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INTRODUCTION 

I, the Chairman of the Public Accounts Committee, authorised by 
the Committee, do present on their behalf this Thirteenth Report of the 
Public Accounts Committee on paragraphs of the Report of the Comp- 
troller and Auditor General of India for the year 1973-74, Union GOV- 
ernment (Civil) Revenue Receipts, Volume I, Indirect Taxes relating to 
Union Excise Duties. 

2. The Report of the Comptroller and Auditor General of India for 
the year 1973-74, Union Government (Civil), Revenue Receipts, Volume 
I, Indirect Taxes, was laid on the Table of the House on 9 May, 1975. 
The Committee (1975-76) examined these paragraphs at their sittings 
held on 23 Scptember (AN), 24 Septembcr (FN & AN), 29 September 
(FN & AN) and 30 September ( F N  & AN),  1975 but could not consider 
and finalise this Report for want of time. The Committee (1976-77) 
also could not finalise this Report due to dissolution of Lok Sabha on 
18 January, 1977. The Committee (1977-78) considered and finalised 
this Report at their sitting held on 10 September, 1977 based on the 
evidence taken and further information furnished by the Ministry of 
Finance. Minutes of the sittings from 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 recommendations/observations of the 
Committee have also been reproduced in a consolidated form in Appen- 
dix XV to the Report. 

4. The Committee place on record their appreciation of the commend- 
able work done by the Chairman and Members of the Public Accounts 
Committee (1975-76) 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 exa.mination of the Audit Report by 
the Comptroller and 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 Bank- 
ing) for the cooperation extended by them in giving information to the 

Committee. 
NEW DELHI; 
September 26, 1977. 
Asvina 4, 1899 (S) . 

C. M. STEPHEN, 
CHATRMAN, 

Public Accounts Committee. 
*Not printed. (One cyclostyled copy laid on the Table of the House and five copie, 

placed in the Parliament Library.) 



REPORT 

EXCISE DUTY ON UNMANUFACTURED TOBACCO 

A udit Paragraph 

1.1. Excise duty on the unmanufactured tobacco fetched Rs. 94.49 
crores during the year 1973-74. 

[Item (xiii) of Para 24 of the Report of the Comptroller & Auditor 
General of India for the year 1973-74, Union Government (Civil)-Reve- 
nue Receipts, Vol. I, Indirect Taxes]. 

Realisation of Excise h t y  

1.2. The Committee desired to know the amount of excise duty realized 
on unmanufactured tobacco during the years 1968-69 to 1974-75. The 
Ministry of Finance (Department of Revenue and Banking) mtimated as 
follows: 

S. No. Year Revenue 
realized 

(Rs. 

1.3. The Committee learnt from Avcitt fhat the receipts under Union 
Excise duties during the year 1973-74 wera Rs. 2,602.13 crores. 

- - -  - - 

*The figures are provisional. 



Evasia of excise duty on unmanufactured Tobacco 

1.4. The Committee desired to know whether the Government was able 
b assess the exact quantity of unmanufact~~ed tobacco produced. The 
representative of the Ministry of Finance informcd- 

"In so far as the cultivation of tobacco is concerned, the acreage 
has to be checked and measured first. So, we have to come to 
a certain conclusion about the actual land arca in which tobacco 
has been cultivated, but, of course, it may not be cent per cent 
correct because the staff at our disposal is not sufficient in 
number to undertake this job. The Tobacco Committee has 
also found that there are quite a lot of lacunae in that regard." 

1.5. The Committee enquired as to how the leakage of revenue on 
manufatured tobacco took place and to what extent the machinery 
deployed for preventing such leakage was effective. The Ministry of Fin- 
ance in a note have informed as follows:- 

"The Tobacco Excise Tariff Committee, which went into the yues- 
tion of evasion has commented on the almost death-like in- 
evitability of its presence in any organised law enforcement 
system, and has observed as follows:- 

'Tax evasion like corruption is a chronic malady of human society 
and can be never completely eradicated. The extent to which 
these evils are practised depends on a number of factors. 
These change from situation to situation and time to time.' 

It further observed that for a commodity tax like the excise duty 
on tobacco which is meant to be passed on to the consumer, 
incentive for evasion tend to increase in cases where incidence 
is high, competition intense and the inhibition due to fear of 
detection substantially minimised partly because of the exten- 
sive nature of operations requiring official supervision accom- 
panied by progressive deterioration in the quality and efficacy 

.of such supervision. 

AcGding to the Committet, tht more ilnportant ways in which the 
excise duty on tobacca could be evaded were:- 

(i) Supression of actual production by under or nondeclaration 
of area and yield, the unaccounted surplus ultimately finding 

its ways to consumers without payment o f '  the duty due 
thereon; 



(ii) clandestine substitution of good tobacco in bonded ware. 
houses by refuse or poor quality tobacco and then presenting 
the latter for destruction or clearing it for agricultural use 
free of duty; 

(iii) clearing tobacco free of duty ostensibly for being put to agri- 
cultural purpose or for destruction, but actually passing the 
whole or part of it into surreptitious consumption; and 

(iv) Substituting lower rated duty paid tobacco varieties in mix- 
tures of lower and higher rated tobacco by a larger propor- 
tion of superior tobacco often clandestinely obtained for 

example, duty paid stalk kandi being substituted by illicitly 
produced beedi flakes. 

In its view the basic point of leakage is the prescnce of unaccounted 
for tobacco which directly follows undcr estimation of area 
under tobacco or of yield particularly in the heavily concen- 
trated highly commercialised areas of production, first assembly 
and initial marketing, The second important factor respon- 
sible for such leakage is the inadequacy of the staff and, to 

sio!~s of Rule 160 of the Central Excise Rulcs, 1944. Some 
staff. It also felt that scriptory work had tended to overshadow 
other types of executive functions entrusted to "the primary field 
formations. 

Basing its views on different pointers the Committee, in paragraph 
13.42 of the report, has expressed the view that the total extent 
of leakage is not less than 25-30 per cent. . . . .  

Be,sides recommending the introduction of a two tier tariff with a 
low specific rate applicable to the raw product (unmanufactured 
tobacco) and a second tax on the value added end product. 
aimed at reducing the anomalies in the tariff and the inequities 

in the effective incidence and consequential incentives for eva- 
sion, the Committee has also recommended strengthening of:- 

(i) Control over growers and curers, 

(ii) Control over warehouse, wholesale dealers and other licences, 

(iiii) Supervision over tobacco whether dutiable or duty paid, 
under transport by various means of locomotion, travelling 
long or short distances, and 

(iv) re-emphasising all along the line the greater importance of 
peripatetic checks and physical supervision as compared to 
desk work. 



With this end in dew the Cemmittee has felt that this would perhaps 
involve 25 per cent: to 50 per cent addition to the Inspector's 
strength in the growing areas, and for the tobacw work as a 
whole the present working strength would need to be augment- 
ed by at least about 33-1/3 per cent. The Committee's recom- 
mendations are under the active consideration of Government*." 

Arrm of Excise Duty on Unmanufactured Tobacco 

1.6. The Committee desired to know the amount of excise duty on un- 
manufactured tobacco still remaining unrealised during the period 1968-69 
to 1974-75 and the reasons for its non-realisation. In a note, the Minis- 
try of Finance intimated as follows:- 

*%I. Year (calendar) Amount of Excise 
No. duty on unmanu- 

factured tobaccc 
still unpaid 
Rs. (crorrs) - - -- ---- --- 

I .  1969 . . . . . . . . . .  3.88 

2 , 1 9 7 0 .  . . . . . . . . .  7' 40 

3. 1971 . . . . . .  4' 55 

4. 1972 . . . .  4' 70 

5. 1973 . . . . . . . . . .  5. r $  

6 . 1 9 7 4 .  . . . . . . . . .  5' 40 

7. 1975 . . . . . . . . .  6.  01 

The nature of arraers varies from Colkctorak to Collectorate. The 
main reasons for non-realkatim of arrears of revenue of tobacco are 
as given below:- 

(1) Arrears normally occur on account of demands raised for 
improper removals of to6acco from warehouses and time- 
barred consignments lyhg uncleared in warehouses or the 
tobacco not being pmperly accomted for wMtin the provi- 
sions of Rule 160 of the Central Excise Rules, 1944. Some 

arrears occur on account of demands raised for goods found 

I *Department of Revenue & Banking intimated on 6th September, 1976 that the 
recornmmdatims of the Tobacco Excise Tariff Committee were am under the consi- 

deration of the Government. 



unfit for ecnsumption or manufgCture in respect of wRich 
immunity from duty is claimed by a warehouse licence while 
they are not actually destroyed in the presence of proper 

officer and are not shown to his satisfaction that they are used 
for some purpose when render them eligible f a  remission 
of duty. In respect of warehouse licences the security and 

bond amounts may not be sufiicient to cover the amounts due 
from them. 

(2) Due to action pending with othcr authorities, e.g. where 
appeals or revision applications are pending. 

(3) Due to grant of stay orders by Civil Courts. 

(4) Due to permission being given to pay the dues in instalments 
where the party is not in a position to pay them at one time. 

(5) Demands are also issued for non-production of proof of export/ 
rewarehousing certificate or end use certificate. These 
demands are likely to be withdrawn on production of proof 
of export or end use certificate, and hence would not consti- 
tute arrears in their entirety." 

Exports of mawfactured tobacco 

1.7. The Committee desired to know the quantity of unmanufactured 
tobacco procured and cured for exports. The representative of the Minis- 
try of Commerce stated:- 

"The total quantities of exports of FCV for 1973-74 were 70.89 
thousand tonnes and its value was Rs. 65.57 crores. The total 
quantity of all types of tobacco exported was 78.21 thousand 
tom@ and its value was Rs. 68.41 cro~es." 

The witness added: 

"The large importers of Indian tobacco were the U.K. with 32,000 
torims and the USSR with 14.68 thousand tomes. The others 
are much lower. The total export of West Europe, apart from 
the U.K., was 11.17 thousand tonnes." 

1.8. A statement showing the value of expat$ !of unmanufactured 
and manufactured tobacco to various countries during the last five years 
fnrnished by the Ministry of Commerce is given at Appendix I. 

1.9. The Ministry of Commerce have Mormed that the scope for ex- 
ports of manufactured tobacco items such as cigarettes, litdis, hookah 



tobacco, s n a ,  cigars, cheroots etc. is very limited for the following 
reasons: 

(i) Almost all the countries have their own manufacturing indus- 
tries and they prefer to import only raw tobacco; 

(ii) Brand consciousness and changing consumer fastes and prefer- 
ences; and 

(iii) High tariff barriers in regard to imports of manufactured pro- 
ducts. 

1.10. Some of the important measures taken by the Government for 
promoting the exports of these items are as follows:- 

(i) Inclusion of cigarettes in bilateral trade plan provisions with 
some East European Countries. It is through this arrange- 
ment that our cigarettes go to USSR which accounts for about 
95 per cent of our total cigarette exports. 

(ii) A cash compensatory support at the rate of 10 per cent of the 
f.0.b. value of exports of cigars and cheroots has been intro- 
duced with effect from 1-10-1975. 

(iii) Import of certain items such as packing materials, flavouring 
essences, permissible essential oils, cigar wrapper tobacco etc. 
are allowed against export of tobacco products in accordance 
with the policy for registered exporters. 

(iv) Discussions are held from time to time with the exporters to 
find out their problems and to consider ways and means for 
increasing the exports. 

(v) The Govtrnment have recently set up the Tobacco Board \;hich 
is charged with the responsibility of promoting exports of 
tobacco products as well." 

1.11. The Committee enquired whether it was not advisable to export 
more of manufactured tobaao. The representative of the Ministry of 
Commerce explained as follows:- 

"We have been talking to producers of cigarettes, bidis, snuffs, 
chewing tobacco, hookah tobacco, etc. and we have made 
studies of their export potential. Tt is very difficult to export 
cigarettes." 

1.12. The Committee enquired whether the price fetched by Indian 
unmanufactured tobacco was the same which the tobacco from other 



countries fetched. The representative of the Ministry of Commerce 
stated:- 

"Broadly, the position is that our tobacco in general fetches much 
less price per unit than the virginia tobacco from U.S." 

The witness added:- 

"It is due to difference in quality between our tobacco and theirs 
and the preference the U.S. tobacco commends in those markets. 
I gather that it has a certain flavour which OGT tobacco does. 
not have." 

1.13. The Committee enquired whether some difficulties were being 
experienced recently with regard to the export of tobacco particularly 
to the USSR and to European countries and the cultivator was suffering 
for want of proper price etc. The representative of the Ministry of 
Commerce stated: 

"As you know, there was a bumper sale of tobacco to USSR a few 
years ago. In 1972-73, for instance, they bought 34,000 
tonnes which is an all time record. Subsequently they pur- 
chased 18,000 tonnes. It depends upon how much they nego- 
tiate for. Recently, they have been negotiating for much less. 
For instance in 1974-75 they bought only 14.68 thousand tonnes 
and the prospect for 1975-76 is 13 thousantl-odd tonnes. In 
that context, the bonanza which we had in regard to tobacco 
exports, is not there now. It was absolutely static for the past 
6 or 7 years. The sudden demand from Bangladesh and USSR 
changed the position. Since then, the USSR's contribution has 
gone dqwn a bit. It is around 13. 14 or 15 thousand tonnes. 

Meanwhile, we recovered last year and this year, because the 
export to EEC countries has shown a very good increase. The 
quota of the UK will be anything up to 30.00 tonnes. Italy 

has become a buyer. Buying has also started in Belgium. We 
may recover our markets in Ireland and Netherlands." 

The witness added: 

"Owr export projections and internal demand still leave the culti- 
vator in a fix, because it is a commodity in which the ided 

should be that everybody tells the demand for Indian tobacco 
so that we can produce accordingly. In certain areas of India, 
tobacco should go out; and in some other areas, it should come 
in. The use of fertilizers should grow. The establishment of  
a relationship between a demand pattern and its communication 



to production is neuessary; so also the arranging of prodlictlon 
according to demand pattern, with almost 60 per cent of bur 
production accounting for export. Nso, the export demand 
pattern to be projected to production is definitely the crucial 
and basic problem of the tobacco iudustry. This is why we 
have brought in the Board." 

1.14. The Committee enquired whether there was some machinery to 
assess and find out what type of finished or manufactured tobacco in the 
shape of cigarette or cheroot or bidi was popular in international market 
so  &hat it could be exported in a big way. The representative of the 
Ministry of Commerce further added: 

"Every year, the world trade figures are studied. We send out 
delegations to various important world markets, have their 
reports and study them. When the country earns foreign ex- 
change, the cigarette manufacturers also make a big amount for 
the same amount of tobacco. It is true that foreign companies 
have come here for domestic market and they are forced to 
export." 

1.15. The Committee enquired about the countries to which cheap 
"cheroot" could be exported. The representative of the Ministhry of Cam- 
aerce stated as follows:- 

"There is the world" trade in cheroot and cigars as against little trade 
in cigarettes. As a matter of fact, I think, there is a possibility 
of exporting chewing tobacco and hookah tobacco rather than 
cigarettes.* , + "  

1.16. The Committee further enquired as to which countries these pro- 
ducts could be exported. The representative of the Ministry of Com- 
mexe stated:- 

"To Middle East and Far East countries. Our total export of bidis 
is about 82,000 kgs. valued at about Rs. 16 lakhs." 

The witness added:- 
"The big markets of bidi are Malaysia. . . . . . . . . .45.000 kgs., 

Singapore. . . . . . . . , .25,000 kgs. and the rest are. just a little 
quantity !' 

U.tnL trade practices by foreign cig~vett~ mmufaCtnrers 
1.17. The Committee enquired w h e k r  any instances of unfair trade 

praoticw adopted by fowjgs cigarette maarufaodusers ta force the Indian 



manufacturers out of market had come to the notice of Government and 
the steps taken or proposed to be taken to prevent such practices which 
discouraged the development of indigenous industry. In a note, the 
Department of Industrial Development* stated: 

"The M.R.T.P. Commission has received a letter dated the 28th 
April, 1975 from the Managing Director of M/s.   olden 
Tobacco Co. Ltd. inter d i n  alleging that M/s. ITC Ltd. ip 
indulging in the trade practices of price cutting of certain d 
its brands of cigarettes so as to harm the rival brands of the 
competitors. This complaint was not acted u'pon separately 
by tSe Commission because the allegatim contained therein 
was covered by the Notice of Enquiry issued against MIS. 
ITC Ltd. and M/s. Vazir Sultan Tobacco Co. Ltd., in respect 
of which had then stood stayed by the Calcutta High Court 
in a writ petition filed by M/s. ITC Ltd. challenging the 
validity elf the notice of enquiry. The said writ petition was 
dismissed by the single judge of the Calcutta High Court on 
thc 16th Septembx, 1975 but an appeal against the judge- 
ment of t5e single judge filed by the ITC Ltd. in the Calcutta 
High Court is still pending, and that the Appeal Court has 
modified the intaim order and passed the following ordcrs: 

'Respondents will continue the enquiry but no effect shall be 
given to such enquiry and such enquiry shall be held in 
camera in strict :~nd com'plete secrecy. No publicity of 
the enquiq shall be given to press in any form. Wit- 
nesses may be examined subject to above end under oath 
of secrecy. No infarmation about cnquiry shall be given 
to the rival's and competitors of t5e company. Allega- 
tions made in the application are not admitted by the 
Respondents. Paper 'book tor be filed within 4 weeks 
after re-opening. Liberty to motion'. 

The enquiry proceedings before the Commission are now 
in the pleading stage. 

Bcsides this the Registrar Restrictive Trade Agreements 
on scrutiny 06 agreements filed by the I.T.C. Ltd., and 
Vazir Sultan Tobacco Co. found that they were indulging 
in home restrictive trade' practices which were brought to 
the notice if the cornpanics whereupon the com'panies 



agreed to madify the agreements to conform to the need 
of the provisions d the MRTP Act, 1969." 

F o r e  Companies' share in Indian C i r e t t e  industry 

1.18. The Committee desired to know the details of the leading ex- 
porters a€ unmanufactured tobacco and which of them were foreign majo- 
rity concerns or multi-national concerns. In a note, the Ministry of 
Commerce stated: 

"A list af leading exporters of unmanufacturad tobacco, whose 
average anhual exports of this commodity from India during 
the years 1971-72 to 1973-74 was above Rupees fifty lakh, 
is enclosed (Appendix 11). 

According to the information received from the Tobacco Board, 
out of these exporters, the Indian Leaf Tobacco Develop- 
ment Co. Ltd. belonging to BTA Group and incorporated in 
the British Isles, may be styled as the only multinational con- 
cern." 

1.19. The Committee pointed out that the multi-national Companies 
were controlling a lion's share of tobacco export and enquired whether 
licensed capacity of cigarettes could be ulilised eficimtly to increase 
export earnings. The representative of the Ministry of Commerce stated: 

''The objective is desirable but h r e  are Iimitatims because the 
world trade in unmanufactured tobacco is more open to Indian 
tobacco than the world trade in cigarettes." 

1.20. The representative of the Department of Industrial Deve1,opment 
stated : 

"we have 13 units in the country manufacturing cigarettes. Three 
are foreign majority companies. Wazir Sultan has recently 
reduced its foreign holdings from 65 to 34 per cent and so 
is no longer a foreign rnajolrity company. These three com- 
panies control a b t  78 per cent of the country's cigarette pro- 
duction. We have over the last several vears been following 
a podicy of developing the Indian sector in this industry. In  
puisuance of that, we have approved 16 ncw parties, adding 
up to an additional capacity d 82,000 million pieces. All 
these project$ are in various stages of commissioning. 
These include State TWs. Out of them 2 have surrendered 
their letters of intent. When these units came up, the share 
of the foreign companies would be cansiderably reduced." 



L21. The Committee desired to know the existing capacity far the 
manufacture of cigarettes and scope for its further expansion. In a note 
the Department of Industrial Development has *intimated as follows: 

"Total No. ot' cigarette Total installed and utilisrd Nanirs offorcign cornpani:~ 
manufacturing companies capacity 

(factories) 

16 94,488 million pieces ( I )  M/s. I.T.C. Ltd., Calcutta. 

(2) M/s Godfrcy Philips India 
Ltd., Rombav. 

In addition to the above, 6 industral licences and 8 
letters of intent for a total capacity af 57,900 million pieces 
have also been issued. These are at various stages of imple- 

mentation. All these are Indian companies. 

Mjs. Vazir Sultan Tobacco Co., were stated to be inter- 
connected with M/s. I.T.C. Ltd. But with issue of shares 

(equity) to Indians the foreign equity has come to below 40 
per cent being 34.81 per cent now." 

1.22. The Committee ascertained the actual percentage of utilisation 
of installed licensed capacity for cigarettes. The representative of the 
Department of Industrial Development stated : 

"The present capacity is 72,000 million pieces and against that the 
production varies between 60 and 62 thousand million pieces. 
For 1972 it was 62,014 million pieces; for 1973 it was 64,362 
and for 1974 it has come down to 62,550." 

The witness added: 

"We have approved 16 new units, entirely Indian controlled, and 
they are in various stages of implementation, but the share of 
production of the existing Indian units in the last three or  
four ycars has remained stationary at about 20 to 22 per 
cent." 

1.23. The Committee desired tcn know the percentage of total produc- 
tion of cigarettes in the couhtry accounted for by solely Indian manafac- 
--. --- - ___-___I. - 

*Not vrtted by Audit. 
1393 L.S -2. 



turing units. The Department of Industrial Development *intimated as 
follows: 

Year Total Production Percentage 
production by Indian 
in million firms 

pieces in million 
pieces 

1.24. The Committee desired to know the fareign capital of Indian 
Tobwco Company and its subsidiaries. 

In a note the Ministry of Industry and Civil Supplies (Department of 
Industrial Development) *intimated as follows: 

"As per Company's balance sheet as on 31st March, 1975, the 
non-resident shareholding in I.T.C. Ltd. Calcutta came down 
*from 75 per cent to 60 per cent on completian d the offer for 
sale. Share capital of its sukidiary company MIS. Delhi and 

Orient Tobacco Co. Ltd. is Rs. 25,0001 cntirely held by 
M/s. I.T.C. Ltd., Calcutta." 

1.25. The Committee desired to know as t a  how much of the Virginia 
flue cued  tobacco procured by the Indian Leaf Tobacco Co. was ( i )  
exported and (ii) sold internally to Indian Tobacca Co. during the last 
five years as also the pricc at which tobacco is sold by India Leaf Tobacco 
Co. internally and exported. In a note, the De'p'artment d Industrial 
Development stated as follows : 

"Precise' information regarding procurement, icternal sales and ex- 
ports outside India by individual exporters is not maintained 

by the Government. However, the desired information has 
been collected from MIS. India Leaf Tobacco Development 
Company Ltd. and is incowatcd  in the statement 
(Appendix I11 ) . 

The information furnished by the company shows that 
their average unit value realisation fran exports of FCV 

tobacco were better than the average prices obtained by them 
from their internal sales to India Tobacco Company as well 
as to ot5ers during the period 1970-71 to 1974-75." 

_ _  _..I_.__I___ - - -  - 
+No1 vetted by Audit. 



1.26. The Chumittee enquired about (a) the quantity of exports of 
Umanufactmed tobacco to U.K. accounted for by India Leaf Tobacco 
Co., (b) Price obtained by India Leaf Tobacco Co. as compared to other 
hdian exporters (solely Indian owned concerns) and by foreign exporters, 
and (c) the reasons for the low prices fetched by tobacco exported from 
hdia. In a note, the Ministry of Commerce has stared as follows: 

"(a) Export statistics are not being maintained exporter-wise by 
the Government. However, on the basis of ILTD's expat 
figures for three years received earlier in connection with a 
trade delegation proposal sponsored by the Tobacco Export 
Promotion Council, the share of India Leaf Tobacco Develq- 
ment Company in India's tobacco exports works out ta  
approximately 40 per cent in terms of quantity and' SO per 
cent in tenns of value as would be observed from the 

following data:- 

Year Total exports to Exports by ILTD Percentage of 
U.K. TLTD's export 

(Value in Rs. lakhs) to India's total 
tobacco exports 

to U.K. 

Qty. Val. Qty. Val. Qty. Val. 

(b) Based on the above information, the average unit value 
realised by ILTD and others from export of Indian tobacco 
to U.K. during the last three years is as foIlows: 

Year 

Average unit value in 
Indian rupees from 
tabacoo exporw to 

U. K. made by1 ---------- 
Other exporters 

- .--- - .-- 
As regards comparison of unit value realisation in U.K. 

m ~ k e t  between Indian tobacco and tobacco exported by other 



h 1  countries, a statement showing the comparative prices is 
attached (Appendix IV) . . 

It will be' observed from the Atatemant referrecj. to above 
that during 1974 the p r i m  procured by the Indian t o b m  
in U.K. market were considerably e r  elan those procured 
by Pakistan and almost equal to thme procured by tobacco 
from Angola, South Africa, Brazil and South Korea. Some 
countries such as USA and Canada get better prices for their 
tobacco viw-vis Indian tobacca because of their superior 
qualities." 

1.27. The Committee dtsired to b o w  the average unit value realised 
from export of unmanufactured tobacco to U.K. and other cauntries for 
the last three years. In a note, the Department of Inclwtrial Development 
bas stated: 

"The average unit value realised from export of unmanufactured 
tabacco to U.K. and other countries for the last three years 
was as follows: 

Year Average Unit 
valur realised 
(In Rs. per 
Kilogram) 

+ - 
U.K. Othcr. 

countrlrs -- --WPM-- 

1972-73 . . . .  . . . . .  8 - 2 5  6.13 

1.28. The Committee desired to know the reasons for the Indian 
tobacco fetching a lower price in the foreign markets. The re,presentativa 
of tbe Ministry af Cammetce stated: 

"We are hot happy with the unit value realisation. The National 
Commission for Agriculture, for instance was definitely of the 
opinion that the unit value should be highcr." 

1.29. The Ccanmittee desired to know the action taken on the advice 
given by the National Commission for Agriculture that the unit value of 
export tobacco should be higher. In a note, the Ministry of Commerce 
stated as foU<mvs: 

*The National Commission on Agriculture had in February 1974 
asked this Ministry to look into the causes of Indian tobacco 
fetching a lower price in the Singapore market as compared 



to U.S. tobacco. A similar reference was made by the Com- 
mission in its Interim Report on certain important aspects of 
Selected export oriented agrioultul  commadities (March 
1974), wherein it was pointed out that while the prices of 
Indian tobacco were stable around 25-28 pence per lb. in the 
U.K. market, those from other countries, naably Canada, 
USA and Republic of Korea appreciated substantially. The 

Commission felt that a critical appraisal of the reasons for the 
wide differences in prices should be made by the Ministry d 
Commerce. 

After investigating the matter in coasultation with the 
erstwhile Tobacco Export Promotion Council the Commission 
was infoamed that American FCV Tobacw was preferred due 
to its good flavour and aroma combined with desirable quality 
characteristics. It  was mainly because of its hi@ quality that 
the American tobacco fetched higher prices than the tobacco 
produced in India or elsewhere and this was so not only in 
Singapore but in U.K. and other importing centres as well. 

As would be observed from the statement of comparative 
prices in U.K. market (Appendix IV) the average value of 

Indian tobacco has improved over the years from 25 pence 
per lb. in 1968 to 40 pence per lb. in 1974 which compared 

well with 29, 39, 40, 41 and 42 pence per lb. obtained by 
tobacco from Pakistan, Brazil, South Korea, South Africa and 
Angola. 

1.30. In  fact, because of keen competition from other tobacco export- 
ing countries and heavy imposts levied on imports of tobacco in U.K. 
which is our most important market for this commodity, it is being found 
increasingly difficult even to maintain our exports at the existing prices. 
In the face of keen competition from other exporting countries, the mini- 
mum export prices have been retained this year at 1975 level inspite of 
a reported short crop; and other ways and means for providing a com- 
petitive edge to our tobacco are also receiving attention." 

Total acreage under tobacco cultivation 

1.31. The Committee desired to know the total acreage under tobacco 
cultivation in various States. The representative of the Ministry of Corn- 
merce replied during evidence:- 

"In 1973-74, the area under FCV tobacco cultivation was 156.4 
thousand hectares ahd production of FCV tobacco was 144.9 



thousand tames. The total area under tobacco cultivation of 
all types was 446.5 thousand hectares and total production of 
tobacco was 441.1 thousand tonnes." 

1.32. The Committee enquired whether there was any coordinatim 
between the Ministry of Commerce and Ministry of Agriculture with re- 
gard to the ube of land for t!x cultivation of tobacco. The representative 
d the Ministry of Commerce stated: - 

66 Since the last 5 or 6 years, the premium on heavy soil for tobacco 
has been eroded as you must have seen frcm the 5th Plan 
document. The export market demand is more for light sail 
tobacco. That plan is for producing 30,000 tonnes of virginia 
tab cc:~ of this variety in 50,000 hecfsrc,; and 5,000 !ornncs 
more in existing areas. Exploratory work is going on in 
Karnahka, Andhra Pradesh, Gujarnt and Mahar:ls!~trn :md 4 
or 5 more States. Especially with thc prcscntat;o!l of the 
report of thc National Cornmissicr: on .\griculture, the Minis- 
try of Amir.7-lture has done wsll to :iccc'pt the fact. 'Today 

thc prod~ction of this variety (light soil, low-nicotine) accounts 
! . for 12 per cent of the total tobacco production :ind that it is 

very asi ly  marketed. as apinst  the tobscco produced in tradi- 
tional areas v ~ h ~ c h  docs not find a r s d y  rnnrkct or givc a re- 
turn. There will hc some shift in areas. In our total sgricul- 
tural cconcnwy. c ~ i ? l v  1 per cent area is accounlcd for by 

, tobacco. We grav about 9 per cent of world production of 
tobacco. If  !v ' *  :,:ca rai ... :d give.: us a gocd return, it is 
good for thc comtVy. It is true that presently, there secms 
to be a case for shifting the production of tobncca from its 

present heavy soils and to hand such areas over to cotton 
We have written to the Planning Commission to reconsider 

thc light soil scheme. They have brought dawn the area of 
such soils. If the Board is able to achievc production plan- 
ning, it may be able to achieve better results." 

1.33. The Committee enquired whether any instance had c a n e  to the 
notice of Government where the exporters delayed payments to the culti- 
vators till they received money from the importers and the action taken 
thereon. The Ministry of Cammerce intimated as fd1ou:s:- 

*A representation signed by some tobacco farmers of Andhra Pra- 
desh alleging delay in payment of their dues by an exporter 
was received in August, 1975. The State Government of 

. ,  . Andhra Pradesh were requested to lo& into the matter and 
to take appropriate action. - 



The matter was enquired into by the State Government. 
Their inquiry revealed that while there was no doubc some 
delay on the part of the exporter concerned (which is an 
Indian Company) in settling the dues of the farrner-s in res- 
pect of tobacco purchased in 1973-74 and 1974-75 seasons, 
there was also some exaggeration in the represcntation, as 

some of the persons to whom payments were allegcd to be due 
had not at all sold tobacco to that company either in 1973-74 
or 1974-75 seasons. The Company could not make prompt 
prescribed, undcr the rules the exporters and dealers, are re- 
1974-75 seasons due to slackness in cxport dcmand at that 
time and consequently limitations of finances, but it has since 
settled its dues to the farmers for the purchases made during 
that period and it has also paid wages to the labourers. The 
State Gavernment have also stated that they were advising the 
company to bc prompt in future in settling ib dues. 

Through scheme of regi~~r-ition of exporters and dea- 
l m  of tobacco, the T O ~ J ~ C O  Bmrd also intends to keep a 
watch on thc timely payment\ bcin_g madr to the growers for 
the tobacco purchased from t h ~ m  hy the cxporters and dea- 

lers registered with the Eoard. Thc registration provi- 
sions of the Tob~cco  Roxd  ,4ct. 1975 h:ivc been brought into 
force w.e.f. 28th A u e s t  1976 and in thc application form 

prescribed. under the rules. the exporters and dealers, are re- 
quired to furnish inter-cdia, yearwisc break-up of the dues 
payablc by the a'pplicant to the f ,rm?rrs 2nd dealers f r m  
whom tobacco is purchased. 

In the light of the position stated above, no separate 
action by the Central Government in the matter is eonsidcred 
necessary." 

Use of By-prodzrcts 

1.34. The Committee desired to know whether a n y  rcsearch had been 
conducted to make full use of nicotine a by-product. The representative 
of the Ministry of Commerce stated:- 

"About the paint relating to nicotine, the NRDC process of pro- 
ducing of nicotin requires raw-material for economic produc- 
tion at Re. 1.00 per kg. At present there are two plants, one 
in Guntur and one in Gujarat. Our brief exilmination shows 

that there is a likelihood of our Gujarat plant becoming more 
viable because raw material rates are lower." 



1.35, The Committee desired to know the constitution and functions 
oi the Tobacco Baard. In a note, the Ministry of Commerce intimated as 
follom :A 

'The Tobacco Board has been set up on 1st January, 1976 under 
section 4 of the Tobacco Baard Act, 1975 (No. 4 of 1975). 
The Board consists af a Chairman and 20 members." 

Fmctions of the Tobacco Board 
1.36. The Board is charged with the rekpansibility of promoting, by 

such measures as it thinks fit, the development under the control of the 
Central Government of the Tobacco Industry. The measures to be taken 
by the Board may include provision far:- 

"(a) regulating the production and curing of virginia tobacco hav- 
ing regard to the demand therefor in India and abroad; 

(b) keeping 21 constant watch on the virginia tobacco market, both 
in India and abroad, and ensuring that the powers get a 
fair and remunerative price for the same and that there are 

no wide fluctuations in the prices of the commodity; 

(c) maintenance and improvement of existing markets, and deve- 
lopment of new markets outside India for Indian virginia to- 

bacco and its products and devising of marketing strategy in 
consonance with demand for the commodity outside India, 
including group marketing under limited brand names; 

(d) recommending to Central Government the minimum prices 
which may be fixed for purposes of export of virginia tobacco 
with a view to avoiding unhealthy competition amongst the 
exporters; 

(e) regulating in other respects virginia tobacco marketing in India 
and export of virginia tobacco having due regard to the in- 

terests of growers, manufacturers and dealers nation; 
(f) propagating information useful to the yowers, dealers and ex- 

porters (including packers) of virginia tobacco and manufac- 
turers of virginia tobacco products and others concerned with 

virginia tobacco and products thereof; 
(g) purchasing virginia tobacco from growers when the same is con- 

sidered necessary or expedient for protecting the interests of 
the growers and disposal of the same ia India or abroad as 
and when considered appropriate; 



{h) promoting the grading of tobacco at the level of growers; 

(i) spansoring, assisting, coordinating or encouraging scien- 
tific, technological and economic research for the promotion 
of tobacco industry; 1 

fj) such other matters as may be prescribed. 

While priority is to be given by the Board to the measures referred 
to above, these measures may also provide in relation to to- 
bacco other than virginia tobacco, for all or any of the mat- 
ters specified at (c) to (g) above". 

Imports of Tobacco 

1.37. The Committee desired to know the quantity of tobacco im- 
ported during the last 6 years and the justification therefor, (ii) compari- 
son of the price of imported tobacco with that of indigenous production 
and (iii) the amount of foreign exchange involved in the imports. In a 
note, the Ministry of Commerce intimated as follows:- 

"(i) A statement showing the quantity and value of tobacco import- 
ed during the last six years is attached (Appendix V). Import 
of tobacco into India is not permissible except to a very 
limited extent and that too by way of import of replenish- 
ment entitlements against exports of tobacco products under 
the policy for registered exporters. This import is allowed for 
blending purposes in the manufacture of cigarettes besides 
small quantity of wrapper tobacco for use in cigar industry. 

(ii) A statement is enclosed (Appendix VI) indicating the average 
price of imported tobacco, average realisation from export of 
Indian tobacco and the annual average wholesale price of cer- 
tain types of FCV tobacco published by the Directorate of 
Economics & Statistics, Ministry of Agriculture and Irrigation 

in their monthly publication entitled 'Agricultural Situation in 
India' for the last six years. 

(iii) The value indicated in the statement referred to in the reply at 
(i) above represents in rupees the amount of foreign exchange 
involved in the imports." 

It  would be seen from the above information furnished by the Minis- 
try of Commerce that whereas the import of unmanufactured tobacco 
stated to be required for blending purposes in the manufacture of Cigaret- 
tes etc., decreased from 290000 kgs. in 1969-70 to 28000 kgs. in 
1970-71 it had shown increase thereafter and in 1974-75 stood at 98000 
kgs. 



Further the average price of imported tobacco in 1969-70, 1970-71, 
1971-72. 1972-73, 1973-74 and 1974-75 per kg. was Rs. 17.46, Rs. 1.44, 
Rs. 2.30, Rs.6.00, Rs. 2.50 and Rs. 21.27 against the average export re- 
alisation from Indian Tobacco per kg. during the corresponding years 
being Rs. 6.02, Rs.6.61, Rs. 7.37, Rs. 6.47, Rs. 8.75 and Rs. 10.72. 

1.38. The Committee- note that out of the excise duty of Rs. 2602 crores 
realized during 1973-74, the excise duty on tobacco accounts for a sizeable 
amount of Rs. 94 crores. This und~~rlines the importance of ensuring that 
excise duty on tobacco is recovered efficiently. They are greatly concerned 
to note the critical observations made by the Tobacco Excise Tariff Commit- 
tee in their Report (April 1975) that on account of inadequacy of the stren- 
gth of the axcise staff, "the intense mal-administration of wen the lim!tcrl 
staff. . . ."scriptory work had tended to ovcr&achw other types of eye- 
cutive functions entrusted to the primary field formation\." There was 
leakage of revenue to the extent of 25-30 per cent. On this reckoning 
Government a p p w  to be losing revenue to fie extent of Rs.20-25 crores 
a year. The Tariff Committee had also huggeskd the introduction of a 
two tier tariff with a low specific rate applicable to the raw product (unm- 
anufactured tobacco) and a second point tax on the value added end pro- 
duct to reduce the) anomalies in the tariff' and the inequities in thc cxistinp 
tariff which unwittingly acted ss an incentive for evasion. 

1.39. The Committee cannot view with equanimity the delay of over 
one, and a half years in taking r decision on a basic issue like the rational?za- 
tion of tarX on tobacco and orher rclated iswes. . . . . The Commi3ec drsirc 
that Government sh01!36 hke a deci.:ion in  this ~ i ? ~ t l c ; .  ~rr19 IvArrrc th? mi  if 
the current financia: year so that !necessary rationalization codd be effected 
at least from the next finencid y e w .  The C~mmittee see no ronson why 15e 
administrative machinery for collection of the excise dnty in the field cannot 
be tightened so that they effectively discharge their responsibilities and plug 
all leakages of revenue. In view of the importance of the matter the 
Committee would like to be informed of h e  concrete moasures taken in 
pursuance of these recommendations within six months. 

1.40. The Committee are unhappy to note that Rs. 37 crores on account 
of excise duty on unmanufactured tobacco for the years 1969-75 remain 
outstanding. According to the Ministry these arrears are on account of 
demand raised for improper removal of tobacco from warehouses and time 
barred consignments lying uncleared in warehouses or the tobacco not 
being properly accounted for in terms of the .Central Excise Rules etc. 
Pendiag appeals or revision applications and grant of stay orders by civil 
courts are some ofher colnMbatory factors for these arrears. 



1.41. The Committee stress tbat positive and concerted measures should 
be taken for realislag Lbe Wtstadhg arrears. Action may be taken inter 
alia to identify parties (other than Government organisations) who owe 
arrears of excise duty on tobacco of Rs. 5 Iakhs or more. Special attention 
should also be paid to the effeding of recoveries in older case4 where 
substantial amounts are outstanding for three years or more from parties. 
Since the number of these cases is not likely to be very large, it should 
be possible for the Board as well as the Collectors in the field to pay specriaY 
attention to this matter and take conclusive action to recover the amounts. 
The Committee also stress the need for ensuring that cwrent dues arc reco- 
vered in time and not allowed to go into arrears. 

1.42 Apart from plugging the loopholes which make it possible for 
the parties to run up Lese outstandings, the Committee suggest that penal 
interest should be invariably recovered and penalties as admissible undcr 
the Rules levied so that these act as a deterrent to others from wilfully 
refraining from paying Governmnt dries. 

1.43. The Committee find that out of the total exports of 367,885 
tonncs of tobacco doring 6970-75 15,392 tonnes only were of msmfac- 
tured variety and the rest reprosent unmanufactured tobacco, Further, tlis 
quantity of manufactured tobacco exported during these five years represent 
;I mere 42 per cent of the total exports of tobacco. It is also noted that there 
has hardly been any worthwhile increasc in the qnantitiss;valrre of mma- 
fact~rorl tobacco during the last three years. The Committee understand that 
thc increase in exports o f  mnufactured tobacco in 1971-72 and 1972-73 
was on account of lsrger exports to USSR. The Committee would like the 
Tobacco Bonrd and the Government to go into tho matter in depth to see 
why the higher exports could not be sustained in subsequent pcnrs so thlt 
effective remedial measures can bc taken at least to restore the eqorts  to 
the level reached five years earlier. 

1.44. The Committec feel gently concerned that sU these yeam invite 
of the fact that as stated bv $he National Commission on Agriculture that 
India is capable of producing the best quality tobacco and also in view of 
the fact that India i 9  one of the major prodncers of tobacco in the world, 
India has not so far beon able to make appreciable headway in the export 
of mannfartr~rcd tob-cro. The Fommiffce feel that pith a liftle effort and 
attention, Indian manufacturers could produce competitive quality of tip 
rettes, cheroots, cigars, export quality bidis, smoking mixtures etc. and 
with its comparatively lesser cost of production due to availability of cheap 
labour, India could establish itself as a main exporter of tobacco products 
in the world. The Committee would like to point out that this has not been 
possible due to some vested interests which seem to have been engaged 
more in exporting mainly to i e i r  foreign diliates. If this had not been so, 
the staggering figure of manufactured tobacco exported remain& 5 per 



a n t  all these yeam could not have been, Tbe would, &erefore, 
strongly recommend to the Chwmment to give argent atteatiea to -lhe need 
of hxedng the proportion of ~ ~ ~ a f m h m d  tobacco export whicOI is capa- 
ble of 4arnlng much larger for* exchange." 

1.45. The Committee note that the Tobacco Industry has a very large 
installed capacity for the manufacture of cigarettes and has also the 
requisite expertise. What is necessary is to closely study the consumers' 
preferences and the tmriff structure of the chief consumers of manufactur- 
ed tobacco, particularly for cigarettes, cigars.and cheroots, export quality 
bidis, smoking mixtures etc. so that the potential for larger exports of 
manufactured tobacco could be located and developed. 

1.46. The Committee would like L e  Tobacco Board, set up earlier 
last year, to study the export problem in depth and take concerted measures 
in consultation witb Government and the manufacturers so that exports could 
be stepped up and larger foreign exchange and also higher unit value could 
be earned. The Conlpnittee stress that in stepping up exports, Indian-owncd 
companies should be given preference and all requisit facilities so that their 
share in the export market coold increase. 

1.47. The Committee note that the unit value realised for Indian 
tobacco was only 40 pence per pound in 1974 as compared to 55-69 pence 
per pound fetched by tobacco originating from USA, Canada, Zambia 
and Malawi. This difference has been explained by the Ministry to be 
due to the higher quality of tobacco supplied by these other countries. 
The Committee under stand that the National Commission on Agriculture 
have cited the 'common knowledge' that India's exported VFC varieties 
rank among the befit in the world and compare favourably with those 
supplied by USA and other developed tobacco production countries. The 
Committee would like GovernmentjTobacco Board to redouble theit 
efforts to realise higher unit value for Indian exports of tobacco. The Com- 
mittee also feel that it should have been possible for our country with ex- 
perience of scores of years of growing tobacco and the expertise deve- 
loped in recent years in the agricultural field to encourage cultivation and 
production of export quality tobacco in soil and climatic conditions best 
suited to it. The Cocmmjttee stress that there should be closer co-ordi- 
nafian between the Tobacco Board and the State Departments of Agricul- 
ture, agricultural institutions, extension agencies etc. so as to disseminate 
the information to the agriculturists and encourage them, to take to the 
cultivation of export qualty tobacco. Now that the Tobacco Board has been 
established and combines in itself the responsibility for export of toba~cco 
as wen as eacoarpging, prodoction of tobacco indigenously, it should be 
possible to e d v e  the requisite strategy, field practices and package of 



services which wa6M. brlag abortt the desired. change. The Committte 
would like the Tobacco Board and the M f n i  to spedficallg mention in 
their A w d  Report the progress made m s&eenling the cuIvatian of 
exportqnaiity tobacco a&d the success achieved in realising higher unit 
value thertfor. 

. 1.48. The, Cw@#tee are concerqed to note h a t  even though there 
are 16 cigarette manufacturing compPnies in the country, 78 per cent of 
the countrs'a total W r e t t e  production is still controlled by just three 
foreign-Mority companies. There are also reports that the forelgn c m -  
panies iqdulge in restrictive trade practices like price cutting of its brands 
of cigarettes, thereby unfairly harmjug the rival Indian manufacturing 
units. A complaint against M/s ITC Ltd. in this behall is at present wder 
investigation by the MRTP Commission. The Committee also learnt during 
evidence that the foreign companies are more interested into the domestic 
market and whatever exports of manufactured tobacco they do appear to 
be virtually under compulsion. The Committee would like to draw the 
pointed attention cl Government to the above facts and stress the need 
for taking effective action under the law particularly the Foreign Exchange 
Regulation Act etc. t s  check and eliminate &e dominant position of the 
foreign-owned companies. Government should see that L e  Indian manu- 
facturing units are given their rightful place both in the internal and ex- 
ternal trade. I 

1.49. The Comanittee are greatly concerned to find that even in ex- 
ports of unmanufactured tobacco it is the Indian Leaf Tobacco Develop- 
metnt Co. Ltd., a multinational concern which occupies a dominant posi- 
tion accounting for export of the manufactured tobacco to the tune of Rs. 
198 million (Approximately) out of the total exports for Rs. 684 million 
during 1973-74. As already earlier stressed the Committee would like 
the Tobacco Board to take a leading role to increase exports of tobacco 
so that foreign owned companies do not continue to dominate this field. 

1.50 The Committee note that there was a perceptible increase in 
the Import of tobacco from 28000 kgs. in 1970-71 valued at Rs. 39000 and 
98000 kgs. in 1974-75 valucd at Rs. 20,79,000. The Committee also ob- 
serve that the unit value of imported tobacco has increased from Rs. 1.44 
per kg. in 1970-71 to I19. 21,27 per kg. in 1974-75 as against the increase 
in the unit value of tobacco exported from Rs. 6.61 per kg. to Rs. 10.72 
per kg. over the corresponding period. The Committee have earlier stressed 
the need for develophng export quality tobacco within the country. They see 
no reason why it should not be p s i &  to grow the quality ot tobacco which 
i s  at present be@ imported so that it caa m e  tbe purpose ot bhdbg in, 



th, man* of tobacco, cigarettes etc. The Cornmi& would Wre tlme 
T w o  Board and the Government to take concerted measures in this 
hehalf so h t  self-reliance is attained at the earliest. The Committee also 
stress t k t  More permitting import of nay tobacco, Government should 
eat& itsdt thet tbe quality of tobacco which is desired to be imported is 
hot produced and available in tbe country. Secondly, if some special 
quality tobacco is permitted to be imported, then care should be taken to 
see that it Cs produced at #be most competitive rates and that it Is used for 
the pPYpose tor wbich It is imported. 

. 1.51. A complaint was made by the producers of tobacco for not 
baving been paid beir dues in time by the exporting companies in Andhra 
Pradesh. The enquiry conducted by the State Government, at the imtance 
s f  Ministry of Commerce revealed that there was same delay on the part 
af the exporter, an Indian Company in settling the itma of the tarmers in 
respect of purchase of tobacco. The Committee have been assored that 
through a scheme of registration of exporters and dealers of tobacco, the 
Tobacco Board intends to keep a watch on the timely payments being 
made to the growers for the tobacco purchased from them by the exporters 
and dealers registered with the Board. The Committee also recommend that 
Government should ensure that the producers get remunerative and fair pri- 
ces for their produce so as to give them incentive for the cultivation of 
quality tobacco. 

Audit Paragraph 

Evasion of duty on processed Art Sik Fabrics 

2.1. Artificial silk fabrics were brought under the excise levy by Sec. 
lion 8 of the Finance Act, 1954, whereby a duty of excise was imposed a: 

specific rates. As an alternative, a special procedure for recovery of duty 
,under 'compounded levy scheme' was also provided from 27th April, 1954. 
Subsequently in 1962, the following changes were effected: 

(1) Unprocessed fabrics were fully exempted from basic and addi- 
tional duties. - .  

(2) Only processed fabrics were to pay basic duty at 3.5 np per 
sq. metre and additional duty as applicable. 

(3) Compounded levy scheme was withdrawn. 

2.2. With the exemption of duw on unprocessed art silk fabrics, only 
.those matrufacturers who processed art silk fabrics with the aid of power 



were required to take out a licence and pay duty on the processed fabrics 
at the appropriate rates at the time of clearance. Similarly a powerloan 
unit which, besides producing grey fabrics, also processed them, was re- 
*quired to pay on its production of processed fabrics, excise duty at the 
appropriate standard rates. In respect of all other units manufacturing 
unprocessed art slik fabrics, the excise department had practically no control 
.on production. 

2.3. The specific rate of duty was changed to ad valorem in March, 
1970; the tarifl rate of duty was fixed at 10 per cent ad valorem. This 
was changed to 20 per cent ad valorem plus Rs. 5 per square metre from 
17th March, 1972. The effective rates of duty as prescribed by notifica- , 
.$ions were as under: 

No. Description Effective Additional 
rate of duty of 

duty (% Excise 
ad valo- (Goods 

rem) : of Special 
Impor- 
tance 

Processed Rayon or Artificial Silk fabrics 

(a) not excrrding Rs. 3 per sq. mt. in \-alue . 2' 40 0.60 

(b) rxcerding Rs. 3 prr sq. mt. but not rxcerding R5. 3/50 
prr sq. mt. in value . . . . 3' 50 1.50 

(c) excceding Rs. 3/50 per sq. mt. but not exceeding Rs. 
5 per sq. mt. in value . . . 6.00 2 '  on 

(d) exceeding Rs. 5 per sq. mt, in value . 9' 50 5' 50 
- - - .- - -. - - -- - - -- - - -- - - 

2.4. The scope of levy was further amplified in 1973 to cover all rayon 
.or artificial silk fabrics processed with the aid of machines whether opera- 
Ted with or without the aid of power or steam. After this date, all such 
processed rayon or artificial silk fabrics where processes had been carried 
out without the aid of machine became dutiable. 

2.5. The Committee appointed by the Government of India to review 
he 'self removal procedure' have in their report pointed out that art silk 
abrics was a "notorious" item for the scale of evasion prevalent. The 
Committee have observed in para 9 of Chapter 10 of Volume I of their 
Yeport as under : - 

"Several witnesses brought to our notice the fact that processed 
art silk fabrics were available in the markets of Swat and 

Bombay at prices which were only marginally higher than the 
I 



cost of yam contained. It was alleged, and the allegation: 
would, seem to us to have substance that seven4 producers 
were in fact processing such fabrics with the aid of power but 
were sbowing them as processed without such aid in collusion 

with hand processors.". 

I'hey have also observed at page 114 in the same chapter: 

"Art silk fabrics: The levy is on processors who are not the gwners 
and only do the job work. They do not know the correct 
composition, the constructional particulars or the value of 
fabrics processed by them. This makes supervision difficult 
and evasion easy". 

2.6. Investigations conducted by audit revealed the following: 

2.7. The production of grey fabrics and the quantity of processed 
abrics as reported by the Textile Commissioner and in the Statistical Year 

Book 1972-73 of the Central Excise Department are as under:- 

Year Production Clearance 
of grey of processed 
fabrics fabrics 

Million Differencc* 
metres (Million 

sq. rn':tres" 

1970-71 951 m. mrtrrs 409 rn. mrtrrs . . . . 542 406.50 

1971-72 968 m. metres 431 rn. metres . . . . 537 4rw 75 

1972-73 919 m. metres 409 ni. rnrtrrs . . . . 510 382.50 
(April to December I 972) 

1191.75 
Total processed fabrics iess assrssed . say 1rg2.00 

million 
square 

metres 
- -- -- 

*Taking average width of fabrics as 75 cms. 

2.8. The gap between the figures of production of grey fabrics and 
clearance of processed fabrics as recorded is indicative of goods evading 
duty, even after allowing for normal wastages. 

2.9. Taking the average ntinirnum tariff value and rate of duty as 
~rovided in the tariff the revenue evaded is computed to be of the order of 
Rs. 7.60 crores for the years 1970-71 to 1972-73. 

2.10. In reply the Ministry of Finance have stated that the art silk 
fabrics are also processed in non-power operated sector, and the grey 

fabrics go for hosiery manufacture or for export. The Ministry, however, 
is unable to quantify the fabrics attributable to these factors. There is no 
system of control over movement of unprocessed fabrics for processing 
and no account is kept as to the number of processors who process with the 



id';bipwer and those who process without the aid of power. Unprocess- 
ed art silk fabrics hardy fhd a market and as the following instance has 

shown fabrics processed with the aid of power were cleared as processed 
without the aid of power or as unprocessed fabrics. 

2.11. In a collectorate, twenty-two mills manufactured 'art silk fabrics' 
and cleared them free of duty as unprocessed fabrics although processing 

was being done with the aid of steam. The omission was realised by the 
department in July, 1964 and demands totalling Rs. 13,59,926 for the 
clearances made from 24th April, 1962 onwards were raised against these 
mills. The demands were confirmed by the Msistant Collector in Decem- 
ber, 1967. However, on revision petition from the parties the Government 
of India decided that the demands had become time barred under Rule 10 
of the Central Excise Rules, these having been mi& dter three months 
of the removal of goods. The failure of the department to raise the 
demands in time, thus, resulted in a revenue loss to the Govwnment of 
Rs. 13,59,926. 

[Para 31 of the Report of the Comptroller and Auditor General of 
India for the year 1973-74, Union Government (Civil), Revenue 

Receipts, Volume T. Indirect Taxes] 

2.12. The Committee desired to know the background of the decision 
relating to the exemption of Grey Art Silk Fabrics from duty in 1962. In 
a note the Ministry of Finance (Department of Revenue and Banking) 
stated : 

"The Art Silk Industry in lndia to a great extent is spread over in 
the decentralised sector, which comprises of 

(a )  Powerlooms; 

(b) Handlooms; 

(c) Hosiery 

Though prior to 24-4-1962, Art Silk Fabrics/Hosiery items manu- 
factured in the handlooms and hosiery sectors were exempt 
but the fabrics manufactured in the powerlooins sector were 
subject to Central Excise Duty. As stated above. in view of 
the fact that the art silk fabrics weaving industry is to a great 
extent spread over in decentralised sector. it was felt that it 
would administratively be more convenient to control smaller 
number of units without sacrificing the revenue if the duty 
was shifted from grey stage to processing stage instead of 
controlling several thousands factories producing grey fabrics. 
It may be mentioned that prior to shifting duty from grey stage 

' to processing stage the total number of factaim tmdwhdng 



28 
grqr powerlooms firbrics was 6298 (opt of whi& PIPO 
factoties were totally exempted land only the remaining 1818 
fwories were paying duty). Even after a period of 12 y a m  
when the duty was shifted from grey stage to processing stq& 
the power operated weaving factories producing art silk 
fabrics continue to be very small in sks ee is evident fr(bd3 the 
fouoaing figurm: 

Description 

(iii) Medium sizes units i.e. having 25-100 powerloom . 324 2 -81  

(iv) Large size units i.e. having more than roo powerlooms . 65 0.54 

During the period 1962-1974, the number of factories producing 
grey art silk fabrics increased from 6298 to 11598 but the 
number of processing houses increased from 168 to 591. If 
duty ha@ bwn continued at grey stage, the admhhtrative 
problean to coatrol these 11598 factories would have been 
v q  acute. 

Apart from this, it was administratively more difficult to control 
small scale powerloom units registered for manufacture of 
cotton powerlooms and clandestinely manufacturing art silk 

fabrics and vice-versa depending upon the incidence of excise 
duty on grey art silk fabrics visa-vis grey cotton fabrics 
manufactured in the powerlooms. 

Besides numerous disputes, including court cases in which owners 
contested excise officials findings as to the number of pcnver- 
looms employed by or on behalf of the same manufacturer 
for the purpose of the levy, the size of exempted sector 
was steadily increasing by fragmentation because of the 
inceatives given to the smaller units." 

2.13. Tk C o d -  enquired whether any survey of the units using 
tW&bU phick.wap@ prt rilk fabrim withut  thc aid of power/stcam 



lRas d & e d  in 1%2 a d  whcthek this na&r had gone up after leOJr 
df datp on pmmstd fabrics frob 1962. In a bole, the Ministry of F i n e  
s@epartmemt uf Revenue and Insuranec) appraised the Committee k 
.follows : - 

". . . . ..no survey was conducted in 1962 about such units. HOW- 
ever, after the withdrawal of exemption on the fabrics pr* 
cesbed by these units with the aid of machines, the tdal 
imhber of units brought under Central Excise Control in 1973 
was 23 only." 

2.14. The Committee desired to know whether the Government have 
any control over the units producing art silk fabrics. The representative 
of the Department of Revenue and Insurance stated: 

"Upto the loom stage the Excise Department has no control, but 
the Commerce Ministry have a licensing control for the purpose 
ol 'Tax Mark'. But when these grey fabrics go far processing 
with ei&e.r power or steam and with effect from 1st March, 
1973 with the aid of machine even without the aid of power 
are all brought under excise contfol. In other words, the 
obligation is cast on our field officers to condud proper suweys 
and bring under effective excise control all such units which 
are processing grey fabrics. So, the starting point of effective 
corltrol is, therefore, the processing unit/which lprocesses grey 
fabrics with the aid of p0we.r or steam or machines without the 
aid of power or steam. That is the current position." 

2.15. The Committee enquired about the number of process houses 
miry power and machines operated by hand amd their capacity for process- 
h g  fabdcs. The representative of the Department of Revenue and Insu- 
zance stated: 

"The number of factories licenses for processing art silk fabric 
with the aid of power or steam or machine is 591. But we 
have no information about the nwnber of units processing art 
silk fabric without the aid of power or machine. In other 
words, about hand processing u~i ts ,  we have no information 
at  all, because it is such ti large decentraked sector that it is 
not possible to keep a census or keep track of these units," 

2.16. The witness further added that the assessment of the capacity 
of the aforesaid 591 units to pocess fabric was not done by the Revenue 
officers. 

2.17. The Committee further enquired whether the processing capacity 
&kmt reqtlind b k determined while issu* a licence. The repme& 



the of the Department of Revenue and Insurance stated that the licensing 
requirement did not expressly require them to determine the capacity of 
ea& unit. 

Elaborating the point, the representative stated: 

"The colotrol ovos the processing units starts from. the grey fabric 
received in these units. They do not manufacture any fabric. 
They receive only the raw-material. An account of the un- 
processed grey fabric is kept not only of the yardage and the 
weight but the construction of the fabric also, and on that basis, 
we determine the value of the f'absic. There is nothing manu- 

factured in the processing units. What they bring is the raw- 
matcrial in the shape of grey fabric." 

The Finance Secretary added: 

"The processing house's capacity may be indeterminate and it may 
not be susceptible of very accurate measurement. Besides 
that, these are not rep la r  factories. Whether they are work- 
ing for eight hours or ten hours or whether during the peak 
period they are pnttlng in extra effort is something which is 
very difficult to ascertain. 1 think, :he real point that is being 
sought to be made is that, even if it were possible to  assess 
and estimate the capacity of the somewhat simple processes of 
bleaching, dyeing etc., it would have no real check. The real 
check that is being exercised is with reprd  to the quantum of 
thc grey fabrics that are being received by the processing 
houses. This is the check that is being exercised, and it is 
the experience of the Department, I think, that merely goin$ 
on the capacity criterion may not be a very satjsfactory and 
a reliablc check." 

2.18. Referring to the case of evasion of duty mentioned in the Audit 
1 mi, the Committee desired to  know whether the authorities were aware 
of such evasion and if so, the action taken to check the evasion. The 
Chairman, Central Board of Excise and Customs stated during evidence: 

"There is no question about it that there is leakage in the sector; 
and the leakage becomes more feasible than in other sectors 
because of the highly decentralised nature of these units which 
produce grey fabrics which are not sophisticated but o d e  ia 
form. They can operate the machines at any time and, thert- 
fore, in these circumstances the changes of leakage are thwe. 
On the top of it, Government introdmd the SRP. That is a 
procedrve which also had it in the beginning at least---as oaO 
of its features that the officers n a d  not n e e  ste &@ 



too much on the spot because the question of vigilance and 
w m p t i o n  was involved. So they sryd, let the officers stay 
away and depend more or less on documentary control. 

But coming to the actual leakage amount, we will perhaps be able 
to  pinpoint and say that the magnitude of leakage is not of 
that order but something lower. Nevertheless, leakage is 
undoubtedly there." 

2.19. Referring to the differences in thc figures of production of grey 
.fabrics and clearance of processed fabrics iadioated in the Audit paragraph, 
the Member (Tariff) stated that after the receipt of the draft Audit para- 
graph, the Textile Conlmissiones was consulted, who made the following 
comments about the figures of production of grey fabrics in his communica- 
tion dated 6 January, 1975:- 

"The figures of production of grey fabrics given in para 3 of the 
draft para generally agsee with our figures. It may be men- 
tioned that these fi_mre, are in the nature of estimates of pro- 
duction of art silk fabrics in the country. The art silk weaving 
industry is mainly a decentralised one and it has not been 
possible to collect statistical data relating to production by 
obtaining periodical reports from the manufacturing units. 
The estimates arrived at in this office are based on the availa- 
bility of yarn from the decentralised sector of handloom and 
powerlooms. The deliveries of staple fibre spun yarn and 
filament yarn of viscose. acetate, nylon and polyester as also 
imports of these yarns are taken into account in arriving at 
the estimates. 

Thc figures of production cover both the powerloom and the hand- 
loom industries. According to our information the produc- 
tion i,n the handloom industry is largely processed by hand 
rather than by using power. The difference between the 
estimated production of art silk fabrics and the clcarancc of 
processed fabrics might be in part due to this fact." 

2.20. After the receipt of the reply of the Textile Con~n~issioner. the 
$allowing comments were furnished to Audit by the Ministry of Finance:- 

"It has been ascertaincd from the Textile Commissioner that the 
figures of production of grey art silk fabrics on which the 
conclusion set out i'n the draft audit !para is based are in the 
nature of estimates of production of total art silk fabrics in 



the unWy. 'Phe9e estimabi are mivtd at ia his @ce oa 
the basis of availability d yarn for the deeatralised sector of 
hmdlllooms and pw-1 The estimated production 
includes the production of grey art silk fabrics in the hand- 
loom sector as also the grey art silk fabrics which are pro- 
cessed in the non-power operated sector in respect of 
both of which there is no excise control. Further some 
quantities of art silk yarn are used in the manufacture of 
blended fabrics or hosiery goods. There is also export of 
art silk fabrics in grey form. There are thus many fabrics 
defying quantification of production of art silk fabrics on the 
basis of which any firm conclusion regarding existence or 
extent of evasion of duty in the commodity can be drawn, 

However, having !regard to the possibility of evasion collectors 
are being asked to take suitable action in that direction." 

2.21. The Member (Tariff) further stated that after the printed Audit 
Report was received, the Textile Commissioner was again requested to 
furnish details on the basis of which estimates for factories had been made, 
including the details of the yarn of different types given to the handloom 
manufacturers and powerloom manufacturers.. The following reply 
dated 25-8-1975 was received from the Office of the Textile Commis- 
sioner : - 

"While acknowledging the receipt of your D.O. No. 233/27/75- 
CX. 7 dated 30-7-1975 regarding draft Audit Para No. 
165/73-74, on evasion of duty on account of less clearance 
of processed art silk fabrics, I am sending herewith a state- 
ment (Appendix VII) showing the estimate of productian in 
t i e  decentralised sectors for the period 1970-7 1, 197 1-72 
and 1972-73. 

As already conveyed to you vide our letter of even No. dated 
6th January, 1975 in the absence of separate figures of 
deliveries to the powerloom and handloom sectors, the total 
deliveries from the spinners are assumed for the purpose of 
estimation of fabrics. The basis of estimation has all along 
remained constant, for want of specific and more accurate 
break-up in the deheries of bot,h spun and filament yarn to 
the decentralised sectors." 

2.22. It would be seen from the above repIies that the Textile 
Commissioner who was consulted by the Ministry of Finance on receipt 
of the Audit para about the correctness of the figures of fabrics had agreed 
with the figures of production of grey fabrics mentioned in the audit para 
but had described them to be in the nature of estimates of production ot 



2.23. According to the Ministry of Finance, it was not possible to  
determine the extent of evasion of duty on the basis of these figures in 
vies of the following reasons:- 

"(i) The estimated ~roduct  is inclusive of grey art silk fabrics 
produced in handloom sector as also the grey art silk 
fabrics in respect of non-power operated sector, in respect of 
both of which there was no excise control. 

(ii) Some quantities of art silk yarn are also used in the manu- 
facture of standard fabrics or hosiery goods and there is also 
export of art silk fabrics." . 8. 

2.24. Referring to the estimated evasion of excise duty amounting to 
Rs. 7.60 crores indicated in the Audit paragraph. the Finance Secretary 
stated:- 

"I do not think we have at all ever contested the fact of evasion 
with regard to art silk processed fabrics. We have con- 
sistently taken the stand that evasion is prevalent. Some of 
our Members have also been parties to the report of the 
Committee. We concede that. We have also said that 
Government in the 1975 budget have taken full note of this 
factor and changed the entire basis on which excise duty is 
to be collected and shifted it from the processed fabric stage 
to the yarn stage. To that extent, the position has changed 
very considerably. But since a figure of 7.60 crores of 
rupees has been put on record as the estimate of loss of 
revenue, it is incumbent on us to point out that there are 
certain possible groulnds for difference of opinion with regard 
to this estimate of 1192 million sq. metres which is said to 
be the difference between the p~oduction of grey fabrics and 
clearance of processed fabrics; this may not be a correct 
representation because of certain factors. One of the points 
is the convcrsion factor of 9.79 that certain other high power 
working groups of the textile industry have gone into the 
figure and adopted a figure of 8.86 in certain cases, and 
taking the weighted average for the three years this alone 
would account for n difference of 270 million mctres. . . . . . 
Since handloom fabrics are usually hand-processed and do 
not come at all within the tax net allowance has to be made 
far it. Taking all these factors into account,. . . . . . after 
making all necessary adjustments, the figure of 1192 million 



sq. metres would come down to 243 million sq. meXrts for thraa 
years. All that we are suggesting is that this srplre of fa92 
million sq. metres might be off the mark by a factor of 3 to  
4." 

2.25. In a note subsequently furnished to the Committee, the Depart- 
ment of Revenue and Banking i~ntimated as follows:- 

"A statement showing the reconciliation of production of grey silk 
fabrics as furnished by the Textile Commissioner and accountal 
of such fabrics is attached (Appendix VIII). 

It may be stated that the production of grey Art Silk Fabrics has 
been arrived at by the Textile Commissioner, which forms the 
basis of the Audit para, on the basis of 9.79 metres of fabrics 
per kg. of Art Silk Yarn whereas according to the estimate made 
by the Task Force, 8.86 metres of fabrics could on an average be 
produced from 1 kg. of yarn. In the enclosed statement (vide 
Appendix TI) the availability of yarn and estimated produc- 
tion of grey fabrics a1 the rate of 9.79 metres per kg. of yarn 
as adopted by the Textile Commissioner and 8.86 metres 
fabrics per kg. of yarn as adoptcd by the Task Force have 
been worked out. The said statement also shows the accountal 
of grey fabrics. After estimating the production both at 9.79 
metres and 8.86 metres per kg., the total quantity of grey 
fabrics not accounted for is shown against S1. No. 9 of the 
statement. The difference between the quantum of fabrics not 
accounted for comes to 438989 (000) metres and 244116 
(000) metres if the production of fabrics per kg. of yam is 
taken @9.79 metres and 8.86 metres respectively instead of 
439104 (000) metres and 243233 (000) metres stated at the 
time of oral evidence which is due to some calculation mistake. 
Any how the aforesaid variation in the two sets of figures is 
negligible. This un-accounted for quantity of grey-fabrics may 
be due to the processing of some art silk fabrics without the 
aid of power, consumption of fabrics in grey stage and to 
certain extent may be due to evasion of duty also." 

2.26. It  would be seen from the above note that whereas according 
to  the Audit para during the 'period 1970-71 to 1972-73 (April to 
December, 1972), the difference bctween the production of Srey fabrics 
and actual clearance of processed fabrics was of the order of 1192 million 
sq. metres, as per the calculations made by the Ministry in accordance 
with the formula of 8.86 metres of fabrics per kg. of yarn, adopted by 
the Task Force etc. the unaccounted quantum of fabrics is only 244 million 

1 
sq. metres. , 



2.27. The C a m i t t e e  desired to know the control exercised on the 
p w d o m s  podpcing art silk fabrics. In  a note, the Departmat of 
Rcvaae @ Banking stated: 

"Since grey art silk fabrics are exemlpt from Central Excise duty, 
the units manufacturing such fabrics are also exempt from 
licensing cmtrol. As such there is no control on such powe-r- 

looms from Central Excise Department except that during pr* 
ventive checks it is ensured that units registered for the manu- 
facture of art silk fabrics do not manufacture cotton fabrics." 

2.28. The Committee desired to know the modus operandi of the pro- 
cessor to avoid or evade duty a~nd the steps taken to counter them. In a 
note, the Department of Revenue and Banking stated:- 

"The modus operandi as pointed out by the S.R.P. Conmittee was 
that several producers were pro~essi~ng fabrics with the aid of 
powcr but wcre s!i~1>ving them as proccwd without such aid 
in col!usion with hand yrosessors. In some other cases, the 
modus operarzdi was to park sound srt silk fabrics in rolls and 
clearing them without payment of duty ns fents." 

2.29. Aske,d how these mcihods of evasion were countered by the 
Departmmt, the Ministry have stated that the following n~easures were 
taken: 

"(i) The definitions of fents and rags were revised by reducing 
length. 

(ii) Duty on fents was increased in 1973 budget and duty was also 
levied simultaneously on rags for the first time. 

(iii) In 1973 budget. the processing by machines working without 
the aid of power was also made dutiable. 

(iv) In 1975, art silk fabrics were totally exempted from basic duty 
by transferring the incidence at the yarn stage. These fabrics now 
cany only additional excise duty and handloom cess." 

2.30. Pointing out to the claim that leakage of revenue had been 
checked by shifting the excise duty from fabrics stage to yarn stage. the 
Committee asked why the levy of additional excise duty still continued at 
fabric stage. The Finance Secretary stated: 

"Today so far as art silk fabrics are concerned, we have moved away 
from the levy of the duty at the fabric stage and put it on at the 
yarn stage, but because of our commitments to the State Gov- 
ernments and because of the separate statute about additional 



Having regard to the discussion that had taken place, it is quite 
likely that there is considerable evasioa of the additienal excise 
duty in lieu of sales tax also. At one stage we were thinking of 
approaching the State Governments and suggesting to them the 
taking out of this particular item from additional excise duty 
and allowing the State Governments again to levy sales tax on 
art silk fabrics, but we have not pursued the matter because we 
felt that it might prove to be an incentive for the State Govern- 
ments to walk out of the entire arrangement in which case they 
may demand that even items like sugar, tobacco and cotton fab- 
rics should be taken out. So, we were just trying to take a 
view and also we want to be clear whether it is worthwhile pur- 

suing this matter with the State Gover~lents  or not." 

Etrsion due to exemption of fents and rags from duty 

2.31. The Committee learnt from Audit that a study by the Directorate 
of Inspection of Central Board of Excise and Customs revealed that the 
percentage of fents produced showed a rising trend over the years 1968-69 
to 1970-71 especially after the introduction of excise duty on ad valorem 
basis in the budget of 1970 when the incidence of duty rose sharply. In a 
few mills the percentage of tery-cotton suiting fents was as high as 71 all 
removed without payment of duty. The duty was levied on 'rags' or rayon 
or artificial silk fabrics from 1 to 4 per cent from 1 March 1973. 

2.32. Elucidating the reasons for the earlier exemption till 1 March, 
1973 the witness stated: 

"They do arise in the c o m e  of manufacture. They are cut pieces and 
are defective ones. They normally fetch a Iow price compared 

to that of normal fabric." 

He further added. 

"I may point out that all these evasive tactics are dependent on the 
duty burden. So, this tendency got accentuated from 1970 on- 
ward when we switched over to ad valorem duty. They too was 
more pronounced in the case of higher value qualities and sorts. 
Because of the ad va!orem duty naturally the incidence goes up. 
In order to reduce the incidence, they start resorting to tactics 
of cutting even sound fabric into cut pieces and pvt them in the . .- market as fents and rags." 



2.33. About the conceusims in ewiae duty oq fcrrts, and rags ili lPllJ 
w ~ s e  1a the nawe ~f b o w  fide cut pieces, tire representat& of t& &pea- 
meat of Revenue and Insurance quoted as f o l l ~ o  ftam the Bases * 
issued by them in January 1973 making certain changes: 

"It has, however, been noticed that rhis concession in excise duty 
is being misused by deliberately cutting sound fabrics into cut 
pieces satisfying the existing definition of rags so that they can 
be used for trousers, shirts, blouses, etc. It has been decided to 
revise the existing definition of fents. The revised definition pres- 
cribes maximum and minimum lengths of such cut pieces on the 
basis of width. If the width is 1 metre or more, it would be 
45 crns. and 9 0  crns. respectively. If the width is less than 
1 metre, the minimum and the maximm will be 65 crns. and 
130  cnis. respectively. 

In the case of rags, the minimum length prescribed is 25 crns. 
and the maximum is 75 crns.. . . . . . 

The revised definition comes into effect from March, 1973 so as to 
give time to mills to switch over to this definition." 

The Finance Secretary added: 

''1 will give a very general answer based more upon experience than 
anything else, the reason for it being that in every mill or other 

institution producing cloth and so on, there is a certain amount 
of wastage. For some reasons there are certain defects in the 
cloth which has to be discarded and it is normal that some fents 
and rags are produced. These naturally do not command the 
same price as whole cloth and a certain duty exemption should 
necessarily be made on this accounts. When this exemption was 

made, it was not foreseen or anticipated that it would be used 
as a device for evading excise duty on a large scale and it is 
only in the light of experience that we fomd that this particular 
facility was being misused and that people were cutting UP 
large pieces and making them fents and rags in order to derive 
the benefit of the lower rate of duty on these fents and rags. 
When it came to our notice, we plugged the loophole, I think 
this ic  a type of battle of wits that goes on always between 
Revenue and payers of revenue. A,s soon a5 we plug one. another 
loophole opens up wme where else and we have to be prepared 
for it; it is the price of eternal vigilance that one has to pay." 

2.34. The Committee desired to know as to why raw, fents, chindies 
etc. were continued to be exempted from duty for veveral years despite the 



~ t i c e s  adopted by the manufacturers and the loss of revenue due to 
.not plugging the loophole earlier. In a note, the Department of Revenue 
and Banking stated as follows: 

"Since the following price of fents and rags per unit of fabrics is 
normally less than the selling price of the standard fabrics from 
which such fents and rags are obtained and the difference in the 
sale realisation between the standard cloth on the one hand and 
fents and rags on the other is normally more than the amount of 
duty, it was felt that no duty should be levied on such fents 
and rags etc. so long as these have resulted in thc normal course 
of processing of fabrics. However, when it was brought to the 
notice of the Government that the manufacturers are deliberately 
cutting standard cloth into fents and rags, Government took 
necessary corrective measures. 

Regard;n; thc  lo.,\ of rcjenue due to not plugging loop-holcs earlier 
it  may be stated that since fents. rags m d  chinc'ies werc cleared 
free of duty. sometime. in terms of metres and sometimes on 
weight basis. no selling prices of these fwts, ram 2nd chindies 
were ascertained. As such the exact nmount of loss of duty 
cannot be readily worked out." 

2.35. The Department of Revenue and Banking furniched the following 
statement* showin? the clearances of fents, raps and chindieq for the period 
1970-71 to 1972-73. 

S1. Year1 
No. 

Clearance of fents, Cl~:!rance 
rags & chindirs of Fabrics 

on pay- 
ment of 

duty 
f 000) (000) (000) 

kg. kg. L.M. 

--- -- 
I. rg70-71 . . . . . . . 2303 1193 402325 

2. I97T-72. . . . . . . 3637 1990 43075 

3. 1979-73 . . . . . . 2131 451 412691 

- -- 
*?Tot vetted in Audit. 



Loss of Revenue by not churgirtg duty on circulur knitted fabric 

2.36. The Committee learnt from Audit that artificial silk fabrics manu-- 
factured on circular knitting machines were exempted from duty by noti&- 
cation of 6th July, 1957. This exemption continued till it was withdrawn 
from 1st March, 1975. Some mills were reportedly manufacturing very 
mstly fabrics with the use of taxtured nylon yarn the value ranging in some 
cases upto Rs. 104 per metre, by use of circular hitt ing machines. These 
fabrics being exempted did not pay duty. The loss of revenue due to non- 
levy of duty in one unit was reported to be Rs. 5.76 lakhs for the period 
from November 1973 to November 1975. 

The Committee desired to know the justification ior not charging duty 
on circular knitting fabric, when the Government had been collecting duty 
on fabrics, the cost of which was Rs. 51- per inetre or even less. The 
representative of the Department of Revenue and Insurance stated: 

"The circular knitted machines are of two kinds. One is used for 
making hosiery like socks, cardqans, etc. Thcsc are mostly in 

the decentrnlised sector. Ordinarily. such fabrics do not underso 
any process. There is another type of machincs which is popu- 
larly known a h  double-knit circular knitting machines which is 
mostly used for making costlier varieties of suiting and fabrics. 
The circular knitting machines of the kind which T mentioned 
earlier which are used for making socks, etc, have been in 
existence for a long time. They have also been exempted for 
quite a number of ycars. The import of double-knit circular 
knitting machines within the country is of a recent origin. The 
production in this line is also of a recent origin." 

2.37. In a note, the Department of Revenue and Banking further 
intimated: 

"Rayon or Art Silk fabrics manufactured on circular knitting machines 
were cxcmpt from the excise duty leviable thereon ride Noti- 
fication No 54 157-C E. dated 6-7-57. Simultanccwdy the then 
Central Bmld  of Revenue vidc their F. No. 15 121/55-CX-111 
dated 23-9-57 isc~~ed instruction, that the benefit of this ex- 
emption from d ~ ~ t \  on nrt silh fabrics m:inufacturcd on circular 
knitting mnch;ne\ i ;dc Notification aforesaid may be cxtended 
to past c35ec 3 1 ~ 1  :111d demands nlrcadv i w e d  in respect of 
fabr~cs prndllccd on circular knitting machines be withdrawn. 
Thus for all practical purposes the fabrics manufactured on 
circular knitting machines were exempt from duty right from 

, . the date the duty ww imposed on art silk fabrics." 



2.38. The Colznnittre desired to know whether this matter had Wet 
some for review and the decision taken and at what level. In a note, the 
ABparment of Revenue and Bankbg stated. 

"Circular knitting machines are used by two categories of manuhw- 
turerq namely: 

(i) hosiery; and 

(ii) doubk knit nylon/polyester fabrm rhostly used for suiting W 
sliktings where fabrics ate in tabular form and are cut and &fdl 
in running length like any other fabrics. 

.fir the case of circular knitted fabrics manufactured in the bsiery 
sector, the same do not require any processing or the proceslr- 
ing is normally done without the aid of power/steam/&acbi!W 
and as such the same are exempt from Central Excise dmC 

.However, in the case of double-knitted fabrics, which are manufac- 
tured in the organised sector, the fabrics require further pro- 

cessing like dyeing, heat setting etc. These fabrics are costly and 
are used for making wearing apparels. Since most of the fac- 

tories manufacturing circular knitted fabrics are in the hosiery 
sector which is a cottage sector, it would administratively be not 
possiMe to bring them under the Central Excise Control even if 
the Government wanted to charge duty on such fabrics which 
are unprocessed. However, with a view to reduce the disparity 
in the incidence of dnty on fabrics manufactured on power-looms 
which are processed with the aid of power/steam/machines and. 
fabrics rnanufacturcd in hosiery sector, the basic duty on fabrics 
was transfered from the f45rics stage to yarn stage in 1975 

budget proposal though the main reasons for shifting the - 
from fabrics stage to yam stage was to make the collection of 
revenue administratively easier and also to discourage evasion or 
avoidahce of duty if the same was to be collected at the fabrics 
stage at the then prevailing rates. The rednction in the disparity 
h the incidence of duty between the hosiery sector and other 
sectors of the art silk industry did weigh with the Governmenr 
when duty was shifted fiom fabric stage to yarn staee in 1975. 

h the 1975 budeet arowsals exemution granted to fabrics produced 
on circdat knittine machine was withdrawn vidr. Notification 
'No. -291 75 dated 1-3-75. M c m .  rmbtocessed fabrics prnduc- 

cd-da '  ci&ular knit* m h i n e s  codtind6& to be exempted. 



Since tbc withdrawal of the exemption on fabrics made on C&WU 
knitted machines was a part of the budget proposals af %975, 
decision was taken at the highest level." 

2.39. As desired by the Committee, the Department of Revenue nad 
Banking W s h e d  the following statement showing details of the lcallhg 
mills producing fabrics with circular knitting machines, their annual pro- 
duction, the price of fabrics produced by them and the revenue that w d d  
have been collected in case exemption from duty had not been 6-a to 
-fabrics manufactured with circular knitting machines: 



8. 
No. Collectora te 

Details of leading Annual produc- Prices of fabrics Revenue that would have bc;cn 
mills producing tion produced by co Uectcd in GMC exemption 
fabrics with cir-. them from duty had not been given 
cular knitting to fabria manufactured with 
machinn circular knitting m a c h i i  

I Shillong . . . . . . . .  . . . . . . . . 
s Ahmedabad . . . . .  . . . . . . . . . . 
3 G o a . .  . . . .  . . M/s Christine Hoden r8,500 kgs. Fabrics produced Fabrics width below 30-5 cms. 

(India) Ltd. Cor- (Approu,, is consumed in covered by Notification No. 
talim, Goa. the Factory for 80169 as amended. 

production of 
sanitary Napkins. 
Hence no price 
available. 

. . . . . . .  4 Bhubneswar . . . . . . . . 

6 Madras . . . . . . .  , . . . . . . . 
. . . . . . .  7 West Benpal M/s. Keoho Ram 1,68,051 sq. Internally used 1~00~830 (Bsric) 10.083 (Add) 

Rayon Nayasari mts. of stock for wrapping 3,193 (Hand-loom ces) 
Hooghly. in net (T.C. 19) rayon yam cakes. 

1" '974-75 

. . . . . . . .  8 Kanpm M/s Modi Silk Mills, ~ ~ 3 7 , 8 7 6  mts. Suitin*. -Rs. 76-Rs. 92 Rs. 9,49,393 
Modi Nagar. per sq. mt. 

Shirtings-Rs. 36/50 per m t  





Fixution of tar@ values for making assessment 
2.40. The Committee desired to know as to when the tariff values werb 

fixed for the first time and the intervals at which these were revised. In 
a note, the Department of Revenue and Banking stated as follows:- 

"All Art Silk Fabrics are now assessed on the basis of tariff values. 
The tariff values for art silk fabrics were fixed for the first 
time on 1 May, 1970 vide Notification No. 105/70 dated 
1.5.1970. 

Tariff values fixed for the first time under Notification No. 105170 
dated 1.5.70 and remained in forced during the period 1.5.70 
and 12.6.70. These tariff values were revised with effect 
from 13.6.70 under Notification No. 138170 dated 13.6.70 
and remained in force from 13.6.70 to 4.3.73. Tariff values 
were again revised for the 3rd time with effect from 5.3.73 
under Notification No. 90173 dated 5.3.73 and remained in 
force from 5.3.73 to 20.12.74. The next revision of tariff 
values was done on 21.12.74, \)id(. Notification NO. 158174 

dated 21.12.74 to 6.2.76. These tariff values which are current 
today were notified under Notification No. 24/76 dated 
7.2.76." 

2.41. The Committee enquired how the Government satisfied itself 
that the tariff values at any point of time reflected the actual prices prev- 
ailing. In a note, the Ministry intimated: 

"The index number of wholesale pr ips (base 1961-62- 100) of 
silk and rayon manufactures during May, 1970 was 1 17.6. 
It rose to 121.8 in March, 1971, 130.8 in March 1972, 139.0 
in March 1973, 178.6 in March, 1974, 173.7 in March. 1975 
and it fell to 163 in February, 1976. 

Yarn required for Art Silk Industry, is subject to daily fluctuation 
in prices and consequently the prices of the finished products. 
namely, Art 'Silk Fabrics, also undergo changes. It is only 
to avoid administrative difficulties arising out of these fluc- 
tu&ions in prices on day-to-day basis that the necessity of 
fixing Jariff values arose. . . . Hqwever from periodical state- 
ments received from the field formations showing the market 
prices of different categories of fabrics and also from market 
reports, if it is seen that there is substantial difference between 
the tariff taluks fixed and the market values of these fabrics. 
action is taken to revise the tariff values. Sometimes inspite 
of difference in market values of the art silk fabrics and taritf 
values already fixed, the tariff values are not revised because 
more often than not the fluctuations in yam prices is due to 



unexpected factors which last for a very short period. For 
example, due to break-down of compressor of the caprolactam 
plant of M/s. Gujarat State Fcrtillsers Corporation the prices 
of Nylon Yarn suddenly jumped up but since the compressor 
was put to order in 2-3 weeks time, the prices suddenly start- 
ed falling. In these circun~stances, it  may not be possible to 
revise tariff values, due to variations in the prices for a short 
period. There is thus no alternative but to revise the tariff 
values at some intervals based on the average market realisa- 
tions during the period of steady conditions." 

2.42. The comparative figures of tariff values and market prices of 
corresponding fabrics in corresponding period as furnished by the 
Department of Revenue and Banking is at Appendix X. It would be seen 
from the Appendix that the tariff values differ widely from the actual mar- 
,ket price prevailing during a certain period and that they have always been 
lower than the prevailing market price. 

2.43. Prior to 24 April, 1962, art silk fabrics/hosiery items manufac- 
tured in the powerloom sector were subjected to Central gxcise daty. 
With effect from 24 April, 1962 unprocessed fabrics whether manufac- 
tured in the handloom/powerlooms or in a composite mill were granted I 

exemption from basic and additional duty as also handloom cess and only 
rhose manufacturers who processed art silk fabrics with the aid of power 
were required to take out a licence and pay duty on the processed 
fabrics. . . 

This is an instance which brings out a serious lacuna by an executive 
action by issuing of a Notifiration making use of rule-making power. 
cutting at the very roots of the substantive provisions of the Act of Parlia- 
ment, thus rendering the object of taxing a particular item nugatory and 
without the Parliament being informed of this change whirh results in loss 
of revenue. The Committee would therefore like to reiterate tbeir earlier 
recommendation made in paragraph 1.25 of their llltfi Report (Fourth 
Lok Sabha) (1969-70) that whenever any Notification or order has an 
adverse fiscal effect, previous sanction of Parliament mmt be obtained 
before giving effect to any such Notification or Order. 

2.44. The Committee are unhappy fo note that this change in the stage 
of levy of dirtv led to substantial quantities of art silk fabrics processed 
with the aid of power and steam escaping levv of excise dutv as a result 
of unscrupulous practices adopted by the man~rfacf~~rer~,Inrocc~~sorci. Acc- 
ording to the Self Removal Procedure Review Committee art silk fabric 
was a notorious item for large scale evasion of duty. The Review Com- 
mittee had found substance in the allegationci that qevenl producers were 
in fact processing such fabrics with the aid of power but were showing 
.them is processed without such aid in collusion with hand processon. 



Some idea af the magnitude of such evmion can be had from the instance. 
given in the Audit Report accord@ to which in a Collectorate, 22 mills. 
manufactured 'art silk fabrics' and cleared them free of duty as unprocess- 
ed fabrics altbough processing was being done with the aid of team.. 
Tbe loss to Government revenue was reckoned at Rs. 13.60 Iakh~.. 

2.45. Several explanations have been offered for the failure to preveat 
evasion of duts. It b s  been pleaded that under the then existing excise 
duty the Department of Revenue had no control over the units producing 
art silk fabrics upto the loom stage. Secondly, tbe leakage of revenue 

, on processed art silk fabrics became more feasible than in other sectors 
because of the highly decentralised nature of the processing units which 
could operate the machines at any time. Thirdly, the introduction of Self 
Removal Procedure which relaxed physical control of the units also coatri- 
bated to the evasion, of duty. 

2.46.. According to the calculations made by Audit and whidh have 
been based upon the estimates of Textile Commissioner, during the period 
1970-71 to 1972-73 (April to December, 1972) the difference between the 
production of grey fabrics and actual clearance of processed fabrics was 
of the order of 1192 million sq. meters. Taking the average minimum tar@ 
value and fhe rate of duty as provided in the tariff, the revenue evaded dur- 
ing the years 1970-71 to 1972-73 would according to the Audit amount to 
Rs. 7.60 crows. The aforementioned figure of 1192 million square metres has 
been disputed by the Ministry of Finance. According to the Miistry of 
Finance, these estimates of production have been arrived at by Audit on the 
basis of the availability of yam for the decentralised sector of handlooms 
and powerlooms. This estimated production includes the production of 
grey art silk fabdcs in the handloom sector as also the grey art silk fab- 
rics which are processed in the non-power operated sector in respect of 
both of which there was no excise duty. F'urther, some quantities of art 
silk yarn were used in $he man~lfacture of Mended fabrics or hosiery goods. 
There was also export of art silk fabrics in grey form. 

2.47. It has been contended by the Department of Revenue that the 
quantum of art silk fabrics should be calculated at the rate of 8.86 metres 
per kilogram of yam as per formula adopted by the Task Force instead of 
9.79 metres taken by the Textile Commissioner. The Department, ac- 
cordingly calculated that the unaccounted quantum of fabrics comes to 
244 million sq. metres instead of 1192 million sq. metres, as mentioned' 
in the Audit paragraph. . , 

2.48. The Committee would have liked the Department of Revenue 
to have the revised fignres as worked out as per the Task Force formula 



&p@ WII) checked by Audit so that the Committee had verified 
data before it. The Committee would defer their final observations till 
the data duly vetted by Audit becomes availabln In the meantime, even 
if for the sake of argument, the figures now advanced by the Department 
of Revenue are accepted as correct, it is noticed that as anrrch as 12.68 
per cent of the total grey fabrics are not accounted for. The Depart- 
ment of Revenue while arguing that some of the art silk fabrics may have 
been processed without the aid of power and some consumed in thc grey 
stanc itself, have conceded that some fabrics had escaped duty. The Com- 
miftre feel that it was incumbent on the Department of Revenue. Textile 
Commissioner etc. to work in close co-ordination with onc4 another in 
order to see how much of art silk fabrics was being produced in the conn- 
trv, how much out of it was being actually processed with the help of 
st?:-.n, power etc. so as to ensure recovery of excise duty. The Com- 
mittee arc convinced that if a critical review of the position was made 
contemporaneously by all the Government aeencics conccmcd, discrepnn- 
tie\ in lhe quantum of fabrics not accounted for and the quantum of fab- 
r i a  cscaping duty in terms of e~emption orders or removed surreptitious- 
ly wonb! have come to notice and Government would have becn cn~bled 
to takc xt ion much earlier than 1975 to shift the excise duty from the 
r a h k  stage fo the yarn stage. 

2.49. The lsast that can 1)s d w e  is to learn the lesqon from thi4 :n\tlr 
lapse. Bt should be ohligatorv for the Department of Revrnuc lo 
thoroughly review the cotlection of excise d~uty in respect of major com- 
modities in consultation and in coordination with all other Governmmf 
a~cnnies concerned so as to pinpoint the constraints: or difici~ltics which 
are coming in the wag of recovery of the duty and fo suggest concrete 
remedial measures for overcoming them. The Committee would like to be 
inforrnnd of the measures taken, or proposed to be taken by Government 
to obviate recurrence of such costly lapses. 

2.50. It  'has been further stated that the licences issued to the Proces- 
sing CTnils did not specifically mention fhe capacity. Tbr. C'ommittcc fcrl 
tha' had the Department of Excise taken timely action lo ideniif,-, 'these 
constra?r?ts and difficulties' 2nd initiated action to survey the processing 
units and noted down thcir capacity and tightened up thc field orpadsa- 
tian, it shonld have becn possible to exercise proper excise sarveillnnce 
over these Processing Units and plugged all loopholes for evasion of duty. 
The Committee also strew that the capacity should invariably be mention- 
ed in specific terms in the licencc itself so that dificulties of the nature 
experienced in the instant case do not arise. 

2.51. The Committee &sire that in future while changing the point/ 
basis of levy of exci'se dnts, the practical implirations thereof should be 
qgclne into fully, so that no loopholes are left for evasion of duty. 



2.52. The Committee ere concerned to note yet anotber instance of 
evasion of duty by resorting to wilful mal-practices by the art silk manu- 
facturers by packing sound art silk fabrics in rolls and clearing them as 
fents and cutting sound fabrics into cut-pieces so as to fit the definition 
of rags to e scap  the appropriate rate of ,duty. The Committec have 
been given to understand that this tendency to resort to mal-prxtice Has 
accentuated from 1970 onwards when the dutj was changed to ad valo- 
rem rates raising the incidence of duty sharply. The Committee deplore 
the lack of urgency on the part of Government in taking timely remedial 
measures to check this mal-practice inspite of the fact that tho percentage 
of tery-cotton suiting fents removed without payment of duty in a few 
mills were as high as 71. The corrective measures were taken only in 
1973, when the definitions of fents and rags were revised hy reducing 
the length and by increasing the rate of duty on fents. The Con~mittee 
feel that if Government had carefully considered the full implications nf 
switching over in 1970 from specific duty to ad valorcm duty on art silk 
fabrics, they would have taken in time the requisite preventive meawres 
ab initio lo plug these Wpholes. 

2.53. The Committee stress that Governmenr slhonld learn a lesson 
from this grave lapse and see that in future concerted measures are taken 
to plug all loopholes while changing the incidence/rate of excise du'y. 

2.54. The Committee note that additional excise duty in lieu of sales 
tax continues to be levied on fabrics. The amount realised from the addi- 
tional excise duty is disbursed to the State Governments in lieu of sales 
tax. The Finance Secretary conceded during evidence fiat evasion from 
the incidence of adltional excise duty could not be ruled out. The Com- 
mittee feel that the Central Government is duty bound to take effective 
measureas to see that additional excise duty is realised in full and the 
amount disbursed to State Governments who have entrusted this respon- 
sibility to the Centre. 

2.55. The Committee are amazed to find that wholesale exemption was 
given to 'Fabrics manufactured on circular knitting machines in terms of 
notificatio~~ of 6 July, 1957. even though it was well known for years that 
new circr~lar knitting machines bad been brol~eht into us. to manufacture 
vem costly fabrics with the use of nylon textured yarn. The prices of the 
fabrics knitted over ctrCnIsr machines as per statement furnished by the 
Department vary from Rs. 20 to Rs. 92 per metre. The Committee can 
see no justification whptevm for allowing this concession to continue for 
17 long years till it was withdrawn in 1975. The Committee feel that in 
1970 when Government switched over from specific 10 ad valorem rate 
for detemining excise duty, *it was incambent e n  tbcm to review also 



the question of bringing into the e~c i se  net the costly art silk fabrics 
manufactured on circular knitting machines. 

2.56. According to the statement furnished by the Departmeut the 
total a~nownt involved by way of exemption on excise d4ututy on art silk 
fabrics manufactured on circular knitting -chines till March, 1975 for 
leading mills, as pw data so far available works out to Rs. 45.5 lakhs 
(approximtely). (I&. 

2.57. The Committee would like this matter to be investigated tho- 
roughly at a high level to determine how the fahrics manufactured on &. 
cular knitfing machines continued to remain exempted between 1970 and: 
1975 and fix responsibility and inform the Committee of the action takon. 

2.58. 'The prices of art silk yardar t  silk fabrics are high and these 
prices are subject to fluctuations due to various reasons including inter- 
national prices of import, the cost of production in the country, demand 
and supply etc. The Camnittee would like the Department of Revenue 
to have standing arrangements with the Textile Cammissioner and all 
organisations concerned so as to keep under continuous review the prices 
of art silk yarn, art silk fabrics etc. so that ad valorem duty could be 
suitably revised in time in the interest of safeguarding revenlle interest. 
The Committee stress fhat at any r ak  Chere should be an arrangement 
whereby in all major cases of levy of excise duty on ad valorern rate, tariff 
values are reviewed at kast once a gear at a high level in consultation. 
with all concerned. 



A ird~f Parugraph 

Evasion of duty in cotton yarn 

3.1. From 1st March, 1973, a new sub-item (1A) was introduced 
under tariff item 19-1 (cotton fabrics) through the Finance Act, 1973, to 
cover cotton fabrics containing 30 per cent or more by weight of fibre 
o r  yam or both, of non-cellulosic origin. Though these fabrics are assess- 
able to duty ad valorem, Government issued specific instructions in March, 
1973 that cotton yam used in the manufacture of these fabrics should be 
subjected to duty. 

3.2. It  was, however, noticed in audit in January, 1974 that ~ u t y  on 
cotton yarn used in the manufacture of cotton fabrics falling under tariff 
item 19-I(1A) was not levied in a textile mill. When this was pointed 
out to the department in February. 1974 a show cause notice waq issued 
to the Company for an amount of Rs. 2,17,800. The Ministry. while 
admitting the facts, have stated that the asscssee paid an amount of 
Rs. 56,007 being the duty calculated on compounded rates applicable as 
for superhe fabrics and that the show cause notice proceedings are in 
progress. The Ministry have added that action is being initiated in res- 
pect of officers responsible for this irregularity and disciplinary action, if 
warranted, will be taken apinst  the officers. 

[Paragraph 32 of the Report of the Comptroller & Auditor Gensral 
of India for the year 1973-74, Union Government (Civil), Revenue 

Receipts-Volume I, Indirect Taxes] 

3.3. The Committee were informed by Audit that they noticed in Febru- 
ary, 1974 that M/s Binny Limited, Madras was manufacturing and clear- 
ing cotton fabrics falling under the tariff item 19(I)  (IA) without pay- 
ment of Central excise duty on cotton yam used in the manufacture of the 
cotton fabrics falling under the new sub-item. The non-levy was pointed 
out to the Collectorate and as a result thereof a show cause notice was 
issued to the assessee on 25th February, 1974. 

3.4. The Committee asked since when the mills had been producing the 
types of fabrics covered by the Audit Paragraph. In a written reply, the 
Department of Revenue and Insurance have stated: 

"M/s. Binny Ltd., started manufacturing TOSCA, Neptune, Jupi- 
ter fabrics from 6.10.71, 29.5.72 and 21 3.73 respectively." 



During evidence, the Member (Tariff) stated:- 

"Except for the fabric 'Jupiter' production whereof was started with 
effect from 21-8-73, that is after the budget changes were in- 
troduced, the other two were already being manufactured by 
the textile mills. Now, they were earlier being classified as 
cotton fabrics falling for assessment under the different cate- 
gories like fine, superfine, etc. and the spec5c rates of duty 
wcre fixed for the difl'crent categories of such fabrics. In March, 

73 we created a new sub-item by which this became ohargeable 
to an ud V U ~ G ~ Y ' I ~ I  diity. The~eTorc, 11ii:y were t a k a  away from 
the earlier category subject to spccific :ates and became char- 
geable under the ncwly introduced entry." 

Compliance! with Budget instructions 

3.5. A s l d  whethcr aftcr t!~c Eudgctary chanys in 1973, instructions 
were issued to all coiiccrncd for compliancc at the various levcls, thc Mem- 
ber (Excisc) stated: 

"There is a procedurc sct down. Immediately after the Budget, all 
the budget papcrs including instruction to the ficld staff are 
taken physically and delivered to the collectorates at their head- 
quarten. They hale a systcm of calling their divisional 
of3ca-s to the headq.!i.rtcrs o n  that day v th'lt thc Budget in- 

struction are discussed with then1 and the deuiled instructions, 
copies of which have been made available, are handed over to 
them. They go back to the divisions and distribute them to thc 
other assessing officers. The Directorate sf Inspection is givcn 
the responsibility of ensuring that these instructions are received 
by the officers at various levels, and they undcrstand the impli- 
cations. The officers in the regional directorates at f i v i  places in 
Tndiz, which covcr dmost all the divisions and collectoratcs, 
ensure that the instructions have reached all the levels and they 
have been understood. They also visit some of the units: it is 
not cent per cent check, which is not physically possible. but 
a test oheck to see that the new levies and instructions cover- 
ing them have been properly understood at all levels." 

3.6. The Committee desired to know about the relative responsibility of 
the officers at various levels to ensure compliance with the budgetary 
changes. In a written reply, the Department of Revenue and Insurance 
have stated as under: 

' f i e  Collector is the head of the Department snct i~ r~sponsibld, 
for the smooth administration of the Central Excise levies in 
his jutisdidon comprising Divisions headed by Assistant Col- 



lectors and Ranges hcaded by Superintendents. The Range 
Staff comprise Superintendents and Inspectors who 'are the pri- 
mary executive Officers. Each of these officers is charged with 
specified duties assigned to his post. 

The classification lists and price lists arc approved by Superinten- 
dents of Central Excist: and Aqristant Collectors of Central 
Excise. The information required in this regard is furnished by 
the assessees then~sclves and these officers get the assistance of 
bhe Inspectors of Central Excise in verifying the correctness of 
this information. Thc assessment nlcmnrand;r on the R.T. 12 

are endorsed by the Superintendents of Central Excise after 
the particulars furnished in these returns are checked by Ins- 
pectors of Central Excise. The Assistant Collectors of Central 

Excise have to ensure that these duties are perforrncd by theis 
subordinate staff propcrly and this they do through periodic 
inspections and also through thc Inspection groups attached to 
the Divisional Officers." 

3.7. Asked whether any periodic mectings/discussio~~s werc held in the 
collectorates to consider how the Budgetary change were to bc given effect to 
and how far the Collectors normally gave lead in these cases, the Depart- 
ment of Revenue and Insurance stated:- 

"No periodicity of meetings has been prescribed. But the Collec- 
tors do meet their senior (sabordinate officers immediately 
after the Budget and discuss and clarify the issues arising out 
of the Budget changes. The subordinate staff also do meet the 
CollectorslDeputy Collectors on their own initiative to get 
the points of doubts clarified. 

Collectors do give a lead to their subordinate staff in cases of Bud- 
get changes! They take initiative in solving the problem posed 
by Budget changes. They not only meet the Assistant Collec- 
tors and other in conference but also personally visit some 
of the important units to assess the impact of the changes and 
to guide the staff in the proper implementation of the changes." 

3.8. The Committee desired to know how the Department ensured com- 
pliance with the Budgetary Instructions and whether the Director of Inspec- 
tion conducted any sample survey to see that generally these instructions 
were properly understood and followed. In a written reply, the Depart- 
ment have stated:- 

" m e  Ministry. . . . . . . . keeps itself posted with the latest position 
through the Directorates of Inspection and Statistics and Intel- 
ligence. 



The Director of Inspection conducts sample surveys to see that 
generally budgetary instructions are correctly implemented." 

3.9. The Finance Secretary, however, conceded that in this case there had 
been non-observance of certain instructions issued after the Budget. 

Nun-supply of classificution L i ~ t  by the Mill 

3.10. In textile mills producing cotton yarn and fabrics, the processes 
are continuous and therefore to facilitate easy accounting and collection ot 
duty on cotton yarn used in the production of cotton fabrics, thc duty is 
collected along with the duty on fabrics under a simplified procedure 
k n o ~ n  as 'compounded levy procedure'. The Government of lndia by 
issuc of notification has laid down rates of compounded levy for fabrics 
classified as superfine, fine, medium and coarse. Both these commodities 
are assessed under the S. R. P. system. Under this procedure, thc manufac- 
turer gives a classification list with the rates of duty indicated. The list is 
approved by the Assistant Collector in the beginning, whenever any pro- 
duction starts and is amended whenever there is a change in classification 
necessitating change in the rntc of duty to bc charged. 

3.11. The Committee enquired whether the mills had filed a revised 
classification list in this case after the Budgetary changes, the Member (Cus- 
toms) replied: "They did. The failure was that they did not indicate 
that they had not paid the yarn duty." In a written rzply, the Department 
stated:- 

"Classification list had been filed by the assessee for T O S C ~  and 
Neptune on 15th March, 1973 in the wake of introduction of 
Tariff Item 19-T(1A) (fabric) from 1st March. 19'73. As 
Jupiter was manufactured for t~he first time in August, 1973 
the question of filing a classification list in the wake of intro- 
duction of Tariff Item 19-T(TA) (fabric) does not arise. 

The rate of excise duty had been indicated as R.E.D. @ 121 per 
cent. A.E.D. G' 2-1 per cent and cess 1.9 paise per Sq. 
metre. Fahrics construction details were not rivcn in the 
classification list. This was approved by the Superintendent of 
Central Excise, Binny Group. There was no mention ahout 
the usc of purc cotton yarn in the fabrics." 

3.12. A ~ k e d  whcther this omission was not a deliberate attempt by 
the party to evadc duty, thc Mcmber (Excisc) replied:- 

"This was the primn facie reaction of the Collector also. That is 
why he has taken n serious notice of it and new division has 



been created to look into the Binny unit, which has been 
put under its charge along with some other units. Wherever 
a more severe penalty is indicated, the officer concerned has 
been instructed to bring it to the notice of bhe Collector who 
will impose a severe penalty, if necessary." 

The witness added:- 

"In this case there was a failure on the part of the assessee as wdl 
as on the part of the officers. There was very heavy work 
in this division and considering this fact as true, the Govern- 
ment last year has posted one more officer and this new divi- 
sion is being given charge of the Binny Mills." 

3.13. The Conunittez asked what checks, if any were exercised by the 
Assistant Collector to ensure that the classification list was correct. Thc 
Chairman of the Board statcd:- 

"The Assistant Collector or the Superintendent who primarily sees 
it examines this list. He  will also look into the complaints if 
any. The first thing is that there is the responsibility on the 
mills to state the facts very clearly to enable the assessing offi- 
cer to arrive at a correct assessment. Having made that mess-  
ment, it is followed by the inspection groups and Audit parties 
going and seeing what are the things they are ~roducirlg, 
whether the classification given by them i:, correct and so on." 

3.14. Asked whcthcr there werc any insupcr ble dificultjcs in ciic.:i;- 
ing of the list by the Assistant Collector, the witness stated:- 

"There are no insuperable difficulties, Tn fact, the S.R.P. Committee 
has also stated that to improve the quality control thc num- 
ber of divisions should be much larger and their charge should 
be decrcased. They have advocated a very large quantum of 
additional staff which should be introduced into the whole 
system." 

Variatinns in the amount of atsessed differential duty:  

3.15. The Committee were informed during evidence that in this case 
while the amount originally found to have been evaded was Rs. 2,17,800, 
on verification, 'it was found that a much lesser amount was involved 
because instead of 7 only 3 varieties were involved. The duty payable was 
thus only Rs. 65,564 out of which Rs. 56,007.40 had already been paid 
on the basis of compounded levy. There was some doubt but we had 
admitted that this compounded levy does not apply to it. The real duty 
was Rs. 65,569 and not Rs. 56,007." 



3.16. In a note furnished by the Department of Revenue and Banking, 
it was stated:- 

"Show cause notice for Rs. 2,17,860 was issued on 25th February 
1974 immediately on receipt of A.G.3 objection so as to avoid 
the demands getting time-barred.- But it was finally confirmed 
for Rs. 65,564 and a demand was issued accordingly. The 
A.G., Madras had taken the total quantity of 4,35,725 L.M. 
of fabrics cleared under item 19-I(IA) for the period from 
March 1973 to November 1973 into account. However, in 
some of the varieties like Sona, Ballerin etc., there was no 
cotton yarn in the weft or warp. These contained only blend- 
ed yarn. Only in Jupiter, Tosca, and Neptune varieties, pure 
cotton yarn had been made-iie of. The quant~ty of such 
fabrics cleared for March, 1973 to November. 1973 is rqmrted 
to work out to 3,12,828 L.M. (2,80,037 Sq7 Mt.) in which 
the quantity of cotton yarn used works to 13,112.8 kgs. There 
was also a doubt as to whether duty is to be collected at com- 
pounded levy rate. The duty payable on the entire fabrics at 
compounded levy rate worked out to Rs. 56,007.40 and this 
was immediatcly rcalised from the party, who paid it under 
protest. Finally it has been confirmed in connection with an- 
other case by the Law Ministry that compounded rates of duty 
prescribed for cotton yarn are not applicable to the yarn used 
in the manufacture of fabrics falling under item 19-I(1A). 
Demand has therefore been confirmed on 18bh May 1975 for 
Rs. 65,564 at the tariff of Rs. 5/- per kg. The balance 
amount of Rs. 9556.60 has also been paid by the mills on 2nd 
December 1975 under protest." 

3.17. The Director of Receipt Audit pointed out that in this four 
varieties of fabrics were involved and not three. The figures of duty reali- 
sation therefore needed verification. The Members (Excise) stated "Ccr- 
tainly we will verify from the Collectors". 

-1.18. Tn a note subsequently furnished by the Department it has been 
smted:- 

6 b . . . . . .the position :has since been further verified by the Collec- 
tor concerned who has reparted that the short levy involved 
for the period 1st March 1973 to 30th November 1973 on 
cotton yam content of fabrics falling under tariff item 19-1 
(TA) came to Rs. 69,900/-. Tf duty  cdlcctcd on zotton yarn 

content of Fent was also taken into account, tlie short levy 
would be Rs.72.461.60 fiv the ahm-c p-riqd and not 



Rs. 65,5641- as already reported. The entire duty short levied 
has already been realised from the Mill. 

In this connection it has been reported by the CoIIector that the 
figure of Rs. 65,5641- was obtained from the Statistics Branch 
of the Mills where the details were computerised. The cor- 
rectness of the figures was not, therefore, doubted and they 

were accordingly, reported to the PAC, since i% many as 
40,000 gate passes were to be sc~utinised to arrive at the figures. 
It has since been brought to the notice of the Deptt. that the 
computerised figures actually represent only eventual clearances 
of fabrics on payment of duty from the licensed premises and 
do not include such of the fabrics as were cleared on payment of 
duty under gate passes but stored in approved duty paid god- 
own within the 'Mills' premises for being cleared later, indicat- 
ing that to this extent, the figures are as follows:- 

Period Figures already Actuals as per 
furnished on the basis Gate Passes 

of computerised 
figures 

I.. Metres. Dutv involved L. Metres duty 
312828 1 Rs. 65,564 33394.0 RP. 69,9 

The short levy involved on cotton yam used in fents of fabrics falling 
under item 19-T(IA) was not taken into account while reporting thc short 
levy. The particulars in respect of Fents are as follows:- 

Prriod \\'right ol'Fents Duty involvd or1 
cleared cottol: y a m  contrnt 

01' the fents 

Delay in detecting the evrrsion of tax 

3.19. Thc Committee asked how the evasion of duty went unnoticed 
till January, 1974 and whether i t  was due to any defect in the working of 
the machinery. The Member (Central Excise) replied:- 

"Even the Internal Audit had visited this Mill but, unfortunately, 
that visit was before the final approval. My rccords show 

that this list was approved on 19th March, 1973 whereas our 
Intwnal Audit visited this factory from 8th March to 17th 



March, 1973. So, this particular list did not conle to their 
notice. If it had come to their notice they could have found 

it out." 

3.20. Asked whether the Department's Inspection Officers had visited 
.the Mill between March, 73 and January, 1974 the witness replied: "With 
,the new Division coming into being more visits will be taking place". 

3.21. In a written note subsequently furnished. the Department of 
.Revenue have stated:- 

"It is reported that M/s Binny Ltd. were under the charge of an 
assessment-cum-Inspection Group from I .1.73 to 31 S.74. In 
this Assessment-cum-Inspection Group thera werr six fac- 
tories producing 20 excisable commodities; 5 factories were 
paying duty of the order of Rs. 5 lakhs a year and this Group 
had to handle about 150 clilssification lists and 600 price lists 
per year besides verifying and sorting 1,20,030 gate passes in 

a year. The Collector, therefore, considers that the omission 
to detect the irregularity was bonafide in-as-much as this 
Group was the heaviest Grcup." 

3.22. Asked whether the lnspcction Wing had visited t he  Allills at any 
time between March, 73-January, 74 and if so how did [hi$ under-pay- 
ment escape its notice the Department hwe  srited:- 

"The Collector has reported thal the unit was visited by Tntr.nlal 
Audit party during 8.3.73 to 17.3.73 and they would not have 
had the opportunity to find out the irregularitie5 since the 
classification list for the fabrics in which pure cotton yarn 
had not borne duty was filed for the first time on 15.3.73 and 
approved only on 19.3.73 i.e. after completion of the Audit 
by the Internal Audit Party. During the period froni 3'73 to 
6(74 there was no other visit by Internal Audit Party or ns- 
sessment-cum-Inspection Grcups. In ~ i t h  Board's 
o r d m  F. No. 20217174-CX-6, dated 22.3.74 units coming 
under Assessment-cum-Tnspection Groups are to he visited hy 
Internal Audit Party once a year." 

3.23. The Committee further asked at what level the assessments uere 
finalised and recorded and secondlytwhen the Mills were assessed to c!uty 
based or1 the return why did the Assessinp, Officer not notice the omission? 
The Department have stated in reply: 

'"ssessing Officers did not notice the omission when the mills w.i.re 
assessed to duty based on the returns since the mills neither 



filed a classification list for cotton yarn used in the rnanufac- 
ture of cotton fabrics falling under 19 (IA) nor had they in&- 
cated the construction particulars of the relevant fabrics fall- 
ing under item 19 (IA) in the classification list filed in respect 
of these fabrics. Assessments were finalised at the level of the 
Superintendent of Central Excise incharge of the Range." 

Othw cases of evasion by Binnys. 

3.24. The Committee desired to know whether any other instances of 
evasion of excise duty by Binnys, had come to the notice of the Depart- 
ment. The Member (Excise) stated:- 

"Two instances have been noticed and these were in 1973. We 
found that on industrial fabrics and on Dasuti the excise duty 
was not calculated on ad valorem rate. Special audit was. 
made and we faund that the evasion amounted to nearly 
Rs. 14.70 lakhs. This case is under adjudication with the 
Collector and personal hearings have been asked for. In the 
course of that special audit, we found that the Binnys had 
cleared fents and rags. There also, the Collector's view is 
that. perhaps. an amount of Rs. 5 lakhs may have been 
evaded." 

3,25. The detailed note furnished by the Department is reproduced in', 
(Appendix XI). I t  lists the following three instances of evasion of excise 
duty by Binnys:- 

"I, Industrial fabrics, Dasuti and Furnishing fabrics manufactured 
by the mills and which were assessable at ad valorem rate 
under item 19(1)(1) were cleared on payment on specific 
rate under Tariff Iten1 19C1)(2). This clearance was made by 
the mills without filing the classification list and by alleged 
wilful suppression of material facts while submitting classifica.. 
tion list with the intention of' evading payment of legitimate 
excise duty thereon. The differential duty on Dasuti and Fur- 
nishing fabrics cleared durinp the period 1st March, 1969 to 
31st December, 1972 worked out to Rs. 14,69,660 accord- 
ing to the show cause notice issued on 29th September, 1973. 

II. During the period 1st January, 1971 to 31st December, 1972, 
M/s. Binnys Ltd. deliberately cut into fents certain varieties 
of Terry Cotton Fabrics manufactured by them and cleared 
them. A show cause notice was issued on 27th February, 
1974 for offences under the Central Excise Rules and demand' 

of excise duty amounting to Rs. 3,81,917 for 1001 bales 
cleared during the period 1.1 .I 971 to 3 1.1.1972. 



U. Certain variety of cotton fsabrics maaufactured by the WYs 
was cleared with the trade description TRIORITA paying 
Quty under item 19(1)(2) whereas considering construction 

particulars the fabrics. was classifiable as 3USSORE under 
the item 19(1)(1).   he assessee had earlier -in June, 1972 
got this fabric classified under 19(1)(1), but subsequently filed 
another classification list fol: the very same fabrics dyed in 
ditferent shades suppressing the material information by not 
giving full description of the goods, constructional particulars 
and manufacturing code number thereby misleading the Cen- 
tral Excise authorities. A show cause notice for penal stion 
was issued on 28.2.1974. The loss of revenue has bten 
assessed at Rs. 1,10,394." 

3.26. The Department informed the Committee in March 1976 as 
follows:-- 

'*l'lle latest position of these cases as reported by the Collector is 
,  at the cases are at the stage of grant of further personal 

bearing and cross examination of witnesses sought for by the 
Mills." 

3.27. The Committee desired to know whether any other similar case 
of evasion d levy duty on cotton yam had been hoticed in this particular 
Division or any other Division. In a written reply, the Ministry stated:- 

"Apart from the case referred in the Audit Para 32/73-74 only one 
similar case was reported in the Bangalore Collectorate in 
respect af M/s. Binnys Mills, Ltd., Bangalore. The brief 
facts of the case are as under: 

MIS. Binny Mills Ltd., Bangalore cleared sample varieties of 
cotton suitings, the yarn contenc of which had a blend of 
more than 30 per cent terene and consqucntly fell under 
T.I. 19-1 (IA) instead of 19-I(1). The total quantity of 

such yarn cleared was 1,097 Sq. Metres during the pericd 
from 23rd May, 1973 to 9th December. 1974. The yam 

attracted levy of duty at 5 paise per Sq. Metre as per 
Notificatian No. 48/69 as amended by Notification No. 

32/74 dated 1st March, 1974. The omission of the factory 
@ pay the duty on the aboye said quantity was noticed by 

the Range Officer in March, 1975 and the Management was 
asked to make pament of duty qpapnts of ?s. 5485.  The 
sgid amount was redipd u&f PLA Vo. 493/71 cotton 

yarn S1. o. 24 dated 24th Fgbrppy, 1976." 
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Ckification of instructions issued after Budger 

3.28. As stated earlier the realization d differential duty from M/s. 
Binnys was delayed because a doubt had arisen whether the duty is to 
be collected at compounded levy rate or otherwise. On enquiry the Com- 
mittee learnt that the genesis of this doubt was a reference made by the 
Collector of Central Excise Baroda to the Board of Central Excise and 
Customs on 28t! August, 1973. The Board after consulting the Ministry 
of Law informed the Baroda Collectorate in their letter dated 18th June, 
1974 that the compounded rates of duty prescribed for cotton yarn were 
not applicable to the yarn used in the manufacture of cotton fabrics falling 
under 19(1) (IA). 

3.29. The Committee asked why the Ministry of Law were consulted, 
if the intention of the Government had been correctly translated in the 
Notification issued. The Member (Tariff) stated:- 

"At the time, when we make changes in the Budget instructions, we 
make it clear. With your permission, I will read out the 
relevant part of the Budget instruction. It says: 

'A, new sub-item for cotton fabric which contains 30 per cent or 
more by way of fabric or yarn or both has been created by 
adding sub-item l(1A). For detail? see the relevant part. 
The exemption from yarn duty contained in Notification 
No. 47/69 will be restricted to cotton fabric falling under sub- 
item l(1A).  Only yarn in the manufacture of cotton fabric 

falling under the newly created, sub-item 1 (1A) will have to 
pay duty at the rate specified in the relevant Notification.' 

In the Budget instructions. we had anticipated the possibility of a 
doubt. In so far as the fabrics falling under the new item are 
concerned, the yarn duty has to be collected at the relevant 
effective rates." 

The witness added: 
"The possibility of doubt is anticipated to some extent when we make 

a change in the Budget instructions. Within the limits of our 
operating in a secret way in drafting t'hese instructions, we 
anticilpate to the extent possible the difficulties and the doubts 
that might arise in the minds of the field officers, and to that 
extent we clarify them in our instructions. Naturally. these 
instructions are supposed to be supplemented by the Collector 
if in the operation of these instructions he comes across other 
difficulties or in the course of his discussion with the field ofi- 
cers, which usually he holds immediately on the Budget ins- 
tructions Wig recrived!' 



'The Chairman of the Board stated:- 

"Unless there is some ditticulty we will not go purely for purposes 
of self-assurance. In this case, the Collector of Central Excise, 
Baroda, made a reference and the doubt arose whether the 
conlpounded levy scheme for yarn duty laid down in Section 6 
of Chapter V of the Central Excise Rule, 1944, is applicable 
to cotton yarn used in the manufacture of cotton fabrics falling 
under item 19( l )  (a )  of the Central Excise Tariff, and if so, at 
what compounded rate the levy is to  be charged. This doubt 
really arose because it was found that cotton fabrics are manu- 

factured out of cotton yarn and polyester filament yarn combined 
Therefore, all this led to this doubt and the matter was referred 
to the Law Ministry." 

3.30. The Committee desired to now why it took two years to issue 
the clarification to the Baroda Collectorate. The Member (Tariff) stated: 
"The relevant file is not here. We will have to look into the circumstances 
in  which the matter had got delayed." 

3.31. Thc Ministry subsequently informed as follows: 

"Collector of Ccntral Excise Baroda's letter dated 28-8-73 was not 
received and a copy thereof was called for and was received in 
Board's Office on 30-10-73. It will be seen from the time- 
chart of events enclosed (Annexure XII) that the time in the 
issue of clarification was by and large. unavoidable.'? 

Duty struclure and evasion 

3.32. The Committee drew attention to a Press report appearing in 
Economic Times of 24 September, 1975 that the textile industry had 
represented that the present cotton yarn grouping under coarse, medium 
and fine for thc purpose of excise was not realistic and it caused evasion of 
sxcisc duty. The Finance Secretary stated:- 

."We have been looking into the textile tariff and it has struck us 
that it is a highly complex and com~plicated type of tariff and. 
as you havc just seen from this Audit para, because of jts very 
complexity, it is not unlikely that failures may occur-probably 
entirely unwittingly; and we were wondering if some sort of 
simplification and rationalisation could not he conducted. T 

would bee leave to submit that the Government itself was fully 
conscious of this matter and Dressure has also been coming 
from the top on us. Besides, we were thinking on our own of 
rationalisiag this tariff. . . ." 



The witness added: 

"NOW I wanted to make one further submission in this connection- 
Ir the olden days we were importing a lot of long staple cotton. 
particularly from Egypt and Sudan and so on, and this was 
used for spinming of fine counts. You will recollect that a few 
years ago a very high duty was levied on imported cotton- 

I think it is 40 per cent-and, as a result, there has been a steep 
fall in the import of long-staple cotton. On the other hand, 
because of the protection that has been givejn and also the 
expansion of services that have been carried out, we are now 
having an enormous quantity of our own long-staple cotton 
and it is mot finding a ready market. In fact, because of various 
factors, including the excise duty structure which progressively 
increases the incidence of duty on finer varieties of cloth involv- 

ing long-staple cotton, it is not so attractive, financially, to make 
fine fabrics. For this purpose, we actually suggested on our 
own that there should be a dialogue with the industry and both 
we and the Commerce Ministry got together and had this 

particular discussion that probably the Hon'ble Member was 
refemng to, and we put several proposals before them, morc 
to use them as a sounding board than anything else. We asked 

them whether they would prefer to adopt the ad valorem 
system or whether they would prefer to continue with the exist- 
ing system with certain modifications by re-arranging the countq 
and re-asranging the rates of duty and the slabs so that there 
would be an incentive perhaps to spin finer. We felt that this 
was the right stage when we can have a dialogue with the- 
industry. This was a preliminary dialogue to see what we can. 
do in the future in this regard." 

3.33. The Committee asked whether the duty structure which was 
evolved to discourage the spinning of h e r  counts should not undergo a 
change keeping in view the present position of surplus production of long- 
staple cotton, wbich would flso help both farmers and consumers. The 
Finance Secretary replied: 

"The motivating factor in trying to rationalise and revise the cotton 
structure-particularly cotton yarn and cotton fabrics-is pri- 
marily one of assisting the agriculturists and also of assisting 
the industry, rather tban of plugging evasion as such; we are at 
it and we are doing it with maximum speed possible. But one 
has tv take into account the very complexity of this particular 

tariff where various types of fabrics have to be covered and 
one has also to bear in mind that there are several sectors 

.c 
involved; and one will have to be careful to ensure that one  



.does not produce a tarill which will lead to abuse. The com- 
plexities of the situation arise from the fact that we have spinn- 
ing mills, we have composite mills, we have a big powerloom 
sector and a handloom sector and, in addition, we have a third 
.big sector where a lot of independent (processing goes on. So, 
m y  tariff structure which is devised for this purpose has to take 
into account the various completely independent sectors that are 
involved and where, sometimcs, there are conflicting interests 
also. The tariff structure should be devised so that the duty 
will have to be evenly borne by all these sectors and it should 
be ensured that it does not operate too harshly in respect of one 

and too favourably in respect of the other. There is the further 
over-all constraint that we are extremely short of money and 
when we have already budgeted, as is known to the Hon'ble 

Members, for a deficit of Rs. 240 crores this year, with the 
additional dearness allowanc: having to be paid this deficit will 
naturally increase. There are also additional commitments we 
have undertaken and so our financial position is such that we 
cannot let go revenue." 

3.34. From 1 March, 1973, a new sub-item (1A) was intrOdu,ceb under 
.tariff item 19-1 (cotton fabrics) thronph the Finance Act, 1973 to cover 
cotton fabrics containing 30 per cent or more by weight of fibre or yarn 
o r  both, of non-cellulosi~c origin. Though these fabrics are assessable to 
duty ad valorem, Government issued specific instructions in March, 1973 
that cotton yarn used in the manufacture of these fabrics should be sub- 
jected to duty. . . . . 

3.35. It was however only after Audit 'had pointed out to the Depart- 
ment in Febmars, 1974 that gnty on cotton yarn used in the manufacture 
of Tosca, Neptune and Jupiter had not been paid by Binny Mills, Madras 
that n show cause notice was issued to the Mills. The short levy of 
Rs 72461 for the period 1 March, 1973 to 30 November, 1973 has been 
'finally paid br the assessees. 

3.36. The Committee are concerned over L e  failure of the Department 
to detect the evasion which might have continued but for scrutiny by 
Audit. As admitted by the Finance Secretary, it was obviously a case 
of non-observance of budgetary instructions by the field staff The Com- 
mittee would like responsibility to be fixed for the lapse and suitable 
follow-up action taken. . . 

3.37. Witb regard to ensuring compliance with the Budgetary instruc- 
fions awl cohsequential changes, Qle Committee learn that it is the res- 
$onsibiifiy of the field formatiod to itnplement the instructions and the 



(:dlectos are responsible for ensuring compliance. The Ministry of F b  
aoce is required to keep itself posted with the latest position through the 
Dneclorate of Inspection and Statistics and Intelligence, and the MiaisW 
is also required to rmolve the practical difficulties which may be experi- 
enced by the field formation during the implementation of the Budgetary 
instructions. The Committee have also been assured by the Ministry that 
the Director of Inspection conducts sample surveys to see that generally 
Budgetary instructions are correctly implemented. It is surprising and 
disturbing that in spite of such elaborate arrangements, evasion of duty 
by Binny Mills, a powerful and prosperous mill, should have remained 
undetected. . , 

3.38. 'I'he Committee learn that according to the Board's orders, units 
coming under Assessment-cum-Inspections Groups itre to be visited by 
Internal Audit Party once a year. The unit was visited by Internal Audit 
Party between 8 Mardh, 1973 to 17 March, 1973 but they di'd not have 
the opportunity to find out the irregularity since the classification List was 
filed on 15 March, 1973 anand approved on 19 March, 1973 after the comple- 
tion of the audit by the Internal Audit Party. The Committee are un- 
happy that during the period from March, 1973 to June, 1974 there was 
no other visit by the Internal Audit Party or Assessment-cum-Inspection 
Groups. The plea cannot be accepted that the excise officers dealing 
with the group of Binns Mils are greatly over-worked. I t  is, indeed, in- 
cumbent on the authorities concerned to see that appropriate staff is dep- 
loy& fur exercising effective check on mills, particularly the bigger mills 
that have the resources often to get away. The Cmmittee are not satis- 
fied with the belated steps, now claimed to have been taken by the Central 
Board of Excise and Customs, to strengthen the excise machinery for the 
Binny Mills. They urge that no efforts should be spared to ensure that 
Binny and olher such big mills are brought under effective excise surveil- 
lance in the larger public interest. 

3.39. Accordinq to Audit, the duty evaded in the present case was of 
fie order of Rs. 2,17,800. A show cause notice wa9 also issued by the 
Collectorate of Excise and Customs to Binny Mills, Madras, in February, 
1974. I t  was, however, stated that on further verification it had bwn 
found that the short lew in fact worked out to Rs. 65,564 and this demand 
had been confirmed to the party on 4 May, 1975. The Mill had paid 
Rs. 65,564 under protest. 

3.40. During the course of evidence a point was raised whether the 
short levy covered all the varieties which had escaped correct assessment. 
The informatior of Audit waq that there were as many as 4 varieties in- 
volved. The Ministry have, intimated that there were only three varieties, 
Tosca, Neptune and Jopiter. However, on further invetdigation, it Bas 



been found by the Miaistry that the Mills had not paid the appropriate 
enrise duty on fents having regard to the contents of fabrics falling under 
tariff. item 19-I(lA), for the period from 1 March, 1973 to 30 Novem- 
ber, 1973 and on this accqunt a further amount of Rs. 6897 had been 
raised and recovered. 

3.11. The C o d t t e e  would like the Central Board of Excise an4 
Customs to make sure that at least now, excise duty at appropriate rates 
has been levied for all the varieties of fabrics falling within the ambit of 
tariff item 19-I(1A) and the amounts recovered. The Committee would 
like to be specifically informed in the matter. 

3.42. In the first instance, the duty pasable on the cotton yarn in this 
case was assessed by the Department at Rs. 56,007 at the compounded 
rates. Suhsequeutly, when the Ministry of Law advised in another case, 
referred to h3 the Collector of Central Exciscr, Baroda, that the compound- 
ed rate mas not applicable to the fabrics falling under item 19-l(lA), the 
4emand wqs revised to Rs. 65,564 and later on to Rs. 72,461 to include 
the excise duty due on fents. The Committee were informed that the 
Ministry 'had a daubt whethor the compounded rate was applicable and 
the matter had therefore been referred to the Ministry of Law. Thc Com- 
mittee are surprised that on such basic ~lPatters as to whether the duty had 
to be levied at the specific or a compounded rate, the Board was not clear 
while issuing Budgetary instructions and such a matter got clarified after 
nearly two pears on receipt of a reference from one of the Collectorates. 
The result was that only on 8 May, 1975 the final demand on Binny Mills 
for Rs 65,564 could be confirmed. 

3.43, Iho  sequence of events with regard to the issue of the clarifica- 
tion indicates that there was undue and avoidable delay at the various 
stapes. For instance, on receipt of the duplicate copy of the original let- 
ter from fhc Collector of Central Excise. Baroda in tho Board's Office on 
30 October. 197.1, its initial examination in that office continued upto 12 
March, 1974. Thereafter, making of a reference to the MInistry of T,aw 
for advica took more than two months. The advice of the Ministry of 
Lsrv was received in the Board's otRce on 9 April, 1974 and it reunained 
under examination for two months. Similarly, the other stages of exami- 
rtation of the case took quite a lot of time ddaying the matter consider- 
ablv. 'I he Cornmitee are not happy over such a state of affairs and desire 
that cla~lficalions sought by the Colleclorates from the Board should he 
dhposcd of expedtiouslg. The Committee need hardly @inf out that 
such clan'flcnfions ore not only applicable to the ~ofl&rate seeking 
direction but to the other Collectorates nnd as the present case of B i n n ~  
Mms, Madras, has shown, delay in clarification means ron-realisation of 
correct levy for a long time. 



3.44. The Cdwttee gre gkeatly ~anceplhed to fihd that B b y  Mills, 
Wdras, iihd a wrong Clesslficatidn List with the ex&e ddals la 1973 
atfer ifem 19-I(U) w e  itlc;lhaed in tlre ffi& With effect fth 1 Md&, 
b73. The co118tructiondetatls ot the hbdcs were mat w n .  It had 
also not been indicated whether the Mill bad paid the yarn duty. The Mill 
bad also not clearly stated the extent of pure cotton Wing used in the 
Wrics. L 

3.45. Apart from this instance there has been anotber similar case 
mnceming this very d l 1  m Bangdore Collectorate, where sample varieties 
of cotton suitings with a Mend of more thgn 30 per cent of terene aed 
which fell within the ambit of 19-I(1A) were wrongly cleared under 
19-10. Though the short levy in that case amounted only to Rs. 55 
this is indicative of the fact that Binny Mills consistentls adopted incor- 
rect classification for the purposes of tarif£ duty for their cotton fabrics. 

3.46. The Committee are concerned to note that besides the short levy 
of excise duty in dhe cases pointed out in the &dit Paragraph there are 
three other cases involving Binny Mills with excise implications of Rs. 19.6 
lakhs-covering a period from 1 March, 1969 to 30 September, 1973. 
Among these cases, two of them with an excise implication of Rs. 15.8 
IaJths relate to the declaration of certain variety of fabrics wrongly under 
item number 19(1)(2) thongh these should have been assessed approprinte- 
ly on ad valorem basis under teriff item 19(1)(1). In the third case, wirh 
a tax imp3cation of Rs. 3.8 lakhs, it is understood that the mills delibe- 
rately cut certah variety of terry cotton fabrics into fents in order to frau- 
dulently awll 01 lower excise due. ' I le  Committee desire that all these 
cases shrruld be thoroughly gone into and conclusive action taken to re- 
cover not only the excise duty of Rs. 19.6 lakhs which is me  but also to 
impose penalties as admissible under the rules, so as to act as a deterrent 
to others. The C d t t e e  wo* like to be specifically informed within 
three Months of the action taken by the Government in the matter. 

3.47. Tbe Commitee have already pahted out earlier that the excise . 
surveillance rmachinery sbould be adequate b the requirements and bad 
this been the case the exci'se duty would have been recovered ab initio at 
the appropriate rates and the mi& not altowed to clear them in the man- 
ner they have done. 

3.48. The Committee are deeply concerned to learn from the Ministry 
4at in one of the cases "The mills cleared the goods without filling the 
c~sssification list and bs alleged wilfal suppression of material tacts while 
submitting classification list with the intent to evade payment of lq$li- 
mate excise duty therew." The Committee would like tbe Central Board 
of Excise and Customs to take a cue from this case and dert their fleld 
orginisations so ss to ensure drat ru, loop-holes are left in the matter of 



scrutiny of the r.lassification list and levy and collection of excise duty and 
deterrent aclion is taken, as acenissible under the Rules, for any suppres- 
sion of material facts or wilful evasion of duty. The Committee would like 
to be informed of the concrete measures taken in pursuance of thek re- 
commendations. 

3.49. The present mty structure is stated to be unfavonrable to the 
industry as well as the agricultural prodocers. It is understood that the 
Ministry of F b e  have Wen some initiative in the matter and started 
a dialogue with the industry to bring about some rationalisation in the 
tariff rates. The Committee desire that Government should consider this 
matter in all iYs aspects and rationalise the excise structure on textiles in 
a manner which would serve the larger public interest, particularly of tbei 
weaker sections of the societl by making cloth avdlable at a price wifbirr 
$heir reach. 



EV-4SION OF DUTY IN COTTON FABRICS 

Audir Puragraph 
4.1. A manufacturer in a collectorate was recording cotton fabrics pro- 

duced in prey stage in the loom shed daily production register. i3uring 
a check of sccounts, it was seen that certain quantities of fabrics manufac- 
tured as per daily production register were either short-accounted or not 
accounted at all in the register prescribed for recording daily production 
as per Central Excise Rules. Besides one day's production was also not 
recorded therein. This was brought tg the notice of the department for 
investigation. I t  is since intimated by the department that a scrutiny of 
records maintained by the manufacturer disclosed short accounting of 
76,597 sq. mts. of fabrics and that 2 demznd for Rs. 12,864 for the cen- 
tral excise duty has been realised. The Ministry have stated that penal 
proceedings have been initiated against the assessee for improper mainten- 
ance of accounts. 

[Parnmph 33 of the Report of the Comptroller and Auditor GmeraF 
of India for the year 1973-74, Union Government (Civil), Revenue 

Receipts, Volume I, Indirect Taxes] 

4.2. MIS. Mahadev Textile Mills, Hubli under Mysore Collectorate is 
a composite mills engaged in the production of cotton fabrics excisable 
under Tariff Item 19 at appropriate rates. During the course of Audit of 
the Mills in October, 1971 it was noticed that the manufacturer had been 
recording total quantity of grey fabrics manufactured in the off-loom stage 
initially in the Loomshed production register and subsequently this quantity 
was transferred to dailly stock account viz. (Register I )  wherefrom clear- 
ances were effected if baled and cleared as such. During test check of the 
records maintained by the Mills. it was observed that cextaln quantities of 
medium and coarse varieties of fabrics were either short-accounted in R.G.I. 
o r  not accounted at all, even though the quantities were accounted as pro- 
duced in the loom-records. When the irregularity of non-accouatal/short 
accountal of the production in R.G.I. was brought to the notice of the 
department, the department investieated the matter in detail and it was 
revealed that a quantity of 76597 sq. metres of fabrics had escaped record- 
ing in the production records. A demand for Rs. 12,864 was accordingly 
raised by the department and the same was realised in August, 1974. 

Maintenance of production records at the off-loom stage 
4.3. The Committee drew the attention of the representative oE the 

Ministry of Finance to their recommendations contained in ~ a r a p p h s  



1.287-1.289 of their 111th Report (1969-70) that it is not only necessary. 
but also desirable that production records in respect of cotton fabrics are 
maintained at the off-loom stage. The Committee desired to know the 
action taken to implement the recommendation. The Member (Excise) 
stated : 

"The action taken was that we accepted the recommendations of 
the PAC and said that the production should be booked in the 
relevant record. which is R.G.I. at off-loom stage. We issued 
instruction with our letter, which we have ~uoted  in the action 
taken report of 24th October 1970. After that also, it was 
found that sevexal mills were finding it difficult to follow this 
procedure, but we sent round the Director, Inspection, and he 
reported later that all the mills had adopted this practice of 
booking the production at the off-loom stage in their record of 
production known as R.G.I." 

4.4. Asked if there was some time lag before the instructions were imple- 
mented, the witness stated: "About a year or so, we got the report that all 
the mills had adopted this procedure." 

4.5. The following instructions were issued to thc Collector of Central 
Excise on 24 October, 1970, pursuant to the recommendations of the Corn- 
mittee made in their 11 lth Report (1969-70) : 

"It has since been decided by the Government to accept PAC's 
recommendation in this regard. Accordingly it is directed that 
the account of production in R.G.I. in respect of cotton fabrics 
in textile mills, should be required to be maintained at the stage 
of off-loom production. that is when the grey fabric is removed 
from the loom. The textile mills may be informed 
accordingly." 

4.6. Asked whether compliance reports had been received by the Board, 
the Membet (Excise) stated: 

"We had asked the Directorate of Inspection to get it verified' 
through their regional units, during the course of their inspec- 
tion, whether the right procedure was being followed fully. 
They had carried out the verification accordingly, and the 
reports indicated that the procedure was being obsesved." 

In a written reply, the Ministry stated: 

‘‘Tile Directorate of Inspection was instructed to get it verified' 
. through their RegionaI Units during the course of their inspec- 



tions whether the revised procedure was being fully implement- 
ed. Verification was carried out accordingly and the reports 
received from the Directorate of Inspection indicated that the 
revised procedure was being generally observed. It was, how- 
ever reported that one unit rin Madras Collectmate, M/s. 
B u k i n m  and Carnatic Mills Ltd., has not started maintain- 
ing accounts as per revised instructions. Therefore, further 
instructions were issued to the Collector and subsequently the 
Collector reported that the above unit had also started follow- 
ing the instmctioss." 

4.7. Asked if grey stage production was checked in all textile mills by 
$he Excise Department the Member (Excise) stated: 

"Undw SRP, our officers are not at the factory. It is their duty 
to see that the grey stage production is mentioned. Grey stage 
production is the off-loom production, and that quantity is 
booked in their R.G.I. That is the first thing to be done by all 
the mills, and it is also the duty of our officers, whenever thw 
go to the factories for inspection, to see that the production has 
been booked." 

Checking by  the Excise StaR 

4.8. Asked whether in the present case the officers checked the relevant 
accounts, the Member excise) stated: 

"It is their failure to bring in on the books; it is failure of our 
oEcers not toehave found it before audit pointed it out. After 
that as required by the Audit, our officers went round and found 
more defects. That is why, twelve thousand and odd have 
been realised instead of twelve hundred. Even thereafter we 
have been going to this factory and we found other cases involv- 
ing duty of Rs. 15000 and odd. Taking into account all this, 

the Collector, Bangalore, not Madras in the case, has advised 
his oficers to visit this factory every week and all the cases or 
irregularities have been called by the Collector to his own office. 
Tbe severe penalty as already prescribed in the rules can be 
invoked if he feels that there is a blatant irregularity in this 
case!' 

The witness added: 
"In this particular case the inspection goup  visited on 30th Deccm- 

ber, 1970 prior to the Central Excise Revenue Audit visit. 
When the Central Excise Revenue Audit visited, this omission 
has been taken note of by the Collector. He asked for thc 
sxplahdttbh &f the o W s  conchkd. be taking stcpc 



to impose whalever penalty he thinks best and suitable in the 
circumstance of the case after hearing the explanation. He is 
proceeding against the officer concerned." 

In a written reply the Ministry stated: 

"The Inspection Group, Bellary inspect4 M/s. Mahadeva Textiles, 
Hubli on 23-10-1970. The period covered was from August, 
1970 to November, 1970. The R.G.1. Register was cross- 
checked with the production register which was not maintained 
properly since the factory had newly commenced production. 
The lmm-shed production register was not produced at the 
time of inspection but was shown to the Central Excise Reve- 
nue Audit party subsequently at the time of their visit." 

Evasion of Excise Duty 

4.9. The Committee desired to know details of the amount of duty 
evaded which had been detected by the Department after the receipt of 
the Audit objection. In their written reply, tbe Ministry of Finance 
stated; 

"The Audit had originally pointed out a loss of Rs. 1259.80 for 
the period 18-2-1 971 to 3 1-5- 1971 besides non accounting of 
entire production of 14-12-71. After subsequent checks by 
the oacers: a total amount of Rs. 2,864.37 covering the period, 
28-8-1 970 to 31-3-1972 has been realised. Similar irregu- 
larities of short accounting non-account of fabrics were also 
noticed subsequently in this unit. Details are as under:- 

1. Short accounting of 66 kgs. of medium 'A' fents on 24-4-72 
involving duty of Rs. 39.60. 

2. Short accounting of 7,492 sa. mets. of fabrics and 100 kgs. 
of fents for the period 15-4-72, 18-4-72, 19-4-72 and 22-4-72 
involving duty of Rs. 1,355.40. 

3. Non-accounting of 13,510 Sq. mets. of fabrics and 395 kgs. 
of fents chindies, rags during the period 15-11-72 to 28-2-72 

involving dusty of Rs. 2,698.59. 
4. Non-accounting of 24,222 sa. mets. fabrics during the period 

9-3-73 to 12-9-73 involving amount of Rs. 4,251.78. 
5. Non-accounting of 25,854 sq. metres and 300 kgs. of fents. 

during the period 3.12.73 to 31.3.74 involving duty of 
Rs. 6,432.56. 



6. Short acsxluntmg in R.G,I. of 244 sq. mets. of fabrics for the 
period .29.8.74 to 31.8.74 involving duty of Rs. 155.91. 

Show cause notices for ad the above cases have been issued." 

,4.10. In another note furnished subsequently, the Ministry stated: . 

"The Assistant Collector concerned initiated penal proceedings 
by issuing a show cause notice to the party and he was direoted 
by Collector to forward the case records to Collectorates Head- 
quarters for considering imposition of a higher penalty. It is 
reported that according to the Appellate Collector's order dated 
10-2-75, the case regarding demand for Rs. 12,864.37 was to 
be re-adjudicated by the Assistant Collector. The six cases of 
non-accountingJshort accounting of production (referred to in 
para 4.9) are also yet to be finalised. The case papers are 
reported to be in various stages of processing. The Collector 
has reported that the Assistant Collector has beer, directed to 
finalise the case without any loss of time and on the basis of 
the decision that may be taken by the Assistant Collector, penal 
action against the party will be finalised by Collector in-as-much 
as the question of imposition of penalty under Rule 173-G 
will have to be linked to the Assistant Collector's findings in the 
de-novo proceedings as well as the six cases. The Collector 
is being advised that if the cases have not yet been adjudicatedl 
readjudicated by thc Assistant Collector he should consider 
adjudicated them himself." 

)Remedial measures to avoid recurrence 

4.11. Asked about the remedial measures taken to avoid recurrence of 
:such cases, the Member (Excise) stated: 

"There has been a failure in this case and our instructions will 
stand. They will certainly take steps to see that such things 
do not recur. After the implementation of the SRP's recom- 
mendations, the officers' strength has been increased and they 
will be brought nearer those factories and they will be asked to 
scrutinise the basic records, the off-loom records which are the 
first things to be checked. I hope the checking of the produc- 
tion entries in the RGI will be much more accurate." 

"The account system ,not only for cotton fabrics but for all 
excisable commod:tics is kept under constant review whether in 
pursuance of suggestions emanating from various sources or in 
consequence of the evasions or lapses which m:w be noticed 
from time to time." 



"In this {particular case, the officers were directed to visit the Mills 
every week to keep an effective check on their production. This 
case is of stray nature, and may not be cmstrued to indicate 
any inherent flaw in the procedure." 

Correlation between the difierent stages of frrbrics 

4.12. The Committee desired to know whether there was a method of 
correlation from grey stage of fabrics to the final stage. The Member 
(Excise) stated: 

"The correlation is there. The particular set of records, are the 
original RGI and PV4 but we have got detailed instructions 
to supplement them. For instance, take the cotton textiles, 
There they are subject to elongation and shrinkage through 
various processes. These things have to be taken note of and 
periodically adjusted. We have got instructions in the cotton 
market as to how this elongation or shrikage is found out. It 
has to be adjusted. We have also given instructions at the 
close of every month how they should make adjustments in 
respect of anything which has been processed and finally clear- 
ed in that month." 

En a written reply, the Ministry stated: 

"The method for such correlation might be working out the 
difference between the grey stage lproduction and the production 
after processing and packing. It may, however, be mentioned 
that since during the course of processing the fabric may 
elongate, or shrink depending upon the specific process carried 
out, and produced, exact correlation would not be possible." 

Tightening up of scrutiny 

4.13. The Committee asked whether a proper check of all other units 
had been made to ensure that similar irregularities had not occurred the 
Member (Excise) stated: 

"I cannot absolutely certify that this has been done for each and 
every unit, and that no such case has occurred. But this is not 
widespread." 

'Fhe Finance Secretary stated: 
"As on date, our cost of collection is below one percent. Under 

these circumstances, one has to take an overall balanced view 
as to how much additional 'expenditure we would be incurring 
for taking up these measures. The additional expe~diture on 
more staff and supervision would 'have to be commensurate 

I 



with the revenue expected to be realised, We have never 
proceeded on the basis of a hundred per cent check. We expect 
that there will be a fairly large percentage of honest people 
who will be by and large law-abiding and it is more on the 
basis of random checks and general supervision that we have 
been making this machinery run. I? the PAC were to recom- 
mend 100 per cent checking it would mean a tremandous 
expansion of the organization and maintaining the organization 
as also seeing that they do what they are expected to do would 
also be a very big task." 

4.14. Asked whether the amount of evasion of duty is not considered 
large enough to warrant tightening of the collection machinery, the witness 
teplid: 

"What I wanted to submit was that judicious balance has to be 
kept. We are going full-steam ahead in tightening up the 
machinery. We have departed quite considerably from the SRP 
procedure and we are using our officers much more intensively. 
What I am saying is that where hundred per cent check is not 
exercised, one will necessarily have to live with a threshold 

level or evasion. It is a question of judgment, whether it is 
worthwhile Iiving with this comparativeb low IeveI of evasion 
or whether one should increase the staff still more and exercise 
more checks. This is a matter where, I think, the administra- 
tive discretion and judgment of the Government has to taken 
into account." 

4.15. When the Committee suggested that the Department should pay 
spezial attention to the "proven sharks" in the business manufacturing con- 
sumer goods and cotton trade in the country, the Finance Secretary 
stated: 

"It is our constant endeavour to see that the sharks are given 
exemplary punishment and deterrent punishment and they are 
subject to the strictest supervision and surveillance. We have 
been doing our best, whether on the direct taxes side or indirect 
taxes side to utilise the available manpower that we have got in 
what we consider to be the optimum way. Actually so far as 
the indirect taxes side is concerned, we have by and large gane 
by the SRP Committee Report. We want to practically go On 
to a oompounded levy system so far as the smaller people are 
concerned in certain particular industries and to utilise the 
manpower which would be released thereby to go after the other 
ones and see that the accounts etc. are properly maintained. 



There is another physical difficulty in increasing manpower as such.. 
It is easy enough to sanction posts, but the problem is one 01 
actually selecting the people, then training them and finally 
making them effective officers, where they will be an asset to. 
the departme&. This necessarily is a time-consuming process 
because we cannot just recruit raw people and let them loosc 
on the assessees." 

4.16. The Committee are unhappy over the evasion of excisc duty b, 
M/s. Mahadeva Textiles, Hubli, by short accounting of certain yuantitieh 
04 fabrics in the registers prescribed for recording daily production. What 
worries the Committee more is that departmental machinery does not ap- 
pear to be eltective in detecting such omissions. In this case, the malprac- 
tice of short accounting adopted by the Mill could not be detected by the 
lmpection Group when they visited the Mill in Oetobeqr, 1970. The short 
arcsunling was detected only when the Audit Party visited the Mill later, 
in October, 1971. From this, the Committee are inclined to believe that thc 
Department did not exercise any effective checR of the records of daily pm- 
duction maintained by the WIills. On the advice of Audit, further investigu 
thus were made and h r t  levy oE duty amounting to Rs. 12,864 on account 
Of short accounting of productiou over the period 28 August, 1970 to 3; 
March, 1972 was found. 6 more cases of short accountinginon-accounting 0, 

fabrics involving evasion of duty for Rs. 14,933 wore also noticed subst- 
yuentlJ in this -it. The Committee learn that the Collectorate haw 
hitiated penal proceedings against the party in these cases. The case 
leerding demand of Rs. 12,864 is to be re-adjudicated according to thr 
.4ppellate Collector's orders. The Collector is being advised by the Board' 
to consider adjudicating the cases himself, if these have not been adjudical- 
ed/re-adjudicated by the Assistant Collector. The Committee desire fhnt 
these cases should be adjudicated expeditiously and the Cammitfec infon11- 
t d  about the penalties imposed on the party. The Conunittee would also, 
like to lrnow the action taken against the department~l officers for their 
idlure to check on fheir own the records and ncconnfs properly. 

4.17. In this connection, the Committee recall that in paragraph 1.287 
of their 111th Report (1969-70) they had observed that for effective ?as- 
ttol over the fabric from the grey stage to the 6nal stage of processinq and 
finishing, it was not only necessary but also desirable that production 
records ia respect of rotton fabrics are maintained at the "off-loom'' stage. 
In pursuance of the said observation, the Ministry issued instructions on 
24 October, 1970, that in respect of cotton fabrics in textile milk the daily 
account of production should be maintained at the 'Lolf-lonm" stage that 
is when the grey fabric is removed from the loom. The Committee l e m  
that there #was a year's time-lag in the implementation of these instructinna 
as several mills were flnding it difficult to follow this procedure. The 
1993 L.S.-6. 
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prebenl case b woe of this type wberein "off-loom" stage recording of 
production and accounting for excise duty were defective and there was 
evasion of duty. The Committee are anxious that the instrnctions issntd 
by the Board shouM be meticulously observed by all the units prodacirg 
cotton fabrics because if grey fabrics are not accounted for at the stage 
of productian, these would get left out in the Central Excise records at 
all stages of processing and result in evasion of duty. The Minis* hare 
stated that tbe reports received from tbe Director of Inspection iacHcatd 
that the revised procedure was being generally observed, the only exception 
bejag that of the Buckingham and Camtic Mills Ltd. who were not nrh- 
tri. ing accounts according to the revised procedure, but on farther instnw- 
tiens issued to the Collector, also started following the instroctiom. 
Judging from the case of evasion of excise duty by the powerful Group of 
the Bhny Mills: dealt with in the earlier paragraphs in this report, I l e  
Committee feel that greater vigilance is called for in dealing with such 
units. The Committee are of the view tbat the records and accuumts 
should be strictly and properly maintained by all units at the "off-loom" 
sfwe and the Roard should impress on the Collector~les that careful com- 
plimce with the instructions by the leaits concerned has to be invariably 
ensured. 

4.18, The Committee are anxious that in order to have effective cen- 
trol over the fabrics there should be a proper correlation of grey fabrics 
frem off-loom stages of processing and packing to their ultimate removal 
from the Factory. According to the Miistry the exact correlation in this 
behalf woold mot be pssible since during the course of processing tfhe 
fabrics might elongate or shrink, depending upon the specific process car- 
ried out, and some rags, cbindies and fents might also be produced. Wbae 
nofing these difficulties, the Committee suggest that tbe Board should 
examine whether some standard guidelines should bc laid down fixkg U e  
permissible percentage of shrinkage, rags and chindies etc. 

4.19. The Committee were informed tbat the irregularity of the type 
,detected in the present case i.c., short accounting oi cotton fabrics, was n d  
wide-spread, although it was inot possible with the present strength of s t d  
to omdertake a 100 per cent check of all the units producing cotton fabries. 
The orpanisation works on the assumption that fhere will be a fairly l q e  
percentage of honest and law abiding people. It is more on the basis ef 
~amdom cbeckc ruld general supervision that the machinery is bemg nm. 
Allbough Government was going fun-steam ahead in tightening up t8e 
mrdtinerv, it was argued that Government had to judge whether it was 
wdhwhPe to live with the comparatively low level of evasion or to increase 
st& at heavy cost to exercise more extensive checks. According to 4 e  
FLmce Secretary, tbe additional expenditure on more staff and super- 



vision would have to be commensurate with the revenue expected to be 
realised. While it may not be practicable to undertake 100 per cent check 
of various production accounts of excisable goods, the Committee are wor- 
ried about the big manufacturers deliberately evading large amounts of 
excise duty. The Committee wish that the Department should pay special 
attention to these elements, particularly the known offenders, and exercise 
closer watch on them. The Committee learn that so far as the indirect 
taxes side is concerned the Department of Revenue have by and large 
gone by the S.R.P. Committee Report. The Department further proposes 
to practically go on to a compounded levy system, so far as the smaller 
units are comcerned, in certain specified industries and to utilise the man- 
power thus spared to attend to other cases as also to ensure that the 
acconnts etc. are properly maintained. The Committee need hardly point 
out that it is incumbent on the authorities concerned to see that the loop- 
holes in the collection of revenue are plugged and the milIs. are brought 
under effective excise surveillance and collection. The Committee would 
like to be apprised of the detailed steps taken by the Department to ensure 
effective check, conclasive follow-up action and award of deterrent punish- 
ment to deliiquent parties. 



EVASION OF DUTY IN MOTOR VEHICLE PARTS 
Audit Pwagraph 

5.1. A factory mttnufacturing internal combustion engines for tractors 
obtained motor vehicle parts free of duty for the manufacture of the 
engines. However, parts worth Rs. 3,72,134 obtained thus were not SO 
used bul were transferred to another factory during the period October- 
December, 1972. This transfer attracted ad valorem duy at the. rate in 
f a c e  on b e  date of its actual payment. Duty ,tt 10 per cent was paid 
only on 12th July, 1973 though the rate of duty, on that date, was 20 
per cent ad valorenz. According to Rule 9A of the Central Excise Rules, 
duty in such cases is recoverable at the rates prevailing on the date of 
payment of duty and the goods have to bc valued accordingly. When this 
was pointed out in audit, the departmefit intimated that short assessment 
of duty of Rs. 37,213 on account of increase in rate had becn realised in 
May 1974. 

paragraph 34 of thc Rcport of the Comptral!er and Auditor General 
of India for the year 1973-74, Union Governmcn~ (Civil) Rcvenue Re- 
ceipts-Volume-I, Tndircct Taxes] 

5.2. Motar vehicle parts are excisable under item 34-A of the Ccntral 
Excise tariff on ad valorem basis. The rate ciF duty from time to time 
were: 

From 29 May 1971 10 per ccnt ud virlorewz 
From 1 March 1973 20 per cent cirl valorcrn 

5.3. By a notification, the Government af India exempted these parts, 
if they were intended to be used as original equipment parts by the manu- 
facturers of motor vehicles. In order to avail at the cxemption, the Gov- 
ernment of India, have also laid down a procedure which requircs such 
motor vehicle manufacturer to take out a licence, execute a bond ctc. for 
profper storage and accountal of such parts rcceived free o!' duty. 

5.4. In the present case, the parts received by MIS. Kirloskar Oil 
Engines, Faridakad were removed withmt payment of duty during Octo- 
ber-December, 1972. The fact of the transfer was intimated to Excise 
authorities only on 21 February 1973. The department calculated the 
duty at 10 percent ad valorem instead of the prev:4iriS rate of 20 per 
cent. Duty calculated at 10 per cent was realised on 12 July 1973 and 
the differential duty was recovered on 18 May 1974. 
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Considtv-ation for the exernption 

5.5. The Committee asked on what conbideration nlotor vehicle parts 
inte'nded to be used as original equipment parts wcre cxempted from 
payment of duty. The Member (Tariff) stated: 

"That was on the consideratian that the end-products i.e., motor 
vehicles itself carricd a duty, and the intention i s  to collect 
duty on replacement parts. In other words, to collect duty 
on thosc parts which go as replacement rather than as miginal 
parts in the manufacture of motor vehicles which are thcm- 
lielves chargeable lo duty. Some of these parts may be manu- 
faatured by the motor vehicles manufactures thcmsclves in 
their own factories, jn which case the mcwemcnt tram one 
factory to another does not arise. Where, however, it come's 
from an ancillary unit for usc as an original equipment then 
the procedure laid down in Chapter X is tct be followed. In  
other words the unit which supplies this ancillary equipment 
will send i t  under the prescribed procedure and it will be re- 
ceived and accounted for by the manufacturer of the nlotor 
vehicle who use\ i t  as original equipment in his fnctory." 

5.6. In a writtcn nate, the Ministry of Finance have stated: 

"Motor Vehicle parts, mentioned in notification No. 101 of 71 
dated 29-5-71 as amended from time to time, used as original 
equipment wcre exempted from duty so a5 to ensure that the 
then existing price structure crt' motor vchicles whcther pas- 
senger cars, commercial vehicles or  motor scooters would not 
bc affected. As a sufe~uard against misuse of the concession, 
it was restrictcd to cases where Collectcrr\ of Central Exc~se 
were satisfied that such part.; were intcnded to be used as 
original equipment parts by the manufacturers of motor vehi- 
cles and the procedure set out in Chapter X of the Central 
Excise Rules 1944 was followed." 

5.7. The Committee asked whcther at the time of issue of the e x c n p  
rion notification, Govcrnrnent had considered the pw~ibility of cvaqion of 
duly. Jn a written note the Mihistry have stated:- 

"The possibility of misuse of the exemption notification No. 101 171 
Central Excise dated 29-5-1971, for purposes other than as 
original equipment parts by the manufacturers of motor vehi- 
cles falling under tariff item No. 34, did not escape the notice 
of the Gwernment. This would be apparent from the fact 
that since its very inception, the above notification was made 

,conditiwql uvon rhe observancc of the procedural bafeguards 



set out in Chapter X af the Central Excise Rules, 1944. As 
would be seen, it was mainly because orf the observance of 
Chapter X procedure, which among other things implies filling 
of monthly return in forms RT-U that the irregularity could 
be detected by the Inspectim Group in thc instant case which 
subsequently led to the objection by the A.G.'s audit party." 

Safeguards against the abme of the concession. 

5.8. Asked whether adequate safeguards were taken to ensure that 
the factory did not put the goods to any other use. The Member (Excise) 
stated during evidence: 

"I would say that the procedure was alright. As you know, the 
SRP was found to have certain deficiencies in the course a! 
these years and government took several steps and issued ins- 
tructions. I would like to read out to you abaut the instruc- 
tions issued on 1-12-1972. 

It  says: "Checking by the inspecting groups on visiting such units 
should not be merely physical. Checks shonild be made wit3 
a view to assessing the utilisation of the product within the 
factory particularly in the case of units which do not have 
14 licences. Since supervision over receipts would be carried 
aut there should be no need to recover supervision charges. 
Preventing parties and impeding groups should go into L6 
l i m e s  a s  often as necessary particularly units not having 
L4 licences and as regards disposal of suvlus excis:ible goods 
received by L6 Licensee, Collectors may issue suitable instruc- 
tions ta  all L6 licensees in order to add one new column in 
RG 16 and RT 11 to show disposal of such surpluk goods." 

"All industrial users have to takc out L6 licence but they may not 
be producing any excisable goods. They anly execute a bond 
to get those goads transferred from manufacturing units. Wc 
found that checking up of L6 licence should be made more 
strict. In December we issued specific instructions drawins 
attentian to this lacuna and askiilg them to take action." 

Procedure to be followccl in cases of exemptim~. 

5.9. The Committee desircd to know the procedure th;t was being 
followed in cases where manufacturers availed of the exemptions. In a 
written reply, the Ministry d Finance have stated: 

"The procedure Sas been described in detail in rules 192 to 196-A. 
Briefly, the would be beneficiary has to submit an application 
for licence, and after the licence (L-6) is issued to him, he 
gets the authority to abtain the goods to avail of this conces- 



8 1 
sion. He  has to transport goods under bond; keep separate 
account of the goods received and goods manufactured there- 
from; submit a monthly return in RT-11 showing thc quantity 
of goods used and the goods m:mufacturcd, t3e manner cd 
manufacture, etc. dispose of any refuse of excisrtblc goods 
after giving seven days advance intimation to the prapcr officer; 
be liable to pay duty on goods not properly accounted for, 
and dispose of surplus goclds only in thc specitied ways men- 
tioned in the rule's. 

5.10. The Committee desired to be furnished with u note stating the 
steps taken to prevent abuses of the concession. In thcir reply, the 
department of Revenue and Banking have stated: 

"Motcar Vehicle parts are given the exemption it uwd as original 
equipment provided the procedure laid down under Chapter X 
is followed. Chapter X procedure requires maintenance of 
elaborate records in order to verify th;:t thc goads havc been 
used for the intended purposes. The inspection groups and 
audit parties etc. carry out the checks to ensure that motor 
vehicle parts have been used mly for the intended purposes." 

5.11. To a question whether the @arts were specially marked 2's 

'Original equipment' while removing at nil rate of duty, the Ministry in 
their written reply have stated: 

"All p o d s  to which chapter X has been cxtendcd are not neces- 
sarily meant for use as original equipment. As per notifica- 
tion 101/71 datcd 29-5-71 as amended frnm tinlc t a  time 
under which MIS. Kirlosknr Oil Engines Ltd., Faridabad werc 
reported to have recieved motor vehicle parts, there is no 
requirement for marking such parts as original equipment." 

5.12. The Committee asked how in the present case, the party retnwed 
the goods without the knowledge of the excise officers. The Membcr 
(Excise) stated: 

"They have not kept this back from thcir rcgwtsr\. Ti was known. 
There is a procedure under Chapter Y nd othcr rub. They 
have tor maintain the rcqiqtcr: t k v  scnd periodical return. 
In the return known as R.T. 1 I ,  thev ncntimcd  bout trans- 
fer of goods to head oflice. So, this w ~ c  noticcd The in$- 
pection group visited the factory nd thcv w w  the entry and 
asked them ta  pay duty. What their f~ihire  is, is this. The 
inspection group did not remember that thve  is another rule 
somewhere else which they should hnv: known thc rate of 
duty applicable on the day thcv woulcl P dl~tv. thev have 
not paid duty earlier; if they had paid the duty as per the 



m d u r e  they would have paid the laver duty. So, the 
failure is in this sense. The duty was not paid then and the 
rate of duty had changed in the meantime. So, the failure 
is not in detecting the offence or the irregularitiy. In the 
meantime rate olf duty has increased from 10 to 20 per cent. 
They are required to send notice an disposal of good's, which 
they naturally did. The only failure was of the officers not 
to have noticed that the rate of duty had changed in the 
meantime." 

5.13. When thme Committee ,pointed out that the factory removed the 
goods without payment of duty, the witness stated: 

"It was n hona fidc mistake on thc part of the party itself. They 
have not hidden anything at all. The failures are on both 
sides. We are now evolving a procedure." 

5.14. The Conimitttee desired to know the obligation$ of thc factory. 
if the goods were removed elsewhere. In their written reply, the Depart- 
ment of Revenue & Ranking have stated: 

" l l ~ e  obligations of the' party in case goods are desired to bc 
renioved elsewhere have been stated under rule 196A a; 
amended from time to time. Briefly thc party, after inform- 
ing the proper officer in writing at least 24 hours in advance. 
may clear the goods on payment of duty, or return the g o d ;  
to the original rnanufacturcr who will add these goods ta his 
own non-duty paid stock. or despatch the goods to another 
manufacturer who is similarly eligible to the conccssion, or 
clear the gaods for export in bond or mder claim for rebat: 
of duty." 

Imposition of penult~v for c0.v imvention. 

5.15. The Committee desired to know what penalties were provided 
if the g o d s  were removed without payment of duty. In a written repl!.. 
the Department cf Revenue & Banking have stated: 

"Undcr Rule 196 for any breach of the rules the manufacturer js 
liable to pay duty at the dp'propriate ratc on the goods not 
properly used or accounted for. The proper officer can 
also order withdrawal of the concessioll, the forfeiture of the 
security deposit made by licence under rule 192 for the bond, 
and also the mfiscation of excisable goods and t3e goods 
manufactured by him from such goods lying in store at the 
factory in case of such a breach. Prima facie, these punish- 
ments would be considered appropriate only if there was 
reason to believe that the lapse was deliberate." 



5.16. Asked whetber the party fullowed the prescribed procedure, the 
hlinisttry have stated in their written reply: "The party did not follow 
the prescribed procedure under Rule 196-A." 

5.17. Asked as to when the tact ol removd of goods was formally 
intimated by the party, the Department of Kevenuc and Banking, in a 
written reply have stated: 

"The fact was formally intimated by the party to thc' Departnlent 
on 21-2-73 and an offence case was booked on 22-2-1973." 

5.18. The Committee desired to know why penal action w.~s not taken 
in this case against the party undx  Rulc 196. Thc Chnirmiin of the Board 
stated: *ilP$v 

"The mistake was entirely h 4 1 ~  fidi. on the part of ~ h c  F;irloskb.r 
Company 2.0 the cxtent that we know. This is hcca:~se. in  
one of the returns, 11iey have thenisclvcs ilidicntcd this thing. 
Otherwise. they wo~lld not have done so.  11 appur.; that if 
they had taken prior pcrniission, the)' would have paid t 3 e  
duty at that stage. They would havc paid 1 0 5 .  Since t h q  
indicated this in  one of thcir returns 3116 later on paid 20":, 
it stands to reason that pcrhaps i t  was not inalrr fiidr. The 
Collcctor, therefore. did not come to thc conclusion that  this 
facility sbould be stopped t a  them." 

The Member (Excise) stated: 

"There is no rnaln fide because thcy did mention it. The Collector 
thought and we also feel that there are no mnla fides. Probab- 
ly, this c ~ m ' ~ a n y  was somewhat ignonrnt x h u t  the prncedurc. 
The factory came into being under L-6 in May 1972 only. 
When they rcceived the fitst conGgnment, pcrhrlpq. t5ey diJ 
not read the procedure properly and so on. The ultimate 
conclusim of thc Collcctor was that therc w'is no mala fidr. 
No pcnalty was imposcd according to thL> loc;,l adiudicn~inz 
officer. I also personally feel thclt thcrc was no case for im- 
posing penalty. They have paid the duty." 

5.19. In a written reply, the Department of Rcvcnue and Rankinp 
hove stated: 

"There is no reason to believe that the lapse was delibcrnte in 
the instant case as the party themselves had reported the fact 
in R.T. 1 I submitted by them to the deonrtment. The lapse 
was thus taken as a hono fide error." 



5.20. When it was pointed out that the party reported the fact of 
removal of goods during October tot December, 1972 only on 21 Febru- 
ary 1973. The Member (Excise) stated: 

"But they had mentioned it  in the RT-11 monthly returns which 
are supposed to be sent after the end of the month. There 
might havc been delay in intimating it to  us. But before 
finding out anything, they had intimated. They fiad not kept 
the fact of thc transfer of the goods to Pmna back from us. 
If wc ;IS governn~cnt afficcrs have ~iot  taken action in t h e  
it is our failure." 

The witness added: 
"The~e is no mandatory provision for imposing a penalty. . . . . . 

We havc to dcpend upon thc discretion cf the adjudicating 
machinery." 

5.21. The Chairman d t5e Board stated thnt the party forwarded 
their R.T. returns for the month of October and November, 1972, with tbe 
btter dated 12 January, 1973 addressed to the Central Excise Authori- 
ties at Faridabad. 

5.22. According to thc Audit Paragraph, under Rule 9A of the Centsal 
Excise Rules, duty in such caws is recoverable at the rates prevailing on 
ahe date d payment of duty and the goods have to be vdlued accordingly. 
Refemng to the recovery of duty short assessed, the Finance Secretary 
stated : 

"Incidentally, I should make bold to mention to thc Committee 
that we arc ourselves a bit confused, at present with regard 
to fie actual gravamen crf the charge in para 34 because it 
i's mentioning about Rule g ( a ) .  We find that this particular 
item !s covcred by Chapter X proccdurc and it has just come 
to my noticc [hat Rule 196(A) which is applicable in this 
case mentions: 

"If any cxcisablc goodi nbtaincd under rule 192 bccorne sur- 
p l u ~  to thc  iiceds of the applicant for any scnson, thc 
applicant m-*y, with the prcvious approval of the proper 
officer; 

(i) clear the goods on the payment of duty, the rate of duty 
and tariff valu:~lion if  any applicable to such goods bcing 
the rate ant1 vslu~.tion, if any, in force on the datc d 
actual removal of the goods from thc applicant's prc- 
mises; or .  . 

I wauld submit thqt these p r l e  were being removed round-about 
and Deczaber 1972 P F ~  +hc new rates came into 



fox-for 20 per cent ad valorem only in the budget of 
1973. It is a moot point which probMy we could have 
pressed earlier that the rates which were prevailing in Octo- 
ber and December 1972 shauld have applied because this 
rule mentions particularly: 

"Being t5e rate and valuation if any in forcc on the datc of 
actual removal of goods from the applicant's premises." 

I may add that this thought has occurred to us d y  now." 

5.23. The Committee asked about the rationde behind inclusion of 
Rule 196A in respect otf removal of surplus goods obtained duty free or 
3t conceSsional rates for special industrial purpose, when there was also 
rencral Rule 9A providing for determination of the date for purpose of 
deciding 15e rate of duty. In a written reply, tbe Department d Re- 
venue and Banking have stated: 

"Rules 192 to 196A under Chapter X of the Central Excise Rules, 
1944 deal with a specific situation viz. when remission d 
duty on goods used for special industrial purposes is to be 
granted. Probably ta make thesc rules self contained in all 
respects specific rule 196A appears to have ;bees 
incorporated." 

5.24. The Committee ssked whether penalties could be imposed in 
this case under general Rulc 9(2) ,  the Chairman of the Board stated: 

"The Finance Secretary had raised certain premises, something 
w5ich he said he thought of on the spat. Since he has made 
n particular point, J need not at this jcncture say whether 
Riile 9(2) would apply or not. If this procedure does not 
apply in this case, then of course, -HZ will have tor apply. 
Rule 9(2) and the residuary clause 9A." 

Tho Member (Excise) stated: 

"Rulc 9(2) is not applicable in this case since it a'ppliss only to 
producers and ~n~nufacturers of excisable goods. It is not 
at all attracted in this particular case. I i  only applies ro 
thoce' who, produce or manufacture exciszblz goods." 

5.25. In a written reply the Department h:ive stated: 
"Sub-rule (2) rule 9 is a gencral rule applicable to excisable 

goods depositcd/removed in contravention of sub-rule (I) of 
Rule 9. However, as already explained in reply to question 
71 rules under Chapter, X axe self mtained  set clf rubr 



rpplicable to goods used for special industrial purposes and 
take care of 'situations as mentioned in the Audit para." 

5.26. Asked if the1 Ministry have satisfied themselves ~lbout the 11on- 
applicability of Rule 9 by referring the matter to the Ministry of Law, 
the Member (Excise) stated: 

"I think we have n a  doubt on this p i n l .  I t  d0eh riot need XI!; 
reference to the Law Ministry. If the Committee looks j n t )  
this casc, thcy will also come to the samc conclusion." 

5.27. The Committee tlcsired to know whethcr instances ~ d '  simihr 
offences by Kirloskar Group of companies had comc to notice cl~~riiig 
the last five years. In a written reply, the Dcpartmsnt ol' KCVCIILI~  ;:d 
Banking have stated: 

"Except the casc rcfcrrcd to in the Audit para, I'rn~n thi. sclic?:.t; 
of the Collcctots received no casc of Kirloskar Groul: . k i '  

Companies simihr to the one referrd !a :n tl:c ;~uciit p:~-.., 
appears tol have come to the notice nf tlic Dcpar!rncnt d .  :- 
ing the last 5 years." 

Periodical stock-taking oj goods. 

5.28. The Committee askcd whether any periodical stc~ck-t:iliing of: 
such goods was undertaken by the Department. Thc Member (Tari:+) 
stated ' ' T h ~ t  is all part of Chapter X." Aslicd i f  thc 'procedure I ~ . ? G  

actually fdlowcd, the witness stated: 

"This Chapter X as also Rulc 196(A) WC;.C 1'r;11ii~cl ;,t ;I ti:'i: 
when we had full physical control on the factories. 1.~1:::. 
On, the SRP procedure had supervcnecl, with thc scsult t!'.:t 
to some extent, the responsibilities, chccks cimtrols el:. 
which were required to be cxerciscd in :~ci.c-irdancc with ::I; 

rules which were originally designed for an 100 per c:ni 
physical control, may well have bicn, to sonic extent, d i lu t~d  
in their enforcement. There is no painwying. that precis;!y 
is what has been highlighted in the SIZP Comn~ittcc's rcpcrt 
which we arc looking into. We are also sceing as to \vh: i i  
extebt rectificatory action is callcd for. After all, physic ;l 
control envisages continuous control, h 1 1 1 ~  Q ~ C S C I ~ L C  i): dfi 

officer sdprvising all the time of the operations pi,;: i . . ! i '  

and it is in that wntcxt that the entire xct of rules f .xnc l l  
in 1944 and amended from time to time up to 1968 were 
there. I n  1968 'suddenly we brought this SRP control and 
we no doubt make certain changes in thc rules to providc fur 
that kind of control. But at the same time wc havc rirrt 
gone through the entire gamut of operations. Even at that 



time, some doubts had M a  entertained as to whether the 
SRP control was an effective method; and the matter was 
remitted to the Committee. Based on what the Committee 
has said, we have naturally now to take stock of the situation 
irnd see in what manner all these changes are to be brought 
rlbout, in order to bring in a more rational system of 
mntrol." 

5.29. In thc context of the exemption given to motor vehicle parts, 
if used as original cquipmcnt as in this case, thc Committee drcw atten- 
%:In to the following observations madc by thc Self Removal Prmedure 
C:mmittee regarding general abuse of exemptions: 

"There are many exemptions, total and partial, based on the end 
use of the goods produced. Such exemptions not only pre- 
sent serious difficulties of administratio11 but are grossly 
abused. Instances of this type are: tractors intended to be 
used solely for agricultural 'purposes, special boiling p o i ~ t  
spirits classified as motor spirit intended to bc used in the 
tuanufacture of rubber paints and varnishes or solvent ex- 
t~actcd vegetable non-essential oils. electric motors with a 
certain current consumption meant for fitting as integral 
part of electric clocks, copper and cdplper strips and foils 
intended for the rnanufacturc of imitation zari and trinkkets, 
paper intended to be used in the printing of newspapers, 
tcxt-books and other books of general interest, aluminium 
paste converted into pyrotechnic power m n t  for sale to 
manufacturers of fireworks, vcgetable non-essential oils used 
iu the manufacture of vegetable product paints and varnishes 
soap and artificial or synthetic resins, vegetable product ia- 
tended to be used in the manufacture of soaps including in- 
soluble soaps, fatty acids, grases lubricants and textile sic- 
ing agents and protective agents in the manufacture of 
synthetic rubber, etc. several caws of abuse of these e x e d p  
tions have been reported. In a case taken note of by the 
Public Accounts Committce a large qriantity of J.P. 4 fuel 
oil cleared ctn concessional rate of duty was found not to 
have been used for the purpose to which that concession was 
related and the revenue involved was nearly Rs. 2.5 lakhs." 

(Chapter 10-Paragraph 19) 

"Tn respect of exenptions related to end use, we find that several 
of them ase of doubtful utility and in any case necessitate 
long and protracted post-faclo verifications. A case in point 
is that of aluminium paste which is exempted from duty 



provided 'pkoducer ( i )  converts such paste into pyro- 
technic powder, (ii) sells 'such powder o d y  to a manufacturer 
of fire works, (iii) befme such sale furnishes to the Collec- 
tor names of such fire-work manufacturers and ( iv )  furnZ- 
shes to the Collector a declaration ta the cffcct that th-. 
powder shall not be used otherwise than for the manufactur= 
of fire works. The position regarding sealing compound, 
and sack printing inks supplied to bnnafide consunwrs i i  

somewhat similar, except that the inanufacturer is rccpre:! 
to take an undertaking from the conwmer for cvcry lot d 
goods sold to him to the effect the g o d s  will be uscd onll 
for sealing cans or f w  stencilling on sacks. He is also r:- 
quired to submit to the proper officer a half-ycarl) stat:- 
ment Showing the names and addresses of Dottufrcto cot:- 
sumers to whom goods have been sald and thc q~~tntitics sold 
to  each of them. To cite another example sulphuric acid PI.:- 
d u d  of drying air in the air tower ic evenipted fro111 du:? 
but the exemption da2s not apply wherz sulphurlc iicd i: 
used for drying thc acid tank. We do rot scc what purpose 
such exemptions serve; all we can visucdisc is the adminis- 
trative difficulties they entail in enforccmcnt. We would urg--. 
that all such exemptions s5ouId be revicwed and dmsticalr, 
curtailed, unless there are very strong reasom to 1l:e 
cmtrary." 

(Chapter 16-Para 1 1 ) 
5.30. The Committee desired to know the rz:ictinn of ~ h c  MiniWj- 

of Finmce to the aforesaid observations of thc S.R.P. Corninittee in  11 : 
matter of exemptims. The Chairman of the Board stated: 

"The answer to that is, by accepting onz of thc rcco~nnlcndatior:; 
of the SRP Committee in regard to ihe small w3or H: 

should go by simplified procedure, that ;4, campoundd 1~1:. 
the notifications which were pertaininc to that vxtor a': 

IikeIy to disappear from the scene. In regard to the 0th 
n a t i f i o a t i ~  there is ho  doubt that as a rewlt of the recom- 
mendation of the SRP Committee we shall certi~inly :cvie+t 
them from the point of view of administration IJndoubted- 
ly, it will be a great help if we get rid of the notifications h-3 
for the various purposes for which the notifications ate 
design& they become necessary and the load and burdcn f~ 
implementation f& on the Central Excise Dcpnrtnmt. Th1; 
is not always w&omed by the Department but it is result 
of Govefnment's policy. Undoubtedly the intention is to 
I*eview & fie existing notifications and see to  hat extcd 
they can be simplified or done away with." 



5.31. Asked how the recommendations of SRP haw been inlplemented, 
-the witness stated: 

"So far as the SRP Committee's report is coniclned. thc Finawe 
Minister's orders are yet to bc passed on various recomnicnda- 
tions; but on the broad spectrum of such recommendations which 
envisages various types of improvcd control, we have issued 
instructions over a year ago. in fact. . . . thc incrcascd number 
of seizures and other things which are following after our con- 
trol in various directions has becn either re-organized or iu- 
proved. But with regard to formal acceptance of each I m m -  

mendation, the Finance Minister has to pass orders." 

5.32. In a written reply, the Department of RCVCIILIC and Banking hav: 
stated: 

"In para 19 of Chapter 10 thew is no rccomn~c~iJaticln in ;,,:gad 
to evasion. In respect of para 11 of Ch iptcr 16, thc r ~ c o a -  
mendation has bcen e x m i n c d  by the R o d .  The d~-ci4011 d 

the Government is awaitcd." 

5.33. Chapter X of the Central Excise Rules refers, ink-r d ia ,  to 
excicdbIe raw materials and component parts used in thc manufacture of 
Bni&ed ercisable goods either at concessional rates or without payment 
of' dub. If any such parts/components are found surplus at the receiving 
frctory, they can be removed on payment of duty the rate and v a l ~ ~ a t i m  
being that in force on the date of actual removal of the  good^. By a neti- 
ficatioa issued in May 1971, motor vehicle parts (which arc excisable) 
were exempted from excise duty if they were intended to hc riscd as orif$- 
nal equipment parts. 

5.34. The Conmittee regret to observe (hat M/s Kirltrdiar (Xi 
Elsgiunes who were allowed this concession for fhe rnanr~facturc of inlcraal 
combustion engine disregarded the Cenfral Exciqe Hu1e.i ia the inifan: casz 
hp trnmferring component parts worth Rs. 3.72.134 during the pied 
October-December, 1972, which had been receivccl hv the fado-j dub' 
free, without prior intimatian to the Cenfral Excise Adhoritics a d  pay- 
m a t  of duty. According to the Department the lapse on Ihe !]art of llat 
factary was not deliberate, as the party themselvm had reported this fact 
in their monthly returns submitted to the lkpartnlen'. The Coram3ttct 
'however find that the returns for the rnodhs of Octobcr and Novcwh-r, 1912 
were submitted on 12 January, 1973 while the fact of ren~oval of the {mods 
was formallv intimated bv the party to the Department more than a nion'h 
later  on 21 February, 1973. The Committee owe sf the v i w  thql the 



party committed a lapse in removing thc excisable gob& Witbout prior 
intimation to the Excise authorities and without payment of excise duty 
as required under the Rules. 

5.35. Another important point which emerges in this case is the 
'question of imposition of penalty for violation of the excise rules. In view 
c.F the fact that there was delay in the submission of monthly returns for 
the months uf October and November 1972 on 12 Joniiary, 1973, the 
Committee would like the Departmeat to examine wbether any penill 
::cfion was required to be taken against the firm and if so, to intimatc the 
action taken in this behalf. 

5.36. The Committee are also perturbed over the fact that the Dcpart- 
mcwt did not seem to esercisc effective control o,ver the transfer and dis- 
posal of such goods under the special procedure. The Committee w r e  
Informed that various checks provided in the Rules originally framed at the 
lime of physical control of factories got diluted with the introduclion g ~ f  
the Self Removal Procedure. In the light of the report of the S.R.Y. CUIIP- 
mittee, the Central Board of Excise and Customs were examining the 
westion of introducing a more rational system of conlrol. The Commitlee 
stress Phc imperative need for removbg all lacunae L the present prow- 
durc so ;t to ensure that there are adequate safeguards against the :~bese 

, af the concession by diverting the goods elsewhere or putting them to .any 
unauthorised use. The Committee hope that while finalising the rcmcdid 
steps, measures like the conducting of adequate and strict checks hy fhe 
tnspecticrn Groups, the inscription of some identification markings on the 
parts meant for original use, and periodic stock-taking of such parfs in 
the custody of different units, would he kept in view. 

5.37. In the prcscnt caw, the cscise duty 011 p o d s  transferred by the part! 
was firsf rccovered in July, 1973 by the Departmeilt at the rate of 10 per 
cmt prevailing at the time of their removal. &bsequcnlly, at the iilstalice 
e l  Audit, the duty was realised in May. 1974 at (he rate of 20 per cent 
mhich was applicable on the date of payment under general Rulc 914 of 
the Central Excise Rules. 

5.38. During evidence, the Finance Secretary expressed the view that 
Rulc 9A was not applicable, as the case was covered by Chapter X and 
that the reIevant rule was 196-A under which duly wns payabk st the 
rote applicable oh1 the date of actual removal of the goods. The Cornmilfee 
are surprised at the shift in the stand of the Ministr!l who had earlier 
accepted the Audit objection and raised a demand for increased dutv 
accordingly. The Committee desire that it should be examined whether in 
cases where the parties fail to pay duty at the time of remo~al  of paoda- 



in accordance with Rule 196-A, the general Rule 9A would not apply for 
charging duty at the rate and value prevailing on the date of payment. 
In case the general rule is not applicable in such cases, the Committee 
suggest that the question of making suitable amendment to the Rules should 
be considered. The Committee desire that this matter should be examined 
in consultation with the Ministry of Law expeditiously and a report sent lo 
the Committee. 

' 5.39. In paragraph 19 of Chapter X of their Report, the Self Removal 
Procedure Committee have observed that there are many exemptions, total 
and partial, based on the end use of goods produced which not only 
present serious difficulties of administration but are grossly abused. In 
paragraph 11 of Chapter 16 of the Report, the S.R.P. Committee have 
urged that all such exemptions relating to the end use of goods should be 
reviewed and drastically curtailed unless there are very strong reasons fo 
the contrary. The Committee have been informed that the recommenda- 
tion has bean examined by the Board and the decision of Government is 
awaited. The Committee are unhappy over the delay in taking final decision 
on such important recommendations of the S.R.P. Committee and desire 
that the matter should be expedited. A report in this rwnrd should be sent 
early to the Committee. 



Audit Paragraph 
Storage of  mineral oil products in contravention of Central Excise Rules 

6.1. An oil company in a collcctorate purchased an oil installation of 
another oil company and obtained liccncz to warehouse its mineral oil 
products on 1st April, 1969. On that date the company which sold its 
installation had 5,507.32 kl. of mineral oil products in its tanks. These 
products continued to be the property of the scller and stored in the bonded 
storage tanks of the purchaser, under an agreement entered into between 
the buyer and the scller. According to this agreement the purchaser inter 
alia has to provide marketing, installation facilities to the seller and also 
provide a specific ullage (volume of the tank expressed as hcight) in the 
tanks to store the latter's products. As the liccnce of the seller ceased to 
be effective from 1st April, 1969 that company should have removed the 
goods to a public warehouse or sold them to the licensee of another pri- 
vate warehouse or removed them for homc consumption. There was no 
possibility for the seller to remove the products to a public warehouse nor 
did it sell thc products on the date of transfer of the installation to its 
purchaser. 

6.2. Thus, by continuing to keep its stock of mineral oil products in 
the bonded storage tanks of the purchaser in contravention of Rules 172 
of Central Excise Rules, the seller has avoided the payment of duty of Rs. 
21,60.029 on 31st March, 1969. 

6.3. Evcn after that date the mineral oil products of the scllcr continued 
to be brought and stored in the bonded storagc tanks of the purchaser in 
the space reserved for thc seller thcrcin. As and when mineral oil pro- 
ducts of the seller in the purchaser's tanks are cleared, the latter pays the - - 
central excise duty, as if they werc its own products. But for the abovc 
facility, the seller would have bcen li;~b!c to pay beforc drawing the 
mineral oil products from the rcfincry or elsewhere: the duty, the painlent 
of which is now being postponed until the actual clearance from time to 
time. The following clearance of mineral oil products were made by the 
seller from the installation of the purchaser after the cancellation of .its 
licence, upto 31st December, 1973. 



6.4. The Ministry stated that the relevant provision in the rules could 
have  becn relaxed if approached and that a general relaxation was given 
. on  5th October, 1974. 

6.5. The fact, however, rcmains that for the period mentioned in this 
paragraph there was no relaxation of the rules. Even the so called general 
relaxation was by a demi-official letter addressed by the Under Secretary 
to all Collcctors of Central Excise for issuing instructions for further 
guidance. Thus at the time of storing these oils there was omission to levy 
duty. 

[Paragraph 41 of the Report of the Comptroller and Auditor 
General of India for the year 1973-74, Union Gsvcrnment 
(Civil), Revenue Receipt Volume 1, Indirect Taxes] 

6.6. The para deals with a case of contravention of Central Excise 
Rules which was sought to bc rcgularised by subsequent orders instead of 
proceeding against the ollenders. According to the Central Excise Rules, 
storage of exciscablc goods belonging to any person other then the ware- 
house owner is not permissible except to the extent he acts as a broker or 
commiss:;ion agent in respect of such goods. Here the oil company viz. 
M/s Indian Oil Corporation after buying storage tanks continued to pro- 
vide storage facility to the seller M/s Burmah Shcll Company not as a 
facility or temporary feature but as a condition of purchase. 

6.7. 'The Committee desired to know about the warehousing provisions 
relating to storage of excisable goods in the Central Excise Rules. The 
Mcmber (Excise) stated: 

"Chapter VILA, contains the rules, Rule 172 would be the relevant 
rule. Private warehouse shall be used solely for warehousing 
excisable goods belonging to the licensee himself or held by him 
as broker or commission agent. . . .Now the power to relax is 
contained in rule 162A, in respect of commodities falling under 
tariff items 6 to 11 A of the first schedule of the Central Excise 
Act. 

la this @irticular caw Government or the Board did not reIax; it 
was the local officer who permitted this relaxation allowing the 
TOC to take over the stocks in the tanks sold by Burmah Shell 
to IOC to retain the goods and go on paying duty as and when 
they cleared goods from the installation; tanks and other parts 
of the installation including the pipeline and others were taken 
over by the IOC. The earlier licence of Bunnah Shell was can- 
celled and bhe IOC took a separate licence for a new installation 
.which they took over. Those tanks continued to be where they 



were and only possession was taken; the whole quantity tha8 
was there was transferred to the accounts of the IOC. There 
is provision in the rules that the owner of a warehouse can hold- 
bhe goods of another. There was no serious irregularity." 

In a written reply, the Ministry stated: 

"Chapter VII (Rules 139 to 173) of the Central Excise Rules, 1944 
deals with the provisions relating to warchousing of excisable 
goods. In case of those commodities to which SRP has been 
extended, these rules are applicable after suitable moditications 
in accordance with rule 173-N of Chapter VII-A of the Central 
Excise Rules. 

These rules provide for rcmoval of goods without payment of duty 
from the manufacturing premises to licenscd/approved ware- 
hou'ses for storage, and clearance therefrom either on payment 

of duty or in bond to another warehouse." 

6.8. Asked if the agreement between Burmah Shell and IOC was exa- 
mined to ensure that the requirements of Central Excise Law were complied 
with, the witness stated:- 

"In a way it does because the law allows holding of goods belonging 
to others in the priwtc warehousc; it docs not co.mpletcly dic- 

allow. If one reads the whole chapter as well as rule 173 SR, 
one would sec that there was no irregularity in a private ware- 
house owner holding the goods of another." 

6.9. The Committee pointed out whether in view of the fact that IOC 
were not commission agent or broker in this case, Rule 172 was not violated. 
The witness stated:- 

"If you go by a particular rule and the wording of that rule literally, 
it may be that that particular rule has not been properly follow- 
ed. I would request you to read the whole ohapter as such. I 
conccde, that IOC was not the broker or the commission 
agent and you :Ire quite correct that rule has been violatcd in 
letter. But my submission is that irregularity is not in spirit 
and Government had the power to relax this provision comp- 
letely." 

6.10. The Committee desired to know what the options of the sclIer were 
in respect of the goods stored in warehouse sold by him. In a written reply, 
the Ministry stated: 

"A warehouse licensee is authorised to keep goods without payment 
of duty in a warehouse under the authority of license L.5. In 



accordance with the provisions of rule 178 of the Central Excise 
Rules, 1944, a licence granted in favour of a particular person 
cannot be sold or ,transferred. Under the provisions of sub-rule 
178(3), where a licensee transfers his business to another per- 
son, the transferee shall obtain a fresh licence under the rules. 
Under rule 145-A it is specifically provided that when the 
licence for a private warehouse is cancelled, the licencee shall 
remove the warehoused goods to a public warehouse or another 
private warehouse or clear them for home consumptiou after 
payment of duty or export them in bond." 

4.11. The Committee desired to know the powers of the Board to relax 
Bhe provisions in this regard. In n written reply, the Ministry stated:- 

"The rules in Chapter X dcal with different aspects of warehousing 
of goods such as notifying them to be eligible to the warehousing 
facility, Iiccnsing of warehouses; transport, processing and stor- 

age of warehoused goods, e!c. Roard/Governmrnt's powers 
under ditfercnt rules are of different nature. However, in the 
context of this particular pragraph, Rule 172 would be rele- 
vant. This rule provides that a private warehouse shall be used! 
solely for wxehousing excisable goods belonging to the 

licensee himself or held by him as .a broker or a commission 
agent and the licensee shall not admit to or retain in the ware- 
house any goods on which duty has been paid. Where the 
~ o o d s  are held by a licensce as brokers or commission agent, 
he is deemed to be the owner of such goods for a l l  the pur- 
pose's undcr warehousing provisions of law. In case of com- 
modities to which SRP has been extended, vide Rule 162-A 
the Central Board of Excise and Customs has been empowered 
to relax any of the provisions d warehousing chapter in respect 
of excisable goods falling under item 6 to ll-A of the First 
Schedule to the Act." 

6.12. The Committee drew to the statement contained in the 
Audit Paragraph that by continuing to keep the stock of mineral oil pro- 
ducts in contravention of Central Excise Rules, the seller had avoided the 
payment of duty of Rs. 21,60,029 on 31 March, 1969. The Chairman of 
!:he Board stated: 

"1 would submit that in the entire audit objection nowhere there is 
any mention that there has been loss of revenue. If at all 1 
would submit that it is only a very highly technical lapse. Now, 
there are instances where Government has been relaxing this 
purely for the asking, particularly in petroleum products because 
there is a limited storage capacity in this country and Govern- 



ment are very anxious that oil: movement should not unh 
necessarily be hindered. Now, it is true that absolute prior 
permission, in ,this particular case was not taken. The Collec- 
tor, on his own, moved in this matter. Perhaps he thought 
that this was such a relaxation which should bc given for the 
asking. But later on a general relaxation wars given in Octo- 
ber 1974. I would submit that because of the very limited 
storage space available, this sort of thing has been resorted to 
frequently and has been permitted. Amding to us, it is 
a highly technical lapse." 

6.13. The Committee enquired how IOC entered into this agreement 
which was beneficial to Burmah Shell, a multinational organisation, in that 
they saved expenditure on establishment for maintaining the storage tank, 
and were absolved of the responsibility for payment of excise duty and any 
offences. The Finance Secretaq stated:- 

"Whatever little information we have got seems to indicate to us that 
various oil companies including the IOC and some of the major 
companies like Burmah Shell and Caltex have got a very closely 
integrated system of working. They have several accounts like 
the cost and freight account and the equalisation of cost account 
for crude and so on and this system of integrated operation 
works really to the benefit of the consumer in the ultimate ana- 
lysis. Now, there is a very great shortage of storage accommo- 
dation in the country and we are one of the countries which 
suffer from ahronic shortage of accommodation for storing of 

these products. Therefore, we are not even able to build up 
adequate stocks. Now, all that was done between the I.O.C. 
and the Burmah Shell was to enter into an agreement. This 
was something known. I would submit that this was a case 
where the Board in exercise of its powers was in a position to 
relax the condition. I would now read out the relevant portion 
of 162(A). 

'Paver to relax condition: The Central Board of Excise and 
Customs may, by order in writing, relax any of the provisions 
of this ahapter in respect of excisable goods falling under 
items Nos. 6 to 11A of the First Schedule to the Act.' 

In fact, they did so but of wurse they had done it at another point 
of time." 

6.14. The representative d fitha Ministry of Petroleum stated: 

"It is the practice of the oil industry to pool the resources and have 
optimum use aP all m h  facilitie. For instance, if facility X 
$ available at loattian A, that is used, by ail of them. When a 



product is available at, say, Bombay, Burmah Shell and Esso 
used to give it to IOC instead of having the crosshaul of the 
product to Madras and 10C used to give the product from the 
Madras Refinery tc  Burmah Shell and Caltex. Such exchanges 

havc been made in the interest of security of supply, avoid cross 
haulage, avoid duplication of facilities and input of additional 
capital. In this arrangement, if a quantity is taken by Burmah 
Shell at Madras it is replaced by supply at other locations, where 
10C requires it. The rcquircments of onc oil company would 

not justify the provision of full facilities at one location. So, 
it is a question of pooling of resources and optimising of assets 
and facilities. There is also need for dispersal of storage capa- 
city for strategic and security reasons and for meeting defence 
needs. These are the national considerations which have really 
justified this sort of arrangement." 

6.15. Asked about justification for IOC to buy the storage installation 
from Burmah Shell who continued to be the beneficiary of the property 
even after i t c  transfer, the representative of thc Ministry of Petroleum 
stated:- 

"IOC started with zero share of the market. As it was expanding 
its activities, elbowing out Burmah Shell and othcr private oil 

companies, the facilities required by IOC became grcatcr and 
greater. It was in our interest to buy out the already installed 

facilities instead of duplicating the facilities." 

6.16. Asked why thc property was not bought outright without any 
special advantage to Burmah Shell, the representative of thc Ministry of 
Petroleum stated: 

"Whatever special advantage is accruing to Burmah Shen is also 
accruing to IOC at some other locations." 

The witness added: 

"Thc Burmah Shell had its own business in the area and there was 
no possibility of taking over overnight or hmediatcly the cus- 
tomers of Burmah Shell. Therefore, when an agreement was 
reached Wweeh the willing buyer and the willing seller. the 
repercussions on the business of Burmah Shell must have t>een 

taken into account and also the interest of the customers and 
the public in that area must have been taken into account. As 
far as revenue aspect is concerned, there is no detriment to the 
revenue of the Cmvernment. Whatever amount was there. it 

was there, it was dderred and paid." 



6.17. The Committee asked if there were any specific instance& when 
Burmah Shell extended similar facility to IOC. The representative of the 
Ministry of Petroleum stated: 

"In the Bombay area the 100 has to take products from Burmah 
Shell and ESSO. Similarly, in the Madras area the Burniah 
Shell and Calrex have to take products from the IOC." 

6.18. Asked if IOC got any benefit of this sort to justify IOC holding 
Burmah Shell property in their reservoirs in this case, the witness stated: 

"I have to check up specifically on this point." 
6.19. In a written notq the Ministry of Petroleum and Chemicals 

stated : 

"Before negotiating the deal with Burmah Shell Indlan Oil Corpcra- 
tion searched for a suitable site in Vizag for puting an installa- 
tion of its own but did not succeed. Burmah Shell were hav- 
ing an installation at Vizag with modern equipment which was 
much larger than needed for their then requirements. This 

installation was found to be suitable not only to handle IOC's 
but also Burmah Shell's volume of products without any diffi- 
culty. The storing of Burmah Shell's bonded products in stor- 
age tanks taken over by IOC was a part of the package1 
deal entered into between the IOC and Burmiah Shell for the 
purchase of their Visakhapatnam Installation. Equipping IOC 
with some oil installations was essential to take care d the in- 
creasing marketing responsibilities since mid-60's. In this 
process, it was necessary to avoid duplication of facilities in the 
interest of saving national resources,in keeping with the obser- 

vations made in their 35th Report in 1967 by the Committee on 
Public Undertakings. IOC had, therefore, to consider in 
terms of purcha'sing such installations from private oil com- 
panies. The terms for the sale and purchase of each of these 
installations were amved at by mutual negotiations. In all 
these cases IOC derived considerable overall benefits in terms 
of capital saving and annual profits besides acquiring better 
operating facilities and ready-made installations." 

6.20. Asked if the Excise Department was consulted before the agree- 
ment was entered into, the representative of the Ministry of Petroleum 
replied in the negative. The Chairman of the Central Board of Excise and 
Customs stated: 

"In my humble view, there was no rwenue implication and no1 
revenue loss. Government has got bonding facilities of various 
things including petroleum products. The simple and pure 
question for decision there is whether in a Ipattidar warehouse 



Inore than one party can bond or not? Whether IOC and Bur- 
mah Shell can bond together or not? For the sake of argument 
suppose Burmah Shell bas cleared its products on payment of 
duty. Now, that storage tank will be filled by IOC. All the 

time the duty will be payable as and when the goods are clear- 
ed. It is only for that reason that whenever such requests 
are made and because there are no revenue implications, the 

Government is prepared to relax the rules. I personally think 
that there is no question of any jeopardy to the revenue. It is 
purely a technical thing. We have now given blanket powers 
to the Assistant Collectors to give this relaxation." 

6.21. Asked whether before entering into such agreements, the Minis- 
dry of Petroleum did not consult the Departrncnt of Revenue, the Chair- 
.man, Central Board of Excise and Customs stated: 

"To the extent that revenue interests are involved, we are certainly 
consulted. In regsrd to this particular instance, IOC fmm a 
particular datc consulted us and thc wholc stock \\lils shown to 

us. The licence was given by us. But we are not concerned 
with clause-by-clause approval of the agreement. We are con- 
cerned that no release from the tank is taken without paying 
the duty and it has been ensured that releases take place on pay- 
ment of duty. Exception has been taken by audit that in the 
same tank two parties havc bonded their good's. But that is 
usually permitted because of the shortage of space." 

6.22. Asked whether the Board were aware of the transaction, the 
Member (Excise) stated: 

". . . .this particular case had, not come before the Board: but the 
Collector had alrcady given the permission himself. But later 
on, such request became too frequent and as such, the Board, 
after consulting the Ministry issued a circular clarifying the posi- 

tion." 

6.23. Pointing out that under the rules a private warehouse can be 
used solely for ware-housing of exciseable goods belonging to the Licensee 
himself or held by him as a broker or  a Commission agent, the Committee 
asked whether provi&ng Of storage facility to the seller company as a con- 
dition of purchase was not against the interests of the Government. The 
Member (Excise) stated: 

"I repeat that 162(A) gives the power to  the Government. It  is 
relevant to this case.- 



6.24. The Committee asked whether it would be correct to assume 
that in such cases d o n  against the offenders was mandatory unless in 
appropriate cases relaxation was given. The Chairman of the Board 
stated: 

"I will explain 3 little further, IOC, or for that matter, Burmah- 
Shell, are no offenders in any sense of the word, for the reasons 
that thcy have1 declared everything to the Collector." 

6 , S .  The Comn~ittee pointed out that bcfore giving relaxation in such 
cases, whether it was not necessary for the Department to fully consider 
the matter in order to satisfy themselves about safeguards. The Chairman 
of the Board stated: 

"That is truc. But nonetheless, this matter had come to the notice 
of the Collector on the spot. There was no loophole as such, 
but 1 0 C  camc into the picture bccause thc tank was bonded in 
their name. It was open to the Collector to say, "Nothing do- 
ing; I would ask the Board". Wc would hnvc said: "No need 
to refer this to us". To that extent it is 3 technical onlission 

on the part of the officer, but on the oi'her hand, he also lncw 
that it is the general rmlicy of the Government to allow this 
facility. So, for him to take1 a precipitate action on this sort 
of a technical matter knowing the Government's policy in this 
regard, would not have been responsible." 

6.26. When the Committee akked if the condition of purchase in the 
agreement did not militate against the mandatory provisions in the Excise 
Law, the Finance Secretmy stated: 

"We, have a very limited role in this matter. We are concerned with 
the collection of excise duty. Please consider the local officer 
who is dealing with this matter. He knows of an agreement 
that has been there between these ,two. There is a certain 
amount of space reserved for BurmahSheU. I would also 
invite your attention to rule 3 of the Central Excise Rule's. 
This reads as follows: 

"When any person is expressly or impliedly authorized by the owner 
of any goods, factory or warehouse, to be his agent in respect 
of such goods, factory or warehouse, for all or any of the pur- 
poses of these rules, and such authorization has the approval of 
the Collector, such person shall, for such purposes, be deemed 
to be the owner of such goods, factory or warehouse". 

If the IQC are the licence holders and if they had stored products 
in the tanks, we are concerned with the realization of duty on 



this, as soon as it is cleared out of the bonded warehouse. And\ 
we are getting Rs. 21,60,029 immediately after it is cleared 
from the! bonded warehouse. It does not matter who is pay- 
ing the money. It  is coming to the public treasury." 

6.27. The Committee pointed out that in case this facility was not avail- 
able to Burmah Shell, the Excise duty on stocks,braught by the company 
would have been paid from the day when the product left the refinery and 
came to Vizag. Therefore, there was deferment of duty resulting in loss of 
interest thereon. The Finance Secretary stated: 

"I should read out certain provisions of this agreement and that I 
hope will clarify sevtral points. The agreement is quite a detail- 
ed on and it clearly indicates what thc functions o fthe diffe- 
rent parties arc. I t  says: 

"Warehouse facilities as shown on the site plan and Appendix I 
shall bc segregated by IOC for the use of Busrnah-Shell at an 

al!-inclusive rental of 15 per ccnt pcr annum of the transferred 
price of these facilities to IOC." 

Then it goes on to say: 

"For any customs/excise duty payment to be made by IOC on 
behalf of Burmah-Shell for Burmah-Shell's offtake of products, 
Burmah-Shell shall make financial deposits wit'h IOC by the 
7th and 21st of the month on the basis of the offtake of pro- 

ducts from the 1st to the 15th of the previous month respec- 
tively with minus/plus adjustments necessary to bring the de- 
posit made for the immediately preceding fortnight to the ac- 
tuals as per duty payment bills. In the event that Burmah-Shell 
makes arrangements for payment of customs or excise duty, 
(including any duty deposits) direct to the Customs Excise 
Authorities, IOC shall comply with the formalities prescribed 
by the Customs or excise authorities for this purpose in so 
far as these formalities may involve compliance by IOC. 

This is an internal arrangement between the two undertakings and 
the Excise Department is hardly concerned. What is more, this 

is a case where there is an agency function entrusted by one to 
the other. Revenue has not been lost or jeopardised in any 
way." 

6.28. The witness added: 

"I may make bold to  state, with all respect, that deferment of wllec- 
tim of revenue when excise duties are rising may Rave a com- 



rpletely contrary d e c t  In fact, if we had collected it earlier, you 
might have said that we have lost; and when we collected it 
later, you again say that we have lost." 

c 6.29. The witness further stated: 

"All that we have been submitting, time and again, is that we are 
oollecting revenuc as and when it becomes due, and that is 
when it is being c k ~ e d  from the' bonded warehouse. It was 
argued a little while ago that by doing so we are losing be- 
cause, if it had been collected a long time ago, interest on 
Rs. 38 crores could have been raised. This is hypothetical 

and thc answer I have given is also hypothetical." 

6.30. The Committee pointed out that in this case the contravention of 
Rule 172 continued from 1 April. 1969 till 5 October. 1974, when the 
relaxation was made by the Board. The Finance Secretary stated: 

"I would most respectfully submit that after seeing this agreement, 
after seeing rule 3, it is a moot point, a highly debatable point, 
as to whether there has been even a technical violation. In this 
particular case what has happened is there was an agreement 
between the two companies and a certain amount of space was 
reserved by one for the other for which charges wcre being 
levied. This is known to the local officers. There is no loss of 
Government revenue. It  is an internal arrangement between 
two companies with which the Government is not concerned." 

6.31. When pointed out whether the fact that the relaxation made by 
the Board on 5 October. 1974 did not amount to an acknowledgement of 
something needing relaxation, the Finance Secretary stated: 

"I would respectfully submit that, having regard to the terms of this 
agreement, even that may not have been necessary." 

6.32. The witness added: 

"It is an agreement entered into between two phrties-IOC acting 
as agents of Burmah-Shell and vice-versa. They were using 
certain storage collectively when the particular product was 
being released. I would submit that there is a shift in our stand 
from the earlier position. Earlier we were conceding that there 
might be some technical lapse. We are now submitting that 
there is no technical lapse." 



1 U3 
6.33. The Committee asked whelher according to the agreement, IOC 

Ead agreed to act as an agent of Burmah-Shell in terms of the provisions of 
Rule 3, the Finance Secretary stated: 

"I can only submit before you some of the, provisions of this agree- 
ment a d  ask you to take competent legal opinion unless you 
are satisfied whether rule 3 could be just brushed aside." 

One of the provisions made in this agreement is: 

"Commencing from the date of transfer of the installation by 
Burmah Shell to IOC, the IOC shall provide M.I. service-I 
understand, it means, Main installation service-to Barmah 
Shell's off-take at Vishakapatnam of bulk products, including 
marine bunkers and shall fill tank wagons, tank lorries, tank 
cars at the installation on the Burmah Shell account. This 
service shall cover the following products, motor spirit, high 
specd diesel. supcrior kerosene, light dicsel oil, furnace oil, 

etc." 

"Ii shall be t i x  Durmah Shell's responsibility to nlake available 
in advance bulk products ex-rcfinery a ~ ~ d  so on." 

"Additionally, the I,OC shall fill for Burma11 Shell bulk produc- 
tion, 200 kl. barrels at the installation. . . ." 

Then it goes on to say: 

"This agreement for M.I. service by TOC to Burmah Shell will 
remain in force for an initial period of 10 years commencing 
from the date of installation and shall, therefore, be renew- 
able, at an option of Rurmah Shell, for a further period of 5 
years ..... . 99 

This is an agreement f o r  which there is a quid p o  quo. It goes on 
to say what the charges are. T t  goes on to siy: that d u r i n ~  the 

first two y e w  from the date of commencement of the agree- 
ment, the MI servicc charge payable by Burmah Shell to IOC 
shell be 40 per cent of the installation charged per kl. as pre- 
vailing at the time of the ofisial selling price formula, etc. 

Sir, if this is not an agreement between the two, implying at least an 
agency arrangement, I do not see what else it is. Thc rule is 
very clear and it does not at all say that it must be an'expresscd 
arrangement. It says: 

"When any person is expressly or impliedy authorised. . . ."' 
"JF this is not implied, 1 do not know what it is." 



6.34. Apked whether it was proper to make relaxation in this case by 
'issue of a demi-official letter from the Under Secretary, the Member 
(Excise) stated: 

"It was not a demi-official letter, it was a letter from the Under 
Secretary acting on behalf of the Central Board of Excise and 
Customs.'' 

6.35. Asked if in view of the opinion expressed by the Finance Sec- 
retary, the relaxation issued on 5th October, 1974 was superfluous, the 
Chairman of the Board stated: 

"l'his is a general letter of relaxation in all future cases; it is not 
for this one case alone. So how can this be superfluous. This 
is a general relaxation to enable the revcntle officers to take 
decisions on their own and not relay them to the Board." 

.6.36. The Finance Secretary stated: 

"What I am wanting to make clear is that 1 was not at all contro- 
verting the earlier stand that was taken; but I would submit 
that this is only one version of the ;,rrangement as between 

Burmah Shell and JOC being covered by the provisions of 
Rule ( 3 )  which itself says that therc might evcn be an implied 
agreement. If that is the view we reccive, if that is what the 
lawyers advise, I would submit thnt there is no irregularity 
whatsoever." 

6.37. The Committee desired to know how much of thc total duty of 
Rs. 38 crores for the period from April, 1969 to Dccembcr 1973, recover- 
ed from the Indian Oil Corporation had been reimbursed by Burmah Shell 
to I.O.C. In a written reply the Ministry of Petrolc.um and Chemicals 
stated: 

"As per clauses 11, 15 of the agreement entered into by IOC with 
Rurmah Shell, the latter was to  pay advance deposits based on 
the actual withdrawals of thc previous fortnight for the esti- 
mated withdrawal required. According to this, Burmah Shell 
had paid a total sum of Rs. 37.84 crores from April, 1969 to 

December, 1973 with adjustments made during the first fort- 
night of January, 1974." 

6.38 In a written reply the Ministry of Finance (Department of Reve- 
nue and Banking) stated: 

"It has been reported by the Collector concerned that as ascertained 
from Messrs I.O.C. the following quantities of mineral oil pso- 



ducts were cleared from April, 1969 to December, 1973 and 
nhe following amounts of duty were reimbursed by Messrs 
Burmah Shell to M/s. I.O.C. 

It  appears that there are slight variation between the quantities 
furnished by Audit and those furnished by M/r. I.O.C. and 
there is also a difference of Ks. 17,85,045.';2 in the amount of 
duty rea!ised. It  is reported that Messrs. 1.O.C'. are not in a 
position to reconcile the two sets of f i p l w  without product- 
wise details of the quanlities rcferred to by audit." 

6.39. The Committee are surprised to find that in this case in spite of 
transfer of the installation facilities by Rurmah Shell-n mrriil-national- 
the Indim Oil Corporation continued to provide Burn~ah Shell with storage 
facilities for their stock of mineral oil products in the bonded storage tanks 
held on the date of purchase. Even after the date of purchase the mine- 
ral oil products of the scller conlinncd to be brought and stored in the 
bonded storage tanks of the purchaser h the spacc rcservcd for the seller 
there. The Burrnah Shell thus saved cxpcnditure on tllc eslablishment for 
maintenance of the storage tank and also absolved themselves of the res- 
ponsibility for the payment of excise duty and any olfslnccs conncctcd 
therewith. 

6.40. According to the Audit paragraph, Burmah Shell by continuing 
keep its stock of mineral oil products in the bonded storage tanks of the 
pnrchaser in contravention of Rule 172 of Central Excise Rules avoided 
payment of duty accruing to the extent of Rs. 21.60.039 on 31 March 
1969. The representative of the Ministry of Petroleum. during evidence, 
admitted the fact but fried to explain that ''a9 far as revenuc aspect is: 
concerned, there is no detriment to the revenue of the Government; what- 
ever amount was there, it was deferred and paid." The Committee feel, 
however, that apart from tbe principle involved, even deferment of the pap- 
ment of dnty amo~nting to Rs. 21,60,029 on 31 March, 1969 to the rrch~d 
.clearance of the mineral oil on future dates connoted loss of revenue, since 



tbe duty, elrcept w k a  dehyed with legal sanction, required to be realized 
a1 the appropriate time. 

6.41. 'lhe Committee on surprised tbat even prior approval of tha 
Department of Revenue had not been obtained with regard to the agree- 
ment involving payment of duty of codrsiderlrble amount between IOC and 
Burmah Shell. It is certainly he responsibility of the Central Board of 
Excise and Customs to examine the pros and cons before an agreement 
of the sort can be entered into. 

6.42. According to Rule 172 of the Central Excise Rules a private 
warehouse could be used only for warehousing excisable goods belonging 
to the licensee himself or held by him as a broker or a coinmission agest, 
In the present case, the Indian Oil Corporation was neither a comnlission 
agent nor a broker, and the rule thus was transgressed. Burmah Shell had 
also violated Rule 145A which specifically provided that where the licence 
for a private warehouse. was cancelled the Licensee had the obligation to 
remove the unwarehoused goods to a public warehouse or to another private 
warehouse or at any rate to clear them for home consump!ion after pay- 
ment of duty. 

6.43. In case of commodities to which Self 'Removal Procedure applied 
under Rule 162A the Central Board of Excise and Costoms has been 
empowered to relax any of the provisions of the Warchoosing Chepter in 
respect of excisable goods falling under item 6 to 11A of the First Schedule 
to the Act. Mineral oil products are clearly covered by this exemption. 
Even so, the Collector concerned appears to have allowed the exemption 
without referring the matter to the Board. The violation of the rule coltti- 
nued till October, 1974, when the Board issued a genernl relaxation in this 
regard. The Committee cannot help the view that the general relaxation 
was only an after-thought. Besides, the Conimitlee doubt also the power ot 
the Board to permit relaxations so that they go against the basic features 
of the entire system of levy of excisc duty since the owner alone should be 
responsible for the goods stored. The prime intention of the Act and Rules 
is to prevent leakage of revenue by substitution or clandestine removal. The 
Committee would like Government to examine how far snch relaxatim w a ~  
in keeping with the scheme of the Act and the Rules, pariicularly when the 
so called relaxation was only by a letter addressed to the collector. 

6.44. The Committee would like to express their concern once again 
about the manner in which the discretionary powers under the rules are 
exercised by the Executive. In this case, as has been pointed ont, wifhont 
there being any such orders from the Board which were issued in October, 
1974, the Conector concerned bad himself given the exemption as back 
as in 1969. Obviously, by issuing a letter in October 1974, the Bogr@ 



could not regalarise or legalise the lapse an the part of the CoUeetor with 
reErospective effect. Tbis appears to be a very vcry casual manner of dealing 
with the rules to the detriment of the national exchequer. 

6.45. According to the Audit paragraph Indian Oil Corporation had 
paid duty amounting to Rs. 38,01,89,425 on behalf of Burmah Shell in 
respect of the clearmces of the mineral oil products made by Burma 
Shell from April 1%9 to December 1973. But according tol the information 
furnished by the Ministry of Finance, B u m  Shell reimbursed to Indian 
Oil C o r p t i o n  e sum of Rs. 37,84,04,879.28, the gap between the two 
amounts being Rs. 17,85,046. The COmmittee were informed that Indian 
Oil Corporation are not in a position to reconcile the two sets of figures 
witbout reference to the productwise details of the quantities referred 
to by Audit. Such discrepancies cannot be taken for granted and the Com- 
mittee urge that the popition is thoroughly checked and the figures recon- 
ciled, particnllarly when some likely detriment to Indian Oil Corporation's 
revenue appears involved. 



VEGETABLE PRODUCTS REBATE SCHEME 

7.1. A scheme to provide inwntive for greater use of cotton seal oil in 
the manufacture of vegetable pocluct was introduced from 7th July, 1960 
under which a rebate in excise duty to the extent of Rs. 6 per quintal was 
admissible from 1st March, 1962 for use of cotton seed oil above a certain 
percentage provided the proportion of vegetable product of cotton seed 
oil in a consignment was in ex- of 7 per cent of the total vegetable 
product. The amount of rebate was increased to Rs. 7.50 per quintal from 
May, 1962. From 22nd July, 1967 the grant of rebate was restricted to 
use of indigenous cotton seed oil only. 

7.2. In May, 1971, the quantum of rebate was increased to Rs. 10 per 
quintal subject to the same conditions. 

7.3. On 19th F e b ~ a r y ,  1972. however, the Directorate of Sugar and 
Vanaspati issued the 'Vegetable Oil Product (Standard of Quality) Order', 
prescribing a minimum use of the following oils namely: 

hydrogenated cotton seed oil 10 per cent minimum 
refined sesame oil 
refined safflower oil 

7.5 per cent 8minimum 
2.5 per cent minimum 

7.4. Consequently the rebate scheme for use of cotton seed oil was also 
reviewed and revised with effect from 1st April, 1972. The essential 
features of the revised scheme were: 

(i) the rebate was made on slab rates on a quarterly basis; 

(ii) the rebate was admissible only on the indigenous cotton seed 
oil content of the vegetable product; 

(iii) the rebate was admissible only if the cotton seed oil content 
was in excess of 10 per cent. 

7.5. As the revised scheme of rebate was in'consequence of the Vege- 
table Products Control Order 1972, fixing a minimum percentage for use 
of cotton seed oil, the vegetable products manufactured as per old standards 
and kept in stock on the date the new scheme came into effect would not 
be eligible for this rebate. On a review, it was noticed in audit that a rebate 
of Rs. 1,44,986 was allowed on'the stock of vegetable piodvcts lying with 
the manufacturers on 31st March, 1972 but cleared on or after 1st April, 



,1972 in respect of eleven factories in four Central Excise Collectorates. 
The paragraph was sent to the Ministry in October, 1974. Reply is still 
awaited (March 1975 ) . 

[Paragraph 43 of the Report of the Comptroller and Auditor General 
of India for the year 1973-74, Union Government (Civil), 
Revenue Receipts-Volume 1, Indirect Taxes. 

Delic8ensing and Reliccnsing of I'anuspati Industry 

7.6. Ever since the lndustries (Dev. & Reg.) Act. 1951 came into 
force in May, 1952, no  expansion of the overall capacity of the vanaspati 
industry was ;lormalliy envisaged. This was because the capacity already 
available was in excess of the anticipated demand for the product which 
was also reflected in the production and despatches by the vanaspati 
'industry. IVith the passage of time, the overall installed capacity in the 
industry had become only marginally higher than the assessed requirements. 
Considering that early step's were necessary to effect a suitable increase in 
the overall capacity of the industry, the vanaspati industry was brought 
within the purview of delicensing in September, 1968. At the time of de- 
licensing in September, 1968, there were 52 vanaspati units in the caruntry. 
As a result of deliensing many new units came u'p for additional capacity. 
These units were, however, required to  be regularised by obtaining licen- 
ses. 

7.7. The vanaspati industry was again relicensed in February, 1970. 
when it was fouad that 49 additional units were about to  be sct up by the 
promoters during the delicensing period. Out of these 49 units, the 
Committee learn that 31 units havc bcen set up so far, with a production 
capacity of 3.65 lakh tomes. 

7.8. The Committee desired to know whether at the time of delicens- 
ing the vanaspati industry in 1968, Government had examined if the 
production of oils in the country was sufficient to feed all the units. In 
a note, the Ministry of Agriculture and Irrigation stated as follows: 

"The total oil requirements for vanaspati varied from 16.6 per 
cent to 26.6 per cent of the total edible oil production in the 
country between 1964-65 and 1968-69. However, taking 
into account only ground nut, cotton seed and sesame oils- 
those permitted in the manufacture of vanaspati the per- 
centage would be different. Of this even sesame oil-its 
usage having been limited to 5 per cent due to  its compara- 
tively much higher prices, may have to be excluded to arrive 
at a more realistic figure. On this adjusted basis, the require- 
ments of permitted oils for the vanaspti  industry varied from 
24.3 per cent to 41.3 per cent of the indigenous production. 



Notwithstanding the above, there had been occasional shortages 
of raw vegetable ails for use in the mmufacture of vanaspati. 
This was due to the consumption of vegetab:e oils in raw form 
in the country which constituted the major form of consump- 
tion of vegetable oih. It was on account of this reasons that 
although the production of vegetable oils was higher than 
what was required b j  thc vanaspati industry, their ready 
availability tn the lattcr could not be ensured at all times. 

Keeping this in view, substantial imports of soyabean oil were 
effected since 1965. The production and utilization of 
cotton seed oil was ;Is0 being qncouraged when the vanaspati 
industry was delicensed. In fact, even before the industry 
was delicensed, a proposal was afoot to consider applications 
for licence, from deficit States, i . ~ .  States where dcniand 
exceeded the capacity available. only if the applicants agrced 
to use not more than 25 per cent of groundnut oil in their 
product; and in other States, the applicants agreed not to use 
any groundnut oil in their product." 

Liceneed cupacity vis-a-vis Demand for Vanaspati 

7.9. The Committee enquired about the total demand of vannspatl 
in the country vis-a-vi~ the installed capacity and the licensed capacity. 
The representative of the Department of Food stated during evidence: 

"Roughly I can say this. The first one is 5 to  6 lakh tonnes. 
Installed capacity is 12.1 lakh tonnes. The licenced capacity 
is 17.5 lakh tonnes. This is roughly the position. I will give 
you information year by pear." 

7.10. Subsequently, the Ministry of Agriculture and Irrigation furnish- 
ed the following statement:-- 

"So.  of \'anaspati unitsin rxistvrce he fc t~  No. of Demand for Actual prr du- 
February. 1970 I F . 6  CI P rmits in rxis- vanaspati in tF,r cticn durirp the 

tmvr at country last I o yrars. 
prmcnt _ -_- -_ _-___ __.______ _-.----- 

(a) At the time of de-licmsing in Srp- 85 about 5 . 5  lakh (in '(loo tonncs)' 
tcmber , 1968 there were 52 units. tonnrs 1966 358 

1b67 
(b) At thr timr of re l i cmhg  of vanas- 

pati industry, in February 1970 there 
werr 59 units. 



7.11. The Committee enquired about .the reasons for law production of 
3.54 lakh tonnes in 1964 as against the installed capacity 12-13 lakh 
tonnes. The representative of the Department of Food stated during 
evidence: - 

"The year 1974 was particularly a bad year in respect of availability 
of edible oils. There was an acute shortage of edible oils in the 
whole country. The availability of raw materials for produc- 
tion of vanaspati also posed a serious problem. Even imports 
were also proving dficult. Unlike in the previous years, in the 
international market also, price of edible oils had gone up so 
high that it was no longer advantageous for us to import edible 
,oils because the landed cost of the imported oil was in some 
cases even higher than the indigenous oil price or at best equal 
to it. Therefore, imports also posed a serious problcm. 

'Secondly, because of the lack of availability of adequate raw 
materials for production of vanaspati, the production fell down 
to the Level of about 3.54 lakh tonnes. Rut, the liccnscd 
capacity is what has been already licensed. Before the actual 
installation takes place, there is always a time lag of about 3-4 
years depending upon the availability of capital, building 
materials like iron and stccl etc. machinery and so on. In any 
industry, there is nlw'yi a difference. . . . . ." 

Haris for fixing rebate on excise dirty 

7.12. The Committee desired to know the basis a n  which the quantum 
of rebate in excise duty t o  encourage use of cotton seed oil above a certain 
percentage was fixed from year to year during 1960-1973. In a ncte, the 
Ministry of Finance (Department of Revenue and Insurance ) stated:- 

"To encourage greater uti'isnticn of cotton seed oil, the schcnlc for 
rebate in Excise Duty on Vegetable products, linked with 
cotton seed oil used in its manufacture, was first introduced on 
1st July, 1960. under notification No. 90/6@CE dated 25th 
h n e ,  1960. The quantum of rebate was fixed as under: 

Prrrentrrgc. of cotton sced oil usrd An~c~ur~r oSrcbatc 

3.  Above 10% but not abovc 15% . 59/00f thv duty 
.---- -- - -. -- - . - - - - - 

(2) m e  rebate scheme was reviewed in 1961-62 and it was felt that 
with the increased availability of cotton seed oil and the incen- 
tive provided in 1960 having remained in operation for more 



than 18 months, the rebate could' be n e s t r i d  to ,that quantity.. 
of cotton seed oil as was used in the manufacture of vegetable. 
product at a level higher than 7 per. cent instead of 5 per cent.. 
Accordingly, the revised scheme was introduced with effect 
from 1st March, 1962 under Notification No. 6162-CE dated 
10th February, 1962, under which the manufacturer was,, entitle& 
to the rebate of Central Excise duty on. vegtable product at a 
flat rate of Rs. 6.00 per quintal . in respect of each M.T. of 
hydrogenated cotton seed oil as is admixed'with other hydro- 
genated oil at .the level of above 7 per cent. 

(3) The quantum of rebate was reviscd upwards from Rs. 6.00 to 
Rs. 7.50 per quintal with effect from 1st May, 1962 under 
Notification No. 85162-CE dated 1st May, 1962. In effect. 
this rebate worked out to Rs. 75.00' per M.T. of cotton seed 
oil used in vegetable product. 

For the first time, the scope of the aforesaid rebate schemc was 
restrictkd to indigenous cotton seed' oil used in vegetable pro- 
duct vide Notification No. 158/67-CE dated 2nd July, 1967. 

In 1972, the Department of Agriculture set up a Working Group to 
suggest ways for greatcr utilisation of cotton sced oil in the 
manufacture of vanaspati. This group suggested that there 
should be a prescribed minimum compulsory usage of cottons 
sced oil in the manufacture of Vanaspati to the extent of 10 
per cent and that there should be a slab system af excise duty 
rebate as f01lm:- 

Usage upto 10:: . . . . . Nil 

Rs. 2001)- per 
metric tonne 
(on indigmous 

cotton se cd ail 
uard) 

Usagr from lo?(, to 30:; . . . .  . . . , Rs. 250/- pcr 
mrlric tonnr 
(on indigenous 
cotton seed oil 
wed) 

Usage above 30::~ . . . . .  . . , Rs. 2oo/- per 
metric tonnr 
(on indigenous 
cotton seed oil 
used). 

These recommendations of the working group were duly ? 

examined and were given effect to in 1972 Budget vide Noti-. 
fication No. 1211/72€E dated 1st April, 1972. 



(4) Towards the end of 1972, the Ministry of Agriculture decided 
to increase the minimum compulsory usage of cotton seed d l  
from 10 per cent to 15 per cent. In view of this, the slab 
system of excise duty rebate mentioned in the preceding para 
was also modified as under vide Notification No. 230,'72-CE 
dated 15th December, 1972:- 

Usagc upto 15~: . . . . . . . . .  Nil 

Usagr from I 57;. to 251; . . 

Usage from n5"(, to 35% . . 

Rs. zoo'- per 
mrtric tonne 
(on cot ton reed 
oil used) 

Rs. 2501- per 
metric tonne 
(on cotton wed 
nil used) 

. . .  Usage. abovr 351:, . . . . . .  Rs. zoo/- per 
m?tric tonne 
(on cotton seed 
oil used). 

(5) In the current year budget, the schcme of rebate has been 
further revised under Notification No. 23175-CE dated 1st 
March, 1975 disallowing any incentive for use of cotton seed 
oil upto 30 per cent which is the minimum under the statutory 
limit now 'prescribed under the Vegetable Product Control 
Order. The rebate scheme currently effective is as under:- 

3nD/, to 40''; . . Rs. zoo/- per tonne of cotton seed oil. 

4076 to 50% . . .  Rs. 2501- per tnnnr of cotton sred oil. 

Above 50% . .  Rs, nool- per tonne of cotton aced oil" 
Percentage consumption of cotton seed oil 

7.13. The Committee learnt that the consumption of cotton seed oil 
since 1960 was as follows:- 

Year Total consumption Prrccntage in thr 
manufacture of 

Vanaspa ti 



7.14. It would appear from the above that  ere has been progressively 
an increase in the use of cotton seed oil both quantitatively and percentage- 
wise. I 

.4 i 

7.15. The Committee desired to know the reasons for the fall in usage 
of cotton seed oil in the manufacture of vanaspati from 17.8 per cent in 
1970 to 12.8 per cent in 1971 and wide increase in the succeeding years. 
In a note, dated 8 June, 1977, the Ministry of Civil Supplies and Coopera- 
tion have stated: 

"Government have been endeavouring to maximise the production 
and the use of cotton seed oil in the manufacture of vanaspati. 
This has been achieved by adopting the following:- 

(i) For the development of indigenous cottonseed crushing 
industry, the incentive scheme for rebate in the excise duty 
for incorporation of cotton seed oil in the manufacture of 
vanaspati was introduced in 1960 on v o l u n t a ~  basis. Later, 
by a notification issued in February, 1972 compulsory usage 
of cotton seed oil at a minimum of 10 per cent was pres- 
cribed to take effect from April, 1972. Following reviews 
from time to time, the level of minimum usage has progre- 
ssively been increased to 15 per cent by December 1, 1972 
and to 30 per cent from January 1, 1975. 
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(ii) The Oil extraction in modern cottonseed ~ l a n t s  is effected 
after decortication and delinating of seeds, which produce 5 
per cent more oil than the direct crushing. This has resulted 
in an increased production and availability of oil. 

The increased percentage usage of cottonseed oil in the 
manufacture of vanaspati after 1971 is attributed to the 
constant upward trend in the production and availability of 
cottonseed ail from 1971 onwards which showed an increase 
of 48.5 per cent in 1972 as compare,d to 1970 as detailed 
below: 

Production of cottonseed oil (om' tonncs). 

(iv) The fall in the percentage usage of cottonseed oil in the 
manufacture of vanaspati in the year 1971 is due to a decline 
in indigenous production of cottonseed oil from 1.01 lakh 
tonnes in 1970 to 75.000 tonnes in 1971, showins a decrease 
of 25.7 per cent over the preceding year." 

7.16. Referring to the notification issued on 19th February, 1972, the 
Committee enquired about the intention and objectives in issuing the noti- 
fication in April 1972 when the percentage of cotton seed oil used was 
already 12.8 per cent in the previous year. The Finance Secretary during 
the evidence stated: 

"I would only submit that the objective always has been to try and 
increase the consumption of cotton seed oil in the Vanaspati 
industry. Cotton seed itself is not edible. In fact, cotton seed 
is used to feed the cattle which is somewhat uneconomic use of 
resources. So, we wanted to use the fat content of the cotton 
seed to the maximum extent possible and put it into an edible 
form. Therefore, this entire exercise. 

I n  February 1972, an order was issued under the Essential Com- 
modities Act which said that the yegetable ,oil products shall be 
prepared by hydrogenation of not less than 10 per cent by way 
of cotton seed oil and one or more of the vegetable oils like 
ground-nut, palm oil etc. What was stipulated was that there 
must be a minimum percentage of 10 per cent of w t t m  seed 
oil. bn. the 1st of April, 1972, an, order was issued by the 

 inis is try of Finance, Dcipartaent of Revenue and there the dl,, . . . ,  



1st A@i4 1972 is rather significant. The Esfential Commcdi- 
ties order which I referred to above, had made a specific men- 
tion of a minimum of 10 p a  cent and was to come into effect 
from 1st April, 1972. These two orders were synchronised on 
the same point of time. The order that was issued by the 
Ministry of Finance, Department of Revenue, exempted 
certain amount of excise duty and this exemption only came 
into effect in excess of 10 per cent of cotton seed oil. The 
order mentioned : 

". . . .on such quantities of cotton seed oil used for the manufac- 
ture of the said vegetable product as is in excess of 10 per 
cent but not in excess nf 20 per cent. . . ." 

In other words, upto the minimum statutory limit, no exemption 
was granted, but anything above 10 per cent, there was the 
carrot that was dangled in front of the manufacturers to use 
more cotton seed oil. There was another slab. Where the use 
of the cotton seed oil was in excess of 20 per cent, but not in 
excess of 30 per cent, the incentive given was Rs. 2501-. Then 
it tapers off again. At the next slab, it became Rs. 20011-. 
The entire thing has to be taken as a package. For the first 
ten percent of cotton seed oil, because it is covered by the 
Essential Commodities Act and the stick is being used, there is 
no physical incentive given. But above that, where there is no 
wmpulsion, the physical incentive in the form d carrot is being 
given. This is the normal practice of the stick and the carrot." 

7.17. The representative of the Department of Food added:- 

"When the minimum usage level was at 7 per cent, 'your point is, 
the actual use was higher and when the actual use was higher 
in the previous year, why was the minimum percentage of use 
fixed at 10 per cent. If the actual use of cotton seed was at 
the level of 15 per ceht, the minimum level at that time being 
7 per cent, the excess usage must be the result of the incentive 
given at that time. It is not automatic. It is the result of the 
incentive given in the earlier years." 

7.18. The Committee desired to know whether any review was under- 
taken to determine how far thlese objectives had been achieved and what 
were the results of the review. In a note, the Ministry of Agriculture and 
Irrigation intimated as follows:- 

"Ctbvernlllcnt have been efidaavwri~ to maximize the use of non- 
t r ad l t i od  ails-the most important anhg them being cotton 
seed o i l m  the manufacture of vanaspati. This serves two 



purposes; first, to release larger quantities of raw edible oils for 
direct consumption which woukl have a beneficial impact o n  
the household expenditure of the weaker sections of the 
community and, secondly, to provide an outlet for non-tr~tdi- 
tional oils and thereby import considerable viability to the 
overall operations such as cotton production, ddinting of the 
seed and its collection, extraction of oil therefrom etc. In the 
initial stages-fram 1960 onwards-the excise incentive lever 
was used to encoupage the ase of cotton seed oil in the manu- 
facture of vanaspati. Later, by a notitication issued in Feb- 
ruary, 1972, compulsory usage of cotton seed oil-at a rnini- 
mum d 10 per cent-was prescribed to take effect from 
April 1, 1972. Following reviews from time to time, the level 
of minimum usage has progressively been increased, to 15 per 
cent w.e.f. December 1, 1972 and to 30 per cent from Jan- 
uary 1, 1975. 

In the dkcade and a half since 1960 when this policy of maximizing 
the use of cotton seed oil, in the manufacture oi vanaspati was 
initiated, the results have been very uncouraging as would be 
evident from the following Table:- 

S. U ~ L  Year Production Total Qt y. of Percrntage 
of Vanaspati Oils uwtl cotton srrd of cotton wed 

oil used oil used 
(Col. g/qx10o) 

4 

From the Table above it would be seen that there has been a ten- 
fold increase (in percentage term's) and a tweve fold rise in 
absolute terms, in the use d cotton ~ e d  oil during 1960-1975 
by Vanaspati industries." 

Tariff Commission on the cost structure of Vanm$ati Industry 

7.19. The Committee desired to know the important recommendations 
of the Tariff Commission which went into the cost structure of the vanas- 
pati industry particularly with reference to the development of cotton seed' 
oil and the follow up action taken thereon. In a note, the Ministry of 
Agriculture and Irrigation stated as follows:- 

"The Tariff .Commission, which enquired into the cost structure o f '  
and fair price payable to, the Vatraspti Industry, submitted' 



its Interim Report on 19th Cktober, 1970 and Final Report 
on 2nd March, 1971. Government's decisions on the important 
recommendations of the Commission were embodied in a Re- 
solution dated the 27th July, 1972. 

The important recommendations d the Tariff Commission with re- 
gard to the development of cotton seed oil are as undcr: 

(i) The two essential pre-requisite before more cotton seed oil 
could be crushed and used in the manufacture of Vanaspati 
were (a) to make it economical far the crusher of this seed 
to  go in for larger crushing by giving him some kind d 
incentive and (b)  to imlpove its processing technique. 

(ii) The time has now came for raising the minimum qualifying 
level of incorporation of Cotton Seed oil into Van~lspati from 
the present figure of 7 per cent to something akin to double 
that figure namely, 15 per cent to enable it to earn the Excise 
duty rebate. Alternatively a system of progression muld be 
introduced in the quantum of remission. This would start 
above a prescribed minimum figure-fixed slightly higher at, 
say, 9 per cent-and varied depcnding on the degree of u4e 
of the oil over that used in a base year. Under this scheme 
the actual rate of rebate could rise by stages as the level of 
incorporation increased to a prescribed maximum. 

fiii)  The allowance in the oil cost on account of net oil loss or 
hydrogenated cotton-seed oil may be raised from 1.5 per 
cent to 2.7 per cent. 

(iv) An additional processing margin of Rs. 44 per tonne may 
be allowed in the case of cotton seed oil over the amount 
provided for in the price formula for standard vanaspati 
made from groundnut and sesame oils. 

(v) The scheme of fiscal incentives needs some reshaping to 
foster further development of cotton seed. 

The follow-up action initiated and steps taken on the reoommenda- 
tions of the Tariff Commission are summarised item-wise as 
under: - 

~ ( i )  To develop indigenous cotton seed crushing industry the in- 
centive scheme for rebate in the excise duty for incorpora- 
tion of cottcinseed oil in the manufacture of vanaspati, in- 
troduced in 1960, was confined to indigenous cotton seed 

.oil in July, 1967 and a compulsory minimum 10 per cent 
1 



usage in the vanaspati was made effective from 1st April,. 
1972 which was raised to minimum 15 per cent in December, 

1972 and further raised to 30  per cent in January, 1975. 

Regarding processilng technique, i t  may be mentioned that the. 
iodine value of cottonseed oil revised by ISL tsorn 105-1 12 
to 98-110, was also accepted for rebate under incentive 
scheme from 1st April, 1972. Further to make cotton- 

seed oil acceptable by th,e vanaspati industry the import of 
Bleaching Earth was allowed. 

(ii) The minimum compulsory usngc of 10 per cent was pres- 
cribed from 1st April, 1972. which was raiscd to 15 per 
cent in December, 1972 and further raised to 30 per cent 
from January, 1975. 

(iii) There was no justification for allowing special differential 
for cottonseed nil ( 1.5 to 2.7 per cent) as thc f.f.n. content 
of this oil is low and besides, additional processing margin 
was being provided over and above thc processing margin 
allowed in the case of other oils. 

( i v )  For the first 10 per cent of compulsory usage which was 
raised to 15 per cent from 1 st December, 1972, an allow- 
ance of Rs. 40 per tonne was already being provided in 
the price structure. As excise rebatc for higher levels of 
usage was being given under the incentive scheme, no ad- 
ditional processing margin was considered necessary at the 
higher levels. 

(v) A Working Group was set up in 1972 to suggest ways for 
greater utilisation of cottonseed oil in the manufacture of 
vanaspati. On its suggestion a minimum compulsory usage 
of 10  per cent was prescribed from 1 st April, 1972. I t  
was later raised to 15 per cent from December, 1972, and 
still further raised to 30 per cent from January, 1375." 

Remons jnr incorrect grant of rebate 

7.20. The names of the 11 units in respect of which the incorrect grant- 
of rebate has been pointed out in the Audit Paragraph in four collectorates 
of Punjab, M.P., Rajasthan and Gujarat are as follows: 

(1) M Is. Madhusudan Vegetable Products Co. Ltd.,. Rakhial. 

Madhyu Pradesh 
(2) M/s. Malwa Vanaspati & Chemical Co., Ltd:, Indore. 



(3) MIS. Mansingka Oil Mills Pvt. Ltd., Khandwa, Jaipur (Rajasthan). 
(4) MIS. Premier Vegetable Products, Jhotware, Jaipur. 

(5) M/s. R. C. S. Vanaspati Industries 'Ltd., Jaipur. 

(6) MIS. Rajasthan Vanaspati Products, Bilwara Chandigarh (Punjab) 

(7)  M/s. Nav Bharat Vanaspati & Allied Industry, Doraha. 

(8)  M/s. Kishan Chand and Co., Oil Industries Ltd., Ludhiana. 
(9)  M/s. Oswal Vanaspati and Allied lndustries (Sherpur). 

(10) M/s. Markfed Vanaspati & Allied Industries, Khanna. 

(1 1 ) Shri Gopal Vegetable Products, Yamuna Nagar. 

7.21. The Committee enquired the reasons for incorrect grant of rebate 
of Rs. 1,44,986 on the stock of vegetable products lying with the manufac- 
turers on 31st March, 72 but cleared on or after 1st April, 1972 in respect 
of eleven factories in four central excise'collectorates. The Chairman, 

$,Central Board of Excise and Customs stated: 

"I do not think it could be said that the Government's intention was 
that all types of cases of a transitional nature which are already 
lying in the factory should fall into a category so that they will 
receive no benefit at all and there will be a break in the scheme. 
If the Audit's intention were to be logically followed, that is 
the result which will flow. 1 do not think that was the in- 
tention at  all. In fact, some of the products which were al- 
ready in the factory would be hit. Anything which contained 
cotton seed oil to the extent of 7 to 10 per cent will not get 
it. To that extent they suffer. But to say that anything which 
contains more than 10 per cent also should not get it means 
that by issue of a notification you are bringing about a situa- 
tion whereby you are denying a certain advantage to certain 
parts of manufacture ready for clearance." 

7.22. The witness further added:- 

"The notification of 1 April, 1972 says: 

The Central Government herey exempts vegetable products falling 
under item No. 13 of the First Schedule to the Central Ex- 

cise and Salt Act, 1944 in the manufacture of which indi- 
-genous cottonseed oil is used. You must stop here. Then 



it says: and cleared. All these words are merely to qualify 
what will be the nature of the vegetable oil that is cleared 
from 1 April, 1972. To say that old scheme will apply is 
not correct because this only refers to the product which 

has been cleared. After 1 April, 1972, there is no question 
of the ear1ie.r notification beilng current at all. If by some 
process you want to continue the old notification, you will 
have in any case to give rebate under the new notification." 

7.23. The Committee referred to the following part of the Audit para 
'This paragraph was sent to the Ministry in October, 1974. Reply is still 
awaited (March 1975)', and asked the representative of the Ministry of 
Finance to explain the position, particularly with regard to the incorrect 
grant of rebate of Rs. 1,44,986. The representative of the Ministry of 
Finance confirmed that the reply had since been furnished to Audit which 
was endorsed by the Director (Receipt Audit), Office of the C. & A.G. 
Quoting from this reply in support of their contention that the rebate was 
corrcctly paid, the representative of the Ministry of Fjnance stated:- 

"We have made it clear in the reply that the Collectorates have 
reported that the conditions of the notification were found to 
be satisfied and hence the rebate was granted. Jt means in 
every case where the rebate was given, it has been verified that 
more than 10 per cent cottonseed oil was used, even though 
the production may have taken place in the earlier period. 
Only that part was given rebate which fully conformed to the 
condition of notification-which notification was effective from 
1st April. Only that quantity where the cottonseed oil used 
was more than 10 per cent was given the benefit of rebate. 
It  may well be because of the statutory conditions there might 
have been production with less than 10 per cent but that did 
not get the rebate. This has been made clear in our reply. 
We have made the position quite clear." 

7.24. Further elaborating the point about the payment of rebate on the 
stock of vegetable products lying with the manufacturers on the 31 March, 
1972 but cleared after 1 April, 1972, the representative of the Department 
of Food stated:- 

"Regarding cottonseed oil, production before 1st April, 1972 was 
to  have contained anything from 7 per cent onwards. After 
April 1972 minimum became 1 0  per cent and it does not take 
away from total quantity of that vanaspati any concession. I£ 
percentage of oil is above 10 per cent in that consignment they 



are entitled to rebate of duty according to the Finance Noti- 
fication issued from 1st April, 1972." 

Rebate paid to top manufacturers 
7.25. The Committee learn from Audit that the scheme for rebate had 

substantially benefited the bigger manufacturers as they had even earlier 
switched over to cottonseed oil in sufficient quantities. In the case of 
two leading manufacturers in Bombay, they were using cottonseed oil to  
the extent of 3 5 4 1  per cent in the years 1969-70 and 1970-71. 

7.26. The Committee desired to know the rebate paid during the last 
5 years under the scheme to the top manufacturers of vanaspati and the 
amount of foreign exchange involved in the rebate. The Ministry of Fin- 
ance (Department of Revenue and Banking) furnished the foilowing stare- 
ment in this behalf:- 

Namr of manufacturer Rebatc paicl Amount of Rrmarks 
d u r i q  the Foreign 
yeat+ 197 1-75 Exchaner 

involved ----- ----- - - - 
R 5 .  

I .  Hindustan L,evrr, Bombay . 4:,28,708* 08 Nil 

Hindustan Lrver, Ghaziabad . 2 4 2  I .I&. 85 

Hindustan Lever, riruchy ~ . Xil 

Hintlustan Lever, Shyamnagar Kil 

2. Delhi C~,.ltll and (; .n 3ral Mills, 43.  r 3.615. 92  Nil 
Delhi. 

3. Kusrim Protlucts, Hooghlv . 1 I 6 . 0 . o  Nil Rebate on cottonseed 
oil durinq Jan. 71 to 
Mrch, 71 is not available. 
An amount of Rs. 
2,17,496 from March , 
1975 to Dec., 75 for 
rebate on cottonseed 
oil and rice bran oil 
claimed has not been 
sancticned so far by 
the Divisional Officer. 

4. Modi Vanaspati, Modinagar . +1,40,377~5~ Do. 

5. Ganesh Flour Mills, Kanpur . 12,53.711. oo Do. 

Ganesh Flour Mills, Delhi . I n,or ,302. 30 Do. 

6. Amrit Vanarpati, Ghaziabad . 31,88,732 64 Do. 

Amrit Vanaspati, Rajpura . 31,35.202' 65 Do. 

7. M.P. Udyog, Kanpur . . 7,98,318. oo Do. 

8. Jain Sudh Vanaspati. Ghazia- rq,oz.nzy 23 DO. 
bad. 



Name of manufactura Rebate paid Amount of Remarks 
during the Foreign 

ye- 1971-75 Exchange 
involved 

Rs. 
9. Prag Vanarpati, Aligarh . 8,83,399. 23 Do. Claim for reabati of 

Rs. 1o~g1o.08 ia pen-, 
ding drsposal for the 
perrod from I?$-Iy75 ,to 
31-12-1975. 

lo. 'Tata Oil Mills, Bombay . . 1,22,742' 24 Do.4 

'I'ata Oil ~ i l l s ,  Totapuranr . Nil Do.3 

Tata Oil Mills, Madras . . Nil Uo. . 

Rebate on Imported Oil 

7.27. Referring to the modification of thc scheme in 1967 confining 
its eligibility only to usc of indigenous cottonseed oil, the Committee desir- 
ed to know ( a )  the occaion for this modification, (b) whether cottonsced 
oil was impnrtzd and allotted to the industry, (c)  the price diikrential bet- 
ween imported cottonsced oil and indigenous oil and (d )  whether the im- 
pcrted cotton seed oil made a differential in processing cost. In a note, the 
Ministry ol Agriculture and Irrigation stated as follows:- 

" (a)  Since the purpose of the ~nccntivc scheme was ultimately to 
dcvdlop indigenous cottonseed crushing the rebate scheme was 
cocfined only to vegetable product manufactured from indigen- 
ous cottonseed oil from July, 1967. 

(b)  A quantity of 8947 tons of cottonseed oil imported only some 
in 1965-66 under PL-480 programme from the U.S.A. was 
allotted to vanaspati industry for incorporation in the manufac- 

ture of vanaspati. 

Cottonseed oil, imported by Vanaspati Manufacturers' Associa- 
tion in 1965-66 under PL-480 Programme, was distributed by 
the Vanaspati Manufacturers* Association to the vanaspati fac- 
tories at Rs. 1760 per tonne. As against this the prices of 
the indigenous cottonseed oil were of the order of Rs. 2,175 to 
Rs. 3,500 at that time. 

(d)  At the time cottonseed oil w35 imported and used there was 
no statutory control on the prices of vanaspati. It may, how- 
ever, be mentioned that the co,mposition of indigenous and 
imported cottonseed oil was almost the same and hence there 

1993 LS-9. 



would not have been any appreciable difference in the process- 
ing coot." ', 

7.28. The Committee further enquired about the basis of allotment of 
imported oil to the industry and whether the allotment had gone in favour 
of bigger units as compared to small units. In a note, the Ministry of 
Agriculture and Irrigation stated as foIlows:- 

"The incorporation of imported oil in the manufacture of vanaspati, 
at levels varying from time to time, was intended to maintain 
the prices of vanaspati unchanged over prolonged periods des- 
pite fluctuations in indigenous raw oil prices. For this pur- 
pose the percentage of incorporation of imported oil was work- 
ed out and the requisite quantity was allotted to the vanaspati 
industry on a fortnightly basis, based on the production of 
vanaspati during the penultimate fortnight. 

However, this system of allotment of imported oils was discontinued 
w.e.f. June, 1974 due to lack of availability. At present the 

imported oil is being sold by the State Trading Corporation on 
a commercial basis. ; 

As mentioned above, the allotment was made on the basis of produc- 
tion achieved in the preceding fortnight regardless of the capa- 
city of the individual units." 

7.29. The Committee note that ever since the Industry (Development 
and Regulnthp) Act 1951, came into force iu~  May, 1952, till 1968, the 
capacity of the Vanaspati Industry already available was in excess of the 
demand for vanaspati. However, witb the passage of time, the overall 
installed capacity in the industry bad become marginally higher than the 
assemed requirements by 1968, and for effecting suitable increase in the 
capcity of tbe vanaspati industry, the industry was brought within the 
purview of &-licensing in September, 1968. At the time of delicensing, 
there were 52 vanaspati units in the country. The industry was again 
relicensed in February 1970, when it was found that 49 additional units 
were proposed to be set up by promoters. Out of these 49, 31 units 
with a production capacity of 3.65 lakh tonnes have been set up so far. 

7.30. Between 1964-65 and 1968-69, the requirements of permitted 
oih for the vanaspati mdushy varied from 24.3 per cent to 41.3 of in- 
digenom production. There had  bee^ occasional shortages of raw 
vegetable oil6 in the manufacture of vanaspati due to the consumption of 
a major portlon d vegetable oils in raw form in the country. Substan- 
tial imports of soyabean oil bave been effected since 1965. The prodnc- 
tion and n t ih t ion  d cotton seed oil was n1.w beha -ouraged, 



7.31. 'Ihe Committee b d  that despite these efforts, tbe prodoctien of 
v- hOB fallen short of the actual demand. The actual demand for 
vsuspsti in the country was about 5.5 l ab  t o ~ e s  in 1974 whereas the 
produdon was only 3.54 lakh WDIW. On the other hand the Commit- 
h e  obsc~s that the licensed capacity was still higher viz. 17.5 lakhs 
tomes. 'Ihh excess licellsed capacity may well be responsible for higher 
Cost of pwessing, a demand for imports of edible oils and even pressing 
bar c0llcesfhm in excise duty. The Committee feel that Government 
gboUld not have delicensed the Vanaspati industry between September, 
1968 and February, 1970 when the capacity was already in excsss of the 
req*menN if new units were required to be set up in areas w k r e  the 
*IIIIM;d outdripped production, and the installation was justified on 
economic grounds, applications could be invited by issuing public notice 
ek.  A lesson should be l e m t  from this costly lapse. 

7.32. The Committee note that for the purpose of maximising the use 
of non-traditional oils, the excise incentive lever was used by the Gov- 
ernment from 1960 onwards to encourage the use of cotton seed ON in 
the manufacture of vanaspati. The ariginal scheme of 1960 was revised 
with effect from 1 March 1962, under which the manufacturers were 
entitled to the rebate of Central Excise duty in respect of hydrogenated 
oil at the level of above 7 per cent. The scope of this rebate scheme 
was restricted to indigenous cotton seed oil from 22 July, 1967. 

7.33. The Tariff Commission which enquired into the cost structure 
of and fair price payable to the Vanaspati lndwtrg in their R e p r t  sub- 
mitted o,n 2 March, 1971 had inter alia recommended 'The time has now 
come for raising the minimum qualifying level of incorporation of cotton 
seed oil into Vanaspati from the present figure of 7 per cent to something 
akin to double that figure, namely, 15 per cent so as to enable it to earn 
the Excise duty rebate'. 

7.34. According to the 'Vegetable Oil Products (Standard of Quality) 
Order' issued on 19 February, 1972 compulsory usage of cotton seed oil, 
at a minimum of 10 per cent, was prescribed to take effect from 1 April, 
1972. Om subsequent reviews, the level of minimum usage was progres- 
sively increased to, 15 per cent with effect from 1 December, 1972 and 
to 30 per cent from 1 January, 1975. 

7.35. The actual percentage of cotton seed oil used in the mannfac- 
tnre of vanaspati was of the order of 8 per cent in 1963, 10.8 per cent 
in 1964, 9.4 per cent in 1965, 15.9 per cent in 1966, 16.5 per cent in 
1967, 14.9 per cent in 1968, 18.3 per cent in 1969, 17.8 per cent in 
1978 and 12.8 per cent in 1971. It will thus be seen that the percelage 



of cotton seed oil used by the Industry in the n~anuhcture of vanaspati 
was in excess d the miuimum limit of 7 per cent when it was so Iixed in 
1962 for the pypose ot eatning rebate, It also indicates that #ere was< 
a case for review of the rebate scheme with a view to increasing the 
minimum percentage between the period 1962 to 1972. It is regrettable 
that tbe M b h y  BZd not take action to increme the minimum Ihnit 
dming this period. 

7.36. It was only in April, 1972 that the rebate scheme was reviewed 
allowing the rebate OJI slab basis for the use of cotton seed oil in excws 
of 10 per cent. This review was undertaken consequent on the issue of 
Vegetable Oil (Standard of Quality) Order by tbe Directorate of Sugar 
and Vanaspati on 19 February, 1972 fixing the compulsory limit for the 
use of cotton seed ojl at 10 per cent. As already indicated above, the 
industry was actually using coatton seed oil in excess of 10 per cent 
before 1972. The Tariff Comdssion had a h  recommended thc fixation 
of the minimum limit of the use of cotton seed oil at 15 per cent. The 
Committee feel that there was no justification for keeping the minimum 
limit of tbe use of cotton seed oil at 10 per cent in the Order issued by 
the Vanaspati and Sugar Directorate on 19 Febnlnry, 1972 and for fixing 
the same minimum percentage for the purpcwe of rebate of excise duly 
in April, 1972. 

7.37. The Secretary, Ministry of Finance stated during evidence that 
the limit of 10 per cent was prescribed under Excise Rebate Scheme lo 
synchronize with an Order issued undnr the Essential Commodities Acf 
which had said that the vegetable oil products would bc prepared by 
hydrogenation of not less than 10 per cent of cotton seed oil. The re- 
presentative of the Ministry of Food seemed fo give an impression that 
there was a link between the actual use and the percentage prcscrihgd 
because the excess quantit" actually used might be the result of incentive 
given at that time. Tbe Committee are not convinced with these a r y .  
ments and feel that rebate was n ~ t  granted on rational basis. Even the 
Ministry of Civil Supplies and Cooperation have themselves informed 
the Committee on 8 June, 1977 that the increased percentage usage of 
cottdnseed oil in the manufacture of vanaspati after 1971 was attributed 
to the constant upward trend in the production and availability of cotton- 
seed oil from 1971 onwards. Similarly the fall in the percentage usage 
of cottonseed oil in the year 1971 was due to rr decline in indigenous 
proddction of cottonseed oil. 

7.38. It is also disturbing that although the final Report of the Tariff 
Commission was received by the Government on 2 Marcb, 1971, the 
Order fixing the minimum limit for the use of cotton seed oil was issued 



.by tbe Sugar snd Vanespati Directorate after more than a year is April, 
1972. Tbe Committee consider that here was unconscionable delay in 
taking '8ctiolr on the Report of the TsriBC Commlusion. 

7.39. Tbe Committee mote that during 1971-75, Governmest have 
granted rebate to tbe tune of about Rs. 285,05,538/- to only 10 top 
man- of Vanaspati. The Committee also learnt from Audit that 
in Bombay 2 kgding manufacturers were using cotton seed oil to the 
extent of 35.41 per cent in the years 1969-70 and 1970-71. It woold 
tbus appear that tbe scheme gave rmintended benefit to the big mana- 
fachuers. The Committee woatd like Government to closely scmtinise 
tbe p e r f o m ~ c e  of the rebate scheme from this angle so that unintended 
benefits are cot conferred on tbe vanaspti manufacturers. 



LOSS OF REVENUE 

Audit Paragraph 

8.1. Rayon and synthetic fibres and yarn are assessable to excise duty 
under trViff item 18. The Central Board of Excise and Customs issued 
instructions on 11th July, 1972 stating that strips of synthetic material 
such as metalised polyester, high density polyethelene not exceeding 
5 mm. in width including fabrics woven from such strips would fall 
within the purview of central excise. Accordingly such strips were 
excisable under item 22 of the tariff. By issue of a notification dated 
10th July, 1972 the high density polythelene tapes falling under tariff 
item 18 were exempted from duty, if used in the manufacture of art silk 
fabrics. Similarly by another notification of the same date high density 
polythelene woven fabrics intended for making sacks were exempted from 
central excise duty. 

8.2. Prior to the issue of these notifications no duty was levied on 
such strips or woven synthetic fabrics. The manufacturers were alsot 
not licensed for the 'purpose. The loss of revenue on account of nan- 
levy of duty in these cases was Rs. 8.81 lakhs for the period 1st February, 
1971 to 10th July, 1972. The Ministry have, while admitting the facts, 
reported that the demands in thek  cases were withdrawn in accmdance 
with Ministry's instructions issued on 23rd February, 1973. 

[Paragraph 55 of the Report of the Comptroller and Auditor Genera1 
of India for the year 1973-74, Union Government (Civil), Revenue 
Receipts-Valume I, Indirect Taxes] 

8.3. The Committee learnt from Audit that the facts of the case are 
as follows: 

'The practice followed in various Collectorates about the aksess- 
ment of polyster strips as well as waven fzbrics out of those 
strips not exceeding 5 mm. etc. prior to the date of issue of 
exemption Notifications, was reviewed and as a result thereof 
it was observed that in four collectorates viz. Bombay 
Nagpur, Baroda, Ahmedabad and Hyderabad, the polyster 
strips classifiable as yarn under tariff item 18 were cleared 
free of duty duling the period 1-2-1971 to 10-7-72. The 
manufacturers were also not licensed for the purpose. Simi- 
larly in the case of MIS. International Packing Co. Proddatur, 



in the Hyderabad Collectorate which was engaged in the pro- 
duction of polyster Woven fabrics classifiable under T.I. 22, 
it was noticed that such fabrics were also cleared without 
payment of Central Excise duty. Thus the tatal loss of re- 
venue on account of non-levy of duty in these cases was 
Rs. 8.81 lakhs for the period 1-2-1971 to 10-7-1972. 

Further loss of revenue amounting to Rs. 76.12 lakhs a this 
account was reported from the Collector of Central Excise, 
Bangalore with effect from 1-1-1970 to 10-7-1.972. 

The Ministry while admitting the facts as given in the para, stated 
in their letter Na. F.232/120/74-CX7 dated 1st March, 1975 
that demands in the instant case, were, withdrawn in accord- 
ance with the Ministry's instructions in letter No. 54114172- 
CX2 dated 23-2-1973 issued with the approval of the 
Finance Minister." 

8.4. The Committee desired to know the gist of the notifications of 
10-7-1972 granting exem'pkian from excisc duty. In a note, the Depart- 
ment of Revenue and Insurance intimated: 

"The Notification No. 165172-CE dated 187-72 seeks to exempt 
high density polyethelene woven fabric intended for making 
sacks from the duty leviable theron under T.I. 22(3) for a 
specified perid. While Notification No. 164172 dated 10-7-72 
exempted high density polyethelene tapes falling under T.I. 
18 from the whole of duty leviable thercon if used in the 
manufacture of art silk fabrics known as high density polye- 
thelene woven fabrics intended for making sacks wrthii the 
factory of production or in another factory p ~ i d e d  t3e 
procedure set out in Chapter X of the Central Excise Rules, 
1944 is followed." 

Cdnriderations for granting exemption 

8.5. The Committee desired to know the considerations for issuing 
these notifications. The rep'resentative of the Department of Revenue 
and Insurance stated during evidence: 

"7bere are twa notifications issued in ~ u l y ,  1972. The fist noti- 
fication exempts high density polyethelene tapes commonly 
known as  'HDPT falling under item No. 18 of the Fi 
Schedule of the Ceatrai Excise Act from the whole of the 
duty of excise leviable therean if used in the manufacture d 
artificial silk tabtics: 

(a) wfth4 tk t a q  d production or 



(b) in another factory provided the procedure set out in 
Chapter X of the Central Excise Rules 1944 is followed. 

The other Notification exempts high density polythelene tapes 
falling under item 22 of the First Schedule of the Central 
Excises Act 1944 and intended for making sack, from the 
whole of the duty leviable thereon. 

The main consideration was this. The so called fabric is woven 
out of what is known as high density polyethelene tape. Such 
fabric is not in any way comparable with the kind of art silk 
fabrics which are cornmanly ih use as other wearable or non- 
wearable fabrics. This is a product which is essentially a 
packing material and a substitute for what is commonly known 
as 'gunny' or 'jute bags* in their end-use and, therefore, we 
have granted this exemption essentially in order to make its 
end-price competitive with the comespanding jute bags or jute 
products. Unlike in the case of jute, the basic raw materials 
for making high density polycthelene tapes and wovcn fabrics 
are expensive and also carry a very high excise duty as syn- 
thetic resins. The high density polyethelene in the form of 
granules in subjected to a duty originally at the rates of f.0.b. 
and currently at the rate of 567,. 

8.6. The representative further stated: 

"The whole issue came up for consideration when one of the 
collectors of central excise, namely, of Hyderabad, had occa- 
sion to examine the liability for ~ y m e n t  of excise duty on 
high density polyethelene woven fabrics. The issue before 
him was firstly whether these were to be classified as art silk 
fabrics and secondly whether the duty liability -was attracted 
in his collectorate or when the fabric went out to mother 
wlleotorate, namely, Madras collectorate where it was being 
subjected to processing by coating this h.d.p. waven fabrics 
with low density polyethelene. This doubt was entertained 
by him because unprocessed art silk fabrics are exempted. 
Therefore, if the woven fabrics were unprocessed, they did 
not attract duty at the fabric stage. Where, however, they 
were subjected to pracessing like coating of low density polye- 
thelene to  make these fabrics moistme-proof and also to suit 
the& end-use for particular purposes, they would attract the 
appropriate excise duty on the f8bric. 

In that context, we had occasion talexasnine not only the question 
as to whether such a fabric ,would, be. regarded as art silk 
fabric b;t ah0 & to whethi he kd.p. tape hsed fedfor making 



the fabric is art sills yarn. In other words, two issues had 
to be considered at the level d the Board: (1) whether the 
tape is art silk yam and (2) whether the waven fabric is art 
silk fabric, if so, at what stage the duty liability is attracted. 

.After consulting technical experts and technical literature on the 
sulbject, we came to the conclusion that in so far as the fabric 
is concerned, it should be treated as art silk fabric and the duty 
is attracted when the fabric is subjected to any processing. 
Therefore, the duty in the particular case referred to by the 
Collector of Central Excise, Hyderabad, was attracted only 
when the fabric was treated with low density ployethelene to 
make it moisture-proof. 

Naturally, as soon as this tarB advice was issued, there was tl 

representation from the units manufacturing such fabric. In 
the meantime, we were also examining whether the tape itself 
was liable to duty as a n  silk yam. There alsa, we came to 
the conclusion that so long as the width of the tape was less 
than 5 mm, it had to be c l a s s~ed  as art silk yarn. 

'The cumulative burden of the two stage duties, one at the yam 
stage, and the second at the fabric stage, would have becn 
quite substantial. Apart from this. the basic raw material, 
namely, h.d.p. granules which is a material manufactured in the 
organised sector, and that too as of today only by one unit was 
also subjected to a high excise duty."' 

8.7. In a note subsequently furnished to the Committee the De'part- 
ment of Revenue and Insurance elaborated: 

"The exemption was granted mainly because af the consideration 
that apart from facing competition from jute industry, the 
industry was in nascent stage and entirely in small scale sec- 
tor run by engineer entrepreneurs." 

8.8. The Committee desired to know whether at the time of giving 
the exemption, the Ministry of Finance had verified whether the units 
~ ~ o d u c i n g  synthetic sacks were really genuine small scale units when t!ey 
came into existence. The sepresentative of the Department of Revenue & 
Insurance stated : 

"Before we took this decision, we consulted the Development 
Commjssioner of small scale industries, the Ministry of Petros 
leum and Chemicals, the Directorate General of Ecanomic 
Aifairs. And, it was verified and it was found that by and 
large, they *ere the mveiting .units were in the shaU sector. 
We have to distn@sh between the high density po\yekhAene 



resin, that if, the granule and the converted products. These 
are converted products for packing Wrposes. First, it is 
canverted into high density polyethelene tapes and then it is 
wwea and converted again into sacks. All this is in the 
small scale sector predominantly. As far as we have been 
able to find out, one of the units may be connected with the 
big houses. But, how they were licensed are all matters on 
which, I think, the Ministry af Industrial Development would 
be in a position to clarify. But the predominance of this 
industry is in the small scale sector has been confirmed by 
the Development Commissioner Small Scale Sectors." 

8.9. The Committee desired to knaw the profit margin ol' the industry 
in general. In a note the Department of Revenue and Insurance stated: 

",Barring a few units which have been reported to be making profit 
ranging from 0.27" to 10.3%) other units are reported to be 
eilther running in loss a r  earning no profit." 

8.10. The Committee enquired what was the objective of giving en- 
couragement to this industry which required granting of exemption from 
excise duty. The Ministry of Finance in reply stated: 

"The object of encouraging the industry is three fa1d:- 

(i) to enable the industry which is localised to the small 
scale sector run by engineer entrepreneurs with indigen- 
ous machinery to be economically viable; 

(ii) to replace bitumanised polyethelene lined jute bags ta 
some extent so that they could meet the dcmand of the 
sector where jute bagging is found slightly deficient and 
also with a view that even if the growth of thih industry 
affects demand for jute, some area under jute crops 

might be diverted for production of food and other cash 
crops such as cotton which was being imparted to some 
extent; and 

(iii) to replace steel drums and metal oontainers used for 
packing chemicals to some extent and thus save some 
foreign exchange oh the i,mported metal sheets used in 
the manufacture thereof." 

8.11. The Coanmittee desired to know how tar this industry was cam- 
petitive to jute mills. In a note, the Department of Revenue and Insurance 
stated: 

''The impact of the encouragement to HDYE bagging indatry on 
. the jute in&- would be marginal inasmuch as most of 



their uses are complementary. The synthetic bagging meets 
the demand of the sector where jute bagging is faund slightly 
deficient like in packing of fertilisers, chemicals etc." 

8.12. The Committee enquired about the organisations/authorities 
consulted while granting exemption in July 1972 together with thdr views 
particularly with regard to the effect on jute demands. In a nate, the 
Department of Revenue and Insurance stated: 

"The following organisations/authorities were consulted:- 

( 1 ) Ministry of Commerce. 
(2) Development Commissianer (Small Scale Industries). 
(3) Ministry of Petroleum and Chenicals. 
(4) Department of Economic Affairs. 
(5) D.G.T.D. 

The Ministry of Foreign Trude (Now Commerce) werc of the 
view that the impact af the, synthetic bagging on Jute industry 
would be marginal. The synthetic bags would meet the 
demand of the sector where jute bagging is found slightly 
deficient like fertiliser industry. 

The Development Commissioner ( S S I )  favoured the grant of exemp- 
tion on the ground that the praduct was newly introduced by 
the small scale manufacturers and it would not be able to 
stand high price. Besides, the manufacturers were using 
indigenous machines developed by a small scale engineering 
workshop, and the HDPE bags had a positive substitution 
value for metal drums and containers. 

The Ministry of Petroleum & Chemicals were of the view that 
HDPE woven fabrics are comparable to jute and hessian 
fabrics so far as end use was concerned and therefore they 
r6oommended complete exemption from duty on HDPE 
fabrics so as to reduce the disparity in duty incidence borne 
by the two produots. 

The Departn&ut of Ecommic Afiairs were of the view that the 
scope d substitution of metal containers by HDPE bags was 
marginal. 

The D.G.T.D. were of the view that HDPE woven sacks might 
not be used fully as replacement for jute and metal containers. 

. To some extent, it was further stated, tho HDPE woven 



sacks might be supplementing the indigenous availability of 
other packings." 

8.13. One of the arguments in the representation submitted by the 
amemed industry was that there was heavy incidence of excise duty on 
high density polyethelene woven sacks on account of the fact that it had 
to pay heavy excise duty on the raw materials. On the other hand the 
competitive jute product paid no excise duty on raw materials and on 
the hkhed product also the incidence of duty was less. 

8.14. The Committee desired to know therefore as to how the inci- 
.dence of duty on high density polyethelene sacks m p a r e d  with that on 
jute sacks and whether the exemption was subject to review. In a note, 
the Department of Revenue and Insurance have stated: 

"The duty incidence borne HDPE by sacks at raw material stage 
is greater than that borne by a comparable jute bag. The 
exemption was originally granted for a specific pexiod upto 
9th July, ,1974 and thereafter extended as a result of review. 
This exemption is due to expire on 9th October, 1976." 

8.15. In a note subsequently furnished by the Department of Revenue 
and Banking on 26th March, 1977, it has been stated: 

"The exemption from excise duty on High Density Palyethelene 
Woven Fabrics lapsed on 10th October, 1976. The matter 
was, however, examined in the context of the representations 
received from the trade and the exemption was decided to be 
restored for a period of one year. A copy of Notification 
No. 277/76-CE dated 16th November, 1966 issued in this 
regard is enclosed (Appendix XIII) ." 

8.16. The Committee pointed out that whether consistent with the 
interest of jute which was traditionally and even potentially the country's 
important commodity for foreign exchange earning, it was justifiable to 
encourage the synthetic production and enquired whether proper safeguard 
had been taken in this regard. The representative of the Department of 
Revenue and Insurance stated during evidence: 

"In so far as this concession is concerned in the first instance. 
we gave the concession for two years. Thereafter we gave 
it only for three months because the reactions of the Minis- 
tries w e e  not available. Then we extended it far one year. 
.It is goimg .to expije in October, 1976. If the Commerce 

. . Minism say that the effect of the concession is having. serious 
repercussions on the jute industry naturally we will take stock' - of the Wdofl." 



8.17. The Ministry of Finance further elucidated the position thrqugh- 
a note as follows: 

"The exemption has marginal effect on Ju'te demands in the sense 
that the synthetic bagging meets the demand of the sector 
where jute bagging is found 'slightly deficient, such as, in 
packing a6 fertilizers, chemicals etc." 

Withdrawal of demand for duty 

8.18. Tho amount of duty demanded on clearance of high density ' 

polyethelene yarn/fabrics during the period prior to  10th July, 1972 was 
Ks. 1,47,84,744,82. The Committee desired to knuw the underlying 
reasons for withdrawing thc demands made for the excise duty for the 
previous period. The representative of the Department of Rcvenuc and 
Insurance Stated during evidence: 

"Normally if we had the power to give rctrmpective effect to our 
notifications we would have done so bccause whatevcr policy 
consiclcrations weighed with us in giving exemption prospec- 
t~vely did np'ply in respect af the past also." 

8.19. In  a note, the Dcpnrtmcnt further elaborated: 
"The demand:, were withdrawn on the same ground which weigZlod 

with thc Government in the grant of exemption. Further the 
amount of dcniand was found to bc more than thc total assets 
a£ the manufacturcrb." 

8.20. The Commitee desired to know whethcr this was done by noti- 
fication or  by ah  executive ordcr. The represcntativc of the Department 
of Revenue and Insurance stated that this was done through an executive 
order. 

8.21. The Cammittee enquired the reasons for resorting to  executive 
order rather than a notification. Tho representative of the Department 
explained : 

"Sir, we had nadc  a very detailed study. First we camc to the 
decision that this particular high density polyethclcne bags as 
well as fabrics should on their own merit be given the benefit 
of exemption for variolus reasons. Now, following the issue 
of notification the question arose whether thcse demands 
issued for the earlier period should be enforced or they shauld 
be withdrawn. The industry had represented that there was 
no possibility of their being able to reimburse themselves 
from their customers, if the duties were to be demanded and 
the effect would b ccnmplete closure of most of the units." 



8.22. The Committee learnt from Audit that subsequently on repre- 
sentation, the duty exemption was extended on 11 December, 1972 to 
cover the yarn and fabrics used for ather purposes which include-making 
aprons, tarpaulins, bags, baggage bags, table cloth etc. Thus duty on the 
yarn and processed woven fabrics was legally leviable for the intervening 
period from 10  July, 1972 to 10  December, 1972, if they were used for 
purpa~es other than sacks. t 

8.23. As desired by the Committee, the Department of Revenue and 
Banking informed on 9 August, 1976 that except for the Hyderabad 
Cdkctorate who had reported that demand for Rs. 70,735 was issued 
for the period fram 10 July, 1972 to 1 0  December, 1972, the repons 
received from other Collectorates revealed that no duty was demanded 
for this period in their jurisdiction. 

8.24. However, in a note subsequently furnished by the Department 
.d Revenue and Banking on 26 March, 1977, it has been stated: 

". . . .the demand of Rs. 70,735 in respect of Hyderabad Collec- 
torate, was withdrawn by the Assistant Collector on 11-4- 
1974." 

8.25. In yet another note dated 13 July, 1977, the Department of 
Revenue and Banking have stated: 

"In regard to the reasons far not demanding duty by the Collec- 
torates for the period 10-7-72 to 10-12-1972, it may be stated 
that manufacture of High Density Polyethelene Yarn and 
fabrics were covered by exemption Notification Nos. 164/72 
and 165/72 dated 10-7-1 972. No duty was therefore levia- 
ble during the above period on the above products.'' 

Licenxing of High Den.dty Poljvth~lrne Yarn and Fabrics Industries for 
excise 

8.26. The Committee enquired whether all the units were licensed 
for Central Excise purposes and covered by an exemlp'tion on the: account. 
The Department of Revenue and Banking informed that but for Bhuba- 
m a r ,  Chandigarh and one unit in Madras, all the units in the ather 
Collectorates were licensed for cen,tral excise purposes and also covered 
by exemption notifications 164 and 165/72 dated 10 July, 1972. Bhuba- 
neswar had furhished 'Nil' report as there was no manufacture d the 
cummodity in question. In regard to Chandigarh Collectorate the units 
were not licensed but they were enjoying the concession. Accmding to 
the Collector "the uaits were not licensed prior to the issue of Notifica- 
tion Na. 164/72 dated 10 Jdy, 1972 as these had not come to the 
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notha d the Department till then. These were not licensed thereafter 
under the impression that the gods manufactured by them being fully 
ex- from duty, the units were not reqcired to be licensed. However, 
i t  wa felt that in the absence of any specific exemption Notification under 
Rule 174-A of the &central Excise Rules, 1944, the units should have 
beem brought under limuing control." 

8.27. Asked about the latest *position in this regard the Department 
of Revenue and Banking in a note furnished on 26 March, 1977, have 
stated : 

"..it has been reported by the Collectors concerned that the units 
have since been brought under licensing control." 

8.28. The Committee note that Tarii? item 18 of the Central Excise 
TarH covers Rayon and synthetic fibrea and yarn and item 22 of tbe 
Tariff covers Rayam or artificial silk fabrics. By virtue of an exemption 
notification, bowever, unprocessed rayon or nrtificiat silk fabrics are 
totally exempted from duty. According to the instructions issued by the 
Central Board of Excise and Custom on 11 July, 1972, strips of synthe- 
tic material such as metalised polyester, high density polyethelene not 
.exceeding 5 m.m. in width including fabrics woven from such strips would 
fail within the purview of the central excise and as such these strips were 
excisable under item 22 of the tariff. On 10 July, 1972, Government 
issued two notifications exempting the HDPE yarn and fabrics if these 
were intended for making sacks. Prior to the date of issue of the exemp- 
tion Notifications excise duty was leviable on such strips yarn and woven 
fabrics in the normal course. 

8.29. The Committee find that the main considwations for issuing 
exemptim notifications on 10 July, 1972 exempting from excise duty high 
density polyetbelene tapes used for art silk fabrics and high density polye- 
thelene woven fabrics used for making sacks were that the so called fabric 
is woven out of high density polyethelene tape and is not in anv way 
comparable to tbe art silk fabrics commonly h use as wearable or non- 
wearabk fabrics. Such fabric is essentially a pncking material and a 
substitute for what is commonly known as gunny or jute bags in their 
end used. The exemptlion had been granted to make itc; end price cnm- 
petitive with the corresponding jute bags or jute prodacts. Further the 
inhstry was in the nascent stage and in the small sector run bv enpineer 
emtreprene~vs . The Committee, however, understood dur iq  evidence that 
at least one mit was connected with big industrial houses The Com- 
mittee observe that this aspect should have been pone into More granting 
-the exemption. -..- -. -vwrf,y 



8.30. The Committee are not satis6ed with the withdrawal of demands 
of datg crmo~l~ting to Re. 1.48 mores on tbe clearonco of high dendty 
Pdyeteelene yana/fabrics for tbe period preceding the issue of notifieatid 
e~eplptfno payment of excise duty on high density polyethelene tapes, K 
used for manufacture of art silk fabrtcs and high density polyethelene 
woven fabrics, if intended for making each, throagh an exemptian order. 
In heir earlier Reports, the Committee bave been emphasizing from time 
to time that the power given to the executive to modify the effect of the 
statutory tariff should be regulated by weUdefined criteria. This was last 
reiterated by the Committee in Paragraph 15.15 of their 177th Report 
(5th Lok Sabha) (1975-76). The Committee have been informed by the 
Ministry 08 Finaurce in the Action Taken Note, that if war not possible 
to accept the recommendation. The Committee are slill of the view that 
it shodd be possible to lay down well-defined criteria to regulate the grant 
of exemptioast The Committee accordingly desire that this should be 
once again re-examined in detail by Government and specific guidelines 
prescribed in this regard. 

8.31. The duty exemption was subsequently extalclea on 11 December, 
1972 to cover ymn/fabrics used for certain purposes otllea than making 
sacks which included making aprons, tarpaulins, bags, baggage bags, Cable 
cloth etc hlthonb the duty on yam and processed woven fabrics uscd 
for these purposes was legdly leviable for the intervening period from 
10 Joly 1972 to 10 December 1972, the Committee me perturbed to note 
lhat except the Hyderabad Collectorate where the demand for Rs. 70,735 
was issued for the period in question, the reports received from other 
Collectorates revealed lhat no duty was demanded fo,r this period i,n their 
jurisdiction. Even the demand for Rs. 70,735 issued by the Hyderbad 
Collectorate was subsequently withdrawn by the Assistant Collector. The 
Committee fail to appreciate the contention of the Department that no duty 
was leviable &ring the period 10  July 1972 to 10 December 1972, as the 
manufactare of High Density Polyethelene Yam fabrics were covered by 
exemption Notification Nos. 164/72 and 165172 dated 10 July 1972. 
It may be stated that Notification No. 164172 dated 18 July 1972 ex- 
empted high density polyethelene tapes if used in the manufacture of art 
silk fabrics intended for making sacks. Similarly, Notification No. 165/72 
dated 10 July 1972 sought to exempt high density polyethelcne wovm 
fabrics intended for making sacks. Further this duty exemption was 
extended on 11 December 1972 to cover the yarn and fabrics used for 
other purposes which included making aprons, tarpaulins, hags, baggage 
hags, table cloth etc., which implies that the yarn and fabrics used for 
these porposes during the period 10 Joly 1972 to 10 December 1972 were- 
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IeviPble for cbrty. The CornmiCtee would seek specific clPricabiaa on 
this point together wltb the justification for not demanding the relevant 
doty aod subsequently withdrawing the demand for Rs. 70,735 in respect 
of Hyderabad Collectorate. 

832. The Committee note that the exemption which was originally 
given for two, years has been subsequently extended upto October 1976. 
Though the exemption from excise duty on High Density Yolyethelene 
Woven Fabrics lapsed on 10 October .1976, yet it h : ~  been restored with 
effect from 16 November 1976 for a period of one year upto 15 Novem- 
ber 1977 on reconsideration of the matter in the context of representatim 
from the trade. It was also urged before the Committee that the impact 
of synthetic bagging on the jute industry was only marginal inasmuch as 
the synthetic bags would meet the demand of the sector where jute bag- 
gipg was found slightly deficient like fertiliser and chemical industries. 
The Committee would tike to observe that synthetic b a n g  industry have 
lrlready enjoyed the exemption from excise duty for about four years and 
canaot be said to be in nascent stage any more. Besides the crisis: of 
demand for jute goods and sacking underlines the need for ensuring that 
subtitUte materials which would depress the demand further should not 
be encouraged, least of all by providing exemptions from excise duty etc. 

8.33. The Committee note that the writs in Chandigarh Collectorate 
and a unit in the Madm Collectorate were mot licensed for Central Excise 
purposes. The Committee are concerned to find that the units In 
Cbandigarh Collectorate were not licensed as these had not come to the 
notice of the Department till then. These were mot licensed thereafter 
nnder the impression tbat the goods manufactured by them Wig fuIJy 
exempt from duty, the units were not required to be licensed. The Com- 
mittee have, however, subsequently been informed by the Department d 
Revenne and Banking on 26 March 1977 tbat these units have since been 
brought under licensing control. The Committee need hardly empbasise 
the need for surveillance bg the CoIIectorates to bring all such units under 
licensing not without delay and take comclusive action against erring units 
so as to act a deterrent fo others. 



Audit Paragraph 

Revenue loss in assess-t of yam all sorts 

9.1. By the Finance Act, 1972, items ia Central Excise Tad? relating 
to textile yam were redefined and a new item, "18E yarn, ail sorts, not 
elsewherei specified," was introduced with effect from 17th March, 1972 to 
cover all blended yarn containing less than 90 per cent by weight of any 
single fibre. This new tariff item carried a tariff rate of duty of Rs. 50 per 
kilogram. 1Effective rates of duty payable were lixed by notifications and these 
varied depending on the fibre contents and the count of yarn. The com- 
pounded lew procedure for payment of duty (applicable to cotton yarn 
falling under item 18-A of the tariff, when such yarn is used in a composite 
mill for weaving) was extended to yarn classifiable under this new tariff item 
by issue of a notification dated 17th March, 1972 and this procedure was 
confined to yam containing partly cotton (more than 40 per cent by weight) 
and partly any other fibre or fibres, the wool and silk contents being less 
than 40 per cent by weight of such yarn (where such yarn contained wool or 
silk). The rat& of compounded duty so fixed were the same as those fixed 
for cotton yarn containing not less than 90 per cent by weight of cotton, 
though yarn falling under the item 18-E was costlier than cotton yarn. 
Besides, such yam removed for weaving outside attracted higher rates of 
duty. This anamolous position was reviewed on receipt of representatioas 
from the trade By an amending notification issued on 24th July, 1972. 
the benefit of paying duty at compounded rates on yarn used in the manu- 
facture of fabrics in composite units was restricted to yarn containing two 
or more of (a) synthetic staple fibre of cellulosic origin, (b) juta including 
Birnlipatam jute or mesta fibre and (c) cotton, wherein the jute content, if 
any, was less than 50 per cent by weight of such yarn. Accordingly yarn 
on which c~mpounded ldvy was withdrawn from 24th July, 1972 and which 
was already cleared without payment of duty for use in weaving of fabrics 
was leviable to duty separately at effective rates, 

9.2. It was noticed that in seven units in three collectorates differential 
duty of Rs. 17,04,497 was recoverable in respect of yam in stock with 
weaving departments or used in fabrics lying in stock on the crucial date 
and cleared after 23/24th July, 1972. Out of this an amount of Rs. 75,208 
was recovered in respect of two units in one collectorate. Particulars of 
recovery of the balance of Rs. 16,29,289 were awaited. 

9.3. I t  was further noticed that revenue forgone on account of collection 
of duty due to fixation of low compounded rat& in the types of yam to 



which the procedure applied earlier but was withdrawn from 24th July, 1972 
amounted to F2s. 30,63,454 in respect of 21 units in three collectorates for 
the period from 17th March, 1972 to 23rd July, 1972. The total revenue 
loss is being ascertained. The paragraph was sent to the Ministry in Octo- 
ber, 1974; reply is awaited (March, 1975). 

[Paragraph 56 of the Report of the Comptroller and Auditor General 
of India for the, year 1973-74, Union Government (Civil), Revenue 
Receipts-Volume I, Indirect Taxes! 

Rationalization of tariff for fibres and yarn 

9.4. The history of the tariff on textile fibres and yarn can be traced 
back to the year 1956 when, on 1 December, 1956 rayon and synthetic Ebres 
and yarn were added to the Central Excise Tariff. On 1 March, 1961, 
duty was levied for the first time on Cotton yarn and Woollen yarn. The 
revenue from these items was increasing and during 1971-72 it was about 
Rs. 1.40 crores. Explaining the reasons and background for the rational- 
isation of the tariffs on yarn as desired by the Committee, the Department 
of Revenue and Insurance stated as follows in a written note:- 

"With the growing divcrsification in the pattern of production of 
man made fibres and yarn and the increase in revenue from 
textile yarns, it was realised that the existing tariff descrip- 
tions in thc textile yarn tariff had become inadequate. In parti- 
cular, difficulty was being faced in the assessment of yam made 
of blended fibres of which considerable quantities were being 
produced in the country. Yarn made from blends of cellulosic 
or non-cellulosic synthctic fibres with natural fibres such as 
viscose and cotton, polyester and cotton and polyester and 
wool had become popular. Disputes have arisen in the classi- 
fication of mixed yarn, as rayon and synthetic fibres and yarn. 
It, therefore. became necessary to recast the existing tariff for 
fibres and yam so as to provide a more precise classification 
and coverage for various types of fibres and yarn. With this 
end in view tariff description of existing yarn items vi:. rayon 
yarn etc., cotton yarn and woollen yarn wcrx redefined and 
three new yarn item? namdv silk yam, jute yarn and mixed 
Yarn were added to the tariff." 

9.5. The Comrnitte: cnqaired thc types of disputes encountered in the 
matter of classification and also as to how they were resolved. In a note, 
the Department of Revenue and Insurance stated as follows:- 

"In a court case filed by M/s. Bharat Commerce Factory, Nagda, 
Delhi High Court and upheld the assessee's contention regard- 
ing assessment of mixed yarn under a particular notikation 



issued under item No. 18. Mjs. Bharat Commerce Factory, 
Rajpura also filed a similar case before the Delhi High Court. 
Similar cases were ulso filed by MIS. Panipat Woollen and 
General Mills and Mis. lndian Woollen and TextilC;s Mills, 
Chehharata in the Punjab High Court. Our executive instruc- 
tions lacked clear legal authority; assessments were challenged 
by the assessees very often cither before the departmental autho- 
rities or before the law courts. With a view to resolve these 
disputes, once for all, it was decided iriter a h ,  to amend the 
yarn tarifl descriptions. This decision was given effect to 
through 1972 budget. As a result, yarn containing 90 per cent 

or more of an individual fibre (whether man-made fibre or  
fibres, cotton, wool, silk or jute) bccanic classifiable as yarn of 
that description (as Rayon or synthetic yarn, cotton yam, wool- 
len yarn, silk yarn and jute yarn ) .  For the blended yarn i.e. 
yarn in which an individual fibre was less than 90 per cent, a 
new tariff item No. 18E was created. Yarn containing any 
two or more of man-made fibre, cotton, wool, silk or jute were 
covered by some specific yarn item. 711: revised mrn  tariff 
items prescribed precise criterion to classify a yarn, thus setting 
at rest future disputes regarding classification of yarn particu- 
larly of blended yarn." 

4.6. As a part of 1972-Budget proposals, the tariff descriptions of 
the yam items were amended so that yarn containing 90 per cent or more 
of an individual fibre (whether man-made fibre. cotton, wool, silk or jute) 
became classifiahlc as yam of that name (as Rayon and Synthetic yarn- 
item 18, cotton yarn-item 3 8A, woollen yarn-item 18B, silk yam-item 
18C or jute yarn-item 18D, rcspcctively ) .  A residuary tariff item No. 18E 
as "Yarn, not elsewhere classified" was also inserted to include !,am in which 
any individual fibre was less than 90 per cent, provided it contained any 
two or more of specified fibres, namely, cotton, silk. wool, jute and man- 
made fibres. Thus, somc blended yarn which were earlier classifiable as 
Rayon and Synthetic yarn, cotton yarn, woollen or jute yarn, depending 
upon the composition, becamc classifiable as yarn not elsewhere classified 
under item No. I SE. The Committee desired to know as to how duty rates 
were fixed at the time of retlassification, whether the same categories car- 
ried the samc rate prior to and after 17 March, 1972 and if not, the cases, 
in which changes were effected and the reasons therefor. In a note, the 
Department of Revenue and Insurance stated:- 

"Even though the statutory rate for this item was R s  50 per kg., 
different effective rates of duty were prescribed for variaus 
categories of blended yarn under notification No. 60172 CE, 
dated 17-3-72. In fixing the rates of duty on such blended. 



:yarn, we had raised the standard effective rates of duty for 
yam which contained comparatively costlier fibres such as 
polyester acrylic etc. However, with a view not to disturb the 
ultimate incidence of duty on cotton fabrics [of item No. 19 (2)] 
manufactured out of blended yam which was earlier classifiable 
as cotton yam but now classifiable as yarn NES and no~with- 
standing the fact that standard effective rates of duty for such 
blended yarn had been enhanced, the compounded levy proce- 
dure and rates prescribed thereunder applicable to such yarn, . 

when it was classifiable as cotton yarn (prior to 17th March, 
1972) continued to be applicable despite change in its classifi- 
cation from ltenl No. 18A to 18E. 

The statement (Appendix XlV) shows pre and post 1972-Budget 
rates of duty on the differcnt types of blended yarn covered by 
the ncwly inscrtcd item No. 18E. From this statement it will 'be 
obscrvcd tlut changes in thc ratcs wcre inadi' mainly in respect 
of (i) blendcd yarn containing partly cotton and partly non- 
cellulosic fibre standard ~ffective rates wore raiscd keeping in 
v i m  rn:!inl? lhc, price factor; ( i i )  blendcd yarn containing p:irtly 

wool and partly non-cellulosic lihie (cthcr than acrylic fibres)-- 
changes made were in accordance with the non-cellulosic fibre 
content, the higher such contents the higher the rate of duty; 
and (iii) yarn containing more than 50 per cent of silk which 
was earlier non-excisable was made to pay duty at the hignest 
effective rate of Rs. 15 per kg. proposed under Item ISE. 

In respect of other blends, changes were not very significant and 
were of an incidental nature as in any attempt of rationalisation 
some changes are inescapable. For blended yam partly con- 
taining morel than 40 per cent of cotton and partly containing 
non-cellulosic fibre, though the standard effective rates of duty 
under the revised classification of yam were increased, original 

compounded levy procedure applicable to such yarn whcn it 
was classifiable as cotton yarn when used for 19- l (2)  fabrics 
was allowcd, unaltered. i f  it was used for t h ~  purpose. This was 

specifically mentioned in the Memorandum cxplaiaing the pro- 
visions in tho Finance Bill, 1972. This was done with a view 
not to disturb the ultimate incidence of yarn duty on such cot- 
ton fabrics. Prior to 1972-Budget nnn: of the yarn tariff jtcnls 
prescribed any precise definitions. Therc were no difficulties 
in making classification of yarn containing 100 per cent of ar 
individual fibre. However, with the increased and divarsific 
praduction of blended yam, problems arose about their corre' 



classification. For day to day working guide lines had been 
laid down and thesa were based partly on corresponding taritf 
descriptions of fabrics, partly on trade practices and partly 
sometimes on revenue considerations. These instructions, how- 
ever, lacked any sound legal authority. Doubts had been ex- 

pressed that Item No. 18 covered only such yam as was made 
exclusively from rayon or man-made fibre and that yam made 
from mixture of synthetic and natural fibres, irrespective of 

their respective percentages, was not covered by that Item. 
S i i l a r  views were expressed in respect of cotton yarn and 
woollen yam." 

Compounded Levy Scheme 

9.7. Compounded l ew system of duty on a cotton yarn which is used in 
the manufacture of Cotton Fabrics in Composira Mills envisages collection 
of yam duty at fabrics clearance stage on the basis of the area of the fabrics 
produced therefrom. Originally the compounded levy scheme was intro- 
d u d  for cotton yarn used in the manufacture of cotton fabrics within the 
factory. The Committee, therefore, desired to know the reasons for con- 
fining the compounded levy to cotton yarn and cotton fabrics and whether 
this system was intended as a facility to the manufacturers to pay duty or 
for the department to collect duty. In a note the Ministry stated:- 

"Originally the compounded levy scheme was introduced for cotton 
yarn used in the manufacture of cotton fabrics within the fac- 
tolry. Subsequently when as a result of the rationalisation of 
the textile tariff on fibres and yarn, a new tariff item 18E for 
'yam N.E.S.' was introduced in 1972, the compounded levy 
scheme in question was extended to this type of yarn used in 
the manufacture of cotton fabnjcs vide notification No. 

61172-CE dated 17th March, 3972. The scope o this Con- 
pounded levy has however been restricted to that variety of 
blended yam falling under item 18E which is comparable to, 

cotton yam in quality and which was classifiable as cotton 
yarn prior to introduction of Tariff Item 18-E. 

regards synthetic yarn and yam N. E. S. used, in the manufacture 
of rayon or art silk fabrics, the qu&tian of evolving similar 

compounded levy has been the, subject of examination re- 
cently in cmsultation with the Directorate of Inspection but 
it has nat been feasible to fix compounded rates mainly be- 

cause of the wide range of varieties of synthetic yarn, yarn 
N.E.S. used in the manufacture of art silk fabrics which them- 
selves have a wide range of varieties. 



However, the qWon of evolving such a scheme has ceased to  
arise consequent to withdrawal of basic excise duty on art silk 

fabrics falling under Tariff Item 22(1) w.e.f. 30th, April, 
1975. 

'Ibis system has been introduced because of the consideration that 
it is administratively much simpler both for the depantment 
and the industry." 

9.8. The system of mdplounded levy extended to yarn faliing under 
item 18E, resulted in loss of revenue because, the rates of compounded 
levy were low compared to the effective rate prevailing for the same yam, 
if removed outside, if used in the manufacture of art silk fabrics. The 
system of compounded levy is admissible only for composite units produc- 
ing yam and cotton fabrics. Effective rates apply to powerloom weavers 
and art silk manufacturers. Thus the powerloam weavers and art silk 
manufacturers were put to disadvantage vis-a-vis big composite textile 
mills. The Cornmitree desired to know the naturc of spccific anomalies 
noticed in the revised {tariff and the way in which they w m  set right. In 
a note, the De'partment of Revenue and Insurance explained:- 

"In respect of rates of duty on yarn, no significant anomaly was 
noticed. Based on the non-cellulosic fibre content and the 
consequential price factor, different effective rates of duty had 
been prescribed in respect of such varn. In the case of yarn 
containing more than 50 per cent but not more than 55 per 
cent of non-cellulosic fibre, rate prescribed was Rs. 7.50 per kg. 
whereas if it contained 50 per cent of such fibre duty was 
Rs. 10.00 per kg. Thus, duty for the farmer blehded yam 
was less than that far the latter though non-cellulosic fibre 
contents were a little higher. It was also brought to notice 
&at for 55 per cent polyester and 45 per cent w d  blended 
yam (a very common blend), duty incidenca would jump 
from Rs. 7.50 to Rs. 15.00 per kg. even if thore was a ha;- 
ginal increase of polyebter fibre content. These anomalies 
were rectified with effect from 24th July, 1972. Pre and p a t  
24th July, 1972 rates are given below: - -- ----- - 

Rate of duty 
Yarn in which non-cellulo~ic fibrr content was 

Prr 2.1-7-72 w.e.f. 24-7-72 
(Rq. ncr Kg.) _ -- 

f i )  60:4 or more . . . . . I 5. on 15.00 
'ii) blow than 56''; hut below l ion$ . . . . . 15.00 12.00 
(iii) More than 55% but not more than 56% . . . 15-00 10.00 

(iv) More than 50:< but not more than 55% . . . 7' 50 10' 00 



There were no  other particular anomalies regarding tbe rates of 
duty on yarn. However, as a result of combined effect of 

other budgetary proposals i. e. increase in duty on polyester 
fibre, polyester fibre and nylon filament yam and steep in- 
crease in duty on art silk fabrics valued more than Ks. 5.00 
per sq. metre, the total incidence of duty on art silk fabrics 
had considerably increased vis-a-vis on a similar valued 
cotton fabrics. The cmtinuance of compounded levy proce- 
dure to blended yarn used by the cotton composite mills for 

manufacture of cotton fabrics of Item No. 19-l(2) further 
tilted the balance against the art silk fabrics as because of 
this the cumulative incidence of duty on comparably valued 
cotton fabrics was lowcr t hm that on art silk f:lbrics. 
Further, due to this incidencc of duty on identical yarn con- 

sumed by cotton fabrics powerlooms became more as they 
were not entitled to compounded lcvy procedure either before 

or aftcr 1972-Budget. It may, howcver, be mentioned that 
at that time production af blended cotton fabrics (containing 

non-cclluloiic fibre) by po\v~loom unit:; was not significant. 
Hence this lattct anomn!y a not of such practical 
importance. 

From 24th July, 1972, the scape of compounded levy procedure 
was restricted to yarn containing any two or more of cellulosic 
staple fibrc cotton and less than 50 per cent of jute. In  other 
words, yarn cmtaining any non-cellulosic fibre was debarred 
from this procedure'. This reduced to some extent t5e gap in 
the cumulative incidencc of duty on comparable art silk and 
&ton fabrics. 

These discrepancies were brought t o  the notice of the Government 
by the Art-silk Industry, woollen industry and by some indi- 
vidu:~l manufacturers during the post Budget period." 

9.9. The Committee further enquired as to how the aforesaid anorna- 
lies escaped natice alt the time of framing of the rcvised tariff in 1972. I n  
a note the Ministry explained:- 

"The major exercise in 1972 Budget in relation to yarn w:~s to  
prescribe precise definitions to classify different yarns. No. 
detailed exercise was undertaken to assess the relative total 
incidence of duty on different fabrics nor it was specifically 
needed far the zbove p u f p e .  Increase in duty on  polyester 
fibre, cellulosic staple yam, ply-er nylon filament yam were 
in the nature of rounding off (odd rates obtained as a resul' 



of merger of basic duties with special excise duties) and mar- 
ginal inaesm. Steep increase in duty on costlier art silk 
fabrics was intended to prcwidc more revenue (in the shape of 
additional excise duty in lieu of sales tax) I'or the States as a 
result of centre's commitment to them. 

I t  will be noticed that there wcrc no serious anonlalies in defining 
or prescribing the rites of duty far differenl yarn. The con- 
tinuance of compounded levy rates in respect of certain 
blended yarn was a dclibcratc decision. There was no ques- 
tirm d its having escaped notice." 

d 
3.10. When the anomaly was realmcd on 23th July, 1972 withdrnw- 

ing the compounded rates, it was xcebs:uy to collcct duty on all yam which 
was lying in a mill beyond the spind!~ point. The Committee learn from 
audit that as earlier to this date duty could be collected on thc bx i s  of area 
of fabrics, the yarn could have been :i.~:i<l\td fr~!!! t11c spindlz point with- 
out payment of duty. The dutk :.c:llisL~ii~m in thcsi. c a w s  was not 9:ompt. 
The anomaly was mainiy ir the i:l.y:o: y,::n of the csmposition containing 
more than 40 per cent by weight of catloii. Tl!e yarn is asssssable under 
item 18E. The fabrics are assc.~iable LC; cotton fabrics. Refcbrin; to the 
wide disparity existing between thc compounded and eEec:ivc ratcs of duty 
especially in respect of terycot yarn, the Con~n~ittee desired to know as to 
whether the low compounded rate h;ld hcnefited any industry in particular 
to  the detriment of others. In a note, the Department of Revenue and 
Banking stated:- 

"Prior to 1972 Budget, blended \,:lrn containing more than 40 per 
cent of cotton and partly any other fibre or fibres (which in- 
cluded polyester, aclyli:, less than 40 per cent of w w l  or silk) 
wexe classifiable as cotton v : m  under item No. 18A. Thus 
yarn containing more than 40 per cent of cotton and the 
remaining polyester (tcrene) was assessed to duty as cotton 
yarn with the idcntica! rates 2s applicablc to 100 per cent cotton 

yarn. Further, most composite mills were availing Ihe com- 
pounded levy rates on cotton yarn (including terycot yarn under 

question) if used for the manufacture of cotton fnbricc oi item 
No. 19-I(2). Even after reclassification of such yarn as yam 
N.E.S. (as a result of 1972-Budget changes), the compounded 

levy procedure with the then existinp rates applicable to rhis 
procedurc was continued unal'cred. This was done with a view 
not , to  disturb the ultimate incidence of duty on specific rated 
cotton fabrics of item No. 19-I(2). With the same intention 
total .exemption of .  cotton yarn (including Terycot) if used in 
the rqanufacture of cottqn fabrics of Item No. 19-I(1) was also 
continued unchanged This war not done with 3n intention to 

I 



benefit any industry in particular or  to the detriment of others 
However, subsequent studies did reveal that the continuance! 
of the compounded levy rates for the entire range of blended 
yarn containing partly more than 40 pex cent cotton and partly 
any other fibre or fibres (blending could be cotton/polyester or 
cotton/cellulosic stable fibre etc.) had affected the powerloom 
units producing blended cotton fabrics. This was, however, 
not much of practical importance as at that time very few 
powerloom units produced cotton blended fabrics out of the 

aforesaid type of blended yarn and that too nominal quantity. 
The continuance of compounded levy procedure to such blended 
yarn if used for cotton fabrics falling under Item No. 19-I(2) 
did not put Ohe art-silk industry to any added disadvantage as 
even before the Budget, the cotton industry (composite mills) 
were availing of the same compounded levy rates though yam 
was costlier and the art-silk industry did not have any such 
facility even before. It used to pay duty on yam at the 
standard effective rates which were much higher as compared 
to the similar valued blended yarn used by the cotton industry. 

I t  was the cumulative burden of other proposals e. g. increase in 
polyester fibre duty, increase in duty on nylon and polyester 

filament yam and steep increase in duty on art-silk fabrics valued 
at more than Rs. 5 pcr sq. metre that affected adversely the 
art-silk fabrics vis-a-vis comparably valued cotton fabrics. 

It  is a fact that incidence of duty on the blended yarn containing 
more than 40 per cent of cotton and remaining noncellulosic 
fibre worked out on the basis of compounded levy rates was 
much less than compared with the standard effective rates 

prescribed for such yarn.. . . .However, if the blended yarn coa- 
tained partly more than 40 per cent of cotton and partly cellu- 
losic fibre and/or jute, there was not much difference in the 
incidence of duty by either method." 

9.11. Referring to the Audit Paragraph indicating that duty was not 
collected in respect of certain yarn in process on 24-7-1 972, the Committee 
desired to know (i) the total amount recoverable on such yarn (ii) the 
total amount recovered so far cnd (i i i)  the action taken to recover the 
balance amount and (iv) demand not raised being time barred. The 
Ministry of Finance (Department of Revenue and Banking) intimated 
the Committee as follows:-- 

Rs. 

(i) The total amount recoverable . . . . . . . 84,13,376' 26 

(ii) The total amount recovered so far . . . . . . 38973,548'73 



(iii) BJaoce yet to be recovered . . . . . . . 4539,827. %. 

The balance amount is pending due to the following reasons: 

(a) Pending adjudications . . . . . . . 26,62,418'97 

(b) Pending in appeals . . . . . . . 19,02,702' 04 

(c) Pending in revision applications . . . . . 1,73$13'00 

(d) I h n a n d  not raised being time barred (Poona Coll.) . . 893'52 

9.12. The Committee note that due to growing diversification in the 
pattern of man made fabrics and yarn, the existing tariff descriptions h. 
the textile yarn, tariff led to difficulties in the assessment of yarn made 
of blended fibres. Disputes had arise in the classification of mixed 
yarn, as rayon and synthetic fibres and yarn. Executive instructions 
issued by the Government from time to time lacked clear legal authority 
and the assessments were challenged very often either before the depart- 
mental authorities or before the law courts. With a view to resolve these 
difficulties, the tariff items reIating to textile yams were reclassified in 
March 1972. Yam containing 90 per cent or more of an individual fibre 
(whether man-made fibre or fibres, cotton, wool, silk or jute) became 
classifiable as yam of that description (as Rayan or synthetic yarn, cotton 
yaw, woollen yam, silk yarn and jute yam). For the blended yam i.e., 
yarn in which an individual fibre was less than 90 per cent, a new tariff 
item No. 18E was introduced. Even though the statutory rate for the 
newly created item No. 18E was Rs. 50 per kg., different effective rates 
of duty were prescribed for various categories of blended yam with effect 
from 17 March, 1972. 

9.13. Originally the compounded levy scheme was introduced for cot- 
ton yam used in the manufachw of cotton fabrics within tse factary 
Compounded levy system of duty on a cottcm yarn which is used in the 
minufacture of Cotton fabrics in Composite M i  envisages collection of 
yarn duty at fabrics clearance stage on the basis of the area of the fabrics 
produced therefrom. The compounded levy procedure for payment of 
duty was extended to the yarn falling under item 18E vide the notification 
issued on the 17 March, 1972. The Committee are distressed to note 
that the system of compounded levy extended to blended yam resulted 
in loss of revenue, because the rates of compounded levy were low com- 
pared to the effective rate prevailing for the same yarn, if removed out- 
side, and used in the manufacture of art silk fabrics. The Committee feel 
concerned that the continuance of compounded levy procedure to blended 
yarn used by the cotton composite mills for manufacture of cotton fabrics 
Mted the balance against the art silk fabrics. The cumulative incidence 



.d duty on comparably valoed cottan fabrics was lower thaa that on d 
silk fabrics. Further, due to this, incidence of duty on identical yani 
consumed by cotton fabrics powerlooms became more as they were 
entitled to compounded levy procedure either before or after 1972 Budget. 
From 24 July, 1972 the =ope of compounded levy procedure was res- 
tricted to yam containing any two or more of cellulosic staple fibre cotton 
and less than 50 per cent of jute. According to Audit, tbe revenue 
foregone on account of collection of duty due to fixation of low corn- 
pounded rates in the types of yann to which the procedure applied earlier 
but was withdrawn from 24 July, 1972 amounted to Rs. 30,63,454 in 
mspect of 21 units in 3 Collectorates for the period from 17 March, 1972 
to 23 July, 1972. The total revenue lost on this account in all the Col- 
lectorates would he manifold according to this indication. 

9.14. The Committee regret to mote that some glaring anomalies had 
resulted consequent on the revision of tariff. Fur example, in the case 
of yarn containing more than 50 per cent but mot more than 55 per cent 
of nm-ccilulosic fibre, rate prescribed was Rs. 7.50 per kg. whereas if it 
contained 50 per cent of such fibre, duty was Ks. 10.00 per kg. Thus 
duty for the former blended yarn was less than that for the latter though 
non-cellulosic fibre contents were a little higher. Similarly, for 55 per 
cent polyester and 45 per cent wool blended yarn (a very common hlend), 
duty incidence would jump from Rs. 7.50 to Rs. 15.00 per kg. even if 
there was a marginal increase of polyester fibre contcet. These anomalies 
were rectified with effect from 24 July, 1972 According to the Ministry 
of F h c e ,  the major exercise in 1972 Budget in relation to yarn was to 
prescribe precise definitions to classify different yams and as such no 
detailed exercise was undertaken to assess the relative total incidence of 
duty on different fabrics. The Committee are nnliuppy to observe that no 
detailed exercise was undertaken to assess the relative incidence of duty 
on different fibres at the time of issue of the notification, The Committee 
strongly stress the need of making detailed examination of all such aspects 
arising out of tariff proposals before giving effect to them. 

9.15. As a result of the amending notification issued on 24 Jnlv, 1972, 
certain varieties of blended yarn were taken out of the: compounded levy 
scheme. Yam being a separate commodity is excisable before it is ccra- 
verted to fabrics and therefore duty is payable before such yarn is taken 
to the weaving shed. The yarn on which componnded levy was with- 
drawn from 24 July, 1972 and wblch waq already cleared without pay- 
ment of duty for use in weaving of fabrics became levinble to duty )in the 
normal course at elfective rates. According to the information furnished 
by the Mfnistry, tbe total amount of differential duty of Rs. 84,13,376 
was recoverable in respect of yam in stock or used in fibres lying in stock 



on 24 July 1972 and cleared thereafter. Out of thk an amount of 
Rs. 4539,827 is still u n d i d  due to pending ndjudicatiurw, appeals and 
revision applications. The Committee desire that vigorous efforts should 
be made to finalise the pending cases and recover the outstanding amounts 
expeditiously. The Committee would like to know tbc progrcss made inG 
the realization of the outstanding amount. 



UNINTENDED CONCESSION IN DUTY 

Audit Paragraph : 

10.1. Hot heavy stock (HHS), a kind of furnace oil is supplied by 
one oil company to a power generating unit. This petroleum product is 
.outside the government pricing system for oil products, as there is only 
one supplier and one consumer. This product is assessed to duty under 
the same tariff item as furnace oil, as it answers the tariff description at- 
tracting thus the basic excise duty and additions1 duty under the Mineral 
Products Act, 1958. 

10.2. By an order issued on 29th July, 1959, under Rule 8(2) of the 
Central Excise Rules the Board, however, exempted this produc: from 
payment of additional duty. After devaluation of rupee in June 1966, 
the position was reviewed and the basic duty on furnace oil was reduced 
by Rs. 36.95 per metric tonne from 6th June, 1966. As the hot heavy 
pitch was classified as furnace oil, the product enjoyed this redidon in 
duty in addition to full exemption on additional duty. Later, on a re- 
view it was felt by Government that the application of reduced rate as 
for furnace oil to this product was unjustified. To mop up this loss, an 
additional duty was levied at Rs. 30.70 per metric tonne on this product 
from 27th April, 1967. When the tariff was changed to volumetric basis 
in March, 1968, this rate of duty was revised to volumetric basis at 
Rs. 28.95 per kilolitre at 15°C from 1st March, 1968. This concessional 
additional duty continued without just%cation, until it was withdrawn by 
an order dated 21st September, 1973, involving a revenue of Rs. 47.92 

'lakhs for the period 1st April, 1971 to 20th September, 1973. 

10.3. The Ministry have stated that H.H.S. being outside the pricing 
system, only part of the adventitious gain would accrue to the refinery 
and that from the policy of levy of additional excise duty the grant of 
exemption from time to time till its withdrawal from 21st September, 1973 
was justsed. The Ministry have however, not explained the non-levy 
bf additional duty prior to 27th April, 1967 nor have they explained the 
aotal quantum of adventitious gain and the amount so far recouped. 

[Paragraph 75 of the Report of the Comptroller and Auditor 
General of India for the year 1973-74, IJnion Government 
(Civil), Revenue Receipts-Volume 1, Tndirect Taxes 1. 



10.4. Hot Heavy Stock classified as 'furnace oil' under Tariff Item 
No. 10 is supplied by M/s. ESSO (Now M/s. Hindustan Petroleum Refin- 
ing Co., Ltd.) to the Trombay Thermal Power Station of M/s. Tatas. This 
petroleum product is outside the Government pricing system for oil pro- 
ducts as M/s. ESSO are the only suppliers and Mjs. Tatas the only con- 
sumer. As Hot Heavy Stock (HHS) answers the tariff description of 
Furnace oil, it is assessed to duty under the samc Tariff Item as the latter 
thus attracting basic Excise d ~ ! ~  and addiiionrtl excisc duty under the 
Mineral Oil Products Act, 1958. Thus basic excise duty on Hot Heavy 
Stock under Tariff Item No. 10 was payable as per Furnace Oil, i. e., 
Rs. 70.75 per KL at 15°C. However, additional excise duty was levied 
at the mcessional rate of Rs. 28.95 per KL on supplies made by MIS. 
ESSO to Tatas against the full rate of Rs. 38.75 per KL. 

LEVY OF ADDITI'ONAL DUTY 

10.5. The Committee desired to know the rcascms for the levy of 
.additional duty on petroleum products in 1958. The representative of 
the Ministry of Petroleum and Chemicals stated as follows: 

"After prolonged negotiations with the oil companies an agreement 
was reached with Burrnah-Shell, who were the leader of the 
private oil companies, on 24th May, 1958. This is called the 
first formal ad hoe price Agreement. This provided, inter 
alia, that Burmah-Shell would, purely on ad hoc basis, give 
effect from 20th May. 1958 ud hoc reductions in basic ceiling 
selling prices of major petroleum products. This did not 
include hot heavy stock. This reduction which was 
based on the company's sale estimates for 1958 
accounted for approximately Rs. 49.5 lakhs per month. The 
same terms were accepted by the other two oil companies 
namely, Stanvac, later on called IESSO and Caltex. The effect 
of these reductions if implemented, would have been a reduc- 
tion in the basic ceiling prices of the major petroleum products. 
However, Government had two options either to reduce the 
prices of petroleum products or to mop up the entire amount 
of reduction by a levy of additional excise duty. Govt. chose 
the latter and the Mineral Oil Additional Duties of Excise and 
Customs Ordinance 1958 was issued on the 30th June. 1958." 

10.6. The Committee desired to know as to why the benefit arising out 
d the reduction in the basic ceiling prices of major petroleum products 



was not passed on to the consumer. The representative of the M i a i s e  
of Petroleum and Chemicals explained as follows: 

"The benefil was extremely small to be passed on to the consumer. 
On Kerosene oil it was 6 paise per Imperial gallon and on 
HSD it was 7 paise per gallon. Therefore, Government took 
the decision that the revenue of the oil companies should be 
reduced and mopped up by an additional excise duty." 

10.7. The Committee desired to know the petroleum products affected 
by the agreement negotiarcd by the Govcrnment with the Oil Companies 
in 1958 relating to price reduction. The representative of the Minist@ 
of Petroleum and Chemicals indicated these products as Motor spirit, 
Superior Kerosene oil, inferior kerosene oil, HSD, L.DO, FO a3d so on 
but it did not include Hot Heavy Stock (HHS). 

10.8. The Committee desired to know as to how many companies 
were selling outside the scope of this negotiation vis-a-vis their products. 
The representative of the Ministry of Petroleum and Chemicals stated: 

"3 companies. Direct negotiations were held initially with Barmah 
Shell. Stanvac and Caltex followed suit and taed the same line. 
There were many products like LSHS, HHS and so on. AlPol 
international Bunker fuel was not included in  that. This was 
the main argument given by the private oil companies in the 
negotiations." 

EXEMPTION OF ADDITIONAL DUTY ON HOT HEAVY STOCK 

10.9. The Committee enquired as to how the prices of the various 
products were determined at that time and whether this was done with 
the concurrence of the Government. The representative of the Ministry 
of Petroleum and Chemicals stated: 

"Price determination in those days for these products was on the 
basis of import parity concept. Exemption was given on HHS 
on account of the following reasons. There were special pro- 
perties which distinguished this product from the general trade 
product known as FO. This was also confirmed at that time 
by the Central Board of Revenue. The product ,was not sold 
to the general public. There was only one producer, one 
supplier and one consumer. . . . . .Stanvac and Tatas." 

10.10. Elucidating the reasons for the grant of exemption from adddi- 
tional duty on HHS, the representative of the Ministy of Petroleum and 
Chemicals further explained : 

". . . .Our exemption does not rest only on the ground that them 
was one consumer, one supplier or one producer. It  was more 



basic. The administration of this exemption was only made 
easy because there was one consumer, one producer and one 
supplier. The characteristics of fuel oil were distinct from 
those of HHS . . . .All along, even today, this product and 
LSHS have been outside the purview of the pice scheme. The 
Damle Committee in 1961, the Talukdar Committee in 1965 
and also the Shantilal Shah Committee in 1969 have clearly 
stated that this product, along with a few others, are outside 
the pricing scheme. This product was subject to a contract 
entered into between two parties. This is one more reason 
why HHS was not taken in 1958. The contract between Tatas 
and Stanvac provided for a price escalation clause based on 
CIF. Government was fully convinced that the pricing com- 
mittees upheld this view and treated it as a non-formula 
product" 

10.11. The witness added: 
"The contract between ESSO and Tatas was that if there is a 

reduction in price in the Persian Gulf f. o. b. as well as C&F., 
it is automatically passed on to the consumer. . . .whereas in 
other cases there is no such clear CgrF escalation clause. The 
fact that the benefit of a fall in the price of crude d l  and pro- 
ducts in the sixties have already been passed on to the consumer 
of HHS in India was the main factor in Government coming 
to a decision that the additional excise duty was not strictly 
relevant to HHS. 

Secondly, that the product was being easily distinguished from the 
general trade F.O. and the exemption could easily be adminis- 
tered was another point from the Excise angle." 

10.12. The Committee desire to know on whose instance the Order 
of 28 July, 1959 exempting HHS from the payment of additional excise 
duty was issued, the circumstances for the issue of this order and whether 
this was confined to one product or any other product also. In a note, 
the Department of Revenue and Insurance stated: 

"On a representation received from M/s. Standard Vaccum Oil 
Company, requesting for exemptiob'fr~m additional excise duty 
in respect of Hot Heavy Stock arid Low Sulphur Fuel Oil on 
the ground that Hot Heavy Stock produced by Stanvac Refinery, 
Bombay is marketed by Standard Vaccum Oil Company only 
to Trombay Power Station and on the rebommehdation of the 
then Ministry of Steel, Mines and Fuel that Hot Heavy Stock 
is not sold to the general public, it was outside the pricing 
system and that there is one supplier an& one consumer and 

.la93 -1 1. 



also that it if distingui6hdh &an re* grad& furnace oil as 
confirmed by tBe Chief Cbnbt  of the Central Rwenue Control 
Laboratmy* ktWS was exempted with the approval of F. M. 
from the whole of additional duty itlitidly under notification 
61/59 dated 23 May, 59 and later by an order under sub-rule 
(2) of tule 8 of the Central Excise Rules vide Board's letter 

F. No. 81/60/58-CX-3 dated 29 July, 59. This order was 
limited to H H S  only.' 

10.13. Dealing with the question of exemption of additional duty on 
RHS, the Ministry of Petroleum stated as follows in a written note: 

"S~W Hot Heavy Stock falls under the same excise classification 
as fuel oil, additional duty aFlicable to F.O. became applicable 
to HI36 also. SVOC represented that additional duty on HHS 
should not be charged. Government recognised the validity of 
the argument put forth by the company and agreed to give 
exemption. This was also opera t iody feasible due to the 
following reasons: 

(a) T k  were special properties which distinguished the pro- 
duct Barn Furnace Oil; 

(b) It was rnandactu~ecl by one company and sold to one 
cushmer and as such the product was not availabir to the 
general trade; 

(c) Its characteristics made it impossible for any one else to 
market the product. 

It would, thus be seen that if the exemption of additional duty on 
HHS had not been granted, it would have amounted to the 
rqMiatbn of the understanding given to the oil companies 
raader the ad koc A l g m n t .  The exemptibn of additional duty 
an HHS qaated with d%ct from 20 May, 1958 was thus not a 
coll~ession to SVOC ( k r  ESSO), but a step consistent with 
"ad h m  agreumant". There was no adventitious gain to SVW 
(ESSO) on this account. 

With ell% fmm 1 Mrrrch, 1960, a portian d the additional duty on 
balPc robed prohots (including F.O.) was transferred to the 
basic cxcige duty. In case of Furfiace Oil, the amount trans- 
fmed was Rs. 14.76$MT leaving Rs. 4.92 per metric ton as 

additional duty. This transfer did dot envisage any revision 
ili the &ling prim of BiiIk Reftheil Petroleum pmducts includ-. 
in8 k41maca O11. HOWBVQ~, in the case of HHS, which was and 
js m-k#IMIa $mdubt, and the psiEe of T~?IR% was governed 
under contract, this increase in basic excise d u v  was passed 



<on to the consumer. The pdint to be noted is that the amount 
of Rs. 14.76 per metric tonne which was exempted when it 
was under the category of additional duty became payable to 
the exchequer when it was included in basic duty. Thus by 
this transfer, Government revenues iritreased by Rs. 215.00 
lakhs or  the period 1 March, 1960 to 5 June, 1966. This was 

an unintended gain to the exchequer." 

Eflecr oj Devaluation 

10.14. The Committee desired to know the nature of the review done 
in regard to mineral oil products at the time of devaluation of the rupee 
in 1966, and also whether the duty components of HHS were subjected 
to review then. In a written note, the Department of Revenue and 
Insurance stated: 

"Consequent on devaluation of rupee in 1966, the prices of imported 
goods generally went up. As the indigenous prices were linked 

up with import parity prices, in order to maintain the then 
existing level of prices (for Bulk Refined products) it was 
decided to reduce suitably basic excise duties. 

With reference to Furnace Oil, Basic Excise duty was reduced by 
Rs. 36.95 per M.T. Since HHS was beyond the pricing formula 
and being sold on the contract prices, it was noticed that such 
benefit of reduction in basic excise duties should not be avail- 
able to this special type of fuel (also for LSHS and LSFO). 

The Ministry of Petroleum and Chemicals advised this Ministry 
on 1st March 1967 to mop this quantum by levying a suitable 
additional excise duty. 

Probably, taking into account the actual benefits to HHS, the 
Ministry of Petroleum and Chemicals recommended a levy of 

Rs. 30.70 per M.T. 

The review was necessitated because of: 

(1) Reduction in basic excise duties for regular grade furnace oil. 
(2) HHS being sold at contract prices was not digible for the 

concession given to regular grade furnace oil." 

10.15. Dealing with the effect d devaluation on petroleum products, 
the Ministry of P e t ~ l e u m  and Chemicals stated as follows in a written note: 

With the devaluation of tlhe rupee effective from 6 June, 1966 the 
c . I . ~  values d petroleum which were based on import 

parity increased on account of the exchange variation. As a 
I 
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logical corollary, the c.i.f. increase in the price would have 
resulted in an increase in the selling prices of petroleum pro- 
ducts. However, Government decided that there should be no 
increase in the selling prices ot bulk refined petroleum pro- 
ducts. Consequently, necessary reductions were made in 
basic excise-&ties. Suitable increases in the rates of additional 
(non-recoverable) duties were also made to mop up the gains 
of the oil companies accruing from the devaluation of the rupee. 
These increases were known as "devaluation duties" and were 
included in the total additional excise duty levied on individual 
petroleum products. As HHS fell in the same excise classi- 
fication as F.O., HHS enjoyed the reduction in basic excise duty 

of Rs. 34.50/MT on F:O. with effect from 6 June, 1966 and 
Rs. 36.95/MT from 22 November, 1966. However, the in- 
crease in additional duties did not affect HHS, because it was 
already exempted from additional duty. 

The reduction in basic excise duties on bulk refined petroleum pro- 
ducts including F.O. and the increases in additional non- 
recoverable duties on these products consequent on devaluation 

took place in two stages. The first one was immediately after 
devaluation effective 6th Junc, 1966 and the second one was on 
22nd November, 1966 in the case of basic excise duty and on 
16th December, 1966 in the casc of additional non-~ecovcrable 
duties. This was necessitated as detailed calculations had to be 
done by the Cost Accounts Branch in regard to the impact of 
devaluation on refinery economics. After the adjustments in 

duty rates stabilished, a further exercisc was undertaken to mop 
up the gain enjoyed by HHS as a result of the reduction in the 
basic excise duty component on Furnace Oil. This was rectified 
by the levy of additional non-recoverable duty of Rs. 30.70 
per M.T. on HHS with effect from 27th April, 1967 (F.O. 
duty of Rs. 36.95 per metric tonne minus the additional cost 
to the refinery on account of devaluation estimated at Rs. 6.25 
per metric tonnes of HHS). 

It would be noted that this levy of additional non-recoverable duty 
on HHS was not as a result of any conclusion by the Govern- 
ment that the exemption of additional non-recoverable duty 
enjoyed by HHS hitherto was unjustified. It was entircly on 
account of different circumstances resulting from the reduction 

in basic duty on Furnace Oil consequent upon devaluation. 

It  must be mentioned that during &is period, as also in the previous 
. period, the element of Rs. 14.76 per metric tonne in the basic 

excise duty on HHS represented the element that was transferred' 



from the additional non-recoverable duty, to basic duty on 
Furnace Oil with effect from 1st March, 1960. This element 
formed part of the additional non-recoverable duty and was not 
really payable on HHS but was actually being recovered in the 
form of basic excise duty. Therefore, the shortfall on the 
,Government revenues of Rs. 36.95 per MT on HHS during the 
period 6th June, 1966 to 27th April, 1967, should be reduced 
by Rs. 14.76 per MT and should be considered at Rs. 22.19 
per MT. On this basis, the shortfall to  Government revenues 

on the sales volume of HHS by Esso multiplied at the rate of 
Rs. 22.19 per metric tonne works out to about Rs. 44.00 lakhs. 
Thus, the appropriate additional excise duty to make up the 
short-fall in Government revenues should have been only 
Rs. 22.19 per metric tonne on HHS effective from 6th June, 
1966." 

Levy of Additiorlal duty on Hot Heavy Stock in 1967 

10.16. The Committee desired to know the reasons for the levy of 
additional duty on Hot Heavy Stock in 1967. The representative of the 
Ministry of Petroleum and Chemicals stated as follows: 

"In 1967, we looked at the reduction in the basic excisc duty. The 
reduction in basic excise duty was of the order of Rs. 36.95. 
The additional cost to the sefinery in production of HHS was 
to the tune of Rs. 6.25 per mt. Therefore it was thought that 
it was most appropriate to levy additional excise duty of 
Rs. 30.70 per mt. But in 1973, the situation changed. There 
was a change in the international crude oil position. We also 

got an adequate supply of crude, particularly from Saudi Arabia 
and Iraq. Therefore, we started negotiations for the taking over 

of ESSO. As a result of that, we thought that it was appropriate 
for us to bring it on par with Furnace Oil." 

10.17. The Committee enquired who was benefited more in the HHS 
deal, the supplier or the producer. The representative of the Ministry of 
Petroleum and Chemicals stated: 

"There was no adventitious gain a t  all on HHS. The 1x1 companies 
were prepared to reduce the prices or allow the Government to 
mop up a certain amount of mone'y, that is about Rs. 50 lakhs 
per month for Burmah Shell. This was spread over nine specifi: 
products. The question of HHS being given a concessional 
treatment does not arise and therefore, the additional excise dutv 
on HHS was not relevant. The position obtained upto the 
devaluation of the rupee in 1966. HHS got the benefit of 
reduction in excise duty. We had requested the Cost Accountv 



Branch of the Fin- Ministry to make w a dctsiLd analysis 
of the impact of devaluatim iyad the zesdts were available in 
November-December 1966. Wq had also to atudy the effect 
of additiopal excise duty and the r e a c t h a  of basic excise duty 
on the LSHS. Later on, the h4inistry of Petroleum and 
Chemicals came out with the suggatiw that the reduction in 
basic excise duty on HHS codd be recovered through additional 
excise duty on -s. We also estimfed tbe additional cost of 

production of HHS on account of the devalution of the rupee, 
this was of the quder af Rs. 6.25 mt. That is why we took the 
basic duty reduction on F.O., which was of the orderof Rs. 36.95. 
mt., reduced it by Rs. 6.25 mt. and arrived at Rs. 30.70 rnt. 
It has nothing to do with the additional excise duty on Fur- 

nace Oil. It is not exactly wrrcct to say that a concessional 
additional excise duty was levied on HHS." 

10.18. The Committee learnt from Audit that the effective rates for 
Furnance Oil vis-a-vis Hot Heavy Stock from 1 January, 1'959 t~ 21 Septem- 
ber, 1973 were as follows: 





22-1 1-66 Rs. 49- 55 per M.T. Rs. 18-30 per M.T. Rs. 49.55 per tonne 

16-12-66 Do. Rs. 39.70 per M.T. Do. 

7-3-67 Do. Rs- 37' 30 Do. . . 
27-4-67 Do. Do. Do. Rs. 30-70 p. M.T. 

1-3-68 Rs. 46.75 p. KLC. 15' C Re. 43-00 p. KL@ 15' C Rs. 46- 75 p. KL@ 15' C Rs. 28- 95 p. KL@ I 5' C 

18-5-68 Do. Do. Rs. 39.95 p. KL @ 15' C Do. Do. 

18-10-68 Rs. 50.75 DO- Do. Rs. 50' 75 Do. 

30-8-69 Do. Do. Rs. 42.20 Do. Do. Do. 

1-3-70 Rs. 70.75 DO. DO. DO. Rs. 70.75 DO. 

17-3-72 Do. Do. Rs. 38.75 Do. Do. Do. 

Do. 

Do. 

Do. 

Do. 

11-9-73 Do. Do. Do. Do. Do. Do. Rs. 38.75 Do. 
Exemption Order dt. 17-4-67 

withdrawn. 



10.19. It would be seen from this Statement that the concessional duty 
$on Hot Heavy Stock had continued from 1 March, 1968 till it was with- 
drawn with effect from 21 September, 1973. 

10.20. The Committee desired to know the reasons for adopting 
different criteria with regard to the levy of additional duty on HHS and 
Furnace Oil when both the products were similarly classified. The represen- 
.tative of the Ministry of Petroleum and Chemicals state,d: 

"In our view when we had entered into an agrsement with an Oil 
Company and the pricing formula did not in any way modify it 
and did not include it in the formal products, the exemption of 
HHS from additional excise duty holds good. The first occasion 
for modification was in 1966 immediately after the devaluation. 
There was a reduction in the basic excise duty on HHS because 
of its excise classification alongwith furnace oil and there was 
an increase in the cost of production of HHS on account of 
devaluation by about Rs. 6.25 per tonne of HHS. Only these 
two factors were taken into account, and then an additional 
excise duty was levied on HHS to the extent of Rs. 30.70 mt. 
If we have to compare with the additional excise duty of furnace 
oil from time to time with that of HHS this would give a 
misleading picture. 

The increases in additional excise on Furnace Oil are governed by 
the pricing formula from time to time whereas the additional 
excise duty on HHS was to compensate the reduction in the 
basic excise duty which took place on 6th June, 1966. This is 
the explanation I can give. If anything further is required, I 
can collect it." 

10.21. The Committee asked for the comments of the Government on 
the following p r t  of the Audit para: 

"When the tariff was changed to volumetric basis in March, 1968, 
this rate of duty was revised to volumetric basis at Rs. 28.95 
per kilolitre at 15'C from 1st March, 1968. This concessional 
additional duty continued without justification, until it was with- 
drawn by an order dated 21st September, 1973, involving a 
revenue of Rs. 47.92 lakhs for the period 1st April, 1971 to 
20th September, 1973." 

10.22. The representative of the Ministry of the Petroleum and Chcmi- 
~ a l s  stated: 

"Here, perhaps the comparison is being made of the additional excise 
duty on Furnace Oil with the additional excise duty on HHS. 



The Merentid has been taken into account mplied by the 
quantity to arrive at this figure. My subilnisaion is that the 
additional excise duty qn HEiS is not coplparable to the addi- 
tional excise duty on FO. Therefore, the revenue angle that has 

been given in this para seems to be inaccurate." 

10.23. The Committee referred to the following comments of the 
Government on the draft Audit para and deaired further elucidation: 

"It seems that the exemption from 29th July, 1959 itself has been 
considered as unjustified though the revenue involved has been 
computed only from 1st April, 1971 onwards. The exact 
significance of this study is not very cleat. Any way on the 
basis of clearance from 1st April, 1971 to 20th September, 
1973 the revenue involved is reported to be Rs. 47,92,464.33 
and not Rs. 52.82 lakhs as mentioned in the draft paragraph." 

10.24. The representative of the Ministry of Petroleum and Chemicals 
stated as follows: 

"We do not accept the audit view that the exemption in 1959 is not 
a correct or appropriate one. I hope Ministry of Finance also 
holds the view that the exemption on HHS is most apyro- 
priate from 1958 onwards. 

Now coming to 1971 upto 1973 the calculations that must have 
been made is a comparison between the FO additional excise 
duty and the HHS additional dury which again 1 humbly sub- 

mit is not comparable." 

10.25. Referring to the following portion of the audit para, the Com- 
mittee enqoired about the quantum of adventitous gain passed on to the 
parties concerned : 

"The Ministry have. however, not explained the non-levy of addi- 
tional duty prior to 27th Ap,ril, 1967 nor have they explained 
the total quantum of adventitous gain and the amount so far 
recouped." 

10.26. The representative of the Ministry of Petroleum and Chemicals 
stated : 

"AS we have already stated, the question of addbianal excise duty 
on HHS arose after the devaluation and not earlier. The Cost 
Accounts Branch of the Finance Ministry made a detailed ex- 

ercise oa the impact of the devaluation on the product pricing.. 



Therefore, sometime in November and Dtxembcr, 1966 they 
had come put with the repon and suggested certain modifica- 
tims in additional excise duties. Also at the same time the 
Barauni Refinery had started or wanted to start the produc- 
tion of LSHS and they also sought similar exemption. There 
was a detailed analysis and corraspndence between IOC and 
the Ministry of Petroleum and Chemicals and finally we came 
to the decision on 1st of March, 1967 that the Additional 
excise duty on HHS and also LSHs should be Rs. 30.70 per 
tonne giving an allowance of Rs. 6.25 mt. being deducted from 

the reduction in the basic excise duty of Rs. 36.95 mt. We 
took action inrmediately after the analysis was made and so we 
made that levy of Rs. 30.70 not." 

Take over of ESSO 

10.27. Referring to the take over of ESSO by Government in March, 
1974, the Committee desired to know as to how much of the advantage 
gained by the Company upto the date of take over was required to be 
mopped up and how much of it was realized and how the balance was. 
apportioned towards the liabilities of the Company. In a note, the Minis- 
try of Petroleum and Chemicals stated as follows: 

"While it is possible to assess the under-recovery to Government 
revenues during this period, it is diWcult to assess the addi- 
tional profits accruing to Esso and the consumers separately on. 

this specific account because of the pricing of this product was 
covered by contracts between the parties and profit on the 
product depended upon a number of factors such as f.0.b. 
prices of crude oil and products, freight rates, exchange rates, 
cost of refining etc. Moreover, HHS being a non formula pro- 
duct, its pricing is outside the purview of the pricing mechanism 
laid down by Government for formula products. 

However, it has been assessed that Esso's gross net-back increasect 
after devaluation by about Rs. 22.10 per tonne on 6-6-1966, 
compared to 5-6-1966 and in terms of amount worked out to 

about Rs. 44.00 lakhs, which in fact is equivalent to shortfall 
in Government revenue during the same period. It has also 
been estimated that the additional cost to Esso arising from 

devaluation amounted to approximately Rs. 6.25 per tonne thus 
leaving with Esso an estimated additional gross realisation of 
Rs. 15.W per tdrine. At this mte the total addieianal gross 
realisation fbr the tonnage sdld during the period 8-6-1966 to 
26-4-1%7 m k s  otlt to  sfipximately Rs. 32 lams (Rs. 10 
lakhs on net of tax basis). 



With effect from 26-4-67, the additional non-recoverable duty 
was imposed on HHS at the rate of Rs. 30.70 per mt. As 
stated earlier, the levy of additional non-recoverable duty 
should have actually been at the rate of Rs. 22.19 per MT only. , 

Thus, Government over-recovered at the rate of Rs. 8.51 per 
MT. On the sales volume of Esso from 27-4-67 to 20-9-73, 
this resulted in an extra realisation to Government of the order 
of Rs. 100 lakhs. 

With effect from 21 -9-1 973, the additional non-recoverable duty 
on HHS was brought on par with that prevailing on that date 
on Furnace Oil. The additional non-recoverable duty on HHS 

increased from Rs. 2'8.95 per K1 at 15 CO to Ks. 38.75 per 
K1 at 15" C resulting in a further increase of Rs. 9.84 per Mt. 
This upward revision further resulted in extra realisation from 
21-9-1973 onwards. On the sales volume of Esso from 
21-9-73 to 13-3-1974 (the date of take-over), the extra 
recovery was Rs. 21 lakhs and for the period 14-3-1974 to 
31-12-1974 the extra realisation amounted to Rs. 33 lakhs. 

10.28. Summarising the above shortfall and extra realisations to the 
Government revenues during the period March, 1958 to March/December, 
197'4 work out as shown below: 

,(I) Extm recovery due .to shift of -dditjonal non- 
reowrsble duty lo basic duty during period 
1-3-60 *o 5-6-66 

(2) Shortfall d u ~  to reduction in basic duty 
during 64-66 26-4-67 

(3) Emra recovry d i e  to excise levy of r dditional 
duty to the extent of Rq. 8 -51  per MT for 
the period 27-4-67 to 30-9-73 

f4) Pxtra recovery due to further increase of 
addi~iosal duty 

&would thus 'be seen tbat on an overall basis, the shortfall to 
"Government during 6-6-1966 to 2 6 4 1 9 6 7  on account of 

reduction in basic duty is more than offset by extra recovery on 
duty rates during the pedod." , 



10.29. Hot Heavy Sfock fHHS) a petroleum product was classified for 
excise assessment under item 10 of the Central Excise Tariff as Furnace 
Oil a w t k r  petroleum product. Consequent on reduction in prices of 
petroleum products agreed to by Oil Companies, Additional Duties (MCne- 
ral Products) Act, 1958 was passed levying additional duty on petroleum 
produds to mop up adventitious gains to Oil Companies. By an Order 
issued by the Central Board of Revenue on 29 duly 1959 exemption from 
whole of the additional excise duty was granted in respect of Hot Heavy 
Stock. The main consideration for exempting the product from additional 
duty is stated to be the fact that there wes only one supplier and one 
consumer (M/s. Stanvac, supplier and Trombay Power Station co~nsumer) 
and the price of the product was governed under an Agreement which 
envisaged that the variations in imported cost, freight etc. would be 
reflected in the sale price. Secondly, this product could be chemically 
distinguished from Funnace Oil. It is evident that while Government mop- 
ped up the gain accruing to the Oil Companies i s  the case of Furnace Oil 
and other products by levy of addition4 excise duty, the Hot Heavy Stock 
was granted the exemption and the benefits accrued to firms in the private 
sector only. 

10.30. At the time of devaluation & June 1966, the Government over- 
looked the distinction that they had all along made in earlier years between 
the Hot Heavy Stock and the Furnace and nllowed as a matter of 
course the benefit of reduction in basic excise duty to the tune of Rs. 36.95 
per metric tonne, the same rate at which this was given to Furnace Oil. 
This adventitious exemption was enjoyed by the Hot Heavy Stock for the 
period from 6 June 1966 to 27 April 1967 resulting in a loss of public 
revenue of Rs. 44 lakhs. It was only as a result of subsequent review in 
April 1967 that it was decided to levy additional excise duty on Hot Heavy 
Stock at the rate of Rs. 30.70 per metric tonne (revised to volumetric basis 
at Rs. 28.95 per kilolitre at 15°C from 1 March 1968). The Committee 
are not able to appreciate how the additional excise duty was levied at a 
lesser rate than the reduction in basic excise duty of Rs. 36.95 per metric 
tonne that had been earlier given. The Committee were informed at one 
time that it was apparently to compensate the Refinery for the increase in 
tbe cost of production of Hot Heavy Stock subsequent to devaluation. 
Subsequently, they were informed that a detailed analysis in the matter 
had been done by the Government before deciding to alhw a margin of 
Rs. 6.25 per metric tonne on account of escalation in processing cost etc. 
and fixing the additional excise duty at the reduced rate of Rs. 30.70 p e r  
metric tome. The Committee feel that it was but appropriate for the 
Government to have undertaken in-depth study about the d e c t  of devalu- 
afion on Hot Heavy Stock in June 1966 or soon thereafter More  extending. 



to it my concessioa from the levy af b i e  en& Qlty ulrkh bod beem 
.allmrrd to tlre Furarn 08 on aamnt  d dBem4 c&c- If ik 
Government's plea of 1959 tket Uure was a dhwi agrcenred bsnveem the 
sopplier and the consamer widch gavcrned Lhe pdce of tbc product md 
theretore did not csll for any kvy being made mder the A d d W  Duties 
(Wmtral ProdueQ) Act, 1958 is accepted, tsea b 1966 tbere would have 
been no qoesblon of even cmsidehkg tba p a t  of such n concession. In 
any enat the Committee are anable to appreelrte the M a d e  of recovering 
the duty at the reduced rate 4 Be, 30.70 per met& ttmne (as compared 
to Ra. 36.95 on the furnece ail) fmm 27 April 1968 to September 1973, 
WktR this wae given up and the duty wss k v f f l  am per with Lat on the 
Frnnnce ON. The Committee fed tlmt grant of this ad*cntitious benefit 
over such a prolonged period was aacall6d tat Mid. the matter should be 
enquiied into thororrghly in order to wcertrrin thc circumstances under 
wMcb wcb a coaceMPlon was given and whethe it was d a r i e e d  by the 
competent antborlty whid in We ease rpprepristely $oald m t  have been 
less than the Minister. The Colad'tw would like Government to make 
sste and ildew the Committee ia spat&c terms Bat the adventitious 
benefit enjoyed by the foreign company over this prolonged period from 
Jnne 1966 to September 1973 was duly taken into account for the purpose 
of Corporatiom Tax and other taxes and was also sgeeifically taken into 
PccoUD~ at the time of settling the ammat of compensation to be paid to 
Jhe forelepl company on its take over by Govera~wnt in March 1974. 



Audit Paragraph 

Incorrect refund to a manufacturer 

11.1. Excise duty on goods rnanufacturcd is either specific or 
ad valorem. In either case, the Government of India have been granting 
exemptions from excise duty either whole or in part in respect of goods 
produced by small scale manufacturers. These exeinptions have been in 
one of the following types, namely: 

(a) with reference to specified categories of goods; 

(b) with reference to production within the linlits prescribed; 

(c) with reference to clearances during specified periods; 

(d) in relation to production in small scale units as defined. 

11.2. Electric wires and cables are assessable to duty ad valorem. By 
a notification dated 1st June, 1970 the Government of India fixed comes- 
sional rates of duty for electric wires and cablcs produced by small scale 
units satisfying the definition laid down. The effective rates are 12 per cent 
and 4 per cent against the tariff rates of 15 per cent and 10 per cent 
ad valorem. A unit intending to avail itself of these lower rates has to 
comply with the definition of small scale unit, according to which, the 
Assistant Collector of Central Excise should be satisfied that the capital in- 
vestment in plant and machinery only installed therein as on the date of the 
initial installation of plant and machinery is not more than Rs. 7.5 lakhs. 

11.3. An industrial unit having an initial investment 6' less than Rs. 7.5 
lakhs on plant and machinery applied to the department for refund of 
excise duty paid in excess, on the basis of the notification, supporting its 
claim with a certificate from a chartered accountant about the investment. 
The Assistant Collector being satisfied with the certificate granted the 
refund of Rs. 1,12449 for the period June, 1970 to April, 1971. 

11.4. It was, however, noticed in audit that the factory had expanded 
considerably by further investment on plant and machinery after com- 
mencing production in September, 1966. In September, 1970 the unit came 
out of the small scale sector and is since registered with the Director 
General of Technical Development, New Delhi. Notwithstanding these 
developments the unit is still allowed to enjoy the concession in excise 
duties as applicable to small scale industries. 



11.5. The unit was thus allowed the concession amounting to, 
Rs. 2,69,343 during the period. June, 1970 to February, 1972, of which 
Rs. 2,60,777 is in respect of the period after its registration as a small scale 
unit was cancelled on 9th September, 1970. 

11.6. The Ministry have stated that it is proposed to take up the matter 
with the D.G.T.D., the Ministry of Industrial Development and Develop- 
ment Commissioner (S.S.I.) to examine whether the existing criterion d 
initial capital investment in the classification of 'small scale units' requires 
any change. 

[Paragraph 78 of the Report of the Coinptrdlcr and Auditor General: 
of India for the year 1973-74, Union Government (Civil), 
Revenue Receipts-Volume I, Indirect Tsxesl 

Fiscal Preference 10 Smnll Scale U n i ~ s  Production Electric Wires and 
Cables. 

11.7. The Committee desired to know the gist of the notification date& 
June, 1970, the position obtaining prior to the issue of the notification 
and the considerations on which this provision was introduced. In a note, 
the Department of Revenue and Insurance stated as fo1Iows:- 

"Notification 125/70 dated 1-6-1970 was intended to fix conces- 
sional rate of duty for electric wires and cables (Item 33-B 
CET) when produced by small scale units as deliied in the 
notification. This notification is intended to give some fiscaI' 
preference to small scale units. 

Before issue of Notification No. l25/7O dated 1-6-1970, similar 
concession was available to Small Scale Units but the criterion 
to distinguish Small Scale Units for th:: purpose of concessionaI 
duty was different. Under the earlier notification No. 173168 
dated 14-9-68, units to which the 1ndust:ies (Development and 
Regulation) qct ,  1951 did not apply were being treated as 
Small Scale Units for the purpose of the concession. Rates of 
duty for the categorp of Small Scale Units under notification 
NOS. 125/70 and 173168 were the same. 

Notification No. 125170 was issued to extend the benefit to all 
genuine small scale units bv falling in line with Government's 
policy in identifying Small Scsle Units (as was already done 



in the case of wireless receiving sets ul~der Notification No. 
151169 dated 22-5-09) on the criterion cif the value of the 
plant and machinery." 

11.8. The Commltlcc des~rcd to h o w  ihc: I C ~ W I I S  for effecting the 
changes from June, 1970, whether the M~nistry ot lndustrial Develop- 
ment or D.G.T.D. were consulted In thc mmct, whcther the Government 
studied the tull revenue eflects and other imp l~c~~ t~ons  of this notifica- 
tion and why it was not considered necessary to makc it a condition that 
the unit availing of the concession should be reg~stered as a small s c ~ l e  
unit. In a notc, thc Department of Revcnui: and Insurance stated as 
fo l lcn~:  - 

"In December, 1969, t h c ~ c  was a ropiesentation trom MIS. Grand- 
lay Elcctricals (India),  Dclhi thc Government to adopt the 
criterion of Small Soak Industries on capital invcatment basis 

for wires and cable4 also as in thc case of wi~clcss recc~ving 
sets (Notification No. 151 159). 

7'hc Ministry of Industrial Dcveloplncnt was consulted. Thcy ad- 
vised that the criterion nf capital invcstlncnt of Rs. 7.5 lakhs 
as on the date nl' ini:ia! i~ivcstmcnt nliglit bc :~dnptcd. On: 
the basis of thi:, advice of thc Ministry of lndustrial Dcvelop- 
mcnt, this criicrion was adoptcd for wircs and cablc and Noti- 
fication No. 89/70 datcd t l~c (lth Ma) ,  1970 was issucd. 
~Ilowever, since by mistalic this notification an1c.n. lcd noiifi- 
cation 50/68 dated the 23rd March, 1968 (which was already 

superseded by notification l73/68). notification 125 / 7 O  was 
issued on 1st June, 1970 aftcr rescinding notikition 89170 by 
notification 124/70 dated 1 st June, 19705 ." 

11.9 Thc Committee desired to know the cx:lct scope of "initial in- 
\lc*tnient in pIant and machincry" to determine thc Units falling in the 
small scale sector which would bc eligible for concession in the excise duty 
and whether the Ministry of Finance had consulted other concernrd or- 
ganisations and the action taken in pursuance of such consultatior?~. In 
a note, the Department of Revenue and Insurance stnted as follows:- 

"Development Commissioner, (Small Scale Industries) was consult- 
ed about the scope of the expression 'initial installation in plant 
m u  machincry'. They also felt that thcre was scope of ambi- 
gulty in interpretation. On the basis of these consultation. 
notification No. 46/75  dated 1st March. 1975 (which super- 
seded notification No. 173/68 as amended by notification No. 
125170) has been superseded by notification No. 199/75 

1993 -12. 



dated 8th September, 1975 to make the intention clear and 
Rs. 10 lakhs as the new limit has been adopted. Action is also 
being taken to revise other ndtifications which use similar ex- 
pression." 

11.10. The Committee enquired whether the Collector of Excise coa- 
cerned had gone into the balance-sheet and the whole position of the capi- 
tal investment of the unit for the sake of ascertaining if the unit had cross- 
ed the linnt of Rs. 7.5 lakhs. The representative of the Department of 
Revenue and Insurance explained during evidence:- 

"The Collcctor has reported that hc has consulted the State In- 
dustries Department to confirm that the initial investment of 
this Company was not more than Rs. 71 lakhs because 
originally when we formulated the terms of this notification 
we had consulted the Ministry of Industrial Development and 
on their advice certain instructions had apparently been issued 
to the Collectors. Therc was no doubt with regard to the ini- 
tial investment. They should go by the certificate from the 
Director of Industries. He hay gone on the basis of thc certi- 
ficate given by the Director of Industries." 

1 1.11. 'The Committee enquired whether the Director of Industries ha3 
given the certificate on the initial investment and separate certificate was 
required to be produced as and when there was an expansion or added 
investment. The representative of thc Department of Revenue and Insur- 
ance explained as follows:- 

"That certainly is not the intention. The intention was to con- 
fine it to those units which are genuinely in the small scale 
sector. There is no doubt about it. In fact, when we origi- 
nally framed the notification we have worded it according to 
the Industries Development and Regulation Act. But we found 
later on that as a result of this the very basic objective war 
defeated. No small scale unit was able to avail of it because 
in the matter of licencing they have pone away from the defi- 
nition contained in the Industries Devclopment and Regula- 
tion Act, which related to the Jicensing 'requirements, the 
number of workerh employed when power is used and also 
where no power is used but capital investment criterion was 
adopted." 

11.12. The Audit Paragraph reveals that the concession amounting to 
Rs. 2,69,,543 was allowed during the period June, 1970 to February 1972, 
of which Rs. 2,60,777 was in respect of the period after the registration 
of the Unit was cancelled as a small scale unit on 9th September, 1970. 



The Committee desired to know the reasons for it. The representative 
of the Department of Revenue and lnsurance stated:- 

"We will necessarily have to go into this question and find Out. 
There are two aspects to it. If the unit was already registered 
with the DGTD, the Director of Industries should have been 
in the know of it. He should also have alerted the Collector 
before issuing a certificate in n routinc way. That cannot be 
an excuse for the final decision taken with regard to the grant 
of refund in this particu!ar cnsc. At the same time, the ques- 
tion also arises as to wkthcr the l~otification itself had pro- 
perly reflected our original thinking. There was no doubt 
at all that, it was intended only to benefit those units which 
are genuinely in the small-scale sector." 

11.13. In a notc subsequently turnishcd by the Department of Revenue 
and Banking on 16th May, 1977, it has bcen stated:- 

"According to notification No. 125/70 dated 1st June, 1970, the 
concession was available to the industrial units in respect of 
which an otficer not bclow the rank of Assistant Collector 
was satisfied that thc c:rpital investment on plant and machi- 
nery only installed therein as on the date of initial installa- 
tion of the plant and machinery was not more than Rs. 7.5 

lakhs.  even though M/s. Hindustan Conductors Pvt. Ltd. re- 
ferred to in the audit para came out of the small sectors at a 
subsequent date and registered with the Director General of 
Technical Development. New Delhi, the fdct remained that the 
factory at the time of its inception in the year 1966 was in 
the small scale sector and the capital investment of the plant 
and machinery was less than Rs. 7.5 lakhs, and therefore, the 
concession was allowed duriny the period June, 1970 to 
February, 1972." 

11.14. The Committee desired to know as to what action was pro- 
posed to be taken anninst the offccr responsible for this serious lapse. The 

Chairman, Central Board of Excise and Customs stated:- 

"As had bcen correctly observed, the 1970 notification which was 
issucd on 1st June, 1970 used the phraseology : 

"An Officer not below the rank of Assistant Collector of Ccn- 
tral Excise is satisfied that the capital investment on plant 
and machinery only installed therein as on the date of ini- 
tial installation of the plant and machinery, is not more than 
Rs. 7.5 lakhs." 



This has given rise to some difficulty, as already pointed out by 
the Audit. In  the meantime the limit of Rs. 7.5 lakhs has 
been raised to Rs. 10 lakhs. We have also taken the oppor- 
tunity for taking corrective action by issuing the subsequent 
notification. It has not yet gone to the Audit, but a notification 
has ssued. It clarifies the position. It says: 

"Where the capital invcstment on plant and machinery only ins- 
talled in an industrial unit.. . . . . . . . . 

(1) is less than Rs. 10 lakhs the exemption sha!i bc allowed 
under this notification till such pcriod as the original 
value as on the date or dates of initial installation of the 
plant and machrncry. plu\ thc c;lpitnl investment, if any, 
made on plant and macliinery s~lbsequcnt to the date or 
dates of initial investmerit. did nut cxceed Rs. 10 lakhs." 

( 2 )  is more than Rs. 10 Iakhs. . . . . . . , 
no exemption shall be issuc,! undct th l \  not~fication if any 

capital investnxnt made on plnnt and rnxhinery sub- 
sequent to thc d,ltc or dates of initial installation ha4 
the effect of ~ncrcu\~ng thc \ :~ luc  ct the cC>pltal invest- 
ment thereon in excess of K5 10 l a k h  in terms of 
original valuation." 

So, this corrcctive action h : ~  already becn taken." 

11,15. The Cdmmittcc dcsircd to knot; th,: j m t ~ o ~ ~  of the said unit 
after the issue of the amendin!! notification of 8th September, 1975. 111 
a note, the Department of Revenue and Banking haw stated:- 

"Regarding the position oi this unit uftci the issus of the amcnd- 
ing notification No. 199/75 dated 8th Scprcmber, 1975, it is 
reported thal M/s. Hindustan Conductors Pvt. Ltd. filed the 
revised classification list, claiming an assessment oT excisable 
goods on concessional rate under this notification also. It is 
reported that the classification list which is under the consider- 
ation of the Assistant Collector has not been finally approved." 

11.16. The Committee enquircd whether investment from time to time 
was not more important than investment made initially. The Chairman, 
Central Board of Excise and Customs stated: 

"We have issued another notification correcting the old practice. 
We have taken this step fa;:lv expeditjously because of the 
directions of this Committee," 



11.17. The Committee enquired as to when the matter was brought 
t o  the notice of the Department of Revenue. The representative of t6e 
Department of Revenue and Insurance stated:- 

"Actually, the first time this issue was raised was by our OWXI 
Director of Inspection ( . . . . . . . . ), in November/December, 
1972." 

11.18. The Committee were informed by Audit that this matter was 
brought to the notice of the Collector by a letter from the Deputy Ac 
countant General of the Accountant General's Office, Gujarat, on 26th Sep- 
tember, 1972. The total benefit accrued t o  the unit mentioned in the 
paragraph had been computed at Rs. 7.14.706 for the period 9 September. 
1970 to 3 1 March. 1974. The Committee, thercfore, desired to know 
the reasons for .~llowing the paition to continue even after it was made 
inown to the Collector in 1977. The representative of the Department 
:,I Revenue and lnsurance stated:- 

"This aspect we will look into. Apparently there is some subse- 
quent correspondence with the Accountant-General which he 
has enclosed. We will have to call for his records to see 
whether he has not taken suflicient and serious notice of the 
issue that was posed by the Audit. In what respect he has 
defaulted is a matter which we will like to  inquire into." 

11.19. In a note, subsequently furnished to the Committee, the De- 
partment 01 Revenue and Banking elaborated the position as follows:- 

"The Collector has reported that the issue was not raised by Ac- 
countant General in any of the local audit reports till Sep- 
tember 1974 when a proposed draft para was sent by 
Accountant General. Gujarat, Ahmedabad. The reply 
to the Accountant General's objection dated 21 Scptcm- 
ber, 1974 was furnished to him on 26 October, 1974. AI- 
most immediately, 'a draft para was received from the C&AG 
in November, 1974. Since the refund was correctly grantcd 
in view of the provisions of the notification No. 125/70 dated 
1st June. 1970, the Audit objection was not accepted and 

no reference to the Board was made by him. However. the 
Department was aware of the issue for quite so'rne time. Even 
long before this had become a draft para, the Directorate of 
Inspection, Customs and Central Excise, had raised a doubt 
in 1972 as to whether or not, as a result of subsequent ex- 
pansion if the financial limit of Rs. 7.5 lakhs is exceeded, the 
benefit of exemption given in notificat~on would continue. Since 
then the matter was under consultation with the Ministry of 
Industrial Development Commissioner, small Scale Industries 

and ultimately the definition ~f small scale unit wac changed 
with effect from 19-5-1975 as per the orders of Ministry 
of Industrial Development by raising the earlier ceiling of 



Rb. 7.5 to Rs: 10 lakhs. Subsequently, the earlier notification . 
No. 173168 as amended by Notification No. 12970 dated 
1st June, 1970 and superseded by notification 46/75 dated 1st 
March, 1975 has further been amended by notification No. 
199175 dated 8th September, 1975 enhancing the limit to 

Rs. 10  lakhs." 

11.20. At the instance of the Committee, the Department of Revenue 
and Banking furnished the following details: - 

(a) The number of units which had cxl~undcd beyond the limit or 7. 5 7 units 
lakhs and yet enjoyed the conccssiorl. 

(b) the extent of concession so enjoyed by thcst! units . . IZs. 13,gR,#51. gg 

(c) No. of units which voluntarily paid cluty at the higher rates . 3 units 

(d) No. of caws in which demands wry(, raised . . . 4 dcmands 

Review of the concession aflorded to small scale units. 
11.21. The Committee desired to know the grounds on which indwtries 

had been classified as 'small sea:-‘ for excise duty purposcs and whcrhcr 
the Government had conducted a review of the actual operation ot the 
concessions afforded to the small scale units. In a note. the Department 
of Revenue and Insurance stated as follows:- 

"Central Excise law does not define small scale indxtry a? such 
No single uniform criterion has been adopted for granting con- 
cession to small scale unitc rxisting in dlffcrent industrie- To 

encourage the grovrtli of small scale industries, hscal rehef has 
been granted from time to time it1 difrercnt forms to d~ffercnt 
industries. Most of the exemptions at present are based upon 
the criterion of the value of the goods clrntc~i per armurn or 
the quantity of goods produced/cleared per :Innurn. There ale 
also some exemptions related to uTc  oC power and scmc based 
on the number of workers employed. The extent of exemptions 
given is either total or partial. . . . . . A general review of 
the exemption notifications issued under Rule 8(1) of the Cen- 
tral Excise Rules, 1944 including the exemptions to smdl 
scale sector, is undertaken from time tn titre the last such r cv ix  
was made in October-November. 1973. Tn this general review 
these notifications which prima fncie needed modifications on 

one or more of the following grounds, namely:- 

(a) the system of exemption had become out-dated: or 
(b) certain abuses have been brought to the notice of the TRIJ 

or 
Cc) witlh a view to rationalise the notification; or 
(d) to raise additional resources; 



177 
were sdiSd Eor further debited study and wher;ever ,considered 
necessary for q e c t i ~  moditications as a wt d Budget pro- 
posals. The exemptions available to small scale a t a t  were 
also generally reviewed as a part of the above said review and 
most of the exemptions were continued as a measure of fiscal 
relief to small scale sector. No comprehensive review of the 
actual operation of each exemption notiticntion applicable to 
small sector was, however, conducted." 

11.22. Further elucidating the position about rtview of the existing con- 
cessions afforded to the small scale units, the Department of Revenue and 
Banking intimated the Committee as follows:- 

'The issue relatmg to excise concessions available to mall  units 
in various industries was gone into in detail by the Central 
excise (Self Rcmoval Procedure) Review Committee who 3 1 ~ ~ 3  
made certain observations/recommendations in this regard. 
Keeping in view the recommendations of the said Committee, 
a simplified proccdure was introduced for smdl scale units in 

respect of 46 specified items with effect from the 1st March, 
1976. The Scheme has inter alta made inoperative for the 

sector of the specified commodities entided to the simplified 
procedure, tbe duty exemptions on the bads of value or quan- 
tity of goods cleared in  a financial year. Jt, however, provides 
for an ad hoc duty exemption upto clearances OF R?. 1.0 lakh 

to new licensees producing commodities like confectionery, 
prepared or preserved foods, cosmetics. etc. and upto Ks. 5 
lakhs in the case of bolts and nuts, and ready to wear appareI 
(duty on ready to wear apparels (has since been withdrawn). 
The prospective duty liability of the older units in such com- 
modities, would have been determined after taking into ac- 
count the prevailing schemes of duty exemptions. Tn respect of 
the aforementioned 46 commodities, the other duty exemp- 
tions based on criteria other than the value of quantity of gmds 
cleared in a financial year. are also under examination ac re- 

commended by the SRP Committee. 
. -  , Apart from the above mentioned 46 commoditres in respect of 

which the simplified procedure has been made applicable. !here 
are a few other commodities where excise duty concessions are 
available to the small scale sector. Government propose? to 
review these exemptions also and, while doing so. tne working 
of the simplified procedure will also be kept in view." 

11.23. The Committee desired to know as to how d~fferent criteria had 
been adopted for different commodities for eligibility of concessions in duty 



under 'small scale units' and the basis on which these criteria were decided 
upon. The Department of Revenue and Insurance intimated the position 
as follows:- 

"The Central Excise law does not define small scale units as such. 
However, keeping in view broadly the Government's policy to 
help the small units facing competition from organised sector, 
fiscal reliefs have been provided, wherever considered necessary 
by the Government, taking into account factors such as the 
nature and extent of the decentralised sexor, the administra- 
tive difficulties involved in controlling the decentraliscd sector, 
the nature of the levy (i.e. whether specific or ad vaEnrem), 

etc. As a result, concessions to small scale units hl ditfcrcnr 
industries have been given on different criteria. . . . . . . .the 
concessions to small scale units in different industries were 
given, wherever considered necessary, taking into consideration 
various factors." 

11.24. The Committee desired to know the action on the recommenda- 
tions of S. R. P. Committee with regard to the concessions in excise duty 
given to the small scale units. In a note, the Ministry of Finance, Depart- 
ment of Revenue and Banking intimated as follows:- 

''Tho Central Excise (SRP) Committee in para 15, Chapter 10, 
Volume I has observed:- 

'In paints and varnishes and certain other commodities, the tariff 
provides exemptions on the basis of the quantity of goods 
produced or cleared subject to certain ceiling. . . . . .In the 
context of these exemptions a somewbat ingenuous method 
of evasion has been brought to our notice. Since the exemp- 
tion is related to production in the current year the produc- 

ing units initially claim that their cstimatrd production is 
likely to exceed the maximum prescribed; and they start pay- 
ing duty at the full standard rates. rhey price their goods 
accordingly i.e. after taking into account the duiv incidence 

They then proceed to manipulate the accounts in such a 
way that, towards the end of the year, they are able to come 
up with a claim for refund of duty paid. They base this 

claim on the ground that their actual production or clenran- 
ces during the year did not exceed (!I:.: niaxinium limit. The 
duty refunded is appropriated entirely b?, the producer. The 
consumer has already paid a ?rice wSif:..l: is inclusive of the 
duty; and the exchequer has not benefited.' 



2. That Committee had made some further comments also in con- 
nection with exemptions related to value of either production 
or clearance in Para 10, Chapter 16 of Volume I of its report 
as below : - 

'In this context we should like to make particular mention of 
certain exemptions which are related (i) to vnlm of either 
production of clearances and (ii) to end use. Instances of 
exemptions relating to the first categxy arc rnctal contain- 
ers, safes and strong boxes. roller bearings, welding electro- 
des, zip fasteners, motor starters etc. .4 peculiar feature of 

these exemptions is that they are applicable only to manu- 
facturers, the value of whosc clearance.: during the fina!~cinl 
year which is current does not exceed a stipulated litnit 
(Rs. two lakhs in the instances cited). Where that limit is 
exceeded, full duty becomes payable even in respect of clcar- 
ances which have already becn made without payment ~f 
duty. It is true that, in any such scheme of tax concessions 
it is necessary to fix a limit (in terms cf production or clenr- 
ances or other factors) for determining a producer's eligibi- 
lity for the exemption. At the same time, in actual imple- 
mentation such schemes turn out to be counter productice 
in as much as they expose a producer to the possibility of 
additional liability on a retrospective basis d and when hc 
expands his production to a level beyond thc one stipulated. 
For all cases of this type, we would recornmend that exemp- 
tion should be related not to a producer's performance i~ 
the financial year which is current but to that of the financial 
year whiah has preceded. This would make for finality in 
the matter of admissibility of exemption; the producer would 

be free to expand his reduction and on such expanded pro- 
duction pay the appropriate quantum of duty.' 

'3. It would be observed th?+ the Committe2 has not made any 
recommendation for inclusion of a provision in  the Central 
Excise Law so that trade does not get fortuitus benefit of ex- 
cess collection of tax realised from the consumers. However. 
the matter was considered in connection with para 1.25 of 
PAC (1969-70)-Fourth Lok Sabha-95th Report. As al- 
ready intimated in the action taken statement thereon the pro- 
posal for incorporation in Central Excise Law of provision ana- 
logous to section 37 of the Bombay Sales Act was examined 
in consultation with the Ministry of Law. Rut, it was not 
found feasible to modify the Central Excise Law on these 
lines. However, instructions have been issued that whenever 



a rtafued of mom than Rs. 50.000 is granted to an asscssee, it 
may be intimated to the Income Tax Authorities. 

4. As recommended by the S.R.P. Committee in another context 
a scheme known as the Simplified Procedure has since been 
introduced for payment of duty by small manufacturers who 
produce certain specified excisable goods the a ~ u a l  value of 
which in the past did not exceed Rs. 5 lakhs. 

5. The duty liability of a manufacturer of thp, specified goods who 
elects to work under the Simplified Procdurc is to be deter. 

mined on the &\is of his past averag:: annuai quantity of 
value of duty paid clearances. Once an assessee's duty liability 
has been so fixed, it will not be revised 011 account of excess 
production as long as the annual value of the specificd goods 
produced by him does not exceed more than fi£ty per cent the 
corresponding figure (base figure) with reference to w!lich his 
eligibility to the procedure was determined. Where, howcver, 
such excess is over fifty per cent, his duty liability will be rcvis- 
ed but only prospectively. Where the annual ~ a l u e  falls short of 
the base figure the assessee is not entitled either to any refund 
or to any reduction in his duty liability. Tlic result would 
therefore, be that in the case of manufacturers of specified 
goods who elect to work under t'he simplified prccedure situa- 
tions of the type referred to by the PAC. where assessees can 
get fortuitous benefit of excess c~llection of Central Excise 
duty collected from consumers will be eliminated. The S.R.P. 
Committee has further expressed the view that all existing sche- 
mes of duty exemption applicable to the small sector, based 
inter alia on the value of quantity of production or clearance 
should cease to operate after promulgation of the scheme (of 
simplified procedure). Action for identifying and rescindjng 
such notification has also been initiated. 

6. However, Government is yet to take a final decision on the 
Committee's recommendation *hat for all cases where exemp- 
tion are related to the value of either production or clearances 
the exemption should be related not to the producer's pcrfor- 
mance in the financial year which is current, but to that of 

the financial year which has preceded." 

Revenue effect of the Notificattom 

11.25. The Committee desired to h o w  the revenue effect of the 
various exemption notifications in force under Rule $0) and 8(ii) of the 



Central Excise Rules in the year 1973-74. The Department of Revenue. 
and Banking informed the Committee as follows: 

Total No. of exemption Amount of duty Remarks 
notifications in force foregone 1973-74 

during 1973-74 
-* ------ --- - 
Rule 8(i) 149 . . Rs. 364.98 crores I n  working out the duty foregone t h e  

following types of exrmptionv have n o t  
been takcn into account: 

(i) exemptions which represent specific 
rates of duty announced by thc F.M. 
on thr floor of Parliament as a part 
of Budyct/Suppl~~n~entary Budgrt 
proposals and which are drrmcd to 
have Parliament's approval on the 
passage of the Financc Uill; 

(ii) exemptions intcndcd to avoid double 
taxation undrr the same tariff item, 
inrluding those giving set oil' in res- 
pect of duty alrratlv paid on raw 
material or componrnt parts assess 
able under the sarz~c items. 

Rule 8(ii) 20 . . Rs. 2.83 crorrs 

(Thc fiqures abovc arc sul~ject to confirmation by the Collectors)." 
-- - - 

11.26. The Committee desired to know whether excess charges of duty 
had been made in respect of any supplies to Government Departments etc. 
In  a note, thc Department of Revenuer and Banking stated as follows :- 

"In this connection a reference was made to the D G S D  who has 
stated as below:- 

'It is observed that no case pertaining to SSI units where wppliers 
not required to pay excise duty, collected such duty against 
DGS&D contracts and later claimed refunds, has so far come 
to notice. . . .There have, however, been some isolated cases 
pertaining to large scale industries where the contractors after 

obtaining reimbursement of full amount of excise duty by them 
have claimed refunds from excise authorities without intimating 
the DGS&D. In some such cases difficulties are faced in clai- 
ming back this refund from the contractors. Therefore, the 
question of suitably revising the certificates to be obtained from 
the contractors before reimbursement of excise duty as also 
the question of obtaining certain guarantees from the contract- 

ors in this regard, is at  present being examined.'" 

11.27. The Committee note that on 1 June 1970, Govcrmnent issued 
a notification fixing coneessional rates of excise duty on electric wires and 
cables produced by. small scale units if initial investment in plant and 
mftchmq only installed twein wm.not more than Rs. 7.5 Iakhs. Before 



+fie issue of this notification, similar concession was available tr, S m d  Scale 
Units but the criterion to distinguish small scale units for the purpose of 
concessional rate was different. Under the earlier notification of 14 ,Cep- 
tember 1968, units to which the Industries (Development and Regalation) 
Act, 1951 did not apply were being .treated as small scale units for the 
purpose of this concession. According to the Ministry of Finance neces- 
sary change had to be effected because no small scale unit was able to avail 
of the concession. The Committee are distresseid to note that some small 
scale units in whose case value of plant and machinery, initially installed, 
was less than Rs. 7.5 lakhs continued to enjoy the concession in excise duty 
even after augmentation of their plant and machinery which raised the 
investments on these accounts beiyond the limit of Rs. 7.5 lakhs. It is 
regrettable that the notification Which put the initial limit of Rs. 7.5 l a b s  
on the value of prlant and madhinery for qualifsinr for the concession of 
duty was defective inasmuch as that the subsequent investment in plant and 
machinery was not taken into account. According to the information fur- 
nished to the Committee from 1970 onwards 7 units enjoyed a gratuitous 
concession of as much as Rs. 13,98,461 even after the investment of each 
unit on plant and machinery exceeded the limit of Rs. 7.5 lakhs The 
Committee are unhappy ovcr this avoidable loss to the Exchequer which 
could have been avoided if the Government had taken action withocrt low of 
time to rectify the lacuna in the notification. 

11.28. The Ministry of Finance have admitted that fhep had realired Ihic 
defect when the Directorate of Inspection, Customs and Central Excise. had 
rnised a doubt in 1972 as to whether the benefit of exemption given in the 
impugned notification l o u l d  continue after the financial limit of Rs. .7.5 
lakha on plant and machinery was subsequently exceeded. The Develoq- 
ment Commissioner (Stmall Scale Industries) who was consulted by .the 
'Ministry of Finance had alw felt that there was scope for ambiguity in in- 
terpretation. Tbel Committee were given to understand that since then the 
matter had been under consideration in consultation with the Ministry of 
Industrial Development, Development Commissioner, Small Scale Indust+ 
es and ultimately the corrective ~ct ion,  inter alia. enhancing the limit to Rs. 
10 lakhq for the purpose of eligibility to the concessional excise duty was 
taken with effect from 8 September 3975. The Committee are perh~rhcd 
that it shnuld take the Government nearly three veam to take n decision in 
the matter which involved large amounts of revenue. The Committee 
deprecate ruch a dilatory approach in a matter involvine l ave  finanrid 
implicationr and wol~ld erge the Government tc, investigate into the rcnsonc 
for delay v&h a view to fixing responsibility and avoiding its rekurrence 

11.29. The Committee have been given to ondentand that action is 
m n g  taken to revise other notlficatlons which have similar d#@cts rWW- 
d i g  the scope of the expression 'initial installation h plant and machiner3" 



in respect of s d  scale sector. The Committee desire that the revisiw of 
aU such notifications wlhich d e r  from this defect should ber completed on 
s priority basis and the Committee informed of the pro~reao mode in that. 
be half. 

11.30. .'l'hc Audit paragraph reveals that a unit which came out ot me 
small scale sector in September 1970 and had bekn since registered with the 
Director General of Technical Development conrinued to enjoy nhis p t u i -  
tom concession [ill 31 Msrch 1974, reitping an belletit ol  Rs. 
7,14,706. This hdicates that the Excise authorities had not ~naintained 
effective liaison with otllcr concerned Govcrnn~enf agencies ict 1n;!4c sure 
Chat it was a small scale unit before letting the concession in excisc dgty to 
continue. The representative of the Minisfry oh Finance plcarlrd, daring 
evidence, that if the unit wits 3ready rcgistcred with ihr I) i rer lw:dc (;:'a- 
era1 of Technical Development, the Director of Industrl~s should also kavc 
.?lrrted the Collector bcfrrc issuing the cr. , . t i i l i~~tc in ;I rq.;~:fmc l::rjm. T~'Iii1e 
the Cammittcc do not absolIvc thc ColBcrtnrnfe of Evcisc of thcir primor.$. 
responsihtlii~ i, thiri rq:rrd ah?!. consirim thvl Ihr IXrc  ..'w o:' In'?rr.,:riel; 
shcrr&I h:we also informr:fi the Excisc pithgritie.; on hi. own after the lanit 
ceased to be o mall  scale unit and thus became ineligible lor concession ini 
excisc claly. The Committee s i res  the nerd for drrwv ~ n d  Inrw cflectiw 
coordin:~licm hetwcen tbc d'rlfercwt Government vrfpmisztions in thc intcresf 
of snfeguardinl*: public interest. 

11.31,.  The Commitkc have beon informed ttn 16 Map 1977 that thc 
,]nit in qr~estinn has filed the rc,vised cl;issific:~Wn list, claiming an assess- 
ment of exciwablc E r ? ~ & ~  on concessian~'r rate mdcr  the arnrnrlcd wlifica- 
tictr. of 8 Sep!emller 1975. The matter iq srated to be under t l~c wnsi6er- 
ation of the Assistant Collector. The Committee wo~rld like to know the 
derision taken on this classification list. 

11.32. The Self Removal Procedure Review Committee have, in their 
Report (April 19751, pointed out cases whcae the small scale: mils in the 
firsl instance paid dr~ty at the full standard rates and rccou.*rcd the s m e  
from the customers but subsequently, by manipulating the accounts towards 
the end of the yex, secured refund 02 the duty on the gromrd Ifant their 
actnal poduction or clearance during the year did not exceed the prescribed 
limit. The duty refunded is appropriated entirdy by such producers while 
the consumers who have already paid the duty are not benefited in any way. 

11.33. Keeping in view the seriousness of thc problem. the S.RbP. 
Committee have recommended that excmptio~: s11011ld be rclated nnl to the 
prodhcer's performance in the current financial year but to the tinancia1 
year which has preceded Government have yet k> hke  6nal decision on 
tbis general recommendation of S.R.P. Comntittee. The Committee desire 
that c~nclusive action on this recommendation should be taken at an early 
datd. . 



11.34. The Committee .note thzt, in the meanhe ,  as pcx anotber 
:mcopuaendation of 'the S.RiP. Committee a scheme known as "Simplified 
'"hwehrP ha6 k e n  inttodbced with effect from 1 March, 1976 for payment 
of duty by small manufacturers who produce certain specified excisable 
goods the annual value of whidt, in the preceding period, did not exceed 
Rs. 5 lakhs. The scheme has been extended to 46 commodities so far. 

11.35. The S.R.P. Committee have further expressed the view that all 
existing schemes on duty concession applicable to small scale sector based, 
inter alia, on the value of quantity of production or clearance should cease 
to operate afteir the promulgation of the scheme of "Simplifies Procedure". 
It has been stated by the Ministry that action for identifying and rescind- 
ing such notifications has been initiated. The Committe~ would like the 
work to be completed expeditiousely and the Committee informed of the 
progrew made and the experience pined of the working of the Scheme 
and its extension to other commodities. 

11.36. Whet Committee are distressed to note that there have been 
some cases pertaiuing to large scale industries whdre the contractors after 
obtaining reimbursement of full amount of excise duty paid by them have 
secured refunds from excise anthorities without intimating the DGS&D. 
Difficulties are stated to have been faced in some such cases in claiming 
back this refund from the contractors. The Committea have been informed 
that the question of suitably revising the certificates to be obtained fram 
the contractors before reimbursement of excise duty as also thu qoevtion 
of obtaining certain guarantees from the contractors in this regard is being 
examined. Thel Committee stress that the question of suitably revising 
the certificates to be obtained from the contractors before the reimbursec 
ment of excise duty as also the question of obtaining certain gurantees 
from the contractors should be conclusively pursued and finalised without 
any further loss of time to safeguard public interest. 

11.37. It would be recalled that the Committee in paragraph 1.25 of 
their 95th Report (Fowth Lok Sabha-1969-70) impressed upon t h ~  
Government to consider whether ('it would be possible to incorporate a 
suitable provision in the Central Excise Bill on the! lines of Section 37(1) 
of the Bombay Sales Tax Act, so that Trade does not get fortuitous benefit 
of excess collections of tax realised from the consumers". Uuforttrnntely, 
the Government had then in consultation with the Ministry of Law not 
found it feasible to modify the Central Excise Law on these lines. The 
Committee would l i b  Government to reexamine the podtion in the li@t 
of subsequent developments so that the bendfit of excise duty, 'alreadv 
recovered from the consumers is not fortuitously misapprspriat~d by the 
producers due to deficiencies in law, rules and regdations etc, etc. 

11.38. The Committee note that the excise revenue foregone during 
3he sear 1973-74, on account of exemption from duty granted under 



'asle4#fiCi)d1(he- ~ R l l k s a m e u d n l  le9sar~ch.clsRs. 364.98 
. c m  per&Mq to 149 notiffc%tieks in fowe ddng  the year fmc.rlilldirg 
Lbe exemptions which r e p s e n t  spec* rates of BHty ae-ed as a p ' t  
of B~dgetjSupplemerntar~ Budget p m p ~ a l s  and exemptions intended to 
avoid double taxation under the same Tariff item). Further, the revenue 
foregone on accomt of exemptions issued under Rule 86i) of the Central 
Excise Rules during the same year amounted to Rs. 3.83 crores. The 
Committee have been expressing their anxiety from time to time in their 
earlier Reports an the revenue foregone due to esemption notifications and 
stressing the need for mdertaking a review of all the existing notifications 
from time to time. 

11.39. In paragraph 15.14 of their 177th Report (Fifth Lok Sabha- 
1975-76), the Committee had, inter alia, urged the Ministry of Finance to 
fulfil their assurance earlier given to the Committee that a review of all 
exemptions would be made to determine the reasons lor the exemptions 
and to withdraw them if they were found to be unj~atificd. In their Action 
Taken Note, the Department of Revenue and Banking have informed the 
Committee that the last such review was made in October-November 1973. 
The Committee umderstand that on this review most of the evemptions were 
continued as a measure of fiscal relief to small scale sector. Another COW- 
prehensive review of all the exemption notifications according to the Mini- 
stry is proposed to be undertaken shortly. 

11.40. The Committre need hardly stress that such a review should be 
critically undertaken a t  least once every  ear before finalising the proposals 
for the next Budget so as to obviate continuation of any unintended benefits 
which have ceased to; serve public inter& or in respect of which serious 
deficiencies have come to notice. 

11.41. The Committee also note with concern the wide extent of powers 
enjoyed by the Executive in granting fiscal relief through issue of notifica- 
tions. In this Report alone a number of such Enstslnrc.; have been deaW 
with. For instance, as pointed out in Paragraph 5.33 of this Report, by a 
notification issued in May 1971, motor v~hicle partr;, which are excisable. 
were exempted from excise duty if they were intended to he used as original 
equipment parts. Further, as pointed out in Paragraph 8.28. Government 
issued two notifications on 10  July, 1972 exempting the HDPE yarn and 
fabrics if these were intended for making sacks. Again as highlighted in 
Paragraph 8.30, demands of duty amounting to Kq. 1.48 crores on the 
clearance of high density polyethelene yarnlfabrin for the period preceding 
the issue of the said motifications were withdrawn merely through an exemp- 
'tion order. Yet another similar instance has been pointed out in Paragraph 



11.7, is which C- an 1 June 1970, G ~ t r m r ~ s n t  hd a ~rotiEcation m. 
concessionel rates of aiaise duty on electric wires and cables produced by 
small scale units if initial investment in plant and machinery only installed 
therein was not more than Rs. 7.5 lakbs. 

11.42. The Committee, in paragraph 1.25 of their 111th Report (Fourth 
Lok Sabha) (1969-70) had recommended, iotcr aha, that the power ghea 
lo the Executive to modify thc etfect of the statutory tariff should be 
regulated by well-defined criteria and all exemptions involving a cent per 
cent relief from duty should require prior Parliamentary approval. The 
Government had expressed their inability to accept the rt~ommcndation. It  
was reiterated by the Commit!ee in paragraph 1.13 of their 31st Report 
(Fifth Lok Sabha) (1971-72). Again the Committee, in paragraph 4.20 of 
their 172nd Report (Fifth Lok Sabha) (1974-75) regarding Imports of 
Ethyl Alcohol, had pointed out that the exccuriw enjoys thc unfettered 
right to grant exemptions from duty. The Commitice had givcn the instance 
where a staggeringly large loss of customs revenue to the tune of Rs. 
1015.49 crores had been caused between 1368 and 1974 in a short span 
of 6 years, ~lnider an exec-lfivc order of grant of cxcmption :md no approval 
of the Parliament was sought. They had, Ihereforc, reiteritted their earlier 
recommendation of para 1.25 of 111th Report that all notifications Onvolv- 
iag cent per cent relief from duty should have the prior approval of Par- 
liament. They had further suggested that individual exemptions under Scc- 
tion 25(2) of the Custom Act, 1962 in which the revenue foregone exceeds 
13s. 1 0  crores in each Individual case shwld be pivcn anlp with the prior 
approval of Parliament. In their Action Taken Note to this recommenda- 
tion, the Ministry d Finance had indicated their reluctance to accept the 
recormmendation. But the Cornmitt- in paragraph 1.25 of their 214th 
Report (Fifth L Q ~  Sabba) (1975-76), had reiterated their earlier reconl- 
mendation and had desired that since the number of individual cases where 
the revenue effect of exemptions would be Rs. I 0  crores or more wns not 
likely to be lawe, it should not pose alilv problem to obtain prior Parlia- 
mentary appro~al  in such cases. 

11.43. The Committee further in paragraphs 15.15 and 15.16 of their 
177th Report (Fifth Lok Sabha) (1975-76) on Union Exrise Duties had 
recommended that weIl-defined criteria should be laid down to regrrlate 
the want of exelrptions and +hat the position qhould he re-examint*d in 
detail bv Government and specific guidelines prescribed in this regard. They 
had further desired %at all e x e m ~ t i o n ~  involving a revennc effect of Hs. 1 
wore and more in each individual case should be civcn onlv with the nrlsr 
approval of Parliament. Also, the financial implications of all exemption 
notifications h operation shsuld be brow&t specifically to the notice d 



Parliament by Government at the time of presentation of the Budget. The 
Government, in their Action Taken Note, have initialled that they have 
not found it p9ssible to accept it. They have further intimated that the 
approval of the Minister of Revenue and Banking has been obtained for 
the non-acceptance of the recommendation. 

11.44. As has been pointed out above this matter has been receiving 
attention of the Committee for quite some years since 1969-70. The fact 
that tbe power given to the Executive to grant fiscal relief through issue of 
notifications have been often executed to the serious detriment of the reve- 
nue has been pointed out to the Government and the Ministry of Finance 
repeatedly by the Committee in its previous Reports. The Committee has 
also givea instances wherein loss of revenue to the tune of hundred of 
crores of rupees has been caused due to such executive orders, for example 
Rs. 364.98 crores pertaining to 149 notifications in one year i.e. 1973-74 
in Excise Duties alone. 

11.45. The Committee have noted the continued reluctance on the part 
of the Finance Ministry to accept any of the suggestions made by the Corn- 
mittee earlier. The Committee had intcr alia suggested (a) the power given 
to the executive to modify the effect of the statutory tariff should be reg& 
lated by webdefined criteria and all exemptions involving a cent per cent 
relief from duty shsuld require prior Parliamentary approval, (b) indivi- 
dual exemptions under Section 25(2) of the Customs Act, 1962 in which 
the revenue foregolne exceeds Rs. 10 crores in each individual case should 
be given only with the prior approval of Parliament and (c) all exemptions 
involving a revenue effect of Rs. one crore and more in excise duty in each 
individual case should be given only with the prior approval of Parliament. 
This was suggested with a view to have some monehry or Parliamentary 
control where the question of substantial loss of revenue to the exchequer 
is involved. The resistance shown by the Government to these proposals is 
beyond comprehension of the Committee. The Committee would therefore 
wish to invite the attention of Parliament to this serious matter on which 
only the Parliament as a whole can take a final decision. 

11.46. For lack of time, the Committee have mot been able to examine 
some of the paragraphs relating to Union Excise Duties included in the 
Report of the Comptroller and Auditor General of India for the year 
1973-74, Union Government (Civil)), Revenue Receipts, Volume I ,  Indirect 
Taxes. The Committee expect, however, that the Department of Revemue 
and Banking and the Central Board of Excise and Customs will, in con- 
sulfation with statutory Audit, take such remedial action as is called for, 
in those cases. 

NEW DELHL; C. M. STEPHIEN, 
September 26, 1977. -- .--- Chairman, 
Asvina 4, 1899 ( S ) .  Public Accounts Committee. 
1993 LS13 



APPENDIX I 

(Vide Paragraph I .8) 
A. katment showing Expo- ~ofu~manufat turrd Tobacco from India to major countries 

(Quantity in ooo Ktp.) 
(Value in Rs. lakhs) 

Country -- 196970 '970-7' 1971-72 1972-73 1973-74 1974-75 
_IC_____ -----c- 

Q- V. Q. V. Q- V. Q. V. Q. V. Q- V. - 

U.K. . . 
U.S.S.R. . 

Japan . . 
Belgium . 
G.D.R. . . 
Irish Rep. . 
Netherlands . 
Nepal . . 
pilone& . 
Total inchdin.: 

others . 



8. Expmt of manr&bred Tobacco from India to major destinations for the last five yedrs 
~ . i I lwoKg.  
V. in Rs. mo 

----- -- -- -- - -- -- 

'970-7' Country --- 
v. -- Q. 

------A 

Afghanis tan . 3 47 
Bahrein . 108 393 
Dubai . . 15 I55 
Hungary . . . . . 
Kuwait . 436 1374 

Malaysia . 6 r 1085 45 931 38 803 42 832 36 929 
CI 

Ncpal . . 95 309 23 95 47 2 50 135 945 34 !a81 g 
Qatar . . 8 62 3 32 4 33 6 48 10 77 

Saudi Arabia . 1260 4209 1418 4965 I759 6460 1437 5753 1571 7287 

Singapon . 32 335 26 454 r3 370 23 447 20 @9 

Switzerland . 4 89 2 33 3 59 3 22 48 120 

South Y.P. 
Rep. 3 25 8 86 P 2t 66 262 389 2041 

USSR . . 1 82 2897 I135 14963 1029 16057 797 13278 96 2367 

USA . . I 222 2 35 2 36 2 4' 5 1 6 0  

Y.A. Rep. . . . . . N 5 I 10 4 59 183 803 - - 
Total inclu- 

ding othen . 2280 11637 3608 28338 3613 27981 29298 25004 2973 18640 



APPENDIX I1 

(Vide Paragraph I . 18) 

List \how;r~gpzrti i  ular; of I?xporters ofunmanuf~~ctured Tobacco whose rxport.r qf this c o m m o d i y  
from Irrdia during thc 'Three-year period 197 I -72 to I 973-74 a o e r a g ~ d  Annual(y lo more 

than Rupees F i f t y  Lakhr 
-- --- -- -- - . .-. - 

SI. S a m e  of ~*xpor t r r  V a l u ~  of exports of unrnanurac- C:,untries to which 
NO. turctl tobacco in Rs. lakhs exported 

1971-72 1972-73 1973-74 - 
1. Indian Lraf Tobacco Dew- I I 76. 05 13 I .&. 4 r 980. 2 0  U. K., J a p a n ,  Iris11 

Iop~ncnt Co. Ltd.,Guntur. Rrpublir, B r  lgium. 
Africa. 

2. Nava Bliarat Enterprises Pvt. 7 0 6  I n  1212.  I 689.59 U. K., Belgiurri, U.S. 
Ltcl., Hyderabad. S.R. ,Czrclioslovakia 

3. General Trading Co., Guntur. 305.54 650.4 47G- 08 U.S.S.R. 
4. hfaddi  Vrnkatara t ramk Go. I 18. 75 330. o 401. :p U. K., USSR. Irish 

Pvt. Ltd., Chilakalurpet. Republic, France. 
5 .  Agrimnor l'vt. Ltcl., Cmlur.  I .  5 277. 0 26.1. 17 U.S.S.K., Bulgaria, 

Hungary, Chcchos- 
lovakia 

6. Bommidala Bror. Pvt. I,td, 52. i 59. oC 180. 69 r . ' S K ,  I%ulpria,  LJ.K- 
Guntur. :iji, Hli~~qrry.~~t ' ; tnrc.  

Czt.c.ho\lovak i:b 
Bangladesh. 

7. Silrmnnkhan & Matlalmot) 149, 32 237- I 160.47 USSR. Japan, (:zr- 
Khan. Guntur. chrdovakia, Iraq, 

Indonesia 
8. N:rtional Tobacco Co. of 2 j g .  0 2  299.85 34.4.. 5.1. U. K., Japan. Hun- 

India Lid., Guntur. g;lrl., Swedrn. 
9. Uitcorp Privatc Ltd., Guntur. ICW 5.4 182. 5 225. In LJK. Iv ih ,  Rc.public, 

Bclgiurn, Nethrr lands. 
10. East Inrlia Tobacco Co. Pvt. ~ + r , '  74 151.93 293.48 U. K., ,Japan. Swrdcn. 

Ltd., Ciuntur. Hungary. ZISSR. 
I I .  hfaddi Lakshmaiah & Co. 52.37 2 I 2.37 I 73.63 UK , Rangladrsh, Ne- 

P\.t. Ltd. Chilakalurpct. pal. Hungary, GDII 
and Africa. 

I 2. Polisrtty Somasundaram, 117.67 119. ,&,5 208. 91 UK. USSIZ. USA, 
Pvt. Ltd., Guntur. Franri., N r t t ~ r r l a ~ l s ,  

Hungary, Ncpal. 
13. South IndiaTobacco Expor- 28.78 98. g 62.09 UK. USSR, Bangla- 

ters Pvt. I.td., Chilakalurpet. desh. Africa. 
14. K C J ~  Thirupathirayudu & 54.68 79. 9 (jg.31 UK, USSR, France,. 

CIi. Konaiah Tobaccos Indonesia. 
Pvt. I,td., Guntur. 

r 3. So,~thern LeaTTobacco Co., 59. 26 65. 7 143- 09 UK. Franc?. 
Ongole. 

16. Vrnkatrnwnra Rao  & C:o. 30. 16 95.40 37. 16 UK, USSR. 
Tobacco Exporters Pvt. 
Ltd. Gun-ur. - -  -- 





APPENDIX- W 
(V ide Paragraphs r -26 & I . 29) 

Comparative Statement of Unit value realization in U . K . Mnrket bettacen rndian Tobncco and 
Tobacco exported by othen Gountrics 

United Kingdom Average Value o$ Leaf T o b a s o  fm,borts 

(Pence per Ib., exclusive of duty) . 
-. .. 
Type of tobacco and country whence con- 

signed . 1968 1969 I. g7oc 1g71c 1972~ 1973~ 1974~ 

Flue-cured stripped 

Canada . 40 37 38, 41 46 55 54 

India . . . . . .  25 . 25 28. 29 28 33 40 

Zambia . 33 31 43 . 37 35 40 55 

Malawi . . .  31 33 35 39 38 44 55 

Tanzania . 24 24 23 27 30 37 50 

UnitedStatrs . 38 qq 50 50 52 59 69 

Angola . a a a' 44 37 30 42 

SouthAfrica . . .  20 20 25 27 27 40 41 

Brazil ,  . a 30 2+ 28 32 39 

Pakistan . no 1.1 23 24 21 21 29 

SouthKorea . 31 26 26 31 34 33 40 

Thailand . 29 30 29 30 27 34 45 

Flue-cured unstripped 

Canada . 34: 19 38 . 39 33 46' 

Zambia . 33 30 26 a a 43 

Malawi . 24 31 zg 30 28 40 

Tanzania . 29 25 30 27 30 37 

United States . 36 37 38 41 46 48 

Angola . a a a 4 1  42 3fi 
SouthAfrica . 24 25 27 27 25 47 

Brazil . 17 r7 18 17 17 3s 

South Korea . . .  22 r7 18 20 20 23 -.. 
192 , , 



Type of Tobacco and country whence con- 
signed 1968 1969 1970 1 9 7 1 ~  1 9 7 2 ~  1 9 7 3 ~  1 9 7 4 ~  

Oriental 

Other types 

unstripped Malawib . . . 16 zo 23 24 28 22 26 

Canada . . . 31 28 28 32 c e 52 

stripped ma law ail^ 21 27 31 34 33 31 41 

India . . . . 21 20 22 23 23 25 31 

All types. . . . . 34 36 37 37 37 42 46 

a. Amount negligiblr. b. Mostly dark-fired leaf, with some sunlair-cured and burley l e d  
c. Due to changes in thr custonis classification, figures are not strictly comparable with thole 
in earlier yrars, averagr values rrlating only toleaf containing I o per cent or more by weihgt on 
moisture, In 1974. unit import valurs in respect of stripped leaf containing less than l o  per 
crnt ol'n~oisturc~wcre as follows (penre per Ib) : Canada I 7 ,  India I 1,Malawi I 2, Tanzania 20. 
Zambia 18, South Kort-a I 3, South Africa 15, United Statcs 20 and all countries 17. Such 
leaf accountrd for 16 pvr cent of thr total in 1974. d. May include some burlcy. e. Inntead 
of unstril,ped, stripprd I c d  was importrd at  an  averagts unit value of 47 pence per lb. in 1972 
and 41 l'ence in 1973. 



APPENDIX-V 
(Vide Paragraph I .  37) 

Quantity and value of unmanufactured tobacco imported during iast six years. 

Qty. in 'ooo' Kgs. 
Val. in Rs. 'ooo' - --- -- 

Year Quantity Value 

1969-70 . . .  . . . .  290 5059 

1 9 7 0 - 7 1 .  . . . .  . . .  28 39 

1 9 7 1 - 7 1 .  . .  . . . . .  99 228 

1 9 7 2 - 7 3 .  . . . . . . .  '59 939 

'973-74 . . . . . . . .  109 274 

1974-75 . . . . . . . .  98 2079 



APPENDlX-VI 

(Vide Paragraph I 37) 

Statement showing Average unit cnlne of Imported and India11 'Tobacco 

Rs. per kg. 

.4verage annual whole sale price of Indian 
Year Averagr Average Tobacco at Guntur. 

price of export - 
imported realisation NRL-3 NRL-4 LBY-2 B-BRO WN 
tobacco from Indian 

Tobacco. 

1969-70 . . . 17.46 6 .02 N.A. 5' 30 2 .01  0.8 5 



(Vide Paragraph 2.2 I )  

Statcncnt showing Sstimatcs of productionof Alan-made Fibre Fabrics in  the dtccntralistd Sector 

(Figures in thourands) 

Period 

Quantity of filament & spun yarn delivered (Less) (Add) Net Estimated 
Exports Imports deliveries production 

k g ~ .  ~ P S .  of fabrics 
Viscose Acetate Nylon Polyester Staple Total  metre^) 

fibre yarn kgs. 

- 

*Net deliveries as above are converted into fabrics thus: 
85% of such net deliveries are multiplied by 9. 79 to get fabric production in linear metres, 



Statement showing the reconciliation ofproduction of grey silk Fabrics es furnished to #he Temtilr 
Commissiauer a d  accovritd 6 rvch Fabrics 

Description 
Calculation at  

9.79 8.86 
metres metres 

tank force 

( I )  Total yarn delivered after adjusting excess of export over the 
imports as per Textile Commissioner Kg.(ooo) . . 340669 340669 

(2) L C ~ S  I 5 %  for Hosiery and other. Kg. (ooo) . . . 51 roo 51 IOO 

(3) Balance of yarn availed for weaving & Knitting fabrics Kg. (000) 289569 289569 

(4) Fabrics Production (ooo metrrs) . . . . 2834880 2565581 

(5) Accountal of fabrics grey production (ooo metres) 

(a) Cleared. on payment of duty (000 metres) . . . 1248836 I 248836 

(11) Export in bond. (ooo metres) . . , , . 47572 47572. 

jr) Clearances of processed fabrics without duty under exemp- 
tions granted by the Govt. excluding (circular knitted 
fabrics, rents, rags, & chindies) (ooo metres) . . . 56295 56295, 

(tl) Fents, rags & chindies 3634(ooo) IM+8071 (000) Kg. . 82,649 75,143 

( 6 )  Diffrrrnce between S. No. (4)-S.N. (5)(e). (ooo metres) . 13gg523 I 137735. 

(7) Accountal of difference at S. NO. (6) 

(a) Shrinkage in processing at 5% of S. No. 5(r) (ooo metres) 71767 71392 

(b) Production in Hand Loom sector at  5 metres per day and 
working day 300 per annum. (Sivaraman Cbmmittee) 
and number of handlooms at 150000 as per Ministry of 
Foreign Trades'annual report of 1971-72. (ooo metres) 675000 675000. 

(c) Production in machine operated factories (without power/ 
steam). (ooo metres) . . . . . . . 50000 50000 

(d) Export of grey fabrics. (ooo metres) , . . . 740 740 

197 . 4.. - . .  



(c) Difference between consumption of yarn by hosiery as esti- 
mated by Textile Commissioner and estimated by Director 
Statistics 8 Intelligence Central Excise & Customs Textile 
Comtnissioner Kg. 9895000 Director S. I. I 1601 ooo 
Difference 1 706000 

I 106000 Kg. x g* 55 metres per Kg. (ooo metra) . . 16702 151 15 

(f) Total (a) to (e) (ooo metres) . . . . .. 814209 812247 

(8) Difference between S. No. (6) & 7(f), being the quantum of 
fabrics whose eccountal cannot be quantified. (i.e. processing 
by hand, grey crtage consumption, possible evasion (ooo metres) 585319 325488 

(9) S. No. (8) converted into sq. metres as has been done by Audit 
(75 cm width) (ooo Sq. metres) . . . . . 438989 244116 

(lo) S. NO. (8) as% of S. No. (4) being the %of fabricsnot accounted. 10.64 12.68 



APPENDIX-IX 

( Vide Paragraph 2.39) 
Barodvl Collectorate 

Details of leading mills prducing fabrics with circular knitting machines 
in Baroda Collcctorate. 

1. Reliance Textile Industries Ltd., Ahmedabad. 

2. Chokshi Textiles, Surat. 

3. Nnvinchandra Kantilal Chokshi, Surat. 

4. Natvarlal Champaklal Dharia. 

5. H. R. Brothers, Katargam, Surat. 

6. hdchul Textiles, Katargam, Surat. 

7. Lotus Knitting. Katargam. Surat. ' 

8. NCW Tapi Textiles, Udhne, Surat. 

9. M/s. Jarnnadas €2 Sons, Gandevi. 

10. h l l s .  High Bright Fabricator, Gandevi. 



(Vide Paragraph 2.42) 
~tuknbnl showing l e  Tariff values and Market Prices of certain items of Art Silk fobrLc - - -- -- - 

Tariff value Actual price Tariff value Actual price Tariff value ~ c t u d  ~f ik  
lhcription during during during during during duridg 

1-10-71 to 1-10-71 to 1-5-73 to 1-5-73 to 15-3-75 to '5-3-75 to 
31-3-72 31-3-72 31-7-73 91-7-73 16-4-75 164-f!i 
Rs. per Rs. per 
S.hft. S. mt. - 

I 2 9 4 5 6 7 

~ o l ~ m e d e  Nylon fabrics not exceeding 15 sq.mts. per kg. printed or con- I I -75 9-23 to Assessab1e under Section 4. 
tainhig lurex. 15-00 . . . . 

Others . . . . . . . . . . .  10.75 6-12 to . . . . 
i1.52 

&~eedidg 15 sq. mts. but riot exceeding gd sq. mts. printed dr 1"rex cjmoo 5.42 td $.go 6.92 td 
~ d - g o  11-00 

Othen . . . . . . . . .  . . .  8-00 4-55 td 7'7O 7-50 t0 
I 8' 79 10.16 

Lops crepe and georgette; printed or with lurex . 4'25 3'97to 4.40 4-25 to 
5-80 6-75 

. . . . . . . . . . .  Others 3.50 1-93 to 3'80 3' 28 to 
5-48 
4'50to 6-80 

4' 80 
Jacquard weave not evceeding 10 sq. mt. per kg. printed or containing 4-50 6.76 to 

lurex 8-70 10.81 
Othcrs . . . . . . . . .  3-75 2-80 to 4'40 3-09 to 

5-98 6.06 
Other than jacquard weave 
Not exceeding ro sq. mts. per kg. 

Printed or with lurex . . . . . .  - 3' 75 3.95 to 4.80 5.08 
5-17 

Others . . . . . . . . . . .  3.00 2.34 to 4-20 2. 72 to 
5' 84 5-87 

4-88 to 
9'77 
N.A. 

N.A. 



APPENDIX-XI 

(Vide Paragraph 3.25) 
Gwes relating to Messers Bukingham and Carnatic Mills Ltd. Madras 

M/s. Binny Limited (Buckingham and Carnatic Mills Ltd.), Madras 
manufacture cotton fabrics. Among other varieties of cotton fabrics, they 
have been manufacturing since 1969 Industrid Fabrics and 'Dedsuti'. 

In May, 1973 the Collector received information to the effect that these 
industrial fabrics and Dedsuti which were liable to duty under tariff item 
3 9(1) (1 ) were being cleared on payment of duty at specific rate under 
Item 19(1)(2) and that underassessment of these fabrics was deliberate. 
A special audit of M/s. B&C Mills, Madras was undertaken in May, 1973. 

According to the definition of 'Duck' contained in Board's letter F. No. 
B-21174167-CX-1 dated 6-6-1 969 these fabrics have been defined as 
'cotton fabrics' having single warp yarn woven in pairs and single or ply 
or single yarn in pairs on the weft with plain or double-end plain weave and 
weighing not less than 6 ounces per sq. yard. In order to makc sure that 
Ithe Industrial Fabrics and 'Dedsuti" produced by this mill would come 
under the purview of the definition of 'Duck', the analytical and construc- 
tional particulars of these fabrics were obtained and examined. This 
examination disclosed that these fabrics weighed more than 8 ounces per sq. 
yard and conformed to the description given for the fabric known as 'Duck' 
and, therefore liable for assessment under Tariff Item 19(1) (1) of Central 
Excise T a r 8  on Ad  varlorem rate. 

Further information was received in July 1973. The premises of 
M/s. Binny's particularly the sales section was searched in July 1973 and 
a mass of documents was recovered. Scrutiny of voluminous documents 
took quite some time. The scrutiny of documents revealed apart from the 
shost levy in respect of dedsuti, similar short levy in respect of furnishing 
fabrics declared and cleared as Medium B variety at specific rate of duty 
as against A d  valorem duty. 

During the enquiry 15 of the employecs were summoned and examined. 
From scrutiny of the documents recovered by search from the various pre- 
mises, depositions made by the employees of the assessee and other under 
summons, and from the documents the assessee was called upon to produce 
in the context of the enquiry revealed that the assessee suppressed material 
information regarding classification of certain sorts of fabrics produced by 
him though the assessee was fully aware that the sorts in question were 
liable to ad valorem assessment as Canvas fabricsIDuckiDedsuti. The 



assessee had only filed classification list for certain sorts on 29-5-1971 
though the same had been cleared earlier. Some of the records recovered 
from the assessee indicate that the material information for classifying the 
aforesaid sorts under 19(I)  ( 1 ) had been deliberately withheld in pursuance 
of the confidential advice of the managemenr. 

The Assistant Collector, Madras I Division after completion of his 
enquiry has issued a detailed show cause notice dated 29-9-1973 alleging 
contravention of rule 173-B, 173-C and 173-F for having cleared during the 
said period (i) without filing classification list; (ii) the said sorts by assess- 
ment under tariff item 19(1)(2) instead of under tariff item 19(I) (1) and 
(iii) by wilful suppression of material facts while submitting the classifica- 
tion list with intent to evade payment of legitimate excise duty due thereon 
inter ulia indicating how thc different w t s  trial-ufactured and clenrcd by 
the assessec are identical to Industrial/DedsutijC'nnvas fabrics/Furnishing 
fabrics. They were also directed to show cause notice why d u q ~  of 
Rs. 14,69,660.26 by way of differen~ia: d . ~ ~ ~  on Dcdc,uti 2nd furn~shing 
fabrics clearcd during the period I st March 1969 to 31 st December 1972 
should not bc demanded. 

As a recult of scrutiny of the records it was felt that some further 
documents records which have been referred to in certain seized records 
and which arc maicrial to substantiate the charge should be taken possession 
of. Accordingly, a further search wn4 conducted in some of thc sections 
of the premises of the assessec on 30-10-1973 and somc more records as 
supp1emen:ary show cause notice was issuzd on 3 1-4-1974. The party 
have filed their reply to both thc show cause notices on 10-5-1974 and 
9-7-1974, re~pectivcly. They have prayed for pcrsoaal hearing and also 
permission to cross-examine all the witnesses during the personal hearing. 
A date for personal hearing is being fixed. 

11. Collecrorrrte file C.  No. V / 2 2  / 2/1/74-CX-Adj.II 
During the course of scrutiny of the documents taken possession from 

the firm in July 1973 there was certain reference to deliberate cutting of 
sound fabrics into fents and rnisdeclaration of some dress material as 
Medium 'B' variety. Some information was also available on this subject 
that the firm was deliberately cutting sound fabrics into fents. During the 
search of certain sections of the Bimy's ofice on 3-10-1973 certan docu- 
nlcnts were taken possession of. The Asstt. Collector, Madras I ~ iv i s ion  
conducted an enquiry. He also examined all persons who are employees of 
M/s. Binny Ltd. From the scrutiny of the documents, the depositions made 
by the em~loyees and others, and from the documents, the assessee was 
called upon to produce in the context of the enquiry, it is gathered that 
during the period 1-1-1971 to 31-12-1972 the assessee deliberately cut into 
fents =ertain varieties of Terry Cotton Fabrics manufactured by them and 
cleared by them. The Asstt. Collector has issued a show cause notice 
dated 27-2-1974 calling upon the asscssee to show cause to the Collector 



why action under Rule 173Q should not be taken for cantravention of rules 
9, 47, 49, 173-B, 17342 and 173-F and a sum of Rs. 3, 8 1, 91 7.46 should 
not be demanded as duty payable on standard fabrics on the 1001 balcs 
which were cleared as fents during the period 1-1-197 1 to 31-1-1972. The 
show cause notice also indicates the documents and depositions on which 
thc department relies in support of its contention. The asscssec has sent his 
reply Pated 3041974 .  He has requested for personal hearing and also 
permission to cross examine all the witnesses during thc personal hearing. 
A date for personal hearing is to be fixed. 

Ell. Collectorafc file C .  N o .  V /  191 1 5 ,' 1 174-CX Adj. I1  

Tn the course of the aforesaid cnquiry, the Asstt. Collector, Madras Z 
Dlvision gnthcred information and documents to the effect that certain 
variety of cotton fabrics m'anufactured by the firm was cleared with the tradc 
de*cription TRlORITA paying duty under 19(1) ( 2  j of the Central Excise 
Tariff whereas considering constructional particulars the fabrics should be 
cl;:ssitisblc as TUSSORE under 19(1) (1 ). I t  was also gathered that the 
awessee had fiied classification list No. 27/72 C.F. dated 15-6-1972 which 
have been duly approved by the Asstt. Collector as B.T. 63 covered b:: 
the desc,ripticm TUSSORE and got it classified undcr 19(I)  (1) .  The 
syrcssce filed another classjficatior~ list for the very same fabrics BT 63 Jycd 
in different shades and sold under the trade description TRIORITA. In 
t b i  later classification list No. 58/72 dated 18-12-1972 the assessee had 
dcliberatcly suppresscd material information by not giving full description 
of the goods constructional particulars and manufacturing code number 
thcrcby misleading the Central Excise Authorities and claiming assessment 
uader tariff item 19(1)(2) .  

After completion of thc enquiry the Asstt. Collector issucd n show 
cirusc notice dt. 28-2-1974 directing thc assessec to show causc to the 
Cdllector as to why penal action should not be taken under rule 173-Q of 
tlve Central Excise rules. The show causc notice alleged that the assessee 
has wilfully and deliberately suppressed material information while submit- 
ting the classification list No. 58/72 dt. 18-12-1972. though carlier they 
have declared the same fabric correctly thereby avoiding payment of leghi- 
nkZe Central Excise duty. The alleged loss of rcvenue for having cleared 
the fabrics under 19fI) (2)  instead of 19(1) (1 ) has been indicatcd as 
Rs. 1,10394.65. The assessec has asked for extension of time far one 
m n t h  t o  send his replies to the show causc notice on the plea that their 
advocate was away. The time asked for was granted. The assessee has 
asked for time for one month more in their subsequent letter dated 3-7-1974 
to enable them to reply to  the show cause notice after inspection and 
scrutiny of documents. But time upto 22-7-1974 has been granted and the 
a m s e e  bas been dkeded t o  send their reply, if any, to the show cause 
notice. 
1993 -14 



( Vide Paragraph 3.3 1 ) 
'TIME CHART OF EVENTS 

Reccivcd a copy of Collector of Central Excise, Baroda's letter 
dated 28.8.73 seeking clarification from the Board. 
Matter examined in Board's office in consultation with Directmr 
(TRU) at this end. 

Matter referred to Ministry of Law for advice. 
Ministry of Law's opinion received who desired that tbe matter 
may be discussed if necessary. Ministry of Law advised that 
special procedure under rule 96-V will apply to all types mf 

fabrics and not exclusively to fabrics falling under 19. (1)(2). 
Mattcr further examined in Board's Office and it was decided 
that a reference to 5 or 6 important Collectorates such as 
Bombay/Ahmedabad/Madras/Kanpur/Poona and Bangalore 
may also bc made for their views on the matter. 
Reports received from all the above Collectorates. 
Reports received from all the above Collectorates. 

Matter examincd in the context of Collector reports and the 
matter was again rcfcrrcd to the Ministry of Law. 

Ministry of law desired a discussion in the mattcr. 
Mattcr discussed with Ministry of Law, and the same was 

again examined in Board's office. 
Ministry of Law's opinion put up  for Board's orders who desired 
that clarification to be issued to the Collector, Baroda s h o d  
also be first shown to Director (TRU) before issue. 
Director TRU's views received in the matter. 

After taking into consideration TRU's views draft letter ts 
Collector of Central Excise, Baroda put up f a  approval. 

Clarification issued to the Collector, Baroda with a copy to 
all other Collectors, a copy of the same is enclosed for infor- 
mation. 

204 



(ride paragraph 8 . 1 5 )  

Copy of the Notification No. 277/76-CE dated 16th November, 1976 

TO BE PUBLISHED IN PART 11, SECTION 3, SUBSECTION (i) OF 
THE GAZETTE OF INDIA EXTRAORDINARY DATED 16TH 
NOVEMBER, 1976. 

Government of India 

Deptt. of Revcnue & Banking 

New Delhi, the 16th November, 1976. 

NOTIFICATION 

CENTRAL EXCISES 

In exercise of the powas conferred by sub-rule (1) of rule 8 of the 
Central Excise Rules, 1944, the Central Government hereby exempts high 
density polythelene woven fabrics falling under subitem ( 3 )  of item No. 22 
of the First Schedule to the Central Exoises and Salt Act, 1944, (1 of 1944) 
from the whole of the duty of excise leviable thereon. 

2. This notification shall remain in force upto and inclusive of the 15th 
November, 1 977. 

Sd/- N. OBHRAI, 
Under Secretary to the Government of India. 



APPENDIX XIV 

(Vide Paragraph 9.6)) 
~ ~ b m m t  s- Pre and Post 1972-Budgrt Rates of duty on bladed y a m  fdling undet Item No. 18-fl. 

--- - - ---- -- - -  -- -- 
S1. Dcaaiption of yam Prt-Budget Post Budget 
No. 

Item NO. Undcr Rate of duty Rate of duty Remarks 
which cbitiable (per Kg.) (per Kg.) - 

I 2 3 4 5 6 - - 
1 yarn containing partly more than 50% 

non-celluloaic fibre (other than ac- 
rylic) and remaining other fibre (s) 
ifnon-cellulosic fibre contenh were : 

(;) 60 per cent or more 18 Rs. 14.00 Rs. 15.00 
(i;) More than 55 per cent but below 18A or 18B if under item I&- 15.00 

60 per cent depending upon 
the fibre con- Rs. 6-00 to Rs. 14.00 

(iii) More than go per cent but not more tents 
than 55 per cent. Tf cotton yarn- 

r o paise to Rs. I ' 50 for 
powetloom units, 60 paise 
to Rs. 6-50 for composite 
mills working under nor- 
mal procedure, 2.2 paise 
to no paise per sq. metre 
of the concerned category 
of cotton fabrics of 
19-I(2) manuf ctured by 
composite mills working 
under compounded levy 
procedure. Nil if used for 
manufacture of cotton 
fabrics of 19-1 (I). If 
~coollen yarn 55 paise to 
Rr. 10-92 per Kg. (T.V. 
:. Rate of duty). -- - - 

-c-- -'- -- 

Rs. 7- 50 (if of more thnn 34 
NF counts) and Ra 5 .so 
for lower count yam. 
(Pre-Budget compound 
l e y  .rates for cotton yarn 

contaming more than 
40 per cent of cotton and 
partly any fibre or fibra 
(ilk or wool, if any being 
less than 40 per cent) 
which waq earlier classi- 
fiable as cotton yam and 
used for manufacture of 
cottonfabr ia of I g-I@) 
and nil rate ofduty on such 
yarn for cotton fabrics 
of 1p1(1) allowed to be 
contintled unaltered). 





(c) Otllen :- 

(i)  o f ~  and above NF counts 

(ii) of above 20 but below 4 NP 
counts 

(iii) of 20 NP counts & below . 

(3) All others (except tannery yarn) 

4. Yarn containing partly more than 50 per cent of Non- 
excisable silk fibre partly other fibn(s). 

Rs. 15.00 
(.Rs. 13'00 
d of upto 
34 NF counts.) 

5. Yam containing any two or mote 18 or r8A (Rs. per Kg.) 
of cellulosic *pie fibre less than depending upon 
50 per cent of jute and cotton :- the fibre contents If classifiable under item 18 If classifiable as cotton yam Rs. per Kg. 

((1 of 69 or more NF counts 
of L a h  51 but below% counts 

(iii) of & above 40 but below 51 comb 
((io) of & above 39 but below 40 counts 

(0) of & above 29 but below 39 counts 
(m> of & above 22 but below 29 counts 
(oii) of & above 14 but below 22 counts 

(niir") of leu than 1q:counts 

1.00 1.50 
1.00 1'25 
0.90 1'10 
0.80 0.80 
0.60 0. yo 
0'45 0.32 
0.30 0' 20 
Nil 0-  10 

1.50 where such yam 
I -25 m a  earlier 
I. 10 dadiable 
0.80 as cotton yam. 
o* 70 compounded levy 
0.32 procedure as 
0.20 well aa nil- 
oe ro rate for man&tun of 

cotton fibriu of rg-I(~) 
& 19-I(r) respectively werc 
available; & these were 
continued d t m d  wen 
after 1gi2-B~dget. 



6. Yarn containing partly more than 511 18A. 18B or 22A If dzrsifiable an cotton yam 
per mt of pte. depmdinq upan 

the fibre content as inLco1. (4) against S. No. 5 above. 
If clPsifiPble ps woollen yam 

as in col. (4) against S. No. 3 above. 
If classifiable as jute yarn. --- 

60 paise per Kg. 

7. Other b h d d  -yarn :- I as in col. 4 against S. NO. I Rr. 1o.00 per Kg. for yam n i s  category induda very 
above Rs. 14-00 per KR. of above 34 NF counb; many blendc earlier cove- 

(i) 50% cotton 50% ~lyes tcr  IBA as in col. 4 against S. No. Rs. 8 for loxver coltnts. red by different items 
(ii) 50% cotton 50% viscose I 8 3 above. carrying different rates of 
(i i i) 50% wool 50% plveter 18B duty. Hence the ram have td 
(ivl 50:4 \wool -joa/, acrylic I 8B been s5o~m only for 8 

pcpulr tlends. 



APPENDIX XV 

Para Ministry/Dcpartment 
No. concerned 

2 3 
- . - - -  - - 

1.38 Ministry of Finance 
(Department of Re- 
venue and Banking) 

Recommendation 
- - . -. - 

4 
- 

The Committee note that out of the excise duty of Rs. 2602 crores rea- 
lized during 1973-74. the excise duty on tobacco accounts fur a sizeable 
amount of Ks. 94 crolcs. Thi\ underlines the importance of ensuring that 
excise duty on tobacco is recovered efliciently. They are greatly concerned to 
note the critical observations made by the Tobacco Excise Tariff Commit- 
tee in their Report (April 1975) that on account of inadequacy of the 
strength of the exciee staff. "the intense mal-administration of even the limi- 
ted staff". . "scriptory work had tended to overshadow other types of execu- 
tive functions entrusted to the primary field formations". There was leak- 
age of revenue to the extent of 25-30 per cent. On this reckoning GOV- 
ernment appear to be losing revenue to the' extent of Rs. 20-25 crores a 
year. The Tariff Committee had also suggested the introduction of a two 
tier tariff with 3 low specific rate applicable to the raw product (unmanufac- 
tured tobacco) and a second point tax on the value added end product to 
reduce the anornalic\ in the tariff and the inequitieq in the existing tariff 
~ h i c h  unwittingly acted as an incentive for evwion. 



The Committee cannot view with equanimity the delay of over one and 
a half years in taking a decision on a basic issue like the rationalization of 
tariff on tobacco and other related issues. The Committee desire that 
Government should thke a decision in this matter well before the end 6f the 
current financial year so that neccssnry rationalization could be effected at 
least from the next financial year. The Committee see no reason why the 
administrative machinery for cokction of the excise duty in the field canndt 
be tightened so that they effectively discharge their responsibilities and plug 
all leakages of revenue. In view of the importance of the matter the Com- 
mittee would like to be informed of the concerete measures taken in parsuance 
of these recommendations within six months. 

The Committee are unhappy to note that Rs. 37 crores on account of 
excise duty on unmanufactured tobacco for the year 1969-75 remains 2 
outstanding. According to thc Ministry these arrears are on account of - 
demand r a i d  f o r  improycr rcnioval of tobacco from warehoubcs and time 
barred consignments I>ing llnclearcd in warehouses or the tobacco not being 
properly accounted for in term. of the Central Excise R U ~ F  etc. Pending 
appeals or revision application, :mil grant of \tn) orders hy civil courts are 
some other contributory factor5 for thew arrcrirs. 

Thc Committee strew that po\itive and concerred measures should be 
taken for rcalising the oulstnndin~ arrears. Action may hc taken inter alia 
to identify partics (other than (iovcrn~~icnt orgnnisations) who owe arrears 
of excise duty on tobacco of 1<, 5 l a h h  or niorc. Spccial attention should 
also be paid to the cffecting of recoveries in older cases where subsfantial 
amounts are outstanding for three years or more from parties. Since the 



number of these cases is not likely to be very large, it should be possible for 
tho Board as well as the Collector$ in the field to pay special attention to this 
matter and take conclusive action to recover the amounts. The Com- 
mittee also stress the need for ensuring that current dues arc recovered in 
time and not allowed to go into arrears. 

5 I .42 Ministry of Finance Apart from plugging the loopholes which make it possible for the parties 
(Depar;ment of Re- to run up these oufrtandings, the Committee sugest that renal interest venue and Barking) should be invariably recovered and penalties as admissible under the Rules 

levied so that these act as a deterrent to others from wilfully refraining from 
paying Government dues. !2 t.~ 

6 1.43 Ministry of Commerce The Committee find tha out of the total exporb of 367,885 tonnes of 
tobacco during 1970-75 15,392 tonnes only were of manufactured variety 
and the rest represent unmanufactured tobacco. Further, the quantity of 
manufactured tobacco exported during these five years represent a mere 4.2 
per cent of the total exports of tobacco. Tt is also noted that there has 
hardly been any worthwhile increase in the quantities/value of manufactured 
tobacco during the last three years. The Committee understand that $he 
increase in exports of manufactured tobacco in 1971-72 and 1972-73 was 
on account of larger exports to USSR. The Committee would like the 
Tobacco Board and the Government to go into the matter in depth to set 
why the higher e~~crrtr: emld not he sartairltd in mbstqneht V~!ITS $0 tliat 



effective ~ r n ~ c d i d  nicasu!cb can bc tabcn at lcast to restorc the exports to the 
level rexhed fivo years earlier. 

7 1.44 klinistrr of Commerce - The Committee feel greatly concerned that all these years inspite of the 
Ministry of Agriculture fact that as stated by the National Commission on Agriculture that India is 
P: Irrigation capable of producing the best quality tobacco and also in view of the fact 

that India is one of the major producers of tobacco in the world, India has 
not so far been able to make appreciable headway in the export of manu- 
factured tobacco. The Committee feel that with a little effort and attention, 
Indian manufacturers could produce competitive quality of cigarettes, che- 
roots. cigars, export quality bidis. smoking mixtures etc. and with its compa- 
ratively lesser cost of production due to availability of cheap labour, India 
could establish itself as a main exporter of tobacco products in the world. 
The Committee would like to point out that this has not been possible due to E some vested interests which seem to have been engaged more in exporting w 
mainly to their foreign affiliates. I£ this had not been so, the staggering 
figure of manufactured tobacco exported remaining 5 per cent all these years 
could not have been. The Committee would, therefore, strongly recommend 
the Oovemment to give urgent attention to the need of increasing the 
proportion of manufactured tobacco export vAich is capable of earning 
much larger foreign exchange. 

8 1'45 Ministry of Finance The Committee note that the Tobacco Industry has a very large instal- 
(Department of Re- led capacity for the manufacture of cigarettes and had also the requisite ex- 
venue and pefiise. What is necessary is to closely study the consumers3 pereferences 
Ministry Commerce and the tar8 structure of the chief consumers of manufactured tobacco, 

particularly for cigarettes, cigars and cheroots, export quality bidis, smoking 
- - - -- - - . - -. 



mixtures etc. so that the potential for larger exports of manufactured tobacco 
could be located and developed. 

9. 1.46 Ministry of Commerce The Committee would like the Tobacco Board, set up earlier last year, to 
Ministry of Agriculture study the export problem in depth and take concerted measures in consulta- 
Sr Irrigation tion ki th  ~overnment  and the nknufacturers so that exports could be Stepped 

up and larger foreign exchange and also higher unit value could be earned. 
The Committee stress that in stepping up exports, Indian-owned companies 
should be given preference and all requisite facilities so that their share in 
the export market could increase. N 

I- 
P 

The Committee note that the unit value realised for Indian tobacco was 
only 40 pence per pound in 1974 as compared to 55-69 pence per pound 
fetched by tobacco originating from USA, Canada, Zambia and Malawi. 
'This difference has been explained by the Ministry to be due to the higher 
quality of tobacco su,nplied by these other countries. The Committee under- 
stand that the National Commission on Agriculture have cited the 'common 
knowledge' that India's exportcd VFC varieties rank among the best in the 
world and comparc favourably with t3osc supplied by USA and other 
developed tobacco producing countrics. The Committee would like Gov- 
ernment/Tobacco Board to rcdoublc their efforts to rcalise highcr unit value 
for Indian exports of tobacco. The Committee also fcel that it should have 





pulsion. The Conmiittee would like to draw the pointed attention oi Gov- 
ernment to the above facts and stress the need for taking effective action 
under the law particularly the Foreign Exchange Regulation Act etc. to 
check and eliminate the dominant position of the foreign-owned companies. 
Government should see that the Indian manufacturing units art given their 
rightful place both in the internal and external trade. 

12 1.49 hlinistry of Agriculture The Committee are greatly concerned to find that even in exports of 
& Irrigation unmanufactured tobacco it is the Indian Leaf Tobacco Development Co. to 
'Ministry of ~~~~i~~ Ltd., a multinational concern which occupies a dominant position account- - 

QI 
ing for export of the manufactured tobacco to the tune of Rs. 198 million 
(Approximately) out of the total exports for Rs. 684 muion during 1973- 
74. As already earlier stressed the Committee would like the Tobacco 
Board to take a leading role to increase exports of tobacco so that foreign 
owned companies do not continue to dominate this field. 

The Committee note that there was a perceptible increase in the import 
of tobacco from 28000 kgs. in 1970-71 valued at Rs. 39000 and 98000 
kg\. in 1974-75 ~ a l u e d  at RF 2.79.000/-. Thc Colnmitfr: also observe 
tha t  the unit valuc of imported tob:tccn Im increased from Rs. 1.44 per kg. 
in  1970-71 to Rs. 71 2 7  per kg. in 1974-75 as agsinct the increase in the 
unit vnlue of trd13cco c~porlcd f m n l  Rc fi 61 per kn to R r  10.7? per kg. 



over the corresponding period. The Conlmittoe have earlier stressed the need 
for devdoping quality tobaoco within thy country. 'rhey'see & rhason why it 
should not be possible to pow the quality of tobacco whkh is at present 
being imported so that it can serve the  & p o s e  of blending in the manufac- 
ture of tobacco, cigarettes etc. The Committee would like the Tobacco 
Board and the Government to take concerted measures in this behalf so 
that self-reliance is attained at the earlie\t. The Cornmittel: :tlso stress that 
before permitting import of any tobacco. Government should satisfy itself 
that the quality of tobacco which is desired to be imported is not produced 
and available in the country. Secondly, if some special quality tobacco is 
permitted to be imported, then care should be taken to see that it is procured 
at the most competitive rates and that it is used for the purpose for which 
it is imported. 

AiinisW 01' Commerce A coniplaint \\as madc by the producers of tobacco for not having been 
hiinistry of~gr icu l ture  paid their dues in time by the exporting companies in Andhra Pradesh. The 

& Irrigation enquirv conducted b!. the State Government. at the instance of Ministry of - - 
commerce rcvealed that there nra? sonic delay on the part of the exporter, 
an lndian company in settling the due, of the farmers in respect of purchase 
of tobacco The Cornmittre haw been ac<~ireit tF:rt thro~yh a scheme of 
re@strntion of r.ipnrtcr\ and dealerc of tobacco. the T(&m-o Ro-ird intends 
to keep a watch on the timely payments being made to t h ~  growers for the 
tobacco purchnsed from them by the exporters arid dealers registered with 
the Board. The Committee also reconinlend th3t Governn~ent should en- 
sure that the producers get remunerative and fair prices for their produce 
so as to give them i~icentive for the cultivation of quality tobacco. 



1.5 ...I? ,\\inistry of Finance (Ucp!t. Prior to 24 April, 1962, art silk fabrics/hosiery imils nlanufactured in 
o f ~ e v e n u e  and Banking the powcrloom sector were suljscted to Central Excise duty. With effect 

from 24 April, 1962 unprocessed fabrics whether nlanufactured in the 
handloonis/powerlooms or in a composite mill were granted exemption 
from basic and additional di~ty  as also handloom cess and only those manu- 
facturers who processed art silk fabrics with thc aid of power were required 
to takc out a licence and pay duty on the processed fabrics. This is an 
instance which brings out a serious lacuna by an executive action by issuing 
of a Notification makiny use of rule-making power. cutting at the very roots 
of the substantive provisions of the Act of Parliament, thus rendering the 
object of taxing a particular item nugatory and without the Parliament being 

00 informeid of this change which results in loss of revenue. The Committee 
would therefore like to reiterate their earlier recommendation made in para- 
graph 1.25 of their 1 1 lth Report (Fourth Lok Sabha;) (1969-70) that when- 
evek any Notification or Order has an adverse fiscal effect, previous sapc- 
tion of Parliament must be obtained before giving effect to any such Notifi- 
cation or Order. 

-Do- The Committee are unhappy to note that this change in the stage of 
lelvy of duty led to substantial quantities of art silk fabrics processed with 
the aid of power and steam escaping levy of excise duty as a result of un- 
~crupulous practices adopted by the manufacturers,'processors. Accord- 
ing to the Sdf Removal Procedure Review Committee art silk fabric was 
a notorious item for large scale evasion of duty. The Review Committee 



had found substance in the allegations that several producers were ih fact 
processing such fabrics with the aid of power but were showing them as 
processed without such aid in collusion with hand processors. Some idea 
of the magnitude of such evasion can be had from the instance given in 
the Audit Report according to which in a Collectorate, 22 mills manufac- 
tured 'art silk fabrics' and cleared them free of duty as unprocessed fab- 
rics although processing was being done with the aid of team. The loss 
to Government revenue was reckoned at Rs. 13.60 lakhs. 

Several explanations have been offered for the failure to prevent eva- 
sion of duty. It has been pleaded that under the then existing excise duty 
the Department of Revemuel had no control over the units producing art 
silk fabrics upto the loom stage. Secondly, the leakage of revenue on pro- 
cessed art silk fabrics became more feasible than in other sectors because 2 
of the highly decentralised nature of the processing units which could 
operate the machines at  any time. Thirdly, the introduction of Sellf Re- 
moval Procedure which relaxed physical control of the unib also contri- 
buted to the evasion of duty. 

-Do- According to the calculations mads by Audit and which have been 
based upon the estimates of Textile Commissioner, during the period 
1970-71 to 1972-73 (April to December, 1972) the difference between 
the production of grey fabrics and actual clearance of processed fabrics 
was of the order of 1192 million sq. metres. Taking the average mini- 
m tariff value and the rate of duty as provided in the tariff, the reve- 
nue evaded during tha years 1970-71 to 1972-73 would according to the 
Audit amount to Rs. 7.60 crores. The aforementioned figure of 1192 

--- - 
1993 LS-JS 



19 Ministry of Finance (Deptt. 2'47 of Revenue and Bonking) 

million 
cording 
arrived 
tralised 

squrre metres has been disputed by the Ministry of Finance. Ac- 
to the Ministry of Finance, these estimates of production haw been 
at by Audit on the basis of the availability of yarn for the decen- 
sector of handlooms and powerlooms. This estimated produotion 

includes the production of grey art silk fabrics in the handloom sector as 
also the grey art silk fabrics which are processed in the non-power opera- 
ted sector in respect of both of which there was no excise duty. Further, 
some quantities of art silk yarn were used in the manufacture of blended 
fabrics or hosiery goods. There was also export of a.rt silk fabrics in grey 
form. 

h, 
h, 

It has been contended by the Department of Revenue that the quan- o 
tum of art silk fabrics should be calculated at the rate of 8.86 metres per 
kilogram of yam as per formula adopted by the Task Force instead of 9.79 
metres taken by the Textile Commissioner. The Department, accordingly 
calculated that the unaccounted quantum of fabrics comes to 244 million 
sq. metres instead of 1192 million sq. metres, as mentioned in the Audit 
paragaph. 

The Committee would have liked the Department of Revenue to have 
the revised figures as work@ out as per the Task Force formula (Appen- 
dix VIII) checked by Audit so that the Committee had verified data before 
it. The Committee would defek their final observation? till the data duly 
vetted by Audit becomes available In the meantime, even if for the sakq 



of argument, tha figures now advanced by the Department of Revenue are 
accepted as correct, it is noticed that as much as 12.68 per cent of the 
total grey fabrics are not accounted for. The Department of Revmue while 
arguing that some of the art silk fabrics may have been processed without 
the aid of power and some consumed in the grey stage itself, have con- 
ceded that some fabrics had escaped duty. The Committee feel that it 
was incumbcnt on the Department of Revenue, Textile Commissioner etc. 
to work in close co-ordination with one another in order to see how much 
of art silk fabrics was being produced in the country, how much out of 
it was being actually processed with the help of steam, power etc., so as 
to ensure recovery of excise duty. The Committee are convinced that if 
a critical review of the position was made conteinporaneously by all the 
Government agencies concerned, discrepancies in the quantum of fabrics 
not accounted for and the quantum of fabrics escaping duty in terms of w 

h) exemption orders or removed surreptitiously would have come to notice r 

and Government would have been enabled to take action much earlier 
than 1975 to shift the excise duty from the fabric stage to the yarn stage. 

-Do- Thd least that can be done is to learn the lesson from this costly lapse. 
It should be obligatory for the Department of Revenue to thoroughly re- 
view the collection of excise duty in respect of major commodities in con- 
sultation and in coordination with all other Govmment agencies .con- 
cerned so as to pinpoint the constraints or difficulties which are coming 
in the way of recovery of the duty and to suggest concrete remedial mea- 
sures for overcoming them. The Committee would like to be informed 
of the measures taken, or proposed to be taken by Government to obviate 
recurrence of such costly lapses. 

,- - . --- - -- ------I-- - 



22 2.50 Ministry of Finance (Department It has been further stated that the licences issued to the Processiog 
of Revenue & Banking) Units did not specifically mention the capacity. The Committea feel that 

had the Department of Excise taken timely action to identify 'these cons- 
traints and difficulties' and initiated action to survey th: processing units 
and noted down their capacity and tightened up the fidd organisation, it 
should have been possible to exercise proper excise surveillance over these 
Processing Units and plugged all loopholes for evasion of duty. The 
Committee also stress that the capacity shodd invariably be mentioned in 
specific terms in the licence itself so that difficulties of the nature 
enced in the instant case do not arise. 

The Committee desire that in future while changing the point/basis of 
levy of excise duty, the practical implications thereof should be gone into 
fully. so that no loopholes are left for evasion of duty. 

The Committee are conceirned to note yet another instance of evasion 
of duty by resorting to wilful malpractices by the art silk manufacturers by 
packing sound art silk fabrics in rolls and clearing thcni as fents and cut- 
ting sound fabrics into cut-pieces so as to fit the definition of rags to 
escape tha appropriate rate of duty. The Committee have been given 
to understand that this tendency to resort to malpractice was accentuated 
from 1970 onwards when the duty na5 changed to ad ~dorcrrz rates rais- 
ing the incidence of duty sharply. Thd Conmittca deplore the lack of 
urgency on the part of Governmsnt in taking timely remedial measures 



to check this malpractice inspite of the fact that the percentage of tery- 
cotton suiting fents remcwed witlmt payment of duty in a few mills were 
as high a4 71. The correctiw measures wcre taken only in 1973, when 
the definitions of fents and rags \ w e  revised by reducing the length and 
by increasing the rate of duty on fents. The Committee feel that if 
Governmcnt had carefully considered the full implications of switching 
over in 1970 from specific duty to clrl ~.ulorcm duty on art silk fabrics, 
they would have taken in time the requisite preventive measures ab initio 
to plug these loopholes. 

k.  
The Committee stress that Government should learn a lesson from this 

grave lapse and see that in future concerted measures are taken to plug all 
loopholes while changing the incidmce/rate of excise duty. td w 

W 
The Committee note that additional excise duty in lieu of sales ,tax 

continues to be! levied on fabrics. The amount realised from the addi- 
tional excise duty is disbursed to the State Governments in lieu of sales 
tax. The Finance Secretary conceded during evidence that evasion from 
the incidence of additional excise duty could not be ruled out. The Com- 
mittee f&l that the Central Government is duty bound to take effective 
measures to see that additional excise duty is realised in full and the 
amount disbursed to State Governments who have entrusted this respon- 
sibility to the Centre. 

27 2.55 -do- The Con~mittee are amazed to find that wholesale exmption was given 
to fabrics manufactured on circular knitting machines in terms of notifi- 
cation of 6 July, 1957, even though it was well known for years that new 



circular knitting machines had been brought into use to manufacture very 
costly fabric's with the use of nylon textured yarn. The prices of the Eab- 
rics knitted over 'circular machines as per statement furnished by the 
Department vary from Rs. 20 to Rs. 92 per metre. The Committee can 
see' no justificatiod whatever for allowing this concession to continue for 
17 long years till it was withdrawn in 1975. The Committee feel that in 
1970 when Government switched over from specific to ad valorem rate 
for' determining excise duty, it was incumbent on them to review also 
the questioii of bringing into the excise ne't the costly art silk fabrics manu- 
factured on circular knitting machines. 

h) 
h) 

a8 2.56 Ministry of Finance (Department According to the statement furnished by the Department the total * 
of Revenue & Banking) amount involved by way of exemption on excise duty on art silk fabrics 

manufactured on circular knitting machines till March 1975 for kading 
mills, as  per data so far available works out to Rs. 45.5 lakhs (approxi- 
mately). 

The Committee would like this matter to be investigated thoroughly 
at a high level to determine how the fabrics manufactured on circular knit- 
ting machines continued to remain exempted between 1970 and 1975 and 
fix responsibility and inform the Committee of the action taken. 

The prices,of art silk yarn/art silk fabrics ara high and these prices are 
subject to fluctuations due to various reasons including international pri- 



&s of import, the cost of production in the country, demand and sup& , etc. The Cornnlittee would l ~ k e  the Department of Revenue to have stand-. 
ing arrangements with the Textile Commissioner and all organisations an- 
cemed' so as to keep undej~ continuous review the prices of art silk yarn, 
art silk fabrics etc., so that ad valorem duty couM be suitably revised in 
time in the interest of safeguarding revenue interest The Committee 
stress thal'at any rate there should be an arrangement whereby in all major 
cases bf levy of excise Puty on ad valorem rate, traitl values are reviewed 
at least once a year at a high level in consultation with all concerned. 

From 1 March, 1973, a new sub-item (1A) was introduced under tar% 
it& 1 9 4  (cotton fabrics) through the Finance Act, 1973 to cover cotton 
fabric% co~tainiug 30 per cent or morq by weight of fibre or yarn or both, 
of mxmjllulosic origin. Though these fabrics are assessable to duty ad- N 

h) valorem, Government issued specific instructions in March, 1973 that cot- ur 
ton yara used in the manufacture of them fabrics should be subjected to 
duty, 

I t  was however only after Audit had pointed out to the Department in 
February 1974 that duty on cotton yarn used in the manufacture of Tosca, 
Nebtune and Jupiter had not been paid by Binny Mills, Madras that a 
show cause notice was issued to the Mills. The short levy of Rs: 72461 
for the period 1 March, 1973 to 30 November, 1973 has been finaHy paid 
by the assessees. 

33 3-36 -do- The Committee are concerned over the failure of the Department to 
- - detect tha evasion which might have continued but for scrutiny by Audit 



As admitted by thc Finance Secretary, it was obviously a case of non- 
bbservance of budgetary instructions by the field staff. The Committee 
would like responsibility to be fixed for the lapse and suitable follow-~ip 
action taken. 

Ministry of Finance (Department With regard to ensuring compliance with the Budgetary instructions 
of Revenue & Banking) and consequential changes, the Committee learn that it is the responsibility 

of the field formation to implement the instructions and the Collectors 
are responsible for ensuring compliance. The Ministry of Finance is re- 
quired to keep itcelf posted with the latest position through the Directorate 

tb of Inspection and Statistics and Intelligence and the Ministry is also requir- N 
0\ ed to resolve the practical difficulties which may be experienceid by the 

field formation during the implementation of the Budgetary instructi@s. 
The Committee have also been assured by the Ministry that the Director 
of Inspection conducts sample surveys to see thnt generally Budgetary ins-. 
tructions are correctly implemented. It iq  surprisin: and disturbing that 
in spite of such elaborate arrangements. evasion of duty by Binny Mills, 
a powerful and prosperous mill, should have remained undetected. 

The Committee learn that accordinp to the Board's orders, units corn- 
ing under Asses~ment-cum-Inspections Groups are to be visited by Bter- 
nal Audit Party once 3 year. The unit was visited by Internal Audit Pam 
between 8 March 1973 to 17 March 1973 but they did not have the oppor- 
tunity to h d  out the irregularity since the Classification List was filed of) 



36. 3. A$n@y ok ~$ariCe (Departpent of 
~ e & u e  & Banking) 

15 March, 73 and approved on 19 March, 1973 after the completion of 
the audit by the Internal Audit Party. Th? Committee are unhappy that 
during the period from March 1973 to June, 1974 there was no other visit 
by the Internal Audit Party or Assessment-cum-Inspection Gtuups. The 
plea cannot be accepted that the excise officers dealing with the group of 
Binny  ills are greatly over-worked. It is, indzed, incumbent on the 
authorities concerned to see that appropriate staff is deployed for exercis- 
ing effective check on mills, particularly the bigger mills that have the 
resources often to get away. The Committee are not satisfied with the 
belated steps, now clainled to have been taken by the Central Board of 
Excise and Customs, to strengthen the excise machinery for the Binny 
Mills. They urge that no efforts should be spared to ensure that Binny 
and other such big mills are brought uinder effective excise surveillance 
in the larger public interest. N 

h) 
d 

According to Audit, the duty evaded in the present case was of the 
order of Rs. 2,17,800. A show cause notice was also issued by the Col- 
lectorate of Excise and Custonls to Binny Mills, Madra~, in February, 
1974. I t  was, however, stated that on further verification it had been 
found that the short levy in fact worked out to Rs. 65, 564 and this demand 
bad been confinned to the party on 8 May. 1975. The Mill had paid 
Rs. 65,564 under protest 

During the course of evidence a point was raised whether the short 
levy covered all the varieties which had escaped correct assessment. The 
information of Audit was that there were as many as 4 varieties involved. 
The Ministry have, intimated that there were only three varieties, Tosca, 



Neptune and Jupiter. However, on further investigation, it has been 
found by the Ministry that the Mills had not paid the appropriate excise 
duty on fents having regard to the contents of fabrics falling under tariff 
item 19-I(lA), for the period from 1 March, 1973 to 30 November, 1973 
and on this account a further amount of Rs. 6897 had been raised and 
recovered. . 1- I - r ,  

38. 3.G - Ministry of Finance (Department The Committee would like the Cai t~al  Board of Excise and Customs 
of Reveihtt &- Badtifig] ' to makd sure that at least now, excise duty at appropriate rates has been 

levied for all the varieties of fabrics falling within the ambit of tariff item ,, 
194(1A) and the amounts recovered. The Committee would like to be % 
spedcaHy informed in the matter. 

In the first instance, the duty payable on the cotton yam iti this case 
was* messed by the Department at Rs. 56,007 at the compounded rates. 
Subsequently, 'when the Ministry of Law advised in another case, referred 
to by the Collector of Central Excise, Baroda, that the compounded rate 
was-not applicable to the fabrics falling under item 19-I(lA), the demand 
was. revised to Rs. 65,564 and latek on to Rs. 72,461 to include the excise 
duty due' on fents. The Committee were informed that the MinLtry had 
;I doubt whether the compounded rate was applicable and tha matter had 
therefore been referred to the Ministry of Law. The Committee are sur- 
prised that on such basic matters as to whether the duty had to be levied 



at the specific or a compounded rate, the Board was not cleaa while hi- 
ing Budgetary instructions and such a matter got clarified after nearly two 
years on receipt of a reference from one of the Collectorates. The result 
was that only on 8 May, 1975 the final demand on Binny Mills for 
Rs. 65,564 could be confirmed. 
I---- 

40. 3.43 Ministry of Finance (Department The sequence of events with regard to the issue of the clarification 
of Revenue & Banking indicates that there was undue, and avoidable delay at the various stages. 

For instance, on receipt of the duplicate copy of the original letter fro& 
the Collector of Central Excisc, Baroda in the Board's Office on 30 Octo- 
ba,  1973, its initial examination in that office upto 12 March, 
1974. Thereafter, making of a reference to the Ministry of Law for 
advice took more than two months. The advice of the Ministry of Law 
was received in the Board's office on 9 April, 1974 and it remained under g 
examination for two months. Similarly, the other stages of examination of $0 

the case took quite a lot of time delaying the matter considerably. The 
Committee are not happy over such a state of affairs and desire that clari- 
fications sought by the Collectorateis from the Board should be disposed 
of expeditimsly. The Committee need hardly point out that such clarifica- 
tions are not only applicable to the Collectorate seeking direction but to 
the' other Collectorates and as the present case of Binny Mills, Madras, 
has shown, delay in clarification means non-realisation of correct levy for 
a long time. 

41- 3-44 -do- The Committee are greatly concerned to find that Binny Mills, Madras, 
filed a wrong Classification List with the excise officials in 1973 after item 
19-I(1A) was included in the tariff with effect from 1 March, 1973. The - - . . , . . . - - - - - - 



construction-details of the fabrics were not given. Jt had also not been 
indicated whelther the Mills had paid the yam duty. The Mill had also 
not clearly stated the cxtent of pure cotton being used in the fabrics. 

42. 3.45 Ministry of Finance (Department Apart from this instance there has been another similar case concern- 
of Revenue & Banking) ing this very mill in Bangalore Collectorate, where sample varieties of 

cotton suiting with a blend of more than 30 per cent of terene and which 
fell within the ambit of 19-I(1A) were wrongly cleared under 19-I(1). 
Though the short levy in that case amounted only to Rs. 54 this is indi- 
cative of the fact that Binny Mills consistently adopted incorrect classi- 
fication for the purposes of tariff duty for their cotton fabrics. 

The Committee are concerned to note that besides the short levy of 
excise duty in the cases pointed out in the Andit Paragraph there are 
three other cases involving Binny Mills with excise implications of Rs. 19.6 
lakhs covering a period from 1 March, 1969 to 30 September, 1973. 
Among these cases, two of them with an exciqe implica!ion of Rs. 15.8 
lakhs relate to the declarafion of certain variety of fabrics wrongly under 
item number 19(1)(2) though these should have been assessed appro- 
priately on ad valorem b'lsis under tariff item 19(1) (1). In the third 
case, with a tax impllcaticru of Rs. 3.8 lakhs, it is understood that the 
mills deliberately cut ce~tain variety of tcrry cotton fabrics into fents in 
order to fraudulently avail of lo~ver excise di1ty. I h e  Comnrittce desi~e 



that all lhcse case5 should be ~horoughly gonc into and conclusive action 
taken to recover not only the excise duty of Rs. 19.6 lakhs which is due 
but also to impose penalties as admissible undcr the rules, so as to act as 
a deterrent to others. The Committce nould like to be specifically 
informed within three months of the action taken by the Government in 
the matter. 

, < 

The Comn~ittee have already pointed out c d i e r  that the excise sui- 
veillance machinery shmld be adequate to the requirements and had thi- 
been the case the escisc duty nould have been recovered ab inilio at the 
appropriate rate5 and the mills not allowed to clrar then1 in the manner 
they have done. 

h) 
CI1 

Thc Committce are deeply concerned to learn from the Ministry that - 
in one of the cases: "The mills c!cared the goods without filling the 
classification list and by alleged nilful supp~ession of material facts while 
submitting classification list with the intent to c\a& payment of legitimate 
excise duty thereon." The Committee w u l d  1il.e thz Central Board of 
Excise and Customs to take a clue from this case and alert their field 
organisations so as to ensure that no loop-hoks are left in the matter of 
scrutiny of the classification list and levy and collection of excise duty 
and deterrent action is taken, as admissible under the Rules, for any sup 
pression of material facts or wilful evasion ai dut?. The C o m ~ t t e e  
would like to be informed of the concrete measures t a k a  in pursuance 
of their recommendations. 



46. 3.49 Ministry of Finance (Department The present duty structure is stated to !x unfavourable to the industry 
of Revenue & Banking) as well as the agricultural producers. It is understood that the Ministry 

of Finance have taken some initiative in the matter and started a dialogue 
with the industry to bring about some rationalisation in the tariff rates. 
The Committee desire that Government should consider this matter in 
all its aspects and rationalise the excise structure on textiles in a manner 
which would serve the larger public interest, particularly of the weaker 
sections of the society by making cloth available at a price within their 
reach. 4 

The Committee are unhappy over the evasion of excise duty by M/s. 
Mahadeva Textiles. Hubli, by short accounting of certain quantities of 
fabrics in the registers prescribed for recording daily productim. What 
worries the Committee more is that departmental machinery does not ap- 
pear to be effective in detecting such  omission^. In this case, the mal- 
practice of short accounting adopted by the Mill could not be detected 
by the Inspection Group when they visited the Mill in October, 1970. 
The short accounting was detected only when the Audit Party visited the 
Mill later, in October, 1971. From this, the Committee are inclined to 
believe that the Department did not exercise any effective check of the 
records of daily production maintained by the Mills. On the advice of 
Audit, further investigations were made and short levy of duty amounting 
to Rs. 12,864 on account of short accounting of production over the 



period 28 August, 1970 to 31 March, 1972 was found. 6 more cases 
of short accounting/non-accounting of fabrics involving evasion of duty 
for Rs. 14,933 were also noticed subsequently in this unit. The Com- 
mittee learn that the Collectorate have initiated penal proceedinp against 
the party in these cases. The case regarding demand of Rs. 12,864 is 
to be re-adjudicated according to the Appellate Collector's orders: The 
Collector is being advised by the Board to consider adjudicating the cases 
himself, if these have not been adjudicatedlre-adjudicated by the Assis- 
tant Collector. The Committee desire that these cases should be adjc- 
dicated expeditiously and the Committee informed about the penalties 
imposed on the party. The Committee would also like to know the action 
taken against the departmental officers for their failure to check on their 
own the records and accounts properly. 

h, 
W 

In this connection, the Committee recall that in paragraph 1.287 of W 

their 11 lth Report (1969-70) they had observed that for effective control 
over the fabric from the grey stage to the final stage of processing and 
finishing, it was not only necessary but also desirable that production 
records in respect of cotton fabrics are maintained at the "off-loom" stage. 
In pursuance of the said observation, the Ministry issued instructions on 
24 October, 1970, that in respect of cotton fabrics in textile mills the 
daily account of production should be maintained at the "off-loom" stage 
that is when the grey fabric is removed from the loom. The k m i t t e e  
learn that there was a year's time-lag in the implementation of these ins- 
tructions as several mills were finding it difficult to follow this procedure. 
The present case is one of this type wherein "off-loom" stage recording 



of production and accounting for excise duty were defective and there 
was evasion of duty. The Committee are anxio~ls that the instructions 
issued by the Board should be meticulousiy obsmed by all the units 
producing cotton fabrics because if grey fabrics are not accounted for at 
the stage of production, these would get left ox& in the Central Excise 
,records at all stages of processing and lesult in evasion of duty. The 
Ministry have stated that the reports received from the Direcior of Ins- 
pection indicated that the revised procedure was being generally observed, 
the only exception being that of the Buckmghani and Carnatic Mills Ltd. 
who were not maintaining accounts according to the revised procedure, 
but on further instructions issued to the Collector, also started following 
the instructions. Judging from the case of evasion cif excise duty by the 
powerful Group of the Binny Mills deal? with in the earlier paragraphs in 
this report, the Committee feel that greater vigilance is called for in deal- 
ing with such units. The Committee are of the view that the records and 
accounts should be strictly and properly maintained by all units at the 
"off-loom" stage and the Board should impress on the Collectorates that 
careful compliance with the instructions by the units concerned has to 
be invariably ensured. 

4 9  4.18 Ministry of Finance (Department The Committee are anxious that in order :o havc effective control 
of Revenue & Banking) over the fabrics there should be a proFcr colmAation of grcy fabrics 

from off-loom stages of processing and packins to their ultimate removal 



from the factory. According to the Ministry the exact correlation in 
this behalf would not be possible since during the course of processing 
the fabric. might elongate or shrink, depending upon the specific process 
carried out, and some rags, chinciies and fenis might also be produced. 
While noting these dif%culties, the Committee suggest that the Board should 
examine whether some standard guidelines should be laid down fixing the 
permissible percentage of shrinkage, rags and chiqdies etc. 

The Committee were informed that the irregularity of the type detected 
in the present case i.e., short accounting of cotton fabrics, was not wide- 
spread, although it was not possible with the p~esent strength of staff 
to undertake a 100 per cent check of all the units producing cotton 
Eabrics. The organisation works on the assumption that there will be a 
fairly large percentage of honest and law abiding people. It is more on 
the basis of random checks and general supervision that the machinery 
is being run. Although Government was going full-steam ahead in 
tightening up the machinery, it was argued that Government had to judge 
whether it was worthwhile to live with the comparatively low level of 
evasion or to increase staff at heavy cost to exercise more extensive checks. 
According to the Finance Secretary, the additional expenditure on more 
staff and supervision would have to be commensurate with the revenue 
expected to be realised. While it may not be practicable to undertake 
100 per cent check of various production accounts of excisable goods, 
the Committee are worried about the big manufacturers deliberately 
evading large amounts of excise duty. The Committee wish that thc 
Department should pay special attention to these elements, particularly 

-- 



sl. 5.53 Ministry of Finance (Depart- 
ment of Revenue & Banking) 

the known offenders, and exercise closer watch on them. The Committee 
learn that so far as the indirect taxes side is concerned the Department 
of Revenue have by and large gone by the S.R.P. Committee Report 
The Department further proposes to practicalljl go on to a compounded 
levy system, so far as the smaller units are concerned, in certain speci- 
fied industries and to utilise the man-power thus spread to attend tq 
other cases as also to ensure that the accounts etc. are properly main- 
tained. The Committee need hardly point out that it is incumbent on 
the authorities concerned to see that the loophoks in the collection of 
revenue are plugged and the mills are brought under effective excise 
surveillance and collection. The Committee would like to be apprised 
of the detailed steps taken by the Department to ensure effective check, 
conclusive follow-up action and award of deterrent punishment to delin- 
quent parties. 

Chapter X of the Central Excise Rules refers, inter alia, to excisable 
raw materials and component parts used in the manufacture of finished 
excisable goods either at concessional rates or without payment of duty. 
If any such parts/components are found surplus at the receiving factory, 
they can be removed on payment of duty, the rate and valuation being that 
in force on the date of actual removal of the goods. By a notification 
issued in May, 1971, motor vehicle parts (which are excisable) were 
exempted fr Jrn exise duty if they were intended to be used as original 
equipment parts . 



-do- The Committec regret to observe that M/s. Kirloskar Oil Engines who 
were allowed this concession for the manufacture of intcrnal combustion 
engine disregarded the Central Excise Rules in the instant case by trans- 
ferring component parts worth Rs. 3,72!134 during the period October- 
December, 1972, which had been received by the factory duty free, without 
prior intimation to the Central Excise Authorities and payment of duty. 
According to the Departmect the lapse on the part of the factory was not 
deliberate. as the Farty themselves had reported this fact in their monthly 
returns submitted to the Department. The Committee however find that 
the returns for the months of October and November, 1972 were submitted 
on 12 January, 1973 while the fact of removal of the goods was formally 
intimated by the party to the Department more than a month later on 21 
February, 1973. The Committee are of the view that the party committed 
a lapse in removing the excisable goods without prior intimation to the 
Excise authorities and without payment of excise duty as required under 4 
the Rules. 

Another important point which emerzes in this case is the question of -do- imposition of penalty for violation of the excise rules. In view of the fact 
that there was delay in the submission of monthly returns for the months of 
October and November, 1972 on 12 January, 1973, the Committee would 
like the Department to examine whether any penal sction was required to 
be taken against the firm and if SO. to intimate the action taken in this 
behalf. 

54. 5.36 -do- The Committee are also perturbed over the fact that the Department 
did not seem to  exercise effective control over the transfer and disposal of 

- C Z C _ _ _ - -  



such goods undu  the special procedure. The Committee were informed 
that various checks provided in the Rules originally framed at the time of 
physical control of factories got diluted with the introduction of the Self 
Removal Procedure. In the light of the report of the S.R.P. Committee, 
the Central Board of Excise and Customs were examining the question of 
introducing a more rational system of control. The Committee stress the 
imperative need for removing all lacunae in the present procedure so as to 
ensure that there are adequate safeguards3 against the abuse of the conces- 
sion by diverting the goods elsewhere or putting them to any unauthorised 
use. The Committee hope that while finalising the remedial steps, measures 
like the conducting of adequate and strict checks by the Inspection Groups, 
the inscription of some identification markings on the parts meant for oo 

original use, and periodic stock-taking of such parts in the custody of 
different units, would be kept in view. 

55- 5.37 Ministry of Finance (Depart- In  the present case. the excise duty on goods transferred by the party 
merit of Revenue & was first recovered in July, 1973 by the Department at the rate of 10 per 

cent prevailing at the time of their removal. Subsequently, at the instance 
of Audit, the duty was realised in May, 1974 at the rate of 20 per cent 
which was applicable on the date of payment under general Rule 9A of 
the Central Excise Rules. 

During evidence, the Finance Secretary expressed the view that Rule 
9A was not applicable, as the case was covered by Chapter X 2nd that the 



- 
relevant ryle w ', 196-A under which duty was payable at the rate applicable 
on the date of actual removal of the goods. The Committee are surprised 
at the shift in the stand of the Ministry who had earlier accepted the Audit 
objection and raised a demand for increased duty accordingly. The 
Committee desire that i t  should be examined whether in cases where the 
parties fail to pay duty at the time of removal of goods in accordance with 
Rule 196-A, the general Rule 9A would not apply for charging duty at the 
rate and value prevailing on the date of payment. In case the general rule 
is not applicable in such cases, the Committee suggest that the question of 
making suitable amendment to the Rules should be considered. The 
Committee desire that this mattex should be examined in consultation with 
the Ministry of Law expeditiously and a report sent to the Committee. 

In paragraph 19 of Chapter X of their Report, the Self Removal Pro- 
cedure Committee have observed that there are many exemptions, total and W 

partial, based on the end use of goods produced which not only present 
serious difficulties of administration but are grossly abused. In paragraph 
11 of Chapter 16 of the Repart. the S.R.P. Committee have urged that all 
such exemptions relating to the end use of goods should be reviewed and 
drastically curtailed unless there are very strong reasons to the contrary. 
The Committee have been infarmed that the recommendation has been 
examined by the Board and the decision of Government is awaited. The 
Committee are unhappy over the delay in taking final decision on such 
important recommendations of the S.R.P. Committee and desire that the 
matter should be expedited. A report in this regard should be sent early 
to the Committee. 



58. 6.39 Ministry of Finance (Depart- The Committee are surprised to find that in this case in spite of the 
merit of Revenue & Banking) transfer of the installation facilities by Burmah Shell-a multi rationd- 

the Indian Oil Corporation continued to provide Burmah Shell with storage 
facilities for their stock of mineral oil products in the bonded storage tanks 
held on the date of purchase. Even after the date of ~urchase the mineral 
oil products of the seller continued to be bought and stored in the bonded 
storage tanks of the purchaser in the space reserved for the seller there. 
The Burmah Shell thus saved expenditure on the establishment for main- 
tenance of the storage tank also absolved themselves of the responsi- 
bility for the payment of excise duty and any offences connected therewith. 

P 
According to the Audit paragraph, Burmah Shell by continuing to keep 0 

its stock of mineral oil products in the bonded storage tanks of the pur- 
chaser in contravention of Rule 172 of Central Excise Rules avoided pay- 
ment of duty accruing to the extent of Rs. 21,60,029 on 31 March 1969. 
The representative of the Ministry of Petroleum, during evidence, admitted 
the fact but tried to explain that "as far as revenue aspect is concerned, 
there is no detriment to the revenue of the Government; whatever amount 
was there, it was deferred and paid." The Committee feel, however, that 
apart from the principle involved, even deferment of the payment of duty 
amounting to Rs. 21,60,029 on 31 March, 1969 to the actual clearance of 
the mineral oil on future dates connoted loss of revenue, since the duty, 
except when relayed with legal sanction, required to be realised at the 
appropriate time. 

" 



60. 6.41 Ministry of Petroleum & The Corninittee surprised that even prior approvd of the hpilrtmeht 
Chemicals of Revenpe had not been obtained with regard to the agreement invalving 

payment of duty of considerable amount between IOC and Burmah Shell. 
It is certainly the responsibility of the Central Board of Excise and Customs 
to examine the pros and cond before an agreement of the sort can be 
entered into. 

-do- According to Rule 172 of the Central Excise Rules a private warehouse 
could be used only for warehousing exciseable goods belonging to the 
licencee himself or held by him as a broker or a commission agent. In the 
present case, the Indian Oil Corporation was neither a commission a g n t  
nor a broker, and the rule thus was transgressed. Burmah Shell had also 
violated Rule 145A which specifically provided that where the licence for 
a private warehouse was cancelled the Licencee had the obligation to remove 
the unwarehoused goods to a public warehouse ar  to another private 
warehouse or at any rate to clear them for home consumption after pay- 
ment of duty. 

62. 6.43 Ministry of Finance (Depart- In case of commodities to which Self Removal Procedure applied under 
ment of Revenue 81 Banking) Rule 162A the Central Board of Excise and Customs has been empowered 

to relax any of the provisions of the Warehousing Chapter in respect of 
excisable goods falling under item 6 to 11A of the First Schedule to the 
Act. Mineral oil products are clearly covered by this exemption. Even 
so, the Collector concerned appears to have allowed the exemption without 
referring the matter to the Board. The violation of the rule continued till 
Octobex, 1974, when the Board issued a general relaxation in this regard. 
The Committee cannot help the view that the general relaxation was only 



an after-thcught. Besides, the Committee doubt a110 the power of the 
Board to permit relaxations so that they go a~ainst the basic features of 
the entire system of levy of excise duty since t5e owner alone should be 
responsible for the goods stored. The prime intention of the Act and the 
Rulcs is to prevent leakaps of revenue by substitution or clandestine 
removal. The Committee would like Government to examine how far 
such relaxation was in keeping with the scheme of the Act and the Rules, 
pxticui lrly when the so called relaxation was only by a letter addressed 
1 1  'he Collector. 

63 6-44 Ministry of Finance (Dqart-  The Committee would like to express their concern once again aborlt 
merit Revenue & Banking). the manner in which the discretionary powers under the rules are exercised w 

by the Executive. In this case. as has been pointed out, without there being 
any such orders from the Board which were issued in October, 1974, the 
Collector concerned had himself given the exemption as back as in 1969. 
Ob~iously, by issuing a letter in October 1974, the Board could not regula- 
rise or legalise the lapse on the part of the Collector with retrospective 
effect. This appears to be a very very casual manner of dealing with the 
rules to the detriment of the national exchaquer. 

According to the Audit ?ara_eraph Indian Oil Corlmration had paio 
duty amounting to Rs. 38.01.89,425 cn behalf of Rurnx~h Shell in respect 
of the clemnces of the mineral oil products made by Burmah Shell from 
April 1969 to December 1973. But according to the information furnish- 



ed by the Ministry of Finance, Rurmah Shell reimbursed to Indian Oil 
Corporation a sum of Rs. 37.84,04.379.28, the gap between the t.wo 
amounts being Rs. 17,85.046. The Committee were informed that Indian 
Oil Corporation are not in a position to reconcile the two sets of figures 
without reference to the product-wise details of the quantities referred to 
by Audit. Such discrepancies cannot be taken for granted and the Com- 
mittee urge that the position is thoroughly checked and the figures recon- 
ciled; particularly when some likely detriment to Indian Oil Corporation's 
revenue appears involved. 

65 7.29 Ministry of Agriculture & Irri- The Committee note that ever since the Industry (Development and 
gation (Deptt. of Food) Regulation) Act 1951, came into force in May, 1952. till 1968, the capa- * 

city of the Vanaspati Industry already available was in excess of the de- 
mand for vanaspati. However, with the passage of time. the overall ins- 
tailed capacity in the industry had become margin all^ higher than the as- i2 
sessed requirements by 1968. and for effecting suitable increase in the 
capacity of the vanaspati industry, the indu$try was brought within the 
purview of de-licensing in September, 1968. At the time of delicensing, 
there were 52 vanaspati units in the country. The industry was again 
relicensed in February. 1970, when it was found 'that 49 additional units 
were proposed to be set up by promoters. Out of these 49. 31 units 
with a production capacity of 3.65 lakh tonnes have been set up so far. : 

66 7-30 -do- Between 1964-65 and 1968-69, the requirements of permitted oils for 
the vanaspati industry varied from 24.3 per cent to 41.3 of indigenous 
production. There had been occasional shortages of raw vegetable oils in 
the manufacture of vanaspati due to thc consumption of a major portion of 

- - - - 



vegetable oils in raw form in the country. Substantial imports of soyabean 
oil have been effected since 1965. The production and utilisation of cotton 
seed oil was also being encouraged. 

67 7-31 Ministry of Agriculture & The Committee find that despite these efforts, the production of vanas- 
Irrigation (Depn. of Food) pati has fallen short of the actual demand. The actual demand for vanas- 

pati in the country was about 5.5 lakh tonnes in 1974 whereas the pro- 
duction was only 3.54 lakh tonnes. On the other hand the Committee 
observe that the licensed capacity was still higher viz., 17.5 lakhs tonnes. 
This excess licensed capacity may well be responsible for higher cost of 
processing, a demand for imports of edible oils and even pressing far con- h) 

cessions in excise duty. The Committee feel that Government should not f= 
bave dellcensed the Vanaspati industry between September, ,>968 and 
February, 1970 when the capacity was already in excess of the require- 
ments; if new units were required to be set up in areas where the demand 
outstripped production, and the installation was justified on economic 
grounds, applications could be invited by issuing public notice etc. A 
lesson should be learnt from this costly lapse. 

68 7.32 Ministry of Finance (Deptt. of The Committee note that for the purpose of maximising the use of non- 
Revenue & Banking) - ---- - - traditional oils, the excise incentive lever was used by the Government 
 ini is try of Agriculture & from 1960 onwards to encourage the use of cotton seed oil in the manu- 
Irrigation (Depn. of facture of vanaspati. The original scheme of 1960 was revised with effect, 

from 1 March, 1962, under which the manufacturers were entitled to the 



rebate of, ~zenttal Excise duty in respect of hydrogenated oil at the kvel 
of abovz 7 per cent. The scope of this rebate scheme was restricted to 
indigenous cotton seed oil from 22 July, 1967. 

The Tariff Commission which enquired into the cost structure of and 
fair price payable to the Vanaspati Industry in their Report submitted on 
2 March, 1971 had inter alia recommended 'The time has now come for 
raising the minimum qualifying level of incorporation of cotton seed oil 
into Vanaspati from the present figure of 7 per cent to something akin 
to double that figure, namely, 15 per cent so as to enable it to earn the 
Excise duty rebate'. 

70 7'34 Ministry of Agriculture According to the 'Vegetable Oil Products (Standard of Quality) Order' 
Irrigation (Deptt. of Food) issued on 19 February, 1972 compulsory usage of cotton seed oil, at-a t~ 

Minimy of Finance (Deptt. of minimum of 10 Per cent, was prescribed to take effect from I April, 1972. 8 
Revenue & Banking) On subsequent reviews, the level of minimum usage was progressively in- 

creased to 15 per cent with effect from 1 December, 1972 and to 30 
per cent from 1 January, 1975. 

The actual percentage of cotton seed oil used in the manufacture of 
vanaspati was of the order of 8 per cent in 1963, 10.8 per cent in 1964, 
9.4 per cent in 1965, 15.9 per cent in 1966, 16.5 per cent in 1967, 14.9 

per cent in 1968, 18.3 per cent in 1969, 17.8 per cent in 1970 and 12.8 
per cent in 1971. It will thus be seen that the percentage of cotton seed 
oil used by the Industry in the manufacture of vanaspati was in excess of 
the minimum limit of 7 per cent when it was so fixed in 1962 for the 
purpose of earning rebate. It also indicates that there was a case for 



review of the rebate scheme with a view to increasing the minimum per- 
centage between the period 1962 to 1972. It is regretable that the Minis- 
try did not take action to increase the minimum limit during this period. 

72 7.36 Ministry of Agriculture & It was only in April, 1972 that the rebste scheme was reviewed allow- 
Irrigation (Deptt. of Food) ing the rebate on slab basis for the use of cotton seed oil in excess of 10 . - 
Ministry of Finance (Deptt. per cent. This review was undertaken consequent on the issue of Veg-  
of Revenue & Banlring) table Oil (Standard of Quality) Order by the Directorate of Sugar and 

Vanaspati on 19 February, 1972 fixing the compulsory limit for the use 
of cotton seed oil at 10 per cent. As already indicated above, the indus- 
try was actually using cotton seed oil in excess of 10 per cent before 1972. 
The Tariff Commission had also recommended the fixation of the minimum at 

limit of the use of cotton seed oil at 15 per cent. The Committee feel 
that there was no justification for keeping the minimum limit of the use 
of cotton seed oil at 10 per cent in the Order issued by the Vanaspati and 
Sugar Directorate on 19 February, 1972 and for fixing the same minimum 
percentage for the purpose of rebate of excise dutv in April, 1972. 

73 7-37 lMinistry of Finance (Deptt. The Secretary, Ministry of Finance stated during evidence that the 
-- of Revenue &Banking) - limit of 10 per cent was prescribed under Excise Rebate Scheme to syn- 

lMinistry of ' chronize with an Order issued under the Essential Commodities Act which Irrigation (Deptt. of Food) 
.Ministry of Civil Supplies & had said that the vegetable oil products would be prepared by hydroge- 
Cooperation nation of not less than 10  per cent of cotton seed oil. The representative 

of the Ministry of Food seemed to ?ive an impression that there was a 



link betwee. the actval use and the percentage v re scribed because the 
excess quar.tity actually used might be the result of incentive given at that 
time. The1 Committee are not convinced with these arguments and feel 
that rebate was not granted on rational basis. Even the Ministry of Civil 
Supplies and Cooperation have themselves informed the Committee on 
8 June. 1977 that the increased percentage usage of cotton seed oil in the 
manufacture of vanaspati after 1971 was attributed to the constant up- 
ward trend in the production and availability of cottonseed oil from 1971 
onwards. Similarly, the fall in the percentage usage of cottonseed oil in 
the year 1971 was due to a decline in indigenous production of cottonseed 
oil. 

74 7.38 Ministry of Agriculture & It is also disturbing that although the final Report of the Tariff Com- 
Irrigation p p t t .  of ~ ~ ~ d )  mission was received b y  the Government on 2 March, 1971, the Order 
- h) hiinktry of- pin;nce(&,fi. fixing the minimum limit for the use of cotton seed oil was Zsued by the 5 
of Revenue & Banking) Sugar and Vanaspati Directorate after more than a year in April, 1972. 

The Committee consider that there was unconscionable delay in taking 
action on the Report of the Tariff Commission. 

75 7.39 Ministry of Finance (Deptt. The Committee note that during 1971-75, Government have granted 
of Revenue & Banking) 

- -  - rebate to the tune of about Rs. 285,05,538 to only 10 top manufacturers 
hiinistry of Agriculture & of Vanaspnti. The Cormittee also learnt from Audit that in Bombay 2 
Irrigation (DePtt. leading manufacturers were using cotton seed oil to the extent of 35.41 

per cent in the years 1969-70 and 1970-71. It would thus appear that 
the scheme gave unintended benefit to the big manufacturers. The Com- 
mittee would like Government to cIosely scrutinise the performance of the 
rebate scheme from this angle so that unintended benefits are not con- 
ferred on the vanaspati manufacturers. 

------- -------- - ---- -- -- 



76 8.28 Ministry of Finance The Committee note that Tariff item 18 of the Central Excise TaM 
(DeWtment of covers Rayon and synthetic fibres and yarn and item 22 of the Tariff covers 

& Ban- Rayon or artificial silk fabrics. By virtue of, an exemption notification, 
Mne) however, unprocessed rayon or artificial silk fabrics are totally exempted 

from duty. According to the instructions issued by the Central Board 
of Excise and O~r toms on 11 July, 1972, strips of synthetic material such 
as mctalised polyester, high density polythelene not exceeding 5 m.m. in 
width including fabrics woven from such strips would fall within the pur- 
view of the central excise and as such these strips were excisable under item 
22 of the tariff. On 10 July, 1972, Government issued two notifications 
exempting the HDPE yarn and fabrics if these were intended for making 
sacks. Prior to the date of issue of the exemption Notification excise duty 
was leviable on such strips yarn and woven fabrics in the normal course. 

-do- The Committee find that the main considerations for issuing exemption 
notifications on 10 July, 1972 exempting from excise duty high density 
polyethelene tapes used for art silk fabrics and high density polyethelene 
woven fabrics used for making sacks were that the so called fabric is woven 
out of high density polyethelene tape and is not in any way comparable 
to the art silk fabrics commonly in use as wearable or non-wearable fabrice. 
Such fabric is essentially a packing material and a substitute for what is 
commonly known as gunny or jute bags in their end use. The exemption 
had been grmted to make its end price competitive with the corresponding 
jute bags or: jute products. Further the industry wn$ in the nascent stage 

$ 





these purposes was leg for the intervening period from 10 July 
1972 to 10 December Committee are perturbed to note that 
except the Hyderabad where the demand for Rs. 70,735 was 
issued for the period in question, the reports received from other Collector- 
ates revealed that no duty was demanded for this period in their jurisdiction. 
Even the demand for Rs. 70,735 issued by the Hyderabad Collectorate was 
subsequently withdrawn by the Assistant Collector. The Committee fail 
to appreciate the contention of the Department that no duty was leviable 
during the period 10 July 1972 to 10 December 1972, as the manufacture 
of High Density Polyethelene Yarn fabrics were covered by exmption 
Notification Nos. 164/72 and 165/72 dated 10 July 1972. It may be g 
stated that Notification No. 164/72 dated 10 July 1972 exempted high 
density polyethelene tapes if used in the manufacture of art silk fabrics in- 
tended for making sacks. Similarly, Notification No. 165172 dated 10 
July 1972 sought to exempt high density polyethelene woven fabrics in- 
tended for making sacks. Further this duty exemption was extended on 
11 December 1972 to cover the yarn and fabrics used for other purposes 
which included making aprons, tarpaulins, bag, baggage bags, table cloth 
etc., which implies that the yarn and fabrics used for these purposes during 
the period 10 July 1972 to 10 December 1972 were leviable for duty. The 
Committee would seek specific clarification on this point together with 
the jurisdiction for not demanding the relevant duty and subsequently 
withdrawing the demand for Rs. 70,735 in respect of Hyderahad Collec- 
torate. 

I 



8.32 Midsky of Finance The Committee note that the exemption which was originally pven for 
Pepafirnent two years has been subsequently extended upto October 1976. Though 
Revenue & Ban- the exemption from excise duty on High Density Polyethelene Woven king) 

Fabrics lapsed on 10 October 1976, yet it has been restored with effect 
from 16 November 1976 for a period of one year upto 15 November 
1977 on reconsideration of the matter in the context of representations 
from the trade. It was also urged before the Committee that the impact 
of synthetic bagging on the jute industry was only marginal inasmuch as 
the synthetic bags would meet the demand of the sector where jute bagging 
was found slightly deficient like fertiliser and chemical industries. The 
Committee would like to ohservc that synthetic bagging industry have 
already enjoyed the exemption from excise duty for about four years and 
cannot be said to be in nascent stage any more. Besides the crisis of de- 

N mand for jute goods and sacking underlines the need for ensuring that sub- 
stitute materials which would depress the demand further should not be 
encouraged, least of all by providing exemptions from excise duty etc. 

8.33 Do. The Committee note that the units in Chandigarh Collectorate and a 
unit in the Madras Collectorate were not licensed for Central Excise pur- 
poses. The Committee are concerned to find that the units in Chandigarb 
Collectorate were not licensed as these had not come to the notice of the 
Department till then. These were not licensed thereafter under the impres- 
sion that the goods manufactwed % them being fully exempt from duty, 
the units were not required to be licensed. The Committee have, how- 
ever subsequently been informed by the Department of Revenue and 
Banking on 26 March 1977 that these units have since been brought undet 



licensing control. The.Conuniktee need hardly emphasise the nee6 for 
surveillance by the collectorates to bring all such units under licensing net 
without delay and take conclusive action against erring units so as to act 
as a deterrent to others. 

9.12 Ministry of Finance The Committee note that due to growing diversification in the pattern of 
@epSrrment man-made fabrics and yarn, the existing tariff descriptions in the textile Revenue & Ban- 
kin%) yam, tariff led to difficulties in the assessment of yarn made to blended 

fibres. Disputes had arisen in the classification of mixed yam, as rayon 
and synthetic fibre$ and yarn. Executive instructions issued by the Gov- E ernment from time to time lacked clear legal authority and the assessments ta 
were challenged very often either before the departmental authorities or 
before the law courts. With a view to resolve these difficulties. the tariff 
items relating to textile yarns were reclassified in Maroh 1972. Yarn 
containing 90 per cent or more of an individual fibre (%ether man-made 
fibre or fibre$, cotton. wool, silk or jute) became classifiablc as yam of 
that dewription (as Rayon or syrrthetic yarn, cotton yarn, woollen yarn, 
silk yarn and jute yarn). FOP the blended yam i.e., yam in which an 
individual fibre was less thm 90 per cent, a new tariff item No. 18E was 
introduced. Even thougb the statutory rate for the newly created item 
Ne. 18E was Rs. 50 per kg.. different effective rates of duty were pres- , 
cribed for various uafrgoriq of blended yap+ with effect from 17 I+@q,h, 
1972. 



Do. Originally the compounded levy scheme was introduced for cotton yam 
used in the manufacture of cotton fabrics M m  the factory. Compound- 
ed levy system of duty on a catton yarn which is used in th& manufacture 
of Cotton fabrics in Composite Mills envisages collection of yarn duty at 
fabrics clearance stage on the basis of the area of the fabrics produced 
therefrom. The compounded levy procedure for payment of duty was 
extended to the yarn falling under item 18E vide the notification issued on 
the 17 March, 1972. The Committee are distressed to note that the system 
of compounded levy extended to blended yam resulted in loss of revenue 
because the rates of compounded levy were low compared to the effective 
rate prevailing for the same yam, if removed outside. and used in the 
manufacture of art silk fabric. The Committee feel concerned that the conti- 
nuance of compounded levy procedure to blended yarn used by the cotton 
composite mills for manufacture of cotton fabrics tilted the balance against 8 
the art silk fabrics. The cumulative incidence of duty on comparnbly valued 
cotton fabrics was lower than that on art silk fabrics. Further, due to this, 
incidence of duty on identical yarn consumed by cotton fabrics powerlooms 
became more as they were lnot entitled to compounded levy ~rocedure either 
before or after 1972 Budget. From 24 July. 1972 the scope of comoound- 
ed levy procedure was restricted to yarn containing anv two or more of . 
cellulosic staple fibre cotton and less than 50 per cent of jute. Accordino 
to Audit, the revenue foregone on account of conectim of dutv due to 
fixation of low compounded rate5 in the types of yarn to which the proce- 
dure applied rnrlier hut waq withdrawn from 24 Jdv. 1972 nmoonted ?o 
Rs. 30.63,454 in respect of 21 units in 3 Collectorates for the ~ r i o d  from 
17 March. 1972 to 23 July. 1972. 7he  total revenue lost on this accovnt 
in all the Collectorates would be manifold according to this indicat:on. 

- - -- - -- -- 



84 9.14 Ministry of Finance The Committee regret to note that sbme glaring anomalies had resulted (Dwment of consequent on the revision of tariff. For exampie, in the case of yatn Revenue & Ban- 
king) containing more than 50 per cent but not more than 55 per cent of non- 

cellulosic fibre, rate prescribed was Rs. 7.50 per'kg., whereas if it contained 
50 per cent of such fibre, duty was Ks. 10.00 per kg. Thus duty far tne 
former blended yarn was less than that for the later though non-cellulosic 
fibre contents were a little higher. Similarly, for 55 per cent polyester and 
45 per cent wool blended yarn (a very common blend) duty incidence 
would jump from Rs. 7.50 to Rs. 15.00 per kg., even if there was a mar@- 
nal increase of polyester fibre content. These anomalies were rectified 

t3  with effect from 24 July, 1972. According to the Ministry of Finance, ~n; 
the major exercise in 1972 Budget in relation to yarn was to prescribe 
precise definitions to classify different yarns and as such no detailed exer- 
cise was undertaken to assess the relative total incidence of duty on different 
fabrics. The Committee are unhappy to observe that no detailed exercise 
was undertaken to assess the relative incidence of duty on diierent fibres 
at the time of issue of the notification. The Committee strongly stress the 
need of making detailed examination of all such aspecis arising out of 
tar8 proposals before giving effect to them. 

Do. As a rebult of the amending notification issued on 24 July, 1972, cer- 
tain varieties of blended yarn were taken out of the compounded levy 
scheme. Yam being a separate commodity is exciseable before it is con- 
verted to fabrics and therefore duty is payable before such yarn is taken 



to the weaving shed. Then yarn on which compounded levy was with- 
drawn from 24 July, 1972 and which was already cleared without pagmmt 
of duty for use in weaving of fabrics became leviable to duty fh the normal 
course at effective rates. According to the information furnished by Dhe 
Ministry, the total amount of differential duty of Rs. 84,13,376 was recov- 
erable in respect of yarn in stock or used in fibres lying in stock on 24 
July 1972 and cleared thereafter. Out of this, an amount of Rs. 45,39,827 
is stiU unrealised due to pending adjudications, appeals and revision appli- 
cations. The Committee desire that vigorous efforts should be made to 
finalise the pending cases and recover the outstanding amounts expeditious- 
ly. The Committee would like to know the progress made in the realiza- 
tion of the outstanding amount. - /  

1: 10.29 Minrstry of Finance Hot Heavy Stock (HHS) a petroleum product v;nr cl;,ssified for excise & 
assessment under item 10 of the Central Excice Tariff at; Furnace Oil, an- - 

& Ban- other petroleum product. Consequent on redrction in prices of petroleum king) -- 
Ministry of Petro- product.; agreed to by Oil Companies. Additional Duties (Mineral Pro- 

leum & Chemicals ducts) Act, 1958 was passed levying additional duty on petroleum products 
to mop up adventitious gains to Oil Companies. By an Order issued by 
the Central Board of Revenue on 29 July 1959 exemption from whole of 
the additional excise duty was granted in respect of Hot Heavy Stock. The 
main consideration for exempting the product from additional duty is stated 
to be the fact that there was only one supplier and orle consumer (MIS. 
Stanvac. supplier and Trombav Power Station consumer) and the mice of 
the product was governed under an Agreement which envisaged that the 
variations in imported cost, freight etc.. would be reflected in the sale 



price. Secondly, this product could be chemically d i i h o d  from FU- 
nace Oil. It is evident that while Government mopped up the gain ac- 
cruing to the Oil companies in the case of Furnace Oil and other products 
by levy of additional excise duty, the Hot Heavy Stock was granted the 
exemption and the benefits accrued to firms in the private sector only. : 

10.30 Ministry of Finance At the time of devaluatio~~ in June 1966, the Government overlooked 
(Department of the distinction that they h;:d all along made in earlier years between the 
Revenue & Ban- Hot Heavy Stock and the Furnace Oil and allowed as a matter of course 
king) -- -the benefit of reduction in basic excise duty to thc tune of Rs. 36.95 Mi$zk  em^^^^ per metric tonne, the same rate at which this was given to Fur- 8 

nace Oil. This adventitious exemption was enjoyed by the Hot Heavy " 
Stock for the period from 6 June 1966 to 27 April 1967 resulting in a 
loss of public revenue of Rs. 44 lakhs. It was only as a result of sub-- 
quent review in Aprii 1967 that it was decided to levy additional excise 
duty on Hot Heavy Stock at the rate of Rs. 30.70 per metric tonne (revised 
to volumetric basis at Rs. 28.95 per kilometre at 15°C f.rom 1 March 
1968). The Committee are not able to appreciate how the additional 
excise duty was levied at a lesser rate than the reduction in basic exercise 
duty of Rs. 36.95 per metric tonne that had been earlier given. The ' 

Committee were informed at one time that it was apparently to compen- 
sate the Refinery for the increase in the cost of production of Hot H e m  
Stock subsequent to devaluation. Subsequently, they were informed that 
a detailed analysis in the matter had been done by the Ooverommt bedm 



deciding to allow a margin of Rs. 6.25 per metric tome on acwm of 
escalation in processing cost etc. and fixing the additional excise duty at 
the reduced rate of Rs. 30.70 per metric tonne. The Committee feel that 
it was but appropriate for the Government to have undertaken in depth 
study about the effect of devaluation on Hot Heavy Stock in June 1966 
or soon thereafter before extending to it any concession from the levy of 
oasic excise duty which had been ahwed  to the Furnace Oil on account 
of different circumstances. I f  the Government's plea of 19.59 that there 
was ;I direct agrccm~nt bctwcei~ the ~upplicr and ~ h c  consumcr which 
govcrncd the price 01 t l~c  product and thcrctore did not call for any levy 
oeing made undcr lhc Additional Duties (Mineral Products) Act, 1958 
is accepted, then in 1966 therc would havc been no question of even wn- 
sidering the grant of such a cunccssion. In any casc the Committee are 
unable to appreciate the ratioualc ol' recovering the duty at the reduced 
rate of Ks. 30.70 per metric tonne (as compared to Rs. 36.95 on the fur- 
nace oil) iron] 27 April 1967 to September 1973, when this was given 
up and the duty was levied on par with that on the Furnace Oil. The 
Committee feel that grant of this adventitious benefit over such a prolonged 
period was uncalled for and the matter should be enquired into thoroughly 
in order to ascertain the circunlstances under which such a concession was 
given and whether it was authorised by the competent authority which in 
this case appropriately should not have been less than the Minister. The 
Committee would like Government to make sure and inform the Com- 
mittee in specific terms that the adventitious benefit enjoyed by the foreign 
company over this prolonged period from June 1966 to Sept&nber 1973 
was duly taken into account for the purpose of Corporation Tax and other 



taxes and was also specifically taken into account at the time of settling 
the amount of compensation to be paid to the foreign company on its take 
over by Government in March 1974. 

11.27 Ministry of Finance The Committee note that on 1 June 1970, Government issued a noti- 
(De~aflmat of fication fixing concessional rates of excise duty on electric wires and cables 

& Ban- produced by small scale units if initial investment in plant and machinery king) only installed therein was not more than Rs. 7.5 lakhs. Before the issue 
of this notification, similar concession was available to Small Scale Units 
but the criterion to distinguish small scale units for the purpose of con- 
cessional rate was different. Under the earlier notification of 14 September '3, 
1968, units to which the Industries (Dcvclopment and Regulation) Act, 00 

1951 did not apply were being treated as small scale units for the purpose 
of this concession. According to the Ministry of Finance necessary change 
had to be effected because no small scale unit was ahle to avail of the 
concession. The Committee are dist~cwed to notc that some small scale 
units in whose case value of plant and machinery. initially installed was 
less than Rs. 7.5 lakhs continued to enjoy the concession in excise duty 
even after augmentation of their plant and machinery which raised the 
investments on these accounts beyond the limit of Rs. 7.5 lakhs. It  is 
regrettable that the notification which put the initial limit of Rs. 7.5 lakhs 
on the value of plant and machinery for qualifying for the concession of 
duty was defective in as much as that the subsequent investment in plant 
and machinery was not taken into account. Accoxdingtothe infotmatioq 



Do. 

furnished to the Committee from 1970 onwards 7 units enjoyed a gatuitous 
concession of as much as Rs. 13.98.461 even after the investment of each 
unit on plant and machinery cxceeded the limit of Rs. 7.5 lakhs. The 
Committee are unhappy over this avoidable loss to the Exchequer which 
could have been avoided if the Government had taken action without loss 
of time to rectify the lacuna in the notification. 

The Ministry of Finance have admitted that they had realised this 
defect when the Directorate of Tnspection, Customs and Central Excise, 
had raised a doubt in 1972 as to whether the benefit of exemption given in 
the impugned notification should continue after the financidt Ymir of 
Rs. 7.5 lakhs on plant and machinery was subseq~ientlv exceed~d. Tho 
Development Commissioner (Small Scale Industries) who was consulted h, 

Cn by the Ministry of Finance had a lw  felt that there was <cope for ambi- w 
guity in interpretation. The Committee werc ~ ivcn  t o  underctand that since 
then the matter had been under consideration in consultation with the 
Ministry of industrial Development, Development Commissioner, Small 
Scale Industries and ultimately the correctivr action, inter alin. enhancing 
the limit to Rs. 10 lakhs for the purpose of elicibilitv t n  the ccr~ce'ssional 
excise duty was taken with effect from 8 Septcmhw 1975. Thc Committee 
are perturbed that it should take the Government ncnrlv three years to 
take a decision in the matter which involved l i rw  amount4 of revenue. 
The Committee deprecate such a dilatory approach in a matter involving 
large financial implications and would urge the Government to investigate 
into the reasons for delay with a view to fixing respongibility and avoiding 
its recurrence. 



90 11.29 Ministry of Finance The Committee have been given to understand that action is Wig tak- 
(Depanment of en to revise other notifications which have similar defects regarding the 
Remue61 Ban- scope OI the expression 'initial installa~ion in plant and machinery in rer- %3> pcct of small scale sec!or. The Committee desire that the revision of all 

such notifications which suiler from this defect should be completed on a 
priority basis and the Co~nmittee informed of the progress made in this 
behalf. 

1r.30 Ministry of Finance The Audit paracgraph rcveals that a unit which came out of the small (Department of scale sector in September I970 i d  had been since registered with the Revenue & Ban- 
king) Director General of Technical Development continued to enjoy this gra- ---- hiMinistry of~ndus t ry  tuitous concession till 31 March 1974, reaping an unintended be- of 8 

Rs. 7,14,706. This indicates that the Excise authorities had not maintain- 
fed effective liaison with other conccrned Government agencies to make suie 
that it was a small scale unit before letting the concession in excise duty 
to continue. The representative of the Ministry of Finance pleaded, dm- 
ing evidence, that if the unit was already registered with the Directorate 
General of Technical Development. the Director of Industries should also 
have alerted the Collector bcfore issuing the certificate in a routine way. 
While the Committee do not absolve the Collectorate of Excise of their 
primary responsibility in this regard, they consider that the Director of 
Industrieq should have also informed the Excise authorities on his own 
after the unit ceased to be a s~uall scale unit and thus became ineligible for 
concession in excise duty. The Committee stress the need for doger and- 



Do* 

Do. 

more effective coordination between the different Government organisadd  
in the interest of safeguatding public interest. 

The Committee have been informed on 16 May 1977 that the unit in 
question has filed the revised classification list, claiming an assessment of 
excisable goods on concessional rate under the amended notification of 8 
September 1975. The matter is stated to be under the consideration of the 
Assistant Collector. The Committee would like to know the decision taken 

' on this classification list. 

The Self Removal Procedure Review Committee have, in their Report 
(April 1975), pointed out cnsea where the small scnlc units in the first 
instance paid duty a! the f ~ l l  standard rates and rcct?veretl the same from 
the custon~ers but suhwqnently, by manipulating the accounts towards the u z end of the ycar, secu~~cd rcfund of the duty on the ground that their actual 
production or clearance during the year did not exceed the prescribed 
limit. The duty refunded is appropriated entir~ly by such producers while 
the consumers who liave already paid thc duty are not benefited in any 
way. 

Do. Keeping in view the seriousness of the problem, the S.R.P. Committee 
have recommended that cxcmption should be related not to the producer's 
performance in the current financial year but ro the financial year which 
has preceded. Govecnrnent have yet to take final decision on this general 
recommendation of S.R.P. Committee. The Committee desire that conclu- 
sive action on this recommendation should be taken at an early date. 

-- -- ----a -- 



95 11-34 Ministry of Finance The Committee note that, in the menntinie, as per another recommen- 
(Department of dation of the S.R.P. Committee a schen~c known aq '.Sirnnlifietl Procedure" 
Revenue Ban- has been introduced with effect from I March 1V7h lor p a p e n t  of duty king) by small manufacturers who produce certain specified excisable goods the 

annual value of which, in the preceding period, did not exceed Rs. 5 lakhs. 
The scheme has been extended to 46 conimodities so far. 

do. The S.R.P. Committee have further expressed the view that all existing 
schemes on duty concession applicable to sninll scale sector based, 
inter nlia, on the value of quantity of production or clearance should cease 
to operate after the promulgation of the scheme of "Simplified Procedure". 
It has been stated by the Ministry that action for idcntifving and rescinding 
such notifications has been initiated. The Committee wortld like the work 
to be completed expeditiously and the Committee informed of the progress 
made and the experience gained of the working of the Scheme and its 
extension to other commodities. 

97 11.36 @qa*- The Committee are distressed to note that there have been some eases ment of Revenue & Banking) 
~ e ~ a r t m e n r  of pertaining to large scale industries where the contractors after obtaining 
(D G S  & D) reimbursement of full amount of excise duty  aid by them have secured 

refunds from excise authorities without intimating the DGS&D. Difficulties 
are stated to have been faced in some such case? in claiming back this 
refund from the contractors. The Committee have been informed that (PF 



;question of suitably revising the certificates to be obtained from the coti- 
tractors before reimbursement of excise duty as also the question of obtaining 
certain guarantees from the contractors in this regard is being examined. 
The Committee stress that the question of suitably revising the certificates 
to be obtained from the contractors before the reimbursement of excise duty 
as also the question of obtaining certain guarantees from the contractors 
should be conclusively pursued and finalised without any further loss of time 
to safeguard public interest. 

98 1 I .37 Minist of Fhance (Depart- It would be recalled that the Committee in paragraph 1.25 of their 95th ?' merit a Ban@) Report (Fourth Lok Sabha-1969-70) impressed upon the Government to 
consider whether "it would be possible to incorporate a suitable provision 
in the Central Excise Bill on the lines of Section 37(1) of the Bombay 
Sales Tax Act, so that Trade does not get fortuitoub benefit of excess 
collections ol tax realised from the consumers." Unfortunatdy, the Gov- N 

ernment had then in consultation with the h.linistrv of Law not iound it s 
feasible to modify the Central Excise Law on these lines. The Committee 
would like Government to re-examine the position in the light of subsequent 
developments so that the benefit of excise duty already recoverctl from the 
consumers is not fortuitously misappropriated by the producers due to 
deficiencies in law, rules and regulations etc. etc. 

do. The Committee note that the excise revenue foregone during the year 
1973-74, on account of exemption from duty granted under Rule 8(i) of 
the Central Excise Rules amounted to as much as Rs. 361.08 crores per- 
taining to 149 notifications in force during the year (excluding the exemp 
tions which represent specific rates of duty announced as a part of Budget/ 
Supplementary Budget proposals and exemptions intended to avoid double 



taxation under the same Tariff item). Further, the revenue foregone on 
account of exemptions issued under Rule 8(ii) of the Central 
Excise Rules during the sanie year amounted to Rs. 2.83 crores. 
The Committee have been expressing their anxiety from time to 
time in their earlier Reports on the revenue foregone due to exemption 
notifications and stressing the need for undertaking a review of all the 
existing notifications from time to time. 

loo -39 Minisvy of (Depart- In paragraph 15.14 of their 177th Report (Fifth Lok Sabha-1975-76). 
merit of Revenue & Banking) the Committee had, inter cilia, urged the Ministry of Finance to fulfil their 

Do. 

assurance earlier given to the Committee that a review of all exemptions 
would be made to determinc the reasons for the exemptions and to with- 
draw them if they were found to be unjustified. In their Action Taken Note, 
the Department of Revenue and Banking have informed the Committee 
that the last such review was made ia October-November 1973. The 
Committee understand that on this review most of the exemptions were 
continued as a measure of fiscal relief to small scale sector. Awther com- 
prehensive review of all the exemption notifications according to the Mm- 
istry is proposed to be undertaken shortly. 

The Committee need hardly stress that such a review should be criti- 
cally undertaken at least once every year before finalising the proposals 
for the next Budget so as to obviate continuation of aay unintended 
benefits which have ceased to serve public interest or in respect of which 
serious deficiencies have come to notice. 



Do, 

Do. 

The Committee also note with concern the wide extent of powers enjoyed 
by the Executive in granting fiscal relief through issue of notifications. In 
this Report alone a number of such instances have been dealt with. For 
instance, as pointed out in Paragraph 5.33 of this Report, by a notification 
issued in May 1971, motor vehicle parts, which are exciseable. were exemp- 
ted from excise duty if they were intended to be used as original equip- 
ment parts. Further, as pointed out in Paragraph 8.28, Government issued 
two notifications on 10 July 1972 exempting the HDPE yam and fabrics 
if these were intended for making sacks. Again as highlighted in Paragraph 
8.30, demands of duty amounting to Rs. 1.48 mores on the clearance of 
high density polyethelene yarnlfabrics for the period preceding the issue 
of the said notifications were withdrawn merely through an exemption 
order. Yet another similar instance has been pointed out in Paragraph 11.7, t >  

(r in which case on 1 June 1970, Government iaued a notification fixing *a 
concessional rates of excise duty on electric wires and cables produced by 
small scale units if initial investment in plant and machinery cnly installed 
therein was not more than Rs. 7.5 lakhs. 

e) 

The Committee, in paragraph 1.25 of their l l l th Report (Fourth Lok 
Sabha) ( 1969-70) had recommended. inter alin. that the power @ven to the 
Executive to modify the effect of the statutory tariff should be regulated by 
well-defined criteria and all exemptions involving a cent per cent relief from 
duty should require prior Parliamentary approval. The Government had 
expressed their inability to accept the recommendation. It was reiterated 



by the Committee in paragraph 1.13 of their 31st Report (Fifth Lok Sabha) 
(1971-72). Again the Committee, in paragraph 1.20 of their 172nd Report 
(Fifth Lok Sdbha) (1374-75) regarding Itnports of Ethyl Alcohol, had 
pointed out that the executive enjoys tbe unfettered right to grant exemp- 
tions from duty. The Committee had given the instance wberc a staggeringly 
large loss of customs revenue to the tune of Rs. 1015.49 crores had been 
caused between 1968 and 1974 in a short span of 6 years, under an execu- 
tive order of grant of exemption and no approval of the Parlia~nent was 
sought. ?'hey had, therefore, reiterated their e ~ l i c r  recommcndaticln of 
para 1.25 of 11 lth Report that all notifications involving cent per cent 
relief from duty should have the prior approval of Parliament. They had 
further suggested that individual exemptions under Section 25(2) of the 
Customs Act, 1962 in which the revenue foregone exceeds Rs. 10 crores 
in each individual case should be given only with the prior approval of 
Parliament. In their Action Taken Note to this recommendation. the Min- 
istry of Finance had indicated their reluctance to accept the recommenda- 
tion. But the Committee, in paragraph 1.25 of thr'ir 214th Report (Filth 
Lok Sabha) (1975-76), had reiterated their earlier recommendation and 
had desired that since the number of individual cases where the revenue 
effect of exemptions would be Rs. 10 crores or more was not likely to be 
large, it should not pose any problem to obtain prior Parliamentary appro- 
val in such cases. 



The Committee further in paragraphs 15.15 and 15.16 of their 177th 
Report (Fifth Lok Sabha) (1975-76) on Unios Excise Duties had recom- 
mended that well-drfined criteria should be laid down to regulate the grant 
ot exemptions and that the position should be re-examined in detail by 
Government and specific guidelines prescribed in this regard. They had 
further desired that all exemptions involving a reventie effect of Rs. 1 crore 
and more in each individual case should be given only with the prior appro- 
val of Parliament. Also, the financial implications of all exen~ption notifi- 
a t ions in operation should be brought specifically to the notice of Parlia- 
x n t  by Gavern~nent at the time of presentation of the Budget. The 
Ciovernment, in their Action Taken Note, have intima!ed that they have 
no' fomd it possible to accept it. rhqr have further intima:ed that the 
asproval of the Minister of Revenue and Banking has been obtained for 
the non-acceptance of the r~cnmmendation. 

As has been pointed out above this matter has been receiving attentim 
of the Co~nniittee for quite some yea:s since 1969-70. The fact that the 
power @\en to thz Exccuiirc ? , )  glnnt fisc<l ielicf through issue of notifi- 
cations h ~ v e  b:ca of~c;: cxcur:c! to ,:IC -c~ious detrimnt of the revenue 
has been pointed out to the Government and the Ministry of Finance 
repeatedly by the Committee in its previous Reports. The Committee has 
also given instmccs nherei;~ lo.5 of r e v ~ : i x  to the tune of hundred of 
crores of rupees has been caused due to such executive orders, for example 
Rs. 364.98 crores pertaining to 149 notifications in one year i.e. 1973-74 
in Excise Duties alone. 



r o b  r r  .45 Ministry of Finance (Depart- The Committee have noted the continued rehctance on the part of the 
merit MRevenue&Banki%) kiname Ministry to accept anj of the suggestions made by the Committee 

earlier. The C o m m h x  had inter alia susgested (a )  the power given to the 
executive to modiiv the effect of the statutory tariff shuultl be regulated 
by well-defined criteria and all exemptions involving a cent per cent relief 
from duty should require prior Parliamentary approval, (b) individual 
exemptions under Section 25(2) of the Customs Act, 1962 in which Ihe 
revenue foregone exceeds Rs. 10 crores in each individual case should be 
given only with the prior approval of Parliament and (c) all exemptions 
invo'.ving a revznue effect .of Rs. One crore and more in excise duty in 
each individual case should be ;;:.en only with the prior approval of Par- 
liament. This was suggested with a view to have some mone'ary or 
Parliamentary control where the question of substantial loss of revenue to 
the exchequer is involved. The resistance shoun by ihe Government to these 
proposals is beymd comprehensio7 of the Committee. The Committee wou!d 
therefore wish to invite the attenfion of Parliament to this serious matter 
on which onk-j the Parliament as a whole can fake a h a 1  decision. 

For lack of time. the Committee have not been able to examine some 
of the paragraphs relating to Union Excise Duties included in the Report 
of the Comptro!ler and Auditor General of India for the year 1973-74, 



Union Governn~cnt (Civil), Revenue Receipts, Volume 1, Indirect Taxes. 
The Committee expect. however. that the Department of Revenue and 
Banking uld the Central Pmrd of Excise and Custonls will, in consultation 
with sta:;~torv Audit hkn such remedial action as is called for, in those 
cases. 




