARTMENT OF REVENUE AND INSIIRANCE) 
POINT No, 61.-What is Toriff Advice? What is its legal force? Can 

the Board rnaka a rari[f advice operate wlrospectively? 



REPLY 

61. A t:~ritf Advice is an cxprcsaion of opinion formed in the best 
judgment of the authority giving the advice, on a given set of facts and 
circumstanccs rather than being a ruling or a direction laying down the 
law for classification of an article. It interprets the Tariff so as to dcter- 
mine what classification or rate of duty is applicable to  a particular kind 
of goods; such a ruling docs not alter the law. but merely states what is the 
view of the authority issuing the ruling, the law is already. 

2. Strictly speaking, it has no legal force in the sense that there is no 
legal provision by which the Board is authorised to  issue such Tariff 
Advice which are legally binding on all authorities subordinate to the 
Board. 

3. In so far as a Tariff Advice seeks to explain what the law already is, 
i t  applies to all cases which are pending and open at the time of its 
issue. The cases which are open and yet to be decided at the time of 
issue of a Tariff dvice (such as in he present case in respect of classi- 
fication of Collar Stays which wcrc under objection by  the Audit Depart- 
met) are decided in the light of the Tariff Advice and to this extent it 
bas retrospective effect. 

(:2pproved bv thc Joint S x r e t q  to the Government of India). 
[F. Nu. 5413 j74-Cus(TU ) 1 

Recommendation 

The Co!nniittce find that in this casc thc d r a w b x k  paid wa4 more than 
thc markct price of thc goodi- v,hizh is inrrdmissiblc. But :locording to 
the Minis!ry. a specific chcck that th: nlarkct pricc is higher than thc 
drawback aniount is nvt  n cccwr j .  The Comniit:cc rn:lintain that it is 
necessary to ensure that  the dr;iwback anlount doc.; not in any caw 
exceed tht f.0.b. prices: this is un-cluection:~hly sounci in principlc and 
would also s aw  Govcrnment from acquiescing in thc absurd cituatinn of 
buying foreign cxchanye at 3 prcrnium. 
IS. No. 17.  par:^ 1.78 of PAC's 135th Report ( 1073-75)-5th Lnk Sahh:~]  

Adian taken 

Vndcr Scctlon 7 h ( l )  (h )  of the Cmtorns Act. 1962 no drawback \hall 
hc 311ofi~d respect of an) good, the market prrcc of whrch i5 less thiin 
thc amount of dravrhack duc thereon". "hf.lrkct prrcc'" as sct out under 
Scctlon 2 ( 3 0 \  vf  thc Act "mean\ the wholr.sitlc price of the good\ in th? 
cmhnar): rourw of tr:tdc In Indra" Thc mxkct  price wodd nccwarily 
bc more than the drawback amount as fhc former would includc the coqt 
of raw rnateri;ih including the duties paid on thcm. the cost of manu- 
facturing proccsscr and wrnc profit, whereas the latter would comprise 



only the duties paid on the raw materials. However, in view of the 
observation made by the Committee, instructions have been issued to 
aII the Collectors of Customs and Central Excise that before sanctioning 
the drawback a specific check should be exercised carefully in each cast 
to  ensure that the amount of drawback sanctioned does not exceed the 
market price. 

As regards F.O.B. price, it may be mentioned that the Customs Act 
does not stipulate that the drawback shall not exceed the f0.b. price of 
the export goods. Though the drawback amount might generally be less 
than the f.0.b. price the drawback amount might some times be higher 
than the f.0.b. price, particularly when the drawback payable comprises 
customs duties paid at very high rates on raw materials imported at high 
c.i.f. prices. For instance, while considering the fixation of a rate of 
drawback on exports of Metallized Lacquered Polyester Film, it has been 
noticed that the principal raw material viz. Plain Transparent Polyester 
Film, which accounts for about 95 per cent of the duties paid on different 
raw materials (Aluminium wire, Vinyl Resin Vagh, Vinyl Resin VMCH 
etc.), was imported at a c.i.f, price of Rs. 28.70 per kg. and the Customs 
duty on it at the rate of 208 per cent worked out to about Rs. 59 per kg. 
This raw material, alongwith other raw materials has been used in the 
manufacture of the finished product namely Metallized Lacquered 
Polyester Film, the drawback rate on which works out to about Rs. 6 2  
per kg, while the finished product itself has been exported at the f.0.b. 
price of Rs. 57.97 per kg., which appears to include some profit. 

In the instance mentioned above, the drawback comprises the duties 
paid on the raw materials and as the duty burden to be relieved of by way 
of drawback is high, it happens to be higher than the f.0.b. price. The 
amount of drawback cannot be reduced or denied under the law, on 
account of its being higher than the f.0.b. price. 

The relief being provided in the shape of drawback is in accordance 
with the internationally accepted practice of not burdening export g& 
with the duties levied on such goods in the exporting country. Unless 
such relief is provided, it would be difficult for the export goods to compete 
successfully in the international markets with similar goods of other 
countries. Without this relief by way of drawback, the exports might not 
take place. Payment of drawback, which is no more than the legal 
re-payment of duties paid on the raw materials used in the manufacture 
of the export products, does not appear to be objectionable as long as 
there is a reasonably significant added value in the f.0.b. reahation of the 
export product to the c.i.f. prices of the material contents. 

mnis t ry  of Finance (Department of Revenue and Insurance) OM. 
No. 603/6/75-DBK dated 19-1 2-197 5.3 



The Committee are indeed amazed to see the manner in which this 
case was handled by no less a person than the Member, Customs himself. 
The question whether foreign agent's commission was to be excluded for 
the purpose of export duty had been pending with the Board since as 
early as September, 1968, when the exporter wrongly represented against . 
inclusion of the commission by Cochin Custom House. While the matter 
was still pending and the Board would not arrive at a decision, the Member 
(Customs) made a visit to the Custom House at Cochin and directed the 
Collector to 'decide the case on merits' and this was also followed by a 
letter which was highly improper, and gives rise to serious suspicion. 
After the Collecter allowed refund of duty amounting to Rs. 68,030, 
evidently as a result of the Member's visit and directive to the Collector, 
the Board issued a clarification only in October, 1970 that assessment of 
duty should be made on the price inclusive of foreign agent's commission. 
The Committee cannot escape from the conclusion that the undue haste 
shown in refunding the big amount could have been only possible by this 
direct intervention by the Board Member. Further, the delay in giving 
a clarification by the Board was responsible for allowing the irregular 
practice to continue in Bombay and Cochin Custom Houses involving very 
heavy loss of revenue. 
[S. No. 18, Para 1.86 of PAC's 135th Report (1974-75)-5th Lok Sabha.] 

Action taken 

The facts of this case are that M/s. Sapt Textiles Products Indian Pvt. 
Ltd., Bombay had represented to the Board in September, 1968 that 
Cochin Custom House had been disallowing a commission of 5 per cent 
paid by them to the Swiss agents since 1966. The Board called for a 
report from the Collector of Customs. Shri D. N. Kohli, the then Collector, 
reported that two views were possible. When the matter was put up to 
Member (Customs) on 30-4-1969, he raised certain queries as to whether 
these agents function like selling agents or like sole agents. He also 
wanted to know how exactly the commission was paid and wanted to see 
a copy of the agreement. In June 1969, Member (Customs) visited 
Cochin Custom House to meet Chambers and Associations of Trade, 
Clearing Agents and staff and generally to see Customs work. During 
one of these meetings, this pendency of refund claims was brought to his 
notice. By this time there had been a change in the Collector. The 
previous Collector S k i  D. N. ICohli was a member of the erstwhile Central 
Excise Service. The new Collector was Shri S. Venkataraman, a member 
of the erstwhile ladian Customs Service, and therefore, well versed in 
problems of Customs valuation. Member (Customs) told the new 



Collector that the reference received earliez from his predecessor did not 
give full details relevant for deciding the issue and the Boaid have asked 
for the same. After getting all those particulars, the Collector may 
decide the case on merits. The exporter was informed accordingly on 
3-7-1969. The endorsement to the Collector of Customs, Cochin was to 
the following effect :- 

"In this connection he may recall M(Cus)'s verbal instructions 
during his visit to Cochin to decide the case on its merits after 
considering the nature of the agreement and all other relevant 
circumstances." 

By the time the firm produced the agreement etc., Shri M. C. Das had 
taken over as Collector. He directed that the views of other Custom 
Houses may be obtained. On 21-8-69, there had been a new distribution 
of work amongst Members and the work concerning valuation became 
henceforth the responsibility of Member (Tariff). After receipt of replies 
from the other Collectorates, the Collector of Customs, Cochin, decided 
the case in favour of the party and informed the Board on 6-11-69. 

.W 

The reasons for anowing these were given by the Colrector as follows:- 

"The Custom House has not been able to establish any special 
relationship between these exporters and their foreign agents. 
The prices quoted after deducting commission have also been 
found to be fair as compared with other independent exporters7 
prices. 

As the Board's orders in letter F. No. 23/41,/55-Cus.1-VI dated 
27-3-57 are still extant, and are not inconsistent with the 
provisions of the Customs Act, 1962; and as duty discount 
benefits on agency cornmissi'on of such exports are being 
allowed by the Bombay Custom House, I have decided to 
allow the agency commission claimed by the two firms. The 
matter is reported to Board for information. All pending 
refund claims are being finalised accordingly." 

From the correspondence with the other Collectors which was sent 
by the Collector of Customs, Cochin, to the Board, it gppeared thaf f i e  
matter was not free from doubt. The issue was, therefore, further examined 
and a general advice was issued on 14-10-70. 

From the above narration of events, it would be evident that: 

(i) While the first reference was received from one Collector, 
I I' the discussions had taken place between Member (Customs) 



and the second Collector and the decision had been taicen by 
the third Collector. 

(ii) The visit of Member (Customs) was in the course of his normal 
functions of visiting the ports. He met a number of Chambers 
and Associations of importers and exporters, Clearing Agents 
and the staff and discussed and settled a number of other issues 
during the visit. 

(iii) Long before the Collector took the decision, Member (Customs) 
was no longer concerned with the matter of valuation. 

(iv) The reference was received by the Board in September 1968, 
the discussions between Member (Customs) and Collector had 
taken place in June 1969 and the decision to refund the 
amounts was taken by the Collector in November 1969 
showing that there was no undue haste. 

(v) The Collector had come to a reasoned finding on the basis of 
various considerations. The Collector of Customs, Bombay, 
had also come to the same finding. This shows that the decision 
was on valid grounds and could at the most be treated a 
genuine difference of interpretation. 

The above points show quite clearIy that there were no malafides on 
the part of any officer. 

[Ministry of Finance (Department of Revenue and Insurancz) 
letter No. 5 1218175-Cus.VI dated 19-1 1-1975.1 

Recommendation 

Having regard to this huge loss of revenue the Committee desire that a 
thorough and expeditious probe should be carried out into the conduct 
of all the officials concerned, particularly the Member and the Colfector, 
and that this probe should be entrusted to the Central Vigilance Commis- 
sion. The Committee should also be informed of the outcome and action 
taken on this recommendation. 

[SI. No. 19 Para 1.87 of PAC's 135th Report (1974-75)-5th 
Lok Sabha.] 

Ministry's comments on para 1.86 would show that there were no 
mola fides on the part of any of the officials who dealt with this matter. 
With respect it is suggested that t s s  matter does not appear to be such 



as would call for any other probe as recommended by the Committee. 
The case was decided by the concerned officer in his individual judgment 
after mature consideration and reasons for the same were recorded. The 
Board did not influence the decision in any way as stated; on the other 
hand the Collector was asked by Member (Customs) to decide the caw 
on its merits after considering the nature of the Agreement and all other 
circumstances. No cause for suspicTon appears to arise. In these circum- 
stances, any further probe as recommended would have an adverse effect 
on the morale of officers and would inhibit them in bringing to bear 
independence and objectivity upon the decisions made by them. It is 
therefore requested that the Committee may kindly reconsider their 
recommendations in this para and drop the matter. 

[Ministry of Finance (Department of Revenue and Insurance) 
letter No. 512/8/75-Cus.VI dated 19-1 l-l975.] 



. . CHAPTER IV 

RECOMMENDATIONS/OBSERVATIONS REPLIES TO WHICH 
HAVE NOT BEEN ACCEPTED BY THE COMMITTEE AND WHICH 

REQUIRE REITERATION 

Recommendation 

The Committee are concerned to find that during the year 1971-72 the 
mia t ion  between the budget estimates (Rs. 534 crores) and actuals 
(Rs. 695.67 crores) of the Customs Receipts amounted to Rs. 161.67 
crores which work out to 30.28 per cent. In fact the percentage of 
variation is the highest recorded during the last 10 years. The two post 
budget levies i.e., regulatory duty of customs imports and increase in export 
duty on carpet backing and other hessians accounted for variation only to 
the extent of about Rs. 24 crores. The bulk of the variation was due to 
larger imports than expected in respect of petroleum products, iron and 
steel and some other commodities, viz., machinery, motor vehicle parts, 
chemicals and other industrial raw materials and fertilizers. Such a wide 
gap between the budget estimates and actuals points to the conclusion that 
the present system of estimating receipts of costoms duty is seriously 
defective and undependable and that this has not even been sealiscd shows 
lack of efficiency, at the top. 

In pursuance of the recommendation mad: by the Committee in 
paragaph 6 . l ( c )  of their 89th Report (5 th  Loh Sabha), Government 
appointed an Expert Committee in January. 1974 to suggest ways and 
means of achieving a more accurate and scientific forecasting of customs 
revenue. The Export Committee in the rcport sul~mittc'd in June, 1974 
have expressed the view that a system which seek$ to take as its quantitative 
base the past impost levels of a large number of colnmodities which do 
not display and reliable trend and build on its qualitative judgmcnt which 
again depends on hunches and informed guess work at various levels of 
estimation is not calculated to yield satisfactory results. The Expert 
Committee have suggested the use o£ a statistical method for forecasting 
customs revenue to  provide a more accurate forecast of likely level of 
total imports in the budget year as well as the likely level of customs 
revenue. The Expert Committee have suggested that the Central Board 
of Excise and Customs should give urgent thousht to further examination 
of possible statistical and econometric models for forecasting customs 



aevenue. The Cammittee desire that the necessary lollow up action on 
the recommendations of the Expert Committee should be expedited and 
the progress reported to them. 

I S .  Nos. 1 & 2, paras 1.21 and 1.22 of PAC's 135th Repart (1974-75)- 
5th Lok Sabha.] 

Actim taken 

Customs revenue is largely from import duties and this is, in the main, 
governed by a number of imponderables such as availability of foreign 
exchange, fluctuations in international prices, changes in import composition 
depending on industrial production in the country and the like. 

2. The Expert Committee appointed by the Government on 7th 
January, 1974, to suggest ways and means of achieving a more accurate 
and scientific forecasting of customs revenue, submitted its Report in 
June, 1974. In its appraisal of the present system of estimating receipts 
of customs duties, the Committee has observed in para 3.1 of its Report 
that a great deal of care and effort is taken at every level in presenting 
as reasonablc and as accurate a forecast of customs revenue as possible each 
year and that considerable amount of refinement and improvements have 
been brought about in the methodology and the procedures in recent years. 
However, given the well-known imponderables in the situation, such as 
fluctuations in international prices, constraints of foreign exchange avaiI- 
ability, changes in import composition, and the like, even the great care 
that is taken has not resulted in a reasonably accurate system of forecasting. 
In spite of the basic and inherent limitations of the present system, referred 
to in the Report, the Committee has not suggested its complete elimina- 
tion but has recommended that simultaneously work on forecasting by the 
statistical method should proceed a pace and when sufficient evidence of 
the greater reliability of the statistical method is established, this method 
should be used to supplement the present method for forecasting of 
,revenue and that for the next one or two years till a suitable statistical 
model cm be devised, the present sysiim as refined may continue to be 
employed. 

The follow up action on the recommendations of the Expert Committee 
is indicated in the Annexure. 

winistry of Finance (Department of Revenue and Insurance) O.M. 
No. 34211 0/75-TRU dated 18-8-1975.] 



ANNEXURX 

Serhl 
No. 

Recommendation Action taken by the Governmnt 

I T h e  Custom Houses should f~rnish to the Central Board of Exciee and 
Customs estimstes of quantitylvalue of imports that are implicit in 
their revised estimates of likely revenue during the current year 
(Wra 3- 8). 

2 Efstinaates for the Budf t year provided by the Custom Houses do not 
serve any useful @u xe. Custopw Houses should be asked to provide 
revised estimates 3 customs revcnue and imports for the current 
year. The Central Board of Excise and Customs may also consider 
wkether tbe Collector of Cuqtoms should not discontinue providing 
revenue estimates in the present form for the b u e t  year. (Para 3.9) 

Pmac 3' 8 md 3.9: Although, the Expert Cpmmittee had obsewo 
in para 3.9 of lts report that .the eatsmarer & the 
provided $the Custom Houses d d  not s m c  any 

it was felt at these estimates which the Collectors 
the basis of information available to then, did contribute to as 
extent to better estimation of likely revenue d a  t i e  
year. It was therefore decided not to do away wlrh 8 i s  -at of 
estimates altogether. Necessary instructions haw, however, been 
issued to the Collectors to Mnish estimrstes of qurmtity- of 

imports implicit in theis revised estimates for the current pear and 
forecasts for the next (budget) year. 8 

3 The principal ubllc sector impart e art e n c i e s  (particularly those A copy of the Expert Committee's Report has been forw~pdcd to tl-e 
m-ntioned r L )  should s t r e d  geir  present machinew for data Administrative Miniatrim and important pulbic actw mcie 
collection and shouldbe in a paition to provide accurate estimates of concerned in the imports into the country and th& -on 
actur\l im rts with a maximum time lag of two months. These invited to the Committees observation/ rewmmdsrfans In 

&1d .(so strenethen their system for forecasting of their pwa&aph 3-10 to 3-15 of tbrReport for necessary rtlm 
future import pmgramme. (Para 3.10). end. 

4 P J ~ ~ o w ~ Q ~ '  the recommendation of the Data Improvement Committee, A copy of the report has been forwarded to the writ of 
a short term forecasting cell should be established in the department Ecomomic m i r s  and their attention invittd to this roccr~md, 
of Emmoc4lc -in, which among other things should attempt the tion for necessary action. 
task of forecasting of international prices (Para 3.15). 

5 new classification (of budgetary sub-heads) constitutes a consid- The revised classification of budgetary subheads uoder i m p o r t d a  
er&le improvement over the existing classification scheme and has beern put into operation from the 1st April, 1975. Review 
&&d be Implemented as early as possible. Later on the residual sub- further sub-dividing the residuary sub-bead would be 
head should be further reduced to constitute no more than 10 percent after watching the am@l collections tkmm&r d-g 1975-76. 
of the likely totat import revenues (Para 3-19) 



6 The Catra l  Board of Excise and Customs should invite the Collectors The recommendation has been acmpted. The first such 
of Customs from the major Collectorates to a quarterly review of the review for 1975-76 was made in Calcutta on the 11th &&~t,r975. 
actual custom revenue, and likely trend in revenue for the year as a 
wbole (Para 3.22). 

7 In  judgng the accuracy or otherwise of forecasts it would be desirable The observation of the Expert Committee has been brought to & 
to comparc" the actual realisation with the budget forecast after eliminat- notice of the Comptroller and Auditor General of India. 
ing the very obvious causes of the variations between tbe two. For 
example, a part of the diffxence between the budget foreast and the 
actual realisation may be on account of changes in the rates of customs 
or excise duties introduced during the course of the year. Obviously, 
no system of forecasting can ade uately provide for likely changes in 
races of duty in the mid-year, Q e  need for which may arise eitber 
because of the need to raise more revenue during the course of the 
year or bearuse of the change in the basic economic situation relating 
to a particular commodity. (Para 3-24). 

l3 The C-ntral Bard  of Excise and Customs should give urgent thought The recommendations haw been atxepted. Steps are being t a~e r ,  
to further examination of the possible statistical and econometric to  set up an Analytical Statistical Budget Porecasti~g Cell an the 
mdelea for forecasting cwtoms rwenue.We must stress that statistical lines indicated by the Camnittee in the Central B w d  of m s e  
formulae mentioned by us do not provide ready answers to the and Customs. After the cell has come into position and m e d  
problems but are Indicative of th: direction in which further work can some exp-rience, it will be entrusted with the work of forecasting 
be instituted. I t  is our su&estion that, for tt e further prosecution of union excise revenue also. 
this work, the Central Board of Excise and Customs should have an 
&wtlytical Statistical Budget Forecasting Cell (as distinct from the 
present typ: of Statistid Compilation Cell) where similar techni- 
ques could be tried and improved upon. The Central Board of Exuse 
and Customs should also consider mproachina a body like the Indian 
Statistical Inrtttutc andlor the ~ e t i k a l  ~ta&tical organ1 sat ion for 
assistance in working out more refined statistical forecasitng techni- - 
ques. 

We do not wish to make any recommendations as to the size and composi- 
tion of such a cell, for we believe that the Central Board of Erclse and 
Customs could devise the necessary organisational pattern. We do, 
huwev-r, s u w s t  that this cell should be in the ckar& of an economist1 
statistician assisted by trained statistical investigators. This cell may 
have other duties as well, though trying to improve the statistical 
exxcises for forecaqting purposes should be its primary term of re- 
ference. While on this paint and notwithgtanding the fact tbat 
it may be alightly outside of our terms of refernce, we wish 
to s ~ @ e ~ t  that the Statistical Forecasting Cell so constituted 



m b h t  as wsll look into fc>rcc~st i~~g of union excise revenue d s o  for the 
Central of E ~ i s e  tt Ci~stttms is concerned directly with excise 
revenue rn well. (Paras 4.8 and 4.9). 

g Thrrcfore, w b t  wc would rcconuncnd at tt f s  stagc is that for the purpxie Tllc rccommmdation has been noted for necessary action. 
of iilclusion in thc hudg:t forcciist for thc next one or two years, thc 
pxsent system au tkfluct m ~ y  b- employed. Simultaneously work on 
forrusting hy th: statistic.11 iiv:tho,l should proceed a p x c  and when 
su!fi:icnt evidcl~ce of the gcdter reliability of these mcthods is 
cstablishcd, this r n c h d  s l i~~uld  be usr'd to supplement thc prcsent 
rncthwl for fi,rcasti~:g of rcvenur. 

If th.. stdisticd IIIY!I.L~Y arc u;cd for forccristing of total imports and 
total rcvcnuc for b d g t a r y  purpxvs, it would still be necessary to 
provide cstilnatcs of rcvmue tttr &if. rent i m p x t  categories. This would 
iuvc to bc done on the thisis of iufmmcd judgment and we suggest that 
the Cmtral Board of Excise Xr Customs should brrak-up the total 
impxts  yiclilrd by the statistical m c t h d  into the required broad-cat- 
egories for purpses  of budget p:.csmtation on thc basis of consul- 
tarinns and discussions partic'dnrly with the Deptt, of Economic 
AfKrs w h i d ~  is th? relcvant I);:p.lrtment for the purposrs of progra- 
mming of next ysar's impxts. (Par~s.4- 10 & 4-11) 



A significant factor which came to the notice of the Committee was 
man with a view to regulating the quantity oflgoods imported from abroad 
and for exercising restram on imports, the Government took powers from 
Parliament to impose regulatory duty of customs first in the Finance Bill, 
1963 and a similar provision has continuexto be made in subsequent Fin- 
ance Bills on year to year basis. The provision was invoked only on 17th 
February, 1965, when regulatory duty at a flat rate of 10 per cent of the 
value of all imports with the exception of foodgrains, fertilisers, pesticides, 
books, etc. was imposed. It was withdrawn with effect from 6th June, 1966 
consequent on devaluation, as it  was donsidered that devaluation itself 
would restrain imports which was not correct. The levy was again imposed 
on 13th ~ecember ,  197 1 because of the need to put a restraint on imports 
in the context of war with Pakistan. The Committee, however, note that 
the actual realisation of regulatory duty was to the extent of Rs. 14 crores 
as against the anticipated revenue of Rs. 12 crores during the year 1971-72. 
If the enabling provisions were intended to impose a restraint on imports, 
the realisation should show a lower figure than anticipated and not an 
increase. In this connection, the Committee notice that the value of 
imports which way Rs. 1582 crores in 1969-70 and Rs. 1634 crores in 
1970-71 went up  to Rs. 1825 crores in 1971-72. The Committee feel that 
the power of the executive to enhance the levy authorised by Parliament is 
somewhat extraordinary and the exercise of the power so granted can be 
justified only if the intention is fulfilled. This does not appear to have 
happened. In order that Parliament may come to a proper appreciation of 
the position an evaluation of the imposition of regulatory duties on imports 
in the past should be given in every case. 

TS. No. 3, Para 1.23 of PAC's 135th Report, (1974-79, 
5th Lok Sabha] 

Action taken 

Para 1.23 of the Committee's Report reproduced above raises the follow- 
ing points with reference to the imposition of regulatory duty in the past:- 

(0 that in view of the actual realisation of regulatory duty during 
1971-72 being higher than the anticipated proceeds, the purpose 
behind the levy viz. restraining imports was not achieved. If 
regulatory duty had the effect of restraining imports the revenue 
realisation from the levy would have been less than anticipated. 

(ii) that since the value of imports (Rs. 1825 crores) in 1971-72 was 
higher than the value of imports (Rs. 1634 crores) in 1970-7 1, 



the purpose of the imposition of regulatory duty does not 
appear to have bten achieved; 

(iii) that the contention that devaluation itself would act as a restraint 
on imports was not correot. 

These points are analysed in the following paragraphs:- 

2. The purpose behind the imposition of regulatory duty was to "restrain" 
imports which is not quite the same as reducing imports. A reduction means 
an absolute fall whereas restraint on imports would, on the other hand, 
mean that in the absence of the particular instrument of restraint (in the 
present case the regulatory duty), the imports would have been even higher 
than they actuafiy were. Therefore, it cannot be said that just because the 
value of imports did not decline, imports were not restrained by the regula- 
tory duty. 

3. An increase in the value of imports in 1971-72 over that of 1970-71 
cannot lead one to the conclusion that the purpose behind the imposition 
of regulatory duty in December, 1971 was not achieved. For judging the 
impact of imposition of regulatory duty in December, 197 1 (which is in tbe 
year 1971-72), comparison has to be made of the imports in 1971-72 with 
those in 1972-73. Moreover, such a comparison has to be in terms of 
quantity and not value of imports for if there is a rise in the rupee cost of 
imports as happened when there was a devaluation of the rupee, even with a 
reduced quantum, the value of imports could be higher. The quantum in- 
dex of imports (1958=100) complied by the D.G.C.I. & S., Calcutta 
shows that there was a fall in imports in real terms, the quantum index 
having declined from 139 in 1971-72 to 133 in 1972-73, and at least, a 
part of this decline has to be attributed to the levy of regulatory duty. 

4. The purpose of devaluation as a policy instrument is (a) to raise the 
local currency unit cost of imports and thus bring about a fall in total im- 
ports, and (b) to lower the unit cost of exports in foreign exchange and 
thereby to promote exports. Here again. an examination of the relevant 
flgwes in value terms is misleading. The quantum index of imports 
(1958 = 100) declined from 154 in 1965-66 to 149 in 1966-67 which 
shows that in 1966, devaluation did succeed in restraining imports. It must 
be added, however, that devaluation seeks to bring the cost-price structure 
of a country in line with the rest of the world. If this structure again gets 
out of line because of inflationary pressures etc., obvicusly its purpose of 
restraining imports and increasing exports would not be fulfilled. 

ministry of Finance (Department of Revenue and Insurance) O.M. No. 
342/11/75-TRU, dated 20-2-1Y76J 



The Committee regret to observe that in this case failure of the Custom 
House to scrutinize the contract resulted in under assessment of custom 
duty to the extent of Rs. 19,757. The Customs had assessed the goods on 
the basis of invoices in which the values were for 95 per cent of the weight 
of goods shipped. The under-assessment was detected on the scrutiny of 
the contracts at the instance of Audit. The Committee are unhappy that 
Internal Audit Department could not detect the mistake. 

It was the duty of the importer to bring to the notice of the Custom 
House that invoices were provisional. The Committee note that the import- 
er in this case is a public undertaking, and therefore no action was taken 
against them. The Committee desire that correct procedure should be fol- 
lowed by all Public Undertakings. It is the normal practice that goods 
should be cleared by an authorised agent. If that is so, then the Committee 
would suggest that action should be taken against him for his failure in not 
producing the original contract and invoices on his own accord under ad- 
vice to the Committee. 

[S. Nos. 12 and 13, paras 1.63 and 1.64 of PAC's 135th Rcmrt 
(1974-75)' 5th Lok Sabha] 

Action taken 

The observations of the Public Accounts Committee have been noted 
and necessary instructions in the matter have been issued, a copy of which 
is enclosed. (Annexure). 

[Ministry of Finance (Department of Revenue and Insurance) O.M. No. 
5 12/1/75-Cus.VI, dated 17-1 1-19751 

A nnexure 

CENTRAL BOARD O F  EXCISE AND CUSTOMS 
New Deiki, the 19th April, 1975. 

From 

The Under Stkretary, 
Central Board of Excise & Customs. 

The Collector of Custdms, 
Bombay/Calcutta/Madras/Cochin. ' 



The Collector of Central Excise, 
Madurai/Bangalore/Ahmedabad /Guntur. 
The Deputy Collector of Customs, 
Visakhapatnam/Goa/Bhubaneshwar. 

The Asstt. Collector of Customs, 
Kandla. 

Sir, 
SUBJECT.-Pub1~  account^ Committee-Audit Ycira No. 8 ( 1971 -72)- 

135th Report (5th Lok Sabhu) 1974-75--1'ura No,. 1.63 and 
1.64-Conclusions/ Recommendations. 

I am directed to invite your attention to  para 8 of the Audit Report for 
the year 1971-72 (copy enclosed) in which incorrect assessments were point- 
ed out at Visakhapmam and Kakinada Custom Elouws resulting in short 
levy. 

2. Though the invoices in these cases showed value for only 95 per cent 
of t h e c ~ i l l  of Lading quantity, the nature of deduction was not indicated 
therein. In the circumstances the concerned Appraisers and the Auditors 
in the I.A.D. should have questioned the importers regarding the reasons 
for the said deduction. The under-assessment was detected on scrutiny ot 
the contrac$ at the instance of Central Revenues Audit. Thc observations 
of Public Accounts Committee in this regard are reproduced below: 

"The Committee rege t  to observe that in this case failure of the 
Custom House to scrutinize the contract resulted in under- 
assessment of custom duty to the extent of Rs. 19,757. m e  
Customs had assessed the goods on the basis of invoices in 
which the values were for 95 per ccnt of the weight of w d s  
shipped. The under-assessment was dctected on the scrutlny of 
the contracts at the instance of Audit. The Committee are un- 
happy that Internal Audit Department could not detect the 
mistake." 

3. In these cases. the importers, State Trading Corporation, a Public 
Sector Undertaking, did not mention at the time of assessment that the in- 
voices were provisional and even when'the final invoices were received from 
the suppliers, the State Trading Corporation did not produce them before 
the Custom House which they are required to do as per the declaration 
subscrit;ed by them on the Bill of Entry. 

On this point the PAC have observed as below: 

"It was the duty of the importer to bring to the notice of the Custom 
House that invoices were provisiond. The Committee note that 



the importer in this case is a public undertaking and therefore 
no action was taken against them. The Committee desire tha* 
correct procedure should be followed by all Public Undertak- 
ings. It is the normal practice that goods should be cleared by 
an authorised agent. If that is so, then the Committee would 
suggest that action should be taken against him for his failure 
in not producing the original contract and invoices on his own 
accord under advice to the Committee." 

4. It is desired that in the light of the Committee's observations jou 
may kindly issue instructions to all concerned and take other appropriate 
measures and a complance report may be sent to the t'osrd immediatply. 

5. The receipt of this communication may please be acknowledged. 

Yours faithfully, 
Sd./- V. S. NAIK, 

U t ~ d r r  Secrc.tarv, 
Central Board 9 )  E x i s e  and Custo-ns. 

Report of the Comptroller and Audiror General o f  In& for the year 19714 
72 Short leve!. o f  additional duty  

In two Customs ports, bulk imports of rock phosphates were charged 
to additional duty on the basis of invoices produced. The values on the 
invoices were for 95 per cent of the weight of goods shipped. That the 
assessment on this basis was not correct was pointed out in Audit in Janu- 
ary, 1970 in one port and in October, 1970 in another port. The Custom 
Houses thereafter called for contracts and scrutinised, when it transpired 
that the payment of 95 per cent of weight of goods was provisional and the 
balance of 5 per cent was payable on importation. A short recovery of 
Rs. 19,757 was realised. 

The Ministry have stated that the Custom House charged countervailing 
duty under the impression that the invoices produced by the party were' 
final. 

The Cowi t t ee  find that the earliest consignment stored in this godown 
was of May 1967. This shows that the goods had been stored for more 
than 3 years and no action was taken to dispose them of; some of which 
could deteriorate in value. The Committee are of the view that confiscated 
goods should be disposed of expeditiously and ordinarily, the disposal 
should take place within three months of the confiscation, This would 



ensure maximum realisation and at the same time, reduce the possibility 
of deterioration in quality as also of theft. The Committee would like to 
be informed about the reasons for delay in this case. 

IS. No. 23, Para 1.107 of PAC's 135th Report (1974-73) -5th Lok Sabha.] 

Action taken 

The observations of the Committee that confiscated goods should be 
disposed of expeditiously have been noted. As regards disposal within 
three months of the confiscation it may 'be mentioned that except in the 
case of perishable goods, the confiscated goods are held back from dis- 
p a l  until the appeal period is over. This period is ordinarily three 
months and can be extended by another 3 months in specid circumstances. 
If the appeal is Ned then the goods do not become ripe for depends until 
the appeal is disposed of. There is also a prodsion for revision application 
against the decision in appeal. The time limit for this is 6 months which 
can be extended by another 6 months in special circumstances. If the 
revision application is filed the pods  do not become ripe for disposal till 
the revision application is disposed of. The confiscated goods also do 
not become ripe for disposal where the goods become the subject matter 
of court proceedings until the proceedings are decided upholding the 
confiscation of the goods. Where finalization of court proceedings is likely 
to take time the courts are approached to accord their permission for 
disposal of goods particularly where goods are likely to deteriorate and for 
holding the sale proceeds in deposit. Where, however, appeals and revision 
applications are not filed in time the goods can be taken up for disposal as 
soon as t h q  are ripe for disposal. 

In the cases covered by the theft of Pulpst, 1970, it has been ascer- 
tained from the Collector that out of the 13 consignments involved, 7 had 
not been adjudicated, in five adjudication had taken place between Novem- 
ber, 1969 and March, 1970 and in one case appeal had been rejected in 
May, 1970 and in these cases disposal action was pending for want of clear 
information regarding whether appeal/revision application had been filed. 

[Ministry of Fiance (Department of Revenue and Insurance) O.M. 
No. 561 /4/75-LCTI- dated 1 6 - 8 - m . ]  

The Committee note that .during the year 1971-72 the total loss of 
goads from the Customs' custody due to theft and otMr causes amounted 
to Rs. 27,542. The Committee require that the Board mitat ensure that 
there are proper security arrangements in the Customs godown. All cam 
.of major losm and theft should be reviewed by the Board to ascertain 



whether there was any collusion. TO guard against clandestine removal 
of g d s  and later on covering it up as theft, there should be frequent 
.surprise verification of goods by higher Departmental officers. 
IS.  No. 25, Para 1.109 of PAC's 135th Report (1974-75)-5th Lok Sabha.] 

Action taken 

The obwvations of the Committcr: have been noted. Necessary 
-~nstructions have also been issued to all Collectors in accordance with the 
.observ~tions of the Public .4ccounts Committee. 

[Ministry or Finance t Depnrtment of Rcvmue and Insurancc) O.M. 
No. 561/6/75-LCII dut2d 15-12-1975.] 

Recommendation 

The Committee feel concc.rnd to find that in thii L a i t  the seized vessel 
c a r r i d  unm:in~fc.sted p ~ ) d s  nt' the order of 40 tons. .4ccord1ng to the 
Ministr! it  is lihcly (mi.re guess) that t h e  unnianifested cargo was loaded 
'beyond thc port limits. T i l t  Corn~nirtee arc surprised how such huge 
bulk c)f p o d s  could hc londcd in a vesscl beyond the port limit in mid-sea 
without docking and platfurrn facilities. The Committee. therefore, maintain 
that tlic nwttcr need4 further invcstisatinn a4 to w i i r r :  the unm:tnifestzd 
goods ~ v c ' r t  I~ndt.~.l :IIIJ \{h:rhcr thcrc was f:k;lurc. on the p.irt of Cil~t0m.S 
0 f f i ~ i . r ~ .  
[S. 5, ) .  2 6 .  P;lra 1.12 ! , ~ f  P.AC'5 135th R e p ~ r t  ( 1 9 7 4 - 7  ) -5 th  Lok Sabha.] 

. \ d o n  taken 

Turr S ~ n i o r  0tficc.r.; nerc cii.putcc{ 10 in\c'\ti<;:tc ;is to whr:rctrnm the 
unman~fcxied p u d 5  \vcrr loaded and \iilrtht.r thcr;. \vat failure on the 
part , ~ f  Cuitoms Otficcr9. The! \tudicd the matter in depth. Thcrs are 
two C j i ~ t i 1 k . t  p,ssibilitics in thic rc'g:trL{ t ~ )  thc plxing of the cargo iln board 
the \e44cI, The unn~anif.sted c:rrgo c o u ! ~  h ~ v c  h e n  l o a d d  at Calicut port 
during the. pcr.ic,lt the vt . ic t l  \\;i.; I!.in< in anchor in thc. port. The second 
possibilit~ is thc cllrgo like the illisit zmi:r:lnt could t1ni.e heen loaded at 
mid ica after t h ~  vcswl t o o k  pnrt CIC:IC;~~CS. They have stated that the 
s t ;~tcmmts o f  thc crsw of M.S.V. Sh:rrnan and the illicit cmipranis give 
an imprcs\ion that the unm:~nifcsted cargo found on h a r d  the vessel. might 
havc bcc.n loi~dcd ciuring the period h-1.S.\'. Shaman \\.as I!'ing in anchor a t  
mid seri at C;dicut pnrt. At hcst this in~prcssion can only he 3 presumption 
or >uspicion. In thtir opinion i t  cannot bc conclusively established at what 
point of p l x c  fir:  unmrtnifcstcd cargo \vas loadcd in the M.S.V. Shcrmsn. 

Thc loading of the nuthoriscd cargo for thew vessels takes place only 
at mid sca at Cnlicut port. The cxpc~rt vczscls always remain at R f i s t m e  

2473 L.S.-5 



of 3 to 5 Km. and tbe cargo after completion of customs formalities are 
loaded into lighters who convey the cargo to the vessel lying in anchor in 
the mid sea. The facilities like berthing alongside of wharf and plattorm 
arrangements for loading of cargo as found in major ports 3rr' not available 
in minor ports like Calicut. In the Calicut port there is a large traflic of 
lighters carrying cargo to the sailing vessels. The foreign and local cargo 
are secregaled at the North& South piers on the coast, but aftr'r the l ightm 
leave the pisrs, there are difficulties in s e g r e p t i n  them. The goods tor 
expart are covered by boat nots to rnabli. checkins. Unauthorised loading 
from anywhere along coast is sought to he prevented by intelligence an# 
prev:ntive measures in general. by way of anti smugling operations. 

[Ministry of Flnance (Department cf Rc~enuc. nnd Insurance\ O.M. 
No. 56 1 /7/75-LCJI dated 36-8-3975;]; 



CHAPTER V 

RECOMMENDATIONS/OBSERVATlON I N  RESPECT OF WHICH 
GOVERNMENT HAVE FURNISHED INTERIM REPLIES 

Thc Comnlittec arc at 3 105' to understand how the minstakes could 
not be dctected both at the time of checking the bills at  the project site in 
Octobcr. 1963 and January-February. I966 and in rhi. course of Internal 
Audit when Revenue Audit could dctect thcm ~ h i c h  confirnls the usrfulness 
of Rcvcnuc Audit. Further. they see no reason why it should have taken 
a year to reply to the Audit ohjccticin in thc first cacc which was raij2.j 
in Junc, 1970. In this connection fhc Committee would remind the 
Government that they have timc and :\?:\in iniprcsscd u p n  the Board l3e 
necd 10 take prompt action on Audit objections. They would, therefore, 
require \nit:~blc action 3pain.t the dclinqucnt ~ff icer ;  f c r  311 the ,152;le 
I ; ~ Y C G  after fisinr :he rc<pncihil i t> p r ! i c  lad!. in the higher cadre5 :~nder 
3dvic.i. to thc Committtc. 

[S Kc 5 .  ? ' I ~ ; I  1 35 cf 34Cs 1 I 1 h  Report (1971-75)-5th Lok Sabha.] 

2 .  Thc quc$tinn of f i x i n  the rc.sp>:;.nsih;lit. fcr thr. I:lpsci chzr'i\r.d by 
the Puhlii ,4ccounts Conlmitttx in !his c:lir. h:~c hccn entrusted 10 the 
t3irc:tor cf Incpcction Cu.torns and Ccntr:~l Excise. New Dclhi and the 
Cornwitt:~ silt Iy n f y i y ~ ~ : . l  of thc action taken ns scion 3s possible. 



Circular No. 1211 975 
Amemre 

F. No. 512/6/75-Cus. V1 
GOVERNMENT OF INDIA 

MINISTRY OF FINANCE 
(DEPTT. OF REVENUE A N D  I N S U R A ~ C E )  

New Dehi ,  the 16th Arigirst, 1975. 

From . . 
The Under Secretary :o thc Government of 1ndi.1. 

To 

A11 Collectors of Customs, 
All Collectors of Centr.1 Eui.~,:, 
The Deputy Collectors of Customs. 
Visakhapatnam/P;tn.tji (Go;t) B h u b m .  L ~ W J T .  

The  Assistant Collector of Cu~tvns ,  I i~ lnd l  I 

Sir. 

Th: receipt of this letter msy plcase b? acknowlegcd. 

( 1974-75) 
(FIFTH L3K S4RHA) 

Pam No. 1.35. 

The Committee are at a 105s t o  understand how the mistakes could 
no: b: detected both at  the t;m: of checking the bills at  the project sits 



hn October, 1964 and January-February, 1966 and in the course of 
Intwal Audit when Revenue Audit could detect thcm which confirms 
the usefulness of Revenue Audit. Further, they see to reason why it 
should have taken a year to reply to the Audlt objection in the first case 
which was raised in June, 1970. In this connection the Committee 
would remined the Government that they have time and again impressed 
upon the Board the need to take prompt action on Audit objections. 
They would, therefore, require suitable action against the delinquent 
officers for all the above lapses after fixing the responsibility particulnrly 
in the higher cadres under advice to the Committee. 

Recommendation 
Another unsatisfactory feature of this case is that there was uildue 

delay in finalking the provisional asscssnient made under special project 
procedure. The contracts were registered on 1st December, 1961 and the 
imp.wt!: against the contracts \\ere spread over a period of 8 years in 
case of cross rails and 7 years in case of surfncc measuring instruments. 
The nssessmcnts haw not yet been finaliced as the final reconciliation 
statements have not been submitted by the importer. The Committee 
are not satisfied with rhc &lay of 5-6 ycars in finalisation of the assess- 
mr'nts :.ftsr the last importation. 7-11,. Committee desire that this matter 
should be vigorouqly pursucd with th: Slate Undertaking concerned and 
the Coninlittee apprised of the profre.;?. A ;iner.,l : : , i s  in this repard 
in all the Customs Hou.;cs also apVt3ar.s cal1c.d for. For instance in 
C;tIcutta Custom\ House. out of 5 0  contr:lcts registered during the period 
1961-71, none is currcnt at prcsen! nnd it is ncjt ;I[ all clear whc!her 
311 th:.  provision:^\ nswssrnenti relatins to ihcm h 2 ~ c  hcsn finnlised. 
The C,,mnlittee would. ?wait thc resultq of the rt.\,ieur nc \vdl as thc action 
taken t,, stop repetitions. 

[ S .  x o .  6. Pam l . ?h  of PAC's 137th Rcpnrt (197+7.5)-- 
5th Lok Snbha] 

Action takcn 

The obst.rv,ition< of thc PubI~c .4ccnunt, Comni~tree contarfled lrt :)?IS 

recommendation have been noted and the concerned Cu<tom House., h v e  
been instructc,' to purcuc t'lc matter i~g~)rous ly  w ~ t h  th: conccrncd State 
Undertakings for ~ ~ : b m ~ r : i n ~  re~oncili~ltion stntsmcntq in respect of con- 
tmcts a_rninst nhich imports have alre.td! b x n  completed. .\ review of 
all the contract, registered under t h ~  Spccinl Procdurc upto 1973 has 
also been undertak:n by the Collectors conce!ncd at the respective ports. 
The rc511lt' of this rcview will hc int,n~atcci to thc Public Account\ Con>- 
mittee as soon 3s completed. 

[Ministry of Finance (Department of Rtvenue and Insurance) 
0 . M .  No. .512/6 '7.5-Cus. \'I. c!?tcd 23-12-1975] 



RecommeeQation 
4 

From the figures furnished to the Committee they find that while the 
number of contracts still current in the major Custom Houses of the 
country is of a,neglipible order (12  in Madras Customs House, none in 
Calcutta Custom House and 7 in Bombay Custom House), the pendency 
of contracts in Visakhapatnam Custom House is abnormally high and out 
of 867 contracts registered during the period 1961-73, the number of 
contracts which are still current is 573. Out  of thtse, as many as 143 
contracts relate to the period 1961-67. In t+c opinion of the Cownittee 
it would not be in the public interest ro allow the contracts to cantinue 
for an indefinite length of time as it is always fraught with the risk of loss 
of documents and of goods hsxming  unidentifiable. The Committee, 
therefore. desire that 3 suitablc time-limit, sa! 3 years should be prcscribd 
for the currency of such contracts under th: special procedure. 

[ S .  No. 7, Para 1.37 of PAC's 115th R e y r t  (1974-75) 5th Lok Sabha'J 

Action takm 

It has k e n  ascertained from thc Vis:lkhapatnam Custom House that 
at  prescnt there are 34 con:ract~ (spcci:il proccdur:.) relatin_= to  the p ~ r i o d  
1961-63, pending finalisntion in the Ct!storn Ilouw. 7'4ccc con:r.t~L> ,ire 

pending for wont of ccrtziin d ~ c u r n e n t i / ~ ~ I : l r i f i c a t i ~ n ~  from thc importers. 

2. In  this connection it  may hr. mentioned that since mozt o f  :he 
projects covered b! the ' spxial proccdurc' .\re north several crsrcs o f  rurccs. 
the import, :ire spre:ld oxcr long rcriod\. 

3. The currency o: 3 cont rx t  dcpends upon 5cver;ll factors such as 
supp!!. schcduis. contstruction c:hcdale, special requircn~ents of designs 
e x .  of thc inpork:-s.  ai.ltilnhilit! of rclw m3terials ctc. Completion of 
projects tli:.rt.forc t ake  sonietinic.~ ;I numbcr of ycars. Any insistence on 
a time limit as suggested by thc C,>nimitrx nu!  bccomc difficult t o  observe 
in many cases. T h c  matter h a ,  houevcr. h e n  taken up u.ith the Ministry 
of Industrial Development and a ill bc exomined further to see if i t  is 
possible to  fix time limits for dinerent kind. of projects and the circum- 
tances in which extensions may be granted. 

[Ministry of Finance (Department of Rcvcnuc and Insurance) 
O.M. No. 5 12/6/75-Cus. VI dated 23-1 2- 19751 

The Committee observe that in this case the Internal Audit Department 
failed to detect even an ordinary ;~rith:natical mistake resulting in cxccss 
payment of drawback amount of Rs. 11,728/-. i t  i s  indeed regrettable 
that such a mistake should have been ovcrlookcd even after rcorgmisaiion 



sf the Internal Audit Department. The Committee would suggest that the 
Ministry should lay down suitable norms of work that may be expected 
from an Upper Division Clerk and provide the staff accordingly. They 
make this suggestion as  they find that in this case, there were only 13 

:Upper Division Clerks in the Internal Audit Department of the Custom 
.House at the material time and the number of drawback claims disposed 
mf was over 1,22,300 which works out to  30 to 40 claims per day by an 
Upper Division Clerk which is indeed too much to be expected. 

[S. No. 16, Para 1.77 of PAC's 135th Rzport 
( 1973-75 1-5th Lok S.lhn:r] 

Action taken 
When Internal Audit Departments in the Customs Houses were re 

aganiscd  in 1969. a norm of 2.0 dr:lu.bxk claims per day had been taken 
as the basis, in consultation with the Directorate of Inspection (Customs 
and Centra! Excise). As su;g:sted by the Cornnittee. the Directorate 
of Inspection t Cudoms 2nd C2ntrnl E.wise I hnti. be22 asked to review 
the staff s l r r n g h  in rhc 1ntcrn;ll .Audit Depnrtmrnt b\- undertaking field 
s tudi~.  of thc incrc:ising ut5ri i  ](.ad : i n j  t3i. staff s2nz:iond at v3riou9 
Icvels to attecd to the pr:-auJit of tlranb:l?k cl3irnq in  the different 
Cu.ic,m House\. In victv O F  thc nccd for c.<onomy. they hs1.e also been 
askcd to r c v i s  the quality :11iJ ttL,hniqui. of :~udit c h ~ k c  m d  s u z e s t  
rne:~wrcs fnr i::i!lro\.ernt.nr !c !-PI/: c:ii.!ntit? :Inif q11.1: ;! of ~1:r :wr i t  in audit 
chccl. !;i!ilnL: in'o :c.rn.idr.r;ition in~xncin; ci.m~lrxitii.5 in n m k ,  i f  any. 
The norms of uork \\.hcr:vc: n~e \ \ : 1 r !  :ire : i l v  to Iy rcvicwcd ncccydingly 
for yrompt and :fticicnt p~rfornlsncc' of t!lc crc-audit work. On the basis 
of such s tudm, thcy h.i\c b~:n a d e d  to makc suitable recomniaxi~t~onc 
for augmcnt:ition of staff at c,drlous IcvctE, 

[Ministry of Finance (Department of Rcicnz~: nd I n s u r ~ n s s ~  
0.M. YO. 603/7!75--DRK J.lt<L 19-12-19'51 

Recommendation 
The number of cxcmption notifications operative during the pzar 

197 1-72 w;;s 3 5  I .  This figurc consists of 13 1 norificari,.ns issued 
under Scction 13 of the Sen Customs Act. 1 S74 and 2 iqsued 
undcr Section 25(1) of the Customs Act. 1961. The Committee 
note that exemptions on export duties may he justified t o  some estent to 
sustain exports ullclcr certain conditions. Thc Committee fccl that on the 
import side thcre should not bc. many exemptions, whcn thc objective is 
to achieve restraint on i~nporr,. The Comrnittcc ~t.gpect that with -')is 
end in view the Ministry should review the cxis t in~ exemptions on the 
import s i d ~ .  In the case of concessions under thc General Agree- 
ments on Tr;ldc and Tariff given with reference to articles. i t  should 
be Whether there could bc t;iriff rates equivdent to cffraive 
rates. it should also be cxamincd whether in the case of imbalance in 



duties and cost of raw materials and finished goods, tariff anomalies could 
be adjusted in the tariff itself, because raw materials and finished goods 
are assessable under different tariff items. As most of the exemption 
notifications affecting the tariff have been current for a number of years 
a review js urgently called for, befare the next Finance Bill, with a view 
to seeing the extent to which they can be embodied in the Statute rather 
than being continued automatically under executive powers for all time. 
The Committee would await the outcome. 

[S. No. 30  par,^ 1.137 of PAC's 135th Report ( lL/73-75-5th Lok 
Sabha] 

Action taken 

The suggestion of the Committee that the existing notifications on 
import side should be reviewed with a \ i eu  to achieving rewaints on 
imports has been noted and action h ~ s  been initiated to review the euistin,o 
notifications. 

2. In so far as C O ~ C C S S ~ O ~ S  given under GATT bindings are conic.rned, 
the position has been examined in the light of thc action required to be 
taken in connection with the intrduction ( 3 1  thc nets Ci~.lorn> Tarifi / k t ,  
1 9 7 .  I t  is felt that many o! the G.4TT bindings would haw to undergo 
c h a n g  folloi\ing the intl-cducticw of the ne\\ BTS-based tariff. The 
possibility of seeking 11 senera1 \s.;iiver undcs .4rricle SS\' of thc GATT 
before bringing the new txi ; i  into ctfcct is ;11~o under considc.rarion in 
consultaticv~ with the 3/lini>try of Commercc and Dcpartmcnt of Economic 
Affair\. In  thi. conti.1: the riurstinn of making thc GATT esemplions 
part cf the st~u::  itself ivcluld h:ive to bi' di'fc'rrecj t i l l  policy dccisiclns on 
these inter-car.nected ishuc 3rc taken. 

3. As regards the suggestion that in the case o: ~mbalancc in duties 
and cost of raw materiais and finjshcd :,'ooJs, t;trifT anon~alies could be 
adjustcd in the tariB itself'. because rav. materi;~l\ ;~n:l fini>hr.cl p o d s  are 
asjessshle under different tariii jtcnl<, i t  m a i  bc cspl;~inecl that in a number 
of  cases raw materials ar2. on full ju~tilic~ition and merit, conde rcd  for 
duty exempticn conditil~nd on usc in the production of specified goods 
or when definitdj. known to be intended for such uses. Such reliefs are 
not required to bc cxtendrd to the samc ra\v n~aterials whcn imported for 
other end-uses. Such lowcr duty treatment cannot thcrcfore be incorporat- 
ed in the tariff itself. Wherever, however duty riitcs on ccrtnin raw 
materials have by notification been reduced unconditionally. the possi- 
bility of all such r cducd  effective ratcs being incorporated in thc tariff 
itself without affecting the  bitsis schc-rnc of the I37 S-h;!hcd nom:ncla!ure 
of the tariff will be considered. 



4. As regards the suggestion for an urgent review of exemption noti- 
* fications which have been in force for a number of years, action has, as- 

indicated in para 1 above, been initiated. To what extent the exemption 
notifications which have been in force for a number of years could be- 
incorporated in the tariff could be considered a*er gaining some experience 
of the actual working of the BTN-based tariff Schedule of the recently 
enacted Customs Tariff Act, 1975. 

[Ministry of Finance (Department of Revenue and Insurance- 
O.M. No. 369/4/75-Cus-I dated 29-1-19767 

H. N. MUKEJREE. 
Chnirrnan, 

Public Accounts Conlrnirree. 



APPENDIX I 

Conslu Ao IF, Kecomme \ti {tion.; 

, . j  ,Millisr,.y ,,f Sl,i,,,,i, It is distressing that in spite of repeated exhortations, Ministries are 
a ~ ~ t  'I.I.:III\~oI I b t i l l  rcrlliss in infurmine the Con~nlittcc of the action taken or proposed 

to I ~ G  takrn on their recommendations within the prescribed period of six a, 
OD months. In the present case refcrretl to ;~hovs, the Committee are yet 

to be told of the actiou taken on thc recommendation contained in para- 
graph 1.55 of the 135th Kepon, though nearly ten months have elapsed 
s1itc.c t11c presentation af the Report, and thc attention of the Ministry of 
Shipping & Transport had aiso been specilic;~lly dr:~wn to the Committee's 
recommcndntiot~ hr the lkpsrtrnent of Kcvenuc & Insurance as early as 
Jd;-  1975. Ihis is not the t int  occasion when there has been a default 

the Minist~g in this regard. It wouftl. thcrcfore, appear that  adequate 
;ittentinn i.; not being paid by the Ministry t o  the processing of the Com- 
~~~i t r : i . ' c  rccoinrnendntions. The Committec take a serious view of this 
Jcfaali and debire t iat  the. reasons therefor bhould he gone into and appro- 
p~ . in t~-  ;lition t;iL~.n. Tbi: currm! modalities for the processing of the 
C'ornnlittc.c*'s r .~umr l i cn t l~ t i on~  ihould be rcvicwed and suitable remedial 



nie3sur~>s ;doptccl. Thc d o n  taken by the Ministry in the present c& 
particrrl.~~ l q  \I~ould hc intirn;~rcd to the Coninlittee forthwith. 





the past should be given in every case to enable Parliament to  come to  d 
proper appreciation of the position. It is incumbent on Parliament to 
yatisly itwlt that the cxcrcise by the executive of its delegated power t o  
levy rcplutory clutics has in 1x3  fulfilled the objectives in view. The 
('on~niittre attach considerablc in~portance to this recommendation and 
would like to be apprised of the action proposed to br: taken in this behaIf. 

l h e  attempts made by the Dcpnrtmcnt to justify the imposition of the 
regulatory d ~ t y  t o  rc\lr,~in imports from ;~hroad, on 13th December, 1971, 
:ippcar to the ('on~inittce to be bascd on certain hypothetical assumptions. 
I hc C'onituittcc would havc bccn h:~ppir_.r if  Government could have made 
,~v;~ilahlc to thc Ck,nimittec more concrete facts in support of their con- 
tention. 

-J w 
'I tic Conin~ittee notc that in purwance of their recommendation con- 

t;~incd in p;~r;igr;ipli I.10 of thc IIcport, a rcvicw of all the contracts 
rcgi\tcrcil ~ 1 1 t h  the Spcci:il Projcct Procedure upto 1973 has bccn under- 
t;ihen hy tti: C'ollcmrs c ~ f  Cuwrns  conccrncd. While the Committee 
would ;~w;iit thc rc>dti  of the rcvicw which necds to be expedited, they 
\+oulJ like to bc informctl of the +ccific steps contcniplntcd or  adopted in 
ortlcr to strci~~nliric the cxisting procedures for assessments under the 
Spcciiil Procedure so a s  to ensure that the provisional assessments made 
under this procedure arc finaliscd within a reasonable time. 

While it i i  cncournging that the number of contracts relating to  the 
1961-03 pcnding findisation in file Visakhapatnrrm Custom House 
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h ~ s  bccn brought down to 34, the Comrnittce feel that there is still con& 
dcrable scope for improvement. They would urge vigorous steps to 
final~sc thesc old contracts without loss of time. 

The Cornrnittce conceded that i t  would be difficult to prescribe a rigid 
and uniform tiwc h i t  for thc currency of corrtracts under the Special 
Proccdurc in all cases. Every cndvavour should, however, be made to 
cnsurc that the provisiunal assessments ninrle under the procedure do not 
fall into arrears and thc final asscssm~:nts arc completed promptly. It 
s l io~ld  alsu he possible to evolvc a suitahlc categorisation of different 
kinds of projcct.~ (n the basis of thcir scope and magnitude, and to pres- 

4  crib^ s~~ i t ;~h l c  t h e  h i t s  for thc tinalisation of contracts in respect of each 
o f  such catcgorics. I'hc Comrnittec note that this question is k i n g  
cxanlitlrd furthcr in consultation with the Ministry of Industrial Develop- 
ment and would urgc Govcrnmcnt to : rrivc at an early decision in the 
matter. 

Thc Committce, in thcir carlier Report, had specifically suggested 
tlint appropriate action 5hould be takcn ay ins t  the authorised Z a r i n g  
;Igent, i f  any, i n  thh c;tw for hi5 failure in not producing the original 
contr,~ct ;~nd invoicc~ on h k  own accord. It is  not clear from the Depart- 
riit.nl's reply whether this aspect has becn cxarnin2d 5iid necessary action 
initiated. The <'omnuttce, therefore, wish that this should be looked into 
quicAlv, in case this has not ;~lready been done, and a more speci$q 
~lnrificatwn convcyed forthwith. 



It would appear from the details now furnished by the Department of 
Rcvenuc & Insurance in regard to the cases covered by the theft ef August 
1970, that as many as 7 out of the 13 consignments involved had not been 
adjudicated and that in respect of 5 other consignments the adjudication 
had taken placc between November 1969 and March 1970. The Com- 
mittcc h a w  taken up f(:r examination this year (1975-76) cases of delay 
in adjudication of goods seized by Customs Houses and the position that 
emerges out of this cx;lrnination is rather distwbinp. While the Committee 
would deal with this question in detail later, they are anxious that all the 
prescribed fornialitich should be coniplctcd in the least possible time and 
tllc goodh confiscated disposed of expeditiously to ensure the maximum 
rr.;~lis;~ticln and to rcducc the possibility of theft and of deterioration in 
qu;dity. The <'omniittce would, therefore, suggest a thorough review of 
ttw cxistirlg proccilures for thc adjudication, confiscation and disposal of 
sr.izctI p o d s  ;lnd the adoption of necessary remedial measures thereafter. 
I n  any case. in respect of ci~scs of confiscation where appeals o r  revision 
;tpplications hnvc not hccn filed within the prescribed periods, it should 
rwt hc too difficult to dispose of such goods with the utmost expedition to 
thc hest adv;lntapc of Govcrnmcnt. 

The Committee ;11so observe from the Department's reply that in 
respect of thosr. cases i n  which the adjudication p~occrdings had been 
cornp!ctcd, the disposal action was kept pending in the absence of clear 
information rcprtlinF thc filing of nppc;lls/revision applicatians. It would 
:ippc;lr th;~t ;I coniniunication gap cxists at prcsent bctwcen the different 
authoritics ci~ncc.rncd. The Comrnittce cannot understmd how such a 



situation had been i~ l l~wct l  to clcvclop and would like an explanation. The 
('cntral h a r d  of Excise and Customs should also ensure that the methods 
now current for thc inttrchange o f  information between different agencies 
which process cases o f  scizurc i~nd  confiscation are properly streamlined 
m d  all h~ttlcnccks clirnin;rtcd, 

hi inistl y of 1;inoncc I t  is not clear from the I)cp;~rtn~ent's reply whether the Central Board 
(1  ) e p . ~ ~  tmcnl r ~f l i ~ v ~ ~ l u c  of ~ ; X C ~ S C  and <'ustoms h;~vc unclcrt:ikcn a review of irll cases of major 
k I I ~ S U I ~ I C C )  losscs and thefts from C~r~torns  godowns with a view to ascertaining whether 

thcrc was :my collusion on thc 'oart of the Customs staff. The Committee 
& i r e  t h ~  such :I review, if not already made, should be conducted early $ 
slid the rcsul~s intimated. 

'nw Committee r ' p t  that thc invcstig.:tions conducted two smior 
ofticxs have failed to ea;iblish conclusively the place from which the 
unnlanifcstcd goods were londctl in thc seized vessel. However, since the 
prcs~rniption is that the goods might have k e n  taken on board the vessel 
whilc it war lyin: in anchor at mid-sca at Calicut port and in view of the 
fact that thc loading of the authorised cargo also takes place only at mid- 
sea in this port. i t  i s  incornprchensihle how goods of S U C ~  bulk (40 tons) 
coirld have hrcn takcn on hoard undetected. It would, therefore, appear 
that the customs wrveillnncc must have been lax, if not altogether non- 
existent. I f  the gmwli; had been Inadcd nhngwith other authorised export 
cargo covered by valid customs documents, unmanifested goods of such 



bulk should obviously have been noticed by the rummaging officer who 
rummaged the vessel before permitting it to sail from the port. The 
Committee would, therefore. like to be satisfied that the prescribed checks 
had. in fact. been carried out. If laxity or collusion on the part of the 
Customs 4taff comes to I~ght. appropriate action should be taken against 
the delinquent o5c1als. 

In the light of the difficulties experienced in segregating at the port 
lighten carryin? local and fo~eign cargo to vessels anchored at mid-sea. 
the Committee fecl that it would be advisable to take special steps to 
strengthen thc cxisting cu5toms checks at the port in order to prevent the 
loading of unmanifected cargo on vessels on foreign runs. 

- - -- 
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