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INTRODUCTION 

I, the Chairman of the Fkblic Accounts Committee, as authorised 
by the Committee, do present on their behalf this Two Hundred and 
Twelfth Report of the Public Accounts Committee on paragraphs 
relating to Customs Receipts included in the Report of the Comptrol- 
ler & Auditm General of India for the year 1972-73, Union Govern- 
ment (Civil), Revenue Receipts, Volume I, Indirect Taxes. 

2. The Report of the Comptroller & Auditor General of India for 
the year 1972-73, Union Government (Civil), Revenue Receipts, Vol. 
I, Indirect Taxes, relating to Customs Receipts was laid on the Table 
of the House on the 8th May, 1974. The Committee 11974-75) exa- 
mined these paragraphs a t  their sittings held on the 11th July (FN 
& AN) and 12th July (FN) 1974. The Committee (1975-76) consi- 
dered and finaHsed this Report at their sitting held on the 13th April, 
1976 based on the evidence taken and further information furnished 
by the Ministry of Finance. Minutes of the sittings form Part 11* of 
the Report. 

3. For facility of reference the conclusions/recommendations of 
the Committee have been printed in thick type in the body of the  
Report. For the sake of convenience, the recomrnendations/observa- 
tions of the Committee have also been reproduced in a consolidated 
form in Appendix IX to the Report. 

4. The Committee, place on record their a.ppreciation of the com- 
mendable work done by the Public Accounts Committee (1974-75) 
in taking evidence and obtaining information for the Report. 

5. The Committee also place on record their appreciation of the 
assistance rendered to them in the examination of the Audit Report 
by the Comptroller & Auditor General of India. 

6. The Committee would also like to express their thanks to the 
officers of the Ministry of Finance (Department of Revenue and 
Insurance) for the cooperation extended by them in giving inforrna- 
tion to the Committee. 

NEW Dnm; 
April 23, 1976 
~ a & i  k ha-31 -1898 ( S  j- 

H. N. MUKERJEE, 
Chairman, 

Public Accounts Committee. 

*Not Printed. (Ore qclostvlrd co y hid on the Table of the Rouse ard f i re  e p i c s  
placed in the Parliamrrtary fibraryy. 

(v) 



CHAPTER I 

'MISTAKES/IR.REGULARITIES IN THE LEVY OF DUTY 

Audit Paragraph 
1.1. Consignments of 'Urea' and 'Muriate of Potash' imported 

through a minor port after 17th March, 1972 were subjected to regu- 
latory duty of customs a t  2.5 per cent ad valorem. According to a 
notification issued on 17th March, 1972, the regulatory duty leviable 
was raised to 5 per cent ad valorem. On this being pointed out in 
January,  1973, the Custom House reviewed all similar i h p o r t ~  and 
issued demands in seven cases amounting to Rs. 5,11,103, which are 
pending realisation. 

'[Paragraph 3(1) of the Report of the Comptroller and Auditor Gene- 
ral of India for the year 1972-73. Union Government (Civil), 

Revenue Receipts, Volume I, Indirect Taxes.] 

1.2. Till 1972. the Finance Acts of every pear contained enabling 
provisions for the levy of regulatory duty. These provisions were, 
'however, invoked for the first time on 13th December, 1971 for levy 
of this duty on imported items. Subsequently, a t  the time of the 
1972 Budget, the rates of regulatory duty were rationalised by the 
issue of Notification No. 38 of 17th March 1972, which is  reproduced 
in Appendix I. According to a circular issued by the Ministry of 
Finance. (Department of Revenue & Insurance). explaining the im- 
plications of this Notification. regulatory duty was to be levied, with 
effect from 17th March 1972, at the following rates: 

" ( a )  A11 artlcles on which the 
effec!i\~e rate of basic customs duty 
is 103 per cent or more lor; of the valve. 

(b) Art~cles on ~vhich the effec- 
tive rate of basic customs duty is 
60 per cent or more but less than 
100 per cent 5 5  of thr! value. 

Note: In a case where an article 
is liable to different rates of effective 
duty, under the tariff read with any 
notification for the time being in 
force. for the purpme under (a)  and - - 
(b)  above, the highest effective rate . - 
alone should be taken into account. 



Thus for instance in the case of an 
article when the effective standard 
and preferential rates are  say, 100 per 
cent ad valorem and 90 per cent ad 
valo~ern respectively, and the article 
is also eligible to a lower rate of duty 
(for even completely exempt from 
duty) under a given set of circum- 
stances (e.g., for a particular end-use 
or coming from a particular country, 
the rate of regulatory duty appli- 
cable would be 10 per cent). All 
other articles except those specifically 
exempted 2 1 7  of the value". 

1.3. The Committee desired to know how the mistake in assess- 
ment of duty had occurred in the case p in ted  out by Audit. The 
Member (Customs), Central Board of Excise & Customs stated in 
evidence : 

( L  There is a notification regarding the levy of a regulatory duty. 
According to this, when the rate of basic custom duty is 
100 per cent or more, then the regulatory duty will be 
10 per cent; when it is 60-100 per cent, then i t  will be 5 
per cent and in individual cases, it will be 24 per cent. In 
accordance with this, since the rate of duty applicable to 
t h s  was nil, the officer can assess it  21 per cent regulatcry 
duty. What the officer's mistake was that he did cot pr* 
perly apply the explanation which had been given below 
the notification. Where it is an additional exemption, 
then the rate of regulatory duty will not be with reference 
to the effective exempted rate but will be with reference 
to the highest of those rates. The officer lost sight of this 
and he made the mistake." 

He added: "This is a case of human failure.'' 

1.4. Since the under-assessment of regulatory dutv in this case 
amounted to more than Rs. 5 kkhs, the Committee enquired into the 
action taken against the erring officers. The witness replied: 

"This amount is large. We asked the Collector es to what 
action he has taken and the Collector has replied that the 
importer was a Government of India undertaking and no 
m l a  fi& was suspected. The mistake has also occurred 
because of the general sort of feeling in the minds of the 
assessing officers that where the effective rate of duty is 
nil, the regulatory duty is 24 per cent." (pp .  15i6libid). 



1.5. The Committee were informed by Audit that the mistake in, 
levy of regulatory duty had occurred a t  the minor port of Tuticorin. 
The Committee desired to know the total import made through this 
port in 1972-73 and the  complement of revenue staff employed at 
the port. The Ministry of Finance (Department of Revenue R- In- 
surance) informed the Committee, in a Mi t t en  note, that the Collec- 
tor of Centrall Excise, Madurai had reported that the total import 
through Tuticorin Port during 197273 was valued a t  Rs. 14,66,24,656 
and that the port has one Superintendent, Class 11. and ten Inspectors 
of Central Excise. In reply to another question by the Committee 
on the adequacy of the training imparted to the staff a t  Tuticorin, 
the Ministry stated in a note that the Collector of Central Excise, 
Ma,durai had reported that the staff was adequately trained. 

1.6. The Committee desired to know when fertilisers were first 
imported through the port of Tuticorin. The Ministry of Finance 
(Department of Revenue and Insurance) informed the Committee, 
in a note, that the Collector of Central Excise, Madurai had reported 
that the first consignment of fertiliser was imported through Tuti- 
corin Port in 1969. 

1.7. The Committee enquired into the instructions issued for the  
check of classification and assessments to the departmental staff 
whenever imports of a commodity are noticed for the first time and 
whether those instructions were followed in this case. I n  a note 
furnished to the Committee in this regard, the Department of Re- 
venue & Insurance, inter alio, stated as follows: 

"In regard to classification and assessment of commodities 
whose import .  are noticed for the first time, instructions 
applicable to major Custom Houses, were issued in 1970.. . 
As for the minor Custom Houses, instructions regarding 
checking of essessments of goods were issued in 1971. . . . 
The concerned staff at Tuticorin had been trained in the 
assessment of the goods in these cases." 

1.8. The letter (No. 2'52'68-Cus. IV, dated 10th March. 1971) issu- 
ed by the Central Board of Excise and Customs in this regard to the 
Collectors of Central Excise a t  Baroda, Poona, Bangalore. Cochin, 
Madras. Hyderabad, Orissa, Calcutta, Delhi and Chandigarh, furnish- 
ed to the Committee by the Department of Revenue & Insurance. is 
reproduced below: 

"Subject: Appraisement work a t  ports and Land Customs 
Stations. 

The Board have had under consideration the questim as to 
how to improve the quality of appraisernent work a t  the 



4 
ports and land customs stations in your jurisdiction. From 
the information sent by you, it is found that  imports f r m  
foreign countries a t  the ports in your charge are limited 
to certain bulk materials only. At present, these are: food- 
grains, fertilisers, raw cotton, dates, raw cashew nuts, 
Sides and skins. h addition, there is import of rayon 
g a d e  pulp a t  Veraval for a factory there. The jmports by 
iand customs are limited to fresh and dry fruits and a few 
other articles from Afghanistan. The  appraisement of 
these articles is not difficult to learn. For this purpose, 
you may send the concerned staff in batches for training 
for a feur days to the major custom house concerned. In 
case imports of any other raw materials stocks for a factory 
served by a minor port. the appraisement of that commo- 
dity may be included in the training. After the transfers 
of staff in April or May, the new staff should bc sent for 
training. 

I n  case any articles other than that for which training has been 
taken is imported and if the \value of an importation is less 
than Rs. 5,000 - the bill of entry may be passed and then 
sent to the Assistant Collector (Appraisement) together 
with a copy of the invoice and a copy of the import licence 
requesting the  latter to have i t  checked. The concerned 
appraiser in the major custom house will scrutifiise \\.he- 
ther ever?;thing has been come rightly and nc  will then 
pass i t  on to the Internal Audit. The bill of entry w i l l  
then be returned to the port if everythinp is all right: 
otherwise i t  will be returned to the Colltzctor o! Central 
Excise. requesting him to re\* the orders. If the l-alue 
of a consignment exceeds Rs. 5.000/-, a tekphunic request 
may be made to the Assistant Collector of Cusroms (Ap- 
praisement) of the major custom house giving him parti- 
culars of the import and requesting him to depute an ap- 
praiser. The major custom house will in such  cases immc- 
diately send an appraiser having knowledge of the parti- 
cular c o m m d t y  to the  minor port in order to clear the 
consignment. Similarly, if on account of strike etc. a1 
a major custom port m e  ships are diverted to minor 
ports, appraiser's services mey be requested. 

'Similarly, for exports to foreign countries, you mag send the 
concerned officials for training to the  major custarn house 
in the commodities which a re  exported from the ports 
where they are posted. If any commodity, other than the 

.one which Is usually erparted, is sent out in any particular 



consignment, the shipping bill concerning that will be pas- 
sed and then sent to the Export Department of €he major 
custom house for purposes of scrutiny." 

1.9. The Committee asked when important changes In the tarif£ 
structure o r  rates of duty were effected and desired to know the  
nature of instructions issued on such occasions. In a note, the De- 
partment of Revenue & Insurance replied: 

"Normally the important changes in the tariff structure or  
rates of duty are effected when central budget is presented 
before the Parliament. Instructions are issued by the Gov- 
ernment clarifying the nature and scope of tne changes. 
Collectors forward these instmctions to the lower forma- 
tions. As and when they find need for further instruc- 
tions, they issue the same." 

1.10. When the Committee enquired whether the supervisory 
officers personally checked the assessments on such occasions to 
ensure that correct rates of duty were levied, the Department of 
Revenue R: Insurance replied in a note as follows: 

"It is reported by the Collector of Central Excise, Madurai that 
all bills of entry a t  Tuticorin Port  are assessed by the  
Superintendent. No Assistant Collector or any other 
supervisory officer is posted a t  that port. I t  is reported 
by the Collector that during the course of inspection, among 
other checks of import records. \iz. Bills of Entry Register. 
Central Demand Register, etc., certain Bills of Entrv then 
available were also seen by the Assistant Collectcr." 

1.11. The Committee wwere also informed by the Deuartment of 
Revenue & Insurance that Tuticorin Port is to bp inspected once a 
year by the Collector. Deputy Collector and Assistant Collector of 
Central Excise and that between April, 1972 and January, 1973, both 
the Collector and the Assistant Collector visited the  port twice. 

1.12. In  reply ta another question on the arrangements of internal 
audit a t  Tuticorin and other minor ports, the Member (Customs), 
Central Board of Excise and Custon~s stated in evidence: 

"The Internal Audit of the minor ports is a190 done by the 
major custom houses, because for auditing these bills of 
entry ifi the minor ports, we do not have the necessary 



expertise a t  the minor ports. So, we do them in the major 
mSbOm houses." 

In a note furnished in this regard to the Committee subsequent- 
ly, the Department of Revenue & Insurank stated: 

"The Internal Audit of this port is done by the Internal Audit 
Department of Madras Customs House for the purposes 
of audit of foreign bills of entry and cent per cent check 
is exercised by the Internal Audit Department. The Col- 
lector of Central Excise, Madurai has reported that the 
procedure is effective." 

1.13. The Committee desired to know the time limit for raising 
demands for short levies and whether the present system of internal 
audit ensured that bills cf entry were audited within the time limit. 
In a note, the Department of Revenue & Insurance stated: 

"The time limit foi raising demand for short levy is six months 
under section 28 of the Customs Act, 1962. It is necessary 
to ensure that all the bilbof entry are audited within this 
time and the present system of intkrnal audit ensures this." 

1.14. The Member (Customs) Central Board of Excise and Customs 
also stated in evidence that in this case, there had been a human 
failure in the internal audit also. He added in this connection: 

''At two stages, there was lapse. at the assessing stage and a t  
the audit stage. What I would respectfully submit is, the 
exact import of the explanation has been list sight of. This 
has happened in other places also." 

Since it had been stated that there had been human failure at the 
level of assessment as well as at the level of internal audit, the Com- 
mittee desired to know the time lag in this case between the assess- 
ment and internal audit. The witness stated: 

"In the first bill of entfy, assessment was done on 18-5-72; 
then, in the internal audit, they raised some objection in 
regard to some agency commission etc. Then, it went back 
to Tuticorin and came back." 

Tbe Committee were also informed by Audit in this connection that 
the Internal Audit had not checked some of these bills of entry 
till the date of test audit. in January 1973, by the Receipt Audit staff. 



1.15. When the CoxxunitW pointed out that it had been earlier re- 
commended by them tha$ the internal audit had to be simngthened 
and ma& more efficient and asked why the same kind at failures 
csntinwd Do recur, the Member (Customs), Central Board of Excise 
and Customs replied: 

"This type of mistake has been pointed out for the first time. 
This explanation was lost sight of. 

1.16. The Committee enquired into the latest position in respect 
.of realisation of the short-levy of Rs. 5,11,103. The Department of 
Revenue & Insurance, in a note furnished to the Committee, stated: 

"Collector of Central Excise, Madurai, has reported that short 
levy of Rs. 5,11,103 involved in the seven bills of entry 
has since been recovered." 

1.17. The Committee are concerned to note that on acc~un t  of 
what has been described as a 'human failure' on the part of the asses- 
sing officer, regulatory duty of customs on consignments of Urea and 
Muriate of Potash imported through the minor port of Tutioorin 
had been levied at 29 per cent instead of 5 per cent ad valorem, which 
resulted in a short-levy of duty amounting to Rs 5.11 lakhs in seven 
cases. What causes greater concern to the Committee is the fact dis- 
closed during evidence that the mistake had occurred because of a 
general feeling in the assessing oEcers that where the effective rate 
of duty was 'nil', the regulatory duty would be 21 per cent, and that 
the exact import of the explanatory note in the circular issued by 
the Department of Revenue & Insurance in this regard had been lost 
sight of. It is, therefore. evident that this is a case of failure on the 
part of the Customs staff to grasp fuIlv the implications of the dif- 
ferent rates of regulatory duty, and that the Notification issued after 
the 1972 Budget, in March 1972, rationelising the rates of regulatory 
duty and the instructions ismed thereon had perhap  heen imprecise. 
This impression of the Committee gains strength from the fact dis- 
closed during evidene that similar mistakes had h~ppened in other 
places also. 

1.18. It is distressing that adequate care is not taken by Govern- 
men t in the drafting of notifications and clarificatory instructions. 
The Committee have lonu been impressing upon Government that 
adequate care should be taken in the drafting of notifications so as to 
avoid ambiguity. The Committee would like the relevant notification 
dated 17th March 1872 to be revised e x p e d i t i ~ ~ l y ,  in case thk  has not 
already been done, and suitable instructions issued to the assessing 
,onlcers so that lapses of such nature do not recur. 



1.19. It  is also rather strange that $he mistake pointed out by 
Audit had not been detected in the case of one bill of entry checked' 
by the Internal Audit, and in the other six cases, the Internal Audit 
had not even checked the bills of entry till the date of scrutiny by 
Audit. In view af the fact that the period of limitation for issue of 
demands on short levies is only six months, the Committee need 
hardly emphasise the need for gearing up the system in order to 
ensure that scrutiny by Internal Audit is completed wathin this 
period, as otherwise internal audit itself would virtually be futile. 
The Committee desire that the adequacy of the internd audit ar- 
rangements for the port of Tuticorin and other minor ports should 
be reviewed without delay and remedial measures taken to reduce 
the time-lag between assessment and internal audit. Such a review 
is especially urgent since Tuticorin is soon to be developed into a 
major port. 

Audit Paragraph 

1.20. As per the provisions of Customs Act. 1962. goocis covered 
by bills of entry presented prior to 'entry inwards' oi a vessel are  
to be assessed to duty at the rates prevailing on the date of 'entry 
inwards' of the vessel. 

1.21. In a malor Custom House goods covered by two bills of 
entry filed on 9th March, 1972 and 13th March 1972 were assessed 
to regulatory duty of customs, at the rate of 2.5 pcr cent ad valorem 
prevailing on that date. However, the vessel carrying the goods . 
was granted 'entry inwards' only on 25th March, 1972. The regu- 
latory duty was meanwhile raised to 5 per cent ad valorem with 
effect from 17th March, 1972. As the 'entry inwards' was granted 
after the date of enhancement of the duty rate, the levy should 
have been at  the higher rate of 5 per cent ad valorem. Levy of 
duty at  2.5 per cent ad valorem, therefore, resulted in a short col- 
lection of Rs. 12,584. While pointing out this, audit requested that the 
Custom House was to review all bills of entry re la t~ng to this vessel. 
The Ministry have replied that a sum of Rs. 11,645 pertainin:! to 
m e  bill of entry was recovered and in respect of Rs. 939 relating 
to the other bill of entry, the party had requested that the pay- 
ment of this short-collection be kept in abeyance pending the out- 
come of their other refund claims and appeals. 

[Paragraph 3(1i) of the Report of the Comptroller and 
Auhtor  General of India for the year 1972-73. Union 
Government (Civil), Revenue Receipts, Volume I, In- 
direct Taxes.] 



1.22. Goods imported by a vessel or aircraft are cleared by filing 
a bill of entry with the Custom House in the prescribed form. A 
bill of entry has to pass through various preliminary checks before 
it goes up for assessment, such as sending of description of goods, 
declaration, checking with manifest, etc. Under Section 31 of the  
Customs Act, the master of a vessel is debarred from permitting 
the unloading of the imported goods unless an order is given by 
the Customs authorities granting final 'entry inwards' to the vessel. 
Consequently, a vessel carrying goods may await berthing and may 
take a few l a y s  to discharge its cargo. In order to hasten the 
various pTocesses, the Custom Houses entertain hills of entry i n  
respect of goo,ds imported by a vessel even before it is berthed and 
3s ready to break bulk, Le., before the vessel is granted 'entry in- 
wards' and such bills of entry are marked as 'prlor entry' bills. 
According to Section 15 of the Customs Act, the rate of duty, for 
purposes of assessment, will be that in force on the date on which 
a bill of entry is filed under Section 46 of the A c t ,  but if a bill of 
entry is presented before the date of 'entry inwards' of the vessel, 
the bill of entry is to be deemed to be presented on the date of 
such 'entry inwards'. 

1.23. In the two cases covered by the Audit paragraph. the bills 
of entry had been filed on 9th and 13th March 1972, while the 
vessel carrying the goods was granted 'entry inwards' only on the 
25th March, 1972. In the meantime, in the Finance Bill of 1972, 
presented on 16th March, 1972, the rates of regulat,,ry duty of cus- 
toms had been rationalised and necessary Notification in this re- 
gard had been issued on 17th March. 1972. The Committee desir- 
ed to know the procedure followed in the Custom House, in which 
the mistake pointed out by Audit had occurred, in regard to the 
review of impost and export duties levied on the budget eve. In  
a note furnished to the Committee, the Department of Revenue 
and Insurance stated as follows:- 

"Para 3 (ii) of the Audit para relating to Madras Custom 
House concerns review of import and export duties levi- 
ed on budget eve. The Custom House, Madras is follow- 
ing the procedure detailed in para 29 and 37 of the  
Chapters 2 and 3 of the Central Manual (Volume I) of 
the Appraising Department and para 30 of Chapter IV 
of the Central Manual of Export and Prawback Depart- 
ment in the Custom Houses." 

1.24. The relevant provisions of paragraph 29 of Chapter 2 and 
paragraph 37 of Chapter 3 of the Central Manual (Volume I)  of 
the Appraising Department are reproduced below: 



Paragraph 23. 

" B U S  OF ENTRY ASSESSED BEFORE THE CLOSE OF 
OFFICE ON BUDGET DAY--SPECIAL CARE REQUIRED 
OF OFFICERS--ORDERS REGARDING: 

The annual Budget of the Government of India is presented 
to the Parliament on the last working day of February. 
(hinges in rates of duty should be carefully noted. 
Changes in Central Excise duty should alss be noted with 
care. Modificatiws of exempfions should not be lost 
sight of. 

The Import Noting Department prepares and circulates at the 
close of office on Budget day a list of vessels in respect 
of which Bill of Entry have been allowed to be Aled 
under 'prior to entry' system but the vessels have r,ot 
been entered inwards until the close of Budget day. 
Enough co,pies of the list shall be distributed by Super- 
intendent Appraiding to all Principal Appraisers, Prin- 
cipal Appraisers working in the Post OfRce. Docks and 
Jetties shall also assemble in the evening in the Custom 
House when they will be given these lists. It will be the 
duty of the Principal Appraisers to hand over a copy of 
the list to each Appraiser under them and to each Exa- 
mining Officer working in the Post Office. 

Shed Appraisers should scrutinise all Bills of Entry dealt 
with by them after the Budget. Thev should return to 
the Appraising Group concerned for re-assessment of 
Bills of Entry which pertain to vessels included in the 
Import Department's list if the goods have been assessed 
before the close of office on Budget day and there has 
been a change in the rate of duty in respect cf the Cus- 
toms or Central Excise tariff litem'commodity covered by 
the Bills of Entry. On receipt of such Bills of Entry 
the scrutinising Appraiser concerned shall reassess the 
same at the new rates expeditiously. 

Principal Appraisers and Assessing Officers should take care- 
ful note of Customs and Central Excise itemslcommodi- 
ties in respect of which rates of duty have been altered. 
AH assessments made after the Budget in respect of Bills 
of Entry pertaining to the vessels included in the Im- 



port Department's list must  be a t  the  new rates. 
Assessment of Bills of Ent ry  pertaining to other vcssels 
shall be  a t  the  old rates if t he  Bills of Entry lms been 
presented before the  Budget and  a t  the  new rates if  the  
Bill of Entry has been presented aftcr the Budget. 

Similarly, In the Post Office, assessment shall be mad<$ a t  I h r  
new rate  in respect of goods brouqllt h:; ve.;scls includ- 
ed in the Import Department 's llst cven thou,:h thc Post 
Office may have presented in the s h w t  for :,ssessmcnt 
before the Budget. Sheets presen!c:l aftel the Budqct 
will naturally be assessed at the new raic. ' 

"CHANGES I N  TARIFF--ACTION ' Y O  l3F: T.\KEN nN 
BILL OF ENTRY AND GUARANTEE: 

All Bills of Entry effected by a change in [ l i t .  tarill' I?iu<t br 
promptly obtained and re-examined so th:~! an!. : ~ d j u s t -  
lnent necessary can he carrjed out n.ithout dela::. 

To give effect to t h e  nho\.c. order the o n  p . o c e d ~ ~ r c  
should be followed: - 

A list which will lw furnished by  thc. I :  Departn-~t.tit. 
( I t  should be asked for. i f  not sen! prorn!,t!y) showing 
vessel which have not finally cnterc(i bcforc. t h ~ ~  date  of 
the  change shall be circulated to :Iji;):-:!i~t~i-. :o Stcitist4cs 
and Internal Audit I k p a ~ ~ t m t ~ n t  fo! i~!fortnat!ct:l Thc 
latter two departments  ~ ~ 1 1 1  be asked io senti to this de- 
partment  all Bills of Entry for these .&\ips presented and 
i~ssesspd before t h e  da te  of this request. The Bills of 
Entry when received. shall be sent to t i l t '  r l pp~a i se r s  con- 
cerned who, after noting the Bills af Eutry for refund or 
extra  duty as  the  case may bc, \vill rtaturn them to the  
Superintendent.  Apprai9,ng Ilepa:.!incn:, lor  fur ther  
necessary action i f  any .  

Rills of Entry including warehousing 13111.; of Entry noted 
on or  aftvr thc date  011 which the changes take effect and 
classilied before final orders  bout t ht: changes have 
rcachcld the Appr. C I ~ S ~ T S .  ' 
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On receipt in this department intimation of the change all 
Bills of Entry noted as above shall be sent for from the 
Statrstical Department and on receipt thereof, action 
will be taken as in No, (i).  

Note: Rate of duty and tariff value and exchange, rate ap- 
plicable: - 

When goods are allowed to be cleared on a guarantee in 
anticipation of the subm';ssicm of tl-lc Bill of Entry the 
rate of duty and that of exchange applicable is the 
rate in force on the date on which one guarantee is 
given and not the rate prevailing on the date of pre- 
sentation of Bill of Entrv. 

As regards the Dock Appraising Staff, the Appraiser con- 
cerned will exercise sim'Jar check in respect of Bills of 
Entry assessed by the Scrutinising Appraiser prior to the 
date of change and if necessary, he will refer back to the 
Bill of Entry to check whether in all such cases duties 
have been charged at the proper rate." 

1.25. The Committee asked whether the Custom House had re- 
viewed all 'prior entry' bills after the budget of 1972 and whether 
the  Internal Audit had conducted a sinfilar review. In a note fur- 
nished to the Committee, the Department of Revenue and Insur- 
ance replied in the affirmative. 

1.26. In reply to another question as to, how the officers had 
failed tc' notice the short levy in the cases pointed out by Audit, the 
Department of Revenue and Insurance replied: 

"Only in two cases, which are the subject matter of Audit 
Report, there was omission on the part of the officers 
concerned." 

1.27. Secton 17 of the Customs Act also provides for a Second 
Assessment Procedure for the assessment of goods. Under this 
procedure, goods are f m t  assessed on documentary evidence and duty 
is calculated and paid. At the time of physical examination of the 
goods, a second opportunity exists for reconsidering the earlter 
assessment and recalculation of duty. The Committee desired to 
know the checks exercised at the time of clearance of goods under 
the  Second Assessment Procedure. In  a note, the Department of 
Revenue and Insurance stated: 



'The checks exercised a t  the time of clearance of goods 
under W o n d  Appraisement System are: - 

(i) whether the goods are in accordance with the bill of 
entry description and invoice particulars; 

(ii) whether the rates of duty and rate of exchange adopt- 
ed are with reference to date of entry inwards; and 

(iii) checks are also made to find out infringements against 
the provisions of Merchandise Marks Act etc." 

1.28. The Cqmmittee desired to know whether, after the rationa- 
lisation of reg la to ry  duty in the 1972 Budget. the Custom House 
had prepared a list of tariff items attracting the different rates of 
regulatory duty which was circulated for the euidnnce of assessing 
oflicers and whether the Collector of Customs was not expected to 
guide the assessing officers by such instructions. I n  a note, the 
Department of Revenue and Insurance stated: 

"No such list was prepared, since it was not considered neces- 
sary by the Customs House in view of the Board's ins- 
tructions on the subject." 

1.29. In view of the fact that omissions had orrurred only in re- 
gard to regulatory duty, the C ~ ~ m m i t t e e  asked whether the Minis- 
try considered that the notdication imposing regulatory duty with 
effect from 17th March, 1972 were clear, enough to be eas'ly under- 
stood. In a note, the Department of Revenue and Insurance 
Stated: 

"The notification imposing the regulatory duty of custams 
witheffect  from 17-3-1972 read with the budget 
instructions which were issued simultmeously made the 
positior. abundantly clear." 

1.30. In paragraph 13 of the Report of the Comptroller aqd Audi- 
tor-General of India for the vear 1969-70 on Rc~venue Receipts, a 
similar case in which the rate of duty, assessed initially on the 
basis of ' p r i x  entry' bills, had not been reassessed on the basis of 
actual date of 'entry inwards' of t!le vessels had been commented 
upon. During examination of this case, the Public Accounts Com- 
mittee (1971-72) had been informed by the Ministry of Finance 
(Department of Revenue and Insurance) that the Central Board of 
Excise and Customs had, on 28th October, 1971, 'instructed the Col- 
lectors of Customs that  lists of vessels for purposes of reassessment 



of duty in all affected cases should be examined personally by the 
Assistant Collector In-charge of the concerned Departments to en- 
sure that  they are correct.' The Department had added in this 
connection that  'special audit is co,nducted by the Internal Audit 
Department to the extent that all Bills of En t ry  filed under the 
prior entry system are checked and returned to the appraising 
Department for reassessment, if necessary.' 

1.31. In this connection, the Committec, in paragraph 1 ili of 
their 43rd Report (Fifth Lok Sabha) , had, 7 r ) : l J t  alicr, obscrwtl as 
fcllows: 

"The Committee hope that as a result of tile revised procc- 
dure under which the l i ~ t  of vessels for thr. purpose *.~f rc- 
assessment of duty should be personally examined by the 
Assistant Collector, such mistakes will not recur." 

1 32. 111 their Action Taken No'e on the abm c I ?:.nc l~datlon, 
reported upon 111 the Commltt~e's  7ls t  Repoi t (F~Ttli Lnk Sabhn).  
the Minis tn  of Finance (Department of R e v e ~ u c  and Insurance). 
while noting the recommendation of the Com,m~t fcc  hati stated that 
suitable instructions had been issued to the Coll(!(t(?ri of C~isomk 
and Central Excise. 

1.33. This is another case in which the revicccl rote4 of regula- 
tory duty notified after the 1972 Budget. had not hcc*rl nppliwl pro- 
perly, resulting in the short-levy of duty anlounting to  Rs. 12,581 
in two cases. Even though the! Ministry of Financv (Department of 
Revenue & Insurance) have claimed that the notifirirtioil imposing 
the regulatory duty of customs with effect from 17th March, 1972 
read with the budget instructions which were is\rr:~l simrrlttr~lcouslg 
made the position 'abundantly clear'. it i4 apparent from tile evidcncc 
tendered before the Conlmittee in respect of a similar case conimcnt- 
ed upon in paragraphs 1 1 7  and 118 of this Report that the notifica- 
tion and the instructions were not clear enough for the dopt ion of 
the correct rate of duty As already desired in paragraph 1 Id, the 
relevant notification should be revised expeditiously and necessary 
clerificatory instructions issued for the guidance of assc-3ing officers 

1.34. Another aspect of this case which cauws concml to the Coni- 
mittee is the failure of the Custom House to recalc.~tlate thv duty 
assessed initially on the basis of 'prior entry' bills with reference 
to the actual 'entry inwards' of the vessel. Sinco it has bee11 stated 
that the Custom House concerned as well a, the Intcrnal Audit had 
reviewed all 'prior enetry' bi lk after the Budget of 1972, it is sur- 



prising that the incorrect levy of regulatory duty had not been 
detected at tho bime of second appraisemant, even though under the 
Second ~pprrrisement Procedure, i t  should be checked whether the 
rates of duty adopted are with reference to the date ol 'entry in- 
wards'. Obviously, therefore, there has been failurc at different 
levels in this case. That the mistake could not be detected, despite 
the elaborate procedures prescribed for the review of import and 
export duties levied on the eve of the budget indicates that the 
omission occurred mainly because of 2 misunderstanding of the 
orders relating tb the levy of regulatory duty. 

1.35. According to the revised procedure introduced from Octo- 
ber 1971 the lists of vessels for purpose of reassessment of duty in 
all affected cases is to be exanlined personally by the Assistant 
Collector concerned to ensure that they arc correct, and n special 
audit is also to be conducted by ,the Internal Audit Department to 
check all bills of entry filed under the 'prior ontry' system. The 
Committee would like to know whether this procedure, which is 
aimed a t  ensuring that the dutqy is levied with reference to the 
'entry inwards' of the vessels, had been followed in this case. Iq 
rase this had not been done, the Committee would like to be infarm- 
XI of the action, if any, taken against the officials responsible for the 
lapse. 

136. The Committee find that while the short4evv of Rs. 11.645 
has been recovere4 in one case, the recovery of the balance of 
Rc. 939 has been kept in abeyance, pending the oulcon~e of other re- 
fund claims and appeals of the party concerned The Committee 
would like to know whether this amount has since been recovered. 



MISCLASSIFICATION OF GOODS 

Audit Paragraph 

2.1. 'Butter Oil' imported through a major port was assessed to 
Customs duty a t  50 per cent ad zmlwem classifying it as 'Ghee' 
under item 4 of the Indian Customs Tariff. (It was suggested by 
Audit in July 1971 on the basis of description in the technical books 
and the use of 'Butter Oil', that it was assessable under item 21 (2) 
or 87 of the tariff. The Custom House did not accept the 
classification suggested by Audit maintaining that the Chemical 
Examiner had certified ,'he product to be ghee, although the chemi- 
cal test report merely stated that the sample was found to satisfy 
the analytical constants of ghee. It was, however, decided by the 
Board subsequently in December 1972 that 'Butter Oil' was correctly 
classifiable under item 21 (2) and chargeable to duty at 100 per cent 
ad valorem. The objection was thereupon admitted by the Custon~ 
House and action was initiated to recover the short collection of 
duty of Rs. 3'26,726 in two bills of entry by voluntary payment. The 
Ministry in their reply (February 1974) have stated .that the im- 
porter (a Public Sector Corporation) has been requested to pay the 
short levy voluntarily. 

2.2. Similar cases of short levy are under review by the Custom 
House. . . 

[Paragraph 4(i) of the Repor? of the Comptroller and Auditor 
General of India for the year 1972-73, Union Government (Civil), 
Revenue Receipts, Volume I, Indirect Taxes]. 

2.3. The Committee were informed by Audit that butter oil is 
imported by the Indian Dairy Corporation Ltd. from .the EEC by 
on agreement under 'Plan of Operations' agreed upon by the Gov- 
ernment of India and the United Nations Food and Agriculture 
Organisation, World Food Programme for Dairy Development under 
Project 618 and that the imported butter oil is supplied to dairies in 
India for recombination with milk with a view to toning it up. 

2.4. The tariff classifications mentioned in the Audit paragraph 
are given below, with the descriptions and rates of duty: 



4 Ghee . . 60% ad valorem 
(effect~ve rate 50% ad valorem) 

ar(2)  All sorts of food not otherw;se specified loox ad ralorem 

87 All other articles not otherwise specified 600,;, ad ralmcm. 

2.5. In the McGraw Hill Encyclopaedia, butter oil and ghee are 
distinguished as follows: 

Butter oil . This product is made by heating butter to break the 
emulsion and settling or centrifuging to separate the 
milk serum from thr at. 

Ghee A common food fat in India. Ghee is produced from 
boiled buffalo milk. Its manufacture is similar to 
that of butter oi I. . . .has a more intense flavour thsn 
hutter or butter oil. 

2.6. The Committee desired to know (i) when and at which ports 
the first imports of butter oil had been noticed. (ii) the value of 
such imports, (iii) the manner and the level at which the dlassifica- 
tion was decided in the case of these imports and (iv) whether 
samples were drawn and tested in all the ports importing butter oil 
for the first time. The information furnished in this regard by the 
Department of Revenue and Insurance is indicated in the following 
table: 

Custom 
House 

Due of Value Basis of L tvr la t  Krhctbtr 
flrst Rs. Clns~iflcsrion which cla- Sampie 

Import ssificatior draw- 
w ~ s  dccidc d for tc st 

Bombay 20-5-197s 8,63,989 Kelt var t origiral bill nf Hsvirg No. 
er:try rrporlcd to bc regard In 
nor traceable. Classl- the valut 
flcatior~ must have the asst ss- 
bfen dt cidcd kc c p- mc I r musl 
ir g in vtt w the com- have been 
position of  the goods cour tcr- 
at thc time ofimport- sigrcd hy 
ration nrd their r or- the Asstt. 
ma1 trade usagr. Collect ot of 

Customs. 



Crtlcutra . 7-8-1970 
(Two bdlc 
of en t ry )  

*T.ic C,~m~nr~cc  1:31.1,1 frcjrn .\uJ!t in  t his co-nc crion !ha( 111:. 1)t pul y Chic f C1.c mist 
,,f :he B) n b ~ y  C ,.tom l I , ~ u ~ r  h ~ d  f'.t\.ourrd cla\siflcnrlo~l c ) f  tllc c ~ m n v ) d ~ r y  undt r Itern 
211'1 1 o r  2112: ICT. 

2.7. The Committee desired to know :he general guidelines and 
factors that  a re  to be taken into consideration to determine t h e  
classification of goods. In  a note. the Department of Revenue 111 
lnsurance stated: 

"The general guidelines and factors whlch are  to be taken 
into consideration to detmmlne the  clas\!fic.at~nr, of goods 
are  summarised helow.-- 

The declared description i n  t h r  Bills of En ' ry  and import 
invoice, examination report. test report tvhere goods 
have been tested, catalogue literature w7rite up,  tech- 

nical opinion. various tariff rulings adviccs i n s t r u c t i ~ n s  
on the subject. composition and ordinary commercial or  
industriaal use, market enquiry. exist in^: established 
practice i f  an?., a re  all relm7ant factors." 

To another ques'inn whether all t11~sc factors were considered in 
this case, the Department of Revenue Rr 1nsuranr.e replied that the 
concerned Custom House (Madras) had explained that  all factors 
relevant for the subject goods ( m a ~ n l y  test report ~cchnica l  opinion, 
etc.) we: e considered in this case 



2.8. The  Committee asked what  independent enquiry or  invesbl- 
gation was done by the  Custom House in deciding the classification 
in this case. In a note, the Department of Revenue & Insurance re- 
plied that the Madras Custom House had explained that no indepen- 
dent enquiry or investigation was done in the subject case. 

2.9. The Committee asked why butter oil had been classified as  
ghee in this case. The  Member (Tariff). Central Board of Excise & 
Customs replied during evidence: 

'VIt is a bona fide disputed classification. It is not one of 
error. The officer, on the basis of the declaration made 
by the importer and after getting the srmp:c tested. made 
an assessment of the product as ghee." 

To another question whether the assessing oficer had obtained a 
test report, the witness replied in  the affirmative 

2.10. Reading ouf from the report of the Chemical Examiner, the 
witness stated: 

"The Chemical Examiner reported that 'it is seen from the 
technical books that in India fat derived from milk is 
called ghee. Similar products in foreign countries are 
called butter oil. butter fat'. ' '  

He added in this connection: 

"He has quoted the authorities also. Further. he sa!.s: 'In IS1 
specification, 3508 66, thc term 'ghee' !vould appear to 
include milk fat, butter fat and bu'ter nil'." 

The Finance Secretary stated in this conncction: 

"Besides the report of the Cliemical Examiner which was just 
read out by S h r i . .  . ., there is ano'her thing and I think 
it should be brought to your notlce for nlhate\.er i t  is 
worth. J t  is a letter from the National Dairy Research 
Institute, Karnal,  Haryana which i f  anything is the top- 
most technical body dealing u.ith this subject. In their 
letter dated 19th February 1973. the last conclusion is: 

'It is, therefore. clear that \\.hen an internaticna! body could 
not finalise the standards for butter oil, it would be 
advisabe to classify ghee and butter oil under the salne 
family although having different end-uses'. 



The international body to which he was referring was the 
International Dairy Federation. 

"My submission would be that one also has to put himself in 
the position of the man on the spot. He has ta  take a 
decision one way or the other. He cannot hold up gwds 
indefinitely and it is a moot point whether this particular 
commodity should be treated as ghee or  as butter oil or as 
animal fat and so on. This is rather o nice legal point 
undoubtedly but the officer has te take a clecisjon and he 
has taken a decision." 

2.11. The test report dated 21st September 1971) furnished to the 
Committee by the Department of Revenue & Insurance is reproduced 
below: 

"The sample is in the form of vellowish unctuous substance 
having butter like odour. I t  satisfied the analytical con- 
stants for Ghee mentioned in Appendix B, para A 11-14 
of the Prevention of Food Adulteration Rules, 1955 as 
amended upto 15th May 1959. Please see note below: 

Note: I t  s seen from the technic.al books that in India, fat 
derived from milk is called ghee. Similar products in 
foreign countries are called butter oilbutter  fat. Fur- 
ther, in the I.S.I. 3508: 1966 the term 'Ghee' would 
appear to include milk fat, butter fat and butter ail. 
In the technical books the analytical constants for 
butter fat and ghes are found to be overlapping. Litera- 
ture called for has not so far been received. The same 
may be forwarded to the laboratory on receipt." 

In his further advice dated 3rd October 1970, the Chemical Exa- 
miner had stated: 

"Seen +he letter dated 25th Sepember 1970 from MIS.. . . . I t  is 
stated therein that they do not have any literature show- 
ing the chemical composition of the product in question 
and that they would produce fhe necessary literature at 
the time of next import. IIn view of what has been stated 
in the Test Report and in the note attached thereto, the 
sample may be accepted as Butter Oil." 

2.12. Explaining the facts of the case further, the Chairman, Cen- 
+a1 Board of Excise & Customs stated in evidence: 

"Where the question of interpretation comes, in some border- 
1 .  h e  cases, more than one view is possible. I t  is precisely 



tor that reason that it becomes necessary for senior of& 
cers later on to resolve and take a decision one way or 
the other. What I am submitting is that our case records 
show that on the part sf the assessing officer he did 
apply his mind. I t  is not 'hat he went ahead and did 
something without applying his mind. Even in courts of 
law one court rules out the interpretatiw made by another 
court on the same law. In Brussels, the nomenclature 
mesting is held every year and it is discussed. The 
Collectors of Customs here also discuss it. I t  was a ques- 
tion not so much of misc$assification as of disputed classi- 
fication. Even today there are arguments for and against 
both sides, whether it should be under one heading or a 
different-heading. It  is now suggested that another head- 
ing, 15 (8) of the ITT may be better than the item suggest- 
ed. Audit has also suggested that it might be either 
item 87 or item 21(2)." 

2.13. Since the Chemical Examiner had examined the samples of 
butter oil in this case, the Committee desired to know the functions 
of the Chemical Examiner. A note furnished in this regard by the 
Depar,tment of Revenue & Insurance is reproduced below: 

"The Chemical Laboratory is one of the sections of the Cus- 
tom House with the Dy. Chief Chemistithe Chemical 
Examiner as its head. In common with other sections of 
the Custom House, it is under the administrative gontrol 
of the Collector of Customs. It is purely a departmental 
institution intended to serve the needs of the Custom 
Houses and the Central Excise Collectorates. 

IIn Madras Custom House, the Chemical Examiner, Grade I, 
is the Head of the entire section and is responsible for all 
technical references from the approved sources. He 
has to provide technical advice to the officers of the Cus- 
toms and .the Central Excise Department whenever re- 
quired (including technical opinions relating to cases of 
appeal to the Board and High Court) when nominated by 
the Boardlor specifically directed by the Chid  Chemist 
he has to represent the Chief Chemist in .the meetings of 
the Committees of the Indian Standard Institution and 
other technical bodies. 

The Chemical Examiner has to visit factories for on the spot 
studies regarding conpsition of products, distinctive 



manufacturing process, raw and intermediary material 
used, finished marketable products (excisable or other- 
wise) manufactured and also for co-relation of raw 
materials with finished products, chemical control system 
of production, demonstration of the actual use of the pro- 
duct, methods of sampling and analysis. 

The Chemical Examiner may grant interviews, in exceptional 
cases, to the technical representa ' i~es  of the importer or 
manufacturer for discussion over the issues involved if 
prior permission has been obtained from the Assistant 
Collector and in this meeting the assessing officers may 
also be present. The Chemical Examiner can call for 
certain technical data from the party or  manufacturer 
in order to minimise the delay in disposal of samples." 

2.14. To another question whether the Chemical Examiner 
was authorised to indicate classification in all cases, the Drpartinent 
of Revenue 8L Insurance stated: 

"The Chemical Examiner is not authorised to indicate tariff 
classification in all cases. When assessilig officer want 
technical opinion regarding classification from the Deputy 
Chemist, Chemical Exammer, the latter indicates his 
\views for guidance in a separate note and not in the body 
of the test report " 

The Department also informed the Committee that the opinions 
d the Chief Examiner were not binding on the Customs authorities. 
The observations made. i n t e r  alia, by the Hon'ble Gujarat High 
Court in July 1970 on a Special Cii7il Application Kcl. 11% of i965, 
in connection with the classification of  a particular variety of paper 
under item No. 17 of the Central Excise Tariff, which is relevant in 
this context, are reproduced below: 

"Here it should be recalled that the evidentiary value of the 
report of the Chemist lies only in so far as i t  supplies the 
data obtained by him through Chemical analysis. It is 
none of the functions of Chemists to give an opinion 3s 
to whether the goods in question would be covered by a 
particular item of the tariff schedule." 

2.15. Copies of the instructions issued in this regard from time 
to time by the Central Board of Excise & Customs, furnished to the 
Committee by the Department of Revenue R: Insurance, are con- 
tained in Appendix IT. 
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2.16." When the Committee asked why the CSIR laboratoues had 

not been consulted in  case the Customs laboratories were not upto 
the mark,  t he  Chairman, Central Board of Excise & Cusloms re- 
plied: 

"Your suggestion is unexceptionable. We have also improved 
our laboratories very much. Now the ma imurn  yualifica- 
tion is MSc .  The  laboratories are under the administra- 
tive control of the Department of Revenue. i n  spite of 
their equipments being old, the reputation they enjoy is 
very good among the scientists. If they are  modernised 
further ,  certainly it would assist them." 

The Finance Secretary added in this connection: 

Firstly, I want to remove any impression that I might  have 
conveyed to the Committee that I was in favour of over- 
looking any  errors  or mis-classification at  all. Certainly. 
I1 am not. It is not the intention to overlook errors or 
mis-classification But, in this particular case, I have re- 
ferred to the matter because I felt that one also has t s  
take a balmed view of 'he difficulties of the situation 
that  is confronting a particular officer. In case it is con- 
tended that  the chemical examiner was following an out- 
moded practice. I ha1.e referred to  the opinion of the 
Director of the Dairv Institute. Karnal. 

Coming to  the short point about CSIR, i t  is really a scientific 
research organisation. I t  is concerned ivith probing the 
frontiers of knowledge. It is concerned ~ v i t h  pure scienti- 
fic and academic work. On the o'her hand. analysis for 
routine purposes is sorncthing ivhich is well-established. 
To that  extent.  1 would suggest that it would be better 
to have a regular tes'ing organisation. Certainly, we 
would very much welcome a n  csprc:ssion of opinion or  a 
recommendation by thc Committee that testing arrange- 
ments should be i&ro\.cyl anti t h q -  should be moder- 
nised." 

2.17. Since this was stated t o  be a casc of dispu'ed classification. 
the Committee desired to kno~r. the reasons on the basis of which 
the Central Board of Excise & Customs classified the commodity as 
but4er  oil. The Chairman, Central Board of Excise R. Customs 
stated: 

"All the  Collectors met i n  a conference later on. There urere 



different views. But we had to come to one ultimate con- 
clusion." 

In a note furnished subsequently, the Department of Revenue and 
Unsurance informed the Committee that the  Centrql Board of 
Excise and Customs was first apprised of the issue when a reference 
dated 5th December 1972 was received on 7th December 1972 from 
the Collector of' Customs, Madras and that the matter was first 
decided to be included in the agenda for the Collectors' conference 
on 16th December, 1972. The Department of Revenue and Insurance 
added that the issue was decided to be rediscussed in conference on 
16th March 1973. The Committee were also informed that the Con- 
ference on Tariff Classification, also attended by the Director, Reve- 
nue Audit, held in December 1972 and subsequently in Bombay in 
April 1973 felt that butter oil was not classiiiable under item 4 ICT 
but under item 21(2) ICT. 

2.18. In reply to another question whether the Central Board of 
Excise and Customs had collected full literalure and information for 
discussion in the conference, the Department of Revenue and Insur- 
ance stated: 

"Since Collectors' Conference was to take place at Madras on 
the 27-28th December 1972, sufficient time was not there 
to collect the literature or other inforn~'ation 011 the sub- 
ject for discussion a t  this conference. Subsequently, the 
Board consulted the Chief Chemis,  Central Revenues 
Control Laboratory, New Delhi and National Dairy Re- 
search Institute, Karnal and their opinions on the nature 
of the goods were available when the issue was re-dis- 
cussed in conference in Ap-il 1973." 

2.19. The Committee desired to know why the decision taken a t  
tine conference held in December 1972 had not been implemented 
immediately. In a note, the Department of Revenue and Insurance 
etated: 

"Decision taken in the Collectors' confcrcnce held in Decem- 
ber 1972 was not put to effect imrrrediatcly. On receipt 
of the minutes of the conferenc~ i r ~  the Board's office, 
while processing the case, it was observed that I.S. speci- 
fication 3508-1966 showed ghee, ml!k fat, butter fat,  and 
butter oil as synonymous and hence a reference was made 
to the Chief Chemist, Central Rewnue Control Labora- 



tory, New Delhi-12 and to the Naticnal Dairy Research 
Institute, Karnal. 011 receipt of information from them, 
i t  was then decided to discuss it again in the next confer- 
ence, held a t  Bombay in April 1973." 

2.20. The Committee asked whether there were any imports of 
butter oil subsequent to those mentioned in the Audit paragraph 
and, if so, how these were classified. In a m t c ,  the Department of 
Revenue and Insurance stated: 

"Imports took place also subsequent to those mentioned in the 
para. There were, however, no irnpclrts at any port bet- 
ween 5th December. 1972 (date of ~er'erencc. by Madras 
Custom House) and 4th May, 1973 (date of Board's Tariff 
Advice). These subsequent imports also were reportedly 
classified under item 4 ICT as ghee till the issue of Board's 
Tariff Advice No. 21 of 1973 dated 4th May 1973." 

2.21. The Committee desired to know the steps taken by the Cen- 
tral Board of E,xcise and Customs to safeguard the interests cf reve- 
nue at all ports. The Department of Revenue and Insurance replied: 

"In regard to the assessment of butter 011. Board issued Tariff 
Advice on 4th May, 1973 clarifying that butter oil is classi- 
fiable under item 21(2) ICT and r.0: as 'gliee' under item 
4 ICT. Board's instructions to the field formations vide 
D.O. F. No. 25187166-Cus.(TU) dated 27th February, 1971 
were intended to safeguard the ~evenue . "  

2.22. Since it had been stated in the Auait paragraph f i a t  simi- 
lar cases of short levy were under review by the Custom House, the 
Committee enquired into the latest positior? of this review and the 
total amount of duty recoverable. In a note, the Department of Re- 
venue and Insurance stat,ed: 

"Review of similar cases in Madras Custom House has Leen 
completed. There have been, in all, eight importations at 
Madras involving a short levy of Hs. 7,37,230 (including 
the 2 cases covered by the Audit para). Out of this Rs. 
1,90,694 has been recovered as demands could be issued 
in time. The balance is pending recovery. Of the cases 
in which recovery of duty has not yet been made, the 
short levy in one case amounts to Ns. 34.80 only and hence 
no request for voluntary payment h2.i been made for this 



amount  in terms of instructions. Request for voluntary 
payment has been made for the remaining amount." 

As regards the  recovery of short levy, the Departn~en! of Revenue 
and Insurance stated: 

"Collector of Customs, Madras, has intimated that  the Impor- 
ters  who were asked to pay the bnlnncc amounts. have 
stated that  they have taken up thc matte!. with the Minis- 
t ry of Agriculture. C u ~ e r n m c n t  of i n d ~ a  and that as soon 
as Government's concurrence is rect.ived by them, pa.- 
ment will be made." 

2.23. Information subsequently i u rn~shed  to the Committee b! the 
Lkpartment  of Revenue and Insurance ~ndicz t ing  the results o f  a 
similar review of imports of but ter  o i l  at  the  ports of Bornha>. and 
Calcutta is given below: 

"Bombay Port.-The Custom House. Rotnl.xt). has infosnicd 
that  between May 1970 and J u n e  1!"7:?. (23) consignments 
of but ter  oil had been imported. In respwt of (4) Bills of 
Entry.  less charge demands in\wl~,ing, s h w t  levy of Rs. 
47.75.042 ha\.e been issued within t!nle-limit. In respect 
of (18) bills of entry.  the  Custom Housc has issued re- 
quests for voluntary payment of short-levy amounting to 
Rs. 82,56,335. In casc of the remain i~ i !~  one bi l l  of en- 
try, request for voluntary payment could not so far bp 
issued by the  Custom House for want  of rclet.;an~ parti-  
culars of the  consignment. 

Calcutta Port.-The Custom House. Calcutta has reported that 
there were (10) cases of similar imports between August 
1970 and Ju ly  1972 and the importers have heen requested 
to make voluntary payment of .nor;-levy amounting to 
Rs. 43,54,092." 

2.24. In t h e  case of rnis-classification pointed out by Audit a t  
( h e  Madras Custom House, since the assessments oT butter oil con- 
tinued to hc made under item 4 of the Indian Customs Tariff, most 
of the assessments had become time-barred by the  time the Central 
Board of Excise and Customs issued its tariff advice on 4th May 1973 
and consequently, the Department had to resort to requests for 
voluntary payment of the short levy. T h e  Cnnlmittee. therefore. 
asked whether  it would not ha\re heen wisrr  to  a t  least raise de- 



mands provisionally, when there was a d i f f ~ e n c e  of opinion in re- 
gard to classification. The Chairman, Central Eoard of Excise and 
Customs replied in evidence: 

'Your observation is absolutely valid. I may add that in a 
majority of cases, in fact, that is what happens. They do 
raise the demands. They are doing it in a majority of 
cases wherever they are in doubt. We shal emphasise i t  
to them." 

2.25. The Central Board of Excise and Customs had also issued 
instructions to the field formations in February 1971 on the question 
of making provisional assessments on the basis of objections raised 
by Audit. Relevant extracts of these instruct:ons, communicated 
in d .0 .  F. No. 25/87/6&Cus(TU) dated 27th February 1971 from 
the Member (Customs, Central Board of Excise and Customs) are 
reproduced below: 

"As you are probably aware, C . R .  A.  U .  have objected to the 
concept of established practice obtaining on the Customs 
side. This matter has been under examination by the 
Board. While it may be some time before a final decision 
is taken some interim action is necessary in regard to 
C .  R .A.D.  objections having regard to the Audit view- 
point. 

One  of the criticisms has been that even after the assessment 
has been objected to by C .R .  A .  D . ,  Custom House conti- 
nues to assess as before, as per their established practice. 
To meet this objection, it has been decided that future 
cases may be assessed provisional1.y even though there 
may have been an established practice. 

The next question will be what to do with regard to the 
bill of entry under C.B A.D. objection and other bills 
of entry which have already been assessed but are 
still in audit with I.A.D. or C .R.A.D.  In respect of 
these, less-charged demands may he issued on receipt of 
objections even though there was an established practice, 
so that if it is finally decided to recover, recovery should 
mot become time-barred." 

2.26. The Committee desired to know why the Madras Custom 
House had not resorted to- provisional assessments of butter oil 
under item No. 21(2) ICT, in respect of con~ignments imported sub- 
sequent to the Audit objection. . . 
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In a note, the ~ e p a r t m e n t  of Revenue and Insurance stated:- 

"The Collector of Customs, Madras, has communicated that as 
the Chemical Examinm reported that, the product satis- 
fied the constants for ghee and ghee was synonymously 
described as milk fat, butter fat and butter oil in IS 3508: 
1966 and the Chemical Examiner's technical opinion also 
favoured the classification of the goods as ghee, i t  was 
decided not to resort to P . D. assessment in respect of sub- 
sequent consignments." 

The Committee were also informed by the Tlcpartmenl of Revenue 
and Insurance that the short collection of duty involved on imports 
subsequent to the Audit objection a t  Madras Custom House was 
Bs. 3,80,504, out of which an amount of Rs. 1,90,694 had heen re- 
covered. 

2.27. The Committee learnt from Audit t h ~ t  the Memo objecting 
to the classification of 'Butter Oil' as 'Ghee' had been issued to the 
Madras Custom House on 31st July 1971. 

2.28. The Committee disapprove of the manner in which the 
question of classifying 'Butter oil' was handled by the Madras Cus- 
tom House. While more than one view on the subject were pos- 
sible, there was little justification for the delay in referring the dis- 
puted classification to the Central Board of Excise and Customs after 
the Central Revenue Audit had objected to the classification of the 
commodity as 'Ghee' under item 4 ICT. Though the Audit Memo 
in this case had been issued to the Custom House on 31st July 1971 
and the end-uses of Butter Oil and Ghee were also evidently dif- 
ferent, the Custom House continued to assess the commodity under 
item 4 ICT, on the basis of the Chemical Examiner's opinion and re- 
ferred the matter to the Board much later, an 5th December 1972. 
Thus, by the time the final decision to classify the commodity under 
item 21(2)ICT and to levy duty at 100 per cent ad  valorem instead 
of 50 per cent ad 'valorem was taken' at the April 1973 Collectors' 
Conference, the time-limit for the issue of 'less charge' demands had 
expired in respect of a majority of the imports of Butter Oil through 
the port. Out of the total short-levy of Rs. 7,97,230 relating to 
eight cases of imports (including the two cases covered by the 
Audit paragraph), timely demands could be raised only for Rs. 
1,90,694 and the Custom House was placed in tho embarrassing 
position of having to request the importer, a public sector under.- 



taking, to make voluntary payment of the balance amount of Rs. 
5,16,501.20, after excluding the short levy of Rs. 34.80 in one case. 

2.29. The Committee are of the view that such a situation coula 
have been avoided if the Custom House had taken recourse to pro- 
visional assessment of the commodity at the rate most favourable to 
revmue, in pursuance of the recommendation of the Customs Study 
Team that the provisional assessment procedure should be adopted 
where doubt persists. Besides, in terms of paragraphs l(iii) of the 
Indian Customs Tariff Guide-Departmental Supplement, an assess- 
ing officer, when in doubt about the duty leviable, has to make a 
reference to the Board and is required to assess the goods at the 
rate most favourable to Government, in view especially of the fact 
that Government have no right of appeal in such cases whereas 
the importer has a redress available to him. The Committee also 
find that instructions had been issued by the Central Board of Ex- 
cise and Customs, in February 1971, to the effect that Customs 
Houses should issued 'less charge' demands provisionally, on the 
receipt of Audit objections, even though a different 'established 
practice' might be in vogue in the Customs Houses. These instruc- 
tions sought to ensure that the consequential recoveries of duty 
did not become time-barred. 

2.30. In disregard of specific instructions. the Custom House ap- 
p a r s  to have relied on the declaration made by the importer and 
the test report of the Chemical Examiner in assessing the commo- 
dity as ghee, under item 4 ICT. It is significant that in his reports 
dated 21 September 1970 and 3 October 1970, the Chemical Exami- 
ner had not expressed any categorical view on the subject, apart 
from stating that the commodity was found to satisfy the analyti- 
cal constants for ghee, and had called for the relevant literature 
showing the chemical composition of the product. Strangely 
enough, the Custom House did not make any independent enquiry 
or investigation in this regard. Since there was clearly a difference 
of opinion in regard to the classification of the commodity between 
the Custom House and Audit and the responsibility for deciding the 
correct classification of imported commodities vested with the 
assessing officers, the Committee feel that thc Custom Rouse should 
have referred the issue promptly to the Centrnl Board of Excise and 
Customs, without having waited for almost a gear and a half. It 
should have simultaneously raised provisional demands at  the hig- 
her rate of duty, so as to safeguard the interests of revenue. The 
Committee regret this failure on the part of the Custom House and 



would like the reasons therefor to be investigated and suitable re- 
medial measures taken for the future. 

2.31. The position in this regard in &he Customs Houses at Bom- 
bag and Calcutta, where similar imports of Butter Oil had taken 
place, has been equally unsatisfactory. The Committee have been 
informed that there were ten cases of import of the commodity a t  
Calcutta port between August 1970 and July 1972 which had been 
assessed to Customs duty as ghee under item 4 ICT on the basis of 
the description of the commodity declared in the bills of entry by 
the importer. I t  is extraordinary that even at the time of the first 
imports of butter oil at the port in August 1970, the Custom House 
had not considered it necessary to draw samples for testing and ob- 
tain expert advice on chemical composition, etc. The diffenential 
duty on these imports amounted to Rs. 43.54 lakhs and once again 
the importers had to be requested to make voluntary payments of 
the duty short-levied. The Committee would very much like to 
know why the Custom House had merely remained content with ac- 
cepting the declaration of the importers. 

2.32. A rather intriguing picture emerges in respect of the im- 
ports of butter oil made through Bombay port. Though the com- 
modity had been classified as 'ghee', the manner and the level at 
which the classification was decided when the first import of but- 
ter oil was noticed in May 1970, have not been satisfactorily ex- 
plained to the Committee. All that the Committes were vouch- 
safed was that the relevant original bill of entry was not traceable. 
The Committee cannot accept the assumption made by the Depart- 
ment of Revenue and Insurance in this regard, namely, that the 
'classification must have been decided keeping in view the com- 
position of the goods a t  the time of importatiou and their normal 
trade usage' and that 'having regard to the value the assessment 
must have been countersigned by the Assistant Collector of Cus- 
toms'. In  view of the fact that no sample had also been drawn 
for testing the chemical composition of the commodity, the C o w  
mittee feel that these assumptions are unwarranted. The Com- 
mittee also understand from Audit that the Deputy Chief Chemist 
at  Bombay had favoured classification of the commodity under item 
21(1) or 21(2) ICT and would, therefore, seek a more specific clari- 
fication in this regard. 
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2.33. Here again, out of 23 consignments of butter oil imported . 

through the port between May 1970 and June 1972, 'less charge' 
demands involving a short-levy of Rs. 47.75 lakhs in respect of 4 
bills of entry alone could be issued within the time-limit. In res- 
pect of 18 bills of entry, the Custom House is understood to have 
requested for voluntary payment of the short-levy amounting to 
Rs. 82.56 lakhs. In respect of the remaining bill of entry, the re- 
quest for voluntary payment had not been made by the Custom 
House, according to the information furnished to the Committee, 
as the relevant particulars of the consignment were not available. 

2.34. Thus, while demands for short-levy have been issued in 
time for an amount of Rs. 49.66 lakhs, short-levy totalling about 
Rs. 1.31 crores is not susceptible to recovery, unless the importers 
choose voluntarily to make payment. To put it mildly, this is a 
most unsatisfactory state of affairs. The Committee would like to 
know the outcome of the efforts made to recover the duty 'less 
charged' on those consignments in respect of which demands could 
be raised in time as well as of the attempts to obtain voluntary pay- 
ments. The fate of the remaining bill of entry relating to the im- 
port through Bombay port should also be investigated and intimated 
to the Committee. 

235. The Committee would like to draw attention to an im- 
portant point arising out of this case which has a bearing on the 
revenue interests of Government. The Conimittee find that the 
classification of butter oil as ghee by the Madras Custom House 
had been objected to by the Central Reveuue Audit in July 1971. 
While on the one hand, the Custom House had not taken timely 
action to have the dispute over the classification resolved early, on 
the other hand, the Customs Houses at Bombay ant1 Calcutta appear 
to have followed what lator turned out to bc an incorrect classifica- 
tion till thr widdlc of 1972. These Customs Houses wwe. perhaps, 
unaware of the objection raised by the Central Revenue Audit a t  
the Madra\ Custom House. The Committee urge that there must 
be a constant flow of information between various Customs Houses 
on important issues, relating to classification. levy of duty, assess- 
ment, etc., particularly in the light of the objectioiis raised from 
time to time by the Central Revenue Audit. The Central Board of 
Excise and Customs has an important role in  thk regard and should 
devise, in consultation with Audit, an efficient n~achinery for the 
exchange of information, in a concrete, principled manner, on 
matters affecting revenue. .-.. - 



2.36. In this context, the  Committee consider i t  pertinent to re- 
call an earlier observations of theirs contained in paragraph 1.M 
of their 43rd Report (Fifth Lok Sabha) that the necessary details 
for setting up of a Central Exchange of Classification and Evaluation 
should be finalised expeditiously. In fact, even as early as January 
1970, the Public Accounts Committee (1969-70) had been informed 
by the Central Board of Excise and Customs that the question of 
establishing such a centralised agency for evolving suitable proce- 
dures to find out diverse practices in regard to classification in 
various Customs Houses and bringing about, as far as possible, a 
uniformity in this regard in consultation with technical experts was 
'under consideration'. The Committee had subsequently learnt 
from the Department of Revenue and Insurance, ill December 1972, 
that necessary steps for obtaining clearance from the Expenditure 
Finance had been initiated and that further administrative steps 
for setting up the Exchange would be taken after the clearance was 
accorded. The Committae would like urgently to know the posi- 
tion in this regard. 

2.37. Incidentally, the Committee learn that the equipments in 
the Customs laboratories are old and not quite upto the mark. The 
Chairman of the Central Board of Excise and Customs has also in- 
formed the Committee that if these laboratories were niodernised 
further, they would be of considerable extra assistance. The Com- 
mittee would, therefore, like Government to review the existing 
testing arrangements and facilities available in the Customs labo- 
ratories and take aU steps necessary for thcir improvement and 
modernisation. 

Audit Paragraph 

2.38. Imports of two consignments of metallic yarn in August 1965 
and February 1967 were assessed to duty at 50 per cent ad valorem, 
on classifying the goods as 'manufacturers of aIuminium, not other- 
wise specified' under item 66(b) of Customs Tariff, without levy of 
countervailing duty. Audit felt that the goods wmc appropriately 
classifiable under item 47(2) of Customs Tanff as artificial silk yarn 
and countervailing duty under corresponding item 18 of Central Ex- 
cise Tariff was also leviable. This view was also supported by the 
tariff advice issued by the Board of Excise and Customs in April 
1969 that 'metallic yarn' was classifiable as 'synthetic yarn'. 



2.39. Misclassification of the goods by the Custom House resulted 
i n  loss of duty of Rs. 25,732 in the two cases. 

[Paragraph 4(ii) of the  Report of the Comptroller and Auditor 
General of India for the year 1972-73, Union Government 

(Civil), Revenue Receipts, Volume I, Indirect Taxes]. 

2.40. The Committee were informed by Audit that the Ministry 
had stated, in reply to the Audit paragraph, that the question of clas- 
sification of the subject goods was under correspondence with Col- 
lectors of Customs and might have to be discussed in the tariff con- 
ference. The Committee, therefore, desired to know when this ques- 
tion was likely to be finally decided. In  a note furnished to the 
Committee, the Department of Revenue and Insurance stated: 

"The question of classification was included in the agenda of 
conference of Collectors on ~ l a s s h c a t i o n  Matters held at 
Bombay in June 1974 as a point to be discussed in the pre- 
sence of the representative of the C & AG. As the repre- 
sentative of C & AG could not participate in the confer- 
ence, the issue has not been finailv decided. The matter 
is due to be discussed in the next tariff conference when 
the representative of the C & AG would be present." 

2.41. The Central Board of Excise and C~lstcm; had issued a rul- 
ing in April 1969' (vide p. 290 of the Central Excise Bulletin, 1 x 9 )  
on the Central ~ x c i s e  side that 'metallic yarn' was classifiable as 
'synthetic yarn' and leviable to duty under item lb  of the Central 
Excise Tariff. 

2.42. The Committee enquired whether there had been imports of 
this commodity after 1967 and, if so, how such imports had been 
classified by the Custom Houses. In  a note, the Department of Reve- 
nue and Insurance replied: 

"The Collectors of Customs of the four major ports who were 
consulted for factual report in the matter have intimated 
as follows:- 

Bornbag: Import of the product, viz., yarn with an aluminium 
base on which a polyester layer was superimposed has 
not been noticed at this port. 

Calcutta: On the basis of available data with Custom 
House, i t  has been reported that there werc.no importa- 



ti& of Rexor.Melton M e t a l p ~ l p t i c  in the form of yarn 
after 1967. 

Mudrw: ,No irppqrts have been noticed of silver and gold 
coloured synthetic (metallic) yarn by the trade after 
1967. Gift parcels imported through the medium of post 
were assessed under item 87-B ICT. 

~ o ~ h i n :  Imposts of metallic yarn have not been noticed' 
after 1967." 

2.43. The Committee regret that the question of classification of 
two consignments of metallic yarn imported in August 1963 and 
February 1967 has been hanging fire for a considerable period now. 
It should not be very difficult to resolve thic issue, since it has ap- 
parently been decided already, on the Central Excise side, that 
metallic yarn should be treated as synthetic yarn and classified under 
item 18 of the Central Excise,Tariff. The Conunittee dcsire that the 
correct classification of the subject goods, for purpo>es of levy of 
cmtoms duty and countervailing duty, should bc decided forthwith 
and intimated to the Committee. 

2.44. Since this is not the first occasion that the Co~nrnittee have 
come across instances of delays in resolving the qucstion of correct 
classification of goads, they recommend that Government should, in 
consultation with Audit, prescribe a suitable time limit within which 
all such doubts raised by Audit about the correct classification of 
imported goods should be resolved in the interest of safeguarding 
public revenue. 

Aualit Paragraph 

2.45. 'Yiton B", amplified in the documents as 'Flue Carbon Elas- 
tomer' imported in November 1969 was classified as synthetic rubber 
falling under item 39 of Indian Customs Tarlff and assessed to cus- 
tams duty accordingly at 2 7.5 per cent ad valorem. The Custom 
HDUW decided on this classification after a sample of the product 
was tested by the Chemical Examiner. The Chemical Examiner in 
his report in December 1969, had stated that the sample was synthe- 
tice p o w e r  and that actual use may. be ascertained. He also men- 
tioned tMt  the goods figured in technical books in the chapter on 
synthetic rubber. 

2.46. ~ h z l n t e r n a l  Audit of the Custom House on an audit of the 
MI1 'bi entry siiggested in April 1H0, classification of the goods under 



item 87 of the tariff, as the test report indicated the sample as syn- 
thetic polymer. A demand notice for Rs. 17,396 was issued to the. 
importer in May 1970 and the opinion of the Chemical Examiner was 
again sought. In  reply to the  demand notice, however, the importer 
requested i n  June 1970 to keep the demand in abeyance as he  was 
arranging to obtain details of composition from the suppliers. Mean- 
while, the Chemical Examiner stated in Ju ly  1970 that the goods 
may be considered as synthetic rubber. 

2.47. The report of the Chemical Examiner on the second occa- 
sion was, however, based on information avaiiable in technical lite- 
rature and not on any fresh chemical analysis. 

2.48. The Custom House decided to classify the goods as synthetic 
rubber and ordered withdrawal of the demand notice in September 
!970. The withdrawal of the demand resulted in a loss of revenue 
of Rs. 17,396 to Government. 

2.49. The Ministry admitting facts of the case have stated that 
the demand was withdrawn as per usual procedure in such cases. 
The Ministry have added that on a representation received from the 
[ndian Rubber Industries Association regarding classiiication of the 
product, i t  was finally decided to classify the product as 'Plastics'. 

[Paragraph 9 (a)  of the Report af the Comptroller snd Additor 
General of India for the year 19'72-73, Union Government 

(Civil), &venue Receipts. Volume I. Indirect Taxes]. 

2.50. The Committee desired to know the considerations cn which 
the goods in this case were classified as synthetic rubber and the 
documents, literature, etc. that were relied upor. to arrive at this 
conclusion. The Committee also enquired into the nature of enquir- 
ies or investigations made, besides the chemical examiner's report, 
to classify the goods. In a note, the Department of Revenue ,qnd 
Insurance stated: 

"When the Bill of Entry was filed for the clearance of Viton 
B amplified in declaration as 'Fluocarbon Elastomer-- 
Rubhgr Synthetic, dry' a t  Madras Custom House, the Ap- 
praising Department drew a sample frcm the consignment 
and sent it to the Custom House Laboratory for chemical 
analysis to determine: 

(1) Whether it was synthetic rubbtv; 

(2) Whether it  was either clorinated or oil extended. 



The Custom House laboratory reported as below: 

'The sample is synthetic polymer. Actual use may be ascer- 
tained. Please see note attached. Ramnant returned'. 

The note attached to the test result mentioned: 

'In the technical books available, here, Viton B manufactur- 
ed by M/s. Du Pont De Nemours figures in the Chapter 
on synthetic rubber. 

The sample is neither chlorinated rubber nor bleached and/ 
or oil extended master batch'. 

It has been ascertained that the technical literat~we referred 
to by the Chemical Examiner while furnishing this infor- 
mation were: 

(i) 'Compounding Ingredients for Rubber1--TI1 Edition 1961 
(Compiled by the Editors of the Rubber World, keeping 
the needs of the user in rubber trade in view). 

(ii) 'Source Book of the new Plastics' by Simonds. 

The importer's representative endorsed or-! the Bill of Entry 
that the item has been imported fcr tlle manufacture of 
rubber 0 Rings, Rubber oil seals and rubber moulded 
products. 

The good; were thereupon classified by the Appraising De- 
partment of the Madras Custom House under item 39 ICT 
which covers 'rubber, raw'." 

2.51. Explaining the facts of the case further, with reference to 
t he  withdrawal of the demand, the Department oi Revenue and In- 
surance stated in a note: 

"The Internal Audit Department of I\ladras Custom House 
raised audit enquiry on 15th April, 1970 pointing out that 
Viton B has been reported on test to be synthetic polymer 
and that it had mat been reported to be synthetic rubber 
and that therefore classification under item 87 ICT read 
with item 15A CET would be appropriate. A notice of 
demand for the difference in dutv between that leviable 
under item 87 ICT/15A CET and'item 39 ICT amounting 
to Rs. 17,395.60 was issued to the importers. This notice 



of demand called upon the importers to show cause why 
the amount specified should not be paid by them. 

The importers replied to this notice mentioning that Viton B 
is a premium synthetic rubber developed by M/s. Du 
Ponts of USA.  for industrial application. They also men- 
tioned that they have requested the suppliers to intimate 
the composition of this special type of synthetic 
rubber and also called for a copy of the laboratory test 
report for their study. They requested that the demand 
be kept in abeyance till the matter was clarified. 

The Appraising Department thereupon forwarded the papers 
to the Chemical Examiner for his further opinion. The 
Chemical Examiner opined on 4th July, 1970 as below: 

'In the note attached to the T.R. 3401 of 24th December 1969, 
i t  stated that Viton B is mentioned in the technical books 
as synthetic ~ubbe r .  

The printed pamphlet entitled Industrial Report on Viton 
Synthetic Rubber forwarded by the appraising Depart- 
ment, shows that Viton is Du Poants' new synthetic rub- 
ber developed specially for indl~striai applications re- 
quiring an elastomer with outstanding resistance to both 
heat and fluids. Viton B is stated in technical literature 
available here, to possess increased heat and chemical 
resistance at temperature upto 600°F in air, chemicals 
and most liquids. 

The sample was found to possess elastic properties. 

In view of the above, in my opinion, the goods may be con- 
sidered as Synthetic Rubber'. 

In view of this information. the Department considered that 
the demand notice should not be enforced. The Custom 
House did not wait for furthw intimation from the i m  
porters as relevant information was already available 
with them." 

2.52. The Commfttee asked whether there were imports of the 
commodity at other ports and, if so, how the concerned Customs 



Houses had classified the same. In a note, the Department of Reve- 
nue and Insurance replied: 

"Calcutta and Cochin Custom Houses have stated that no im- 
parts of Viton B' have been noticed through those ports 
prior to the decision taken finally to treat the goods as 
'plastic materials'. 

Importations had, however, taken place through Bombay 
Custom House. In this Custom House the goods were 
assessed under item 87 of the K T  read with item 15A 
of the CET. The reason for such classification has been 
intimated to be due to Viton B being a Fluore elastomer 
based on a Copolymer of Hexa Fluore Ropylene in the 
form of lumps generally associated with plastics rather 
than rubber." 

2.33. Since it had been stated in the Audit paragraph that on a 
representation received from the Indian Rubber Industries Associa- 
tion regarding classification of the product, jt was finally decided to 
classify the product as 'plastics', the Commit.tee enquired into the 
nature of the representation received from the Association. A copy 
of the representation dated 25th September 1970 furnished to the 
Committee by the Department of Revenue and Insurance is repro- 
duced in Appendix III. 

2.54. The Committee desired to know the grounds on which the 
classification was finally decided in this case. In rey;ly, the Depart- 
ment of Revenue and Insurance furnished extracts from the Collec- 
tors-in-Conference Tariff Advice No. 7 dated 2nd March 1971 which 
are  reproduced below : 

"Viton Synthetic Rubber: Viton is a copolymer of vinylidene 
flouride and perfiuoropropylene. Viton A as well as Viton 
B, are said to be used in the moulding of various products, 
such as gaskets, rings, packings, hoses, wire insulations, 
protective coatings etc. These uses are those which are 
generally associated with plastics rather than with rubber. 
Synthetic rubber is classified under item 39 ICT as 
'Rubber. raw' on the score that its uses are identical t o  
that of natural rubber. Since this criterion is not satisfied 
in the case of Viton A or B, they are not classifiable as 
synthetic rubber under item 39 ICT but are classifiable tw 



'Synthetic Resin or Plastic Materials' under item 82 (3) 
ICT." 

2.55. The Customs Study Team, in paragraph 3.22 of their Report, 
h a d  recommended as follows: 

"As far as possible assessments should be finalised before 
clearance; but where doubt persists provisional assessment 
procedure should be adopted." 

'This recommendation had been accepted by Government and the 
Public Accounts Committee (1971-72) had been informed by the 
Ministry of Finance (Department of Revenue and Insurance) that 
fresh instructions had been issued, on the basis of this recommenda- 
tion of the Study Team to all Collecto~s of Customs and Central Ex- 
cise in letter F. No. 25i13168-Cus. (TU) dated 18th March 1968 [vide 
pdge 12 of the 22nd Report (Fifth Lok Sabha) of the Public Ac- 
counts Committee]. 

2.56. The Committee disapprove of the manner in which the as- 
sessment of and levy of duty on consignments of 'Viton B' (Flue 
Carbon Elastomer) imported through Madras Port had been handled 
by the Custom House. The Committee consider it peculiar that the 
Ciistom House should have withdrawn the demand of Rs. 17,396, 
levied on the basis of the advice of the Internal Audit, even when 
the question of classification of the commodity had not been finally 
decided upon, and despite the fact that the i~nporter himself had 
requested that the demand be kept in abeyance, pending receipt of 
details of composition of the product which he was arranging to ob- 
tain from the suppliers. The withdrawal of the demand naturally 
resillted in the Department being dispossessed of its right to collect 
the duty on the final decision arrived at the conference of Collectors. 
In the opinion of the Committee, this action of the Custom House 
was premature and hasty, especially when the proper ti,^ possessed 
by the product were also indicative of the product being a resin or 
plastic. 

2.57. What causes greater concern to thn Committee is that the 
assessing officers in this case should have ignored a clear and un- 
ambiguous recommendation of the Customs Study Team that the 
provisional assessment procedure should be adopted in cases where 
doubt persists. Since it is evident that the question of classification 
of this product was discussed at great length as two views on the 
subject were possible, th'e Committee find it difficult to appreciate 



the rationale for the withdrawal of the demand. As the circum- 
stances in which this decision was taken appear to be questionable 
the Committee desire that the case should be thoroughly investigat- 
ed. This is called for also in  view of doubts which might arise from 
the fact that the Chemical Examiner was asked for a second opinion 
and, without a fresh chemical analysis, went back rrn his earlier find- 
ing and declared tbe product to be 'synthetic rubber'. 

2.58. Unfortunately, there has also been 110 uniformity in the 
assessment of the product at different ports. The Committee find 
that while the Madras Custom Houss had initinlly assessed the pro- 
duct under item 39 ICT and subsequently reassessed it under item 
87 ICT, on the advice of Internal Audit, the Bombay Custom House 
had assessed t b  product under item 87 ICT read with item 15A of 
the Central Excise Tariff. The product was, howeler, finally classi- 
fied as 'synthetic Resin or Plastic Materials' under item 82(3) ICT. 
The Committee feel that when the classification of new products 
particularly synthetic and sophisticated items was not clear, an 
effective liaison should have been established between various 
Customs Houses to ensure uniformity in assessment. The Central 
Board of Excise and Customs should evolve a suitable procedure by 
which this objective could be achieued. 



CHAPTER I11 

NON..LEVY O F  ADDITIONAL DUTY 

Audit Paragraph 

3.1. Imported goods attract levy of additional duty under Section 
2A of the Indian Tariff Act, 1934. The duty 1s leviable at rates equal 
to the excise duty for the time being leviable on like goods if pro- 
duced or manufactured in India. 

3.2. Additional duty of Customs on 'Wool Tops' imported was 
leviable from 1st March, 1969. In a Custom House, a consignment 
of 'Wool Tops' imported in July,  1970 was not subjected to this levy. 
The non-levy amounting to Rs. 37,529 was pointed out in audit on 
25th November, 1970. The amount was recovered by adjustment 
against a remittance of Rs. 50,000 paid with referellce to an ad hoc 
demand notice issued by the Custom House and shown as acknow- 
ledged by the importer on 25th November, 1970. 

[Paragraph 5 (i) of the Report of the Comptroller and Auditor 
General of India for the year 1972-73, Union Government 

(Civil), Revenue Receipts, Volume I, Indirect Taxes]. 

3.3. Additional (countervailing) duty is Ieviab!e on all imports, 
equal to the excise duty leviable on like articles if produced in India. 
The authority for the levy or additional d i ~ t y  is Section 2-A of the 
Indian Tariff Act, which is reproduced below: 

"2A. ( I )  Any article which is imported into India [shall, in 
addition, be liable to duty hereafter in this section re- 
ferred to as the additional duty] equal to the excise duty 
for the time being leviable on a like article, if produced 
or manufactured in India and if such excise duty on a 
like article is leviable at any percentage of its value, ( the 
additional duty) to which the imported article shall be so 
liable shall be calculated a t  that percentage of the value 
of the imported article." 

Thus, in respect of any article imported, this additional levy is auto- 
matic, if the article is included in  the Central Excise Tariff Schedule. 



3.4. The Committee were informed by Audit as follows: 

"A consignment of wool tops arrived at a port in July 1970. 
The importers put in a bill of entry on 31st July, 1970 for 
clearance of the goods, which was assessed on 12th August, 
1970, at  'Nil' duty, without levy of additional duty leviable 
on wool tops at  Rs. 2.45 per kg. under item 13 of the Cen- 
tral Excise Tariff. It may be mentioned that 'Wool Tops' 
came under excise net from 1st March, 1969." 

3.5. The Committee desired to know when the first import of wool 
tops were made through this port, after the Finance Bill of 1969 and 
how this had been assessed. In a note, the Department of Revenue 
and Insurance stated: 

"During 1969, no imports of wool tops were effected through 
Madras port. During 1970, the import under objection was 
the only one of wool tops through madl-as port. In view 
of the exemption notification No. 11:-Customs dated 20th 
August, 1965 this consignment was assessed to Nil basic 
duty of Customs. Additional (C.V.) duty which was levi- 
able at that time under item 43 CET was omitted to be 
charged." 

3.6. The Committee asked how the levy o i  countervailing duty 
had escaped the notice of the Appraiser in this case. In a note, the 
Department of Revenue and Insurance replied: 

"The non-levy of additional (C.V.) duty on the subject con- 
signment was an omission on the part of the concerned 
Appraiser." 

To another question on how the mistake had come to light, the De- 
partment of Revenue and Insurance stated: 

"While scrutinising the Bills of Entry for raw wool, falling 
under the same I.C.T. item as wool tnps, filed by Mi's. State 
Trading Corporation and on checking whether they would 
attract additional (C.V.) duty, the concerned Appraiser 
recollected having omitted to levy additional (C.V.) duty 
in  the case of subject importation of wool tops." 

3.7. According to the Audit paragraph, the short levy of Rs. 37,529, 
pointed out on 25th November 1970, was recwered by adjustment 

against a remittance of Rs. 50,000 paid with reference to an ad koc 



demand notim issum3 by the Custam House and shown as acknow- 
ledged by the importer on 25th November 1970. The Committee 

degired to know the procedure for the issue of ad hoc demand 
notices. In a note, the Department of Revenue and Insurance stated: 

"There 5s no separate procedure for issue of ad hoc demand 
notices and no aircular or order has been issued. The 
procedure for issue of demand has been prescribed in the 
Central Manual of Appraising Department, Volume 111, 
Chapter 3. According to Section 28 of the Customs Act, 
1962, when any duty has not been levied or has been short- 
levied the proper olllcer has to serve notice within six 
months on the person concerned, requiring him to show 
cause why he should not pay the a m ~ u n t  specified in the 
notice. At this stage, the officer has to make the best 
estimate of the amount of duty short-leviedlnon-levied 
on the basis of available documents. After considering 
the representation, if any, made by the person on whom 
the notice is served the officer shall determine the correct 
amount of duty due from such person (not being in excess 
of the amount specified in the notice). 

There were 62 bales of wool tops in the presznt consignment. 
In the absence of the bill of entry, i t  was ascertained from 
the clearing agent that the weight of each hale was about 
250 to 300 K.G. On the basis of 300 K.G. per bale, the 
amount of countervailing duty was calculated to be 
Rs. 45,570. As a measure of abundant precaution, the 
Custom House issued a demand for Rs. 50,000." 

3.8. Since the provisional ad koc demand of Rs. 50,000 had appa- 
rently been raised in a hurry, even though thcre was still sufficient 
time to raise a regular demand far the non-levy of countervailing 
duty, the Committee asked how the mistake had ben detected all of 

:a sudden and an ad hoc demand of a high order, which apparently 
had no relation to the short-levy in this case, had been raised on the 
same day when the Central Revenue Audit ha? .also pointed out the  
mistake and the importer had also received the demand notice on 
the same day. The Member (Customs), Central Board of Excise 
and Customs stated in evidence in this connection: 

"The type of doubt that has arisen in y o u r  mind had also 
arisen in  our mina also. Possibly, there was an attempt 
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by the appraiser to show that he himself had detected it, 
His explanation was called and he said that everything 
is there in  the file. So, we saw the file. He had recorded' 
i t  on the file and submitted the papers.. . . . . . .We find 
from the records that there are half a dozen other signa- 
tures also in the file apart from that of the appraiser. 
This shows that he had certain consignments of raw wool. 
Raw wool and wool tops are assessable under the same 
item. When he was assessing the consignments of raw 
wool, some bills of entry of raw wool had come to him. 
He checked up whether countervailing duty will be levi- 
able on these bills of entry or not. When he checked up, 
he found that whereas countervailing duty was not levi- 
able on raw wool, it was leviable on wool tops. Then, 
he recollected that he had passed some consignments on 
which he had not levied the duty. Thi: is the explana- 
tion that he has given. This was at the time of the origi- 
nal demand that he had raised. While we have a sort of 
doubt as to what exactly the case was, whether he had 
come to know that the CAG was ralaing an objection, he 
might have also done that. But there is an explanation 
which also has got some force." 

The Finance Secretan. stated in this connecti3n: 

"You have just heard the explanation that the Member of the 
Customs Board gave. The point that he is making is that 
in the records of the Customs House that we have here 
before us. it appears that this particular error was detected 
by them on the 21st November. While it can certainly be 
assumed that this particular officer had deliberately put 
up the excuse in order to get credit for himself and so on, 
this theory would be valid only if certain other oficers in- 
cluding the Assistant Collector had also connived with 
him. It  so happens that besides this particular officer, 
others have also seen these papers and appended their sig- 
natures. So. one can take the view that they all connived 
at it or one can take the view that really it was a genuine 
error and they actually did decide that way." 

3.9. In reply to another question whether the regulations empow- 
md the local Customs Officers to raise an ad hoc demand, the Mem- 



ber (Customs), Central Board of Excise and Customs stated il evi- 
dence in this connection: 

"In so far as the procedure for the issue of a demand ir con- 
cerned, the relevant section of the Customs Act is Section 
8. It  says that when any duty has not been levied or has 
been short-levied or is erroneously refunded, the proper 
authority may within six months from the relevant date 
serve a notice on the person chargeable with the duty 
which has not been levied or which has been short-levied 
or to whom the erroneous refund has been made, 
requiring him to show cause why he should not pay the 
demand. So, acting under the provisions of this particular 
section, the officer made a recomcndation to his boss in- 
cluding the Assistant Collector that he wanted to issue a 
show cause notice to the party as to why Rs. 50,000 of 
short-levy should not be realised. The party then clari- 
fied, 'No, even the additional duty equal to the excess duty 
leviable, will only he Rs. 37,000'. Therefore, the Act itself 
provides that after the explanation is received, the h a 1  
amount will be adjudged. The final amount was adjudg- 
ed at Rs. 37.000 and that was recovered." 

3.10. Since it had been stated earlier hv t h e  Depa~tment of Reve- 
nue and Insurance, the weight of the wool tops bales had been as- 
certained from the clearing agent. in the absence of the bill of 
entrv, the Committee desired to know what had happened to the bill 
of entrv. The witness stated: 

"The bill of entry has been submitted to the audit. The proce- 
dure is that after assessment the bi!ls of cntrv go to the 
internal audit. After the internal audit they go to the 
C & AG audit." 

When the Committee asked why the relevant documents could not 
be got back from Audit so as to ensure tha t  the duty was assessed 
correctly, he replied: 

"The number of documents with the C R. AG or the internal 
audit ofRcer at any time is so large that sometimes it be- 
comes very odifficult. He made a rough calculation and 
on the basis of that calculation he issued the show cause 
notice." 



8.11. The Chairman, CenW Board of Excise & Customs stated 
in this context: 

"On an inspection of the records, what seems to have happened 
is that this gentleman did make entries on the 21st. On 
the 25th he perhaps issued this demand but equally what 
one can see is that he perhaps g ~ t  the wind of i t  that some 
abjection is coming So, he hastened to take all these 
actions. The records he maintained are all right. The 
dates are all right. But somehow he preempted the audit. 
I t  is not that after the receipt of audit objection, he con- 
structed the records. He somehow got the wind that this 
thing is coming. That is what he has done. One cannot 
say that he has corrected the record. The time limit would 
have expired for issuing the demand, one or two months 
later." 

3.12. The Committee desired to know how the ad hot: demand for 
Rs. 50,000 issued by the Custom House on 25th November 1970 had 
been received by the importer on the same day. In a note, the De- 
partment of Revenue & Insurance stated: 

"Ad hoc demand in this case was delivered to a representative 
of the importer by hand." 

3.13. The Committee asked whether there were regular imports 
of wool tops through the Port and the Appraisers were conversant 
with the assessment of the commodity. In a note, the Department 
of Revenue and Insurance stated: 

"Custom House, Madras has reported that t h e  imports of wool 
tops through Madras Port were not regular. In view ot 
the above, the Appraiser did not have experience of such 
assessment." 

3.14. The Committee desired to know the levels a t  which the bill 
of entry in this case was checked in Internal Audit and whether it 
had been checked by an Appraiser. The Department of Revenue & 
Insurance stated, in a note, that the bill of entry wafi checked at the 
level of an Upper Division ClerkJAppraiser and confirmed that it was 
checked by an Appraiser. 

3.15. Since the short-levy in this case had not been detected by the 
Internal Audit the Committee enquired into the action taken against 



the Internal Auditor. The Member (Customs), Central Board of 
Excise & Customs replied in evidence: 

"This particular question was noticed by the Collector and he 
called for the explanation of the audit clerk. The Audit 
clerk gave the explanation that he was new to the seat and 
that may, therefore, be excused." 

3.16. In a note furnished $3 the Public Accounts Committee (1972- 
73), on the working of the Internal Audit Department, the Depart- 
ment of revenue and Insurance had stated as follows: 

"The working of the Internal Audit is reviewed by the Board 
whenever considered necessary. Before reorganisation in 
1969, a review of the working of the Internal Audit in 
Major Custom Houses was done by the Board in 1968. In 
order to asse5s the results of the reorganisation, at  the 
instance of the Board, the Directorate of Inspection (Cus- 
toms and Central Excise) reviewed the working of the 
Internal Audit Departments in major Custom Hosues in 
August-September 1970. The Directorate of Inspection 
will be undertaking another review shortly as directed by 
the Board." 

3.17. The Internal Audit Department in the Customs Houses had 
been reorganised in the middle of 1969. This involved induction of 
Appraisers into the Internal Audit Wing. Besides all bills of entries 
in which value of any entry exceeds Rs. 20,000 and which are requir- 
ed to be endorsed to the Assistant Collectors, are to be audited by 
Appraisers. In addition, 2&25 per cent of the remaining bills are 
selected and audited by the Appraisers. Most of the primary workers 
were upgraded from lower division clerks to upper division. 

3.18. In this context, the Public Accounts Committee (1972-73) 
had observed as follows in paragraph 1.44 of their 43rd Report (Fifth 
Lok Sabha): 

"The Committee note that with the reorganisation of the Inter- 
nal Audit Department, appraisers have been inducted into 
the Department with a view to i m p v i n g  the quality of 
assessment work. All bills of entries containing value 
of any entry exceeding Rs. 20,000 which are required to be 
endorsed to the Assistant Collectors and 2&25 per cent 
of the remaining bills of entries are being audited by the 
appraisers. The Committee desire that the procedure 
should be kept under watch with a view b increasing the 



percentage of bills to be,audited by the appraisers. The 
Committee also suggest that the area of audit by the 
appraisers and audtors should be enlarged to cover all 
aspects which are at present being covered by the Revenue 
Audit." 

Again, in paragraph 1.63 of the same Report, the Committee had 
observed: 

"The Committee have already suggested that the scope of the 
Internal Audit should be suitably enlarged. The Com- 
mittee u a ~ l d  particularly like to emphasise that the cases 
of levy of the countervailing duty should be subjected to 
careful scrutiny by the Internal Audit Department." 

3.19. The Committee find it unusual and rather intriguing that in 
this case, involving the nonlevy of countervailing duty on imported 
wool tops amounting to Rs. 37,529, the mistake should have been 
detected all of a sudden by the concerned Appraiser and an ad hoc 
demand of Rs. 50,000 raised, on the basis of a rough calculation, 
which also apparently had no relation to the short-levy in this case 
even while the Central Revenue Audit was in progress in the 
Custom House. It  is also surprising that the ad hoe demand had been 
issued on the 25th November 1970, t ocoincide, strangely enough, 
with an objection raised by the Central Revenue Audit on the non- 
levy of countervailing duty on the same day and delivered to repre- 
sentative of the importer by hand. While the Committee would 
normally have appreciated the speed and promptness with which the 
Appraiser had acted in this case, they cannot also overlook the possi- 
bility of the Appraiser having somehow got wind of the Audit objec- 
tion in the offing and having taken necessary rectificatory steps to 
preempt the Central Revenue Audit, even though sufficient time 
was available for the issue of a proper demand, under Section 28 of 
the Customs Act, after a scrutiny of the relevant documents. 

3.B. Whatever view is taken of the not unlikely ingenuity of th is  
particular officer, the Committee are concerned about the non-dctec- 
tian of the mistake in Internal Audit. The extenuation, offered in 
this regard, unfortunately, has been the inexpericncc of the audit 
clerk The Committee recall that the functioning of the Internal 
Audit Depaftment has been commented upon time and again in their 
earlier reports but there appears to be no perceptible improvement 
in its performance, despite reorganisation in 1969. The Committee 
had also specifically emphasised, in paragraph 1.63 of tlhe 43rd Report 
(Fifth I& Sebha) that cases of levy of countervailing duty should 



be subjected to careful scrutiny by the Internal Audit Department, 
a n d  yet a mistake like that in this case has gone undetected. I t  is 
mot pleasant to the Commit& to find lapses galore by Internal Audit 
year after year. It  is also surprising that inexperienced personnel 
should be drafted for this important task. The Committee have re- 
gretfully tb conclude that their earlier recommendations have had 
little or no impact on the Department, and must reiterate their 
earlier mommendations contained in paragraph 6.1(5) of their 89th 
Report (Fifth Lok Sabha) namely that the working of the Internal 
Audit Department should be gone into with a view to streamlining 
its protedure and functions and that it should be placed under a 
separate Director of Internal Audit, on the pattern adopted by the 
Railways. 

Audit Paragraph 

3.21. In another Custom House, four consignments of 'Lipoderm 
Liquor 2 (sulphonatd sperm oil)' imported in Xovember and Decem- 
ber 1971 and April 1972 were assessed to Customs duty after classi- 
fying the goods under item 87 of Customs Tariff wilhout levy of coun- 
tervailing duty was justified by the Custom House on the ground that 
t h e  sperm oil was the same as fish oil for which exemption from 
Central Excise duty was available. Sperm oil is different from fish 
oil, which view was also supported by the literature of the manu- 
facturers. Further. Sperms are whale; and not fish. Sulphonated 
Sperm oil, therefore, attracted countervailing duty a t  10 per cent 
ad valorem as 'organic surface active agents'. It was pointed oxt by 
audit that in this case there had been non-levy of countenrailing duty 
amounting to Rs. 19,562. On the basis of audit observation, the 
Custom House levied and collected countervailing duty amounting 
to Rs. 10,930. The remaining countervailing duty .sf Rc. 8.632 is 
pending recovery (February 1974). 

[Paragraph 5(ii) of the Report of the Comptroller and Audi- 
tor General of India for the year 1972-73, Union Govern- 
ment (Civil), Revenue Receipts. Volume I, Indirect Taxes] 

3.22. The Committee desired to know when the first imports of 
sulphonated sperm oil were noticed in the country. In  a note fur- 
nished to the Committee, the Department of Revenue &. Insurance 
stated: 

"Specific information on this point cannot be furnish& for 
want of data. However, from a letter dated 16th June 
1952 to the Board from the Custom House, Bombay avail- 
able in the Board's office, i t  is seen that Bombay Custom 



nouse practice then was to assess Sulphonated Sperm Oil; 
under item 87 ICT. Hence imports must have taken p lac i  
in the 1950s." 

3.23. The Committee enquired into the steps taken to classify 
the goods for the levy of customs duty. In a note, the Department 
of Revenue & Insurance replied: 

"On receipt of a reference from the Ministry of Commerce 
and Industry in 1952, the then Central Board of Revenue 
examined the question of classification of various oils 
including Sulphonated Sperm Oil and issued instructions 
on 11-9-1953.'' 

According to the instructions issued by the then Central Board of 
Rev.enue on 11th September 1973, both Sulphonated fish oil and sul- 
phonated sperm oil were to be assessed to duty under item 87 of 
the Indian Customs Tariff and un-sulphonated fish oil and un-sul- 
phonated sperm oil under item 15(4). 

3.24. The Committee desired to know on what grounds counter- 
vailing duty was not levied on imports of suphonated sperm oil 
('Lipoderm Liquor Z'), pointed out in the Audit paragraph. In a 
written note, the Department of Revenue & Insurance explained the 
position as follows: 

"Collector of Customs, Calcutta, has reported that the non 
levy of countervailing duty was based on the following 
grounds: -Unsulphonated sperm oil had been ruled, on 
the Customs side, to be classifiable under item 15(4) ICT 
which item r,eads as 'Fish oil including whale oil, not 
otherwise specifid'. This wording appeared to indicate 
that whale oil was but a kind of fish oil and that the term 
fish oil, per se, covered whale oil, Sperm oil was only 
a kind of whale oil obtained fmm sperm-whale. On this 
assumption, the term 'sulphonated fish oil' occuring in the 
exemption notification No. 101/66 dated 17-6-66 as 
amended. under the Central Excise Tariff item No. 15AA 
was taken to include sulphonated sperm oil also by the 
Custom House. 

In one case the goods on test were reported to be Sulphonated 
fish oil'. The reasons for this report have been explained 
in Technical opinions dated 47-72 and 12-12-72. This was 
also one of the factors which led the Custom House to 



hlieve that sulphonated sperm oil was exemqt from 
countemailing duty." 

3.25. The Committee enquired into the description of the goods in 
respect of the imported consignments and whether they were tested. 
f i e  reply furnished in this regard by the Department of Revenue & 
Insurance is reproduced below: 

"From particulars furnished by Calcutta Custom House, in- 
formation in so far a-, it relates to Calcutta Custom House 
is furnished below : 

Bill of Entry Cash How were the goods describt d Whr~her  testcd ? 
No. and Date - --- -- -- 
I. 1-733/21-~-7~ ( B E  not readily available) Ye8 

2. 1135130-1-71 Lipode~m Liquor ,2 
(Aruon~c Fat b q u o r )  

Yes 

3. 34c/g-11-71 Lipoderm Liquor 2 Not tested. Previous test mtn.o 
(Covercd by Audit (Sulphonaterd spe~rn oil) erdorstd on B[E. 
para) 

4. 874122-11-71 Lipoderm Liquor a Not h o w  whether tcatcd or rot.  
(Covered by Audit (Sulphwattd sperm oil) 
para). 

3, 34918-1%-71 Sperm OiI-Sulphonated L i p  Not testt d Previous test memo 
(Covered by Audit derm Lquor  2 as per B/L Sul- er dorsr d on BE. 
pira). phonated Sperm 011 ( L i p -  

derm L q u o r  2) .  

6. 8~115-4-72 Lipoderm Liquor 2 
(Covered by Audit (Sulphm.ated sperm Oil) 
para). 

Yes" 

3.26. At the instance of the Committee, the Department of 
Revenue & Insurance furnished copies of the test reports and tech- 
nical opinions of the Custom House laboratory relating to the Bills 
of Entry at  S. Nos. (I),  (2) and (6) referred to in paragraph 3, above. 
Relevant extracts from these reports and opin~o~is are reproduced 
below: 

"S. No. (1) : The sample is Sulphated (Sulphonated) sperm Oil. 
I t  forms emulsion with water. It may be considered as 
surface active agent. 

S. No. (2): 'Basf's Lipoderm Liquor 2. Anionic fat liquor 
was tested under Tm. 86.1/71 dated 12-1-71 and found the 



sample is composed mainly of a sulphur bearing a organic 
compound. I t  is a surface active agent pl. n.0. No. 234/ 
70-71 d a t d  2-3-71.] The sample is sulphonated fatty pro- 
duct. It is very difficult to identify accurately the original 
fat or oil after sulphonation and to specify its origin as to 
whether animal or vegetable. The Laboratory is not 
equipped also to carry out such delicate and distinctive 
form of analysis. From the name Lipoderm Liquor there 
is inhcation that the fat may be animal origin. However, 
party may be asked to submit literature giving the com- 
position of the product and the origin of the fat from which 
it has been derived if thought necessary. 

Further note of Dy. Chief Chemist, Calcutta-T.O. No. 1221 
71-72 dated 26-8-71. 

The sample was received and reported giving all the detailed 
informatim. It was clearly stated to be a surface 
active agent. The surface active agent w8hen dissolved 
in water gives stable emulsion. The lathering, wetting, 
pehetrating, spreading, dispersing, foaming, detergent 
and emulsifying are some of the properties of surface 
active agent'. 

S. No. (6) :  The sample is sulphonated (sulphated) fish oil. 
I t  is surface active agent. 

Cus. T. 0 .  No. 126172-73 dated 4-7-72. 
Sub: Lipoderm Liquor 2. 
Ref: T. M. 338-1/72/A. 

Sperm Oil is derived from the head and/or blubber and/or 
carcase of the sperm whale. The descriptions under which 
such Marine animal and fish oils are sold are not always 
indicative of their nature. The oil may be sold simply as 
'Fish Oil' when it is likely to be a mixture of several oils. 
Further, sperm oil when subjected to the process of sul- 
phonation (Sulphation) no longer remains as sperm oil 
but yields a surface active agent with a variable chemical 
nature depending on the degree of sulphonation, nature of 
Crude oil, time and temperature of sulphonation etc. 

From chemical stand point, vegetable oils are distinguished 
from fish oils bv insoluble Bromide Test. The sample 

under reference was found to contain Fish Oil. 

Such trade p d u c t  without having Axed chemical composi- 



tion and containing fish oil can be considered as Sulpho- 
nated Fish Oil. 

a/- 
47-72 

CUS T .O.  NO. 281/72/73 d t  13-12-72 
Ref: CRA Memo No. 4K/O dt. 10-4-72 
Reg: Lipoderm Liquor 2 (T. M. 33&1/72A) 

After an oil is sulphonated, i t  is very difficult to find out if the  
original oil was only a single oil or a mixture of oils. 
After sulphonation, the oil undergoes drastic changes and 
yields a surface active agent with a variable chemical 
nature depending on the degree of sulphonation etc. I t  is 
not easy to distinguish between a sulphonated sperm oil 
and sulphonated fish oil by ordinary chemical analysis. As 
stated in T.O. 126172-73 d t  4-7-72, fish oil; can be distin- 
guished from vegetable oils by insoluble bromide test. 

When the oil is sulphonated, i t  is not normally possible to  
sulphonated it 100 per cent and almost invariably a small 
quantity of unsulphonated oil remains. This unsulphona- 
ted small quantity of oil gives the insoluble bromide test 
and fmm this test the type of oil that has been sulphonated 
is inferred. 

I n  the case of the sample of Lipoderm Liquor 2, it was found on 
test to be sulphonated oil containing (as explained above) 
a small quantity of unreacted oil which answered the test 
for fish oil. Hence, it. was stated in the T.O. 126/72-73 
dt. 4.7.72 that the sample under reference was found to 
contain fish oil, the main constituent being the sulphmated 
oil which now appears to be sulphonated sperm oil as per 
the literature put up by the importer. 

3.27. The Committee asked whether the Appraisers had raised 
any doubts about the assessment of sulphonated sperm oil either in . 

the assessment groups or in Internal Audit. In  a note, the  Depart- 
ment of Revenue & Insurance replied: 

"The practice originally in Calcutta Custom House was to 
levy countervailing duty under item 15AA CET on both 



su lpbmted  fish oil and sulph~nated sperm oil. The CRAD 
had-objected to levy of countervailing duty on sulphona- 
ted fish oil which was exempt from countervailing duty 
in terms of Notification No. 101/66-CX dated 17-6-66 as 
amended. The Custom House admitted the objection. In 
view of this objection the IAD of the Custom House also 
raised objection in April-May 1971 regarding levy of coun- 
tervailing duty on sulphonated sperm oil on the ground 
that on Customs side sperm oil had by ruling been covered 
by item 15(4) ICT which refers to fish oil including whale 
oil n.0.s. Thus sperm oil was held by IAD to be a variety 
of fish oil which view was also accepted by appraising 
department and thereafter the practice of levying counter- 
vailing duty on sulphonated sperm oil was discontinued,"' 

3.28. In reply to another question regarding the nature of other 
enquiries made by the Custom House to determine to correct classi- 
fication, the Department of &venue and Insurance, in n note furnish- 
ed to the Committee, stated: 

"Collector of Customs, Calcutta has intimated that at the time, 
of receipt of the CRA objection or earlier, no specific en- 
quiry was made regarding correct classification because 
the ICT classification was under item 87 ICT as per the 
ruling of the Board and the test results indicated the 
classification under item 15AA CET. 

The matter was subsequently discussed in the Collector's Con- 
ference in October 1973, when it was decided that sulpho- 
nated sperm oil is liable to countervailing duly. 

It has very recently come to the notice of the Appraising De- 
partment that according to recognised reference books 
sulphonated sperm oil is considered as sulphonated fish 
oil." 

3.29. The Committee desired to know when the Central Board 
of Excise & Customs had come to know of the import of sperm oil 
and its classification for the purposes of levy of countervailing duty. 
In a note, the Department of Revenue & Insurance stated: 

"A reference from the Collector of Customs, Calcutta, regard- 
ing question of levy of countervailing duty on sulphonated 
sperm oil was received in the Board's office in J m e  1973 
and then tne matter was examined by the Ehard in con- 
mtlWan with the Collectors of Customs of the major 



ports who discussed the ieeue in coliference in October 
1973 when Director of Revenue Audit was slso prment." 

Reley,ant extracts of the instfuctions issued in this wgard on 
29th November, 1973 to the Custom House, Calcutta, furnished to t h e  
Committee by the Department of Revenue & Insurance are reproduc- 
e d  below: 

"The Board has had occasion to examine in consultation with 
the Director of Revenue Audit and Collectors of Customs 
of the major ports in conference, the question whether 
'sulphonated sperm oil' is covered by the term 'sulphonated 
fish oil' appearing in exemption notification No. 101/66- 
Central Excise dated 17th June, 1966 as amended. The 
Board has been a<dvised that fish oil and sperm oil are dif- 
ferent in identity and source of derivation. Sperm belongs 
to the category of whales which have artificial resemblence 
to fish. 

Accordnigly, i t  is clarified that 'sulphonated sperm oil' is not 
covered by the term 'sulphonated fish oil' specifically men- 
tioned in Central Excise Notification No. 101/66 dated 17th 
June, 1966, as amended. CRAD objection, if any, on this 
issue may be finalised. 

The question of including sulphonated sperm oil in the list of 
goods exempted under Notification No. 101166 Central 
Excise dated 17th June, 1966, as amended, will be examin-4 
by the Central Excise Wing of the Central Board of Excise 
and Customs." 

3.30. The Committee asked whether imports of sperm oil had been 
moticed a t  other ports and, if so, how they had been classified. The 
Department of Revenue & Insurance furnished the following infor- 
mation in this regard: 

"Bombml and Cochin: No imports noticed in these ports. 

Madras Custom House: Reported that 'the practice in vogue 
at this Custom House even prior to the issue of Board's 
letter No. 526148173-Cus(TU) dated 29-11-73 w ~ s  to levy 
countervailing duty on sulphonated sperm oil under item 
15AA CET read with notification No. 208/69-Central Excise 
dated 27-8-69. However, in one case, countervailing duty 
was not charged and this was detected in the Internal 
Audit Department and a demand notice was issued in time 
for the short-levy of Rs. 1,366.80" 



3.31. To a question whether the Custom Houses prepare a list of 
goods normally imported and their correct classification for basic 
and countervailing duty in the form of a ready reckoner, the Depart- 
ment  of Revenue & Insurance replied: 

"Four major Custom Houses have informed as under: 

Bombay Custom Hause: does not prepare a list of goods 
normally imported and their correct classification for 
basic and countervailing duty in .the form of ready rec- 
koner. 

Calcutta Custom House: has reported that no list of im- 
ported goods showing ICT and CET classification was 
prepared in the Custom House in the past as a ready 
reckoner. Recently, however. a separate unit, namely, 
the Central Exchange Unit, has been set up for this 
purpose. 

Madras Cz~srom House: has conveyed that no such ready 
reckoner is maintained in the Custom House. 

Cochin Custom House: The Cochin Custom House does not 
prepare a list of goods normally imported and their 
correct classification for basic and countervailing duty 
in the form of a ready reckoner. However, each Ap- 
praiser maintains an invoice repster  showing goods im- 
ported with their value and classification. From this 
register i t  is possible to find out the goods normally im- 
ported and their classifications." 

3.32. The Committee desired to know why sulphonated fish oil was 
exempt from excise duty and whether there was cuntinued justifica- 
tion for such exemption. In a note, the Department of Revenue & 
Insurance stated: 

"Sulphmated fish o, I S  exempt from payment of excise duty 
leviable thereo. uith effect from 20-1-1968. I t  IS general- 
ly used as softner in  leather: industry and as the units en- 
gaged In the production with the a ~ d  of power have no 
special advantage in the matter of production cost v i s a -  
vts units operated without power and further as the end 
use was similar to that of Turkey Red Oil (sdphonated 
caster oil), i t  was to put the sulphonated fish oil at par 
with Turkey Red Oil that the exemption was granted. 
Besides their use as Surface Active Agents is negligible as  
the main intention of levy of excise duty on Organic 
Surface Aobive Agents was to bring into excise net pro- 



ducts which are  close substitutes to soap etc., the pur- 
for which the exemption was granted still continues *. 
hold the field." 

3.33. Explaining the uses of sulphonated sperm oil, at the instance 
of the Committee, the Department of Revenue & Insurance stated: 

"As per technical opinion given by the Chief Chemist, C.R.C.L. 
sulphonated sperm oil is also like 'sulphonated fish oil' i n  
a tannery. Development Commissioner, Small Scale Indus- 
try has also indicated that  i t  is being used as a leather 
chemical." 

3.34. In reply to another question whether India produces any 
quantity of sulphonated sperm oil, the Department of %venue St 
Insurance stated: 

"Some small scale units are reported to be engaged in the 
manufacture of sulphonated sperm oil by importing the 
sperm oil and this is used as leather chemical. It is also 
understood that 2 Textile auxiliaries have been recom- 
mended for importing 'Sperm Oil' but their details of im- 
port/use is not readily known. 

Extent of production of sulphonated sperm oil in the country 
is not readily available." 

3.35. The Committee find that, in this case, while Audit placing 
reliance on the literature of the manufacturers held the view that 
'sperm oil' was not the same as 'fish oil', the Custom House. depend- 
ing on the report of the Deputy Chief Chemist and the definition in 
an encyclopaedia that fishery also included whales. assessed the 
goods as 'fish oil' and passed the consignment witholrt levying coun- 
tervailing duty. This resulted in a short collection of duty of 
Rs. 19.562 in respect of four consignments of 'sulphonated sperm ail' 
('Lipoderm Liquor 2'), an 'organic surface active agent'. It would 
appear that the Custom House had not adequately safeguarded re- 
venue nor even made enquiries about the product. It was only in 
June 1970 that the question of classification of the con~modity had 
been referred to the Central Board of Excise and Customs. The 
Committee would like the reasons for this complacency to be strictly 
investigatkd, and measures taken to ensure that doublts and dis- 
putes in such cases are resolved quickly. 

3.36. It  is also strange that there has been a lack of uniLrmity 
in assessing the commodity by various Customs Houses. The Commit- 
tee observe that initiaily, countervailing duty on sulphonated sperm 
oil had been levied by the Calcutta Custom House, under item 15AA 



.of the Central Wse Tarif& which war discoathued .s a result of 
ce* misuaderstradbg os the part of the IntePd A d i t ,  till its 
reintroduction after the ~ o l i e c t o r s ~  Conference in  October 1973. In 
Madras Custern H o w ,  countervailing duty had been leded even 
p r k  to the issue of the Board's oadars dated 29tb Rovembr, 1973. 
Sznprkbgiy enough, while the internal audit in Caimtta Custom 
House had objected to the levy ef countervailing d d y  on the com- 
modity, the internal audit in Madras Custom House had objected to 
its non-levy. I t  would, therefore, appear that effective coordination 
and liaison between the Customs Houses has been lacking, if not 
nearly non-existent. The Central Board of Excise and Customs has an 
important role to play in this regard and the Committee are of the 
view that the Board s h d d  maintain a constant flow of information 
between various Customs Houses on important issues relating to 
classification, levy of duty, assessment etc., particularly in the light 
.of the objections raised from time to time by & Central Revenue 
Audit. The Committee desire that an efficient machinery for the 

+exchange of information, in a concrete, principled manner, on matters 
aficting revenue, should be devised. 

3.37. Out of the short-levy of Rs. 19,562 in this case, an amount 
of Rs. 10,930 is stated to have been recovered. The Committee would 
like to be informed whether the balance amount of Rs. 8,632 has 
since been recovered and in case this has not been done, the reasons 
therefor and the steps taken for recovery. 



CHAPTER IV 
DRAWBACK CLAIMS 

Audit Paragraph 
4.1. F o q  consignments of copper conductors, weighing 272.49 

metric tonnes were exported in AugustISeptember 1971 from a 
Zrnajo~ port, under claims for drawback. These drawback claims were 
ailowed by the Custom House in Nevember 1971, at the then prevail- 
dng rate of Rs. 1,500 per metric tonne. 

4.2. In December 1971, the rate of drawbaok on copper conductors 
-was increased from Rs. 1,500 to R.s. 3,800 per metric tonne with re- 
trospective effect from 1st Septemk, 1971. In January 1972, the 
exporters preferred a supplementary drawback claim in respect of 
the above four consignments claiming the difference between these 
two rates, stating that the vessel carrying the consignments actually 
sailed from the port on 4th September, 1971. The Custom House ad- 
mitted this and paid the difference of Rs. 6,26,729. 

4.3. It  was noticed in audit that the ship carrying the four consign- 
ments had been granted 'Entry Outward' on 27th August 1971 itself. 
Under Rule 5 ( 2 )  of the 'Customs and Central Excise Duties Draw- 
back Rules', 1971, the date of entry outward of the ship on which 
the goods are exported is the crucial date for determination of the 

.rate of drawback. Hence drawback at the enhanced rate of 
Rs. 3,800 per metric tonne, which was effective from 1st September, 
1971 was not admissible in these cases. 

4.4. When this was pointed out in audit. the Custom House ad- 
mitted the error and adjusted the excess amount cf drawback of 
Rs. 6,26.729 in January 1973 agzinst another pending claim of the 
same party. 

[Paragraph 6(i)  of the Report of the Comptroller and Audit?-,r Gene- 
ral of India for the ycar 1972-73, Union Government 
(Civil), Revenue Receipts. T'olume I, Indirect Taxes] 

4.5. Section 75 of the Custnms Act 1962 authcrises p y m e n t  of 
drswbnck on manufactured articles esported out of the country. The 



Rules framed under that section known as the Customs and CentralI 
Excise Duties (Drawback) Rules, 1971 which came into force from 
the 15th October 1971 regulate the fixation of ratesiamounts of draw- 
back of duties paid on materials and components used in their manu- 
facture. Prior to the coming into force of these rules, the Customs 
and Central Excise Duties (Drawback) Rules, 1960 were in force. 

4.6. The rates of drawback are fixed under authority of Rule 4 
of the old Rules. The rates fixed under Rule 4 in respect of goods in 
schedule I applied to an Industry as a whole. If, therefore, a ra te  
is mentioned for copper cables in Schedule I, the rate is applied for 
all exports of copper cables effected by manufacturers and exporters 
alilke irrespsctive of the make, brand name, etc. of the articles. These 
rates are effective from the dates announced and are applicable with- 
out  reference tn the actual duties paid on the materials. In other 
words verification of duties paid was not required in individual cases. 

4.7. Exports are effected by filing shipping bills with the Custom 
Houses. A vessel carrying the goods may sail on any date, the 
loading may be on different dates. In order to obviate the need to 
look into the various dates and to secure uniformity, Section 16(i) 
lays down a notional date of export. According to this Section the 
relevant date is the date of presentation of shipping bill o r  the date 
of granting entry outwards, whichever is later. As invariably, a 
Shipping bill is filed after a rotation number is allotted, the date of 
'entry outwards' which even takes place only when the vessel is 
ready to sail becomes practically the effective date. For exports made 
by any vessel, therefore, normally the drawback rates effective on 
the  date or grant of 'entry outwards' of that vessel is applied uide 
also Rule 6 of Drawback Rules. 1960. 

4.8. Whenever a rate of drawback is revised, a supplementary 
claim could be preferred by an exporter, if the revised rate applied 
to the articles already exported by him and he had already received 
the drawback amounts at the pre-revised rates. 

4.9. In the Finance Bill 1971, presented on 29th May, 1971, import 
duty on copper was substantially increased from 'nil' to 30 per cent 
ad valorem. Consequently t ! ~ ?  rate of drawback which was mainly 
the  excise duty at Rs. 15001- p.m. tonne had to 't>e revised. The 
rate was accordingly revised taking into consideration the imposition 
of customs duty from 30th May, 1971. This revision was given effect 
from 1-9-1971, that is, three months after the Finance Bill was intro- 
duced in Parliament. 



4.10. The Committee were informed by Audit that in the present 
case, commented upon in the Audit paragraph, the Shipping Bills 
were presented on 21st August, 1971 and 30th August, 1971 and that  
the  vessel was granted 'entry outwards' on 27th August, 1971. How- 
ever, when the revised rates of drawback were announced effective 
from 1st September, 1971, the exporter presented a supplementary 
claim for the differential amount between t h e  rates of Rs. 3,800 and 
Rs. 1,500 per metric tonne, in January 1972, on the ground that t h e  
vessel carrying the goods sailed after 1st September, 1971 and the 
claim was admitted and paid by the Custom House. 

4.11. The Committee were also informed by Audit that the Minis- 
try had stated that the mistake had occurred because of a confusion 
In the name of the vessel. The vessel by which the goods were 
exported in this case was 'NICOLJNE' while another vessel, 
'NICOLAYEV' also sailed by about the same time. While the date 
of 'entry outwards' of the former was 27th August, 1971, that of 
the latter was 4th September, 1971. 

4.12. A note furnished, at the instance of the Ccmmittee, by the 
Ministry of Finance (Department of Revenue & Insurance) explain- 
ing the procedure for passing drawback claims is reproduced below: 

"The steamer agents submit Export General Manifests along- 
with the Duplicate Drawback Shipping Hills within seven 
days from the date of sailing of the vessels. The Ship- 
ping Bills are checked with reference to particulars men- 
tioned in the Esport General Manifest by the Drawback 
Department and this check is audited by the Internal 
Audit Department. The Drawback Shipping Bins a r e  
sorted out commoditv-wise and registered in the Draw- 
back claim Registers. All such registered claims a r e  
distributed among the five major commodity groups for 
processing of the drawback claims. Esamining Om- 
cers in the commodity groups scrutini:e the claim papers 
and certify Drawback rates as per the Drawback rates 
fixed by the Government. The claims arc  then sent to 
the Drawback computists for calculating the drawback 
amounts. The Audit computists check the amounts car- 
culated Sy the Drawback computists simultaneousIy. 
Thereafter, the Upper Division Clerks of Drawback De- 
partment prepare the Dra,wbck payment orders an$ put 
up the same to the Group Appraisers. The Group Ap- 
praisers sanction them if the claim involved is witf~b 



Rs. 2000/- and the claims exceeding Rs. 2,0001- are sub- 
mitted to the Assistant Collector for sanctioning the 
Drawback amount. Thereafter the claims are forwarded 
to the Internal Audit Department for pre-auditing the 
claims. The Audit Department checks each claim. After 
that, the payment orders are issued to the exporters." 

4.13. Another note furnished by the Ministry indicating the 
procedure followed in passing supplementary daims for drawback 
ts reproduced below: 

'The supplementary claims would normally arise in case 
where the rates of dra,wback are revised upward with 
rehspective effect. The exporters are required to sub- 
mit the supplementary claim in the prescribed form to 
Drawback Department of the Custom House. After re- 
gistration of the claim, the original claim papers are taken 
out from records and linked up with the relative supple- 
mentary claims application. The further processing of 
the claim is the same as in respect of original claims with 
the difference that the supplementary claims are not 
checked in such respects like E.G.M., as have already been 
checked at the original stage." 

4.14. The Committee desired to know the checks exercised at 
various stages in respect of drawback claims. In a note, the Depart- 
ment of Revenue and Insurance stated: 

'"(i) Checking against entry in E.G.M. (Export General Mani- 
fest). 

(ii) Auditing of E.G.M. checking. 

(iii) Scrutiny of claim b!. the Esaminer c.1?11 reference to des- 
cription of the qoods. quant!:~ net wcllgh:;. value of the 
goods and such other particulars as re:lulv,l for the appli- 
cation of the appropr,a:e rates of drn~vbaclc. 

(iv) Calculation of dram-back nrnoclnt hv tht.  Drn~vhnck Compu- 
tist and counter-checkin2 of calculation 171. thc Internal 
Audit Computist. 

(v) Checking of claims by group Appra~-;a .  

(vi) Counter-checkir?~ of claim by Assis!:tnt Collector when 
the sanctioning powcbr is that of Assistant Collector. 

(vii) Fre-auditing of claims by Internal Audit, Department." 



4.16. Explaining the function of Internal Audit in respect of draw- 
back claims, the  Department of Revenue and Insurance stated: 

"In respect of each claim, Audit Department checks the parti- 
culars such as description of the exported goods, quantities, 
value, correct date for application of rate of drawback, cor- 
rect rate of drawback etc., whatever is relevant in regard 
to the passing of a particular claim." 

4.15. During evidence, the Committee desired to know whose con- 
signments these were. The Member (Customs), Central Board of 
Excise and Customs stated: 

''This is a case of export. The consignor in this case w a s  
MIS. Kamani Engineering Corporation." 

4.1Y The Committee enquired into the chronological sequenee of 
events leading to the payment of the supplementary claim for draw- 
back amounting to Rs. 6.2'7 lakhs. The witness replied in evidence: 

'These four c0ns5~gnments of copper conductors weighing 
272 MT were exported by M/s. K a m a ~ i  Engineering Cor- 
poration in August-September 1971 from Bombay under 
claim for drawback. These were paid by the Customs 
House on 3-11-1973 a t  the prevailing rates of Rs. 1.500 per 
MT. Consequent on the imposition of 30 per cent ad 
valorern duty from 1-7-1971, the rate of copper conductor 
was increased from Rs. 1.500 td Rs. 3.800 per MT with re- 
trospective effect from 1-9-1971. ?he supplementary claim 
was made in 1972; this was passed on 15th March, 1972. W e  
are very prompt in paq4;ng." 

Subsequently, in a written note furnished to the Committee the De- 
partment of Revenue and Insurance stated that while the original 
claim for drawback in respect of three bills had been passed on 12th 
October. 1971 that in respect of the fourth bill had been passed on 
16th October. 1971. As regards the supplementary claims, the De- 
partment stated: 

"The supplementary claims dated 25-1-1972 v e r e  received on  
29-1-1972 and were registered on 4-2-1973. The rates of 
drawhack were revised on 30-1 1-1 971 with retrospecti\ve 
effect from 1-9-1971. The party's claims are reported to  
have been admitted at the revised rates due to similarity 
of names of the vessels and were passed for payment on  
17-3-1972." 



The Department added that the claims in the instant case were chedt- 
e d  at  all levels, including internal audit. in accordance with the 
prescribed procedure. 

4.18. The C e t t e e  asked whether any reference was made to 
the originaI bill, while checking the supplementary claim. In a note, 
the Department of Revenue and Insurance repl.ied: 

"Yes, the supplementary claims were processed in the original 
claim papers only." 

'In reply to another question whether the date of enhy 'outwards' was 
not recorded on the original bill, the Department stated: 

"There was no practice to indicate the date of entry outward 
an the Shpping Bills. The date was recorded on intima- 
tions received from Export Department." 

4.19. The Committee desired to know whether the supplementary 
claim was checked with reference to the Manifest iind, if so, how the 
claim could have been admitted. In a note, the Department of Reve- 
nue and Insurance stated: 

"The supplementary claims are not checked with reference to 
the manifest because the original claims were already 
checked with the E.G.M. and the claims are processed in 
the ol'iginal claims files only." 

4.20. The C~mmittee desired to know the levels at which the sup- 
plementary claim was checked in Internal Audit and whether refer- 
ence had been made to the Manifest, original shipping bill, nationa- 
lity of the vessel, ports of call, etc. In a note, the Department of 
Revenue and Insurance stated : 

"The claims were checked upto Deputy Collector's (IAD) level. 
The checks against particulars mentioned in manifest of 
the Shipping Bill are carried out at the time of passing of 
the original claims. Since the supplementary claims are 
dealt with in origmal clalm papers. these checks are not 
repeated at that stage. Nationality and ports of call are 
not relevant." 

4.21. Since drawback claims are paid only after pre-audit, the Com- 
mittee enquired into the action taken against the persons responsible 
in the Internal Audit Department for the failure to detect the irregu- 



3ar claim. The Member (Customs), Central Board of Exoise and 
Customs replied during evidence: 

"The Collector has cautimed the audit people. He felt this has 
happened because of the confusion a b u t  the name of the 
vessel." 

4.22. The Committee desired to know the average time taken in 
each Custom House for settling drawback claims and the types of 
cases where the claims get settled q&ckly. In a note, the Depart- 
ment  of Revenue and Insurance furnished the following information: 

"The information is as  under: 
.H 

Name of the Cu :tom House Aver* time taken 
for settling the d m -  
back claims 

Bombay . 5 to 6 weeks. 
Clacutta . 4 t o  5 w ~ k s .  
MPdras . soday;. 
Cochin . 25 day.i. 
Delhi . z months. 

The following categories of claims get settled quickly: 
(1) Where the c la im are complete in all respects and found 

adequately documented. 

(2) Where no laboratory test reports are required. 
(3) Where the Textile Committee's Certificate is not re- 

quired. 
(4) Where there is no short-shipment of the drawback 

cargo." 

4.23. The Committee were, however, informed by Audit that. on 
.actual verification, it was found that the average time taken to settle 
drawback claims was 107 days in Bombay Custom House, 80 days in 
Madras Custom House and 21 to 3 months in Delhi Custom House. 

4.24. The Committee were also given to understand by Audit that 
the Ministry c,f Finance (Department of Revenue and Insurance) had 
stated, in reply to the Audit paragraph that the exporter had np- 
proached the Ministry for retrospective effect to the revised rates of 
drawback from a date earlier than 1st September, 1971 and that this 
request was rejected. The Committee desired to know the facts of 
this case and when the request had been made and the Member 
(Customs), Central Board of Excise and Customs stated: 



"11th February, 1972 Before the vpplementary demand was: 
admitted by the Customs Department, they approached t h e  
Gqvenunent. The position is this. This rate of Rs. 1,500 
per tonne was the all industry rate, that is, any industry 
which is exporting, gets this rate. At the same time, there  
was a provision that if any company feels, if any exporter 
feels that the duty paid on his goods exceeds this rate by 
more than 23 per cent, then he can apply for a specific rate- 
for his brand, which we call as the brand rate. Now,. 
Kamanis said that they have paid a higher rate of duty on* 
these things, and therefore, a brand rate should be fixed. 
This is the background. But, the Ministry did not agree 
to that." 

He added that the request was recelved on the 15th February, 1972' 
and that the exporter had requested that the revised rates may be 
given effect to from June 19'71. 

4.25. Explaining the facts of this case further, the witness stated: 

."They listed a number of consignments and they said that 
they have paid higher rates of duty for these and there- 
fore they should be allowed a higher drawback.. . They 
said that for their brand of goods, we should apply this 
rate from an earlier date. They did not say that this rate  
should be revised for everybody from an earl'ier date. 
They said that they have paid higher rates of duty for 
their brand and, therefore. we should apply this rate from 
an earlier date." 

4.26. Clarift-ing the position. at the instance of the Committee, h e  
added: 

"ln theFir application. they had claimed that they should be 
paid Rs. 3.800 and in addition to that, there was wastage 
and so the Government should sanction them n brand rate 
of Rs. 4.450. Their pomt was not only they should he  
p a d  Rs. 3,800 but they really asked for a brand rate of 
Rs. 4,450." 

4.27. Since M s. Kamani Engineering Corporation had nppnrent- 
ly made a two-pronged approach. one to the Custom Housc on the 
25th January. 1972 to claim drawback at the rate of Rs. 3,800 per  
metric tonne and two to the Government on 11th February, 1972 to 
enhance the rate from a date earlier than 1st September, 1971, t h e  



Committee desired to know the motivation of the company f o r  
resorting to this measure. The Member (Customs), Central Board 
of Ekcise and Customs stated in evidence: 

"As far as motivation is concerned, it may be bad. I cannot 
say." 

4.28. When the Committee asked why the company should have 
gwe to Government, 16 days after submitting their supplementary 
daim to the Custom House, the witness replied: 

"Even if the custom house had accepted their demand a t  t h e  
rat. of Rs. 3,800 they were not satisfied; they were want- 
ing a rate of Rs. 4,450 from an earlier date, because the 
custom house had made a claim only with respect to this 
consignment. They had other consignments also." 

4.29. At the instance of the Committee, the Ministry of Finance 
(Department of Revenue and Insurance) furnished a copy of the 
representation received in this regard from MIS. Kamani Engineer- 
ing Corpxation Ltd. and the correspondence thereon. Copies of the 
letter dated 11th February, 1972 from the exporter and the Minis- 
try's reply dated 12th April, 1972 thereto are reproduced in Ap- 
pendix IV. In their letter. M s. Kamani Engineering Corporation 
Ltd. had requested that (i) the all industry rate of Rs. 3,800 per 
metric tonne should be made applicable in their case from 1st June, 
1971, in terms of Public Notice Xo. PN-12, dated 30th November, 
1971, in respect of enhanced duty paid on imported copper from 
June, 1971 to 31st August, 1971. with reference to the net exports of 
323.3729 metric tonnes effected during this period and (ii) that while 
dn;ng so, the applicable rate should also be enhanced to Rs. 4.150 
per metric tonne to take care of the total duty paid on the imported 
copper. The details of copper imported and esports made from 
June to November, 1971, furnished in their letter. are indicated 
below:. 



4.30. The Ministry of Finance (Department of Revenue and In- 
surance), in the letter dated 12th April, 1972, had rejected the re- 
quest  for the  special brand rate of Rs. 4,450 per metric tonne, since 
as per Rule 7(1) of the  Drawback Rules, such fixation of special 
brand raks can lx done only where the all industry rates are less 
than 314th of the duty drawback claimed. However, with regard 
to the  fixation of rate of drawback prior to 1st September, 1971 tak- 
ing into account the higher duty paid on their exports after 28th 
May, 1971, the company was advised to get the statements verified 
by the Collector of Customs, Bombay. Subsequently, in their letter 
dated 29th July, 1972, the  Drawback Department of Bombay Custom 
House furnished the verification report on the statements furnished 
b y  the expwt  house. 

4.31. From the correspondence furnished in this regard by the 
Ministry, the Committee found that in a letter dated 17th May, 1972 
addressed to the Director (Drawback) the Engineering Export Pro- 
motion Council, Calcutta had also recommended a review of the case 
of Mjs. Karnani Engineering Corporation Ltd. Similarly, the Fede- 
ration of Indian Export Organisations had also sponsored the case 
again to the Director (Drawback) on 17th July, 1972. Copies of 
these letters are also reproduced in Appendix V. 

4.32. When the Committee asked whether the t eprcsentation 
from the exporter had come direct to the Government or through 
t h e  Custom House, the Member (Cu$om$), Central Board of Excise 
a n d  Customs replied: 

"This communication has come direct tr, the Government 
from the Director of Drawbacks." 

4.33. When the Committee pointed aut that the modus operandi 
of the exporter in this case and all its aspects taken together gave 
the impression that there was a persistant and organised attempt 
to deprive Government of its legitimate revenue, the Chairman, 
Central Board of Excise and Customs replied: 

"These doubts have been raised, and so far as we are concern- 
ed on this side, we can certainly hold no brief for Kamanis 
or anybody else. Since various type of doubts have been 
raised, and since we have got the Director of Revenue 
Intelligence and the Dmctor  of Inspection. let them qo 
and conduct an independent enquiry and report back." 

4.34. Since it had been stated in the Audit paragraph that the 
drawback of Rs. 6.26,739 paid in excess had been adjusted against 



another  pending claim of the same expo*, the Committee desired 
%o know the details of this claim. In a note, the Department d 
'Revenue and Insurance stated: 

"The excess amount of drawback qf Rs. 6,26,729.30 has been 
recovered by way of adjustment in the claim file No. Dl 
157 \Copper 172 as under: 

Rs. 

T h e  drawback a n o  lrc p~yable i~ the above claim . 7,25,;22'80 

The ex-ess amount earlier paid to the party . 626,729' 30 

Net amourt paid to party . 98,491.50" 

4.35. Explaining the details of the pending claim during evid- 
ence, the Member (Customs), Central Board of Excise and Customs 
~ t a t e d :  

"The other claim was passed for Rs. 7,25.223. This is in res- 
pect of copper wire rods. Drawback was allowed on this. 
I t  was calculated at Rs. 7,25,220. They owed us an amount 
of Rs. 6,30,000. Wg paid them only Rs. 98,000." 

4.36. The Committee desired to know whether their claim was 
justified. The Fmance Secretary stated in evidence: 

"The impression I got was that the Committee had generally 
accepted the po&tion that this is n matter which should 
be looked into more carefully, because there seems to be 
some other transactions also involving the same party. 
If that is so, an opportunity can be given to audit as also 
to the Director concerned to look into the matter further. 
because it is one continuing transaction and there might 
have been different facets at different times " 

'He added: 
"The transacKons must have taken place in a series of ship- 

ments and so on and different c l % m  might have been 
put forward." 

4.37. The Committee asked whether there were any other cases 
rela?ing to Mis. Kamani Enpneering Corporation Ltd. under investi- 
gation. The Director of Enforcement replied: 

"There is a case in the Enforcement Directorate about me 
Kamanis. I am not in a position to give the details. 
There is also a case against Karnanis in the Bombay 
Customs House." 



When the Committee asked whether the Enforcement Dhcbo- 
rate maintained a list of economic offenders for the benefit of the 
departments concerned, the witness replied: 

"In the Directorate of Revenue Intelligence, we have got a 
record with regard to all the offenders. In addition to 
that, the Customs Houses also keep their own record of 
offenders and a rderence is made to this record in 
determining the quantum of punishment for subsequent 
offences." 

4.38. The Committee desired to know whether 'the Customs 
Houses and other revenue departments were provided with lib 
of economic offenders. The Finance Secretary stated: 

"I think it would be very useful if we have a list of these 
people; but, obviously, it may not be made public." 

!I'he Chairman. Central Board cf Excise & Custom stated in this 
connection: 

''So far as the appraiser is concerned. in the Bill of Entry, 
when goods are imported and the documentation that he 
prepares, there is one col. where he sees what are the 
previous offences agalnst that particular party. If I 
understand you correctly. the intention seems to be that 
where parties have been offending in the past and they 
have been proved guilty and punished, their future 
consignments should be dealt lvith all proper care, etc." 

439. The Committee take a serious view of the excess payment 
of Drawback amounting to  Rs. 6.27 la& on four consignments of 
copper conductors exported by Kamani Engineering Corporation 
Limited, consequent upon the rexision of the rate of drawback on 
copper conductors with effect from 1st September 1971 from Rs. 1 SO0 
per metric tonne to Rs, 3,8M per metric tonne Though the revised 
rate of Rs. 3,800 per metric tonne was admi~sihle only in respect of 
exports effected h;v vessels granted cntrv outwards' on or after 1st 
September 1971, this enhanced rate had bcsm allowed to the exports 
effected by a vessel granted 'entry outwards' on 27th August 1971, 
which was clearly in contravention of the rules on the  suhject. The 
Ministry of Finance tried to explain i t  away by attributing it to r 
confusion arising out of a similarity in the names of two vcss& 
which had been granted 'entry outwards' at  about tho same tim- 
the first vessel 'Nicoline' by which the consignments in question 



w e r e  exported hav,ing been granted entry outwards' on 27th August 
1971, and another vessel 'Nicolayev' on 4th September 1971. This 
explanation is unconvincing, especially in view of the fact that de- 

rtailed checks are prescribed for the scrutiny of drawback claims and 
the mistake had gone unnoticed at different levels of the Custom 
House. Since the supplementary claim of the exporter for t h  pay- 
ment of drawback at the enhanced rate is stated to have been pro- 
cessed with reference to the papers d a t i n g  to the original claims 
and the original claims had also been, in turn, checked with the Ex- 
port General Manifest, it is not clear to t b  Committee how this 
patent mist& had gone unnoticed. That such a nilstake should 
have occurred despite the elaborate procedure prsscribod for the 
scrutiny of drawback claims would lead the Committee to infer that 

.either the checks had not been exercised properly in this caw or 
that the mistake was deliberate and malafide. , 

4.40. I t  would, prima facie, appear that there had perhaps been a 
persistent and organised attempt on the part of the exporter in this 
,case to deprive Government of its legithate revenue. The Com- 
mittee consider it significant that barely two weeks after submitting 
the supplementary claim to the Custom House for the payment ef 
darwback at the rate of Rs. 3,800 per metric tonne, the exporter had 

approached the Ministry at Delhi on l l t h  February, 1972 for retros- 
pective effect to the revised rates of drawback from a date earlier 
than 1st September 1971 as well as for the fixation of a brand rate of 
drawback for their experts at Rs. 4.450 per metric tonne. W i l e  
furnishing the details of the copper conductors expurterl in support 
of the claim for preferential treatment, the exportar had also clearly 
mentioned in the letter dated l l t h  February 1972 to the Director 
(Drawback), Ministry of Finance, that no exports had taken place 
i n  September 1971 and that the quantity of 272.491 metric tonnes on 
which excess drawback was allowed by  the C~istom Hn~i se  had been 
exported in August 1971. In the circumstanres. it is not clear to 
the Committee how the exporter could have preferred the supple- 
mentary rlaim with the Custom House in respect of the same con- 
signments claiming that the evports had taken place after the revis- 
ed rate of drawback became effective. In view of th? fact that two 
other cases of default by the Kn~nani Croup are stated to be imder 
investigation in the Enforomnent Directorate and the Bombay CUS- 
t n m  FIouse. the Committee ;Irp iq r l in~r l  to conrlnde that this transac- 
tion was also not, perhaps, bonafide. 

4.41. It  would also appear that there had perhaps been undue 
haste on the part of the Custom House in admitti*:g the wpplcmen- 



tary claim. I t  has been found by Audit, on actual verification, that 
the average time taken to settle drawbeck claims wm 1W day8 im 
t& Bombay Custom House. In the present case, however, the sup- 
plementary claims of the experter, which were registered on 4th 
February 1972, had been passed for payment after about 43 days, an 
17th March lW2. While the Committee appreciate the claim made 
by a representative of the Central Board of Excise and Customs dur- 
ing evidence that the department was 'very prompt in paying' the 
modus operandi adopted by the exporter in this case and the ususa- - 
a1 speed with which the claim had been admitted by the Custom 
House give rise to serious suspicions. The Committee would like te 
be satisfied that the excess payment was a bonafide mistake and 
would ask for a thorough probe into the case and appropriate action 
thereafter. 

4.42 The C e m m i t h  have been informed that the drawback of 
Rs. 627 lakbs paid in excess had been adjusted against another pend- 
ing claim of the exporter for drawback on copper wire rods. Since 
various claims are stated to have bem made by the exporter, all as  
parts of one continuing transaction, it is not unlikely that other simi-- 
larly unjustified claims may have been paid without adequate scru- 
tiny and that there might have been different facets to the transac- 
tion at different times. The Committee are, therefore, of the view 
that this is a matter which n8mds to be looked into more carefully 
and would suggest that all the claims for drawback submitted by 
this exporter should be examined afresh with a view to ensuring 
that they were, in fact, fully justified. The Committec appreciate 
that the Ministry of Finance also appeared, durinq evidence. to 
share their concern in this regard and had offered to have an inde- 
pendent enquiry conducted by the Director of Reverl~w Intelligence 
and the Director of Inspection. The Committee do not know the 
latest position but trust that this enquiry would be speedily com- 
pleted and its outcome intimated. 

4.43. The Committee would also like to know the details of the 
two other caves against the Kamanis stated to be under investiga- 
tion by the Enforcc.ment Directorate and by the Bombm Custom 
House and whether these investigations have since been completed. 

4.44. A distressing feature of this case is the complete failure of 
tbe Internal Audit in not detecting the excess payment, though tho 
claims had been pre-audited right upto the level of the Deputy Cob 
lector (IAD). This would indicak that the scrutiny exercised h g  



IPtklmd Audit bad perhaps beam perfunctory. I t  is regrettable tha t  
despite mpeated observations by the Committee in regard to the 
inciLectSveness of Internal Audit in the Customs Department, there 
appears to be no perceptible improvemgat in the situation. Having 
regard to the amoant involved in this case, the Committee consider 
that merely-cautioning the persons responsible for the lapse is not 
a good enough antidote. As pointed out by the Committee in para- 
graph 6.16 of their 187th Report (Fifth Lok Sabha), such a ritual' 
would neither help the Administration nor the Excheqwr. The 
Committee would, therefore, reiterate their recommendation that a 
more positive procedure has to be evolved in this regard so that 
punishments are graded according to the magnitude and seriousness 
of the lapse committed by the officials and that such steps are taken 
in graver cases as would act as a deterrent to others. 

4.45. The Committee would urge the Department of Revenue and 
Insurance also to examine whether the existing checks prescribed 
for the scrutiny of drawback claims, both in the Drawback Depart- 
ment and Internal Audit, are adequate and take such remedial steps 
as are found necessary. The Department would do well to consult 
the Oflic13 of the Comptroller and Auditor General so that all l oop  
holes are plugged and the scrutiny made purpowf:ll and thorough. 
Government should, in particular, examine the dosirahility of indi- 
cating the date of 'entry outwards' on the Drawback Shipping Bills 
which are the basic documents for drawback claims. 

4.46. A consignment of 'Polyester Cotton Blend Embroidered 
Fabrics' measuring 9.222 metres and valued at Rs. 1,19.9:2 was 
exported from the same major port in July 1971. Drawback was 
claimed by the exporter for the polyester and cotton cantent 
thereof on the basis of the total weight of the fabrics and the 
claim was admitted by the Custom House. 

4.47. Audit pointed out in March, 1972 that the Custom House 
had allowed drawback erronemsly on the basis of the total weight 
of the exported fabric including the weight of the embroidery 
instead of only on the Polyester/Cotton content of the base fabric. 
This resulted in an excess payment of drawback of Rs. 28,078. 

[Paragraph 6(ii) of the Report of the Comptroller and Auditor 
General of India for the year 1972-73, Union Government (Civil). 
Revenue Receipts, V d u m e  I, Indirect Taxes]. 



4.48. Drawback is payable on indigenously manufactured goods 
under Section 75 of the Customs Act 1962 and the rules made 
thereunder. Drawback rates a£ goods exported are generally 
specified per unit of value, weight or number. In certain cases, 
the drawback rate is to be restricted to a rate worked out on 
the content by volume, weight or number of a particular com- 
pound or ingredient constituting the products. Where the draw- 
#back is payable on the content of the materials, the contents will 
have to be determined by test reports. 

4.49. In the case of textile fabrics, the r a t e  of drawback are 
Axed on the basis of cotton, wool, polyester, nylon, silk, etc, con- 
tent, as the fabrics consist of 'Mends of different percentages 04 
those materials, in different compositims'. 

4.50. The Committee were informed by Audit that in the 
present case covered by the Audit paragrap&, the polyester 
content af the blended fabrics was incorrectly arrived a t  on the 
basis of the total weight of the fabrics, including the weight of 
the  embroidery instead of only on the weight of the base fabric. 

4.51. The Committee desired to know how the drawback amount 
was arrived at in the case of polyester blended fabrics. In a 
mote, the Department of Revenue & Insurance stated: 

"The amount of drawback in the case of polyester blended 
fabrics is arrived at on the basis of the rates prescribed 
against item 15(E) read with item 15(C) of Schedule 1 
to the Customs and Central Excise Duties Drawback 
(General) Rules 1960 notified under this Ministry's 
Notification No. %A dated 31st October, 1970. 

The commodity in the instant c a w  1s embroldtred 
polyester blended fabrlc, for w!llch a further amount of 
In respect of embro~dery 1s arrlved on the h a s ~ s  of 
rates prescribed against item 15 (E) read with ~ t e m  1 (D) 
of the Schedule I to the Cuq: )ms h. Central Esclse 
Ddtles Drau.back (Genera!) Ru1c.s 1960, notlfwd under 
th:s 5Iin:str?.'s not~ficat!on KO 18 dated 4th April, 
1970." 

4.52. The relevant entries, in the two notifications mentioned 
above, in so far as they spply to embroidered polyester hicnded 
fabrics: 

Il'otlficaticm No. 94-A dated 31st October, 1970 



(C) Made up artieles excluding readymade garments fabrics, 
hosiety, knitwear, cords, fringes watch straps, ribbons, 
tapes, labels, belts, ropes, twines, threads, lace (art silk 
laheria) other than those specified under sub-item (G)- 
made out of yarn spun. 

(iii) partly df such synthetic staple fibre and partly of 
any natural fibre, the natural fibre content being not 
more than 40 per cent by weight of such yarn, 

Rs. 281- (Rupees twenty eight only) per kg. of 
staple fibre content of non-cellulwic origin (other than 
polyster staple fibre of 2 deniers or less) of any, plus 

Rs. 2.62 (Rupees two and paise sixty two only) per 
kg. of polyester staple fibre content, if any, in addi- 
tion, plus 

Rs. 141- (Rupees fourteen only) per kg. of yarn 
content if the non-celluosic fibre content of yarn is 50 
per cent or more. 

(El Fabrics, knitwear, hosiery, cords, fringes, watch straps, 
ribbons, tapes. labels, belts, ropes, twines, threads, lace 
(art silk laheria) and other made up articles but ex- 
ci uding ready made garments, containing staple fibre 
yarn and artificial silk filament yarn. 

Appropriate rate shown against item (B) to (D) above 
in respect of staple fibre yarn content plus the appro- 

priate rate for filament yarn content specified in Serial 
No. 1 of this Schedule." 

.Votificartov KO. 18 dated 4th April 1970 

4.53. In reply to a question on the authority who was competent/ 
authorised to certify the blend compositim. the correct count and 
the weights of fabrics, the Department of Revenue 8: Insurance 
stated that the Textile Committee was competent to certify these. 
The form of such certificates and the information contained in them, 
furnished to the Committee by the Department of Revenue ik Insur- 
ance is reproduced in Appendix tl. 
4f 3 LS-6. 



4.54. Copies of the instructions as to the form of certificates, 
other information required by the Customs authorities, etc. for the 
speedy settlement of drawback claims, furnished a t  the instance 
of the Committee by the Department of Revenue & Insurance are. 
reproduced in Appendix VI. 

4.55. The Committee desired to know whether the certificates 
were issued by the Textile Committee before or after the exports 
and whether any time limit was prescribed for the certification. In  
a note, the Department of Revenue & Insurance stated: 

"There are two certificates issued by the Textile Committee. 
One, the factual inspection report and the other labora- 
tory test report. The certificate (top portion of t h e  
certificate) cum test report is generally issued by t h e  
Textile Committee immediately after the physical ins- 
pection. if the lot is found acceptable according to the 
inspection regulations. The certificate-cum-test report 
incorporating the test results is issued by the Textile 
Committee as soon as the test results of the sample drawn 
from the lot are available. Such certificatescum-test 
reports are generally issued within one month from the  
date of inspection irrespective of the fact whether t h e  
esport has been effected or not. There is no fixed time 
limit for such certification.'' 

4.56, In rep!>. to another question whether the Textile Com- 
mittee tested the entire fabrics or only a sample, the Department 
of Revenue & Insurance stated: 

"Generally, only one sample is drawn. At times more 
than one sample is drawn depending upon the quantity 
and also in cases of doubt." 

The Department of Revenue & Insurance also informed the Com- 
mittee in this connection that the sample was drawn at  the time of 
inspection just prior to packing or at the time of packing and that 
the manufacturers did not furnish fabrics and samples separately. 

4.57. With reference to the case pointed out in the Audit para- 
y a p h ,  the Committee desired to know the total quantity exported, 
the weight of the consignment and the weight declared by the  
certif'ying authority. In a note, the Department of Revenue 
Insurance stated: 

"The total quantity declared in the shipping bill in this case 
was 9222 metres. The net weight as declared in the 



shipping bill was 1776.8 kgs. The weight as certified in the 
Textile Committee's Laboratory Test Report submitted 
a t  the time of processing of the Drawback claim in 
September/October 1971 was 89.95 gms. per square 
metre and in the Factual Inspection Report as 188 grns. 
per linear metre." 

4.58. The Committee enquired whether the examiner in the 
drawback department in the Custom House could not check whether 
the weight certified was for base fabric or not when the length of 
the fabric exported and the weight of the consignment were avail- 
able. In a note, the Department of Revenue & Insurance replied: 

"From the length of 9222 metres and the total weight of 
1776.8 kgs. as declared in the shipping bill the weight 
per metre works out to 193 gms. From this, i t  could not 
be checked that the weight of 188 gms. per linear metre 
given by the Textile Committee was not for base cloth." 

4.59. The Committee desired to know how the Internal Audit 
had failed to detact the overpayment in this case and the levels a t  
which the claim had been checked in pre-audit and post-payment 
audit. In a note, the Department of Revenue & Insurance stated: 

"Apparently TAD went by the weight per linear metre as 
qi\.en in t h -  Textile Committee's certificate. The claim 
was chkcked in Internal Audit by a Senior Upper 
Division Clerk." 

4.60. In reply to another question whether the exporter in this 
case had exported similar fabrics from any other port, the Depart- 
ment of Revenue & Insurance stated: 

"The major ports have reported that this company has not 
exported similar fabrics in the recent past." 

4.61. The Committee asked whether there were similar exports 
of embroidered fahr in  by other parties and. i f  so, whether the test 
reports had been found to be in order in those cases. In  a note, 
the  Department of Revenue & Insurance replied as follows: 

"Ports other than Bombay, where textile exports are few 
have reported that there have been no export of polyes- 
ter blended fabrics (embroidered) during the recent 
past. 

Textiles are exported mainly through the port of Bombay 
where the claims run into thousands. From the Export 



Statistics maintained at this port, it is not possible to 
locate the export of polyester blended fabrics (em- 
broidered) as the same are being booked under the broad 
heading of 'Fabrics made from spun yarn of synthetic 
or blended fibres (staple)'. Bombay Custom House has, 
however, stated that it appears, from the experience of 
the concerned officer of the Custom House and also in- 
formation gathered from the office of the Textile Com- 
mittee that such fabrics were not exported by other 
parties." 

4.63. It  is surprising that even the Intcrnal Audit did not notice 
by the Custom House. resulting in excess payment of Rs. 28,078 to 
the exporter. I t  is surprising that the polyester content of the blendG 
ed fabrics should have been incorrectly arrived at on the basis of the 
total weight of the fabrics, including the weight of thc embroidery 
instead of only on the weight of the base fabric. The Committee 
find that the drawback examiner had admitted thc claim on the 
basis of the scale weight of 188 gms per linear metre, as certified in 
the factual inspection report of the Textile Committee, deeming it 
to be the polgester/cotton content. Since the Textile Committee 
had furnished both the factual inspection report and the test report, 
according to which the weight certified was 89.95 gms. per squaw 
metre, the Committee feel that it should have been possible for the 
Examiner to check whether the weight certified was for base length 
of the fabric exported and the weight of the consignment. If .  how- 
ever, the reports of the Textile Committee had not been clear eno~lgh 
and doubt persisted, this could have been got clarified from the Tex- 
tile Committee and in the interest of the revetme. the lower of the 
two weights should have been adopted provisionally. 

4.63. It is surprising that even the Internal Audit did not notice 
the excess payment. when, in practice, the claim was subject to pm- 
audit by it. Apparently, the da im had not been scrutinised with 
reference to the test report of the Textile Committee, but only on 
the basis of the factual inspection report. That the mistake should 
have gone unnoticed even after the reorganisation and strengthening 
of the Internal Audit Department would indicate that internal audit 
in this case was perfunctory and superficial. Since i t  is the test 
reports that would determine the content of the materials. the Com- 
mittee desire that suitable instructions should be issued to ensure 
that the test reports are invariably checked in i n t e n d  audit, before 
such claims are admitted. 



464. The Committee find that the factual inspection certificates 
and test reports are issued by the Textile Committee as soon as the 
test results of the sample drawn from t b  lot are available. There 
is, however, no fixed time limit for the certification, though it has 
been stated that the certificate-cum-test reports are 'generally' issued 
within one month from the date of inspection. The Committee 
would like to know the reasons for not fixing any time limit in this 
regard. 

Audit Paragraph 

4.65. Diesel engine spares and parts are eligible for drawback, 
of exports through a mapor port and an output such engine parts 
item 95 of the first schedule to Drawback Rules, 1960. In  respect 
of exports through a major port and an outport such engine parts 
were, however, granted drawback a t  10 per cent of f.0.b. values, 
classifying them as motor vehicle parts under item 59 of the sche- 
dule (ibid). The mis-classification had resulted in many cases in 
excess payment of drawback. A review of all the claims was also 
suggested by verification of such exports with reference to cata- 
logues and other documents. 

4.66. The Ctrllcct:,r o f  Customs thereupon issued a demand 
notice for R - .  33.504 :O the exporters in respect of consignments 
which passc:i' tiiroiigh :he outport. As for exports through the 
major port. :;;e rnattt3l. is reported to be under review (February 
1974). 

4.67. The Ministry have contended that ,tern 59 relating to motor 
veh~cle  parts did not exclude diesel englne motor vehicle parts 
and therefore drawback allowed a t  the higher rate was 
justified. IIowever. as the exports were only 'dlesel engme 
parts', the separate rates provided for these in the schedule should 
apply. 

[Paragraph 6 (iii) .of the Report of the Comptroller and Auditor 
General of India for the year 1972-73, Union &vernment (Civil), 
Revenue Receipts, Volume I, Indirect Taxesl. 

4.68. The first schedule to the Drawback Rules, 1960, covering 
all industry contained an  item, namely, "59. Components, spare 
parts, accessories and ancillaries of Motor Vehicles, not otherwise 
specified". The rate of drawback applicable in this case was 10 
per cent of the f.0.b. prices. Another item, "96. Components, parts, 
spares and accessories of Diesel Engines" was introduced in thy! 



schedule on 11th May, 1968 and the rate of drawback was fixed at 
4.6 per cent of the f.0.b. prices. 

4.69. The objection in the Audit paragraph relates to the omission 
on the part of the Custom House to classify articles exported under 
the correct and appropriate item of the Drawback Schedule. In 
the cases pointed out in the Audit paragraph, articles which were, 
in effect. only diesel engine parts had been allowed drawback as 
for motor vehicle parts. 

4.70. At the instance of the Committee, the Department of 
Revenue 6; Insurance furnished the descriptions of the parts or 
spare parts exported at the t ~ v o  Customs Houses. From the infor- 
mation furnished, the Committee found that some of the items ex- 
ported were described as under: 

( i )  Front axle assembly. 
(ii) Gear box assembly. 

(iii) Cylinder head. 
(iv) Diesel Engine Assembly. 
(v) Motor spares-Engine Assembly complete, fitted with 

exhauster. 
(1.i) Engine Assembly complete, fitted with compressor (less 

clutch service size). 

4.71. The Committee desired to know hoiv such items were 
declared by the exporters in the shipping bllls. In a note. the 
Department of Revenue & Insurance furnished the follou~ing infor- 
mation in respect of the two Customs Houses: 

"Madras Custom House: 
The exporters had declared the goods in the Shipping Bills 

as. hl. V. Parts of Indian origin, spare parts for Ashok 
Leyland Vehicles (such as) front. Axle assembly, Rear 
Axle assembly etc. (as the case may be).  

Tuticorin Custom House: 
The goods were declared a.j hlotor spares-spare parts for 

Ashok Leyland Vehicles, Motor Spares-Engine Assemb- 
ly  for Ashok Leyland Vehicles Motor parts for Tata & 
Ashok Leyland Vehicles; Motor vehicle parts-Power 
Pack Pistons Comp. & Cylinder Liners, Motor Vehicle 
parts. Piston Rings & Liners, Motor Vehicles Partr 
Piston Assy. Power Pak Cylinder Liners." 



4.72. The Committee asked whether, a t  the time of examination, 
t h e  correct classification was indicated. In  a note, the Department 
of Revenue & Insurance stated: 

"The declaration of the goods of diesel engine and other 
parts as motor vehicle parts was by and large confirmed 
in the examination reports. The Shed appraising staff 
did not go into the question of classification for draw- 
back purposes." 

4.73. The Committee enquired into the procedure for classify- 
ing the articles, the materials on which reliance is placed for classi- 
fication and whether all such materials were consulted in those 
cases. In a note. the Department of Revenue & Insurance replied: 

"Madras and Tuticorin Cztstom Houses: 

The procedure for classifying the articles is based on the 
exporter's declaration, invoice description, packing 
specification indicating the part numbers, the manufac- 
t u r e r ' ~  catalogue, the certificate issued by the Export 
Inspection Agency & Drawback Schedule. These mate- 
rials were consulted in the cases in question." 

4.74. In reply to another question on the practice of other ex- 
porters at other ports. the Department of Revenue &: Insurance 
stated: 

"The practice in the other major ports appears to have been 
to allotv drawback on components of diesel engines of 
vehicular type a t  the rate applicable to components of 
motor vehicles under item 59 of the Schedule I to the 
Drawback Rules. There have been no reports of t h e  
CRAD at  other ports raising any objection to the practice 
prevalent therein." 

4.75. The Committee asked whether the Department had re- 
viewed all exports and, if so, desired to know the results of the 
review. In a note. the Department of Revenue & Insurance 
state$: 

I t  is reported that during the period from May 1968 ta 
February 1972, there had been 125 cases of shipment of 
spare parts. The department has reviewed 80 cases 
which include 38 cases reviewed under T.A. Memo G-lTt 



and G19. The balance 36 cases could not be reviewed 
for the following reasons: 

(a) 20 cases pertaining to the year 1968 could not be re- 
viewed, as the connected papers have already been 
destroyed. 

(b) The remaining 16 cases could not be reviewed for  
documents. 

The excess payment would arise if it is considered diesel 
engines and diesel engines parts of a mator vehicle should 
be excluded from the scope of item 59 of Schedule I. In 
a few cases short payment has arisen in view of error 
in classifying even Motor Vehicle part of non-engine 
type as diesel engine type as diesel engine parts. The 
excess and short payments are indicated below: 

Excess Short 
Payment Payment 

I .  In I S  cases reviewcd wdn T.A. Mcmc G-1- . . + S I I . ~ O  

4. h u n t  already recoveted from tke parly I F  rc:pcc. c f I S  c:.. i' 
r e v l e w d  w d e r  ?'.A. Mcmc G-1; 4811.40 . . 

Turico~l'ta Custom Housc : 

Luas TVS Ltd., Madras . Rs. ~0 ,211 '51  

Rs. 17,622-08' 
79'70 

*Th\ 1 5  r o t  on accoupt of applyrrg the uyor p S. h'o u betwccri 5c at d 95 of tl C old 
Drawback 4chedule. But drawback was or~glr ally al l iutd @ ~ c :  L I  ~ ' C T  i l im 5 0  ( 1 I:t 
S c h e d u l e w h e ~ c a ~ a c c ~ ~ d ~ r  g ro  Ardlt drawback sluul<' kavc tcep ill'cvCd sit ttC k ~ w  d r b l e  
lk& ufi& hlrutry's l a &  F. No. 601122 12 7o-DBK(457, dated 19-9-70 @ Ic/.?o ~ C T  
tlgire. 



Indian Pist,ons, NIadras Rs. 20,117.07 (Realised.) 

No review of exports made at other ports has been under- 
taken. It  is the view of this Department that diesel en- 
gines of motor vehcular type and components parts there- 
of should be allowed drawback at the rate fixed for com- 
ponents of motor vehicles under item 59 of the Schedule 
I for the reasons already communicated to Audit in the 
Ministry's D.O. F. No. 6U3'11j73-DBK, dated 2nd January, 
1974." 

4.76. To another question whether there were similar items in 
the Drawback Schedule which gwe scope for double of classifica- 
tion, the Department of Revenue & Insurance replied: 

"No such case has come to our notice of similar items in the 
Drawback Schedule which S v e  scope for doubts of classi- 
fication." 

4.77. The Committee asked why the Custom House in this case had 
not thought of the alternate classification. In a note, the Depart- 
ment of Revenue & Insurance replied: 

"Madras Custom House: 

In those cases where the diesel engines parts for motor vehi- 
cular type were passed under item 59 of the Drawback 
Schedule as motor vehicle parts and drawback paid at  
10 per cent ad wdorent, the Custom Houses did not decide 
in favour of the classification of diesel e n w e  parts under 
item 95 of the Drawback Schedule for the following rea- 
sons: 

(i) The goods were declared as M.V. part in all the ex- 
port documents including Export Inspection Agency 
Certificates. 

(ii) The goods were shipped to Ceylon Transport Board 
and other operators in Colomkm and a few consign- 
ments to Singapore. The components, spares etc. were 
supplied for t he  purpose of maintenance of the vehi- 
cles that were supplied earlier by the exporters. The 
engines and the spares were only M.V. parts as per 
the exporter's catalogue The spare parts catalogue 
is shown as referring to 'Comet' vehicles (Export 
Models Ceylon). Therefore, payment of drawback a t  
the rate of 10 per cent of the FOB value under item 
59 of Drawback Schedule, wherever, the goods were 
meant fur motor vehicle application is in order. 



(iii) The practice in the Custom House had been that if 
the party could satisfy the Custom House that the 
Diesel Engine spares were for M.V. applications (i.e. 
to the fitted on to Motor Vehicles, as per party's cata- 
logue for Motor Vehicles) then drawback was granted 
at 10 per cent of the FOB value as spares for motor 
vehicles. All diesel engines spares, other than those 

meant for M.V. applications (i.e. to be fitted on to motor 
vehicles, as per party's catalogue for motor vehicles), 
then drawback was granted at 10 per cent of the FOB 
\.slue as spares for motor vehicles. All diesel engine 
spares eligible for drawback at the rate of 4.6 per cent 
of the FOB value. 

The exporters have declared the goods in question as motor 
vehicle parts and the classification was also verified at 
the time of examination and passing the goods. The 
classification given by the exporters was accepted by 
the Custotn House. Therefore. the goods were consirie- 
red under S. No. 59 viz. components, spare parts, acce- 
ssories and ancillaries of motor vehicles not otherwise 
specified. The definition given under S. No. 95 is 'com- 
ponents. parts spares and only articles meant for ex- 
clusive use in diesel engines could be brought under 
this item and all others capable of being used in motor 
vehicles have to be brought under S. KO. 59 as motor 
vehicles parts not otherwise specified. Hence the ques- 
tion of classifying the goods in question under S. NO 95 
was not considered. 

From the reports received from both Madras and Madurai 
i t  would appear the spare parts exported would fall in 
one of the following categories: 

( i )  motor vehicle parts other than engine parts of motor 
vehicles run on diesel. 

( i i )  parts of the engine of the motor vehicles run on 
diesel. 

(iii) diesel engine in assembly form (complete) used in 

the motor vehicles. 



In the case of (i), the practice a t  all the other ports incIud- 
ing Tuticorin appear to have classified them as motor 
vehicle parts only and given drawback a t  the rate of 
10 per cent. In Madras in a few shipments the Apprai- 
sers do appear to have made a distinction between the 
engine and non-engine parts of motor vehicles and had 
considered parts of the diesel engine of vehicular type 
also in the general category of diesel engine parts and 
given a drawback @i 4-6 per cent. The majority of 
such shipments have, however, been passed as motor 
vehicle parts. The Audit (CRAD) of other parts do not 
appear to have objected to the practice prevalent there. 
In our considered view also the rate of 10 per cent 
should be appIicabIe to engine parts of motor vehicles. 

In respect of (iii) there appears to have been one consign- 
ment each exported from Madras and Tuticorin. Madras 
passed the consignment of diesel engine assembly a t  the 
rate of Rs. 19.30 per engine. Tuticorin (Madurai Collect- 
orate) appears to have passed the consignment which 
consisted of diesel engine assembly at the rate of 10 per 
cent and later reassessed at Rs. 19.30 per engine after CRA 
objection. This rate of Rs. 19.30 was determined by the 
Drawback Directorate in 1970 for diesel engines of 
the general category mainly exported by merchant 
exporters. This rate was fixed on purelv ad hoc 
basis on 34-70  with a view to liquidate the large number 
of provisional claims pending brand rate fixation relating 
t o  diiesel engines of stationer:. type. The instructions 
issued to the Collectors in letter F. No. 601 22'12'70- 
DBK (457). dated 19th September. 1970 specified 
as Schedule I1 rate where no rates have been fixed sepa- 
rately. These instructions were clearly not intended to 
apply to diesel engines and parts thereof of the type and 
kind for use in a mot.or vehicle." 

4.78. The Audit objection in  the present case primarily relates 
to the classification of diesel engine parts of motor vchickes as 
'motor vehicles parts', under item 59 of the first schedule to Draw- 
back Rules, 1960, instead of classifying them as 'con~ponents, spare 
parts, accessories and ancillaries of diesel engines' under item 95 
of the schedule for the purposes of grant of drawback. The Com- 
mittee find from the nomenclature and dewriptiorr of some of the 
items on which drawback had been allowed at the high rate of 10 
per cent of f.0.b. values applicable to 'motor vebiclcs parts' that 



they, prima facie, appear to be conlponent parts or ancillarjes of 
the d i d  engines, or, in some cases, even diesel engine assemblies. 
No doubt, the diesel engine assembly itself constitutes part of the 
motor vehicles. However, since a specific i t a n  for components, spare 
parts, accessories and ancillaries of diesel engines has been provid- 
ed in the drawback schedule, and from a reading of the items as 
they are  actually worded, the Committee are doubtful whether such 
items can be brought under the more general iten1 of motor vehicle 
parts, and it appears to be more logical to treat them under item 
95 of the schedule. Since a dispute exists on this point between 
Audit and the Ministry, the Committee desire that this should be 
resolved expeditiously. Pending a firm decision, the Committee are. 
of the view that a classification more favonrable to revenue should 
be provisionally adopted. 

4.79. In the meantime. the Committee desire also that a review 
.;hould be conducted of all such exports at ports other than Madras 
and Tuticorin, and the extent to which drawback hns been allowed 
in excess under item 59 should be determined and intimated to the 
Committee. 

4.80. I t  would appear that between Madras and Tuticorin there 
has been no uniformity of procedure in allowing drawback on such 
narts. Even within the Custom House, the department was obvious- 
ly  led by the declaration of exporters, instead of taking tho initia- 
tive itself for ascertaining the correct classitication. If  there was a 
conflict in the schedule or if  two items were found to be overlapping 
in practice, the Committee feel that the Collector should have got 
the points clarified from the Ministry who, 011 their part. sholild 
have issued dear  instructions in this regard so as to avoid ambi- 
gui ty and confusion. 



CHAPTER V 

MISTAKES OF NEGLIGENCE 

Audit Paragraph 

5.1. Customs duties may be paid in cash or hy cheque on assess- 
ment of the goods imported. Facilities are also available to impor- 

ters for payment of these duties by having a running deposit as- 
count with a Custom House. Sufficient balmces a te  kept in these 
deposit accounts (known as 'Personal Deposit Accounts') and duties 
assessed are  recovered by debit to these deposit accounts. 

5.2. In a major Custom House, a bill of entry presented on 28th 
February, 1973 was correctly assessed for duty amounting to 
Rs. 9,70,220; but while recovering the duty by adjusrment in the 
personal deposit account of the importer. only an amount of 
Rs. 1,70220 was debited. 

5 3. On this being pointed out by Audit in Auquqt 1973. the short 
lev! of Rs 8 lakhs was recovered by the Custom House or. 6th 
September 1973. 

5.4 I n  ~ h c  same Custom House, the assess:~'rsle value of the goods 
cleared In August 1972 was inadt.ertently t ~ k c n  111 a bill of entry 
as Rs. 5.896 instead of Rs. 58,961. This resulted i ~ ;  a short levy o? 
duty of Rs. 17.246. The short levy was reco7,ered by the Custom 
House in February. 1973. 

[Paragraph 7 of the Report of the Comptroll~r 2nd Auditor Genera! 
of India for the pear 1972-73. Union GOT-ernmen! (Civil). Re- 
venue Receipts. Volume I. Indirect Tasesl. 

Rnrkgrourtd Infor7natiot1-17nport Procedure 

5.5. All imported goods are cleared from Cuc! I r n ?  by presenta- 
tion of a document called bill of entry in t h p  prescribed form ir, 
quadruplicate (Section 46). These bills may be prior to entry and 
duties may be paid in cash or adjustment through deposits, the bills 
are ~ccordinglv stamped on top. 



5.6. In respect of duty payments most Custom Houses act as their  
own treasuries. Cash is received by the Cash and Accounts De- 
pe,l$rnent with the bills of entry and the receipts are stamped on 
these documents. Importers having continuous imports are per- 

mitted to have a deposit account, with the Customs Department, the 
duty amounts involved in individual cases being, debited against 
the deposit made by the importers earlier. 

5.7. The bills of entry filed are passed through various processes 
before duty is paid. They are scrutinised, noted in the Manifest, 
passed on to the Appraising group. The Appraisers check rele- 
vant documents like contracts, invoices etc., indicate the value, re- 
classification and rate of duty. The comptist attached, works out 
the  amount of duty and types in figures and words in pin-point 
typewriter the duty payable on the original and duplicate copies of 
bills of entry. 

5.8.  The bills of entry are thereafter handed over to the impor- 
ters for payment of duty in cash or by debit to the deposit account 
as the case may be in the Cash and Accounts Department of the 
Custom House. 

5.9. A note furnished, at the instance of the Committee, by the 
Department of Revenue and Insurance. on the procedure for the 
adjustment of duty in the Personal Deposit Accounts of the im- 
porters with the Customs Houses is reproduced below: 

"The firm holding a personal deposit account with a Custom 
House and desirous of paying duty, import or export an  
the case may be, by debit to their deposit accounts are 
required to make an endorsement 'Debit to our Personal 
Deposit Account' on the top of all copies of Bill of Entry 
or Shipping Bill duly signed and dated by the Depositor 
or his authorised agent. After assessment oi duty on the 
Bill of Entry or Shipping Bill, the Ledger Clerk and the 
Sheet writer have to exercise the following checks for 
the purpose of debiting duty to the Personal Deposit 
Account :- 

(i) the Bill of Entry or Shipping Bill has been clearly 
stamped with the words 'debit to Personal Deposit 
Account'; 



(ii) the duty payable has been duly calculated and entered 
in the appropriate column of the document; 

(iii) the duty payable is duly pin-pointed in figures and 
words with a pin-point type-writer in the appropriate 
space and duly signed by the Comptist of the Apprais- 
ing Group concerned; 

(iv) the deposit account has sufficient balance to cover the 
duty payable. 

After admission of Bill of EntryIShipping Bill for payment 
of duty by debit to the deposit account of an Importer/ 
Exporter, the Ledger Clerk proceeds to debit the duty to 
the deposit account, by entering the duty in the column 
meant for 'Debit'. He affixes the necessary stamps on all 
the copies thereof, endorses the amount and the Deposit 
number in the stamp provided for the purposes. These 
documents are then passed on to the Ledger Examiner for  
check and counter-initial." 

5.10. The Committee asked how the mistakes in the cases point- 
ed out by Audit had occurred. In a note, the  Department of Re- 
venue and Insurance replied: 

''in the case referred to in Audit para 7 ( i ) .  \vhile perforating 
the duty amount on the bill of entry the pin-point typist 
took the duty amount to be Hs. 1.70.21:4.50 instead of 
Rs. 9,70,219.50 being the correct figure and typed the duty 
amount accordingly. There was overlapping of the 
figure of duty amount by the date of the assessing A . ~ ' s  
signature. 

As regards the case referred to in pcra 7(ii) of  the Audit 
Report, the mistake occurred because the comptist while 
calculating the duty, took the value as Rs. 5,896 instead of 
Rs. 58,961. The digit 1 was construed as a line o r  stroke 
and was omitted." 

5.11. To another question on the stages in the Custcrm House a t  
which mistakes of this type are detectable, the Department of Re- 
venue and Insurance replied: 

"According to the instructions on the subject, the Bills of 
Entry, after they have been asssssed to duty by the Ap- 



praisers and countersigned, if any, by the higher officer 
are passed on to the Comptists without being handed 
over to the importers/clearing agents. The comptists are 
required to calculate the  duty assessed on the Bills of 
Entry and to indicate the  duty recoverable thereon under 
their dated initials and to pass the same on to the pin- 
point typewriter operators. The pin-point typewriter 

operators perforate the amount of duty in bo€h words and 
figures on all copies of the Bills of Enfry in appropriate 
spaces, initial the same and then rclease them for being 
handed over to the importers/clea~inq agents. The Cash 
and Accounts Department, on their presentation, collects 
the  duty indicated on the Bills of Entry. Subsequently, 
the Bills of Entry. on receipt in the Internal Audit De- 
partment. are audited. In the Internal Audit De- 
partment calculations are checked by a Comptist. 

The mistakes of this type should, therefore, he detectable 
by the Comptist in the Internal Audit Department. In 
the instant case this mistake was not detected due to over- 
lapping of figure and error on the part of pin-point type- 
writer operator in the Group and due to omission on 
th'e part of the Comptist." 

5.12. The Committee desired to know whether the duty calcula- 
lions in Internal Audit were done mechanica!ly or manually and 
were infarmed by the Department of Revenue and Insurance that 
the Internal Audit Department checks calculations by machine. 

5.13. The Committee enquired whether the statistical branch 
had checked the bills of entry and desired to k n o w  the checks exer- 
cised a t  that stage. In a note, the Department of Revenue and In- 
surance replied: 

"Statistical Branch is concerned with cnmpilation of Iigures 
relating to quantity and value of the good,; imported and 
the revenue collected thereon. It checks the code No. 
of the commodity with reference to the description of the 
goods shown in the Bill of Entry"  

5.14. In reply to another question whether the mistakes had 
been pointed out by the importers and, if not,, what action was pro- 
posed to be taken against the importersJclearing ?gents, the Depart- 
ment of Revenue and Insurance stated: 

"The mistakes were not pointed out by the Iniporters or the  
clearing agents. As the Importers'Clearing agent5 have 



not committed any offence the question of taking any 
action against them does not arise." 

5.15. When asked whether Government contemplated any changes 
in procedure to avoid such mistakes going undetected in future, the 
Department of Revenue and Insurance replied in a note: 

"As for the existing procedure is concerned, there does not 
appear to be any lacunae in the same. In the instant 
case, they were on account of human failure. The Gov- 
ernment, therefore, do not contemplate any changes in  
the procedure." 

5.16. The system of indicating the duty on the bills of entry by 
perforation with pin-point typewriters had been introduced after a 
fraud in a Custom House was reported in paragraph 16 of the Audit 
Report on Revenue Receipts, 1966. The Ministry of Finance (De- 
partment of Revenue and Insurance) had then informed the Public 
Accounts Committee (1967-68) in that connection as follows: 

"In order to plug the loopholes in the existing procedure and 
prevent the clearing agents/importers from making frau- 
dulent alterations in the bills of entry, a system is being 
introduced of perforating both in figure and words the 
amount of duty on all copies of the bills of entry with 
pin-point typewriters. Simultaneously from the long 
range point of view this Ministry are considering other 
appropriate measures for eliminating the chances of hau-  
dulent alterations in bills of entry.'' 

In paragraph 2.56 of their 2nd Report (Fourth Lok Sabha), the 
Committee had observed as follows in this regard: 

"The Committee hope that the improvement in the system 
which was proposed to be introduced and other measures 
which the Ministry intended to take would eliminate op- 
portunities for fraudulent alterations in hill of entry. They 
desire that a proper watch should also be kept on the 
new system so that cases of frauds are altogether elirni- 
nated." 

5.17. The Committee enquired into the action taken on the above 
recommendation and asked whether the Central Board of Excise & 
Customs had conducted a study of the procedure in this and other 
469 LS-7. 



Customs Houses. In  a note, the Department of Revenue & Insurance 
replied: 

"Pursuant to the recommendations contained in para 2.56 of 
2nd Report of PAC, implemental instructions were issued 
to all Collectors of Customs. They were also required to 
keep a strict watch on the new system of perforation of 
B/E with pin-point typewriters with a view to eliminate 
a h g e t h e r  the chances of fraud. T,he system introduced 
has been working satisfactorily and no complaint has so 
far  been received in this regard from the Custom Houses. 
As a result, no special study of the procedure appeared 
necessary. The mistakes in the cases pointed out are not 
defects in procedure but mistakes on the part of the staff." 

5.18. The Committee were informed by Audit that an issue inci- 
dental to the cases c~mmented  upon-in the Audit paragraph was the 
question of handing over the bills of entry to importers or clearing 
agents and that a suggestion made by Audit for the movement of 
these bills departmentally to the Cash Section had not found favour 
with the Central Board of Excise & Cuitoms. 

5.19. In  this emnection, the recommendation of the Customs 
Study Team, contained in paragraph 3.39 (ii) of their Report is re- 
produced below: 

"The calculation should be completed in the same unit of the 
Custom House that fixes the, rate of duty, so as to omit 
the additional stage involving return of bill of entry ba 
importers and resubmission to accounts department which 
the present procedure entails. After calculation the im- 
porter should be able to go direct to the Cashier if duty 
is to be paid in cash or to the deposit account unit, if the 
duty is b3 be debited to a deposit account." 

5.20. The Committee enquired into the action taken by Govern- 
ment on the above recommendation of Customs Study Team. In a 
note, the Department of Revenue & Insurance replied: 

"The Customs Study Team's recommendation, as accepted by 
the empowered committee, is already in force in the Cus- 
toms Houses." 

5.21. The Committee are perturbed over the two instances of 
negligence, pointed out in the Audit paragraph, which would have 



deprived the exchequer of Rs. 8.17 lakhs, but for the timely d e t e c t h  
by the Central Revenue Audit. In the first case, tt has been stated 
by the Ministry of Finance that whEe perforating the duty amount 
on Uhe bill of entry, the pin-point typist took the duty amount to be 
Rs. 1,70,219.50 instead of Rs. 9,70,219.50, and typed the duty amount 
accordingly. This mistake is stated to have occurred b a u s e  of 
the overlapping of the figure of duty amount by the date of the as- 
sessing officer's signature. In the second case, the computist, while 
calculating the duty, had taken the value as Rs. 5,896 instead of 
58,961, construing the digit 1 as a line or stroke and omitting the 
same. Though the mbtakes have been atkibuted to "human failure", 
the Committee would like to be satisfied that no malafides are in- 
volved, in view especially of the fact that the mistakes had gone 
undetected both in the accounts branch and in internal audit, while 
the importers or clearing agents had also, for obvious reasons, not 
pointed out the short-levy. The Committee, therefore, desire that 
the various aspects of these t h o  cases should be investigated 
thoroughly with a view to ensuring that there had been no attempt 
to defraud Government of its legitimate dues. 

5.22. As a safeguard against the recurrence of such costly lapses, 
the Committee would suggest that duty amount should be indicated 
on the bills of entry by the comptists boldly both in figures and 
words and the typist instructed to perforate the same after carefully 
checking the amount both in words and figures. It would also ap- 
pear that there is, strangely, no check on the work of the comptist 
and the typist. The Committee desire that the adequacy of the 
existing arrangements for the initial calculation of duty should be 
reviewed immediately and stringent measures taken to plug all loop- 
holes. Besides, in all cases of duty collection, the calculations should 
be carefully checked in the accounts branch and wherever default 
is detected, deterrent action should be taken against the erring offi- 
cials. 

5.23. That, as noted earlier, the mis?akes should have gone un- 
noticed in the Internal Audit Department, indicates that in spite of 
the reorganisation of the Internal Audit Department in 1969 after 
repeated observations by the Committee in this regard, the internal 
audit machinery is still not adequate to meet the challenges posed 
to it and requires further streamlining. Since, as it appears, the 
duty calculations are rechecked in internal audit with the aid of 
machines, it is inconceivable to the Committee that these mistakes 
should have remained undetected. It  follows, therefore, that the 



prescribed checks had been exercised, if at all, in a desultory fashion. 
S e  Committe are inclined to take a serious view of the lapse and 
desire ftxation of responsibility for appropriate actbion. The ade- 
quacy of the existing arrangements for internal audit in this Custom 
House sb'ould also be reviewed and suitable remedial measures taken. 



OVER ASSESSMENTS 

Audit Paragraph 

6.1. Consignments of fabricated Imn and Steel structure import- 
ed, in January, 1962, were incorrectly assessed to duty in a Custom 
House at Rs. 83 per metric tonne plus 5 per cent ad valmem and to 
countervailing duty at 5 per cent ad valorem plus Rs. 39.35 per 
metric tonne under item 63(9) read with 63(36) of Indian Customs 
Tariff. Duty at Rs. 59.10 per metric tonne only was leviable, if the 
g o ~ d s  had been correctly classified under item 63 (9), ibid. 

6.2. On this being pointed out by audit, in October, 1970, the Cus- 
tom House admitted that duty had been overcharged to the extent 
of Rs. 87,758 and refunded the amount to the party concerned in 
March, 1972. 

[Paragraph 8(i) of the Report of the Comptroller and Auditor 
General of India for the year 1972-73, Union Government (Civil), 
Revenue Receipts, Volume I, Indirect Taxes]. 

6.3. The G~mmittee were informed by Audit that the imports in 
this case were made in January, 1962 under the Special Procedure 
applicable to machinery intended for specific projects. The essence 
of this Scheme, which was evolved in 1961 to facilitate the assess- 
ment of imported machinery and other equipments against contracts 
registered by Government undertakings, Electricity Boards, etc., was 
that all imports would be provisionally assessed in the first instance 
and final assessments would be made later at the plant' sites when 
the weights, value and classification are all finally decided. At the 
end of all the imp~r ts ,  the contracts would be Analised by drawing 
up a reconciliation statement of imports, their value and duty asses- 
sed. Differential duty amounts arising consequently are either re- 
funded or recovered, as the case may be. 

6.4. In a note furnished to the Committee, explaining the circum- 
stances in which the mistake had occurred in the case p h t e d  out 



in the Audit paragraph, the Department of Revenue & Insurance 
stated as follows: 

"The correct rate of duty appjicable on the subject goods, im- * 

: ported in January, 1962, falling under item 63(9) of I.C.T. 
was Rs. 59.10 per tonne. In Finance No. 2 Bill, 1962 (which 
was effective from 24-462) duty under item 63(9) ICT was 
enhanced to Rs. 60 per tonne plus 5 per cent ad v a b e m  
and a new item 63(36) was created in terms of which 
countervailing duty at  the rate of 5-per  cent ad valorem 
plus Rs. 39.35 per tonne was also leviable. 

Through oversight while assessing bills of entry at plant site 
the assessing officer applied the rate of duty as prevailing 
after 24-4-1962." 

6.5. The Committee asked whether the over-assessment in this 
case ,had been pointed out by Interpal Audit. The Department of 
Revenue & Insurance replied: 

"Due to omission, this case of over-assessment escaped the 
notice of Internal Audit Department" 

6.6. The Committee desired to know when the documents were 
received in Internal Audit and the Department of Revenue & Insur- 
ance stated: 

"The relative file containing 199 bills of entry, including ttose 
under consideration, was sent to Internal Audit in 
February, 1965." 

6.7. The Committee were also informed by the Department of 
Revenue & Insurance that the relevant documents were audited in 
the Internal Audit Department prior to the reorganisation of the D e  
partment. 

6.8. In reply to another question relating to thp date of completion 
of the assessment, the Department of Revenue & Insurance stated: - 

"Presumably the reference is to plant site assessment after 
which the B/E was sent to IAD. The bill of entry No. 1153 
dated 10-1-62 was assessed at the plant site on 1st January, 
1965. The plant site assessment of other two bills of entry 
viz. 1030 dated 9-1-62 and 1028 dated 9-1-62 was done on 
the relative duplicate bills of entry which are not traceable 
m w  and as such actual date of assessment at plant site in 
respect of the said two bills of entry is not available. How- 
ever, it was reported by the Collector of Customs that 



from the statement prepared by the Appraiser, it appeared 
that the assessment of these two bills of entry was dam 
at the plant site prior to 1st February, 1965." 

The Committee Larnt from Audit that though the assessments were 
reported to have been flnalised in January, 1975, the relevant docu- 
ments were produced to Audit only in October, 1970. 

6.9. The Committee desired to know whether the contract in this 
case had been finalised and whether there were similar overjunder- 
assessments in this contract. In a note, the Department of Revenue 
& Insurance stated: 

"Collector of Customs, Calcutta, has informed that uptill June,. 
1974, the importers (Government of India Undertaking) 
had not submitted reconciliation statement, final price/ 
payment certificate alongwith other necessary documents 
for finalisation of contract- and therefore the contract still 
remained to be finalised by the Custom House. 

Cakutta Custom House has confirmed that there are other 
similar cases of overlunder assessments relating to certain 
bills of entry covered by the same contract" 

6.10. The Committee are unhappy to note that in this case, con- 
signments of fabricated iron and steel, imported in January,\l962, by 
a Government of India undertaking under the Special Project Import 
Procedure, had been wrongly assessed 'through oversight' at the rates 
applicable after the Budget of 1962, resulting in an excess collectiw 
of duty tb the extent of Rs. 87,578. The Committee view with dis- 
favour cases of over-assessment as much as those of under-assessment. 
The Department must guard against the recurrence of such mistakes. 

6.11. Surprisingly, this case of over-assessment is stated to have 
escaped, 'due tb omission', the notice of the Internal Audit Depart- 
ment also. That such an obvious mistake of non-application of the 
correct, prevalent rates of duty should have gone undetected in 
Intern& Audit is a sad commentary on the working of the Depart- 
ment. The Committee can only reiterate the hope that with the 
reorganisation of dhe Internal Audit Department, which bas been 
brought about after repeated expostulation by the Committee, sucb 
'omissions' would be at last a thing of the past. 

6.12. The Cornmilltee find that thcugh the assessments in this case 
were reported to bave been finalised in January, 1965, the relev@ 



documents were produced to Centrd Revenue Audit only in October, 
1970. This is net the first instance of egregious delay that has come 
lo the notice of the Committee. The Committee see no reason why 
i t  &odd k v e  taken over Bve years to furnish simple documents to 
Audit. This long. delay is inexcusable and needs to be exphained 
satisfactorily. 

6.13. Another disturbing feature of this case is that the subject 
goods, after provisional assessment in 1962, were finally assessed, 
u n k r  the Special Project Import Procedure only in February, 1975. 
The Committee had had occasion earlier, in paragraph 1.71 of their 
80th Report (Fifth Lok Sabha), to recommend, inter alia that 
arrangement should be made to avoid delay in assessment of goods 
under tb:s procedure. The Committee desire that the existing 
arrangements for the finalisation of assessments under the special 
procedure should be urgently gone into and necessary measures 
taken. 

6.14. The Committee are also concerned to note that, even after 
the lapse of about 12 years, the rontract in the present case remains 
to be finalised by the Custom House on account of the non-submis- 
sion, till June, 1974, of the reconcihhtion statement by the importers. 
a Government of India undertakmg, and a h  because there are 
other similar cases of under and over-assessments. The Committee 
are thoroughly dissatisfied with the state of affairs and desire that 
vigorous steps shodid be taken to finalise the contract and to recover 
or refund the duty underJover-assessed. In tihis connection. the 
Committee would also invite attention to the recommendations con- 
tained in paragraphs 1.36 and 1.37 of their 135th Report (Fif!h LoL 
Sabha). 



OTHER TOPICS OF INTEREST 

Non-settlement of Customs duty and Drawback refunds far Air 
Turbine Fuel 

Audit Paragraph 

7.1. Aircraft,; of Indian Airlines carry out foreign flights a l m  
When such aircrafts are foreign bound, duties paid on oil in store 
with them are refundable as drawback; similarly when aircrafts 
return from foreign flights customs duty will be charged on the oil 
left with them. To simplify such levies and drawback refunds, 
Government of India introduced a procedure in April, 1971, whereby 
a set off on quantity to quantity basis of oil imported and exported 
with the aircrafts could be made. The adjustment was required to 
be made on monthly basis in each port. Excesses or deficiencies were 
to be carried forward for adjustment against future quantities. The 
procedure authorised settlement of past pending cases also on the 
same lines. 

7.2. In an airport, this procedure was not adopted by the Custom 
House, holding that the aircrafts taking off from there, did not use 
imported fuel but only indigenous fuel, though even on export of 
indigenous fuel oil refund of excise duties paid is admissible. Con- 
sequently, no set off was allowed. The Customs authorities also 
started issuing demands for the oil brought with the aircrafts on 
their return journey from foreign flights. The arrears of customs 
duty amounted to Rs 14,72,862 upto May, 1972, of which demands 
were issued to the Airlines for Rs. 13,77,666 so far (February, 1974). 
I t  is reported that the Airlines have not paid the du.ties demanded. 

[Paragraph 9(b)  of the Report of the Comptroller and Auditor 
General of India for the year 1972-73, Union Government (Civil), 

Revenue Receipts, Volume I, Indirqct Taxes]. 

7.3. The Government of India, Minishy of Finance (Department 
of Revenue and Insurance) in  their letter F. No. 40/2/63-Cus-N 
dated 2 4 4 7 1  laid down a simplified procedure for adjustment of 
Castoms duty on aviation fuel found in the tanks of Indian Airlines 
aircrafts a t  the time of reversion from fdreign to ddmestic flights 



and for granting drawback on such oil taken in the tanks of such 
aircrafts at  the time of proceeding from domestic to foreign flights. 
The simplified procedure was given effect by issue of two Notifica- 
tions No. Customs40 and 41 dated 22-5-71. 

7.4. In terms of the notification No. 40 of 22-5-71, exemption of 
customs duty was given for so much of the quantity of a particular 
type of fuel imported in the aircraft on coming to India from a 
foreign airport as was equal to the same type of duty paid stocks 
taken out at the time of departure of the said aircraft, provided no 
drawback was paid thereon. It was also laid down that future ac- 
counting of import duty and drawback claims should be done month- 
ly provided there was no change in the rate of duty during the 
period. If more quantity of fuel was imported duty was to be 
charged on the excess and if the quantity imported was less than 
what was exported, the shortfall was to be carried forward to the 
following months for further adjustment against net amounT of im- 
port duy. 

7.5. The object of the procedure was to obvi.ate unnecessary 
clerical work and to dispense with the cash recovery or refund in 
respect of every flight. The procedure applied to foreign flights 
of the Indian Airlines and of the Indian Airforce aircrafts. 

7.6. Explaining the intention behind the procedure, introduced 
in 1971, at  the instance of the Committee, the Department of Re- 
venue and Insurance stated: 

"The procedure introduced in 1971 was intended to simplify 
the procedure for realising customs duty on imported 
aviation fuel and lubricating oil found in tanks and en- 
pines of Indian Airlines; aircrafts at  the time ef their 
reversion from foreign to domestic flights and for grant- 
ing drawback on the same on their diversion from do- 
mestic to foreign flights." 

7.7. The Committee asked whether Indian Airline3 was using 
imported or indigenous fuel, when the proposal was mooted. In a 
note, the Department of Revenue and Insurame replied: 

"It is learnt that IAC was using indigenous fuel when the 
proposal was mooted for approval to the Minister but 
IAC had not made any proposal with regard to that." 



7.8. In  reply to another question whether the proposal was te 
have retrospective or prospective effect, the Department of Revenue 
and Insurance stated: 

"The proposal was for giving both retrospective and prospc- 
tive effect." 

7.9. The Committee asked how the Ministry had overlooked the  
use of indigenous oil, if the proposal was to have prospective effect- 
In a note, the Department of Revenue and Insurance stated: 

"The simplified procedure introduced in 1971 was devised a t  
the request of IAC for adjustment of duty on imported 
fuel against the drawback admissible on the same cn air- 
crafts' reversion to foreign flights. The question of ad- 
justment of indigenous fuel against the impwted fuel was 
not raised by the IAC." 

7.10. The Committee desired to know when the Ministry or the. 
Central Board of Excise and Customs had come to know of the 
issue of demands by the Custom House. In a note, the Department 
of Revenue and Insurance stated that it was in the year 1955. 

7.11. To mother  question whether any of the Members of the 
Board had visited the Calcutta Custom House between 1972 and 
1974, the Department of Revenue and Insurance replied in the af- 
firmative. When the Committee asked, in this context, whether the 
arrears due from Indian Airlines were not brought to t,heir notice, 
the Department of Revenue and Insurance replied: 

"No, they were not brought to the notice of the Members of 
the Board." 

7.12. The Committee asked whether the Collector of Castoms 
had written to the Board stating that the procedure did not solve 
the problem in respect of export of indigenous oil. The Department 
of Revenue and Insurance replied in the affirmative. 

7.13. The Committee enquired into the procedure followed in 
respect of other foreign flights and aircraft of the Indian Air Force 
and whether similar demands had been issued in those cases. I n  a 
note, the Department of Revenue and Insurance stated: 

"The procedure is the same at Madras for flights to/from 



C o l o h .  Demands for duty have been issued, when- 
ever necessary."' 

A s  regards a i rnaf t  of the Indian Air Force, the Department replied: 

"The procedure introduced in 1971 is also applicable to IAF. 
The enquiries made from the Collectors of Customs re- 
veal that no demands are outstanding against IAF." 

7.14 The Committee learnt from Audit that the proposal fina- 
lisert in 1971 had been under examination since 1961. The Clommit- 
tee desired to know (i) why i t  should have taken ten years to fina- 
lise, (ii) whether the original proposal was modified at any stage 
and, if so, the changes effected, and (iii) whether the original pro- 
posal allowed drawback on indigenous oil taken on foreign flights. 
In a note furnished to the Committee, the Department of Revenue 
ar.d Insurance stated: 

"Before the introduction of the new procedure in 1971 duty 
was required to be charged on fuel and oil left in the 
aircrafts reverting from foreign to internal flight and 
drawback of duty was being granted on imported fuel 
and oil taken out by IAC aircrafts on their foreignl'flights. 
To simplify the procedure IAC suggested that no import 
duty should be charged on the aviation i w l  imported into 
India in the tanks of their ai~crafte on their reversion 
from foreign to internal flights and that no drawback 
would be claimed on the oil/fuel lifted by their aircrafts 
on their outward journey. After due consideration of the 
proposal by the Board it was tentatively decided to agree 
to monthly settlement of duty and drawback instead of 
in respect of each flight. Collector of Customs, Bombay 
and Calcutta were addressed on 29-1-1903 for their com- 
ments and suggestions. The proposed procedure was re- 
ferrred to Comptroller and Auditor General on 6-9-63 
for his concurrence with particular reference to the 
waiver of the strict requirement of the provisions of 
Treasury Rule 400. After some clarifications the pro- 
cedure was approved by C&AG on 18th November, 1965. 
Since the procedure involved relaxation of certain pro- 
visions of the Customs Act, 1962, the opinion of the Min- 
istry of Law was sought on 4th February, 1966 and 3fd 
March, 1966 with a view to overcome the technical dim- 
culties. After some clarification the advice of the Min- 



istry of Law ,was receiyed on 30th, if) uqt,, 1966. The 
procedure was ' ultirna&j. r"e&ed' tp 2 Cdlector of 
Customs Bombay /Calcutta and Collector of, Ceptral Ex- 
cise, Delhi on 25th November, 1966 tb a y q t a i n  whetlaer 
they anticipated any practi&l difficulty in its working. 
Replies from Collector of Central Excise, Collector of 
Customs CalcuttalBombay were received on 22nd Dec- 
ember, 1966, 27th December, 1966 and 3rd January, 1967 
respectively. The concurrence of the CAG to the pro- 
cedure on the accounts aspect was sought in May, 1967 
and was received in July 1967. The draft procedure and 
notification were shown to the Ministry of Law and ap- 
proved by them on 18th September, 1968. IAC, how- 
ever, objected to the modified procedure and it appeared 
that  $the same was too involved and perhaps also not 
fair to them. However, Collector of Customs, Calcutta 
had suggested that a quantity to quantity sef off could 
be allowed in respect of aviation fuel brought in and 
taken out by IAC aircrafts. This proposal was examined 
in detail and a decision was taken to exempt so much of 
the quantity of a particular type of fuel/oil imported in 
lIAC aircrafts as was equal to the du'y paid stock taken 
out a t  the time of its departure provided no drawback 
was paid thereon. 

The difference between the proposal originally conceived 
and the modified proposal finally adopted was that where- 
as the former considered simplifying only the procedural 
aspect of collection of duty and payment of drawback 
on the basis of monthly settlements, the latter proposal 
sought to cut out avoidable calculation, documentation 
and a lot of scriptory work by providing set off of the 
imported quantities against the exported quantities of 
comparable types of fuel and oil and by requiring duty 
to be charged on the balance only. The question in re- 
gard to drawback no indigenous oil was neither raised 
nor specifically considered while finalising the proce- 
dure." 

7.15. The Committee are unhappy that a simpli'8ed proaadure. 
evolved after ten long years of cogitation, for the adjustment of 
Customs duty on aviation fuel found in the tanks of aircraft of the 
Indian Airlines at the time of reversion from foreign flights and 



Oor tbe grant of drawback on tha h l  talreq in the tanks of these 
sircraft at the time of' proceeding horn domestic fa foreign fights, 
hrwt not taken Srrto account the d a t e  admissible in respect of the 
indigenous htel in the tanks of the  ,'outgoing aircraft. As a result, 
tbe  adjustment of set-off has been delayed and the arroars of 
customs duty due from the Indian Airlines unduly inflated and 
exaggerated. The Committee quite unable to accept the con- 
tention of the Ministry that the question of set-off of indigenous 
oil against imported oil was not considered or thought of a t  any 
stage. I t  is plain that the Ministry fhould have known, w h m  they 
adopted the set-off procedure in 1971, that Indian Airlines had 
been using indigenous fuel since 1st March, 1969. The Committoo 
would like the ~rocedure  now in vogue to be reviewed and racti- 
ficatory measures taken without delay. 

7.16. Even if it is conceded that t h ~  question of indigenous fuel' 
was not specifically considered at any stage, the Central Board of 
Excise and Customs could not have been entirely unaware of thc 
large demands raised by the Custom House against the Airlines, 
amounting to Rs. 13.78 lakhs and the arrears of duty of Rs. 74.73 
lakhs, in view of the fact that, as per the normal procedure, Mem- 
bers of the Board during their visits to the Customs Houses are 
expected to look into the arrear position. Yet, strangely enough, 
the  Committee find that though there had been visits by the Mem- 
bers to the Custom House between 1972 and 1974, the large arrears 
of duty outstanding against the Indian Airlines had not, on the 
evidence, been brought to their notice. This would indicate that, to 
put it mildly, the supervision and scrutiny esercised during such 
visits Aave not been very effective. The Committee would very 
much like to know the reasons therefore, and also the remedial 
measures, if any taken to improve the position 

Zrteguhr payment of Conveyance cha~ges  

Audit Paragraph 

7.17. Under the rules relating to overtime allowance no remune- 
ration should be paid to any staff working overtime, in addition to 
overtime allowance. In a port, besides overtime allowance calcu- 
lated according to rules, conveyance charges were paid to Customs 
officers posted on overtime duties at  a flat rate of Rs. 6 on each 
occasian, by collecting the amount from the merchants. The reco- 
very and disbursement of the amounts were not passed through 
Govem8nent accounts. When this payment was objected in audit. 



the department justified the payment on the ground that  the Fin- 
ance Ministry had ruled in June  1961 that  there was no objection 
to the payment of conveyance charges when the  Government ser- 
vant was recalled from his residence to perform overtime work 
and that  in the cases pointed out, the conveyance charges were 
collected from the  merchants and pdid to the  officers, only when 
the overtime work was done, not in continuation of office hours, 
or on holidays. 

7.19. The orders of the Ministry issued in June 1961 are, how- 
ever, not applicable with the coming into force of the Overtime 
Rules, 1968. Only when revised orders were issued on 16th July, 
1972, in this regard, additional payment by way of conveyance 
charges could be said to be admissible. Further, even c;n the basis 
of the orders of 1972 the admissibility of conveyance charges in 
these cases is open to doubt in the absence of recorded evidence 
to show that the officials were recalled from their residences to 
perform overtime work. In most of the cases, it was noticed that  
the interval between the closing hours of the office and the com- 
mencement of overtime work was barely 15 minutes. 

7.19. Conveyance charges thus collected and paid during the 
period from April 1968 to March 1971 was approximately Rs. 
1,00,534. Particulars of the amounts collected and paid for the 
subsequent period are being ascertained. 

[Paragraph 10 of the Report of the Comptroller and Auditor Gene- 
ral of In&a for the year 1972-73. Union Government (Civil), 
Revenue Receipts Volume I, Indirect Taxes.] 

7.20. The Committee desired to know the grounds for the pay- 
ment of conveyance charges. In a note, the Department of Revenue 
& Insurance stated: 

"The conveyance charges were collected in Madras Custom 
House only from the merchants/beneficiaries whenever 
the services of the officers were requisitioned by them for 
the work to be done on their behalf otherwise than in 
continuation of office hours, on Sundays and holidays or 
in places other than the docks. Sometimes the  over- 
time posting of the Customs executive staff are a t  places 
which are different from their place of duty. In  order 
that the Customs staff reach their place of duty for 
M.O.T. work in time, so that the merchants are not put 
to any inconvenience of monetary loss by way of their 
labour having to wait for the customs staff to arrive, the 



beneficiaries had agreed to either provide transport to 
the staff or to pay the conveyance charges to the staff in 
Madras Custom House. Thus the conveyance charges so 
paid were in lieu of the actual conveyance being pro- 
vided by the trade." 

7.21. The Committee enquired into the basis on which the flat 
rate of Rs. 61- had been fixed. In a note, the Department of 
Revenue & Insurance stated: 

"The conveyance cha rge  ranged from Rs. 1.50 to Rs. 61- 
depending on the distance travelled. The rate of Rs. 61- 
was fixed for distance of over three miles from the place 
of residence to the place of work." 

7.22. As regards the practice in other Custom Houses in respect 
of payment of conveyar~ce charges, the Department of Revenue & 
Insurance replied: 

"It has been ascertained that other Custom Houses did not 
recover conveyance charges from the trade nor paid the 
same to the staff." 

7.23. The Committee desired to know the total amount recovered 
as conveyance charges from the merchants/trade during the year 
1972-73. In a note. the Department of Revenue & Insurance 
stated: 

"A sum of Rs. 10.6441- was collected from mechants/trade 
during 1972-73 from April 1972 to 14th July, 1972 as 
conveyance charges. The practice of collecting convey- 
ance charges from merchan's trade was discontinued 
from 15th July, 1972." 

7.24. When Ministerial staff were called on overtime work 
after office hours or on holidays, the Committee asked whether 
conveyance charges were paid to them and, if so, a t  what rates. 
In a note, the Department of Revenue & Insurance replied: 

"The Scheme af O.T.A. applicable to the Ministerial staff 
inter al;a lays down that where a ministerial Govern- 
ment servant has been recalled from his residence to per- 
form overtime work, the competent authority may allow 
conveyance charges to such a Government servant in 
addition to Overtime Allowance. The conveyance 
charges actually incurred are reimbursable subject to a 



maximum of Rs. 30/- p.m. as per Government of India 
decision under Supplementary Rule 89." 

7.25. In respect of the cases listed in the Audit paragraph, the  
Committee enquired into the grounds on which overtime started 
practically immediately after office hours, an: asked whether it 
was because the officers could not perform the duties within office 
hours. In a note, the Department of Revenue & Insurance replied: 

"The Collector of Customs, Madras has reported that  the 
overtime duties of officers for whom the conveyance 
charges were paid commenced not earlier than 5.30 P.M. 
on working days. The overtime work for which con- 
veyance charges were paid did not, therefore, start 
immediately after office hours." 

In this connection, the Committee were informed by Audit that in 
a large number of cases, the overtime started from 5.15 P.M. 

7.26. The Committee desired to know the orders of Government 
regarding recovery of conveyance charges. In  a note, the Depart- 
ment of Revenue & Insurance stated: 

"No orders have been issued either by the Ministry or Cen- 
tral Board of Excise & Customs. The Collector of Cus- 
t o m s  Madras had, however, issued Public Notice 
No 67/55. dated 14th June, 1955. This Public Notxe 
nuthorise the collection of conveyance charges from the 
Merchants and payment thereof direct to the officials 
when the work is to be done otherwise than in continua- 
tion of office hours or on holidays or a t  places other than 
the Customs Wharf." 

7.27. In repl?. t~ another question whether the conveyance 
charges were passed tlirougli Government accounts, the Department 
stated: 

"The Custom House. Madras has reported that the convey- 
ance charges collected from the merchants in the Madras 
Custom House were paid to the officials direct without 
being brought into Government Account. The Custom 
House acted merely as a channel and these charges were 
in fact paid in lieu of the conveyance to be provided by 
the trade. This procedure of direct payment of con- 
veyance charges to the officials without being passed 
through Government account appears to have been 
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adopted to ensure its prompt payment to the conce~necl 
officers." 

7.28. The Committee asked whether there were any instructions 
for such collection and disbursement of amounts outside Govern- 
ment account and whether this procedure was authorised in this o r  
any other Custom House. In a note, the Department of Revenue & 
Insurance replied: 

"No instructions in this regard have been issued either b y  
the Ministry or the Central Board of Excise & Customs. 
The Collector of Customs, Madras had, however, iswed 
a Public Notice 67/55, dated 14th June, 1955. This Public 
Notice authorises the collection of convevance charges 
from the merchants snci payment therecf direct to tl,e 
officials without being brought into Government Account, 
when the work is to be done otherwise than in conti- 
nuation of office hours on holidays or at places other 
than the Customs. 

There is no such practice of collection and disbursement of 
amounts outside Government Account in other Custoin 
Houses.'' 

A copy of the Public Notice No. 67/55. dated 14th June, 1955 fumish- 
ed to the Committee by the Department of Revenue g! Insurance is 
reproduced in Appendix VIII. 

7.29. Explaining, a t  the instance of the Committee, the nature 
of merchants' overtime and the necessity for itt  the Department of 
Revenue & Insurance stated: 

"In respect of services performed by Customs officers in the 
docks and Custom House during normal working hours, 
no overtime fee is charged from the public. However, 
in respect af the work arising outside the normal work- 
ing hours, on Sundays and holidays or even during the 
working hours where the work has to be performed out- 
side the docks and the Custom House, overtime fees are 
recovered with rules framed in this regard under Section 
145 of the Customs Act, 1962. The fees so recovered are 
called Merchants Overtime Fees and are credited to the  
Government under the Revenue head. The work, in res- 
pect of which Merchants Overtime is recovered, is either 
of a type which cannot be postponed and has to be per- 
formed for the beneficiary outside the normal working 



hours and even on Sundays and holidays, or  arises in 
areas outside the  docks and Custom House. Further, in 
respect of the duties performed by the officers, outside 
their normal 4uty hours and on Sundays and holidays, 
they are required to be paid overtime allowance a t  the 
prescribed rates, such payments are debited under Ex- 
penditure Head. For these reasons, recovery of Mer- 
chants' Overtime fees becomes necessary." 

The Department also informed the Committee that such overtime 
was allowed to (i) Appraisers, (ii) Preventive Inspectors, (iii) Pre- 
ventive Officers, (iv) Examiners, (v) Women Searchers, (vi) Class 
IV staff and (vii) N.G. Executive staff of Central Excise Depart- 
ment employed on Customs work at ports and Land Customs 
Stations and foreign Post Offices. 

7.30. The Committee asked whether the overtime work was 
peculiar to any one Custom House or i t  was applicable to all Cus- 
toms Houses, Air ports and Land ports. In a note, the Depart- 
ment of Revenue & Insurance replied: 

"Merchant overtime work is not peculiar to any one Custom 
House and is applicable to all Custom Houses, Customs 
Airports and Land Customs Posts including Foreign 
Post Offices." 

7.31. To another question on the types of transactions that came 
under the overtime work, the Department replied : 

"Overtime work for merchants arises when, at their request, 
emergent jobs which cannot be postponed have to be 
attended to  outside the normal working hours and/or 
Sundays and holidays or during the working hours, out- 
side the docks and the Custom Houses. Such as clear- 
ance of export and import cargo including supervision of 
the loading and unloading, examination and assmsment 
and escortiug of inbond movements." 

7.32. The Committee desired to know whether the importers, 
exporters and clearing agents were the same in all the cases in 
which overtime had been paid or they were different on each 
occasion. In a note, the Department of Revenue & Insurance 
stated: 

"The Collector of Customs, Madras has reported that where 
the Custom Rouse Agents operate on behalf of the trade, 



the agents requisition the  services of Customs Officeib on 
behalf of different exporters or importers as the case may 
be on payment of necessary fees. Where, however, the 
exporters and importers who wish to clear the goods on 
their own, make individual applications for grant 01 
M.O.T. facility on payment of prescribed overtime fees." 

7.33. Explaining, at the instance df the Committee, the proce- 
dure prescribed for the sanction/approval of the overtime, the 
Department of Revenue & Insurance stated: 

"In respect of Merchant overtime an application is required 
to be made in a prescribed form before 3 P.M. These appli- 
cations are  serially numbered for a financial year. After 
acceptance. these applications by the Assistant Collectors- 
in-charge, are entered in details in the M.O.T. register 
having the following columns: 

S .  NO. Piace of Time No. of Kame of the Officers SanctioV:mg 
of \ w r k  applied shipping pal ty p s t e d  Authority" 

app!ica- for and Bdls/ 
tion dare Billsof 

E n t ~  y 

7.34. The Committee desired to know the levels at which the 
sanction was accorded and the scrutiny exerci'sed by the sanction- 
ing authority for the grant of overtime. In a note, the Department 
of Revenue & Insurance stated: 

"The cornpeten t authority for ordering overtime postings in 
the Customs House is an Officer not below the rank oi 
Assistant Collector. The overtime postings on Sundays 
and holidays require the approval of the Collector. Only 
after the c3mpetent authority vzz. Assistant Collector- 
in-charge/Collector is satisfied about the urgency of 
overtime posting and that the period applied for is 
justified by the workload, the applications are  admitted. 
The postings a re  so made that the work being paid 
for by the beneficiary, cannot be done during the pres- 
cribed hours of work without detriment to beneficiary's 
interests." 

7.35. The Committee asked how the Department ensured that the 
hours of overtime claimed were actually performed and whether 



this was checked to ensure that overtime hours were not inflated. 
In a note, the Department of Revenue & Insurance replied: 

"Under the overtime rules, a specified compliance report has 
to be submitted immediately a t  the end of the overtime 
posting by the staff concerned. Unless such a compli- 
ance report is submitted and it is duly countersigned by 
the next superior officer not below a gazetted officer, 
overtime allowance cannot be sanctioned. 

The period of overtime is sanctioned after taking into ac- 
count the actual workload involved and the officer attend- 
ing to the work on overtime cannot extend this period 
without the prior approval of the competent authority." 

7.36. In reply to another question whether there were any time 
schedules for finishing different items of work, the Department 
stated: 

"The nature of work is such that it is not possible to lay 
down anv time schedules for completion of M e r e n t  
k i n d ;  of ,'ribs However, the overtime postings are made 
for such ! . c ~ u ~ . s  as are warranted by the workload." 

7.37. The Comm!ttc-. asked whether any maximum limits of 
overtime we: 6 fisecl. The Department replied: 

"The maximum limit for payment of overtime is 50 per 
cent of the monthly emoluments of each officer." 

7.38. To a question whether the system overtime had been re- 
viewed by the Directorate of Inspection at any time, the Depart- 
ment replied: 

"Before 1968, the rates of overtime allowance were low 
having been fixed decades ago. Therefore, persistent 
representations from the staff were received for their 
upward revision. Accordingly, a review was undertaken 
by the Ministry and a revised and rationalised overtime 
allowance scheme was introduced for the Customs Esecu- 
tive staff early in 1968." 

The Committee were also informed by the Department that the 
overtime transactions were subject to internal audit. 



7.39. If overtime was a regular feature, the Committee asked 
whether Government had considered i t  necessary to  augment the 
staff. In a note, the Department of Revenue & Insurance replied: 

"The Government has been trying from time to time to 
reduce the incidence of overtime payments by rationa- 
lisation of the pattern work and introduction of shift 
system so that maximum quantum of work could be 
attended to during the regular office hours and during 
the shift period." 

7.40. The Committee desired to know whether the overtime 
work was peculiar to Customs only or whether similar work was 
undertaken by the Excise Omcer_; also. In a note, the Department 
of Revenue 8: Insurance stated: 

"The nature of work done by the Customs Officers is different 
from the nature of work performed by officers attending 
to Central Excise work. The orders governing the pay- 
ment of Overtime Allowance to Central Excise Esecu- 
tive staff are contained in the Ministry of Finance (De- 
partment of Revenue &. Insurance) letter F. No. 10'4170- 
Ad. V, dated 26th September, 1970." 

7.41. In reply to another quesiion on how the r a t e  of overtime 
in respect of the Central Excise Department compared with those 
in the Customs Department for corresponding cadres, the Depart- 
ment of Revenue & Insurance stated: 

"The rates of overtime allowance applicable to Central 
Excise staff and Customs staff are identical. However, 
in the case of Customs staff they are entitled to certain 
minimum fees when posted on M.O.T. not in continuation 
of duty hours." 

7.42. The Committee asked whether conveyance charges were 
also recovered and paid to Central Excise offices on overtime. In 
a note, the Department of Revenue 8. Insurance replied: 

"No conveyance charges are recovered from the trade by the 
Central Excise Department." 

7.43. The Committee are surprised and disturbed to note that the 
Collector of Customs, Madras, should have exceeded the powers 
vested in him, under Article 266(2) of the Constitutioa of India and 
relevant rules in force for the payment of overtime, and authorised 
the collection of conveyance charges from the merchants for the per- 



formance of overtime work by the executive staff of the Custom 
House. The practice has apparently been in vogue only in this Cus- 
tom House and the Committee are unable to appreciato the rationale 
for allowing this exceptional practice in Madras only as, after all, 
similar situations must be presumed to be prevailing at other pllaces 
also. The Committee have been informed that the conveyance char- 
ges were collected from Zhe merchantslbeneficiaries whenever the 
services of the officers were requisitioned by them for the work to be 
done on their behalf otherwise than in continuation of office hours, 
on Sundays and holidays or in places other than the clocks. The 
Committee also understand that in order that the Customs staff 

reach their place of duty for Merchant Overtime work in time, so 
that the merchants are not put to any inconvenience of monetary loss 
by way of their labour having to wait for the customs staff to arrive. 
the beneficiaries had agreed to either provide transport to the staff 
or  to pay the conveyance charges. Even though it has been claim- 
ed that the overtime work for which conveyance charges were paid 
by merchants did not start immediately after office hours, the Com- 
mittee, however, learn from Audit that, in a large number of cases, 
the overtime started from 5.15 P.M. 

7.44. Notwithstanding the allegedly practical aspects of this ar- 
rangement, the Committee are more than doubtful whether the col- 
lection of conveyance charges from the trade could be at  all permis- 
sible for Government officials who are bound by certain principles 
of propriety and professional ethics. It  must also be borne in mind 
that the area of operations of the Customs staff is a very sensitive 
one and that any (device that has even the vaguest tinge of improp- 
r,Wy should be sternly discouraged. Besides, the staff sho~dd also 
not be allowed directly or indirectly to force overtime work on mer- 
chants on one ground or the other. The Committee consider it re- 

- grettable that what prima facie appears to be an unhealthy practice 
should have been persisted with for almost two decades. While the 
revised orders in this regard imply a certain improvement in the 
situatlon, the Committee are doubtful if they truly satisfy the canons 
of principled conduct incumbent on Government officiais. The Com- 
mittee desire that the entire question of drawal of remuneration b~ 
Customs staff from private parties and individuals should be 
thoroughly examined and appropriate norms of condnct laid down. 

7.45. Under Article 266(2) of the Constitution, all moneys receiv- 
e d  by or on behalf of the Governnlent of India shall be credited to 
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the Public Account of India. In accordance with this, m o n ~ s  receiv- 
ed by Government officers, in their official capacity, should have been 
first credited to Government account and then withdrawn for dis- 
bursement, so as to ensum proper checks and controls. !I%e Com- 
mittee, however, learn with some consternation that the conveyance 
charges collected from the merchants in the Madras Custom House 
were paid direct without being brought into Government Account 
to ensure their 'prompt payment' to the concerned officers. Apparent- 
ly, therefore, the checks, if any, that could be exercised on such re- 
ceipts -re only insignificant. The Committee take +I serious view 
of this default and call for fixation of responsibility and appropriate 
action thereafter. 

Arrears of Customs Duty* 
Audit Paragraph: 

7.46. The total amount of customs duty remaining unrealised for 
the period upto 31st March, 1973 was Rs. 59.10 lakhs on 31st Octo- 
ber 1973, as against 87.10 lakhs for the correspondmg period in the 
previous year. Out of this, Rs. 53.39 lakhs have been outstanding 
for more than one year. 

7.47. In  addition, the department has requested for voluntary pay- 
ments of customs duty amounting to Rs. 12.71 lakhs in cases where 
demands have become timebarred. This amount is rending realisa- 
tion. 

[Paragraph 15 of the Report of the Comptroller and Auditor General 
of Lndia for the year 1972-73, Union Government (Civil), Revenue 
Receipts, Volume I, Indirect Taxes]. 

7.48. The comparative position of arrears as reported in the last 
three years is indicated in the following table: 

T o r d  Amour t: 
anlourt mole than 

a year old 

-- - 
*Figures furnished by the Ministry of Finance. 



7.49. A statement indicating the Custom House/Collectorate-wise 
details of demands for Customs duty, furnished to Audit by the 
Ministry of Finance, issued upto 31st March, 1973 and pending as. 
on 31st October, 1973, is reproduced in Appendix IX. 

7.50. The Committee found from the statement that bulk of the 
demands issued upto 31st March, 1973 and pending as on 31st 
October, 1973 pertained to the Customs Houses at  Goa, Bombay 
and Calcutta. details of which are indicated below: 

(In lakhs of rupees) 

Arrears as ATI ears 
on owx  

31-10-1973 o r e  year 
0 lct 

Goa . 23'17 23'47 

Bombay . 14-36  13-78  

7.51. The following further factors emerged from the information 
furnished by t h e  3llnistn. of Finance to Audlt, in respect of the de- 
mands issued upto 31st March. 1973 and p e n l n g  as on 31st Octo- 
ber, 1973: 

( a )  Of the tota! arrears of Rs. 59.10 lakhs as on 31st October, 
1973, Rs. 20.91 lakhs pertained to demands issued as a re- 
sult of Internal Audit objections and Rs. 3.51 lakhs as a 
result of Central Revenue Audit objections. 

( h )  Demand issued in Note Pass cases amounted to Rs. 0.01 
lakh. 

(c) Other demands accounted for Rs. 34.66 lairhs. 

(d) A sum of Rs. 12.71 lakhs represented time-barred demands 
wliere voluntary payments had been requested. Of this, 
Rs. 11.11 lakhs related to the Bombay Custom House. 

7.52. At the instance of the Committee, the Ministry of Finance 
(Department of Revenue and Insurance) furnished the following 



break-up of the arrears of Rs. 53.39 lakhs pending for more than 
a n e  year. .. 

ji) Cturt cces . Rs. 44.43 laklis 

(ii) Public sector wdertakirgs . . Rs. 3-06 lakhs 

(iii) Limited comparies . - Rs. 1.91  lakhs 

( i t , )  Individuals . Rs. 3 - 9 9 l a k h s  

TOTAL . Rs. 53 .33  Iakhs 

'The Department of Revenue and Insurance also informed the Com- 
mittee that Government had taken certificate action for recovery 
of dues in 173 cases amounting to Rs. 4.36 lakhs. 

7.53. The Department of Revenue and Insurance furnished, at the 
instance of the Committee, the following details in respect of the 
arrears of Customs duty of Rs. 87.10 lakhs as on 31st March. 1972: 

"Amount recovered upto 30-6-74 . . . . Rs. 37.55 hkhs 
Arnx-it wi;tte,~oTup:o 30-6-74 . . . . Rs. 0.71 lakh 
Amount p?rtained to csurt cases decided against the 

Government upro 30-6-74 . . . . . . Rs. I .35 lakh 

Under Section 142( l )  (a) of the Customs Act, 1962 

"where any duty demanded from any person or any penalty 
payable by any person under this Act is not paid. the pro- 
per officer may deduct or may require any other officer to 
deduct t h e  amount so payable from any money owing to 
such person which may be under the control of the pro- 
per officer or  such other oficer of Customs". 

The Committee desired to  know i f  i t  had been examined whether 
in any of these cases, the parties were entitled to refunds, draw- 
back or return of securities. etc., from which the amounts could 
be recovered. The Department of Revenue and Insurance replied 
that  this was examined in some cases and furnished to the  Com- 
mittee a copy of the instructions issued on 10th October 1974 to 
the  Field Officers in this regard, which is reproduced below: 

"I am directed to say that  in point No. 125 arising out of para 
15 of the Report of the Comptroller and Auditor General, 



the P:A.C, enquired whether i t  had been examined in the  
cases of arrears that the parties were entitled to refunds 
o r  drawback or return of security etc., from which the  
amounts could be recovered. In reply certain Custom 
Houses have stated that in some cases this aspect was ex- 
amined while in other cases i t  could not be examined. I t  
is, therefore, requested that this aspect should invariably 
be examined and necessary action should be taken undor 
section 142(l) (a) of the Customs Act, 1962." 

7.54. In paragraph 1.93 of their 43rd Report (Fifth Lok Sabha), 
the  Public Accounts Committee (1971-72) had observed as follows: 

"The Committee note that the total amount of Custom duty 
remaining unrealised for the period upto 31st March, 1970 
was about Rs. 48 lakhs, out of which an amount of Rs. 39 
lakhs is pending on account of court orders and Rs. 9 
lakhs for other reasons. The arrears include Rs. 21.15 
lakhs due from Government Departments. Public Under- 
takings etc. The Committee desire that vigorous efforts 
should be made to Tecover the arrears w~hich d o  not relate 
to court cases." 

In their Action Taken Note on the above recommendation [repro- 
duced at p. 24 of the 71st Report (Fifth Lok Sabha). the Ministry 
of Finance (Department of Revenue and Insurance) had, inter aha, 
stated that the Collectors had been asked to 'make vigorous efforts 
to realise such arrears.' The Committee desired to know the pro- 
gress made in the realisation of the arrears of Rs. 9 lakhs, as on 
31st March, 1970, which did not relate to court cases. In a note, 
the Department of Revenue and Insurance stated: 

"Out of Rs. 9 lakhs of customs duty for other than court cases, 
remaining unrealised upto 31-3-1970, cases involving 
Rs. 6.65 lakhs have been settled, leaving a balance of 
Rs. 2.35 lakhs as on 30-6-1974." 

7.55. Again, in  paragraph 1.96 of their 43rd Report (Fifth Lok 
S&Sha), the  Committee had observed: 

"An amount of Rs. 1.85 crores is involved in cases where notices 
have been issued by the Customs Department under Sec- 
tion 28(1) of the Customs Act upto 31st March 1970, for 



payment of duty. The amounts relate to the years 1962-63 
to 1969-70. The Committee desire that necessary s teps  
should be taken to finalise these cases and to avoid accu- 
mulation of old cases." 

In their Action Taken Note [reproduced a t  page 27 of the 71st Report 
(Fifth h k  Sabha) J,  the Ministry of Finance (Department of Revenue 
and Insurance) had. inter alia, stated that the Collectors had been 
asked to clear all such arrears early. 

7.56. The Committee desired to know the number of show cause 
notices which were pending confirmation as on 31st March, 1973, the 
amount involved in these and the number of cases that related to 
periods prior to 1970-71. In a note, the Department of Revenue and 
Insurance stated : 

"9.787 sho\v cause notices were pending confirmation by Cus- 
tom Houses as on the 31st March, 1973. An amount of 
Rs. 13.06 crores was involved in these notices. Of these, 
645 cases involving Rs. 77 lakhs were more than three years 
i .e. .  prior to 1970-71.'' 

7.57. The question of provisional assessments had been gone into 
by the Committee earlier and in ~ a r a g r a p h  1 .95  of their 43rd Report 
(Fifth Lok Sabha), the Committee had observed: 

"The Committee are concerned to no'e that there were 6,487 
pending cases of provisional assessment involving an 
amount of Rs. 59.32 crores as on 31st March. 1970. Some of 
these cases relate to the period as earl3 as  1960-61. The 
Committee desire that the reasons for pendency of these 
old cases should be gone into by the Board and necessary 
steps taken to finalise them expeditiously. The Committee 
also suggest that some t,ime-limit should be fixed for 
finalisation of the cases of provisional assessment so that  
the assessments do not remain proxrisional for several 
years." 

In their Action Taken Note dated 16th November, 1972, the Ministry 
of Finance (Department of Revenue and Insurance) had, inter alia, 
stated as follows: 

"The Custom Houses have been asked to take steps to expedite 
the finalisation of provisional assessment cases and espe- 



cially those which relate to private parties. Suggestions 
have been invited from the Collectors of Customs regard- 
ing practical time-limit which could be fixed for finalisa- 
tion of different types of cases in which provisional assess- 
ment is resorted to. Such time-limits will be fixed in con- 
sultation with the Collecto~s of Customs." 

I n  this connection, the Committee, in  paragraph 1.14 or̂  their 71st 
Report (Fifth Lok Sabha) had, inter alia, further observed as fol- 
lows: 

"The Committee desire that  the  reasons for pendency of pro- 
visional assessments should be gone into by the Board 
with a view to taking suitable remedial measures for the 
future." 

7.58. At  the instance of the Committee, the Minislry of Finance 
(Department of Revenue and Insurance) furnished the following in- 
formation regarding the finalisation of the 6487 pending cases of pro- 
visional assessments mentioned in the 71st Report (Fifth Lok Sabha): 

"Out of 6487 cases of provisional assessment pending on 31st 
March 1970, 5265 cases had been finalised by 30th June  
1974. I n  the Ministry's comments on the Committee's re- 
m e n d a t i o n  contained in para 1.14 of their 71st Report 
(1972-73) (Fifth Lok Sabha) i t  was stated that out of 6487 
cases invol\~ing Rs. 59.32 crores, the pendency had been 
brought down to 1599 cases involving Rs. 28.22 crores. Ths  
was the  position as on 28th February 1973. Between 1st 
Marcfi 1973 and 30th June 1974, 377 more cases involving 
Rs. 18.86 crores have been finalised. As a result of fina- 
Usation of cases between 1st March 1973 and 30th June 
1974, an amount of Rs. 12.93 lakhs has been recoveredfias 
become recoverable." 

7.59. As regards the amount additionally recoverable in respect 
of inese finalised cases, enquired into by the Committee, the Ministry 
of Finance (Department of Revenue and Insurance) stated: 

"Collection of information regarding the extra amount that 
became recoverable consequent upon finalisation of pend- 
ing cases, upto 28th Februaq', 1973 would involve going 
through hundreds of old files and bills of entry and would 
take a long time. I t  may kindly be considered whether 



the information in respect of cases finalised prior to 1st 
March 1973 should still be collected." 

7.60. The Committee enquired into the number of provisional as- 
sessments pending as on 31st March 1973 and desired to know how 
many of these related to Note Pass, machinery contracts. In  a note, 
the Ministry of Finance (Department of Revenue and Insurance) 
stated: 

"13,568 cases of provisional assessments were pending on the  
31st March 1973, out of which 6,123 cases  lat ti: to machi- 
nery contracts. In addition, 953 cases relate to note pass." 

The Committee desired to know the total amount of fines and 
penalties imposed upto 31st October 1972 but pending recovery on 
31st March 1973. In a note, the Ministry of Finance (Depa~tment  of 
Revenue and Insurance) stated: 

"A total amount of Rs. 4.29 crores imposed as penalty upto 
31st October 1972, in addition to an amount of Rs. 25.87 
lakhs imposed on Steamer agents under section 116 of the 
Customs ,4ct, 1962, was pending recovery cn 31st March 
1973. In some cases, the penalties have subsequently been 
remit'ed in appeals. Since imposition of penalties and 
decision on appeals are continuous processes, it is not pos- 
sible to say how much penalty would eventually become 
recoverable. 

As regards fines, it may be mentioned that the fines cannot b e  
treated as an item of arrears because, whereas penalties 
can be recovered by legal processes, fines are required to 
be paid only if the  party wants to redeem the goods." 

7.61. The Committee enquired into the maximum penalty levied 
in a Customs case during 1972-73 and the details of this case. In a 
note. the  Ministry of Finance (Depa~tment  of Revenue and Insur- 
ance) replied: 

"The maximum penalty in a customs case during the year 
197273 was of Rs. 2,25,000 imposed on S/Shri  Gobinda 
Prasad Ruia and Debiprasad Ruia, MIS. Ruia Trading Co. 
and M/s. Ramchandra Bajranglal. The details of the case 
are that on search of shop premises of M,/s. Ruia Trading 
Co., 173, Mahatma Gandhi Road, Calcutta, imported wool- 
len garments and rags valued a t  Rs. 7.10 lakhs were re- 



. . ,  covered, which were seized for violation of Import Trade. 
Control Regulations and Custom Act. The goods were. 
confiscated and a penalty of Rs. 2,25,000 was imposed on 
the above named parties. 

There were cases where the penalties were higher but they 
were subsequently remitted/reduced in appeal and so, 
they are not referred to here." 

7.62. The Committee note that as on 31st October 1973, the 
total amount of Customs duty remaining 1 unrealised for the 
period upto 31st March 1973 was Rs. 59.10 lakhs as against Rs. 87.10 
lakhs for the corresponding period in the previous year. While the 
Committee observe, with some satisfaction, the downward trend in 
the total quantum of arrears, they are concerned that an amount of 
Rs. 53.39 lakhs, representing nearly 90 per cent of the total arrears, 
has been pending realisation for over a year, as compared with the 
corresponding figure of Rs. 48.39 lakhs outstanding for over a year 
upto the ~ e r i o d  ended 31st March 1972. Besides, nearly 75 per cent 
of the demands issued upto 31st March 1973 and u n r e a l i d  as on 
31st October 1973 pertain only to three Customs Houses, namely, 
Goa (Rs. 23.47 lakhs), Bombay (Rs. 14.36 lakhs) and Calcutta 
(Rs. 9.34 lakhs). The entire arrears of Rs. 23.47 lakhs in the Goa 
Custom House are also over one year old. The Committee would 
urge that concerted efforts should be made to realise these outstand- 
ings early. The Committee would suggest that a timebound pro- 
gramme be drawn up for the realisation of the outstanding dues in 
these three Customs Houses and scrupulously adhered to. The 
Customs Houses would, in particular, do well to examine whether 
the outstanding amounts could be recovered, under Section 142(l)(a) 
of the Customs Act, from any refunds, drawback, return of secu- 
rity, etc. which may be due to the defaulting parties. Now that 
instructions have been issued by the Central Board of Excise and 
Customs in this regard, the Committee would like to be apprised of 
the progress made so far. 

7.63. In paragraph 1.95 of their 43rd Report (Fifth Lok Sabha), 
the Committee had expressed concern that as on 31st March 1970, 
there were 6,487 pending cases of provisional assessments involving 
an amount of Rs. 59.32 crores. While stressing that necessary steps 
should be taken to finalise these cases early, the Commiteee had also 
suggested that a suitable time-limit should be fixed for the halisa- 
tion of cases of provisional assessment so that such assessments did 
not remain 'provisional' for several years. The Comniittee are, bow- 



ever  distressed to find that there has been a marked deterioration 
in  the number of provisionall assessments pending finalisation as on 
31st Mareh 1973, with the pendency being as high as 13,568 cases. 
While the Committee can understand some time-lag in the finalisa- 
tion of machinery contract cases on account of the fact that the im- 
ports are spread over several years in some cases, they fail to a p  
preciate the reasons for the pendency of as large a number as 953 
cases under the 'Note Pass procedure' which is applicable to imports 
by Government departments, and 6,429 other cases. The Committee 
would like the reasons for this heavy accumulation to be gone into 
and steps taken to finalise provisional assessments other than those 
relating to machinery contracts immediately. The Camnittee would 
also reiterate their earlier recommendation that a suitable lime-limit 
should be prescribed for the finalisation of cases of provisional as- 
sessments. 

7.64. I t  is disconcerting that as many as 9,787 show-cause notices 
were pending confirmation by Customs Houses as on 31st March 
1973,. involving an amount of Rs. 13.06 crores, out of which 645 cases 
involving Rs. 77 lakhs related to periods prior to 1970-71. The Com- 
mittee desire that the masons for this heavy pendency should be 
investigated into immediately by the Central Board of Excise and 
Customs and necessary steps taken early for their settlement. The 
Committee would await a further detailed report in this regard. 

. . 7.65. Of the total arrears of Ks. 53.39 lakhs pending realisation for 
over a year as on 31st October 1973, Rs. 44.43 lakhs relate to court 
cases. The Committee would urge Government to monitor the pro- 
gress of court cases continuously and to take all possible steps to 

ensure their expeditious finalisation. In this connection, the Corn- 
mittee would also refer to their recommendations contained in para- 
graphs 20.18 to 20.20 of their 177th Report (Fifth Lok Sabha) 
(1975-76). 

7.66. The Committee note that the maximum penalty levied in a 
fustoms case during 1972-73 was Rs. 2.25 lakhs for importing wool- 
len garments and rags in violation of the Import Trade Control %- 
gulations and the Customs Act. The Committee would like to be 
3nformed whether the penality has been recovered in this case 



APPENDIX I 
(Vide Para  2.15) 

Instructions issued froin time to 2irn.e regarding tcxt reports of 
samples a d  technical opinions for  Customs fznd Ce?~trccl Ert.cise 

purposes 

I Copy of Circular letter Misc. No. 1 67-CX.l-F. No. 40 68 66-CX. 1, 
Central Board of Excise and Customs to All Collector* of Central 
Excise (including Pondicherry CochinJGoa. All Coilector~ of Cus- 
toms. All Deputy Collectors of Central Excise, Amritsar Jaipur 
Guntur  Tiruchi Cuttack Ahmedabad Jalpaiguri. 

SUB: -Test r e p o m  of samples and technical oplnwns for Customs 
and Central Esccse purposes. 

I am directed to say that  instances have come to the notice of the  
Board in the recent past whmein the laboratories had given categor- 
ical tariff classification. Based on this opinion the products were 
assessed to duty by the assessing officers. Subsequenllv, a t  a higher 
lev21 the classification was decided to he otherwise. This has result- 
ed in an embarrassing situation. 

2. I t  has been pointed out from time to time thel  i t  is not the  
function of the Board's laboratories to classify a product for pur- 
poses of tariff. In this connection vour  attention is d r a ~ v n  to ( i )  
paragraphs 147. 148 and 189 of Manual of Chemical Laborator). 
Cus ton~  House, Calcutta, which is applicable mutatis mutandis to al l  
the Board's laboratories, ( i i )  uaragraph 5 of Board's Ietlcr NO. 54(14)- 
Cus.IIIJ54, dated the 18th January, 1955 (iii) paragraphs 2 and 3 of 
Board's letter F. No. 35 75163-CX.11. dated the 2nd J u l y .  1964 ( iv)  
Item No. 5 of the Combined Conference of Collectors ol' Central Ex- 
cise and Customs held at  Madras in November 1964 and (\.) para- 
graph 3.114 of the Public Accounts Conlmittee report 1965-66 ex-  
tract of which are  enclosed. 

3. The Board reiterate that the assessing officers at the \.arious 
levels should not ask the Deputv Chief Chemist/Chemica! Examiner. 
to give the tariff classification but  should put the prcper query en- 
abling the laboratory to carry out tests required for determining 
the classifications. When technical opinions regarding classification are  
obtained from the Deputy Chief Chelnist/Chemical Esaminer,  these 



should neither be made available to the party nor should they state 
that their assessment is based on such opinions. 

4. Receipt of this l e t t e  may please be acknowledged and the 
Board informed of the steps taken to ensure strict compliance with 
those instructions. 

COPY O F  EXTRACT FROM MANUAL O F  THE CHENICAL 
LABORATORY CUSTOMS HOUSE, CALCUTTA 

REPORTS 

147. The reports must contain enough data to help the Executive 
Departments to take a decision about assessment, classification etc. 
The chemist must not load the repart with figures and observations 
which are not of use to the executive officers. Similarly no extrane- 
ous matter should be entered on the Test Memo by any officer of the 
Department sending samples for test. The memo should strictly be 
confined to the queries concerning the test and replies of the Chemi- 
cal Examiner as the independent technical adviser. They should 
not be used as note sheets. 

148. Classification, assessment and similar matters are the pro- 
vince of the Executive departments. In  order to save embarrass- 
ment, the report must as far as possible avoid all mention of these 
aspects. I t  is. however, impossible in many cases to eschew all such 
indications and be at the same time intelligible. Reports like. "it is 
Sage flour". "it is bleaching powder". "it is Portland Cement other 
than white" cannot be helped and can do no harm. 

COPlES OF TEST REPORTS FOR PARTY 

189. If a party asks for it, there is no objection to issue to him a 
copy of the technical details of the Chemical Examiner's report. If 
the Chemical Examiner has made any suggestion regarding classi- 
fication or assessment, i t  should not he transmitted. These copies 
are issued by the department concerned (not the Laboratory) xsual- 
ly after consulting the Chemical Examiner about the technical por- 
tions which may be issued to the party. A fee of Re. 1 is charged 
for each copy. 

2. Extract of letter No. 54(14) Cus. III/54 dated 18th January 1955 
from the Under Secretary. Central Board of Revenue, addressed to 
Collectors of Customs, Bombay, Calcutta and Madras. 



5. The report from the laboratory should sim.ilarly be confined to 
data which would assist the Appraising Department to decide classi- 
fication, assessment etc. If the Chemical examiner wishes to make 
a recommendation re: the classification or on other aspects, it should 
not be made on the test report itself, but on a separate note sheet. 
There are certain types of materials w h e ~ e  a report should not be 
loaded with figures or observations which are not likely to be of the  
use to the Appraising Department. 

3. Extract of Circular Letter No. Misc. 3/64, F. No. 35175163- 
CX.11 from Secreta~y,  C.B.E.C., New Delhi, addressed to all Collec- 
tors of Central Excise, etc. etc. 

2. Some recent instances of assessment problems which have been 
considered by the Board show that the assessing and the controlling 
officers do not often apply their own minds to the problem cf classi- 
fication of articles for assessment and the tendency seem; to be grow- 
ing on their part to take the path of least resistance and refer sam- 
ples in doubtful or disputed cases to Chemical F,xaminer/Chief 
Chemist, etc. not merely for analysis and opinion as to the nature 
of goods but also asking for their advice about the item of the tariff 
under which the goods should be classified. On receipt of such 
opinion they merely ditto the advice disregarding all other factors. 
At times this often leads to palpably wrong orders which it takes 
time to correct, resulting meanwhile in avoidable hardship to the 
manufacturers and additional work all along the line for the ad- 
ministration. 

3. In this connection your attention is invited to part 11. Chapter 
11, paragraph 21 on p. 100 of the Report of the Central Excise Reor- 
ganisation Committee in regard to the role of regional and control 
laboratories in excise administration. The Government has noted 
this recommendation. The Board would like to emphasise that the 
decision as the item of the Central Excise tariff under which any 
article should be classified has to be that of the assessing officer. He 
may obtain expert/technical/market advice from anv sources from 
where useful advice can be had, but in the final analysis the decision 
has to be his and not that of any adviser including the Chemical Ex- 
aminers or the Chief Chemist. 

Extract of Minutes of the Combined Conference of Collcctors of 
Central Excise and Collectors of Customs held at Madras from 10th 
tq 18th November, 1964. 



Item No. V 

Role of technical experts in deciding classificatiox for assessments. 

I t  was one more stressed upon the Collectors that the responsibi- 
lity for deciding the correct classification lay on the assessing officers 
and on their superior executive officers and not on the Chemists or 
the technical experts. It was also pointed out that while the tech- 
nical experts would give correct analysis of the article in dispute, 
they were not expected to be equally familiar with the actual use 
of the Article, legal decisions etc. As such they would be handi- 
capped in suggesting the actual classification. Further the tendency 
of shelving responsibility by requesting Chemists to advise classi- 
fication was producing other undesirable effects, e.g. slackness on the 
part of assessing officers, resort to provisional assessment in avoid- 
able cases etc. The Collectors were, therefore. advised that while 
they were free to seek the advice of the experts regarding the cherni- 
cal or physical composition of the article under dispute, they (and 
their assessing officer) should apply their own minds 2nd come to a 
decision on the correct classification themselves. 

(Action all Collectors) 

Para 3.114 of Public Accounts Committee (1965-66) 

- 
FORTY-FOURTH REPORT 

The Committee hope that instructions issued by the Board that 
the Chemical Examiners should be responsible for finding out the 
constituents etc. only and the actual classification should be done 
by the officers and not by the examiner, will be strictly adhered to. 

4. Copy of letter F. No. 1819 70-CX.2 dated thc 11th August, 
1971 from Under Secretary. Central Board of Excise and Customs, 
New Delhi to all Collectors of Central Excise, All Deputl Collectvrs 
of Central Excise. 

SL~JECT:-Central Excise-Test reports of su! t t l~ lv . ;  and lech?ticnl 
o p i ~ i o n .  

I am directed to state that in their judgement delivcretl in July, 
1970 in favour of the petitioner in the Special Civil Application No. 
1128 of. 1965 filed by M/s. Stad-fast Paper Mills, Dungra, the Hon'ble 
Gujarat High Court have made inter alia the following observations 



in connectiopq with the classification of a particular variety of paper 
under item No. 17 of Central Excise Tariff: 

"Here it should be recalled that the evidentiary value of the 
report of the Chemist lies only in so far as i t  supplies the  
data obtained by him through Chemical analysis. I t  is 
none of the functions of Chemists to give an opinion as to 
whether the goods in question would be covered by a par- 
ticular item of the tariff schedule." 

In this connection attentioa is inv'ited to the instructions contained 
in the Board's Circular letter Misc. No. 1/67-CX.l (F. No. 401G8 
66-CX.l) dated the 2nd January, 1967. The observations made by 
the Hon'ble Gujarat High Court, reproduced above, m,ay please be 
noted carefully and suitable instructions issued to the field staff. 

2. Receipt of this letter may please be acknowletlged. 

5. Copy of letter F. No. 223/96/73-CX.6 dated the 10th O c t ~ b e r ,  
1973 from Under Secretary, Central Board of Excise and Customs, 
New Delhi to all Collectors of Central Excise. 

SUBJECT: -Remew of wolrkzng of Centrul and other attacked labora- 
tones of the Board zn regard to the eficiency equ~pment, 
upto dateness of technzcal books etc. Para 32 (b) of Audit 
Report on Rez.etuie Receipts-VoI. 1 for 1971-72 

In the light of the observations made by the Comptroller and 
Auditor General in Para 32(b) of his Report on Revenue Receipts 
(Vol. I )  for the year 1971-72, the Board had reviewed the working 
of the various Chemical Laboratories functioning under them. It 
has been observed that the anylysis and issue of test reports on 
various types of samples received in Board's laboratorie; qet delayed 
due to:- 

(i) Insufficient quantity of the sample. 

(ii) Breakage/leakage of the samples, during transit. 

(iii) Incomplete querries on the test memos. 

(iv) Non-availability of printed technical literature/its composi- 
tion of trade product. 



It  is therefore requested that the lowet- formations may be in- 
struc'ted suitably to ensure: - 

(i) That the quantity of samples sent for tests js in accordance 
with instructions issued by you in the light of Board's 
letter F. No. 1/35/64-CERC dated 9th December, 1964. 

(ii) That the samples are s2nt in securely packed, leak proor 
and sealed containers so as to avoid breakagelleakage of 
the sample during transit. 

(iii) that printed literature/chemical composition required on 
the commodifies is invariably sent along with the samples. 

(iv) that the querries made on the test memos are complete 
in all respects. 



APPENDIX 11 

(Vide Para 2.53) 

Copy of letter No. 1048i70, dated 25th September, 1970 from 
Indian Rubber Industries Ass~c ia t~~on ,  12, Rampart Row, Fort Bom- 
bay-1, to the Chairman, Central Board of Excise and Customs, New 
Delhi. 

SUB:-Viton Synthetic Rubber 

We understand from some of our members that for sometime past 
they are experiencing difficulties in clearing their consignments of 
Viton (a type of synthetic rubber), against import licence for synthe- 
tic rubber, held by them. For your kind information, viton is a 
floro elastomer synthetic rubber. The Customs authorities in India, 
however, do not accept viton as a synthetic rubber and classify it 
under thermoplastic. As a matter of. fact, viton is not a thermoplas- 
tic material, but a thermo setting material with non-reversible reac- 
tion, as can be observed from the enclosed literature. 

We are further informed by a member of our Association, iJl/s. 
Union Commercial & Industrial Co. Pvt. Ltd., that their principals 
M/s. Di Pont De Nemours International S.A., who are manufactur- 
ers of viton, that according to their information, in the common 
market countries, VITON is classified in chapter 39 of the B~ussels  
Nomenclature, which covers plastic materials. However, since a 
number of years the EEC authorities grant a reduced tariff of 4 per 
cent instead of 16.8 per cent to viton. This means that although 
viton is not classified in chapter 40 covering natural rubber and syn- 
thetic rubber, it is charged a very low tariff. The request to obtain 
a reduction in the tariff is filed in the EEC countries every year by 
the respective rubber manufacturers associations and Du Ponts dis- 
tributors. The EXC custom commission evaluate every year the 
request and as mentioned above, so far  they have agreed to grant 
the reduced tariff. (Hopefully this will continue until such a time 
that a new definition for synthetic rubber which will cover also all 
new elestomers will be available). 

Currently, a t  least one of the international study groups is trying 
to develop a new and uptodate definition for synthetic rubber to in- 



elude all new materials considered as  rubbers by the industry and 
to replace the present Brussels definition. 

In Sweden, the custom authorities, although h a w  not reclassi- 
fied viton, have reduced for 1970 the tariff from 10 per cent to NIL. 
Thus, in Sweden, \liton enjoys the same treatment as all other syn- 
thetic rubbers. 

The literature will also show the physical properties of the \wl- 
canizate product which mets with all its requi-ements under the 
Brussels Nomenclature. The tariff for Special Purposz Synthetic 
Rubber is 27: per cent on the CIF value for customs duty, whereas 
viton is being classified under I.C.T. 87 which covers syuthetic resins 
and plastics. From 1st April, 1970. import duty under this c!assifica- 
tion is 100 per cent on the CIF-+-36 per cent on CIF. From this, it will 
be observed that the final cost of the material goes to be prohibitivc- 
ly high. I t  should be noted that this material is not being manufac- 
tured in India and parts based on this material \Irere ilcing ~mportcd 
into India for use in aircraft and such highly technical, specialised 
products used in some strategic industries. The cost of the material 
per kilogram is 522.00 and after adding all other co. ts, including 
duty, the final price comes to about Rs. 463.30 per kg. If  the normal 
duty @27$ per cent is charged on \.iton. the final prlw \vould come 
to only about Rs. 200 per kg. Such an exwbitant priw \vill natural- 
l y  discourage the local industry from going into the  de\.eloprnent 
as well as production of specialised products based on viton. The 
wrong classification will discourage the progress of the rubber indus- 
try in developing highly technical products. ~ ~ s e d  in strphisticatcd 
equipments. 

Sometime back neoprene and bayprene rubbers were also wrong- 
ly classified by the Customs Department. Howeirer, on being ap- 
proached by us, the authorities were kind enough to immc'diately 
set right the matter and correctl!~ classified as rubber, under I.C.T. 
No. 39. 

We request you to  kindly give careful consjdnation to the above 
suggestion and classify viton as a synthetic rubber along with other 
rubbers. which would help the rubber industry in using such newly 
developed rubbers, for  manufacture and de\lelopmcnt of new pro- 
ducts. 



APPENDIX I11 

[Vide para 4.291 
I. Copy of letter No. KX:G-18A11021, dated the 11th February, 

1972 f rom M s Kamani Engineelring Corporation Ltd., Bombay to 
the Director (Drawback),  Ministry of Finance (Department of 
Revenue and In  ,urance), New Delhi. 

S U B J E C T . - D ? ~ I W ~ ~ C ~  07! coppe r  Condzcctws- 

The  drawback rate on copper conductors has been fixed a t  
Rs. 3.83 per kg.. vide Public Notice No. DRAWBACKIPN-12, datea 
30th November, 1971, and this ra te  is also applicable, we under- 
stand. for  shipment effected from 1st September, 1971. 

We would like to inform you that  we started getting imported 
copper from June.  1971, for the manufacture of copper conductors 
against the order that we have from the Ministry of Water and 
Power. Government of Iran.  We have. till the end of November, 
1971. imported about 375 tonnes of copper. The  duty paid on the 
entire quantity of copper imported from June .  1971 was @ 30 per 
cent?-Rs. 1.5001- per tonne. The  details of copper imported and 
exports made from June  to  No\yember. 1971. a re  furnished below: 

We are  also enclosing herewith copies of the  Bills of Entry, 
covering import of copper from June  to November, 1971. alongwith 
Statement DBK 11, duly completed. From the details given in 
Statement 11, you will kindly see that w e  have paid a total amount 
of Rs. 41.91,215.40 towards duty on import of 974.618 tonnes of 



copper. This works out to approximately Rs. 4,300 per tonne, 
while the drawback now fixed is only a t  the rate of Rs. 3,800/- per 
tonne. 

We are also giving below a summary of the total copper im- 
ported and the total copper conductors exported, taking into ac- 
count also the stocks which were available with us as on 31st May, 
1971: 

A. (1) Stock of raw-copper available withus as on 318t May, 1971 . 84,9676 MT 

(2) Finished copper conductors awoitingshipmmt as on 31-5-1971 105.0693 M T .  
(3) Copper rcctived from June to November, 1971 . . 974.6180 M T  

B. ( I )  Total copper conductors exported from June to November, 
1971. . . 833.2670 M T  

(2 )  Raw-copper left overin stock . . 170' 1097 MT. 

(4) Finished conductorin stock . . . 60~0000 MT 

( 5 )  Scrap accrued durir g manufacture . 28.6951 M T  

(6)  Burningloss on manufacture of 833.267 tormes of copper con- 
ductors. . . 10.4242htT ---- -. - 

1164.6551 hlT - - - - - - -  
Wastage: I t  would be seen from the details given above that 

theye is an irrecoverable burning loss of about 1.5 per cent and also 
production loss of about 2 per cent in the manufacture of copper 
conductors. I t  is absolutely necessary that t h s e  wastage factors 
are taken into consideration while fixing the drawback rates for 
copper conductors. Details of these wastages, etc. have beer1 fur- 
nished in the Statement DBK-I, enclosed herewith. 

After accounting for the finished material which was available 
as on 1st June, 19'71 and also taking into account the raw material 
which was available a t  the end of 31st May, 1971, the total q u a n t i t ~  
of. conductors manufactured from imported copper and exported by 
us from June. 1971 to November, 1971 was 643.230 tonnes. Adding 
to this 1.5 per cent bdrning loss and 2 per cent manufacturing 10% 
the total quantity of copper utilised comes to 665.743 tonnes. 

The total duty paid on 665.743 tonnes of copper is Rs. 28,62.695/-, 
and accordmgly we have to get drawback a t  Rs. 4,4501- per tonne. 



Unless therefore, we are paid drawback at  the rate of Rs. 4,450/- 
per tonne, the loss we would be incurring on 643.230 tonnes of 
copper conductors exnorted, manufactured from imported copper 
from June to November, 1971 alone, would be Rs. 4,20,421/-. 

You will kindly see from the above details that unless the was- 
tage factor is taken into consideration, we would be losing duty 
paid on 3.5 per cent of the copper utilised for manufacture of con- 
ductors. 

In terms of Public Notice No. PN-12, dated 30th November, 1971, 
we would not be receiving the enhanced duty on shipments effected 
in June, July and Au~fust ,  1971, amounting to 323.3729 tonnes, as 
per details given below: - 

Copper conductors exported in June, 1971 . . 228.5320 MT. 

Copper co~ductors exportedin July, 1971 . . 12.3870 M T .  

Copper conductors exported in .August, 1971. . . 272.4910 M'r. 

Less stock of raw materialand tiniahcd conductor as on 31-5-1971. . Igo.0371 AtT. 
----. - --- 

Net exports eflected from 1-6-1971 to 31-8-1971. . . . 323.3729 AiT. ---- - 
The enhanced rate therefore, has to be necessarily made appli- 

cable from 1st June. 1971. The applicable rate should also be 
enhanced to take care of the total duty paid on copper imported, 
as already requested above, as otherwise we would be put to heav} 
loss. 

We shall thank you to kindly issue necessary instructions to the 
Customs authorities in Bombay and Kandla, enhancing the draw- 
back rate on copper conductors accordingly, and also makrng the 
enhanced rates applicable from 1st June, 1971. 

COPY 
T.  @. MEHTA & CO., 
CHARTERED ACCOUNTANTS. 
Tele: 254438. 

2nd Floor, 
24-26, Cama Building, 
Dalal Street, Fort, 
Bombay- 1. 

This is to certify that we have checked the attached statements 
of even date of Messr? Kamani Engineering Corporation Ltd. for 



(1) direct import of Copper of total quantity of 974.618 tonnes on 
which total import duty Rs. 41,91,215.40. is paid, during the period 
from June, 1971 to November, 1971 and for (2) copper conductors 
and copper rods exported of total quantity of 833.267 tonnes during 
the period from June, 1971 to November, 1971, as shown in their 
books of accounts and other records produced before us for our 
verification and as per the information and explanations given to 
US. 

Sd/- 
CHARTERED ACCOUNTANTS. 

Bombay, 
Dated 11th Feb. 1972. 



STATEM.E-NT DBK-r 

Arerugc quantity of tach k i d  o/ rtraterial issued for rrranufacr~tre of onc t o m e  o j  bare copper c o ~ ~ ~ t o r s  
_ -- _ 

S.N(,. Name v f  material or cornpcvnents Gross quantity required for manufactu~e Description and quantity of --- --- wastage product or bye-product 
Imported Indigenous obtained in process 

- 
Qty Value Qt! value 1 rreco\-cr- Recoverable wastage 
Kgs. Ks. Kg>. Rs. able -- - 
--- --- -- -7- wastage Qty. Sale value 

such as Kgs. per unit 
fusirn -- of Qty. 
loss -- 
enfluent 
etc.. Qty. 

bye-product 

Sale value 
DeT unit 
Of Qty. 

Rs. 

- _  ___I__ _ _ . -. - -  c4. 
W 
UI 

I Electrolytic Copper Vl'ire Bars . 1035 0613.52 . . . .  r3Kgs. 20 12.00 . . . . 
_ -____. ___ -. - __I__ 

- 

Certified that the particular~ givcn ahc,vc arc c<,rrcct to t i ~  1-rst o f  my kno\i-ledge and belief. 

f t x  Kamani Engineering Corpn. Ltd., 

K .  K. MENON 
Export Divn. 

Sd. , -  
Chartered Accountant\ 

11-2-72 Memb. No. 7798 



IXrecr import o/ copperJrost Juw 1971 ro November 1971 for the manujacfure o j  copper conducrorr 

Name of material S. Nt1. Cu:tom.i Bill of Q.lantity Cr.1.l;. Value As:esscd Value Rate of duty Amount Name and Remarks 
and/or campcncnt in Entry anti date (iiate imported paid of duty address of 

State- tbf dutv ,.tamp) paid the supplier 
ment I 

MT Ri .  RF. Rs. Rs. 

per tonne butors 
(U. K. Ltd., 

I rszj 7-6-71 282.953 ~ ~ , ~ z . o ~ ~ - c o  27,:5,883-co .. 12,57,16q-40 Lc nc cm 
U .  K. 

I 1270 6-8-71 331 925 32,4@,347.00 32,56r549-00 .. 14,74,852'20 

Certified that the particul~rs given above are co~rec t  to the best of my kmwledge and belief. 
Sd.1- 

Chartered Aamuntants 
hkmb.  No. 7798 







2. Copy of letter No. 1918/72DBK, dated the 12th April, 1972 
from the Director (Drawback), Ministry of Finance (Department 
ref Revenue and Insurance) to M/s. Karnani Engineering Corpora- 
tion Ltd., Bombay. 

I am directed to refer to your letter No. KX/G-18A/1021, dated 
11th February, 1972 on the above subject and to say that all indus- 
try rates on Copper Conductors have been fixed at the rate of 
Rs. 3,800 per tonne from 1st September, 1971. It  is seen you are 
claiming at the rate of Rs. 4,450 per tonne which is within 25 per 
cent of the all industry rates. Hence i t  is not feasible to fix a 
special brand rate in your case since as  per the Rule 7(1) of the 
Drawback Rules such fixation of special brand rates can be done 
only where the all industry rates are less than 8th of the duty 
~ e p o r t  in the matter.. . . . . . . . . , . 

With regard to fixation of rate of drawback for your exports 
prior to 1st September, 1971 taking into account the higher duty 
paid on your exports after 28th May, 1971, you are requested to 
furnish copies of the statements forwarded by you to the Collector 
of Customs, Bombay, who is being requested to verify and send a 
ceport in the matter. 

Copy firwarded to the Deputy Collector of Customs, Drawback 
Department, Bombay. On receipt of statements by the party it 
may be verified whether they have actually utilised the copper 
that was imported after 28th May, 1971 in the exports effected prior 
to 1st Septemer, 1971. If so, the details of sucFexports may be 
verified and reported. 



APPENDIX IV 
(Vide Para 4.31) 

Copy of letter No. EP-CID-3 (30)/1007, dated 17th May, 1972 from1 
T. K. Balaraman, Export Promotion Officer (Coordn.), Engineering 
Export Promotion Council, 14/IB, Ezra Street, Calcutta to the. 
Director (Drawback), Ministry of Finance (Department of Revenue 
and Insurance). 

SUBJECT.-Drawback of duty on copper conductors. 

Please refer to letter No. KXIG-18A13283, dated 8th May, 1972, 
addressed to you by MIS. Kamani Engineering Corpn. Ltd., Bom- 
bay in reply to your letter No. DY 1918172, dated 12th April. 1972. 
While we appreciate that individual rates cannot be fixed unless 
all industry rate is three fourth or less than the actual duty paid, 
I may point out that since this is a very sensitive item and the  
difference is about Rs. 6501- (16 per cent) and the quality exported 
is also substantial, I would request you to kindly review the case 
once again and arrange for fixation of a rate commensurate with 
the actual incidence of duty. 

C 

2. Copy of letter No. FIEOITD-5(3) '72 dated 17th July, 1972' 
from Federation of Indian Export Organisations, Allahabad Bank 
Building, 17, Parliament Street, New Delhi, addressed to Shri M. 
Panchappa, Director (Drawback), Ministry of Finance, Jeewan 
Deep Building, Parliament Street, New Delhi-1. 

MIS. Kamani Engineering Corporation Limited, Bombay, one of 
the Eligible Export Houses, have requested to the Federation that  
the  Drawback Rates on export of copper conductors fixed on an 
all industry basis are not based on facts but on approximate basis 
and need upward revision for the following reasons:- 

(a) their entire production of copper conductors is export- 
ed; 

(b) they import the raw material direct; 
(c) they have not diverted any of their manufactured prcr- 

ducts to the domestic market; 

(d) the only Indian company which manufactures electro- 
lytic copper wire bars is Indian Copper Corporation, and 



their entire production is allotted to meet defence 
requirements; and 

(e) in the process of the manufacture of copper conductors 
there exists a total wastage of 3.5 per cent, 1.5 per cent 
as a result of the irrecoverable burning loss, and 2 per 
cent loss in production. 

They have, therefore, represented that  they may be granted 
drawback not on an all industry basis, but on a unit basis, as they 
are exporting their entire production arranged through their 
supporting manufacturers. 

They farm out orders to manufacture copper conductors to 5 
units some of which are small scale manufacturers. They sche- 
dule their placing of orders among the manufacturing units as 
per their export commitment and the delivery schedule of the 
units concerned. As such it is not possible to undertake 'manufac- 
turing under bond'. 

The drawback rate granted to the Kamani Engineering Cor- 
poration is Rs. 3,800 per metric tonne, and they contend that t h e  
amount should be enhanced to Rs. 4,450 per metric tonne on the  
following basis: - 

Duty they have paid on the imported copper, as indicated 
in their representation, is a t  the rate of 30 per cent ad 
.z7alorem plus Rs. 1,500 per tonne which together approxi- 
mates to an amount of Rs. 4,300. To this should be added 
the wastage in production to the extent of 3.5 per cent. 
The cumulative drawback rate, they should be entitled to 
per metric tonne, therefore, works out to Rs. 4,450. 

In view of the fact that the entire production is exported, a s  
revealed in the statement contained in their representation. i t  
would be consistent with the principle of drawback that the  
entire import duty involved in the manufacture and exports plus 
the production loss be taken into consideration in arriving a t  t h e  
amount of drawback to be refunded to the exporting unit. 

I t  is understood that the concern obtains advance licence for 
the import of electrolytic copper wire bars against foreign orders 
registered with the CCI&E, and they fulfil the export orders and 
redeem the bonds which they execute with the licensing autho- 
rities a t  the time of import of raw material. If the advance 
licences are granted on this basis, and if the export orders are 



fulfilled, in the interest of export promotion of this item i t  is only 
fair that the quantum of import duty involved and the loss in the 
course of manufacture should be the material factors that could 
constitute the basis for calculation of drawback. A review of 
their case appears to be necessary, so that (a) they may not suffer 
an  avoidable loss, and (b) continue to supply the markets where 
they have already established adequate contacts. 

The particular feature of this case is that this company is 
exporting this item not as a manufacturing unit, but as an 'Eligi- 
ble Export House', supplying the dependent manufacturers with 
the raw materials which are exclusively imported for the said pur- 
pose. In other words, they do not have any actual users facility. 

What is required, appeaw to be a specific examination and 
rationalisation of the grant of drawback as far as this particular 
Export House is concerned. We should be grateful if you kindly 
review the case of Kamani Engineering Corporation Limited in 
view of the facts stated above. 



APPENDIX V 

(Vide Para 4-53) 

I .  CERTIFICATE FOR T E S T  REPORT O F  T H E  SAMPLE DRAWAN I N  A I D  
O F  FACTUAL INSPECTION O F  POLYESTER COTTONIVISCOSE 
FABRICS AND GARMENTS MADE O U T  O F  BLENDED FABRICS 
CONTAINING POLYESTER FIBRE 

Lot No. : I 
Test Report No. and date : 

' , I  
Contract NO, and date : . , I  
Factual Inspection report Number and 

date : I 
Name of the exporter : - . I  
Case Nos : 

Shipping particulars : 

Trade No. 

Description of the Materials : 

Quantity ; 

La~omrory Tesl Resulrs 

Counts of warp . 

Invoice No. and date : 
(as furnished by the exporter) 

-- 
1 Findings Acceptability Yes!No 

Counts of weft . 

Weightisq. Metre (IS. 3416-1966) 
-- 

Fibre composition % (I.S. 3416.1966) 
cotton 

Warp way 

Weft way 

Fastness to light (I.S. 686-1957) 

Fastness to washing (I.S. 765-1956) 



~ s c n e s s  to pressing (1,s. 689-1956) . 

Fastness to Rubbing 

- 
Inspecting Officer. 

2. CERTIFICATE FOR FACTUAL INSPECTION REPORT O F  POLYESTER 
COTTON BLENDED FABRIC 

Report No.. . . . . . . . . . . .  
1. Date of inspecti011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2 . F i l e N o .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
3. Lot No. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4. C ~ n t r a c t  No. and Date 

5.Ds.tination . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
6. Name and address of . 

ji) Manufacturer . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ( i i ) E x p ~ r t e r  

7 .  parriculars of maretial offered for inspeclion as declared by the party 

(i) Trade NO. : 

[ii) Descript~on : 

(iii) Width : 

(iv) Length per piece : 

(v)  Weight : 

(vi) Reed/Ends/Picks per inch : 

(vii) Counts of yarn and Denier of - 
fibre used 

Count Denier of polyester 
fibre used. 

Warp : . 

(viii) Fibre composition : 

(ix) Any other particulrrs : 

(x) Qumtity odored for inspection : . 
8 .  Slkctiorr for Inspection : 

i) Q ~ t i t y  inspected for : 
construction and dimension : 



l i i )  Number of samples drawn for 
test :- , . . . .  

9. Result of inspectior : 

Average No. of No. of 
Pieces pieces 
within outside 
tolerance rolerance 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (i) Width (inches) :- 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (ii) Ends per inch:- 

. . .  (iii) Picks per inch :- 

(iv) Scale weight per linear metle :- 

(v) Total No. of pieces with serious 
flaws observed :- 

Observed :- 

(vi) Total number of flaws:- . Permissible :- 

. . .  no. Details of packing :- 

(i) Total quantity packed :- 

(ii) Case/Nos. : - 
(iii) Total No. of Cases . 
(rv) Inwice No. (as furnished by the party). 
Certified that the aboveconsignment factually mspected has been packed and sealed 

in the presence of inspxting authorities. 

Test report of the samples drhwn will follow in due course. 
Each piece has been stamped with the Committee': seal as under 

Bombay, 
Dated  the 

Inspecting O w r .  



APPENDIX VI 

(Vide P a a  4.54) 

Copy of letter No. 1/70/68-DBK (290) dated the 31st Jpnuary, 197E 
from the Ministry of Finance (Department af Revenue an& 
Insurance) to all the Collectors of Customs and Collectors \of 
Central Excise coqtaining instructions as to the form bf certir 
ficates, other information required by the Custcmts authorities 
etrc. for the speedy settlement of drawback claims. 

Sir, 

I am directed to refer to this Ministry's letter of even number 
(51) dated 8-1-1969 and your replies thereto and to say that the 
present practice of settlement of claims of drawback on the export 
of fabrics falling under Serial Nos. 1, 15, and 79 of the First Sche- 
dule to the Drawback Rules, 1960 on the basis of Textile Com- 
mittee Certificate, may continue. However, in order to help in 
expeditious disposal of claim, i t  has been decided that the Cus- 
toms Houses may ask the exporters of Art Silk/Woollen fabrics. 
to inbcate,  besides other details, the following particulars viz.: 

(i) Port of shipment, 
4 (ii) Vessels name, 

(iii) Rotation Number, 
(iv) Shipping Bill No. and date, 

(v) Authonty to whom the certificate may be forward& 
e.g. Deputy Collector of Customs, Drawback Depart- 
ment Transport House, Poona Street. Bombay, in  respect 
of exports through the port of Bombay. 

while applying to the Textile Committee for the Certificate. The  
Textile Committee, after necessary examination, will send the copy 
of their certificate along with their test report direct to the con- 
cerned Custom House. The Custom Houses may process the claims 
on the basis of these certificates, if the Textile Committee's seals 
are intact. They may, however, take samples for examination or  
testing in doubtful cases as where such seals are not found intact. 

These arrangements may please be brought to the notice of all 
concerned. 



APPENDIX VII 

(Vide para 7.28) 

Public Notice 67/55, dated the 14th June, 1955 regarding Apprais- 
ing Department-Applications or requisitions for Overtime 
work from impsrters and exportws 

Importers and exporters are informed that the following pro- 
cedure is prescribed for requisitioning the services of Appraisers 
and Examiners for overtime work. 
I 

(1) Applications should be made to the Principal Appraiser, 
Group I in the specimen form of Requisition for overtime annexed 
to this notice furnishing all the particulars required therein. 
Such applications will be entertained upto 3 P.M. on working days 
and 12 Noon on Saturdays. 

(2) Persons whose applications for overtime work have been 
admitted will intimate the officers posted for overtime work 
before the close of office. 

(3) In cases where importers or exporters desire to pay conve- 
yance charges in lieu of providing a conveyance wherever officers 
are eligible for the same, such charges should be paid to the over- 
time clerk in the Appraising Department at  the rafes prescribed 
below and are not adjustable in deposit accounts. 

(i) For a distance within one mile from the place of residence 
to the place of work . . . Rs. 1-8-0 

(ii) F.)r d i s r a ~ x  within t w ~  m i l s  from the place of residence 
to the place of work . Rs. 3-3-0 

(iii) For a distance within 3 miles from the place of residence 
to the place of work . . . Rs. 4-8-0 

( i v )  For distanceoverthree milesfrom the place of residence to 
the place of work-a maximum of Rs. 6 subject to  the 
approval of the Assistant Collector. 

(4) Conveyance charges need not be paid to officers for over- 
time work on office days inside the harbour including Soutb 
Quay. But where officers are posted for overtime work in places 
situated away from the Custom House conveyance charges should 
be paid to them. Officers posted for overtime work on holidays or 
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.on working days otherwise than in continuation of office hours 
should also be paid conveyance charges. 

(5) Duration of overtime work: The duration of overtime 
work extends between 7 A.M. and 10 A.M. and 5-15 P.M. and 7-15 
P.M. except on Saturdays. On Saturdays it extends between 
7 A.M. and 10 A.M. and 2-15 P.M. and 7-15 P.M. The period for 
avertime work may however be extended beyond 7-15 P.M. upto 
9 1 5  P.M. in special circumstances under the orders of the Assis- 
tant Collector. This time schedule is applicable to overtime worK 
for examination of cargo tendered for export and destined for Far 
Eastern Countries also. 

(6) In case overtime work is not required and the overtime 
postings required to be cancelled, the overtime appKcations should 
be presented to the Assistant Collector of Customs, Appraising, for 

-cancellation and the officers concerned duly informed in good time 
sf the cancellation of overtime postings. Refund of overtime fees 
will be admissible in such cases only if the overtime applications 
are surrendered to the overtime clerk after Assistant Collector's 
(Appraising) orders for cancellation have been obtained and the 
officers concerned have made therein the necessary endorsement 
about cancellation of overtime postings. Non-compliance with the 
above procedure will result in overtime fees collected being paid 
40 the Ofticers posted for overtime work 





Customs (Prcv.) 
Indo-Nepal Jhrder, 
Patna . . . . . . 5,039.96 5,039' 96  6,722.50 312 .46  . . 



APPENDIX IX 

~ 1 .  No. Para No. Ministry concerned R ecomrnen d at ion 

- - - 

I 1 . 1  Ministry of Finance (De- The Comn~ittr~e are concerned to note that on account of what 
partment of R c ~ n u c  and has been described as a 'human failure' on the part of the assessing 
Insurance) officer, regulatory duty of customs on consignments of Urea and 

Muriate of Potash imported through the minor port of Tuticorin 
had been levied a t  2& per cent instead of 5 per cent ad valorem, 
which resulted in a short-levy of duty amounting to Rs. 5.11 lakhs - 

in seven cases. What causes greater concern to the Committee is 
Cn the fact disclosed during evidence that the mistake had occurred r 

because of a general feeling in the assessing officers that where the 
effective rate of duty was 'nil', the regulatory duty would be 26 
per cent, and that the exact import of the explanatory note in the 
circular issued by the Department of Revenue & Insurance in this 
regard had been lost sight of. I t  is, therefore, evident that this is a 
case of failure on the part of the Customs staff to grasp fully the im- 
plications of the different rates of regulatory duty, and that the Noti- 
fication issued after the 1972 Budget, in March, 1972, rationalising 
the rates of regulatory duty and the instructions issued thereon had 
perhaps been imprecise. This impression of the Committee gains 
strength from the fact disclosed during evidence that similar mis- 
takes had happened in other places also. 



2 I .  18 Ministry of Finance (De- I t  is distressing that adequate care is not taken by Government 
partment Of Iievenue and in the drafting of notifications and clarificatory instructions. The 
Insurance) Committee have long been impressing upon Government that ade- 

quate care should be taken in the drafting of notifications so as to 
avoid ambiguity. The Committee would like the relevant notifica- 
tion dated 17th Mxrch, 1972 to be revised expeditiously, in case this 
has not already been done, and suitable instructions issued to the 
assessing officers so that lapses of such nature do not recur. 

1 

I t  is also rather strange that the mistake pointed out by Audit 
had not been detected in the case of one bill of entry checked by 2 
the Internal Audit, and in the other six cases, the Internal Audit 
had not even checked the bills of entry till the date of scrutiny by 
Audit. In view of the fact that the period of limitation for issue 
of demands on short levies is only six months, the Committee need 
hardly emphasise the need for gearing up the system in order to 
ensure that scrutiny by Internal Audit is completed within this 
period. as otherwise internal audit itself would virtually be futile. 
The Committee desire that the adequacy of the internal audit ar- 
rangements for the port of Tuticorin and other minor ports should 
be reviewed without delay and remedial measures taken to  reduce 
the time-lag between assessment and internal audit. Such a review 
is especially urgent since Tuticorin is soon to be developed into a 
major port. 



Do. 

Do. 

This is another case in which the revised rates of* regulatory 
duty notified after the 1972 Budget, had not been applied ~roperly,  
resulting in the short-levy of duty amounting to Rs. 12,584 in two 
cases. Even though the Ministry of Finance (Department of Re- 
venue & Insurance) have claimed that the notification imposing the 
regulatory duty of customs with effect from 17th March, 1972 read 
with the budget instructions which were issued simultaneously 
made the position 'abundantly clear', it is apparent from the evi- 
dence 'tendered before the Committee in respect of a similar case 
commented upon in paragraphs 1.17 and 1.18 of this Report that 
the notification and the instructions were not clear enough for the 
adoption of the correct rate of duty. As already desired in para- 
graph 1.18, the relevant notification should be revised expeditiously 
and necessary clarificatory instructions issued for the guidance of 5 
assessing officers. 

Another aspect of this case which causes conern to the Com- 
mittee is the failure of the Custom House to recalculate the duty 
assessed intially on €he basis of 'prior entry' bills with reference to 
the actual 'entry inwards' of the vessel. Since it has been stated that 
the Custom House concerned as well as the Internal Audit had 
reviewed all 'prior entry' bills after the Budget of 79'72, it 
is surprising that the incorrect levy of regulatory duty had not 
been detected at the time of second appraisement, even though 
under the Second Appraisement Procedure, it. should be checked 
whether the rates of duty adopted are with reference to the date 



- - .- - - A- - 

4 
- -- - _ _- __- _ -_ - -- 

of 'entry inwards'. Obviously, therefore, there has been failure a t  
different levels in this case. That the mistake could not be de- 
tected, despite the elaborate procedures prescribed for the review 
of import and export duties levied on the eve of. the budget indicates 
that the omission occurred mainly because of a misunderstanding 
of the orders relating to the levy of regulatory duty. 

1 . 3 5  Ministry of Finance According to the revised procedure introduced from October, 
(Department of lievenuc 1971, the lists of vesscls for purpose of reassessment of duty in all 

and Insurmcc) affected cases is to be examined personally by the Assistant Collec- 
tor concerned to ensure that they are correct, and a special audit is 
also to be conducted by the Internal Audit Department to check all P 

bills of entry filed under the 'prior entry' system. The Committee 
would like to know whether this procedure, which is aimed a t  en- 
suring that the duty is levied with reference to the 'entry inwards' 
of the vessels had been followed in this case. In case this had not 
been done, the Committee would like to be informed of the action, 
i f  any, taken against the officials responsible for the lapse. 

Do. The Committee find that while the short-levy of Rs. 11,645 has 
been recovered in one case, the recovery of the balance of Rs. 939 
has been kept in abeyance, pending the outcome of other refund 
claims and appeals of the party concerned. The Committee would 
like t~ know whether this amount has since been recovered. 



8 2-28 Do. The Committee disapprove of the manner in which the question 
of classifying 'Butter oil' was handled by the Madras Custom 
House. While more than one view on the subject were possible, 
there was little justification for the delay in referring the disputed 
classification to the Central Board of Excise and Customs after the 
Central Revenue Audit had objected to the classification of the com- 
modity as 'Ghee' under item 41CT. Though the Audit Memo in this 
case had been issued to the Custom House on 31st July, 1971 and the 
end-uses of Butter Oil and Ghee were also evidently different, the 
Custom House continued to assess the commodity under item UCT, 
on the basis of the Chemical Examiner's opinion and referred the 
matter to the Board much later, on 5th December, 1972. Thus, by 
the time the final decision to classify the commodity under item 
21 (2) ICT and to levy duty at  100 per cent ad vdorem instead of 50 
per cent ad valorem was taken at the April 1973 Collectors' Con- ul 

ference, the time-limit for the issue of 'less charge' demands had 
expired in respect of a majority of the imports of Butter Oil through 
the port. Out of the total short-levy of Rs. 7,07,230 relating to eight 
cases of imports (including the two cases covered by the Audit 
paragraph), timely demands could be raised only for Rs. 1,90,694 
and the Custom House was placed in the embarrassing position of 
having to request the importer, a public sector undertaking, to make 
voluntary payment of the balance amount of Rs. 5,16,501.20, after 
excluding the short-levy of Rs. 34.80 in one case. 

9 2'29 Do. The Committee are of the view that such a situation could have 
been avoided if the Custom House had taken recourse to provisional 

-- 
c, 
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assessment of the commodity at the rate most favourable to reve- 
nue, in pursuance of the recommendation of the Customs Study 
Team that the provisional assessment procedure should be adopted 
where doubt persists. Besides, in terms of paragraphs 1 (iii) of the 
Indian Customs Tariff Guide-Departmental Supplement, an assess- 
ing officer, when in doubt about the duty leviable, has to make a 
reference to the Board and is required to assess the goods at the 
rate most favourable to Government, in view especially of the fact 
that Government have no right of appeal in such cases whereas the 
importer has a redress available to him. The Committee also find 

Y that instructions had been issued by the Central Board of Excise 
and Customs, in February, 1971, to the effect that Customs Houses 
should issue 'less charge' demands provisionally, on the receipt OF 
Audit objections even though a different 'established practice' might 
be in vogue in the Customs Houses. These instructions sought to 
ensure that the consequential recoveries of duty did not become 
time-barred. 

16 2.30 Ministry of Finance In disregard of specific instructions, the Custom House appears 
(Department of Revenue to have relied on the declaration made by the importer and the 

and Insurance) test report of the Chemical Examiner in assessing the commodity as 
ghee, under item 4ICT. It  is significant that in his reports dated 
21 September, 1970 and 3 October, 1970, the Chemical Examiner had 
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not expressed any categorical view on the subject, apart from stat- 
ing that the commodity was found to satisfy the analytical constants 
for ghee, and had called for the relevant literature showing the 
chemical composition of the product. Strangely enough, the Cus- 
tom House did not make any independent enquiry or investigation 
in this regard. Since there was clearly a difference of opinion in 
regard to the classification of the commodity between the Custom 
House and Audit and the responsibility for deciding the correct classi- 
fication of imported commodities vested with the assessing officers, 
the Committee feel that the Custom House should have referred 
the issue promptly to the Central Board of Excise and Customs, 
without having waited for almost a year and a half. I t  should have 
simultaneously raised provisional demands at the higher rate of 
duty, so as to safeguard the interests of revenue. The Committee 4 
regret this failure on the part of the Custom House and would like 
the reasons therefor to be investigated and suitable remedial mea- 
sures taken for the future. 

The position in this regard in the Customs Houses at  Bombay 
and Calcutta, where similar imports of Butter Oil had taken place, 
has been equally unsatisfactory. The Committee have been inform- 
ed that there were ten cases of import of the commodity at  Calcutta 
port between August 1970 and July 1972 which had been assessed 
to Customs duty as ghee under item 41CT on the basis of the des- 
cription of the commodity declared in the bills of entry by the im- 
porter. It is extraordinary that even at the time of the first imports 



of butter oil at the port in August 1970, the Custom House had not 
considered it necessary to draw samples for testing and obtain ex- 
pert advice on chemical composition,etc. The differential duty on 
these imports amounted to Rs. 43.54 lakhs and once again the im- 
porters had to be requested to make voluntary payments of the 
duty short-levied. The Committee would very much like to know 
why the Custom House had merely remained content with accept- 
ing the declaration of the importers. 

I2 2.32 Ministry of Finance A rather intriguing picture emerges in respect of the imports 
(Depanmmt of k ~ n u e  of butter oil made through Bombay port. Though the commodity 

and Insurance) had been classified as 'ghee', the manner and the level a t  which 5 
the classification was decided when the first import of butter oil 
was noticed in May 1970, have not been satisfactorily explained to 
the Committee. All that the Committee were vouchsafed was that 
the relevant original .bill of entry was not traceable. The Com- 
mittee cannot accept the assumption made by the Department of 
Revenue & Insurance in this regard, namely, that the 'classification 
must have been decided keeping in view the composition of the 
goods at the time of importation and their normal trade usage' and 
that 'having regard to the value the assessment must have been 
countersigned by the Assistant Collector of Customs'. In view of 
the fact that no sample had also been drawn for testing the chemi- 
cal composition of the commodity, the Committee feel that these 
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assr~mption~ are unwarranted. The Committee also understand 
from Audit that the Deputy Chief Chemist at  Bombay had favour- 
ed classification of the commodity under item 21(1) or 21(2) ICT 
and would, therefore, seek a more specific clarification in this regard. 

Here again, out of 23 consignments of butter oil imported through 
the port between May 1970 and June 1972, 'less charge' demands 
involving a short-levy of Rs. 47.75 lakhs in respect of 4 bills of entry 
alone could be issued within the time-limit. In respect of 18 bills of 
entry, the Custom House is understood to have requested for volun- 
tary payment of the short-levy amounting to Rs. 82.56 lakhs. In 
respect 05 the remaining bill of entry, the request for voluntary pay- 
ment had not been made by the Custom House, according to the in- 
formation furnished to the Committee, as the relevant particulars of 
the consignment were not available. 

Thus, while demands for short-levy have been issued in time for 
an amount of Rs. 49.66 lakhs, short-levy totalling about Rs. 1.31 
crores is not susceptible to recovery, unless the importers choose 
voluntarily to make payment. To put it mildly, this is a most un- 
satisfactory state of affairs. The Committee would like to know the 
outcome of the efforts made to recover the duty 'less charged' on 
those consignments in respect of which demands could be raised in 
time as well as of the attempts to obtain voluntary payments. The 
fate of the remaining bill of entry relating to the import through 
Bombay port should also be investigated and intimated to the 
Committee. 
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1 5 2-35 Ministry of Finance The Committee would like to draw attention to an important 
(Department of Revenue point arising out of this case which has a bearing on the revenue in- 

and Insurance) terests of Government. The Committee find that the classification 
of butter oil as ghee by the Madras Custom House had been objected 
to by the Central Revenue Audit in July 1971. While on the one 
hand, the Custom House had not taken timely action to have the 
dispute over the classification resolved early, on the other hand, the 
Customs Houses a t  Bombay and Calcutta appear to have followed 
what later turned out to be an incorrect classification till the middle 
of 1972. These Customs Houses were, perhaps, unaware of the 
objection raised by the Central Revenue Audit a t  the Madras Custom 
House. The Committee urge that there must be a constant flow of 
information between various Customs Houses on important issues, 
relating to classification, levy of duty, assessment, etc., particularly 
in the light of the objections raised from time to time by the Central 
Revenue Audit. The Central Board of Excise & Customs has an  im- 
portant role in this regard and should devise, in consultation with 
Audit, an efficient machinery for the exchange of information, in a 
concrete, principled manner, on matters affecting revenue. 

16 2.36 Do. In this context, the Committee consider it pertinent to recall an 
earlier observations of their contained in paragraph 1.64 of their 
43rd Report (Fifth Lok Sabha) that the necessary details for setting 
up of a Central Exchange of Classification and Evaluation should be 
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h a l i s e d  expeditiously. In fact, even as early as January 1970, the 
Public Accounts Committee (1969-70) had been informed by the 
Central Board of Excise and C'ustoms that the question of establish- 
ing such a centralised agency for evolving suitable procedures t o  
find out diverse practices in regard to classification in various Customs 
Houses and bringing about, as far as possible, a uniformity in this 
regard in consultation with technical experts was 'under considera- 
tion'. The Committee had subsequently learnt from the Department 
of Revenue & Insurance, in December 1972, that necessary steps for 
obtaining clearance from the Expenditure Finance had been initiated 
and that further administrative steps for setting up the Exchange 
would be taken after the clearance was accorded. The Committee 
would like urgently to know the position in this regard. 

c. 
0) 

Incidentally, the Committee learn that the equipment5 in the + 

Customs laboratories are old and not quite upto the m a r k  The 
Chairman of the Central Board of Excise & Customs has also in- 
formed the Committee that if these laboratories were modernised 
further, they would be of considerable extra assistance. The Com- 
mittee would, therefore, like Government to review the existing 
testing arrangements and facilities available in the Customs labora- 
tories and take all steps necessary for their improvement and 
modernisation. 

The Committee regret that the question of classification of two 
consignments of, metallic yarn imported in August 1966 and Feb- 
ruary 1967 has been hanging fire for a considerable period now. It 



19 2 '44 Ministry of Finance 
(Department of Revenue 

and Insurance) 

20 2.56 Do. 

should not be very difficult to resolve this issue, since it has apparen- 
tly been decided already, on the Central Excise side, that metallic 
yarn should be treated as synthetic yarn and classified under item 
18 of the Central Excise Tariff. The Committee desire that the 
correct classification of the subject goods, for purposes of levy 
of customs duty and countrvailing duty, should be decided forthwith 
and intimated to the Committee. 

Since this is not the first occasion that the Committee have come 
across instances of delays in resolving the question of correct classi- .. 
fication of goods, they recommend that Government should, in con- +, 
sultation with Audit, prescribed a suitable time limit within which 8 
all such doubts raised by Audit about the correct classification of im- 
ported goods should be resolved in the interest of safeguardfng ,. 
public revenue. 

The Committee disapprove of the manner in which the assess- 
ment of and levy of duty on consignments of 'Viton B' (Fluo Carbon 
Elastomer) imported through Madras Port had been handled by the 
Custom House. The Committee consider it peculiar that the Custom 
House should have withdrawn the demand of Rs. 17,396, levied on the 
basis of the advice of the Internal Audit, even when the question of 
classification of the commodity had not been finally decided upon, 
and despite the fact that the importer himself had requested that 
the demand be kept in abeyance, pending receipt of details of com- 
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position of the product which he was arranging to obtain from the 
suppliers. The withdrawal of the demand naturally resulted in the 
Department being dispossessed of its right to collect the duty on the 
final decision arrived at the conference of. Collectors. In the opinion 
of the Committee. this action of the Custom House was premature 
and hasty, especially when the properties possessed by the product 
were also indicative of the product being a resin or plastic. 

What causes greater concern to the Committee is that the assess- 
ing officers in this case should have ignored a clear and unambiguous 
recommendation of the Customs Study Team that the provisional 
assessment procedure should be adopted in cases where doubt 
persists. Since it is evident that the question of classification of this 
product was discussed at great length as two views on the subject 
were possible, the Committee find it difficult to appreciate the 
rationale for the withdrawal of the demand. As the circumstances 
in which this decision was taken appear to be questionable, the 
Committee desire that the case should be thoroughly investigated. 
This is called for also in view of doubts which might arise from the 
fact that the Chemical Examiner was asked for a second opinion and, 
without a fresh chemical analysis. went back on his earlier finding 
and declared the product to be 'synthetic rubber'. 

Unfortunately, there has also been no uniformity in the assessment 
of the product at different ports. The Committee find that while 
the Madras Customs House had initially assessed the product under 
item 39 ICT and subsequently reassessed it under item 87 ICT, on 



the advice of Internal Audit, the Bombay Custom House had assessed 
the ~ r o d u c t  under item 87 ICT read with item 15A of the Central 
Excise Tariff. The product was, however, finally classified as 
'synthetic Resin or Plastic Materials' under item 82 (3) ICT. The 
Committee feel that when the classification of new products parti- 
cularly synthetic and sophisticated items was not clear, an  effective 
liaison should have been established between various Customs 
Houses to ensure uniformity in assessment. The Central Board of 
Excise and Customs should evolve a suitable procedure by which ' 
this objective could be achieved. 

23 3 .19  Ministry of Finance 

(Department of Revenue 
and Insurance) 

c.' 
The Committee find it unusual and rather intriguing that  in this 

case, involving the non-levy of countervailing duty on imported wool 
tops amounting to Rs. 37,529, the mistake should have been detected 
all of a sudden by the concerned Appraiser and an ad hoc demand of 
Rs. 50,000 raised, on the basis of. a rough calculation, which also 
apparently had no relation to the short-levy in this case, even while 
the Central Revenue Audit was in progress in the Custom House. 
I t  is also surprising that the ad h m  demand had been issued on the  
25th November, 1970, to coincide, strangely enough, with an objection 
raised by the Central Revenue Audit on the non-levy of countervail- 
ing duty on the same day and delivered to a representative of the 
importer by hand. While the Committee would normally have ap- 
preciated the speed and promptness with which the Appraiser had 
acted in this case, they cannot also overlook the possibility of the 



Appraiser having somehow got wind of the Audit objection in the 
offing and having taken necessary rectificatory steps to preempt  the 
Central Revenue Audit, &en though sufficient time was available 
for the issue of a proper demand, under Section 28 of the Customs 
Act, after a scrutiny of the relevant documents. 

24 3.20 Do. Whatever view is taken of the not unlikely ingenuity of this 
particular officer, the Committee are concerned about the non- 
detection of the mistake in Internal Audit. The extenuation, offered 
in this regard, unfortunately, has been the inexperience of the 
audit clerk. The Committee recall that the functioning of the Inter- 
nal Audit Department has been commented upon time and again in 
their earlier reports but there appears to be no perceptible improve- 
ment in its performance, despite reorganisation in 1969. The Com- + 

mittee had also specifically emphasised, in paragraph 1.63 of the 43rd 
Report (Fifth Lok Sabha) that cases of levy of countervailing duty 
should be subjected to careful scrutiny by the Internal Audit Depart- 
ment, and yet a mistake like that in this case has gone undetected. 
I t  is not pleasant to the Committee to find lapses galore by Internal 
Audit year after year. I t  is also surprising that inexperienced per- 
sonnel should be drafted for this important task. The Committee 
have regretfully to conclude that their earlier recommendations have 
had little or no impact on the Department, and must reiterate their 
earlier recommendations contained in paragraph 6.1 (5) of their 89th 
Report (Fifth Lok Sabha) namely that the working of the Internal 
Audit Department should be gone into with a view to streamlining 

d - -- - - - - 
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its procedure and functions and that it should be placed under a 
separate Director oP Internal Audit, on the pattern adopted by the 
Railways. 

25 3.35 Ministry of Finance The Committee find that, in this case, while Audit placing reliance ---_ on the literature of the manufacturers held the view that 'sperm oil' 
of Revenue was not the same as 'fish oil', the Custom House, depending on the 

and Insurance) report of the Deputy Chief Chemist and the definition in an encyclo- 
paedia that fishery also included whales, assessed the goods as 'fish 
oil' and passed the consignment without levying countervailing duty. 
This resulted in a short collection of duty of Rs. 19,562 in respect of 
four consignments of 'sulphonated sperm oil' ('Lipoderm Liquor 2'). 
an 'organic surface active agent'. I t  would appear that the Custom 
House had not adequately safeguarded revenue nor even made en- 
quiries about the product. I t  was only in June 1970 that the ques- 
tion of classification of the commodity had been referred to the Cen- 
tral Board ofi Excise and Customs. The Committee would like the 
reasons for this complacency to be strictly investigated, and measures 
taken to ensure that doubts and disputes in such cases are resolved 
quickly. 

26 3.36 Do. Bt is also strange that there has been a lack of uniformity in 
assessing the commodity by various Customs Houses. The Com- 
mittee observe that initially, countervailing duty on sulphonated 
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sperm oil had been levied by the Calcutta Custom House, under 
item 15AA of the Central Excise Tariff, which was discontinued as 
a result of certain misunderstanding on the part of the Internal 
Audit, till its reintroduction after the Collectors' Conference in 
October 1973. In Madras Custom House, countervailing duty had 
been levied even prior to the issue of the Board's orders dated 29th 
November 1973. Surprisingly enough, while the internal audit in 
Calcutta Custom House had objected to the levy of counter-vailing 
duty on the commodity, the internal audit in Madras Custom House 
had objected to its non-levy. It  would, therefore, appear that effec- 
tive coordination and liaison between the Customs Houses has been 
lacking, if not nearly non-Existent. The Central Board of Excise & 
Customs has an important role to play in this regard and the Com- 
mittee are of the view that the Board should maintain a constant 
flow of information between various Customs Houses on important 
issues relating to classification, levy of duty, assessment e.tc., parti- 
cularly in the light of the objections raised from time to time by 
the Central Revenue Audit. The Committee desire that an efficient 
machinery for the exchange of information, in a concrete, princi- 
pled manner, on matters affecting revenue, should be devised. 

Out of the short-levy of Rs. 19,562 in this case an amount of 
Rs. 10,930 is stated .to have been recovered. The Committee would 
like to be informed whether the balance amount of Rs. 8,632 has 
since been recovered and in case this has not been done, the rea- 
sons therefor and the steps taken for recovery. 



28 4.39 Ministry of Finance The Committee take a serious view of the excess payment of 
drawback amounting to Rs. 6.27 lakhs on four consignments of 

(Depa*mmt of copper conductors exported by Kamani Engineering Corporation and Insurance) Ltd., consequent upon the revision of the rate of drawback on 
copper conductors with effect from 1st September, 1971 from 
Rs. 1,500 per metric tonne to Rs. 3,800 per metric tonne. Though 
the revised rate of Rs. 3,800 per metric tonne was admissible o d y  
in respect of exports effected by vessels granted 'entry outwards' 
on or after 1st September, 1971, this enhanced rate had been allowed 
to the exports effected by a vessels granted 'entry outwards' on 

0 3  27th August, 1971, which was clearly in contravention of the rules 03 

on the subject. The Ministry of Finance tried to explain it awby 
by attributing it to a confusion arising out of a similarity in the' 
names of two vessels which had been granted 'entry outwards' 
a t  about the same time-the first vessel 'Nicoline' by which the 
consignments in question were exported having been granted 'entry 
outwards' on 27th August, 1971, and another vessel 'Nicolayev' on 
4th September, 1971. This explanation is unconvincing, especially 
in view of the fact that detailed checks are prescribed for the scru- 
tinv of drawback claims and the mistake had gone unnoticed at 
different levels of the Custom House. Since the supplementary 
claim of the exporter for the payment of drawback at the enhanced 
rate is stated to have been processed with reference to the papers 



relating to the original claims and the original claims had also been, 
in turn, checked with the Export General Manifest, it is  not 
clear to the Committee how this patent mistake had gone unnoticed. 
That such a mistake should have occurred despite the elaborate 
procedures prescribed for the scrutiny of drawback claims would 
lead the Committee to infer that either the checks had not been 
exercised properly in this case or that the mistake was deliberate 
and malafide. 

29 4.40 Ministry of Finance It  would, prima facie. appear that there had perhaps been a per- 
sistent and organised attempt on the part of the exporter in this 

(Deparrment of Revenue case to deprive Government of its legitimate revenue. The Corn- and Insurance) 
mittee consider i t  significant that barely two weeks after submitting 

Cabinet Secretariat the supplementary claim to the Custom House for the payment of 
drawback a t  the rate of Rs. 3.800 per metric tonne, the exporter had w 

approached the Ministry a t  Delhi on l l t h  February, 1972 for retros- 
pective effect to the revised rates of drawback from a date earlier ' 

than 1st September, 1971 as well as far the fixation of a brand rate 
of drawback for their exports at Rs. 4,450 per metric tonne. While 
furnishing the details of the copper conductors exported in support 
of the claim for preferential treatment, the exporter had also 
clearly mentioned in the letter dated l l t h  February, 1972 to the 
Director (Drawback), Ministry of Finance, that no exports had 
taken place in September 1971 and that the quantity of 272.491 
metric tonnes on which excess drawback was allowed by the Cus- 
tom House had been exported in  August 1971. In  the circum- 
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stances, i t  is not clear to the Committee how the exporter could 
have preferred the supplmentary claim with the Custom, House in 
respect of the same consignments claiming that the exports had 
taken place after the revised rate of drawback became effective. 
In view of the fact that two other cases of default by the Kamani 
Group are stated to be under investigation fn the Enforcement 
Directorate and the Bombay Custom House, the Committee are 
inclined to conclude that this transaction was also not, perhaps, 
bonafide. 

30 4.41 Ministry of Finance I t  would also appear that there had perhaps been undue haste 2 -- u on the part of the-custom House in admitting the supplementary 
(Department of Revenue 

and Insurance) qlaim. It has been found by Audit on actual verification, that the 
average time taken to settle drawback claims was 107 days in the 
~ o m b &  Custom House. In the present case, however, the supple- 
mentary claims of the exporter, which were registered on 4th Feb- 
ruary, 1972, had been passed for payment after about 43 days, on 
17th March, 1972. While the Committee appreciate the claim made 
by a representative of the Central Board of Excise & Customs 
during evidence that the department was 'very prompt in paying', 
the modus o p e ~ a n d i  adopted by the exporter in this case and the 
unusual speed with which the claim had been admitted by the 
Custom House give rise to serious suspicions. The Committee would 
like to be satisfied that the excess payment was a bonafide mistake 



4.42 Ministry of Finance 
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N ' Deptt, of Revenue 

and Insurance - 
Cabinet Secretariat 

m d  would ask for a thorough probe info the case and appropriate 
action thereafter. 

The Committee have been informed that the drawback of 
Rs. 6.27 lalihs paid in excess had been adjusted against another 
pending claim of the exporter for drawback on copper wire rods- 
Since various claims are stated to have been made by the exporter, 
all as parts of one continuing transaction, it is not unlikely that 
other similarly unjustified claims may have been paid without ade- 
quate scrutiny and that there might have been different facets to 
the transactions at different times. The Committee are, therefore, 
of the view that this is a matter which needs to be looked into 
more carefully and would suggest that all the claims for drawback 
submitted by this exporter should be examined afresh with a view 

4 to ensuring that they were, in fact, fully justified. The Committee + 

appreciate that the Ministry of Finance also appeared, during evi- 
dence, to share their concern in this regard and had offered to 
have an independent enquiry conducted by the Director of Reve- 
nue Intelligence and the Director of Inspection. The Committee do 
not know the latest position but trust that this enquiry would be 
speedily completed and its outcome intimated. 

The Committee would also like to know the details of the two 
other cases against the Kamanis stated to be under investigation 
by the Enforcement Directorate and by the Bombay Custom House 
and whether these investigations have since been completed. 



33 4'44 Ministry of Finance A distressing feature of this case is the complete failure of the 
Internal Audit in not detecting the excess payment though the 

Revenue claims had been pre-audited right upfo the level of the Deputy and Insurance) Collector (IAD). This would indicate that the scrutiny exercised 
by Internal Audit had perhaps been perfunctory. It is regrettable 
that despite repeated observations by the Committee in regard to 
the ineffectiveness of Internal Audit in the Customs Department, 
there appears to be no perceptible improvement in the situation. 
Having regard to the amount involved in this case, the Committee 
consider that merely cautioning the persons responsil$e for the 
lapse is not a good enough antidote. As pointed out by the Corn- S 
mittee in paragraph 6.16 of their 187th Report (Fifth Lok Sabha), 
such a ritual would neither help the Administration nor the Exche- 
quer. The Committee would, therefore. reiterate their recommen- 
dation that a more positive procedure has to be evolved in this 
regard so that punishmencs are graded according to the magnitude 
and seriousness of the lapse committed by the officials and that 
such steps are taken in graver cases as would act as a deterrent 
to others. 

-Do- The Committee would urge the Department of Revenue & 
Insurance also to examine whether the existing checks prescribed 
for the scrutiny of drawback claims, both in the Drawback De- 
partment and Internal Audit, are adequate and k k e  such remedial 



steps as are found necessary. The Department would do well to 
consult the Office of the Comptroller & Auditor General so that 
all loopholes are plugged and the scrutiny made purposeful and 
thorough. Government should, in particular, examine the desira- 
bility of indicating the date of 'entry outwards' on the Drawback 
Shipping Bills which are the basic documents for drawback claims. 

-do- This is yet another case of erroneous payment of drawback by 
the Custom House, resulting in excess payment of Rs. 28,078 to the 
exporter. It is surprising that the polyester content of the flended 
fabrics should have been incorrectly arrived at on the basis of the 
total weight of the fabrics, including the weight of the embroidery 
instead of only on the weight of the base fabric. The Committee find 
that the drawback examiner had admitted the claim on the basis of $ 

U) the scale weight of. 188 gms. per linear metre, a s  certified in the fac- 
tual inspection report of the Textile Committee, deeming it to be 
the polyesterlcotton content. Since the Textile Committee had 
furnished both the factual inspection report and the test report, 
according to which the weight certified was 89.95 gms. per square 
metre, the Committee feel that it should have been possible for the 
Examiner to check whether the weight certified was for base length 
of the fabric exported and the weight of the consignment. If, how- 
ever, the reports of the Textile Committee had not been clear 
enough and doubt persisted, this could have been got clarified 
from the Textile Committee and in the interest of the revenue, the 
lower of the two weights should have been adopted provisionally. 
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36 4.63 Ministry of Finance I t  is surprising that even the Internal Audit did not notice the -- -excess payment, when, in practice, the claim was subject to pre- 

of Revenue audit by it. Apparently the claim had not been scrutinised with 
and Insurance) reference to the test report of tIie Textile Committee, but only on 

the basis of the factual inspection report. That the mistake should 
have gone unnoticed even after the reorganisation and strengthen- 
ing of the Internal Audit Department would indicate that internal 
audit in this case was perfunctory and superficial. Since it is the 
test reports that would determine the content of the materials, the 
Committee desire that suitable instructions should be issued to 
ensure that the test reports are invariably checked in internal Z 

6 audit, before such claims are admitted. 

The Committee find that the factual inspection certificates and 
test reports are issued by the Textile Committee as soon as the 
test result of the sample drawn from the lot are available. There is, 
however, no fixed time limit for the certification, though it has 
been stated that the certificate-cum~test reports are 'generally' 
issued within one month from the date of inspection. The Com- 
mitte would like to know the reasons for not fixing any time limit 
in this regard. 

The Audit objection in the presen: case primarily relates to the 
classification of diesel engine parts of motor vehicles as 'motor 
vehicle parts', under item 59 of the first schedule to Drawback 



Rules, 1960, instead of classifying them as 'components, spara 
parts, accessories and ancilliaries of diesel engines' under item 95 
of the schedule for the purposes of grant of drawback. The Com- 
mittee find from the nomenclature and description of some of the 
items on which drawback had been allowed at the high rate of 10 
per cent of f.0.b. values applicable to 'mo'.or vehicle parts' that 
they, prima facie. appear to be component parts or ancilliaries of 
the diesel engines, or, in some cases, even diesel engine assemblies. 
No doubt. the diesel engine assembly itself constitutes part of the 
motor vehicles. However, since a specific item for components, spare 
parts, accessories and ancilliaries of diesel engines has been provided 
in the drawback schedule, and from a reading of the items as they 
are actually worded, the Committee are doubtful whether such 

Y 

items can be brought under the more general item of motor vehicle 2 
parts. and i t  appears to be more logical to treat them under item 95 
of the schedule. Since a dispute exists on this point between Audit 
and the Ministry, the Committee desire that this should be resolved 
expeditiously Pending a firm decision, the Committee are of the 
view that a classification more favourable to revenue should be 
provisionalIv adopted. 

In the meantime, the Committee desire also that a review should 
be conducted of all such exports at ports other than Madras and 
Tuticorin, and the extent to which drawback has been allowed in 
excess under item 59 shouId be determined and intimated to the 
Committee. 



40 4.80 Ministry of Finance It would appear that between Madras and Tuticorin there has - been no uniformity of procedure in allowing drawback on such 
(Depanment of Revenue parts. Even within the Custom House, the department was obvi- and Insurance) ously led by the declaration of exporters, instead of taking the 

initiative itself for ascertaining the correct classification. If there 
was a conflict in the schedule or if two items were found to be 
overlapping in  practice, the Committee feel that the Colledor 
should have got the points clarified from the Ministry who, on 
their part, should have issued clear instructions in  this regard so 
as to avoid ambiguity and confusion. 

The Committee are perturbed over the two instances of negli- 
gence, pointed out in the Audit paragraph, which would have derp 
rived the exchequer of Rs. 8.17 lakhs, but for the timely detection 
by the Central Revenue Audit. In the first case i t  has been stated 
by the Ministry of Finance that while perforating the duty amount 
on the bill of entry, the pin-point typist took the duty amount to be 
Rs. 1,70,219.50 instead of Rs. 9,70,219.50 and typed the duty amount 
accordingly. This mistake is stated to have occurred because of the 
overlapping of the figure of duty amount by the date of the assess- 
ing officer's signature. (In the second case, the cornputist, while 
calculating the duty, had taken the value as Rs. 5,896 instead of 
58,961, construing the digit 1 as a line or stroke and omitting the 



BAmC!. Though the mistakes have been attributed td " h u i n ~  
failure", the Committee would like to be satisfied that no malafidCs 
are involved, in view especially of the fact that the mistakes had 
gone undetected both in the accounts branch and in internal audit; 
while the importers or clearing agents had also, for obvious rea: 
sons, not pomted out the short-levy. The Committee, therefore, 
desire that the various aspects of these two cases should be invesfi- 
gated thoroughly with a view to ensuring that there had been no 
attempt to defraud Government of its legitimate dues. 

As a safeguard against the recurrence of such costly lapses, the 
Committee would suggest that duty amount should be indicated 
on the bills of entry by the computists boldly both in figures and 
words and the typist instructed to perforate the same after care- 
fully checking the amount both in words and figures. It would also -J 

appear that there is, strangely, no check on the work of the com- 
putist and the typist. The Committee desire that the adequacy of 
the existing arrangements for the initial calculation of duty should 
be reviewed immediately and stringent measures taken to plug all 
loopholes. Besides, in all cases of duty collection, the calculations 
should be carefully checked in the accounts branch and wherever 
default is detected, deterrent action should be taken against the 
erring officials. 

43 5 -33 - d o -  That, as noted earlier, the mistakes should have gone unnoticed 
in the Internal Audit Department, indicates that in spite of the re- 
organisation of the Internal Audit Department in 1969 after re- - - -- -- -- -- 



peated observations by the Committee in this regard the internal 
audit machinery is still not adequate to meet the challenges posed 
to it and requires further streamlining. Since, as i t  appears, the 
duty calculations are  rechecked in internal audit with the aid of 
machines, it is inconceivable to the Committee that these mistakes 
should have remained undetected. I t  follows, therefore. :hat the 
prescribed checks had been exercised, if a t  all, in a desultory 
fashion. The Committee are inclined to take a serious view of the 
lapse and desire fixation of responsibility for appropriate action. 
The adequacy of the existing arrangements for internal audit in 
this Custom House should also be reviewed and suitable remedial 

03 $ measures taken. 

f Finance The Committee are unhappy to note that in this case, consign- - - _ _ _  ments of fabricated iron and steel, imported in January 1962, by a 
(Dt3'arrment of Rc'7enue Government of India undertaking under the Special Project Import and Insurance) Procedure, had been wrongly assessed 'through oversight' a t  the 

rates applicable after the Budget of 1962, resulting in an excess 
collection of duty to the extent of Rs. 878,578. The Committee view 
with disfavour cases of over-assessment as much as those of under- 
assessment. The Department must guard against their recurrence 
of such mistakes. 

Surprisingly. this case of over-assessment is stated to have escap- 
ed, 'due to gmission', the nqtice of the Interngl Audit Department 



also. That such an obvious mistake of non-application of the cor- 
rect. prevalent rates of duty should have gone undetected in Internd 
Audit is a sad commentary on the working of the Depart.ment. The 
Committee can only reitarate the hope that with the reorganisation 
of the Internal Audit Department. which has been brought about 
after repeated expostulation by the Committee, such 'omissions' 
would be a t  last a thihg of the past. 

ce were The Committee find that though the assessments in this cab 
reported to have been finalised in January 1965. the relevant docu- 
ments were produced to Central Revenue Audit only in October 
1970. This is not the first instance of egregious delay that has come 
to the notice of the Committee. The Committee see no reason why 
it should have taken over five years to furnish simple documents to 5 

(D Audit. This long delay is inexcusable and needs to be explained 
satisfactorily. 

Another disturbing feature of this case is that the subject goods, 
after provisional assessment in 1x2, were finally assessed, under the 
Special Project Import Procedure only in February 1975. The 
Committee had had occasion earlier, in paragraph 1.71 of their 80th 
Report (fifth Lok Sabha), to recommend, inter alia, that arrange- 
ment shouId be made to avoid delay in assessment oP goods under 
this procedure. The Committee desire that the existing arrangements 
for the finalisation of assessments under the special procedure should 
be urgently gone into and necessary measures taken. 



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

1 2 3 4 
f 

____ -_ -- - - - -  - - - 
48 6.14 -Do- The Committee are also concerned to note that, even after the 

lapse of about 12 years, the contract in the present case remains to 
be finalised by the Custom House on account of the non-submission, 
till June 1974, of the reconciliation statement by the importers, a 
Government of India undertaking, and also because there are other 
similar cases of under and over-assessments. The Committee are 
thoroughly dissatisfied with the state of affairs and desire that 
vigorous steps should be taken to finialise the contract and to recover 
or refund the duty underlover-assessed. In this connection, the 
Committee would also invite attention to the recommendations con- 
tained in paragraphs 1.36 and 1.37 of their 135th Report (Fifth Lok 
Sabha) . 

The Committee are unhappy that a simplified procedure, evolved 
after ten long years of cogitation, for the adjustment of Customs 
duty on aviation fuel found in the tanks of aircraft of the Indian 
Airlines at the time of reversion from foreign flights and for the 
grant of drawback on the fuel taken in the tanks of these aircraft a t  
the time of proceeding from domestic to foreign flights, had not 
taken into account the rebate admissible in respect of the indigenous 
fuel in the tanks of the outgoing aircraft. As a result, the adjust- 
ment of set-off has been delayed and the arrears of customs duty due 
from the Indian Airlines unduly inflated and exaggerated. The 
Committee are quite unable to accept the contention of the Minis tq  



that the question of set-off of indigenous oil against imported oil 
was not considered or thought of at any stage. I t  is plain that the 
Ministry should have known, when they adopted the set-off proce- 
dure in 1971, that Indian Airlines had been using indigenous fuel 
since 1st March 1969. The Committee would like the procedure now 
in vogue to be reviewed and rectificatory measures taken without 
delay. 

t - . a  -d lyl d 
Even if i t  is conceded that the question of indigenous fuel was 

not specifically considered a t  any stage, the Central Board of Excise 
and Customs could not have been entirely unaware of the large 
demands raised by the Custom House against the Airlines, amount- 
ing to Rs. 13.78 lakhs and the arrears of duty of Rs. 14.73 lakhs, in 
view of the fact that, as per the normal procedure, Members of the 
Board during their visits to the Customs Houses are expected to look 
into the arrear position. Yet, strangely enough, the Committee find 
that though there had been visits by the Members to the Custom 
House between 1972 and 1974, the large arrears of duty outstanding 
against the Indian Airlines had not, on the evidence, been brought 
to their notice. This would indicate that, to put it mildly, the super- 
vision and scrutiny exercised during such visits have not been very 
effective. The Committee would very much like to know the reasons 
therefor, and also the remedial measures, if+ any taken to improve 
the position. 

51 7.43 -Do- The Committee are surprised and disturbed to note that the Col- 
lector of Customs, Madras, should have exceeded the powers vested 

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



in him, under Article 266(2) of the Constitution of India and rele- 
vant rules in fmxe for the payment of overtime, and authorised the 
collection of conveyance charges from the merchants for the per- 
formance of overtime work by the executive staff of the Custom 
House. The practice has apparently been in vogue only in this Cus- 
tom House and the Committee are unable to appreciate the rationale 
for allowing this exceptional practicz in Madras only as, after all, 
similar situations must be presumed to be prevailing at other places 
also. The Committee have been informed that the conveyance 

w charges were collected from the rnerchantdbeneficiaries whenever 
the services of the officers were requisitiond by them for the work to 
be done on their behalf otherwise than in continuation * ~ f  office 
hours, on Sundays and holidays or in places other than the docks. 
The Committee also understand that in order that the Customs staff 
reach their place of duty for Merchant Overtime work in time, so 
that the merchants are not put to any inconvenience of monetary 
loss by way of their labour having to wait for the customs staff to 
arrive, the beneficiaries had agreed to either provide transport to 
the staff or to pay the conveyance charges. Even though it has been 
claimed that the overtime work for which conveyance charges were 
paid by merchants did not start immediately after office hours, the 
Committee. however, learn from Audit that, in a large number of 
cases, the overtime started from 5.15 P.M. 



Notwithstanding the allegedly practical aspects of this arrange- 
ment, the Committee are more than doubtful whether the collection 
of conveyancc charges from the trade could be at all permissible for 
Government officials who are bound by certain principles of pro- 
priety and professional ethics. It  must also be borne in mind that 
the area of operations of the Customs staff is a very sensitive one 
and that any device that has even the vaguest tinge of impropriety 
should be sternly discouraged. Besides, the staff should also not be 
allowed directly or indirectly to force overtime work on merchants 
on one ground or the other. The Committee consider it regrettable 
that what prima facie appears to be an unhealthy practice should 
have been persisted with for almost two decades. While the revised 
orders in this regap3 imply a certain improvement in the situation, 
the Committee are doubtful if they truly satisfy the canons of prin- 

W cipled conduct incumbent on Government officials. The Committee 
desire that the entire question of drawal of remuneration by Cus- 
toms staff from private parties and individuals should be thoroughly 
examined and appropriate norms of conduct laid down. 

Under Article 266(2) of the Constitution, all moneys received by 
or on behalf of the Government of India shall be credited to the 
Public Account of India. In accordance with this, moneys received 
by Government officers, in their official capacity, should have been 
first credited to Government account and then withdrawn for d i s  
bursement, so as to ensure proper checks and controls. The Corn- 
mittee, however, learn with some consternation that the conveyance 
charges collected from the merchants in the Madras Custom House 

-- 



- -  -- -- -. ..- - - - _ _  _ _ I . - 
were paid direct without being brought into Government Account 
to ensure their 'prompt payment' to the concerned officers. Appa- 
rently, therefore, the checks, if any, that could be exercised on such 
receipts were only insignificant. The Committee take a serious 
view of this default and call for fixation of re3ponsibility and appro- 
priate action thereafter. 

-Do- The Committee note that as on 31 October 1973, the total amount 
of Customs duty remaining unrealised for the period upto 31 March 
1973 was Rs. 59.10 lakhs as against Rs. 87.10 lakhs for the correspond- 
ing period in the previous year. While the Committee observe, with 
some satisfaction, the downward trend in the total quantum of ar- 
rears, they are concerned that an amount of Rs. 53.39 lakhs, repre- 
senting nearly 90 per cent of the total arrears, has been pending 
realisation for over a year, as compared with the corresponding 
figure of Rs. 48.39 lakhs outstanding for over a year upto the period 
ended 31 March 1972. Besides, nearly 75 per cent of the demands 
issued upto 31 March 1973 and unrealised as on 31 October 1973 per- 
tain only to three Customs Houses. namely, Goa (Rs. 23.47 lakhs), 
Bombay (Rs. 14.36 Iakhs) and Calcutta (Rs. 9.34 lakhs). The entire 
arrears of Rs. 23.47 lakhs in the Goa Custom House are also over one 
year old. The Committee would urge that concerted efforts should 
be made to realise these outstandings early. The Committee would 
suggest that a time-bound programme be drawn up for the realisatiqn 



of the outstanding dues in these three Customs Houses and scrupu- 
lously adhered to. The Customs Houses would, in particular, do 
well to examine whether the outstanding amounts could be recover- 
ed, under Section 142(l) (a) of the Customs Act, from any refunds, 
drawback, return of security, etc. which may be due to the default- 
ing parties. Now that instructions have been issued by the Central 
Board of Excise & Customs in this regard, the Committee would like 
to be apprised of the progress made so far. 

-Do - In paragraph 1.95 of their 43rd Report (Fifth Lok Sabha), the 
Committee had expressed concern that as on 31 March 1970, there 
were 6,487 pending case-, of provisional assessments involving an 
amount of Rs. 59.32 crores. While stressing that necessary steps 
should be taken to finalise these cases early, the Committee had also 
suggested that a suitable time-limit should be fixed for the finalisa- i" 

t'ion of cases of provisional assessment so that such assessments did 
not remain 'provisional' for several years. The Committee are, haw- 
ever, distressed to find that there has been a marked deterioration 
in the number of provisional asse:sments pending finalisation as on 
31 March 1973, with the pendency being as high as 13,568 cases. 
While the Committee can understand some time-lag in the finalisa- 
tion of machinery contract cases on account of the fact that the im- 
ports are spread over several years in some cases, they fail to appre- 
ciate the reasons for the pendency of as large a number as 953 cases 
under thc 'Note Pass procedure' which is applicable to imports by 
Government departments, and 6,429 other caseq. The Committee 



would like the reasD.ms for this heavy accumulation to be gone into 
and steps taken to finalise provisional assessments other than those 
relating to machinery contract; immediately. The Committee would 
also reiterate their earlier recommendation that a suitable time-limit 
should be prescribed for the finalisation of cases of provisional assess- 
ments. 

It is discmcerting that a3 many as 9,787 show-cause notices were 
pending confirmation by Customs Houses as on 31 March 1W3, in- 
volving an amount of Rs. 13.06 crores, out of which 645 cases involv- 
ing Rs. 77 lakhs related to periods prior to 1970-71. The Committee Cn 

desire that the reayons for this heavy pendency should be investi- 
gated into immediately by the Central Board of Excise and Customs 
and necessary steps taken early for their settlement. The Commit- 
tee would await a further detailed report in this regard. 

Of the total arrears of Rs. 53.39 lakhs pending realisation for over 
a year as on 31 October 1973, Rs. 44.43 lakhs relate to court cases. 
The Committee would urge Government to monitor the progress 3f 
court cases continuously and to take all possible steps to ensure 
their expeditious finalisation. In this connection, the Committee 
would also refer O3 their recommendation-, contained in paragraphs 
20.18 to 20.20 of their 177th Report (Fifth Lok Sabha) (1975-76). 



The Committee note that the maximum penalty levied in a cus- 
toms case during 1972-73 was Rs. 2.25 lakhs for importing woollen 
garqents and rags in violation of the Import Trade Control Regula- 
tions and the Customs Act. The Committee would like to be inform- 
ed whether the penalty has been recovered in this case. 
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