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INTRODUCTION 

I, the Chairman of the Public Accounts Committee, as authorfsed 
b y  the Committee, do present on their behalf this Scond  Report 
on the Audit Report (Civil) on Revenue Receipts, 1966. In thir 
Report the Committee have dealt with (i) Revenue Positions; (ii) 
Custom; and (iii) Union Excise Duties (Chapters I to 111 of the 
said Audit Report). They have dealt with ( i )  Iqcome-tax and 
(ii) Other Revenue Receipts (Chapters IV and V of the said Audit 
Report) in a separate Report. 

2. The Audit Report (Civil) on Revcnue Receipts, 1966 was laid 
o n  the Table of the House on 28th April, 1966. 

The Public Accounts Committee 196647 (Third Lok Sabhu) con- 
sidered the Audit Report (Chapters I to 111) nt their sittings held 
on 12th, 13th and 16th December, 1966. Minutes of each sitting has 
been maintained and forms part of the Report (Part 11'). 

3. The draft Report was approved by the Chairman, P.A.C. 
(1966-67), but the Committee (196667) could not finnlisc the Report 
for want of time due to the sudden dissolution of thc Third Lok 
Sabha on 3rd March, 1967. The Committee, 1967-68 (Fourth Lok 
Sabha), considered and Analised the Report a t  their sitting held on 
22nd July, 1967. 

4. For facility of reference the main conclusions recommendations 
of the Committee have been printed in thick type in the body of 
the Report. A statement showing the summary of thC main conclu- 
sions/recommendations of the Committee is appended to the Ncaport 
(Appendix VIIT) . 

5. The Committee place on record their appreciation of the assist- 
ance rendered to them in their examination of these accounts by 
the Comptroller and Auditor General of India. 

6. They would also like to express their thanks to the M c e r s  
of the Ministry of Finance (Department of Revenue Rr Insurance 
and Department of Economic Affairs) Central Board of Excise and 
Customs, Central Board of Direct Taxes and Ministry of Transport 
and Aviation for the Co-operation extended by them in giving 
information to the Committee during the course of evidence. 
N m  DHJn; M. R. MASANI, 

July 22, 1961. Chairman, 
~%-&2l, 1889 Public Accounts Committee. 

'Not printed. (One cyclostyled copy laid on the Table of the House 
and five copies placed ln Parliament Library). 



REVENUE POSITION 
Revenue Position and Main Heads of Revenue, paras 1-3, pages 1-2: 

1.1. The total revenue receipts of the Government of India for 
the  year 1964-65 amounted to  Rs. 2129.08 crores against an antici- 
pated revenue of Rs. 2124.30 crores, showing an escess of Rq. 104.78 
crores over the budget estimates. The total rcvenuc rcaliscd this 
year has registered an increase of Rs. 224.18 crorcs over that  of 
1963-64 and is nearly twicc the amount realised In 1961-62. Of the 

total receipts of Rs. 2229.08 crores for 1964-65, Rs. 1685.15 crnres 
r rpr lwnt  receipts under Customs, Union Excise, Corporation Tax, 
T a w s  on incomc other than Corporation Tax ,  Clft Tax, Land Re- 
\wluc, State Excise Duties, Taxes on Vehiclm, Snlrs Tax and other 
tax.c.5 ;tnd duties and the balance reprcscr~ts recripts from non-tax 
heads. 

1.2. An analysls of t h e  actuclls by major heads for thtb year 
106465 and the two prccciding years 1s givcn hclow:-- 

V. Estate Duty . 0 .06  0 ° 4 2  - 1 ' 3 5  - 1 ' 4 1  

VII. Expenditure Tax  . 0.20 G'I3 0 . 4 4  0 .24  

VIII. Gift Tax 0 .97  1 . 1 3  2 ' 2 2  1.23 

X. State Excise Duties . 2.26 I .  62 1.44 -0.82 

XHI. Other Taxes and Duties . 2.96 3.22 3'52 0 .56  



XXV. Agrrulturc . , , 1'55 

XLII. A v u ~ o ~ ~  , I.55 I 2 ' 1 2  

XLIV. Ovcnus  Communicuion Service 2 5 I 2 ' 3 4  3'39 

XLV. Currency and Co~nagc . 5 3 . 4 6  53.82 51-86 

XLVII. Contrihuticw.s and Kmwcries to- 
wards pcruionw and other rctirc- 
mcnt benefits. . 1'95 1.14 2'39 

& Opium , 3'57 3'52 3.64 

LII. M~ucelln~rouy . 17.18 13-30 14.84 

LIV. Cantributions from I'osts & Tele- 
& T " ~ J  . . 0.77 1-22 1'44 

LVIII. DivideMia, etc. f~ Ccrmmercial 
anri other uncicrtaklngs . 3'74 4.37 6.89 

Other items . 6-99 7-21 6.84 -- - 
TOTAL . 4q.41 499'53 543'93 --- 

TOTAL RBCAIPTS . 1~85-30 200490 2 ~ 9 - d l  



13. The Committee painted out that the rates of Estate Duty 
were revised at higher rates by the FINANCE ACT, 1964 and it was 
.<expected (ude para 77 of Finance Minister's budget speech) that 
-on additional revenue of Rs. 30(1 lakhs in addition to Rs. 440 lakhs 
at the then existing rates would accrue. 

1.4. The Ministry of Finance in reply to a questionnatre on the 
subject had stated that the quota of States was flxed at Rs. 6.78 
crores in anticipation of full collection of the budget which was 
not reached in 1964-65 and this resulted in the deficit. The reprt? 
sentativc of the Central Board of Direct Taxes stated that the rottls 
of Estate Duty had been raised 40 to 85 per cent and because of 
this the estimates were nearly doubled. Some of the big assess- 
ments which were expected to be completed within time could not 
be done. In reply to a question, the witness stated that the budget 
was based merely on the earlier year's collection. If the rate was 
the same, the budget figures were repeated, but if the rate wus 
@creased and there was any pending assessment, it was taken 
into account. 

1.5. As regards the disbursement of revenue from the Estate 
Duty to States, the representative of Department of Economic 
AfFairs stated that it was paid in two instalment-ne half of the 
budget estimate was paid in September and the rest (revised 
estimate minus the amount already paid) was paid in March and 
this was subject to readjustment as soon as the Auditor General's 

.certificate of net proceeds was available. As the Auditor General's 
.certificate for 1964-65 had not been received, the Ministry had 
decided that wherever overpayments were made in previous years, 
i t  was to be taken into account in paying next year's share. Asked 
why payment could not be withheld till the certificate was received, 
and unless the net receipts were known how it could be distributed, 
the witness stated that according to the constitution the net pro- 
ceeds were supposed to form part of the Consolidated Fund of India 
and as such it had to be paid out in the same year. The payments 
were made on the basis of revised estimates. 

1.6. The Committee pointed out that initially the collections were 
.credited to the Consolidated Fund of India and withdrawals were 
made from it to make payment to the States which was not strictly 
correct as in this process the States were either paid more or less 
than what was due to them. The witness stated that in that case, 
the Department would not be able to pay to the States anything 

-during that year as bulk of the Estate Duty revenue was received 
in March and the actuals were known in April. As payments had 
:to be made before 31st March, payment was made on the basis of 



the revised estimate under the orssumption that revised estimates 
would be r e d i d .  

1.7. At the instance of the Committee, the Ministry have furnish- 
ed a statement showing the budget estimates and actuals of Estate 
Duty for the year 1902-63, 1963-64 and '1964-65 as under: 

Hudgrt Aclurl$ Ai:url amounts of 
l i r t~rnat r t  Estn.c L)UI v n~llec- 

11 i n s  d ~ ~ r r t b u l c d  
arnonr; Itic ,41&a 

1.8. Asked if pnyrntAnt for thc prcvious yta: ci.uid not bil made. 
in thc next yr;ir, the witnvss stated that thtb Dcpartrricnt dld nut 
want to delay mrik~ng of pr~~vlslonol payments as the State finances 
would be affcctcd at least for a ycar, in thc pructhss of change over 
from the existlng prncticc w t w h  was common not only fur estate 
duty but for Illcumc-Tax, excise, (&LC.  Thc prcsont nwthod of pay- 
nwnt was prowcicd in thc rules 1riilnt*d undcr the Estate Duty Dls- 
trlbutlun Act and l a d  bclort~ I ' L ~ Y ~ I ~ I ~ I ~ v I I ~ .  The Cotnmlttee were also 
infurnuxi  that adjuslnwnt had btvlli made upto 1963-64 for w h ~ c h  
A u d ~ t o r  (;encral's certlfoatcl had been wccivcd and thew was no 
ovcrpaymcnt. l'hc Mmst ry  haw furthcr stated that ~t has since 

dc~lclcd that far  pur~xms of Estate Duty also the provisional 
pnymmt of shnrc paid to statcs will bt: subjcrted ti ,  adjustment In 
the following year when departmental actuals arc available. 

1.9. While the Committee are glad that the percentage of varia- 
tion in Tax Revenue has come down to 7.09 per ccnt in 1964-65 
from 1824 per cent in 1962-63 and 10.99 per cent in 1963-64, they 
find that the Revenue receipts of the Government of India for 
1964-4 had cxcecdcd the budget estimate by as much as Rs. 104.78 
crores. Sincd the cxcesses in revenue receipts persist from year to 
year and as the variations a re  fairly wide and the percentage of' 
variation in Tax Revenue is even now as high as 7 per cent, the 
Commitdee would Jike to miterote the recommendation made in 
para 1.10 of their 44th Report, 1966 (Third Lok Sabha) and exped 
that the Ministry would try to frame the Budget estimates more 
rtalistically so as to ensure that variations between the estimates 
and the actuals are kept to the minimum 



Varia* b c h w ~  t b  Bwlgat Estimates and the Actuals-Para 3, 
P&V 3. 

1.10. ?'he variation of Rs. 104.78 crores between thc Budget 
Estimates and the Actuals is made up of an excess of Rs. 111.59 
crores in Tax Fkvenue reduced by a shortfall of Rs. 6.81 crores 
in Non-Tax Revenues:- 

1.11. The Cummlttee referring td thc overall varl,lt~on of 7.09 
per cent under thc revenue durulg 196445 deslrcd to knuw what  
specific act1011 the M~rustry had taken in pursuarlcc of t i l e  Corn- 
m~ttec's rccornmcndatiun cuntalned ln paras 1.9 and 1.10 of then 
44th Report (Thlrd Lok Sabha) wherein ~t was sugge.;tcd that 
variation cxcccding 3 to 4 per cent shuuld be regarded ;IS ;I matter 
of concern requiring spc i s l  remedial measure. The rcprrsenhtive 
of the Central Board of Dlrect Taxes stated that so far as Income- 
Tax was concerned, remedial measures fell under two catworics. 

1.12. Firstly, thc Commissioners wcrc asked to scrutinuc the 
balance-sheets of the bigger companies and assessees a n d  send 
reports roundabout the time ~vhen the budget estimates werc k i n g  
prepared. When balancesheets were not available they contacted 
the officers of the company and ascertained from them what the 
firms expected to be their actual profits. On that basis, in the 
case of companies, the actual figures were tabulated and estimates 
were made. 

1.13. The second step was that Ministries like Commerce, Indus- 
try or the Department of Economic Affairs were consulted, who 
took into account all the special circumstances. Apart from these 
the actual collections made in the earlier years, taxes deducted a t  



Cource, taxes deducted from dividcndr, etc. were krkcn into rceount 
in framing the estimates. 

1.14. In reply to a question, the representative of the Ikpart- 
ment of Economic Affairs stated that budget estimates for 196566 
for tax rwcnuc was Rs. 1818 crores and actual was Rs. 1925.16 
crores and for non-tax revenue the budget estimates were Rs. 528 
c r o w  and actuals were Rs. 365.16 crores. 

1.15 The Conunitteb hope that, with the various measures taken 
oy the Ministry, it would be pwible to make future Budget =ti- 
matas mare realistic and the variations between the estimates and 
the actuals would be substantially brought down. 
Rea.vons for the variations between the Budget Estimates and the 
Actuals (Tax revenues), pura 4 ,  pages 3-4. 

1.18. Though the total net variation between the Budget Ekti- 
mates and the Actuals of all revenues realised by way of taxes 
and duties is Rs. 111.59 crores, the variation between the budget 
estimates and the Actuals in so far as ;he principal heads of tax 
revenues of Customs, Central Excise, Corporation Tax and Taxes 
on income other than Corporation Tax only are concerned, it 
works out to Rs. 113.44 crores. The figures are as follows :- 

(In mores of rupees) ---- 
Rudgct Actual~ Variation Percentage 

-.--. Entimarc - 
I. Customs . . 336.37 397.50 -t-61-13 18.17 

11. Union Excise Ihtics.  . . 769'54 801.51 +31a97 4 '15  
111. Corporation Tax. . . 296.67 313.64 + 1 6 . 9 7  5 - 7 2  
IV. Taxes on income other than Corpora- 

tion Tux . . *139.79 *143'16 4-3.37 2 - 4 1  

(*ficludc the shares of net procceds assignuble to Stares.) 

1.17. Cutoms.-The amount of the difference between the Budget 
Estimates and the Actuals for this year is the highest recorded over 
the past five years. The figures for the period 1960-61 to 1964-65 
are given below:- 

Year. B w t  Actuals Variation Percentage 
Est~rnrte - - 

1960-61 . . 162.50 170'03 4-7.53 4 ' 6  



1.18. Ths bfhiatq of Finrace have explained that the =.tar 
-M for the variation between the Fbtim~tea and the Acturl, 
during 1 W 6 5  are: (i) increase in additional duty of Excise, ( i i )  
increased imports generally and under Export Promotion Schemes, 
(iii) imposition of mgdetwy duty, and (iv) adjustment of Note Pass 

ca#r. 

1.19. A break up of the Budget Estimates and the actuals in 
respect of the minor heads for the year 196485 is set out with com- 
parative figures for the previous year:- 

(In lakhs of rupcca). 

3963-64 
Percent- w64-65 

Perrmt- 
Budget Actuda Vuir- age Budget Actuls Varia- y e  

tionr tions 

1.20. In reply to a question the witness stated that the variation 
of 18.17 per cent in custpms revenue between estimates and actualo 
for the year 1964-65 had occurred due to some mid-year measures. 
Explaining the variation of 53.45 per cent under the head 'mis- 
cellaneous the witness stated that it represented the sale of con- 
fiscated goods etc. and the amount collected therefrom. As regards 
the variation of 58.51 per cent under Refunds and Drawbacks, the 
witness stated that it was partly because the number of refund 
claims had gone up and also because the number of articles under 
the Drawback Sicheme had gone up during that year. At the  
beginning of 1964-65, the number of Drawback items was 225; but  
during the course of the year, 66 more i t m  were added making 
it 290 at the end of the year. He also stated that when each item 
was added to the Drawback Scheme, no estimate was made 
b e c w  it depended upon the amount of export of that item. Asked 
wbther in that c r ~ r c  the budget calculation would not be upaet, 
the repnrentatitre of the Dcpartmont of Economic M a i m  atad 
that it would be re&cted to some extent in the revised estfmrtnr 

Rs. 11.54 mom He added that the budget dim@* 
was w e d  at  a rrtagr when the actuak fur the prrviour wt 



were not available. Normally the estimates were a projection of 
the revised cstimater of the prior year.. 

1.21. At the instance of the Committee the witnem agreed to 
furnish a statement, showing the effective custom duty on Keroarene 
oil, Motor rrplrit and Industrial fuel 011s for the years 1964-65 and 
the quirnt~ty imported during the period. The infomation has 
been received from the Ministry and is nt Appendix I*. 

1.22. Asked whether the Ministry were aware that the differ- 
cncc Jn excise duties on low specd diesel all was largely responsible 
for sdultctat~on of thc 011 for agr~culturai purposes, the Chairman, 
Central Board of Excise and Customs stated that the real problem 
was not so milch the d~ffcrencc In duty between the hlgh and low 
spccd thCwl o j l  iis the drffcrcncc ~n duty betwccn elthor of oils and 
kwoscne. Thcy were aware of the problem but by rind large the 
udm~xturc* was rnarginal T h ( ~ c  was an adm~xture of low speed 
diesel otl imd kcrosene which tended to t 3 v  substltured for h g h  
speed diesel oil. The duty on kerosene was kept low in the publ~c 
interest. 

1.23. While the overall variation between tho budget estimates 
and the actunls for Customs Revenue showed a downward trend in 
1983-64, tlrn Committee find that the percentage of variation had 
increa- in 1984-&5 and this was even higher than the figures for 
196243. In many msm, the pattern of variatian under diffetent 
bS(Ldll was such that the actuals varied widely from the estimates. 
They also find from evidence that the variations were mainly due 
to mid-tenn measures taken by the Government. The Committee 
would like to urge upon the Ministry that when Government 
inkhates any mid-term moawres which tend to increase or decrease 
dutiea, the matier'should be brought to the notice of Audit in time, 
so that the fact ip taken due note of before the AudM para is W l y  
bcluded in the Report. 

1.24. Union Excise.-The total Budget Estimates under the head 
"11-Union Excise Duties" were Rs. 769.54 crores. Against this, the 
Actuals came to Rs. 801.51 crores showing an increase of Rs. 31.97 
cmres. This works out to 4.15 per cent as against 5 per cent last 
year (1963-64). Though the overall percentage a€ variation has, 
thus, shown a decrease, large variations persist in some of :the 
minor heads. The following statement g;ves a list of such iternst- - 
-_I - -- 
*No>Not vetted by Audit 







tr: 
17. Iron md Steel 

f "- . 20,50 38,13 . . 3 17.63 8 . 6  j3,41 .. 50,41 46,19 . .  46.19 -la2 8.37 

28. Rubber k r  . . 92 . . 92 92 . . . . . . . . 6 . . 1.64 I .. 

Additioarl excise 
duties . 47.86 . . . . . . - .  43934 -4952 . . 48,13 .. . . 44.71 - 3 M  . . 

In this connection, the Ministry of Finance have stareJ a- f,\ll.>u.s :- 



3.25. Thc Committoc referred to page6 5 and 6 vf tbc Audit R6 
port and painted out that there had been large variatianr rrrsrhcr 
all the sub-heads. Tlxe witness strated that oven though in the cs#r 
of individual i t m a ,  there had been variation there had betn cnnrd- 
dcrable improvement m far as thc cwemll performance was m- 
cerned. 

1 26 He added that iia far as lplasticp were concerned, the varia- 
tion was primarily due to the change in the coverage. The c o v e t a p  
of thrn partlcular item was widencd in 1964-65 and this could not be 
forween. Artifkin1 rcs~ns  and synthetrc resins which were not cove- 
rrd I N  th~tl ttcm wrre later crn covered and thc finsnciirl effect of this 
chnt~gr~  could not he f o r e m .  Similarly, the number of factories 
prnducirr:! thrs purtlcular ilcm namely plawstics and resins steeply 
r r w  frnm 17 In 1963-64 to 1 I8 In 1964-85, which had a tremendous tm- 
pwt rrn production and consequently on mvcnuc. 

1.27. In  Ihc* caw of woollen yarn, thcrc was a stee!  fa]! and  that 
WRS primar~ly dutb to the lesser import of  wooltops; i t  dropped from 
7 million k.g to n Itttli- aver one million k.g. 

128. I n  tht. cnae of Sodium Silicntc thr witncss added that it was 
n new ilttm, nnc.1 most of the mstnuf:icture was in the small-scale .wc- 
t o r  So, the nrcurntcb statistics rcyuirtui wns not nvailablc to them. 

129, In  rrply to R queat~on the witness stated that the basic ex- 
cise duty (on motar-cars t ~ l o w  16 HP) was Rs. 1 0  nr 10% ad 
tmlorem wh~chever was higher plus the spxi81 excise duty which 
would hc 3.7 1 I3 p r  c ~ n t .  and the total came to about Rs. 1333. He 
added that the total effect of excise duties coilccted on a Fiat car, 
according to thc rumpany's own rough calculation, came to samething 
hetwwn 3Q and 33 1 '38 of their ex-factory price. He further sta!ed 
that it was not an one-point tax ~ n d  the duty was imposed separately 
on battery, tyres, sterl sheets etc. The Committee desired to know 
whether anv p d u c t i o n  quota was in vogue far motor vehicles and 
11 so, why the increase in production was not taken into account. The 
witness stated that if the revenue that was earned in the mid-year 
due lo the budget change and the regulatory duty that was imposed 
was applied, the figure would drop from 4.15 bo 2.9% or SO. He, 
h o w e v ~ r ,  admitted that a t  the time of framing the budget in the 
case of motor vehicles, the import of parts which were of a pretty 
high order was not taken into d d e r a t i o n  and then! wag a change 
In production programme of the existing u n h  which was dw not 
taken care of which W t e d  in vqmg calculation. 



IS. Askegi why $bere had ken an incFcose under the herd 
Nitric Acids etc.' even when the duty cur odds (except rulphurtc 
rcid) was withdrawn wet 1-3-1965, the witnem stated that all adds 
wxmpt a;llphuh r id  umm exempted from March, 1965 but the pro- 
duction of dphuric acid registered a pretty high increase which 

. was not taken note of and this accounted for the rise. The bt~tnw 
admitted that this could not be foreseen as in almost all the cases 
pnmr llaison which was now being maintaintd with the Admints- 
tmtive Ministrlea and other agencies was not k i n g  maintained then. 

1.31. Asked why there had been a shortfall under the heads Wesel 
dl NOS' in spite of the fact that the rate of additional excise duty 
was lncrearred on this item and a wgulatory dutv was also imptwd, 
the  wltness stated that what was lost in the case nf diesel 
oil N.O.S. was more than off set in the case of refined d~cscl oil. He 
p . 1 ~  added that if all thc performance was taken tagrthcr, the mar- 
p n  of var~ation was onlv of the order o! 4.155 because In 1963-6.1. 
w h ~ l e  t h e  percentage of production of refind diesel oil was of thc 
order of 18.1%, in the case of diesel oil N.O.S. i t  was of the order of 
8.Br:. All of a sudden because of some change either due to the 
change in the technical programme, or out of an anxiety to conserve 
for~ign exchange because most of the diesel oil is impnrttuf, this 
ratio was changed in 1964-65 from 18.1 to 9.1 per rent and Kg', to 
7.7C6 respect~vely. Hc also ndded that the shortf;~ll wus not hccai:sc 
nf high eJtimatlng I t  was primarily due to the fact that .in thp 
miridlc of the year thew were two chongrs in the ratcs of nriditional 
excis. duty. Also, Barauni refinery had comc into cxlstencc durmg 
the course of t he  year. These changes in the ratcs accountt.*d for 
nearly Rs. 8.1 mores. The regulatory duty was also impowd for 
the Arst time that year and it accounted for Rs. 27 Iitkhs l'ht* w ~ t -  
nwc added that tboae two items accounted for nearly Rs. 9 rrorcs 
which could not be foreseen. 

1.32. As regards the variation under the head 'iron anti steel pro- 
ducts' the witness stated that there was a reduction in thv clearanv 
of Iron and steel products although production was maint:iincd rnwr 
or less at the same level, and this fall muld not be anticipated. Hn 
also added that it was primarily due to the slackening of dcmonrl for 
sructurals and mild steel bars, rods etc, and this slackening pmclesj 
was still continuing. 

1.33. Even thoogh the percentage of variajioa between the actumf 
rsniptr d the budget d m a t e r  for tbe year 1964-65 in mpsct of 
UExchwb Duty" when coarpusd with the earlier year war lens, ths 
Cammlttse Bsrd that under some of fbe &ads like 'Plastics', 'Sadlorn 
Slh!t', Wedba Ywn' etc. tbe v v L t b n r  were fairly mhstrati.1. 



(U) props~. stattrties in rsypsct d tlae productiou d Sdima 
Silicate was not av.ikblc; 

(ill) cbanjp in the producticon programme of motor cars and 
the import of the foreign parts ther8fm were not adequale- 
Iy taken note of at h tima d preparing the b u d ~ t  e d -  
mates; and 

( iv) the lack of proper l h n  with the Minidry conccrnecl re- 
sultod in the failure to tab note of the big increase in the 
production of Sulphuric Acid. 

1.34. In all these c a m  the Committee feel that the estimates could 
have been framed with greater accuracy if only the Ministry had 
Wren more initiative to keep itself informed of development. They, 
however, hope that the Ministry would benefit from their experience 
and would try to effect better cosnliinatian through measures such 
u are stated to have been introduce in dhcr Ministries in collecting 
rrp**date information and frame the estimates more realistically. 



I -35. Corpo.rrriat Tux and T W ~ J  ar I- rtc.-The total amount of difference between thc B u d g ~  E.fhatCS ad 
the Actual8 for rg64-65 as follows :- 

(In aorrr of r u p d  
- 

Budget Acutallr Variations Percentage 
Estimates 

I - 
~ r p o t r t i o n  Tax . . 296-67 313-64 + 16-97 5-72 

Taxes on income, other than Corporation Tax . 139.79. 143' 16. -t-3-37. 2.41 

(*Excluding the share assignable to States) 
- - -- pup-- --- - 

The above percentages of variations show an improvement from the psition relating to 1963-64. The details of the 
variations under the various minor heads are indicated in the following statement :- rn 

u 



I z 3 4 5 6 7 g 

(ib) Sllr-TU - . . - .  . . . . &-SO I j J 6  ( + W 6  W. I5 

(9) Super Pratfts Tax . 20,m 22,10 { -12.10 ro. 5 r ,clo J c s  )r,7s 175 

@@ The Actuals against 'Ordinary Gdlcctions' include receipts under the minor heeds ' M i ~ c c l l a n ~ ~ ' ,  'am&. - - 
'Dib~rr ffOm 5- s h q a n  in 1965 Audit Report due to certain adjustments since made in EnWd. .w scad amtpmt IS Rs. (-)~3,622: 



1.315. The Ministry's explanaaon regarding the overall variations 
between the budget tii~timates and the actual coUections of Corpora* 
tion Tax and income tax is as follows: 

(i) Larger profits in the Corporate Sector. , 
(ii) Me~lsum taken to improve the tax collection by tighten- 

ing the iuseament and collection measures. 
(iii) Completion of larger number of assessments. 

1.37. As regards the variation under the head "Super Profit Tax", 
the Ministry of Finance (Deptt. of Rev.) have stated that since 
"Super Profit Tax" was abolished in 196445 it was anticipated that 
onlv a small co!lection would be made under this head. With regard 
to "Sur Tax", the Ministry have stated that the variation is due to (i) 
increase in the level of corporate earnings in the relevant year which 
could not be anticipated; and (ii) inadequate data available in the 
first year of its levy. 

1.38. Explaning the variation of 22.71% under the head 'Addi- 
tionaI Surcharge (Union)' the witness stated that a more accurate 
budgeting depended on the estimates made by the assessees while 
filing their advance tax estimntAb. The assessees revised their esti- 

.mates at the end ef the year and this could not be foreseen. 

1.39. As regards the variation of 104% and 175% under the head 
'Sur Tax and Super profits Tax', the witness stated that surtax was 
introduced in 1964-65 and some concessions as compared to super 
profit tax were given. The collection was estimated at Rs. 6.5 crores 
but i t  was exceeded because there was a drive for increased collec- 
tions that year. At the instance of the Cdmmittee, the witness agreed 
to furnish a note stating the reasons for variations between estimate 
and actuals of the order of 104.15?, and 175% in respect or sur tax 
and super profit tax respectively and why a reasonable estimate of 
revenue could not be made. 

1.40. The information has been received and is at Appendix I1 
It has been stated inter alia in the note that "the wide margin of 
difference between the budget estimates and the actuals from surtax 
in 1964-65 was also attributable to increase in the level of corporate 
earnings in the relevant year which could not be anticipated." 

1.41. Asked whether the Ministry had taken into account the pro- 
fits in the corporate sector while formulating the budget for corporate 
taxation and the figure of atcual profits for 1964-85, the witness stated 
that there were 24385 companies in 1963-64 and 25323 companies in 
1964165. A study of the balance sheets of 1157 companies for the 



ammment ycarr 1963-64 and 196445 showed the following pldttanr 
before pwvision for taxatbn war made:- 

1.42. A provision of Rs. 147 crores for taxatlon was made in 1963- 
64 and a provision fur Rs. 173 crores in 1964-65. The profib of corn- 
ponies had gone up by about 11 per cent in 1964-65 as compared to 
the position of 1963-64. At the instance of the Committee, the w i t  
nesa agreed to furnish the total number of assessable companies at 
present . 

1.43. The information has been furnished stating that the num- 
ber of companies assessees as on 31st March was 26,408. 

1.44. The Cammitbs hope that the Ministqy will continue to rmb 
efforts to proparc their aatimat~ more mlistically so that the wide 
variation betwastr the estimate and actual is reduced to the 
minimum. 
Cost of collection, para 6,  page 12 

1.45. The expenditure during year 196465 incurred in colle~- 
tfng the principal items of tax receipts together with the correspon- 
ding figures for 1963-64 are shown below:- 

(In crore9 3f r ~ > : : i  

1963-64 
Herd of Rcvenuce. 

w61-65 
(imns Bxpcndi- I'ercentqt Gross Expendi- Percentage 

collection, turc m- of cxpcn- collections ture in- of expen- 
Curred on diture curred on diture 

, rc~llections on revenue collections on the 
collections revenue 

collection, 

I. Customs . 334.75 4 '  14 1 2  s97.50 4.62 1.2 

111. Income Tax and 
IV. Corporation 
Tuc. . . 532.88 6 - 7 2  1 ' 3  ss0.57 7 '75  1.3  

- - - 

1.46. Though the cost of mllection in tenns of percentage has rt+ 
mained almost the same as that of the last year, the actual amount 
of expenditure for collection of custom duty has increased by 48 lakhs; 
Income-Tax and Corporation Tax has increased by 1.03 mores and 
in the case of Central Excise by 82 lnlrbn. 



1.41. Tbe increase of Ra. 48 laU\s in the cast of collection of Cus- 
%oms revenue was stated to be mainly due to (i) sanctioning of addi- 
tional posts for Bombay and Calcutta Customs House, (ii) expendi- 
ture for newly taken over Customs administration in Goa Eor the 
whole pear 1964-65 (the date of taking over the Customs adrninis- 
tration in Goa, Daman and Diu is 19th December, 1963)) and ( i i i )  
enhancement of the rate of dearness allowance during the year 
1964-65. 

1.48. The increase of Rs. 82 lakh in the cost of collection of Union 
Excise Duties was stated to be mainly due to (i) accrual of annual 
increments as well as sanction of new posts in 1964, and ( i i )  revision 
of dearness allowance, house rent and City Compensatory allowance 
in 1964. 

1.49. The increase of Rs. 1.03 crores in the cost of collection of 
Income-Tax (including Corporation Tax) was stated to be mainly 
due  to (i) a large number of posts created in 1964 and (ii) revision 
of dearness allowance, house rent and City Compensatory allowanccs 
in 1964.65. 

J 

1.50. The Committee pointed out that the percentage of cost of 
collection of Customs, Union excise, Income-tax and Corporation Tax 
had remained at 1963-64 level while the actual expenditure for collec- 
tion of customs duty had increased by Rs. 48 lakhs, Union excise by 
'Rs. 82 lakhs and Income-Tax and Corporation Tax by Rs. 1.03 crores. 
One of the reasons given by the Ministry for the increase of Rs. 1.03 
crores in the case of m t  of collection of Income-tax etc. was that 
'a large number of posts were created in 1964.' 

1.51. The witness stated that the number of assessments comp 
leted in 1964-65 as compared to 1963-64 had increased by nearly four 
lakhs and as against 1,100 cases completed by each omcer in 1962- 
63, the comesponding number for 1964-65 was 1,500. Further as a 
result of the increase in the number of officers, comparatively senior 
officers were released from the lower income cases completely and 
to that extent they were putting their attention to other cases. Thc 
Committee pointed out that increase in the cost of collection worked 
out to 16 per cent but the increase in the taxes collected was only 
Rs. 46 crores out of Rs. 600 crores. The witness stated that part of 
the increase was due to increase in dearness allowance which accoun- 
ted fdr Rs. 28 lakhs. Certain posts were also created towards the end 
af the earlier year and it accounted for an increase of Rs. 18 lakhs 
more on this account. 



1.5% At the instance of tht (hmm.ittee the witness agreed to fur- 
n&h the following infomation: 

( i )  What werc the actual number of posts created in Xncarae 
Tax Deptt. during the year 1 M  and how many were 
actually filled and what was the expenditure? As a result 
of the increase of the number of oficers to What extent the 
work in regard to big and complicated cases of assessment 
have been tightened? 

(l i)  What werc the s t q s  taken to improve the administration 
in order to enable the opficers to devote more time to com- 
plicated cases; and 

(111) What was the gross collection of the Income-Tax during 
the years 1965-66 and expenditure in collection ? What 
were the reasons for variation in the percentage of the 
cmt of collection as compared with 1964-65? 

1.53. The note has bcvn received from the Ministry. The note 
W e t  aliu states "the total expenditure on the Income-tax Deptt. 
during 1'3635-66 was Rs. 9.62 crores. The collection amounted to 
Rs. 597.04 crows and the cost of collection expressed as a percentage 
of revcnue was 1.6176," 

1.54. The note further states". . . . . .As the collections are depen- 
dent on various cconomic factors, the increase in the manpower will 
result in increase in disposels of assessments but will not necessarily 
w u l t  in addition to income-tax revenue." 

1.55. The Commitbe And that even though the cost of collection 
in terms of percentage had remained almost the same as in 1963-64, 
tha actual expenditure for collection had gone up by Rs. 2.33 crorea 
The expenditure on the Department has increased by another Rs. 1.48 
erares in 1,865-66 as compared to 1W-65. From the evidaace and the 
note they also tind that the h a m  has been mainly due ta (i)  e m -  
tion d additional poets (ill accrual of irwmmemb (iii) nvision of 
nb d dowancae to the stag. 

1.58. The Committee would like Government to keep a careful 
watch on the propees made with the d-n of anwrm of a- 
wt They a h  expect that with the appointmela of additi-l 
rtcrd9, there would be better dlectioa of revenues. They would like 
to watch, through future Audit Repads, the remb achieved by the 
DspuQasat in this camcticwr. 



CUSTOMS 

Customs Receipts-Para 8--Page 14. 

2.1. The total receipts from Customs Revenue during the year 
196465 were Rs. 387.50 crores, derived as under:- 

Ks. 
(a) Custcuns imports . 404,%02,584 , 
(b) Customs exports . 2,42.58,360 
(c) Miscellaneous . 4.22..00,768 

Gross revenue 41 1,28,61.712 

2.2. The Committee askd. whether at the time of fixing 'drawback' 
for art silk fabrics and art silk yam, the fact that their production 
was increasing and that some of the fabrics were manufactured out 
of the indigenous and not imported yarn had been taken into con- 
sideration. The Committee also enquired if machinery was there 
to see that drawback was allowed only for the imported yarn used 
in exportable fabrics. The representative of the Central Board of- 
Excise and Customs replied that in the case of drawbacks there was 
an all-industry rate in some cases and there was a specific rate for 
particular manufacturers. The witness added that, in the case of 
particular manufacturers, statistics were taken as to how much of 
imported yarn and indigenous material was used. It was added that 
wherever there was an all-industry rate, a sort of average was arriv- 
ed at. The witness elucidating the point stated that if in an industry 
as a whole 60 per cent of the imported goods were used and, 40 per 
cent of indigenous material, then same proportion was taken into 
W o u n t  for warlung out the drawback rate. The Committee were 



informed that with the heart,  in the producttaa of indigenous axti- 
fictal silk yam the percentage, which had been fixed when the pro- 
duction was lower, was liable to be revised. 

2.3. When asked at what interval the drawback rates were gene- 
rally revised, the witness replied that the endeavour was to revise 
them every two years. But really, the witness added, it had not 
been lxw~sible to stick to that. As there were thousands of rates, it 
had not been possible to reviae them at a fixed interval. However, 
i t  was stated that when things were brought to the notice of the 
authorities either by the trade or by the customs omcers the rate 
might be examined and revised. 

2.4. The witness informed the Committee in reply to a question 
that for the p u r p m  of drawback and the working out of the rates 
and laying down the day-today implementation of policy, there wm 
a small committee on which were represented the Ministries of Fin- 
ance and Commerce, the Comptroiler and Auditor General and other 
Ministries concerned, In reply to a query the witness stated that 
though generally the C.B.R. took the initiative in reducing the draw- 
back, the customs officers too sometimes pointed out that the rate 
was out of date. 

2.5. Asked when the drawbacks were last fixed, the witnesa 
replied that i t  was a continuous process and every year the rates 
were being revised. The witness also disclosed that in principle the 
rate of drawback was to be equal to the import duty paid, but for  a 
short period, due to the practical method of working out the average, 
the former might be a little more. 

2.6. The Committee desired to be furnished with the following 
hfomstion:- 

(i) A note containing the particulars of specific items on the 
export of which there has been more than 10 per cent 
increase in the amount of drawback paid during 1964-65 

as compared to 1963-64. 

(ii) A note stating the amounts of drawbacks paid during 
1964-65 on the export of art silk yarn and thread are silk 
fabrics, cycles and steel prorlucts. 

(iii) A note stating whether the revised pattern of import and 
indigenous elements was taken into cansideration, at  the 
time of revising the rates of drawbacks in July, 1966. 



27. The wtt (Appendix In) furnished by the Ministry indicates 
that (i) there was an increase of more than 10 per cent in the amount 
of drawback paid during 1964-65, as compared to 1963-64, on 85 
items; and (ii) the amounta of drawback paid during 1964-65 on the 
export of art silk yarn and thread fabrics and art silk fabrics, cycles 
(including cycle parts) and steel products were Rs. 2.85 cmres, 
h. 21.49 lakhs and Rs. 64.84 lakhs respectively. 

2.8. The Committee also note, from the information supplied, that 
the rates of drawback of 33 items had been revised during July, 1966 
to 13th March, 1967. Out of 33 items, rates were revised on 11 items 
after taking into accaunt the revised pattern of imported and indig- 
enous elements contained in there. The Ministry have stated that 
on 7 items, out of the remaining 22 items, ''the question of imported 
and indigenous element does not arise" as the actual import of raw 
material had to be verified before drawback claims were admitted. 

29.  The Committee feel that it would be advisable to keep the  
existing pattern of import and indigenous elements in view while 
revising the rates of drawback. 

2.10. They also feel that the rate of drawbacks should be review- 
ed periodically, particularly in the case of commodities like art silk. 
fabrics, where the amount of drawback is substantial. 

Para 9--Page 14. 
2.11. A test audit of the various customs stations revealed a total 

short levy of customs duty to the extent of Rs. 8.11 lakhs and an 
excess levy of Rs. 94,866. Besides this, other defects and lacunae in 
customs procedure and two cases of loss of customs duty due to frau- 
dulent alterations of Bills of Entry were noticed. 

Para ICLPage 14. 

2.12. The short levy of duty of Rs. 8,11,172 has arisen on account 
of the following reasons- 

Rs. 
(a) Wrong classification of poods . 3,57,188 

Non-levy of countervailing duty - 1.69~373 
Mistakes in calculation . 99,033 
Duty levied at rates lower than those prescribed . 71,788 

(e) Other reasons. . . . 1~13~79o - 
8~11,172 - 



2.13. Under+utsmtatr arising out of thc wroag dnrsiflcatb of 
JQ& [Category (a) above] have shown a striking increase over 
those detected and reported in the Audit Reports psovious yeur :- 

2.14. The Committee! referred to the recommend.ation contained in 
their 21st Report and reiterated in the 27th Report that both the 
E.ppraising Department and the Internal Audit Department of the 
Culatoms H o w  should be strengthened and intensive training should 
also be given and to the information conveyed to them in 1965 that 
a scheme had been drawn up for the purpose they asked what was 
the present stage of implementation of the scheme. The repreaenta- 
tive of the Central Board of Customs and Excise stated that the crea- 
tion of a dir~ctoratc of audit directly under the Board had been post- 
poned on account of financial stringency. With regard to the re- 
organisation of the appraising department the witness stated, that it 
YIW in a very advanced stage of consideration and was likely to  be 
findied rrhmtly. He, however, added that they were trying to 
otrengthen their internal audit department by giving a little n m e  
~taff .  The witness stated that on the central excise side they re- 
cently took a decision and posted certain Assistant Collectors to be 
directly revpansible for audit. In the course of time, the witneas 
added, they proposed to adopt the same system on the customs side 
slso. 

2.15. The Committee desired to be furnished with a note stating 
the financial implicatians of creating the directorate of audit direct- 
ly undcr the Board, the level at which it was decided to keep it in 
abeyance, and the opinion of the Minister. 

2.16. The note has been furnished and is at Appendix IV. It has 
'been stated in the note that the financial implication involved in 
setting up the Directorate of Revenue Audit were estimated at about 
Rs. 36.5 lakhs and that the decision to hold the proposal in abeyance 
was taken at the lwel of the Finance Minister. 

E l l .  The Commitbe regret that in spite d tbdr a b e r P o k o  in 
e;l& Rsport urd the Wth Bepa& ( T b d  Ldt Slbbo) no tmprove 

mm~t tr visible in the mrking.of tbe bterllP1 Audit OypPiortion. 
l%ag haps tha4 tbe qlfastknr of re-organbation be givea immediate 

601161dkratioa and all necessug steps taken to improve the working 



Short levy due to wrong classificartion of goods under t h e  Indian 
Customs Tariff-ptm 11,  page 15. 

2.18. 'Michigan Tractor' Model 175 imported in May, 1963, was 
d by a custom house to duty a t  the concessional rate of 15 per 
cent. ad valorem applicable to "Earth shifting machinery" under 
item 72 Indian Customs Tariff. The relevant catalogue, invoice and 
other documents were called for in audit to verify the correctnesa 
of the assessment. On a re-examination of the relevant documents 
as a result of this audit query, the Custom House itself decidcd that 
the Tractor was correctly assessable to duty as a 'Conveyance' under 
item 75 Indian Customs Tariff E 21 per cent ad valorem under itcrn 
34(4) Central Excise Tariff. The consignment was re.assesscd ac- 
cordingly and the consequential difference in duty of Rs. 1,11,165, re- 
covered from the importer. Report regarding re-assessment oi simi- 
lar cases of tractors is awaited. 

2.19. The Committee were informed that the classification of i t e m  
was a complex problem. Though it had been under consideration for 
:I considerable tinle and the D.G.T.D. and the Ministry of L a w  tiad 
Ixen consulted, it had not been possible to arrive at a finai satis- 
factory decision. The witness then explained as to how the tractor 
in the present case had been classified initially as machinery mstead . 
of conveyance. 

2.20. The Committee asked why a tractor was treated as vchiclc 
for the purpose of excise duty and as machinery for the purpose 
of customs duty. The witness replied that it was on account nf 
different wording in the two Acts and added that the tractor in 
question was actualy a loader. The witness further stated that the 
Wnistry of Law also held that view. 

2.21. The Committee were informed that the Tariff Revision Com- 
mittee which was constituted to go into the customs tariff and bring 
it upto-date had submitted a report which was under consideration. 
The witness added that because of difficulties of the countervailing 
duty, the Government of India had agreed to include in the terms 
of reference of the Tariff Revision Committee the question of align- 
ing of the Central Excise Tariff with the customs tariff so that difll- 
rulties about countervailing duty might be avoided. 

$22. h reply to 4 query it was stated that the report of the  Tariff 
hvision Committee rqprding customs tariff had been completed 



md mbmitted to Olt Government. Tbe witness dded that the 
Wry of Commerce had already paursd a redutfon ad- thcr 
broad lines, but as actual implementation of the report would In- 
volve complete m u t i n g  of the tariff it would have to be seen that 
there was no loas or p i n  of revenue. The scope of the tarifT wruc 
to be realigned carefully and brought in line with intermtione1 
agreements Uke GATT. The witness added that detailed work on 
the Report had already atarted and it would take sometime before 
the tariff was completely recast. The Chairman, Central Board of 
Excise end Customs, intervening, stated that the Report of the Com- 
mittee was received in September or October, and its implementation 
would involve legislation. He added that the Committee had also 
been entrusted with the job of putting the central exclse tariff on E 
more scientific basis. The witness however thought that all t h e  
problems would not be solved, because everything imported had to 
pay duty under Rome i t ~ m  .or the other unless it was declared free, 
whereas everything produced or manufactured in Indian d ~ d  not pay 
Central Excise Duty. 

I 

2.23, Thc witness, however, opined that 'the whole thing requires 
systematisation and our tariff is out of date hut we arc certainly 
doing all wc can to bring them in line with modern conditions.' 

2.24, Thc Committee were informed, in reply to a question, that 
"sometimes the various customs houses take different view of the 
classification" and had classified identical items differently. The 
witness added that the tariff contained only 87 items which covered' 
300 to 400 items with the sub-items. All the articles imported had 
to be brought under one or the other of those items and opinions 
might differ in the various custom houses. The witness further 
stated that when a lack of uniformity in the interpretation of the. 
tariff was brought to their notice, the Central Board of Excise and 
Customs gave a ruling which applied to all custom houses and it be- 
came uniform. He also added that "we cannot avoid lack of unifor- 
mity." 

2,s. In reply to a question, it was stated that when the instruc- 
tions were issued by the Board everyone tried to follow them. It 
might be that in a case or two the instructions would be interpret& 
differently. The witness added that if the same person gave a diffe- 
rent interprtation of the same item, it was pure negligence which. 
had no justiftcatian. 





I 

fiat it wm ody when the bCe to make up r d d  
.I1 that he UKUFd the othe not merely for the reawn 

t b t  h~ urbordinate. had a P r  tent opinion or that t3e 
followed at vlme 0 

the final decision SO that th not be left ill the lurch 

2.31, In reply to a further VePI stated: "1 may be 
quite eltar in my mind that what 1 a right thing, but 
at \he rame tima I may feel that said for certain 
other ~ ( e w a  al.so, so 1 will refer 

2.34. The Cummitt* then referred to the eference & to  the 
Bawd and pointed out that w e n  the Deputy 611ector w e d  
s drmbt. Ths witness replied that his decision Vas finaL o&, 
as a measure of abundant caution that he made I referenc" * R 

a lib. 



awssed to duty a t  the cmposite rate of 78.25 per cent. ad wlotcm 
comprising the bssic customs duty under item 75 Indian Customs 
Tariff, surcharge thereon and countervailing duty for "motor 
vehicles, not otherwise specified" under item 34(4) Central Excise 
Tariff. On this discrepancy being painted out, the short levy of 
Rs. 35,689 being the countervailing duty in the former case was 
recovered by the Custom House. 

233. The Committee were iriforrned that the commodity was 
assessed by two different appraisers but was countersigned by the 
same principal appraiser. Asked whether any action had been 
taken against the officer concerned, the witness stated that the 
explanatiorq of the appraiser and the audit of3cer was called for, 
and since the explanations were not convincing, the ofliccrs had 
been cautioned to be careful. In reply to a query, the Chair- 
man, C.B. & E.C. stated that the supervising staff should also be 
accountable for the mistake and he would certainly see that that 
was done. 

2.38. The Committee desired to be furnished with a note stating 
whether similar equipment imported at the same port was differ- 
ently assessed on two oeasions, and if so, the date on which both 
the bills of entry were assessed and also whether both the bills of 
entry referred to in the para were assessed to duty by the same 
appraiser and if so, whether he offered any reasons for assessing 
the goods differently on the two occasions. Information furnished 
g me Mlnisc., ;.. a t  Appencllx u. 

2.39. From the note furnished by the Ministry tho Committee 
regrot to note that the same item was classifled differently within 
a short period of two months. The Committee are glad to note 
that as a result of audit objection, short levy of countervailing duty 
to the extent of k. 35,689 was recovered by the Custom House. 
Tbey, however, are left with the impression that this mistake took 
place primarily due to negligence. They hope that suitable action 
would now be taken against the persong responsible for the lapee. 

2.40. The Commit* would also desire that the Central Board of 
EX& & Customs should devise sttitable measures by which the 
c+iRcation of d@hr articles differently by different a p p w  
ir dimimJted. 

poge 16-Duty W d  at r d e a  loww than those Prescribed: 



Item 73(1) Indka Customs ' M l f f  read with item 33-B Central 
Excise Tariff at the composite rate af 62.75 pet cent. (basic Custonu 
duty 50 per cent ad vatorem, 10 per cent, surcharge an duty and 
Countcrvailing duty at 5 per cent on the alisessable value plus duty, 
Ct., 155 per cent) in vogue prior to 1st March, 1963. As the basic 
Customs duty undcr item 73(1) wau raised to 60 per cent, a4 
valotem with effect from 1st March, 1963 the correct duty Ieviah'fe 
on thc cansignmtmt was at the composite rate of 74.3 per cent. On 
this being pointed out, the short levy of Rq. 14.495 was recovered. 

2.42. The  rcprt*sc4ntat~ve of ttw Bonrd informcd the Committee 
that the ca.w was an obvious mistake. He added that sfter t h e  
mcctting of the Public Accounts Committce 1ar;t y w r ,  ~nstructions 
had been issued to thc Collectors that thcy must take str>ps to see 
thut their tariff books wcrc krpt up-to-date nnri ;11s0 that such 
rnlstakcs were avoided. Hc hcrpcd tha t  thc things wo~;ld Improve. 

2.417. T h c  Chairman of thc Board, in reply to a qucrv, stated that 
the pcrscrns rt\sponsil,lc for the mistake had bccn cliargc-sheeted 
and had also hccn punistzcd. 

2.44. Thc Committw desired to be inf ~ r m c d  of any invcstiga- 
tion mode to find out w h c t t w  there werc sim~lnr mistakes other 
than thase da!;c:sd b y  Aucht. 
'i? & 'Phn Minlrri I\n..- t - - - - k  . l u A  thn f r > l I n ~ . i n ~  .-4.*r-.rtianr 

"Thr Collector of Customs, Calcutta, has reported tJlnt even 
though the ~.iltc of c l u t ~ r  had been changed by the Finance 
Act, 1963, the old rate of duty was nppliccl by the indivi- 
dual Apprniscr. This was clcnrlv a mistake on the part 
of the Appraiser conccrncd and a case of individual cnre- 
lessness and negligence. In thc post-budgi>t period, 
I.A.D. and C.R.A.D. pay particular attention to changes 
brought about by the Budget in rates of duty but no 
other case was pointed."* 

2.46. The Committee hope that the authorities would go into this 
mattes and find out how the particular offtcer was unaware of the 
revised rate of duty. If it was on account of certain Lacuna in 
the procedure of intimating the  changes to concerned officers, the 
Conunittoe desire that steps would be taken to rect i i  that. 

Asimllar m e  of wrong assessment in Telecommunication Cables Imported 
.in March, 1963 by the same Customs House was cammented upon in para 
18 of the 27th report of;PAC (Third h k  Sabha) 



h a  of Revenue due to Fnwdulent Alterations in Brr  of Ennu- 
Pam 16, puge 18. 

247.(a) The Internal A u d ~ t  Department of u Custom llouse 
that on a conslgnmet~t of 18 caws of art  silk yarn imported 
October, 1964, a sum of Rs. 'i.305.3u'only had been collected as duty 
Instead of Rs. 27,305.30 whlch was the correct amount of duty yay- 

able onathe cvrslgnmen:. The Internal A u d ~ t  branch ra~sed on objec- 
tion tu the short reallsation of Rs. 20,000. As no rtlply to ~ h l s  o b j c c  
tion was rece~vcbd from t h t ~  Accounts L)epartmcnts, cnqulrics were 
made which revealed that the o b j w t i ~ n  alcng with the orlgi!l:\l 131U 
of E?try had neithcr rciwhed thc Accounts Dcpartmcnt nor w , ~  it 
traceable 111 the Custom House. The duplicate copy of the Bill of 
Entry w a s  also found mlssing frum Internal Audit after ~t WRB 
received there. 

2.48. As the loss of both the copes  of the Udls of Entry appiurcd 
susp~cious, departmental ~nvchtlgatlclns werc made which revealed 
that only a sum of Rs. 7,30530 had been shown us paid in thc pay-in- 

sllp uf  the Cash Department, whereas the triplicate copy of the Mill 
of  l h t r y  chtained from the Custom Nousc ngcnt showed thc ;imounl 
of  Iis 27,305.30. On ~nterrogatlon, an employec of thc Custom House 
agent admitted h v l n g  made fraudulent ulteratlons In the amount of 
the duty s t i ~ m p  both on the duplicate and tr~plicate copics. 1 1 1  his 
statement he also ~mplicatcd a clerk in the Internal Audit Dcpnrtment 
of having conspired with hlm to defraud Gowrnmcnt r twntles to 
the extent of Rs. 20,000 on t h ~ s  cons~gnment. A dcrnand for Rs 20,000 

has bcen issued to the importers concerned and thc Custom House 
clearing agents The clearing agents, it 1s stated, h a w  inform:llly 
promised to make the payment The amount has not yet becn paid 
(Decembcr, 1965). 

2.49. Further investigations carried out so fa r  have revcaled four 
more cases of fraudulent alterations of Bills of Entry by the same 
clearing agent involving an amount of Rs. 44,725.98. In two of t h e e  
four cases, a lower amount of duty has been paid by manipulating 
the figure of duty entered in the duty stamp and in the rest of the 
two cases, no duty a t  all had been $aid and the goods r v c w  cleared 

by amxing forged duty-paid stamps. 

2.50. A final report regarding completion of the investigation is 
awaited. 

2.51. (b) A case if loss of revenue in particular Custom H o w  
.on account of fraudulent alterations in Bills of Entry was reported in 
para 21 of the Audit Report (Civil) on &venue Receipts, 1965. A 



aimilar c a y  &as rcp,ril?d from another Custom Howe in March. 
19Elj, T;C facts arc as under:-- 

Ante 1961, a group of persons two of whom possessed custom 
/&en issued to them as clerks 02 licensed D t h l r  were 

,''operating in all manner as clearing agents in collusion with sr>me 
Custom Houss Agents and Dalal~, and were defrauding customs 
duties by tampermg with the quantities declared in the Bills of 
Entry for goods ltke art silk yam and unexposed cinematograph 
films assessable at  specific rates of duty. The duty defrauded in 
38 consignments worked out to Rs. 1,70,381, The full extent of the 
fraud on all the consignments cleared by the group is reported to 
be still under Investigation. 

2.52. In reply to the Committee's questionaire, the Ministry have 
furnished the ir~formation which is at Appendix VI. 

2.59. Referring to the cases mentioned in sub-para (a) the witness 
stated tha* five cases in all were detected. In one case, a person had 
paid about Rs. 7,000 as duty when he should have paid Rs. 27,000. 
Two persona were involved in this case; a clearing agent's man and 
another person from the custo mhiuse who scted in collusion with 

the first man. The person involved in this case has been convicted 
and imprisoned. The clerk who was colluding with the convicted 
person was also being prosecuted in a court of law by S.P.E. The 

trial was in progr@$s before a special judge. The other four cases 
\bere also in the proces9 of investigation. The total amount involved 
in the other 4 cases mentioned in sub-para (a) was stated to be Rs. 
44,725. The witness informed the Committee that it was the same 
clearing agent who was involved in all these cases. 

2.54. In the case mentioned at 'b' above, the Ministry of F i n a n d  
llave informed the Committee in a written note as under:- 

"As regards the fraud committed by. .  . . . . . . . . . . . .Company 
involving a loss of duty amounting to Rs. 1,70,381 the  
investigation has been completed and action to prosecute 
the persons involved in the fraud has also been ta,ken. 

No recovery of the amount involved has so far been effected." 

They also informed the Committee that the following steps have  
heen taken to plug loopholes: 

"In order to plug the loopholes in the existing procedure and 
prevent the Clearing Agents/Imprters fmm m a w  fbU- 
dderit altetbtidrb in the Bills of Bttrp, d system is bcrfnS: 

introduced of perlorating both in words and d m  the 



amount of duty on all copies of the Bills of Entry with pin- 
point t ypewr.ters. Simultaneously, from t he long range 
point of view, this M nis tq  are considering other appro- 
priate measures for e iminating the chances of fraudulent 
alterations in Bills of Entry." 

235. The Committee note Uut the penons involved in the fraudr 
have been or are being p~osecuted. The Committee are, however, 
nnhappy that frauds involving a tots1 sum of Rs. 235,107 have been 
committed They hope the authori ies will take necessary safeguards 
ngainst the possibility of such frauds. 

2.S. The Committee hope that the imprivement in the system 
which um proposed to he ivltroduced and the other measures which 
the Ministry intended to take would e h i n a k  opportunities far 
baudulmt alterations in Bill of Entry. They desire that a proper 
watch should also be kept on the new system 90 that cases of frauds 
ue altogether ellmlnated. 

2.57. The Committw would like to be informed of the final action 
i . ~  cases where pro3ecution proceedings are in progress and of the 
recovery of amounts from the persons concerned. 

Para 17, page Ze-Short  levv due to omission to revise incmvect, 
assessment on receipt of a tarif ruling. 

2.58. According to executive instructions issued by the Central 
Board of Revenue in 1924, when a ruling issued by the Central Board 
sf Revenue or the Government of India in the interpretation of the 
Customs Tariff shows that the practice of any Custom House in the 
nssessment of goods has been incorrect, ordinarily no proceedings 
shall be taken under section 39 of the Sea Customs Act, 1878 if it 
appears that duty has been short levied previous to the receipt of the 
ruling in the Custom House. 

2.59. Aircraft materials of special shape or quality are assessable 
to duty at a concessional rate under an exemption notification dated 
21st December, 1957 of the Government of India. In a tariff ruling 
hued by the Central Board of Revenue in February, 1961 it was 
ordered that items like paints, varnishes, thinners, adhesive cement 

etc. are general purpose articles and could not be regarded as: Aircraft 
materials qualifying for assessment at the concessional rate. In a 
Custom House, such &ides were being assessed wrongly as Aircraft 
materials prior to the receipt of the tarif? ruling. The Board's ruling 
of pebnrirrg, 1961, was @+en effect to in that Custom House with 
eflt.ect from May, 1965 the date on which fhe ruling was received in 



that  Custom H a u e ,  However, no action wm taken ta w e r  the 
differential duty on paints, varnishes, etc. imported and Pssessed as 
aircraft materials a t  the concessional rate prior to  that date, but on 
which no duty had &en paid a t  the time of receipt of the tariff ruling. 

2.60. It was pointed out in audit (June, 1962) that the Board'o 
instructiontj of 1924 wouirl only apply to cases where duty had already 
been actually short Icwicd prior to the rcccipt of the tarrfi ruling and 
not in clitiea where on ly  the n:;sr:ssmcrit had been made without the  
duty thcrcon Jrav!rrg t m n  peid by thc parties. Thc Custom House 
did not egrw uncl rr*ferrc.ct the  matter  trl the Hoard in N n v e m b r r ,  1963. 
The Donrri agreeing w i t h  ~ h c  \ . ~ c w s  of Audit clarjfied in Ckttrbcr. 1964 
that a11 as?ii?ssrncmts o n  \r'h;cl.r d u t y  had no! bee11 paid as on thc date 
~f rrccipt o f  i )  'I':.rifT Itulin;: in n Cubtom IIr,u:i(: should bo subjected 
to t h r  higtlcl dutj,  in :icc:ordance with the  ruling. 

2.62, Thf .  wrtncsa;, c..;pl;rlniny: th(5 rt ason,, l , ~ r  ' 1 1 ~  short lovy, statc>d 
that  two or thrcc ~ x ~ t n t s  u tare ~ n ~ w l v c d  in  t 1 1 c -  ( ,isra, which perfained 
to t h r  ins t ruc t ions  rssuid in 19114 Thv w : t n r s s  stated that ii Tariff 
Rulrng only stntcd the position us i t  was in laic 2nd i t  was cffcctive 
in t h r  Customs Hoi~se from th r  dat r  of receipt by thrm.  The witness 

furthcr stntcd t h n l ,  at the l imp of rcceipt in thc customs house, a 
yucstion had arisen as to which particular bill of entry 11 was t o  
regulutr. Aftcr considering the pros and cons, the uaitncss disclosed 
it was decided to give cffcct to it in case of all bills of cantry, even 
though they might h:~vc been assessed prior to the receipt of tariff 
ruling, if the duty had not been paid. 

2 63. The Committee nskcd why th r  clarification given in the form 
of a tariff ruling was made appl~cablc from the date the ruling was 
given and not iron? the  time the law had corm in forw.  The witncss 
replied that thcre were various limitations in the  Customs Act and 
added that the rulings were given as early as 1934 and i t  would 
have to be looked into R little more closely. Tlie Chairman of the 
Board, clarifying thc point, stntcd that as far  as he understood it,  
the purpose behind the relasation was that in commodity taxes like 
this, whatever might be assessed. the goods had already changed 
hands. If after one year they retrospectively raised the demand and 
collected it, the merchants would probabl:? have great difficulty in 



realising it, and all of them might not be able to do it. He, however, 
stated that the matter needed to be reconsidelled and added that it 
should be given careful consideration before a decision was taken. 

2.G. The Committee hope that the question as to the date 
f- which a 'Tariff Ruling' shodd be given effect to, would be 
e a & r c d  from all angles, as WRS p r o t ~ l i ~ d  by the Chrrirn~arr of thc 
Central Hoard af Excise and Customs during cviclctrrr, and that a 
dockion would be taker1 at an early date. This dc - isioil  ~ l ~ o : t l r l  he 
circulated to all the Customs finuses, so that a nni for~n pructirr i u  
followeri everywhcrc. 

Or hcr rqxc; of tnterest-19, page 21 

2 .G.  The h l~r i l s t ry  informed Aild~t (hat  the duty 0 1 1  749 pi ickagt~  
anlount~ng to  R;. 3,74,500 (arrived on a notional cstln~nt * )  c ~ , u l d  trot 
be rcoovcred In the absence of a specific provi.;~orl i n  thc Sca 
Customs Act, 1878. and as rcgards thc remaining c a m  dtanlt with 
after 1st February, 1963, they had the power to forego thsl rtal.c.nue 
under the Customs Act, 1962. 

2 67. The Senior Member, Central Board of Euc.rse and Custr~rns, 
mplained to the Committee that, prior to the Customs Act, which 
came in force from 1st February, 1963, an importcr mcntloned in the 
Bill of Entry the number of packages cons~gnecl to h in l  and the 
duty was charged on the packages, under the St>a Custorni Act, cvcn 
if goods were missing or had been pilfered. Thrt witness stated 
t ha t  the consighee, when he came to know that t he  goods ulcre 
missing, abandoned them and did not proceed with t h ~  H11l of Entry 
as he had not to pay the duty on the abandoned goods. Thc witncw 
added that the Port Trust being the bailecs of th.8  nods ucw not  
responsible for making good the loss. 

0 

2.F8. The Committee enquired if the question how t he  
custom duty could be safeguarded, either by making the Port T r ~ s t  



or the importers or the shipping comma retrpnrible for the  
correct landing and clearing of the go& had been examined. Tne 
wi tnm replied that so far as the goods prior to the landing was 
concerned, the responsibility was of the Shipping Company. The 
Shipping Company had to account for the lost goods and if their 
explanation was not satisfactory, a penalty duty, was imposed on 
them by customs. 

2.69. In reply b a question, the witness stated that at the time 
goods were discharged from the ship a tally was taken by the Port 
Trust OfRcers. In case the goods did not land the Port Trust authori- 
ties issued a 'B' certficate, which indicated that the goods had not 
landed. 

2.70. The witness further stated that in case the goods did not 
land, when they had b e n  loaded at the start, it was assumed that 
there was pilferage or mischief in the ship itself. It was for that 
reason that the shipping company's explanation was called for as 
missing of goods on board was assumed to be due to surreptitious 
consumption unless the loss was satisfactorily explained by the 
shipping mmpany. The Shipping Company was given a receipt for 
the goods off loaded by them at the port. After the off-loading, the 
witness stated, the responsibility of the company ceased. 

271. The Chairman, Port Trust, informed the Committee that 
under the Indian Contracts Act, the Port Trust's liability extended 
to that of a bailee for a period of seven days after the goods landed 
at the port. The witness added that after seven days there was no 
liability of the Port Trust. Elucidating the point the witness stated 
that if a particular cargo was available for delivery within seven 
days from the date of landing and pilferage took place after seven: 
days, there was no liability on the part of the Port Trust. Within 
seven days also, the liability of the Port Trust is limited to that of 
a bailee. The bailee was expected to take reasonable care and 
caution over the custody of the property and the Port Trust had 
taken various measures for the safe custody of the cargo for which 
they were liable. The witness added that there was a regular watch 
and ward system which kept a proper watch on the goods in the 
custody of the port. In addition, the State Police had also been 
assigned duties at the port. He added that, if inspite of those 
measures any pilferage took plam, it was most unfortunate but for 
this the Pbrt Trust was not liable. 

2.7% & Committee &en asked whether no one was responsible 
fbr the safe adaxiY of goods after thsaphyof  tieven dayr ?he 



witnew replied, "I am afraid under Section 6l(A)(2) of the Port 
Trs t  Act that is .he position." Me added t h ~ t  : b u v h  thcre was no 
legal obligation or liability on the Port Trust beyond seven days, It 
did not me.m that they had no incentive to take care of gmds mth. 
that period. 4 

2.73. In reply to a question, the witness stated that a rr rnuqn 
rpproximatlon, about 40 to 507; of the goods were clrareJ alter 
the period of Port Trust baileeship was over. I t  was .- rtted in rep y 
to a query that though the number of packages stden C Jrn t%* p : a n s  

had not increased as compared to earlier years, the value of lost 
stores had somewha! gone up to snme exteqt. Th? Corn-I ' c 
were informed that the Port Trust got a year's report !row \ire 
Commissioner of Police about all the thefts registered atid t!w nc+mn 
taken 'o recover them. The witness stated that remlsi ons or 
refunds on pilfered goods were given by the customs on the b:lsls 
of returns showing the packages short landed, excess landt!d :iwI 
the articles found missing from the goods landed, sent to thrm by 
the Port Trust. He added that the Port Trust had a record of 
packages which had landed but were missing. The witncss i~rldrd 
that the pilferage report sent by the Port Trust was based upon 
the c'asts reported to the police. It  was disclosed that the rword 
of the value of goods lost at the port was not available with the 
Port Trust as they had no invoices. The witness also revealed that 
when it was known that goods had been lost, a diligent search was 
made. If the goods were not traced, a report to the police was 
made. 

2.74. In reply to a question, the representative of the Central 
Board of Excise & Customs stated that if the pilferage was brought 
to the notice of the customs before the order for clearance from them 
was given, the duty was remitted under Section 13 of the Act. The 
witness stated that the ways in which the pilferage could be brought 
to the notice of the Customs a u t h ~ r i t i e ~  were diffnrent. When sped- 
fically asked whether it meant that if a consignee got the goods 
cleared after seven days and there was shortage, he escaped custom 
rluty on the lost goods, the witness replied "Yes, if the goods have 
been pilfered". The witness added that this provision had been 
added to the Act on the ground that it was unfair to the importw 
that he should be asked to pay duty on missing pilfered goods. 

2.75. The Committee asked why the duty should not be charged 
on the Port Trust on the goods lost after the seven-day period, since 
they were in the custody of goods and when they also charged 
ddturrage after sevm days. The representative of the Port Trust 
repued that the Port Tru9t, having taken all reasonable measures tor 



yrevent pilferage, cmld not be held responsible. He added lbat it 
w735 felt that wlthm ~ r v e n  days 11 should be possible for an importer 
k, remove the goods. The witness further stated that, as the im- 
porters had to pay higher rents for the warehouses outside, they 
preferred to pay dernurrage which was very low. He added that 
normally wlthln period of seven days it should be poss~ble to clear 
ttre goous. 'i'hc witness further ststcd that the State Police was also 
rc*.,ponz~t~lc~ for s'tfc c u s ~ o d y  1'I.w lJor t  Trust had the State Police 
c,~lr~c:r. trn loan or on dcputatlc,in f r om the Stntc C;overnment and 
1 1 1 1 ~ : ) .  ~ u ~ t i  t11r St:ltc Govr~rnmrrit fu r  their bervices. 

2 57 'rhc \L'IIIICSS cl.ii ~ f !  ~ n g  the point furtlwr stnted that it was 
not  thnt the Port Trust wrrc complacent about the p~lferages because 
t h ~ y  had no statutory I~nbility. The witness, stating that they had 
dcviscd the bcst mrthods, ndded that there wcrta people who were 
clever enough to dcfwt the rigorous measures and pilferages did 
takc place. w111ch 1 s . n ~  unfwtunatc.  He also added that each mea- 
sur.tAs had LPPII ~n tcns~f i ed  from time to time. 

2.78, In regard to the value of duty lost, the Committee were 
informrd th;r! i t  was calculated on 11 rcmch basis by the Customs, as 
they wcre not aware of thc w lue  of goods lost. They came to know 
o' the missing goods only when the party filed the Bill of E n t ~  and 
did not clear the goods. The representative of the Central Board 
of Excise & Customs further stated that t+ey resorted to the national 
value under Section 167(17) when the value was not ascertarnable. 



279. The C o d t t e e  were informed that during 1964.65, demur- 
rage worth Rs. 3 to 4 crores was charged by Bombay Port Trust, 
whereas in 19666  i t  was nearly Rs. 5 crores. 

2.80. In response to a query, it was disclosed that undcr Scc- 
tion W of the Act gm~d; not cleared wittun two months could be 
cuctlirned, Whereas under Secbon 64A the ptmod was one ~ n o n t h  
only. The witness stated that for some years past Sectlon li4A was 
not beins enforced r~gorously. He added that ~t was now being 
enforced w t i i  g d  results and the number of auctions ht%ld nncl 
packagvs auctioncc? had increased The wltness also tiisclo..c.d that 
a t  t he  auctions due to rings b a n g  formed, the hlghest pricc r iwlwd 
was often much bt~low the rcscrve price fisd by the custulr~s. Sug- 
~mt lons ,  he addtd. were being mndc to  t h c  Govt~rnnwit  that I I  t w o  
consccut~ve  auct ~ o n s  provcd ~nfrucl.uaus, t ht\ Wort Trust might bc 
allowed t o  d~sposc of :hc goods by prrXe:+tr nt>gotintion. 

2.82. The Committee dcsired to he furnished with a notch showing 
the details of amounts realised by puhlic auctions a n d  :Ire rv.,erve 
price of unclaimed goods during the last 2 years a t  various ports. 
The note has been received. 

2.83. The Committee feel that it is a most anomslouv position 
that the goods lost after landing at a port are not liable to duty. The 
Customs Law does not provide for the recovery of duty from the 
Port Trusts from whose custody the goods are lost. The responvi- 
Nlity of the Port Trusts extends to that of a bail- for a period of 
seven days after the goods are land& at the port. As a hailer the 

.Port TrUfhts were erpeeted to t a 4  reasonable care and caution over 
, safe mtody of property. The Port Trusts charge demurrage on 

iW& delivery of which is not taken within seven days. The 



. 1 m o t u ~ t d t b e d s a r u m g t ~ d w s 1 1 6 R k 3 b k 4 ~ h l ~  
usd nearly & 5 cron, in ZOOCOO in Bomby Part alone. In t h  
dmunrlraces, the Committee are d the view that the Port Trusts 
cruurot be completaly abrolvd of the reqmsibility for the loss d 
goods held by them, .ad it is rsrrsoaable that the Port Trust is held 
mponaibla at least p a d y  fa the 1- of mstam duty on parkagi# 
pilfered from thdr  (Port Tnut.) custody. The Cornmi tee feel 
this asrped 4 s  furlher 1- into cypeeiallp in view of tho C.d 
that the value of miming stom has gone up in recent yeas. Mere= 
over, when the loas d goods after landimg is assumed to be due to 
their k i n g  dimted surreptitiously the C o d t t c e  think that the 
entire position a d s  to be reviewed. Unless something drastic t 
done, the Committee are afraid importad aoodn will continue to be 
p l l fmd  rud uurepthwlp removed m d  the public exchequer would 
be pat to 1- 

2.84. The Committee arc sorry to note that the authorities do not 
pcrrwra a mnpleta record d pads k t  and tbeir value. Them b 
ao oyrrtsm of keeping w h  a record wd for that purpose the Bgum 
~pdLsd  by the police authorities done can be relied upon. The 
L)I#unJttae fed that a propar account of goods received and LoJt 
drrlnl UW) after the wven days period should be maintained by the 
Sord Trustr and a h  by Customs authorities 

&&, The Cwmlttee also f e d  Umt LlUCgb i s  need to deviw 
by dii  the Ports do not become warehouses for the bn- 

portem, till they am able to find suitable aecommdation outsida 
Such a tendency on the part of importers should be effeetivsll 
dtscounged. 

286. The Committee ware informed during evidence that an 
expert study taam had been appointed to look into the matter from 
dl aspects The Committee would like to be informed of the fin& 
SnRJ of the expert study team and the action take% 

Arrears-Para 2LPage 22 

2.87. The total amount of customs duty remaining unrealised p 
-on 31st October, 1985, was Rs. 47.46 lakhs as against Rs. 112.08 l a k b  
for the corresponding period last year. Out of the sum of Rs. 47. $8 
Iehs, % 22.16 @chs hqd been outstanding for more Lh.n we rear. . .. r .. C 

288. Tbe Committee desh+ to be tumished with the year@ 
ot the k a r s  g$s. al6e  1n a n9tp s$mitb# bD 

.I * . .  - - * - *  - 



the Committee, the Ministry of Finance (Department of Revenue 
and Insurance) stated that, while furnishing the break-up of the 
total amount of Rs. 22.16 l W ,  some of the Collectors have given 
the upto-date position as on 30th June 1966. On that  date the figure 
for such arrears works out to Rs. 31,36058 as against thv figure of 
Rs. 22.16 lekhs outstanding earlier. 

2.89. An annual break-up of this figure of Rs. 21.36 lakhs as fur- 
nished by the Ministry is as under: 

Y car Amount 
-.- . ,-.--.... -. . .... - - 

IQ51-52 . 6.000. CO 

1952-53 . Nil. 
1953-54 Nil. 
1954-55 . . & .  Nil. 
1955-56 . 11,837 *OQ 
1956-57 . 2 .99,200 ' 00 
1957-58 . r 7 . ~ 9 ~ o o  
1958-59 . r 9.338 - oo 
1959-60 . 14,453 '00 
1960-61 . 23,767 -00 

1961-62 . 52.3l9'00 

1962-63 . H,22,73Re oo 
1963-64 - - - . _ _  8,69.761 00 

2r ,36.058-co 
n m -  - , --- . ----*--. 

L.YU. uut  of the total arrears of nearly Rs. 21.36 lakhs about RY. 4 
lakhs relate to cases which have h e n  taken to the Courts of Law 
and no recovery is possible until the Courts' verdicts are received. 

2.91. As regards the steps taken to recover the old arrears, the 
Ministry stated in their nate that the follorving action is taken de- 
pending on the merits of each case after repeated reminder to these 
parties fail to make them pay up the duty in arrears. 

(i) Any money owing to the party by the Curtums Depart- 
ment is deducted for being adjusted against the outstand- 
ing h a n d .  

(ii) Detention and sale of goods under the coptrol of the Cus- 
tarns Deptt is being resorted to, if the owner of the goods * W pasr M duty. 

(ill) the bl mentioned at (i) and (11) above b 
tnWu& cestacates specifybg tbe amounk dus 



from the party concerned are seat to the Collector of the 
district in which the party owns any property ur rui- 
d-a or carries on business and the said Collector on re- 
ceipt of such certifkatcs proceeds to recover the speci- 
fied amount as  if it were an arrear of land revenue. In 
same baggage cases the nearest Central ExcisejCustoms 
OfRcerv are instructed to contract the parties concerned to  
expedite rtmavery. 

2.92. The Committee asked about the reasons why the arrears for 
the years 1931-32. 1955-56 and 1956-57 were n t i l l  pcnding. The re- 
presentative o f  t h e  b a r d  stated that thcrc was only nnc case pertain- 
ing tf thv year 1951-52 involving duty of Rs. 6,000 relating to the im- 
port of u car nt thc  Attari Bordcr under n pnrtrcular system. Un- 
fortunatc,ly, the full particulars of the person who had purchased the  
card were not rntmt1onc4 In the rcg~ster. The amount of duty had 
been shown as outstanding for a long time, as the Department were 
trying to lcroatc the asscssec concerned. Othcrwisc the amount 
would h e w  bccn w r ~ t t c n  off long ago. As rcgarcis the arrears of 
RB. 11,837 pcbrtninmg to t h v  y($i]r 1956-57, the witncbss stated that the 
nnaaunt which rvlattd to the Calcutta Custom I l o u : ~  had since been 
reduced to Rs 1,981. With regard to thcl amount of Rs. 2,99,200 per- 
taining to the y ( ~ r  1956-57, 1hc witness statctl t !n t  out of this an ' 
amount of Rs. :).92,8l8  as involvrd in crrscs pending in the courts 
and out of t hc  b:~lanc.e an amount oT Rs. 6,301 was pcnding recovtry. 

293. Askcd ~f thcrc was still riny system of credit p a p e n t  of 
duty, the rq)rr.;mtn(i\+ "7 ~ ' 3 ~ 8 - d  smlcd : Iq t the re  rxisted a 
system of provisitrnnl payment of duty  nna h a - - -  ai \. ~ r d , l , ~ , , ,  , 
system of deferred p:lymcnt against o bank !V~rc?ntee had beerr 
introduced. 

2.94. The Committee are glad to note the decrease in the arrears 
of customs duty. The total amount of customs duty remaining un- 
malistxi as on 31st O c t o k ,  1965 was Rci. 47.46 lakhs as against Its.( 
11208 lakhs for the correspondirq period last year. Thc Committee 
feel concerned however, over the arrears of duty which have been 
pending #or the last several years. (As on 30th June, 1W8, the out- 
standing for more than o m  year was Rs. 21,36,05Fl). The Committee 
note the measures taken by the Department to recover the arrears. 
They desire that the necssary action should be taken to liquidate 
tbe old outstanding amounts. 

2.95, The Committee also hope that the Department will take 
the necessary stepe to ensure that the introduction of the new s p -  
tan d d e f d  payment of duty against bsnlt olrvpntaiw does nat 
d t  in an accmmhtion of arrears in fuhva 



111 
UNION EXCISE DUTIES 

Under-assessment;loss of revenue arising ftom torong $ring of 
ajaressabte values-para 24--page 24. 

3.1 (a) In terms of 'Explanation' under section 4 of the Control 
gxdse and Salt Act, 194, "no abatement or reduction of declared 
ex-factory price" shall be allowed except in respect of 'trade discount' 
and "the amount of duty payable" for the purpose of ascertaining 
the prrseesable value of a n  article subjected to ad valorem asses* 
ment. Where, however, the declared price includes elements which 
are attributable to past-factory processes and thereby referable to 
the sales organisation, as distinct from the manufacturing unit pro- 
per, tbe Board in a clarificatim issued in November. 1957, instru- 
cted that such elements should first be excluded from the declared 
price to arrive at  the ex-factory price. 

3.2 In the case of a foot-wear manufacturer whose declared price 
was inclusive of (i) sales organisational expenses, (ii) trade dis- 
count, and (iri) Central Excise duty element, it was noticed in 
Audit that a "flat dlscout"on account of (a) their expenses like dis- 
tribution charges, travelling expenses, advertisement expenses, etc. 
which were referable to sales orgainisation, and (b) trade discount 
both being at a stated percentage of the declared price, was allowed 
to be deducted from the declared prlce of the footwear for the pur- 
pee of ascertaining the Central Excise duty element included 
therein. But in terms of the provisions of aforesaid Act and also the 
Board's orders of November, 1957, referred to above, the ex-factory 
price should have first been ascertained by deducting the sales or- 
ganisational expenses (at the stated percentage of the dczlared 
price) from the declared price. Trade discount is one of the elc- 
rnents of ex-factory price and is calculated at the stated percentage 
of the ex-factory price and not of the declared price if such de- 
c l d  prices, includes sales organisational expenses. The deduction 
of the 'flat discount' from the declared price thus resulted in lower- 
ing the ex-factory price and thereby the asscssablc value. This 
resulted in a loss of revenue to the extent of Rs. 9,60,1121 for the pc- 
riod from March, 1964 to October, 1964. 

3.3 The draft para was sent to the Ministry on 10th November, 
1968. and the Minidry replied in February, 1966, that the method of 
working out the assessable value is being ascertained. 

43 
14tQ(Aii) LS-4. 



3,4 Tbe Committee desired ta know how the amsable value 
wm determined in this case prior to 1957. The representative of 
tbe Board stated that prior to the issue of orders by the Board in 
this ~ppeal case diflerent rates of discount were being allowed by 
Merent  coUtcton ranging from 3 to 6 percent for the purpose of 
detenntng the assessable value. In the present case prior to 1957, 
the Calcutta Collectorate allowed average trade discourrS Srelght 
actmi and mles tax discount and also expenses on account of sales- 
k x ,  octroi charges etc. totalling 7.10 percent out of which the or- 
erage trade discount allowed was the order of Rs. 4.90 percent. The 
puty appeqed against this, In the case of the same Company, the 
Delhi Collector had becw allowing the expenses on account of 
thew items of the order of 3 percent but the party was not satMed 
with this and fllcd iin  weal. This led to the pnrt~cular decision 
taken by the Board in 1957, 

3.5 The Committee asked whether according to Section 4 of 
the Central Excise Act, the Board was justified in allowmg any 
deduction other than trade discount. The witness stated that when 
the Board decided this appeal in 1957, they felt that allowance of p t  
factory expenses would be in keeping with the provisions of Set. 4 
od the Act. Later, in another case the Mysore High Court had &o 
held in 1962 that it would be incumbent legally to allow trade dis- 
count and also overhead charges and post factory expenses to the 
distributor. The Chairman of the Board stated that Sec. 4 of the 
Central Excise Act was based on the old Sec. 30 of the Sea Customs 
Act which in turn was based on the old British legislation of the 
19th Century. It contemplated free open sale at the factory gate. 
But in the modern business that practice did not always take place. 
While interpreting the privisions of the Act they had constructi- 
vely to take into account the price which would become chargeable 
at a point of time when the goods were delivered from the factory. 
On the customs side, they had reduced the price to mean the land- 
ed cost. On the Central Excise side also they had been constructi- 
vely i n t r e p ~ t i n g  the price as they believed to be the intention be- 
hind this section, Asked whether the Board had considered the 
question of amending the Central Excise Act, the witness stated 
that a Bill had been drafted. 

9.8 Asked if the interpretion given by the b a r d  in 1957 was 
uniicmnly being applied by the collectom, the witness stated that 
a circular had been issued to all the collectorates laying down the 
principle caning out of the Board's decision. Asked how the crs;i 
decided byethe Mysaw Court arose in 1962, the witxma stated tbat 
.s the facts of caae we= not eyc t ly  the sune, the collector hrd jtrst 
owrloahed the particular decision d the Board. He added that In 



appiication of the broad principle in individual crises, "depending 
rm the facts of the case the Revenue Ofl[icer errs on the side of cau- 
tion. He leaves it to the party to correct up in appeal," 

3.7 It is not c h r  to the Committee how in tho present cam 
trade dkount WIB &wcd at a certain percentage ul the declared 
price of footwear instead of the ex-factory price (i.e. declared p r i 4  
lainas sale organisation charges), as envisaged in the Board's ordm 
d November, 1957. Tbc deduction of flat discount from the declar- 
ed price results in lowering the ex-factory price and thereby the 
8asessaMc value. 

3.8 Tbc Committee hope that, after the proposed nmendment of 
&be relevant Section of the Act, such ambipuitics will not arise. 

Para 24 ( b )  

3.9 (b) The duty on patent .)r proprietary mcdicliic~s was 1evit.d 
by the Finance Act of 1961 under Tariff item 14-E. The duty is on 
ad uulormn basis and statutorily the assessable value is to be fixed in 
accordance with the provisions of section 4 of the Central Excises and 
Salt  Act, by finding out the wholesale cash price, Iiowevcr, the 
Central Board of Reveune issued instructions in April, 1961 stating 
that where a manufacturer voluntarily agreed to dcclarc his whole- 
sale price a t  a rate which was n ~ t  less than 25 per cent, lower than 
the published retail price for medicine, the assessing officer might 
accept su-h price for the purpose of assessment without insisting 
a n  production evidence for verifying the wholesale price. 
Tnis 25 per cent is towards discounts allowed on the consumer's list 
price. In another circular ~ssued in September, 1961, the Board 
confirmed that if the actual d~scount ascertainable i n  any case was 
less than 25 per cent only the actual discount should be taken and 
not the higher q c e n t a g e  of 23. The ingredients of the Board's order 
were thus:- 

(1)  that the value declared should be not less than 25 per cent 
lower than the published retail prices; 

(2) that the acceptance of this was discretionary with the 
Collector who was not prevented from verifying the actual 
figures in any particular case; 

(3) that if the actual discounts were lower than 25 per cent, 
only the lewer discounts should be allowed. 

3.10 In September, 1961, however, the then Secretary, Revenue 
Department, during his visit to one of the Collectorates issued verbal 
inst~ctions that the intention of the orders issued in April, 1961 



WYS "to accept the ~srsc?ulrble prtces strictly wlthin Section 4 or thr 
publickd retail prices less 25 per cent or nett trade pnces 
10 per a n t  whichever may be in favour of the agiiegsee and" that thew 
wlur no ~ntention to verify whether the actual discounts granted 
W ~ r k d  out to the above percentages. Follow~ng the verbal tnstruc- 
tions, thc Collector allowed the bghrr d~scounts of 25 per cent or 
10 per ecnt, wlthout vcrlfying the actual dtscounts and asked the 
Board to confirm spr f l ca l iy ,  thc .Sccrctary's vcrhal instructrons in 
thls rvgnrd The b a r d  drd not confirtn thcsc* ~nstructlons but on 
the contrary cxpJainc+d in a lettcr rssucd In hbrch, 1962, that the 
pwcentagca ( I T  25 i ~ n d  10 wcrc this miixlmurn adrnisslblc and that  if 
P rnnnuf~cturc*t' dwl;~rt.d a 1owt.i d ~ x o u n t ,  thtb assessable value 
should b~ drtcrrnincsd onlv wlth rc*fcrcnco to such lowcr ducaunts. 
Kvm after thv r w i p t  of this clarification. thc wmng procedure of 
allowing thcl maximum dlscnunts was cont~nucd In somrb r a w s  t!lr 
lath May, 1962. Thus Govc*rnmrnt lost rcvr3nuc and manufacturws 
In i l  porficulsr rc8~ion qalnr~d an  advuntagc* of H, 1,97,570 during tht. 
period fn)m 2iith April, lBf i l  to 1I:tti Ma\ 1962 Furthcr. In Audit's 
vicw, I! i ,  cjoubtful i f  t t l r  ~ n s t r w t  1ms I S S U C ~  t (~mrd inq  d r t twn~na t inn  
P I  ew*s.s:~blc vai~ic. rn thls row, by ;rllrtx*rnr: ti~scounts wi t h  rdcrcnce 
to  thv ronsumcUi's prim. o r  t h ~  rr*tn~\cl~'s pr-~ct* arcb In arcordance with 
thc prnviwns of S ~ c t ~ o n  4 o f  thc Crntral E s c t w  and Salt .Id. 1944 

3 1 1 Thv Coinmil t r c s  aukcd !!.hot hcnr thv f i m g  of asscssablc value 
by a l l o w l ~ ~ g  :In ntl /roc ci!s:c~itl:t , l f  25 per. cent was valid under 
Stlction 4 of thc Crntral Excise arid Salt Act Thc rcprcscntative of 
the Board statcd that  the whole question was examined in consul- 
tation with thc  M1nistt.y of Law w h o  advised that the order6 issued 
by the Board WCTP by and larcc In kecping 1 ~ 1 t h  thc prmril;ions of 
Section 4 of the Act. Asked about the tradc practice obtaining prior 
to 19th M R ~ ,  1962 in regard to allowing discounts on published 
retail priccs o r  net tradc priws, thc witness da ted  that th r  whole 
position WRS b i n c  r c m l n t ~ d  by thc excciltive instructions of April, 
lofi1. According to these instructions if a party voluntarily agrced 
t o  dcclarv ttlcir ~ v h o l c s n l ~  nriw st a rntc that  w:is not more than 
25 ppr cent lower than the nubl ish~d retail price, i t  was n c c e ~ t a b k  
to thil nsscscin.lr dTiwr. Rut that did not preclude thc p x t v  from 
goin? in for asscssmtwt ad valorem bnsis acmrdinq to Section 4 
nf t h ~  Art. Askcrl h o ~  thc fiaure of 25 ner cent was fixed. the u-it- 
nesr, stated that this wac the mcawrc evolved in the interest of 
administrative sim~liflcation, o!heru?iv a large number of assess- 
ment disputes would have arisen. The Chairman of the  Board stated 
that the  f lare of 25 per cent was arrived at a t  after detailed discuc- 
don with the three Associations. The witness added t h ~ t  the p r b  



wwon of 25 per cent rebate would be covered in the propcrsed sunend- 
ment  to the  law. Asked how rht. fixing of thc maxlrnuln limit of 
23 per cent helped the Dcprtmcnt, the Chalrman of the Board stated 
that thelu. were hundrids.and hundreds of different rncdicincls and ~f 
th.. ,iciiiai dlsccwnt was to bc t;rktw into account it \vould biwme 
rather a dlRicult operation f o r  a11 these asstwments to btl madis pro- 
vis~onally 

3 12 Askcd nhcth t ' r  any  contiirnatlon of the Secrctury's wrbal 
~rr;tructions to thc  Collr.c!oi In Scpit.il~bt-r, 1961 was sent. thv Chair- 
1~1iin of tht. Board \:at( d th'tt on t t r c b  28th Octobt>r. 1961 a I) 0. lcttcr 
from t h  Socseta:.? of :he Board wa\ .+bnt to thv Coili>ctor ctmcerncd 
:n wpiy  t o  his I(~ttrr of 9 th  Octobcbt. 1!)61 hut t t  was not cndorstd to 

.nt h t ~  collcctosates Thtb rcy~ly st i l t td .  

'3.13 The witness added that a circrlla~ to al! t h o  (Y~lli c t o t  ;it . 
zvas issued on the 14th February, 1962. On his attention b r ~ n p  t1r:.i:~ 

- 
t o  the Board's letter of March. 1962. the Chairman of t,hv Jkxtv! 
stated that some slips had occurrod while ~ssuing this Lcttvr ~ ~ ~ . l r i c . " i  
s tated : 

"It is to be noted that the ~ercentacfr of discounts trrd~cirted 
at 25 per cent and 10 per cent under thc two al!crnatives 
procedures are maximum limits. If the manufacturer is 
actually giving lesser discount he is expected to dec1at.c 
the percentage of the allowance actuallv ~ i v e n  bv him." 



3 14 Thra wltne%., :ldded ;?ti' a : l : ~ p  had also brcn made whJe 
issuing the citculnr of Sep!~:nbv.  !?GI which referred to the actla1 
a s w m c n t  for drtrt-rninatlon of thra actual discount. The witness 
further stated ao socm as t h ~ s  1ettc.r of March, 1962 which negatived 
the Grrvwnment's intention not to c+rclate the discount to  actual 
discount f ~ r  adminlstrativc convcnicncc, came to the notice of 
Revenue Sccrrtary, he made a yucry a r ~ d  the whole matter was gone 
into by Board ttntf t+c* Secrrkiry rn April, 1962 I t  was felt that tn 
sct the m n t k r  tit rest, lcgald b;~ck~ng to the instructions should be 
gtvrn irnd t h n t  wPic; why t h  + nottfication nf 19th May, 1962, was 
wsut4 Th~s not~lir:jtt 11 \i.:i:i in k i ~ p i n * :  with t h r  Revenue Secret?ryls 
~nstructrons rr*#nrrf~n:! :illownnw of O'i w r  c"-f r1 '.!';311?t qn F':~,! 
r r k i l  prma or 10 jwr w n t  dlscc~nt  on trade prim. 

3.15 T h r  Committee pointed out that the natiflcation issued in 
May, 1962, pv~!:;: A leqri c ~ v ~ r  to the Board's instructions should 
h a w .  t v v n  tc;siwti I I I  Octob:.r. 1!Ml, i ~ f t ~ l r  rclcelpt of a quwy from the 
I !  I 1'!1c C'h,rlr~~.,i:i ol thc. Roard agreed that this should have 
brcn 1c6,ucJ in Octnbw or. November whrn thc second rate was 
announcrd 1 1 ~  :iddvd that t h t  rcason for the delay was partly that 
whilr t h y  c:rrncB . I  hro;~ 1 ronclminn on ?5 p r c X n .  discount, ~t 
took them sonw t ~ m v  to final~sca i t  as  1: rc , ~ u i ~ i ~ d  111uc1i more earcfut 
.nrl d ~ t a i l c d  mnsidcration. I,lc further stated that in April, 1962 
a g a ~ n  the I R W  WRS cl~angcd, anti t lwy  waited t ~ l l  this amendment to 
scv whc~tlwr w i t h  t h t b  w ~ d ~  covc1rnqo thrr-c werc some charqcs. Tha t  
was w h y  i t  t c ~ j k  t h ~ m  t i l l  M:iv ,  1 9 E  to ~ s s w  thr  notification. 

3.16. 'l'tw Chairman of thr  Board expressed the view that the 
dccision in this cijsr w a s  R prilct~col ndministrntivc dccision, althouqh 
it mil:llt t ) r l  %?id that  ! t % : x l l ~ ~ i ~ i i l l . ~  in law it was not a fully legal 
decision. T ~ P  L:lw Ministry hiid thcmsclves opined that it was 
substantiallv in k c e p i n ~  nv~th ~ h c  law aod the subceqwnt notiflcatior. 
had f ' o l m ~ l l v  I(yQilisrd this. 

3.17 Thp Commfttcc desired to bc furnished with a note stating 
whr thw :is ; I  i.c'i~lt of thp Roard'b a c t ~ o n  in this case there had been 
any d~scrimirlat . r : y  t watmc'nt. 

3.18 I n  .1 notr (Anprndis VI1) mbrnitted to the Committee. the 
M i n i ~ t r v  of Finance (Department of Revenue and Tnsurance) have 
stated that whllc it IS no doubt true that there was a certain amount 
of discriminatory trcatmrnt in the other collectorates as com~ared 
to tht. Rombw Central Flxcise Collertorate (where discounts a t  a 
flat rate of 10 per cent or 25 per cent were allowed without detailed 
scrutinv of invoices) it is a ~ e a r e n t  that the  denee of discrimination 
was marginal and the discrLminatory treatment was codhed to a 



short period Lmm October, 1961 to the 18th May, 1962. Uniformity 
KPO restored with the issue of notification No. 91/82, dated the 18th 
May, 1962 which conftnned the Government's intention of allowing 
the discounto of 25 per cent over the consumer prices, where these 
are published or 10 per cent over the trade price provided the 
manufacturer opts for such assessment uniformly in rcspwt of all 
his dutiable products. 

U S .  The Committee note that there had been confusiun in allow- 
ing t n d o  discount in the various collector~tcs till the matter was put 
an a uniform footing by the Board's noti5cation issued in May 1962. 
S M o w h t  c d i c t i n g  instructrot~s were issued by the Board and the 
the -, Revenue Department, which resulted in different 
practices being followed by the Bombay Collectomte and other CoI- 
lettorate*. It appears that there has been a lack of co-ordination 
between t h ~  Secretary, Department of Revenue and the Board In this 
mattar resulting in citizens being taxed differently under the same 
hw althonffh for a short period. The argument that the degree at 
discriminal wns marginal and tho discriminatory trcalmcnt wm 
cotdied to a short period ( O c t o k ,  1961 to 18th Mny, 1962) docs not 
mitigate the violation 04 the healthy principle of taxing thc citizens 
uniformly under the same tax law. The Co~nnlittec hope that such 
siituatioa will be avoided in future. 

320. In tho present case, the Bdoard should have immediately' 
applied its mind to tho reference made by the Collector concerned on 
9th October, 1961; after the visit of the Secretary in September, 1961, 
and issued the necessary notification much more promptly to en.uure 
uniformity in the levy of the excise duty in all the Collertoratea. 
The deky in tho issue of the notification is regrettable. The C o m e  
mittee hope that suitable steps will bo taken by the Miuistry to avoid 
such delays in future. 

3.21. Central Excise duties are leviable on refrigerators on an  
ad valorem basis. Undw section 4 of the Central Excises and Sa l t  
.4ct, 1944, the value for purposcs of assessment shall be thc wholimlc 
cash price for delivery a t  the place of manufacture or the nrarest 
wholesale market. F'rom th is  wholesale price, no abatement or 
reduction shall be allowed in determining the assessable valw 
except in respect of trade discount. 

3.22. According to the orders of thc Governr'ent of India, any 
discount which has been allowed only under a particular contract 
and is not generally available ~JJ any independent wholesale purcha- 
ser is not admissible for deduction in ascertaining the m m ~ & l e  



value d the utick. The Government of In& hod further cluIdsd 
that any price charged to a sole selling agent or dirrtribuoi is not @I 
acceptable price for purposes of assessment. 

3 a .  A factory manufactunng refrigeratoro In m e  of the Co1le~- 
tor8tt.s was urder on agreement, alluwlng to ~ t s  file eelling agenu 
a Lrade d~xvunt of 10 per cent. 1211s trade discount was not allow- 
ed to  any ~ndependent dealer othcr than the sole selling agmts The 
factory was dcductmg this tradc thcount even in r e w e t  of ihc 
refrigerntun, c luard from the f sc~ory  p r e r n i . ~  to its own show- 
rooms. Thc factory wa:, paymg exclst! duty on the asc ,sable value 
arrived at after Jcductmg 1'11s discount in respect of the sales to 
wlc scli~rig ,~gf~l l ts  , r r 1 : 1  thc cl(wmccos for the show-room 

8.24 On rrcwunt of thl, ~rregular deduction of trade d~scwnt In 
the case of the sitles t o  sole selling agents and clearances to the show- 
room, there had occurrctd a short levy of duty to the extent of Rs. 
8,71,541 for the p c ~ ~ o d  from March, 1M1, to March, 1964 On this 
&sing pointed out ,  LI hupplernmtary demand has h w n  1ssuc.ci hy the 
Department. 

3 25. Awor d ~ n g  to Aud~t ,  the Collectorcrtc had since w,rhdrawn 
the demand. 'Ihc Committee asked how thth Collector had with- 
drawn the r3cm:lnd Thc rt*prcscntal~t*e of the Board stated that the 
demand tn this c a w  had how rwwd by the Asstt Collector, on an 
objection raised by thc C ~ n r u r r c n t  Audit Party. But the party 
appealed to thc Collector a g m s t  the order of the Asstt. Collector 
and the fonner allowed the party's appeal in June, 1965 setting 
aside the Asstt. Collector's order. The witness added that earlier 
in lB(P1 also the Asatt. Collector had passed an  appellate order 
dtsallowing 10 per rent discount in respect of clearance from 
nhow-roorm only and nn appeal against the Asstt. Collector's order 
had been admitted by the Collector in 1963 Explaining the justifi- 
cation for the collector allowing deduction of the trade discount 
given by the Manufacturer to its sole se l lhg agents for the purpose 
of assessments the representative of the Board slated that the so- 
c d k d  aole selling agents or distributors were actually nothing but 
dealers. T h e n  was no restriction on the number of dealers. Every- 
body who offered to function as n distributor or dealer, fulfilling the 
terms ~ n d  conditions was treated alike. There were 91 such parties 
in this case. ?Plat being the position, the trade discount that the 
manufacturers claimed had to be allowed and was allowed by the 
C o l k t ~ r .  When .$e Committee asked whether the action of the 
Collector was justifled according to  the orders of the Board and under 
the law, the witness stated that  this matter was c o n s i d e d  by the 



". Accard- Mhdysom High Court in connection with another case in 196, 
ing to the decision of the High Court even the sole selling agents 
should nst  be debarred unless i: rlad been established that because 
of the specla1 retatlonshlps something out of the way had b w n  given 
to them. 

3.26. Asked if the dec~sion of the Mysore kiigh Court N'W refer- 
red to by the Collector when he ad~nlt tcd the appeal in l l W  thc 
witness replred in the negative and added that the Collector gave 
h ~ s  decision according to his own understanding of the law that this 
discount was permiss~ble to these so called sole selling agents who 
in actual reality upere noth ing  but dealers Hc came to the conclu- 
slon that in this  particular case, thew was noth~ng  tvhlch was given 
o u t  of the way becausc of any spcc~al rclationah~p bctwwn thc 
manufacturer and the dealers. 

3.27. 1 . h ~  Comrnittec asked rvhy in view of t h t w  decisions the 
Board's circular was not amcndcd so that there \vr\b no discrirnina- 
tion against any party. The Chairman of the f3oard agreed that the 
circular needed to be changed as it was not fully consistent with 
some of the later developments. He added that they had not done 
so pending the passage of the new Hill which itself had bcten delnycd. 
The witness futher stated that in the meanwhile, they had circu- 
lated the High Court's decision, and so the circular should be treated 
:as modified. 

3.28. The Committee suggcst that in order to put the n~nttcr 
beyond any doubt and ensure unifornlity in the levy of duty, the 
Board should issue r e v i d  instructions clearly bringing cut the prin- 
ciple contained in the judgment of the Myaore High Court. 

3.29. The C o m t t e e  pointed out that in the present case the 
Board had no opportunity to examine the matter and asked whether 
under the present system i t  was in keeping with the principle of 
impartiality of the appellate authority that an appeal against the 
orders of the Assistant Collector should be heard by the Collector 
who was also the administrative head of the Collectorate. The Chair- 
man of the Board stated that the legal position was being redifled 
in the new Bill in which power was being taken by the Board to 
review the decision of the Collector. He added that in the present 
case, the Collector having already given a decision originally, if the 
Assistant Collector had consulted the Collector before raising a 
demand on receipt of the Audit Objection, the appeal would have 
come the b a r d .  The witness promised to issue a general circular 
on this matter. When the Cornmititee suggested the appeals involv- 
ing more than a certain amount of money should be heard by an 



independent authority other than the Collwtor, the witness stated 
that this matter might be considered when the new Bill was before 
the Parliament. He added that qumtian regarding setting up a tn- 
i~unal  had twcn argud in dlffertwt way, for a number of years. 

330. The Committee note that the Board prop- to take pawets 
to reviow the ordetr af the Cullecior p a d  in appeal. The Commit- 
tec3 rLw uuggeat that the quatiom rcgardin(e: referring appeals in 
caws involving amounts above a carbin limit to an inde~cnrlcnt 
authority other than the colle~for should also be .seriously con~idcr- 
ad. This would craotb more confklence in the appellate authoritr, as 
under the prewnt s y s t m  the Collectors who hear the appcalb arc 
a h  the rdminiatrativa heads of tho collectorrtes. 

3.31. In one Collectoratc, the assessable values of chinaware and 
porce l~ inwar~ .  In the case of a particular manufacture, were fixed 
in l)iwrntn!r, lW for the quarterly periods from Octobcbr, 196% tc. 
Ucccmbcr, 1964 a t  amounts h g h w  than ttrosc dc.ck1rt.d by the manu- 
facturer. The pri:.es fixed for thc sub.wqucnt quarterly pcbriods were 
also higher. 'I'hc mnnufncturc?r made a reprr*ntatiun against the 
fixing of the tiighrr p r w s  end the. goods manufncturcd by him wcrc 
alfowc~d clwrance, on the cxcctltlon of u b~~rc i ,  at the p r m s  declared 
I>y him. It was howcvcr, scvn that the mnnuhoturer, while selling 
thc? goads to h ~ s  dealcrs, wc~rvrmd from them the excise du!y appll- 
cable to the hlghor ilssrssatrlt~ values as dr%tlbrmrned hy tile Depart- 
ment tor the ycriod from Is! January, 1W5 to 31s: May, 1965 and 
retained with him the differential duty amounting to Rs. 77,7311 so 
recovered. 

3.32. The Department has ~ssued ti dcmmd for thc mxwery of 
this amount as well as for tho recovery of the differential duty from 
October, 1962 to Dtxrmbt~r, 1964, amounting to Rs. 2.75 lakhs. 

3.33. The Committee asked for the reasons for the delay of morc 
than two years in flxing the assessable value jn this case. The reprc- 
neahtive d the Board stated that this inordinate delay w:cs due to 
frequent transfer of the superintendents in charge of the circles. 
There were four transfers in quick succession. The  witness added 
that in all four demands of the order of Rs. 3.52.600 had been raised 
by the superintendent during the period 17-10-1962 to 1-4-1965, 
which also included that for Rs. 77,739 referred to in the Audit para. 
f a t s  the Assistant Collector reduced the discount of 16) per cent 
allowed by the Superlntondent to 12 per cent and gave some allow- 
ance far overhead charges. On the party's appeal to the collector, he 



had set aside the order of the Asijtt. Collector and directmi a de-nova 
exarmnation of the whole questlarr, 

3.34. When, i t  was pointed out that the party had already re- 
coverrtd the d & r e n : A  i u t ~  amounting to Rs. 77,739 frum the dea- 
lers, the witness stated that the party had informed thc Dqx~rtrntsnt 
in a letter that final adjustments through credit/deblt would take 
piact* it.1t11 t+r*  customers after the settlr*ment of tlrc actunl d~scoclnt 
by the Ikpartment. Asked whether it was proper to allow the 
party to rctaln the duty collected from the cansumers pending 
thc tina:iJatlon of the case the Chairman of the Board agretd that 
t ! i~ ;  n r~nt  H,$> a val~ct tme but added that this position would exist 
as long as  the system of prov~sional assessment con11nuc.d 11 was 
inherent 11: the system that the party in order to s n f c g u ~ r d  itself 
might c o l l ~ t  more duty from thc customers. Thr witntw ntrrcrvl 
tila1 pr\,i ~s~c~r la l  assessments should be finalised qu~cklg and swondly 
A;) 14 ,$,I il. like this, there :'?auld br somc svstrm of rernittirig to Go- 
\, brtll!l ..,t : l ; ~  c ! ~ t y  collcc!cd b). t b  party fr Im th- cu~torncrs in arrti- 
crpalior~ ~ l f  !5- f i n d  nsscssmcnt f i ~  pramiscd to cxa~ninc the lcgd 
1' : ! I  :': ~ ' i t h  Q view to finding o ~ t  i f  t h r  law r r q u i ~ d  t o  I v  strtvig- 
thened. FViicil Cnmmittcc suggested that an apl)t\<>l sliauld not he 
c n t r r 4 3 : ~ ~ c , i  i ~ ~ l l e , ~  the nmnunt W ~ S  paid bv thc party,  t h c  wilncb.s 
stated that  there was much force in the p:)int that in cnsc of pro- 
visional assessments demand might be enforced hcforc :+rguing thc 
case with the party. 

3.35. The Committee are unhappy over the inordinate dclay i t 1  

fixing the assessable value of the goods by the Superintendant ran- 
rcrned. The Committee hope that the Department will take naces- 
sary stcps to ensure that in future transfers of staff do not intcrfcrc 
with tbe disp-I of the assessment work. 

3.36. A more seriotrs feature of thiq ca.w is that the manufrcturrr 
has retained the differential duty amounting to Rs. 77,739 collectt*d 
frmn the dealers. The Committee were informod that t h h  was in- 
bwmt in the system of provisional assessment of dutv that the 
party in order to safeguard itself might collect higher duty from thr 
C~stomm. If so, the Committee con4der it as R very unsaf;  tactorv 
poa'tioa which needs rectification They de.pire that this n w w i  
h d d  be seriously considered so that pending the finalisation of thc 
~ V i s i ~ d . 1  assearuaeat, the tax realised from the consumers is dcrpe- 
sited with C o v ~ u a e n t .  

a*. A l I  the samq the Committee are doubtful whether in a 
E.re rda as this me & dine& rates of dutv are not invelved, 
~ w a s p l ~ q a r t o l l b a a a p . t s l o r ~ l ~ u n d a # s t f o a  9-B. 
'ILbu#armtedanrmtnrtim. 



3.38. For the determmatlsn L .he assessable value, dductiorr IS 
.allowed from the declared prrce (~ncluulve of duty) to thc extent ef 
the amount uf duty payable by the manufacturer. I t  was, however, 
n d ~ c c d  that In the case of two tyre manufacturers, deduction on 

.account uf t ,~slc and speo~al cxclsc &ties in one case and special 
excise duty in another, was allowed at the full rates notwithstand- 
Ing t h ~  fact thut ontb o t  thcsca factc~rles dld not pay any spcc1.11 tax- 

cise duty at all and ptlltl bamc duty at a concessional rate, and the 
other factory had patd special excise duty  i i t  less than full i:~:e, 
undcr an  cxcamptlon not~ficnt~on 

3,30. This irrcgulnrity In aussessmmt has rcsultcd ;n a n  under- 
asscssrnont to thtb extent of Hs. 5,69,650 for thc pcrlod frt~nl 1st 
March, 1964 to Bist M a y ,  1965. On this being pointed o u t ,  t h r .  I k -  
p a r tm~n t  has so fnr riiiscyi dcmnnds to the extcnt of Rs. 2,4R,752 

3.40. The Committee nskcd how in these two cnscs or~gmally thc 
standlird rcltcs of du ty  were alloweti as drdurtion w h w  undw t h e  
nut~flwtion is.sucd undcxr rule 8 of thc Cc?ntriil Exclsc Rules, :he  
duly nctuolly pi~yablt* was to  tn* tlcductcd The rcpresentat~w of 
the Honrd s t i ~ t d  thiit \\*hen thr I~udgct lristructions were issued it 
was ~xpected that the ('cllrct.~rs would bc implementing them cor- 
rectly. Onlv aftcr to 2 to 3 months, when there were representations 
about the ~ r n p l i m i ~ : ~ t a t l c m  of tllr budget instructions was thc* whole 
matter gontb 1n10 and ~~~s l ruc t iuns  wcre issued on 5th August, 1964 
as to how thtl deductions wcre to be allowed and where the deduc- 
tions wcrc not to Lr. n l l ~ w c d  to the full extent of the standard rate 
of duty. Asked why after the issue of clarification in August, there 
was delay in raising the demands in these two cases, the witness 
stated that there was delay in anc of the cases, while in the other 
case there was no delay. In the Arst acse, the demand raised was 
Rs. 2,11, 619 but the party had gone in appeal and nothing had been 

.collected yet. In the second case, out of the total amount of 
Rs. 2,63,000 in\*olved, in 6 demands, the party were paying n sum of 
Rs. 2,44.576 instalments, and only in one case they had gone in 
-appeal. 

3.41. The Committee asked whether in view of the fact that fnc 
rectification related to a mistake in calculation of duty, differential 
duty could not be collected before hearing the appeal. The chair- 
man of the Board stated that the confusion in this case had arisen 
a b u t  the duty 'payable' or 'paid', which had been equated by the 
'Board. As regards the question of d t c t i o n  of 'dftkrential.~dui$i 



before hearing the appeal, the witness stated that It had not been. 
cuattmuiry it. the Department to do so, but added that this paint 
was worth loohg  into. 

3.42. The representative of the  Board informed the Committee 
that in the present case the party had represented to thc Collector 
that the demand for the deposit of the amount before the  appeal 
be waived but the Collector has not agreed to this. After the 
receipt of the Board's circular dated 5th August, 1964, the Collrctor 
had issued thc demand on 25th August. 1964. But the later revised 
the demand on 24th December. 1964 bwause of some erithmatical 
calculation. The witness added that the party had come up in 
appeal nn that ground. 

3.43. Committee are surprised how in these two rases standard 
rates of duty wem allowed as deduction. Even after the Board, 
issued the clarification in August, 1,963, thore wits inordinr~te @clay 
in one of the two cases in raising the demand, which is indefensible. 

3.44. In the second case a l t b u g h  the demand of Rs. 2.11,619 WnJ 
rai.scd more than two years back, the duty has not yet k n  ~ d i W d  
pending the disposal of the appeal preferred by the party. Thr  Com- 
mittee suggest that in such obvious c n .  of mistakrs whcrr nrlion 
by way of rectification has hcsn taken, the question whclhcr $ha 
liffercntial duty ran be collected before hearing the appeals may 
be lookcd into. ;rs promised during evirlenco. 

3.45 The pt icc o f  certain refrigeration and air-condit~mlng mach- 
Inen. was approved by thc department f o r  the purpose of l o q  of 
I yc.i3e du ty  rm an l i d  valorem basis durlng the perlo4 from M a r r h ,  
1962 to  February, 1965. However, the manufact!~rcr was ch:irglng 
from the wholesale dealers, warranty, packing, forwarding a n d  pub- 
l ic~ty  charges in addition to thls. Since these charges form part of 
the wholesale price. the Department was rcquestc~d in Junc, 1 M 4  to 
review the assessable value of the mavhinery. The nsscymblc value 
was revised upward with effect from 22nd February, 1963 niter tak- 
ing into account the  above-mentioned charges. A demand for diffe- 
rential duty amounting to Rr. 64,920 for the  period froni 20th Nov- 
ember, 1964, :o 21st February, 1965, was raised against the manu- 
fneure r  and realised. 

3.46. The Department has been requested by Audit to work out 
the  loss of revenue for the period :"ram March, 1962, to 19th Novom- 
ber, 1964 as the claim on this account has become time barred. The 
Mfnis:ry have stated that  the figure of loss of revenue is bl:ing as- 
certained and steps are  being taken to fix responsibility for the lapse- 



3.47, Tho Committee asked for the teoronr for remitting add 
warranty packing, forwarding and other charges to the assemable 
value till it was pointed out by Audit in September, 1964. The 
repreecntstive of the Board stated that this was a case of l a p i s  by 
staff at different lcvels. The explanations of the persons concerned 
had been caUed for and demands had been raised against party for 
about h. 4 lakhs after the case was examined by the Director of 
Inspection, Customs and Central Excise. 

3.48. Asked un what basis the party had collected the excise duty 
from thcir customers, the witness stated that this information had 
nut kn colle:.tcd. The Committee asked whether a provision could 
tw ~n;kdc 111 t h ~  retail t ~ l l s  and cash mcmos to show the amount nf 
cxcise duty s~paratcly l i k ~  the sales tax. The Chairman of the Board 
stated that most of the g t d s  that attracted excise duty like sugar. 
cement, cloth etc. moved in large bulk and in these caws cxcise 
duy was indicated in the excise documents. He added tha: in the 
case of consumer goods which were not many, the suggestion 01 in- 
dicating thc excise duty in cash memos also was worth conridwing. 
The rcprcscntative of the Board stated that the consumer goods on 
which excise duty was levied were not many. The manufacturerers' 
invoice to the wholcsnlcr even at  present showed the excise duty 
sepnra tely . 

3.49. The Comrnittcc punted out that it would be ar. unsatisfac- 
tory position if the manufacturer had already charged higher duty 
fmm the customer. The representative of the Board stated that i n  
this case according to their information "the manufacturers have 
just collected the duty which was wrongly assessed." Referring 
to the recovery of duty for the time-barred period (March, 1962 to 
November, IW), the witness stated the parties sometimes made 
voluntary payments. In the present case, they would check up 
"'whether they have collected more than what they have paid to us." 

9.50. Tbe Committee take a serious view of the lapse of the offi- 
mrs odtt ing to add wurnty, padring, forwarding and other char- 
-gw to the aammable valus of the refrigration and air-conditionia4 
machiwry in this cam which resulted in under assessment d duty 
mounting to more than Rs 4 lakhs. They d d  like to know about 
tbe action taken against the officers concerned. 

3.51, The Committee fed concerned to note that the duty for the 
pariod Much, 1962 to November 19, 1964, has become time-luurcdr 
It would be a very unsahfnetory pdtim, if the manufacturer bas 



3 s .  The Committee also sugjpst that, where the excise duty ia 
aolledd trom the customers, the desirability of showing i t  sepam- 
tely ia the cad memo may be e x a m h d  

U rider-t?ssessment/loss of r e t w ~ u e  arising f r o ~ n  inlaclasaificn t t o  ti- 

,:am 26-yy 28-30. 

3.53. (a) The Tariff definition of Patent or Proprietcxy medicines 
was revised with effect from 24th April, 1 W 2  to include undcr. thls 
item, such preparations which had on themselves or their Cr) ltnlners 
a name, mark. symbol, monogram or a label indicating the cmncc- 
tion between the medicines and the person who had the right to use 
the name or mark. In December, 1962, the Board clarified that if  a 
label was used so as to highlight the name of the manufacturer to n 
greater extent than that of the name of the medicine, the  prcpnt-I- 
tian would fall within the revised definition of the Tariff item and 
attract levy of duty. It has come to notice that there were delays 
even upto August, 1963 in examining the labels of medicines to de- 
termine whether they fall within the revised definition. Recovery 
of duty in respect of these cases was not made until the date of com- 
munication of the results of scrutiny of the labels to the manufac- 
tureres according to Audit. In some of the cases that have come to 
notice, the loss of revenue on account of such delays amounted te 
Rs. 1,94,148. 

3.54. Referring to the clariAcations issued by the Board from time 
to time, the Committee asked whether any instructions were issued 
earlier than December, 1962 bringing to the notice of all the collec- 
torates the revised definition of the patent and proprietory medicines 
-ble with effect from 24th April, 1962. The representatlve 
of the Board stated the along with the Budget changes, certaln 
hhct ians  on the subje-t were communicated to all the 
collectors I t  was only when divergent practices obtaining 
in the different collectorates came to notice of the Board, that clari- 
&tory instructions were issued flrst in December, 1962 and later 
in June, 1983. The instructions were just by way of rough and 

guidance. But still a spate of representations were made that 
high demands ot duty were being made on the basis of the revfscd 



detbition of the medicines. It  was only in that context that further 
instructions were issued in November, 1963, envisaging that the 
duty on e particular product should be levied from the date on which 
the revised decision was communicated to the manufacturers and 
that the demands for the realisation of duty on clearances made in 
the past should not be issued, 

3.55. Thc Commitlee asked about the justification for not apply- 
rng the original definition of the medlclnes given in April, 1962 and 
for issuing the rnstructions in November, 1963. The witness stated 
that on receipt o f  spate of representations that higher rates of duty 
were being levied, the Bonrd treated the wholc matter as a change 
of practice. As the wholc matter was complex, ~t was felt that when 
thc collttctoru cemc to a dccision that certain items ought to be treat- 
4 as cxc~sahlc In view of thc changed dcfinltlon, their decuion 
should tw given efltxt to pmspectlvcly and not retrospectively. The 
Chnmnun of thv Board stated that thcrc was confus~on I I I  appls~ng 
thc new dvfin~l~on to the vnrinus medlc~rrc~s wh~ch had b c e ~  rlaltn- 
cd by the ~ ~ s c s s c t ~ s  as standard phar~nac~utic;~l  procluc:\ hut  \vhrch 
according to the Rrw.nltc officws attrnctcd thc proprlctarv concept 
because of thr shapc and slzc of the. Inb~ls In 1)ccembcr. i962, the 
Bonrd circuletcul a list of some 30 or 35 Items which WVI ,- t lxahlc or 
non-tnxnhlc Aftw thcy rerc~vcd the ~ns t ruc t lons  of December, 
1962, soma of thrb Collectors rcprcsented thnt thcorit~cally ihe Board 
had chengcd 1 ) ~ ~  scopr of the dc4itirtlon of proprictory tnwhcines, 
which nccessitatcd the levy of the duty retrospectively. The Board 
decided thnt slnce before a particular date the collectors had allow- 
ed clearmcc of certain mrdlclnes without levying duty. ~t wouicl he 
unfair to claim i t  rctrospcctivcly 

3.56. Whilo porntmy ,jut that there might be justification for re- 
fund of duty in cases of medicines which were not ultimately found 
dutiable, the Committee asked about the justification for refund of 
duty in the case of those medicines which were actually dutiable. 
The Chairman of the Board stated that according to a tariff ruling 
of 1924, once a practice was changed, it operated only prospectively 
so far as ~ssessments were concerned. The witness added that the 
Board's instructions issued in November, 1963 did not specifically 
provide that refunds should be given. But the collec?ors probably 
found that in some cases the officers had already col!ected the duty 
while in others the demands were pending. Therefore, they thought 
that in cases where they had actually recovered the duty, refunds 
should be given. The witness agreed thdt in theory the decision of 
the collectors should have a retrospective effect from April, 1962 



to law d lnrt added that being a new ewcW 
duty and attracbng a small sector of wiwmwiw, it was considered 
fair to levy it prospectively. iAsked if it was the intention of the 
Board to allow refunds, the witness stated that instsuctiuns envi- 
raged withdrawal of the demands whwh involved refunds of duty 
rlso. h e  witness agreed that in cases where the burden o! duty 
had been passed on by the manufacturer to the consumer, the re- 
fund wbuld have given them a windfall. 

3.57. The Committee desired to be furnished with a note stating 
whether a t  the time of refunding duty any verification was made 
whether the duty had not already been collected from the consumers. 
The nobt bas been received stating that it had been ascertained 
hranr the Collector, Central Exdse, Batoda that no duty was collect- 
sd by tk manufacturers from the consumers. 

S S ,  Tbe Committa neb that in this cam there ware three dlr- 
LbPet rbks in appll#ttan of the taM viz., 

(a) the inboductida of the new definition of proprietorf 
medicincrs from 24th April 1862; 

(b) the clarificatory orders issued by the Board on 27th Dec- 
ember 196% Pad 

(c) issue of orders by the Board on 12th Nowmbcr, 1963 that 
revised levy should take effect from the date of com- 
munication ot the orders to the manufacturers and that 
the earlier demands should be withdrawan. 

3.59. The Committee Rnd that instructions of November, 1963 
that the revised levy should take effect from the date of commual- 
atlon of orders to the manuiactnrers were issued hecaulse uf the 
rpacial circumstances of this case that mistakes had been made by 
aollactOrs in the past in clamibing the vurious n~edicines and the 
orders of December, 1982, amounted to a change in the pr;lc.tico. 
It is, however, doubtful whether there is any legal authority to i ~ u e  
tbtse h s h c t i a n s  rathorlsing the collecfors to levy duty  prosp'c- 
fhelj from tbe date of wmmanicathg the decision. According to 
the BIhUry's own admhbn during evidence, the dwlsion of the 
allsetors "could have retrospective effect rigbt fmm April, 196- 
nbjact to tbe Lw or Ijmi-". 

846. An+hsa draw-back in tbe instructfens of Nsvember, 1863 
w m t b t t L s l o w e r e Q k a s s a e e l d ~ o  lbmcee by delayw 
rmrar-eW:m of tbe dacidon m d  t& .'-umr?. d d  rdre d d g ,  

14lWAii) m. 



3.Q1. Ths committoc desire that, in order to w d d  ruch confusion 
in the case of levy of a new excise duty, the orders isJucd with tbe 
Budget indructionk should in future be more clear and specific aad 
apply retrospectively, 

8.62. Pare 26 ( b )  . 'lhblewerc in  chargeable to du ty  at  15 per cent 
ad t:cllorwn whllc other artiu!~., of chinawarc and porcclait~warc 
under cutcgory "not othcrwiw spec~ficd" arc to pay duty at 10 per 
crml ad t *u lo rmt i .  Citnv~nt~onal ikms of tah1cwarc.h 11kc vegetable 
dish, k)oglthalu, Kashmiri bowls, tumblers, ctc, which are generally 
associated with cl~nncr sets in Indian homes were assessed in one 
Ctdlcctorate at  10 p r  cent ad valorem ~nstead of at 15 per cent. 
Audit pointed out  In Scptcrnbcr, 1963 that thescs ltcms should be 
propcrly c1ass1fit.d as tablcware but no action was taken by the 
Collectoratc to r cwt~fy  the assessrncmt until the Central Board of 
Excise and Customs pointcd out the same misrlassification in 
February, 1964. On accmunt o f  the wmng classificat ron. thcre had 
occurrcd n loss rcvcnucs to the clxtcnt of Hs. 30,702 for thc pmiod 
August, 1962 t o  Fcbruary, 1964. 

3.63. Similar wrong classification relating to Kashmiri bowls in 
another CollrvAoratc also came to the notice of Audit resulting in o 
loss of rcvenue to the extent af Rs. 17,036. 

3.64 Thr rcprcscntatlvc of the Board stated that in this case tn 
the A h  instructions issucd in September, 1961, the collectors were 
asked to consult one another as to whether a particular item was 
to be treated as tableware keeping in view the budget instructions. 
The budget instructions did not go beyond indicating the particular 
entries against the particular item. Subsequently it came to t b t  
notice of the Hoard that "Kutrdis" had been assessed at different 
rates in different collectorates. The instructions were isswd ,in 
July, 1962 saylng that "Kundis" and 'pialis' were to be assessed not 
as tableware. A question arose whether some Kashrniri "battis' md 
bowls were to be treated as tableware. In 1964 ruling was given 
by the Board that these should be treated as tableware and not as 
Kundis and piatis, But even then doubts were being raised, and r 
comprehensive ruling was issued by January, 1965 as  to what should 
be treated as tableware or otherwise. According to the preview 
instructions some Kundis and piatis were assessable at the lower 
mte of duty, but subsequently that was changed and these a.rtlcb 
were charged duty a tableware. 



3.85. This caw Lms&nfcs, tke atvergeat pnctias in c b d f y i n g  
Ibe uticle h Memat Wkdemb and frequent change of 
ctrssiScc.tion by the Bova throyb c x d v e  instructions. The Com- 
m h  rroPM Ukc to atrcss thrt the Bmdget hrssruction should give 
the necessary detals to cmsure OnieraOtty in the levy of duty. 

3 66. The Commitkc olso undastrud from Audit that there has 
been mnsidmblt flexibility in ismlag esecutlve fnstructlons. In 
some cam the Board has etosea La term certain Instruction as 
*tariff ruling" and in home other cases thc same type of instrrrctions 
have been taken as "guide-lines". It is also understood that t b w  
Is no statutory authority for the Bgard to issue any ruling and it Is 
oaly by way el estrrbljshed practice borrolvcd from Customs that 
hriR rulings are issued. Tbe Committee desire that this aspect 
should be carefully examined and if necessary suitable 1)rovlsion hc 
lnode ia the Act authorislag the Board mder specified circumstances 
to lsue trrriil rolfnk, 

3.67 Para 26 (r)  Offsclt paper weighing 115 :,.rnrnnil.s n r ~ d  n h v c  
per squaw metre is not uscd for printing or writing but for drawing 
as rcportcd by tkc Tariff Commission in  1959. Ilnving regard to 

this, the Central Board of Rcvenue clarified in Al~qust, 1963 that 
s~ich paper should bc asscsscd under Tariff itcm lS(1) Howcver, 
i t  was notict8d In Audit that such paper clcnrchd by n factory during 
the prrlod August, 1963 to April, 1965 was assesscd at a lnwcr rate 
of duty treating it as falling under item 17(3) instcwl of at the 
higher rate applicable. This incorrect classification rer.ultcd in a 
short-levy of Rs. 1,49,409. The department has since I aiscd n df-mand 
in May, 1965. Report of recovery was awaited. 

3.68. The Ministry, while admitting the audit cbjcction, replied 
that the initial misclassification arose hccause thc local Contra1 
Excise officers misinterpreted the Board's ruling of August, 1963. 

3.69. The representative of the Board stated that in this case the 
instructions issued by the Board were that those varictics of paper 
weighing about 85 grammes per aq. meter were to be classified a s  
printing and writing paper under Tariff item 17(3) and heavier 
varieties under Tarif'! item 17(1) [now item 17(2)]. The witness 
added that these instructions were "a bit confusing" and had since 
been amended. The duty short levied had been recovered but the 
matter had come up in appeal to the Board. 

3.70. The Cam- reg& to note tbat, due to c o ~  in the 
B o d ' s  i n s b d h ~  thm wasan mdts assessment of duty to the 
e t  . . M Ba. l,48#8 in.oae ere rrLleb han since been recovered 



3.71. Para 26 (e): According to an ordrr iswed by a Caliector of 
Central Excise an thc 17th fuanary, 19841 only glass tubings of 4 to 
10 mrn bore and 1 mm wall thicknee, if made from neutral glaols, 
were to hc aiuresscd at 5 per cent ad valorem as "loboratory glass- 
ware" under Traiff item 23A(2). As this order was to take retro,  
pcctivc effcct ~ubjcc i  to rule of lim~tafion, glass tubings of the 
above size not made from neutral glass and those of other stzea 
were to k O B ~ C B B C ~  under Tariff item 23A(4) at 15 per cent ad 
valorem with retrmpc~tivc effect. It was however, noticed In the 
mat! of one glass factory that glass tubings of sizes other than 4 to 
i d  mrn bore and 1 mm wall thickness made from neutral glass were 
assessed to duty at  the rates of 5 per cent and 10 per cent ad valorem 
respectively instead of at  15 per cent ad ualorem. Besides, no 
demand for special excise duty leviable prior to the 1st March, 1964 
and alw been raised. On these omisaim, being pointed out, the 
Department ralscd demand for Rs. 32,527 for the period from 1st 
March, 1961 to 30th November, 1964. 

3.72. The representative of thc Board stated that in t h ~ s  case 
there was no delay on the part of the collector m issuing instructions 
based on the Board ordcrs of thc 8th January, 19G3. The Collector 
hod or~g~nal ly  ~s:.ut*d i m t  ruvt lou:, on !hc  16th January, 1963 l.e. 8 
days t~ftclr t h ~  Bomi'fi nrdcr Sulwquetltly, the collector ~qcpca ted 
the instructions o n  15th Fcbruwv, 1903 and 17th January, 1964. 
T ~ P  w i t n c w  i ~ d m ~ t t v d  that there was a lapse on thcl part of the 
field st:~ff in not ~rnpltmcnting thc order, and h r  added that disci- 
plinary prncvrdinp h k l  botbn drawn up against the officcr concem- 
4. He nddcd lhat o ~ i t  of t h ~  total demand r 4  Rs 26,000 raised* a 
sum of Rs 1174 73 had brcn remvercd. 

3.73. Thc Conpitttv rrgrcht to note the lapse on the part of the 
field stnff in  not implementing the order of the Collector regarding 
classificalion of glass itthings till Audit pointed out the mistake. They 
would like to know ihc action taken against the Aeld staff concerned. 

Para 57.-.--1trcnrrect applicnt ion of merrtptim orders 

3.74. (a) Under a notification issued in April, 1862 by the Gcm 
ernment of India, which waq amended in June, 1S2, the h t  
2Qfi00 sq. metres of cotton fabrics cleared in a month for home 
consumption from any processing factory are exempt from payment 
of duty in excess of the duty leviable on such fabrics at the time 

" of the entry into the factory. While auditing the eswJasments fl 



romtr ot the  dye works, it was noticed that cotton 
fabrics bleached in one factory and cleared under bond to an 
indepndent proamor for dyeingtprfnting were cleared free of duty 
from the second factory applying the exemption relating to 20,000 
sq. metres referred to above. It was noticed that the clearances 
were not counted against the 20,000 sq. metres quota vC t h e  Rrst 
factory. As only that much duty as is in excess of that lcvlable 
at  the timc of entry of the fabrics into the fnctory could be esempt- 
ed, it was held in Audit that in such cases the duty payable at the 
time of rcmoval of fabrics from thc flrst factory should be rccovcrcd 
in full at the timc of their flnni clearance from the sccond fnctory 
and only that portion of the duty as is in excess of thc amount 
payable at the time of entry of the fabri-c in thc sccotv.i fnrtory 
could bc exempted whilct comput~ng thc 2').000 sq. mctrw quota of 
the sccond processor. The proccdure followcd by thc Collcctorate 
amounted really to an evasion of duty, Accepting the  views of 
Audit, the Collector reviewed all such cle:~r~~ncc~s from 24th April, 
1962 and has raised demand of differential duly amounting to 
Rs 29,925. 

3.75. The representative of the Board st:ctcrl that disciplinary 
proceedings had heen initiated against t.hr ofTicers rcqxmsiblc for 
the lapses. He added that out of the demand of Rs. 23,925 raised, 
an amount of Rs. 19,609 had become timc-barrcd. 

3.76, The Con~mittec note that, in effcct, un evasion of' duty 
amounting RF. 23,925 occurred in this caw through the lap* of 
the officers in wrongly applying the orders contained in the notifica- 
tion. The Committee hope that suitable action would be taken 
against the officers concerned, and steps taken to avoid recurrence 
of such eases in future. 

3.77. Para 27 (I): Under a notification issued in October, 1960, 
manufacturers producing water-paints, oil-paints and enamels whose 
total output taken together did not exceed 150 metric tonnes in a 
financial year were granted exemption from duty in respect of the 
&'st 50 metric tonnes of their clearances in a year. The Govern- 
ment clariibd in Febnrary, 1964 that this concession was applicable 
only to manufactwers who produced both water-paints and oil- 
paints and enam& and not to  those who produced water-paints 
alone or oil-painb and enamels alone in a year. It  was noticed in 
Audit that several manufacturers, who produced only one of these 
items, namely dl prinb and tdieelr or water-paints, were given 
the benefka of the co- even though the notification was 
tkar that ft & d d  be plpplfbd only to cases of manufacturers who 
paaduad both 'lbeae ffsatr. By &ending the cancession can- 



to the notification, the Departmeat has lost a total duty af 
%.'7,63,085 in four collector8te alone. After the dmft parir brd 
been sent to them, the Mlnfrtrlr have rrroued 8 notification (on 18th 
December, 1965) with retrospective effect from 1st October, 1- 
extending concesrrlon to murufacturers producing only one of these 
items. 

3.78. The Comm~ttee asked about the circumstances in which 
the Central Exclru: authorities in the four collectorates did not apply 
the express provisions of exemption not~ficat~on and clarificatoq 
inrtructions The rcpresentativt of the h a r d  stated that in this 
ease the ~nstructions "lssued in 1964 in rcply to a specific query 
from a pnrticulnr colltvtor t.e. Collector Madras were  not corrc:t" 
The in ten tm of Government from 1955 when the particular item 
was included in the tariff, had h e n  that the manufacturers of one 
or more items would bc entitled to exemption of duty upto 50 
tons providcd t h i ~ t  thv total output did not cxceed 130 tons. The 
clarificat~on of 1964 was based on the L a w  M~nis!ry's strict inter- 
pretation of thc provision c3 the notiticat~on and did not correctly 
reflect thc ~ntcmtion of Govcrnmcnt 'Ih c~r~ginal i r ~ t c ? n ! i o n  had 
becn reflc<l:ed !;ubstv~ucntly in n revwd nl~t.ficntion. In reply to 
a qucst~on. thv w~lnt*s., statcd that tlrc timount involvcd was 
13s. 7,(13,6115. l'tw Comrn~ttee des~rccl to  br furn~shed with e note 
stiltini: thc numbcar of I)irrt~cs ~nvnlvcd In the rnsc and t ! ~ c  largest 
emount of  cc~nrt~?,\ion !:ivcv~ to  4 i  s~nqlc party 

3.79. The notr has been furnished stating that concession in 
question was ~1lowc.d to 129 manufacturers and that the !r\rgest 
amount involved in the case of a single manufacture was Rs. 90,891. 

3.80. The Committee regret to observe thnt this is another case 
where an audit objection was frustrated by the issue of a notifica- 
tion extending a concesqion of duty retrospectively. If the intention 
was always that the exemption would apply even to cases where 
paints alone or enamels alone were produced, the Committee ate 
stqariscd that, Government sirould have issued a clarification in 
February, 1964 in consrrltation with the Ministry of Law that this 
concession was appliaablo only to manufacturers who produced 
both paints and enamels. The Committee hope that, the issue of 
incorrect clarification at variance with the intentions of Govern- 
meut will be avoided. - ..- 
Assssment a1 lotwr ~ares  of duty-Para 2 w .  34-35. 

3.81. Specific rates of duty h a w  b m ~  prescribed for cotton 
- fabrics depending on the average count of ~a rn 'u sed  in such fabrics, 



By a natiflcation issued in June, 1962, the Central Government 
made the levy applicabie a t  two stages:-- 

(1) at the grey stage; and 
(4) at the processed stage. 

The rate at the proceased stage is an additional levy depending on 
the type of processed cloth and is payable on the duty-paid or 
exempted grey cloth used for processmg. Duty is thus, leviable 
firs:ly on the Pull quantity of grey cloth produced at thr rates 
prescribed and a further duty is recoverable on thc prwcssed 
fabrics cleared u ruch at the rates appropriate thereto. 

3.62. It rm awn in Audit that in certain factories which had the 
facilities of clearing the grey cloth for processing it1 bond, tht> duty 
finally levied and recovered on the grey cloth so cleared wns bilstd 
an the quantity of processed cloth actually product?d thrrofrom 
and not on the larger quantity of grey cloth which had h c n  rclnwv- 
ed in bond. This was because a portion of grey cloth got cmvtdcd  
into fents, rags mb chindies at  the time to proctwtnr: tj.; ~ l n d e r  
the terms of the notification issued in June, 1962, du ty  rcrovcrnble 
was on the full quantity of grey cloth issued in bond, thc Govern- 
ment has lost revenue to the extent of Rs. 1,93.50,840 in seven 
Collectorates only. 

3.83. The Ministry have replied that it was not the intvntion 
that the grey stage duty should first be recovered and only should 
the duty-paid cotton fabrics allowed to move to a processing 
unit. The Law Ministry, however, expressed thc v ~ c w  that the 
language of the notifleation issued tin June, 1962, points to 1 1 1 ~  
conclusion that the intention is that the duty should be calculatt?d 
a t  each stage. v ~ z . ,  ( I )  grey stage and ( i i )  processed sta*, whether 
such processing takes place in a composite mill or in a scparate 
unit to which the grey fabrics might have been removed in bond. 
It is interesting to note that although the language of the notifl- 
cation issued in June, 1962 was thus clear and specific, the Col- 
lectorate9 continued to violate its terms which has rvulted in 
the loss of revenue mentioned above. 

3.84. The !representative of the Board stated that the earlier 
notification of April, 1962 brought out the position clearly. Ac- 
cording to the earlier notification and Rule 96(d) it was clear that 
the Government's intention was to allow movement of cloth from ' 
the producing factory to the processing factory for processing and 
clearance on payment of duty a t  the final stage. But subsequently 



fnonat~pttooimplifythcwordtaghtbnots&.rrtiooladJ11#r, 
1962, "the mtentton of Government was lost sight of". Tbe 
position was r c~ t~ f i ed  in the latest notification issued on 28th April, 
1965. Thc wttness agreed that by not following the prwisions af 
the notificatmn of June, 1962 kchnrcelly there was loss of revenue 
in this care but ~t was not ~ntentlonal. He added that no collec- 
torak had impiemcnted these instructions, although legally it r ~ r r  
obligatory to charge duty a t  two stages. The legal lacuna came 
to notice sometime later and the whole matter was examined in 
consultallon with the Ministry of Law and the position rectifled. 

385. The Commitlee to note that the intention d GOV- 
srnmcnt was lost right of whlle isuiing tha ndiAcatka of hm, 
1982, in an attempt to simplify the wording. They would like to 
empharrise that due cam ahould be tdcea in drafting notitleatiarr, 
whlch have important fimncial irnplhdaau 
Other Omaatorw and Itregularrties-Para 29-pp. 35-49. 

(a) Under assessnient to  tobacco cured in whole leaf fann and 
iraed for the munufacture of biris. 

3.86. The lfinance Act of 1959 amended item 4(1) (5) of the Flrst 
Schedule to the Central Excises and Salt Act, 1944, and prescribed 
that non-flue-curcd tobacco of certain physical specifications if not 
actually used for the manufacture of cigarettes, smoking mixtures 
for pipes and cigarettes and bins would be subject to duty at  50 P 
per lb. An explanation was also lnserted under the TariiT item 
to the effect that such varieties of unmanufactured tobacco used in 
the manufacture of biris as the Central Government, by a notifica- 
tion in the ofllcial gazette, may specify in that behalf, shall not be 
deemed to fall with in sub-ftem (5) of itan 4(1), but shall be 
eubjeeted to the higher rate of duty ar specffled in sub-item (6) of 
S k m  4(1). 

3.87. Thus, under the substantive part of the Tarfir ftem 4(1) (5) 
BS amended in 1959, tobacco cured in whole leaf form and packed or 
tied in bundles, hooks or bunches or in the form of twints or coils b 
to be subjected to the lower rate of duty if two conditions are 
satisfled; (a) it had to conform to the physical specfilcation p?@6- 
cribed and (b) it was not actually used for the manufacture of M a .  
If tobacco cured in whole leaf form was actually used in the manu- 
facture of biris it would be subject to thehigher rate of duty under 
itam 4(1) (t?), since euch tobacco would fall outside the aop of 
itern 4(l) (6) (iv) . 

b8& It was, however, noticed in Audit that in wme d the ad- 
.Wora@ Shs h i g h  rate d dwty was not bvied in respect d * 



tobar#x, cured in whole leaf form, even thou* i t  wra known that 
the tobacco was cleared for use in the manufacture of brris. It baa 
been erplained that the higher rote of duty could not be imposed 
in such cases till a notification was issued by the Government 
specifying the variety as a variety used for the manufacture of bins. 
No such notification has been issued by the Government so far. 

3.89. The omission to levy higher duty on the tobacco cured in 
whole leaf form but used in the manufacture of brtis has resulted 
in loss of revenue of Rs. 1,68,49,.%9 during the years 1963 and 1964, 
in seven Collectorates. 

3.90. The representative of the Board admitted that so far 
oparative part of the present item 4(1)(5) was concerned, "the 
position was not free from doubt." 

3.91. He added that in pursuance of the observation of the Public 
Accounts Committee made in para 31 of their 21st Report (Third 
Luk Sabha) that intention of Government was not madc clear in the 
working of the amendment to item 9(1)(5) necessary action was 
being taken to make the necessary changes in the tariff. Asked for 
the reasons for the delay in taking action in this regard, the witness 
stated that since the presentation of the Report, two main budgets 
had been introduced but in neither of thew was the particular item 
of tobacco touched. It was considered that merely to introduce an 
item for this minor drafting improvement could afford to wait a 
little longer. 

3.92. On his attention being drawn to the Law Ministry's opinion 
of June, 1959 that absence of any notification under the Explanation 
would not preclude Government from collecting the higher rate of 
duty, the witness stated that subsequently the Law Ministry had 
@ven an opinion a t  the level of Secretary (Legislative Deptt.) tit a 
meeting where other Joint Secretaries were also present, which 
nullified the earlier advice of the Deputy Legal Advisor. The rele- 
vant portion of the opinion read: 

"It was agreed that as there is no provision in the law as it 
struKb now, I t  is not possible to realise the difletentiel 
duty either from *e original assessee or from the actual 
.---a3 



part of tho rune vuhty of tobrcoo which was being used for birr 
making wao a h  wed for other purposes includmg chewing If 8 
notiflcat~on wos m u d  that variety would have to be assessed 8L 
the hrgher rate uniformly whatever the use. 

334. The Chairman of the Board stated that under present tuiP[ 
if a person declarang the end use of tobacco for b m  makmg w u  
charged at the hlgher rete of duty, another person not so declarmg 
would be charged a t  the lower rate. Thus the Department "wdl be 
encouraging del~krartcly further evas~on and avodance". There- 
fore ~t was not the inkntlon to charge the h~ghe r  rate of duty tY 
a p r t ~ c u l a r  type of tobacco was not~fied as attracting the hlgher 
ratt .  The cxplilnat~on to the tn r~ f r  ~ t e m  and the words 'biris' w e n  
added to the tariff i tem for that purpose. But later on it transp~red 
that the Explanation m g h t  not fully serve the purpose in view. 
Thc question, themfore, arme whvther thc headrng Itself of rtem 
would requlrtb some amcwhcbnt. Ttic w~tncss agreed that they 
should h a w  taken the cerlir3st opportunity tu  rectify legislation I! i t  
was not workable. 

3.95 The Committee reffret to note, that in spite of the o b e r m  
tlons made in para 31 of their 21st Report (Third Lok Sabha) that 
the amendment made to Item 9(1) (5) was not clear, no action h u  
been taken by Govcmment to nxti ly  the position although two 
Budgets have since been presented to the House. Nor hru an# 
notification been Issued specifying the varieties of u n m s m u f m  
tobacco used in the manufacture of blris which would attract tha 
higher rate of duty, as envisaged in the Explanation to the Wff 
item The Committee feel that it is high time that the position t 
nrctiflad witb a view to putting it beyond any doubt. 

Failure 'to dtau* period:cuI snmples and failure to act p~omptly on 
& e m i d  test reports.-Para 29(b). 

3.96. A duty of 25P per kilogram was imposed on shoddy yarn 
from 24th April, 1962. The Crntrnl Board of Revenue in a lettei. 
is.;ued in April. 1961 had defined shoddy woollen yarn as yarn con- 
taining 95 pcr ccnt. or more of shoddy wool and having upto 5 per 
cent. of virgin woo1 or other fibres. It was noticed that in a Collec 
tornte no attcrnpt x as made to draw samples of shoddy yarn manu- 
factured by a factory tiU March, 1962.. 4 sample was drawn by the 
Twtor Offtcer only on '29th March, 1962 and sent for analysis to the 
D e ~ u t g  Chief Chemist. The Deputy Chief Chemist after analysis 
intimated the results on the 1st May, 1962 _to the effect that the 
sample contained 89.9 per cent of wool (mainly shoddy) a d  10l1 



p r  cent of other fibres (regenerated cellulose). No action was, how- 
avcr, taken on the test report although the sample did not conform 
to the definition of shoddy yam. Subsequently, in June, 1962, the 
Board issued a letter rpvising the debi t ion  of shoddy woollen y a m  
as yam containing 80 per cent or more of shoddy wool. This deflni- 
Yon was given retrospective effect and no dernands were raised in 
this crsa 

3.97. The loss of revenue in this case on account of non-levy d 
duty on the basu of the test report is estimated at Rs. 2,71,122 for 
the penod from 1st March, 1961 to 22nd June, 1962. 

3.98. The Committee asked for the reasons for the failure of the 
Central Excise 0fTlc:als to draw the samples as soon as the  board'^ 
hstructions of April, 1961 were received. The representative of the 
Board stated that this was a case of lapse on the part of the officer. 

3.99. The departmental proceedings had been started against the 
officer, whose explanation was under the Collector's consideration. 
The witntw added that the Board came to know about the case 
when thr  a u d ~ t  objection was raised. Then thcy ask1.d the Collcc- 
tor about t h e  action taken in this regard and he called for the ex- 
planation of the officer. 

3.109 The Committee regret to note the delay an the part of the 
adleer in drawing sample of the yarn. Even after drawing the 
samples and getting the report ot the Deputy Chief Chemist, no 
action was taken to charge the yarn to duty. This resulted in a 10- 
.f revenue amounting to Rs. 271,122 for the period from 1st Mnrch, 
1961 to 22nd June, 1962. The Committee would like to know the 
action taken against the odlcer concerned. 
Para 39 (c )  : Inwtrect lemj of d u t g  based on weight m t r a d  of by 

?W!U;~LP. 

3.101. Prior to 1st March, 1963, Central Excise duty on  liquid 
paint could be ievied on the basis of weight, if sold by we~ght ,  and 
on the basis of volume, if sold by volume. The duty on the basis 
mf whight was, however, less than the duty leviable if assesrtmcnt 
was made on the bas~s  of equivalent volume measure. In onc. State, 
liquid paint could only be sold by volume with effect from 1st 
January, 1962 as the State Govemment prohibited the sale of such 
I ,quid paint by wight from that date. 

3.102. Notwithstanding the above prohibitory orders of the 
State, liquid paints were cleared by weight, instead of bv vol~lrne, 
in certrrm factories under two collectoratcs within that State and 
assessment was also made on the basis of weight. Since the 1 icen.*e 

' could sell the p i n t  o ~ l y  by volume after I c t  January, 1962, thc 
Central Exci. e duty should fiave been levied on that basis undw 
'rapiff item 14(1) (4) (iii) instead of by weight. By not doiag m, 



3.103. Thc Ministry hare replied that the Central Exclse Depart- 
ment war not aware of the prohibitory orders in question issued 
by the State Government as no copy of the notification was receiv- 
ed in any Central Excise formation upto 8th June, 1965 when r 
copy of the notification was obtained from the State Government 
by the Collector of Customs and CentraJ Excise. In seven cases, 
verification conducted has since revealed that the paints had been 
sold by volume. In these seven c a m ,  the differential duty amount- 
ing to %. 10,420 has dnce bean r e a l i d .  As regards the other 
rucs, the legal position i s  stated to be under examination. 

3.104. The Committee asked how the Central Excise authorities 
in West Bengal were not aware of the State Government's notifica- 
tion which should have appeared in the Gazette. The represents- 
tfve of the Boad stated that "in this case there had been lack af 
coordination between the central and State Government". He added 
that in certain cases the differential duty had since been recovered 
but in other cases the demands had become time-barred. Out of 
the total revenue involved amounting to Rs. 25.099 a sum of Rs. 
10,420 had been recovered. When it was pointed out that accord- 
ing to thc Audit para, the revenue lost amountckd to Rs. 1,47,756 for 
the period 1st January, 1962 to 28th February, 1M3, the witness 
stated they would chcck up the position and submit a note to the 
Committee The information is still awailed. 

3.105. Tbe Committee reqtet to observe that there was a lack 
of co-ordination between the Central Excise Officers and the State 
CSavcrnment in this case which according to Audit resulted in lose 
of rovanue amounting to Ra 1,47,756 for the period 1st January, 
1862 to 28th Febnury, 1983. They trust that l~cesauy steps bave 
been takem to arururrr that dl nottblcations issued by State Govern- 
meat having a bearing on the administration ot Ceat.mil Exdm 
d u t b  us t b C d d  and Wren propar m e  of by the Ceatrrrl Excise 
OmNw& 

Para 29 (d): N - c w  of spetW excise duty. 
&lW. of the paper milb was clearing while pulp board on 

pmyment of the wmembnd rate of Central Excise due cmWp 
l r t d m t l r m v l e r a P a a d r d ' ~ n d t . m w l a  -a 



1- However, rped.l excise duty at 20 per a n t ,  of the bade 
eucisrt duty prescribed in Tarifi item 17 was omitted to be levied 
an rucb charmm Thig has d t e d  in a lw of revenue of Its 
73,362 for 0ve months. The Ministry haw stated that instruction8 
h v e  been W e d  to recover the amount. 

3.108. The representative of the Board stated that the amount 
since been realised and disciplinary action had been taken 

against the officers concerned for the omission. 

hlW.  The Committee note thet this is a straight case of bUum 
4m levy spmW eseise duty on prptr Bouds, and they hope that 
ruh crwn will be avoided in future. 

(e) U n d ~ ~ s b b ~ s m n t  of cjFeitc duty on itsn wad steel pmducts. 

3.110. The rate of excise duty on im and steel producb was 
h. 110 per metric tonne with effect from 1st March, 1964. This 
rate was to be reduced by Rs. 22 per metric tonne if the products 
had been inanufactured from old and used scraps, thus bringing 
the effective rate on such products to Rs. 88 per metric tonne with 
effect from 1st March, 1964. 

3.111. In one Collectorate, the excise duty on the products was 
recovered at Rs. 38 per metric tonne from 1st March, 19G4 to 30th 
September, 1965 after allowing a further rebate of Rs. 50 per metric 
tonne which was admissible if the product had been manufactured 
from ingots. The additional rebate of R5. 50 metric tonne was not 
allowable as the product had heen manufal.tured out nf old and 
used scrap and not from ingots. The duty short recovered on this 
account works out to Rs. 2,03,584 

3.112. The Committee asked about the circumstances in which 
the rebate on amount of ingot duty was given in addition to the 
rebate specifically mentioned in the notification relating to iron 
and steel products manufactured out of old iron scrap. The repre- 
sentative of the Board stated that in the tariff dealing with the 
items of iron and steel, different rate of duty was payable accord- 
ing to the form of the products, the various stages of manufacture 
viz.. pig iron, steel ingots, semis, strudurals etc. In the presellt 
c m ,  the duty on steel ingots was Rs. 90 per ton and additional 
duty on products was Rs. 20 per ton. In tho notification issued by 
the Board it was stated that all steel scraps lying in the market 
nould be treated as having paid duty. But steel scrap might be 
In t k  f(x'm of products in which case according to strict read- 
ing d tbccno9i&:atiaa, H was not dutlabk at %. I10 pr tm. 



5,113. When it was pointed out that different ColJeetoratcs had 
charged diflermt rates of duty, the witness rigreed that "the noti- 
dcatian as drafted was liable to different interpretatinm, unless the 
officers t w k  care to rcad it along with other notifications". The 
witness addctd that after the receipt of thc Audit para, mother noti- 
fication wns IIISC~.~ clar~fying duty lrvinblr on different items. 

3.114. In rcplp to a question the. rcaprewntative of the Board 
stated that the notifications i%wcd by the Board were vetted by 
thc Ministry of Low nnd very often the draft notifications were 
&own to thc Minidrics concc.rncd. The witness could not say 
whether in this particular case this was dot.rr8 The Chairman of 
the Board stated "thnt a large number nf notifications are issued 
and in sump cn.ws, it transpirm that they mcan s3mpthing else 
latcr on Wc try to bQ careful ur humanly as it  is yxtssiblr". 

3.115. When it was pointed out how Audit oficcrs wcrc* able to 
find d o f i ~ t s  in the notifications, the witncss agrwd that Audit 
looked at tht~m from a fresh mind. 

3.118. Tl~c Cotnmittec asked whtbther it was not fcnslblta to show 
the  draft notificstlons rtc. to Aud~ t  brforc i w u r  and in this connec- 
tion drew ottcntion to thc following nwrnmondation cctntaine? in 
para 1.229 of thcir 46th Rcport (Third 1 ~ k  Sabha). 

"The Committee notc the stand taken by the Ministry. However, 
thc Committee have come across sevcral instances, where rnstruc- 
tions have been issucd and because of Audit subsequentlv objecting 
to them, the Government had to withdraw or change thosc orders. 
It seems to the Committee thnt instead of starting on wrong lines 
and rectifying them later, it would be advantageous to all concerned 
to have tin independent check to ensure that the instructions issued 
are well within the four corners of the law and the rules. On a con- 
aideration of the cases before them, the Committee are  satisfied that 
it would be better if such instructions are issued in consultation with 
the Comptroller and Auditor General. This procedure need not of 
course, extend to Administrative instructions with which the 
C. & A.G. is not generally concerned. The Committee would accord- 
ingly urge the Government ta reconsider the matter." 

-"  

3.117. The Chairman, of the Board stated that they would consider 
*is matter, 

3.118. Asked whether there was any system to ensure that the 
bastructions issued by the Board were correctly implemen'ed bv t he  
dlectow,  the Chairman of the  board stated that the Directnr ed 



Inspection and his regional officers inspected the collectors. Apart 
from this, the Members of the Board also visited the collectorates. 
They met public and the ofI3cers and properly trwd to s w  that t he  
Govcrnmentk intentions were king interpreted. 

3.121). The Committee foe1 cenccmcd to learn that in thi\ r R w  t h ~  
notification s v w  intcrprcted an dnpplicd diffi*rcntly in diffcrcnt col- 
lacrtorates. In para 1.229 of their 46th k p o r t  (Third Lok SilIlili\) tht* 
Committee suggested it would be hcttcr if such instruclior~s rrre 
h u e d  by the Department of Rcvunuc in consultation with the Comp- 
troller and Auditor General. except in rase of thc admini\trrttive 
instructions. The Committee desire that this suggestion shoultl also 
be considered in relation to the instructions. notifications etc. on the 
Central Excise and Customs side. The Minictry should also runsidcr 
appending a Statement of Objcctcs and Reasons to each notificntion 
to avoid ambiguities and to ensure their uniform application. 

( f )  Loss of revenue due to withdruuml of demands. 

3.121, During 1960-61, a licensee rcceived under bond, five con- 
signments of tobacco corning under the Tariff description 4 1 (6). 
These consignments were subsequently cleared (without subjecting 
the tobacco to any processing within the warchouw) during the 
period November, I960 to April, 1961. The descript~on of the tobacco 
shown in the assessment documents, however, wclL; "tobacw other 
than fluecured in whole leaf form for biris-4 I(5) (iv)" which car- 
ried a lower rate of duty than 4 I (6 ) .  The clearance at the lower 
rate of duty was permitted by the Department without verifying the 
physical form of the tobacco presented for assessment as required 
under departmental instructions. Subsequently, the Department 
raised demands for differential duty to the extent of Rs. 22,942. How- 
Wer, on a revision petition filed by the party, out of the sum of 
b. 22,942, demands amounting to Rs. 16,675 were cancelled on the 
Wund that they were time-barred. The failure on the part of the 
Department to verify the correctness of the description noted by t h e  
*ensee in the assessment documents and to ensure beyond doubt 
*e physical form of tobacco, at  the time of clearance, has resulted 
in the loss of revenue of RS. 16,675. 



, 3.122. The m p ~ t a t i v e  of the Boud stated t&t fa thh C&W, tb 
ckmand hod been raised by the Department and honoured by tb 
party. But subsequently, when the party came up in revisian pcLC 
tion, the demands to the extent of Ra 16,674.42 were cancelled W 
Government because they were time barred. 

3.123. The Chmdtss mgret to o h e  that a lom of revenme 
.asocurtiag to &. 16,675 occurred in this c u e  duo to the failure d 
the deputmsakl o&en to txarctc sulfieient care at the time of 
a d g  tobacco when c l d  trom warehouses. The failure of the 
oikarr merits #i#u W e .  

Para 20 (g) : Irregular refund of duty. 

3.124. With effect from 24th April, 1962 duty was payable on 
copper and copper alloys (containing not less than 50 per cent by 
weight of copper). A factory manufirctured 1099.496 metric tonne8 
ol copper ruda out of copper bars imported prior to 24th April, 1962 
and on which no countervailing duty had been paid. Initially, duty 
war charged at Rs. 100 per me t r~c  tonne on these rods but the entire 
duty of nf. ll0QY5O was subsequently refunded to the factory on the 
ground thnt the copper rods werc rolled from prc-excise copper bars 
and that these were already In the market. The rods were fresh 
product and werc cleared from t h e  factory after introduction of duty 
and such, duty was pliyablc, Thc rclund of Rs. 1.10 lakhs was thus. 
irregular. 

3.125, From 1st Merch, 1963 the duty on copppr in  crude stage 
(which inc1ucit.j bass atid rods) was raised from Rc. 100 to Rs. 300 
per metric tonnc. Thc same factory manufactured 2267.918 metric 
tonnes of copper d s  out of coppcr bars imported prior to 1st March, 
1963 on which countervailing duty at Rs. 100 per metric tonne had 
been paid. When these rods were cleared from the factory on or 
alter 1st March, 1963 differential duty at Rs. 200 per metric tonne 
was assessed and realised. But subsequently, the entire amount of 
duty vir. Rs. 4.53,595 was refunded to the factory on instructions 
from the Central Board of Revenue. Thc refund here was also ir- 
regular as the copper bars were processed into copper rods and were 
cleared after the duty had been raised by Rs. 200 per metric tonne 
and therefore, the differential duty was chagenble on the quantity 
cleared as copper rods. 

3.126. The Ministry have replied that the a~l;lount of duty af 
Rs. 1,09,950 referred to in the b t  paragraph has since beea recover- 
ed by aajustment in the account c\annt of the party. 



3.127. As regards the amount of Rs. 4.54 lakhs, the Ministry's con- 
tention is that the copper rods produced out of bars having paid duty 
at Rs. 100 per metric tonne prior to  1st March, 1963, should nat be 
subjected to duty again after 1st March. 1963, specially when the 
secondary producers manufacturing goods from another crude fotm 
were not subjs ted  to licensing control. 

3.128. The Committee asked on what grounds, the duty was re- 
funded in the two cases. The representative of the Board stated that 
"crude copper was defined as copper in any crude form including 
ingats bars blocks, slabs billets, shots and pallets." According to the 
Law Ministry's opinion in the case of aluminium, if any form of 
metal was converted into another form of metal, but it falls under 
the same sub-item of tariff. no further duty was leviable. O n  this 
ground, the Assstant Collector refunded the amount of duty  of 
Rs. 1.09 lakhs in the first case. The witness added that in this cnw 
since no countervailing du ty  had bcen paid, thr duty was p.i!,lblv 
Accordingly another demands was issued and the amount had b w n  
realised. In the second case, as the copper was duty pal(] ,  (nt t lw 
lower rate) no addit~onal duty was chargeable, according t o  t h ~  
advice of the Law Ministry. The rods which had hcen c o n ~ w r c d  
from bars. continued to be crudc copper. The witness i~owcwr  
added that it was doubtful whether rods were included in the d0f1- 
nition of crude copper. When the Committee pointed out i hat tn- 
spite of the opmion of thy Law Ministry, duty was levkd i n  thtb i i l s t  
case, the witness stated that the only difference was that 111 thc 
second case at least duty had been paid for the rods. He addcd tha t  
for practical reasons a notification had since been issued stating that 
all copper available after a particular date should be treated as duty 
paid. 

3.129. The irregular refund of duty amounting to Rs. 1.10 1akh.s. 
allowed in the first case is regrettable. The Committee note that the 
duty has since been realised. 

3.130. As regards the second case, the Committee find that the duty 
leviable according to Rule 9 of the Central Exdse Rule is the duty 
in force on the day tbe goods are cleared from the factory. Dirring 
evidence the witness was doubtful whether in this case the copper 
~ods  converted from bars continued to be covered under the dcfini- 
tion of crude copper. If the convertion into rods is regarded a5 e 
pRmsr of mcmufacture, differential duty should have been charged. 
T&r Cammitbo feel that this matter needs further examination. 
14WAii)  LS-8 



lncwrect exemption given under Khadt and other Handloom l&w- 
trier Deoelupmnt (Additional Excise Duty on cloth) Act, 19% 
Para 30(c) 

0.131. An additional excise duty in the form of 'handloom cess' 
is leviable on all cloth woven from m y  material including silk, arti- 
ficial s ~ l k ,  staple fibre and wool, under the provisions of the Kliadi 
and ot her Handloom Industries Development (Additional Excise 
duty on cloth) Act, 1953. Under that Act, the Government are given 
the power to exempt by notification, from the whole or any part of 
the additional excise duty, any variety nf cloth which is for the trmc 
being exempt from the duty of excise imposed under the Central 
Excises and Salt Act, 1944. Thus, exemption, partial or whole. can 
be given from the handloom cess only on those varieties of cloth 
whlch are exempt from the duty imposed under the Central Excrses 
and Salt Act, 1944. 

3.132. Cut pieces c ~ f  cotton fabrics known as fcnts were wholly 
exempt from baslc duty till 29th February, 1960 after whlch (Me. 
this cxcmption was withdrawn and specific ratcs of d u t y  wcrc im- 
posed. 

3.193. However, the Government of Indla lssued executive in- 
struct~ons in February, 1960 that hundloom cess would not be Icvi- 
nblp on fents even after 1st March. 1960. The instructmns w r r !  fol- 
lowed by a notification issued on 22nd April, 1960 cxemptlng cut 
pieces of cotton fabrics from levy of handloom cess. The instruc- 
tlons issued by the Government o f  India and the notification which 
followchd 11. i 4 1 . t ~  rtlrra vtrcs thcl psovrslons of the Khadl and other 
Handloom Industries Development (Additional EX CIS^ duty on 
Cloth) Act, 1953. As this variety of cloth pays csclse duty under 
the Central Escises and Salt Act, tvhatever be the rate of that exclse 
duty, the G o ~ ~ e r n n ~ c n t  of India have no powers to exempt it from 
thc payment of the handloom cess. 

3.134 From 24th April, 1962, fabrics of cotton. wogl and silk 
manufactured on handloom (when processed) were subjected to 
excise duty under the Central Excises and Salt Act, lM4. No addi- 
tional excise duty in the form of 'handloom cess' was, however, 
levied and recovered on such fabrics. 

3.135. The amount involved in this run to well over Rs. 30 lakhs 
and it is extraordinary that the exmeptions should have been gran- 
ted without even verifying wheth2r the Government had power to 
do m. 



3.139. The representative of the Board admitted that in the case 
there was a genuine mistake in which more than one Ministry was 
involved i. e. Ministries of Commerce. Flnancc and Law. He ad- 
ded that  necessary remidial action was now being taken by intm- 
ducmg necessar?. legislati m. 

3.131. The Committee are unhappy over the issue of exec~atfve 
iastructions in February, 1960 and the notification in April, 1 9 0  
exempting cut plcces of eotfoa fabrics fmm levy of bandloom cess, 
in coatrrrvcntion of the Section 5 (e) of the Khadi a d  other Hand- 
loam Industries Development (Additinal Excise Duty on cloth) 
Act, 1953. The Committee we surprised tbat none of the Mia- 

istries concernel viz., Commerce, Finance and Law was able to 
a& the illegality. The Commit& hope that Government wlll 
take early remedial action. 

Arrears of Union Ercise Dut ies-Para 3O(d) : 

3.138. The total amount of dcmrrnds outstanding as on 1st April, 
1965 in respect of Union Excise Duties was Rs. 1109.84 Lakhs as 
given below: 

Commodity Pending I'cndin~ 'I'citnl 
f o ~  morc for more 

than than nnc 
01w year month 

hut not 
morc 

than one 
year 

. -- - - - - . - - 

Un m,inut~cturcd tohacco 
Hefinc~i I h e 1  011s . v.s.1:. 011s 
Vegetabl~ product 
Paints an J l'arnishes 
Soap . 
Paper 
Cotton fahrics . 
Iron and Steel products 
All other commodities . 

3.139. The representative of the Board stated that they had been 
trying to keep the  arrears down. So far  as the arrears of duty on 
manufactured items were concerned there had been a downward 
trend. But in the case of the duty on unmanufactured products 
27iz tobacco etc. when they had to control licences of the order of 

I 



about 7 lakhs, the trend of the arrears had been a bit upwud. As- 
ked about the rcrsons for arrears af %. 846.82 lakho peading for 
more one year, the witness stated that certain arrears related t o  
the cases pending in courts, the demands having been issued a t  the 
instance of Audit. In 9 collectorates, out of the total pending de- 
mand of Rs. 5.78 crorcs, an amount of Rs. 2.99 crores related to 
court crscu. The Committw desired to be furnished with a note 
stating the largest amrtunt due  from a single individual or concern 
which was more than one year old. 

3.14(J. The infin-rnatitm has brcn furnished stating that the lar- 
gest amount due which is more than one year old is Rs. 91,69,527.50 
in one caw. The demands had been issued, as the party appear- 
cdto be a master weaver in rcapcct of large quantities of cotton 
fabrics munufncturc*d in power looms. The party had filed writ 
petitions in the High C m r t  of Bombay. The case had still to be 
adjudicated. 

3.141. The Committee f w l  concerned over the increase of the 
total arrears of union excise duties from Rs. .801.08 lakhs as on 
1-6-64 to I l .  Il(H):HJ lakhr, us on 1-4-65 (which includes Us. EiG:82 
bkhs pending tor more than one year). Out of this figure, arrears 
of duty on uiimnnufactured tobacco d o n e  have increased from Its. 
284.25 Iakhs to its. 312.54 lakhs (which includes Rs. 299.09 Iakhs 
pending for more than one ).ear). The Committw have in thcir 
previous Rcportr strovsed that  vigorous steps should .be taken to, 
liquidate the arrears. They rcgrct that there is no prcceptiblc im- 
provement in the poaniiion, especially in the case of unmanufactured 
tobacco. They desire that the Board should take necessary action 
t o  arrest the upward trend of the arrears. 

Remissions and nbandonments of claims t o  revenue-Para 30(e) 

3.142. Thc total amount remitted, abandoned or written-off du- 
ring 1964-65 was Rs. 2,65,923. The reasons for remissions and  
written off are RS follows:- _ _-_.. .___, _... _.___-_-_. _ . ______-_ ._ _ - .- --.. . . .- - - - 

No, of Amount 
case Rs. 

I. Remission of revenue due to loss by 
(a) Fire . (8 31852 
(b) Flood. ' 57 w 2 3  

(c) *ineft . 13 4879 - - 



No. of Anount 
cases Rs. ------ 

XI. Abandonment or write-off on account of : 
i a l  Asswces having died leaving behind no 

assets , 62 r d?oo 
(b) Assesxes being untrac~ble . 32 68681 
ic'l .4ssessees having left India . 12 1-04 
(d\ i\sscssecs k i n g  alive hut incapable of pay- 

ing durv . . 180 101770 
(e'i Other reasons . . J 2  15215 ------ 

TOTAL . 456 16,921 - -.-.,---- 

Frauds and Evasions-Para 30(f) 

3.143. The following statement gives the position rcli~tirlg to 
the number of cases prosecuted for offences under the Central Ex- 
cise Law for fraud and evasion, together with the amount of p n a l -  
ties imposed and the value of goods confiscated:- 

.----- 
(i) Total number of offences under thc Central 

Excise Law prosecuted in courts . . I I *  
iii) Total value of goods seized . . Not available. 
(iii) Total value of goods confiscated . . Rs. 11,680 
( iv)  'Total amount of penalties imposed . . Rs. 6,22,455 
(v)  Total amount of duty assessed to be paid in 

cases where levy of duty was adiudgcd . Rs. 3 r .3?.2;h 
(vi) 'Total amount of fine adiudged in lieu of con- 

fiscation . Rs. ( ,7 ( ,h22  
(vii) Total amount settled in composition . . Rs, 1.10.312 
(viii) Total value of p o d s  destroyed after confisca- 

tion . Hs. 63.239 
(ix) Total value of g o d s  sold after confiscation . Xot available. 

-- - - -- ----- - .-. 
3.144. In a note furnished to the Committee, the Ministry of Fin- 

ance have stated that out of the total number of offences prosecu- 
ted in courts, 3 cases resulted in acquittals and 2 cases were still 
pending. 

3.145. The Committee asked for the reasons for the remissions 
and also frauds and evasions. The representative of the Board 
stated that the remissions were largely due to either fire, flood or 
theft. So far as abandonment or write offs were concerned, they -- -- 

*The figure was shown as 25 in the Audit Report. On rccheking 
-the correct figure was reported as I1 by the Ministry. 



were due 
behind no 
country 01 

b various reasons i .  e. the asessee hiving died leaving 
aarctr, the assewe k i n g  untraceable ar having left the 
the assessee being incapable of paying duty etc. b 

3.146 The Cornmittcc dcs lrd  to  be furnished with (ii)  a note 
stating the present pos~tion regarding recovery of the duty of Rs. 
31,33276, assessed to k pald In cases where levy of duty was ad- 
judged i.e, item vi of para 3O(f r ;  and 

(11) a statement givmg details of the major cases of frauds and 
evasions referred to in para 30(1) .  

Thc information has been ~ w c i v e d .  

8.147. Tho Committee ndc that the total number of offences 
promcutd in aowta was 11 out of which 3 cases resulted in acqd- 
trls and 2 c a m  wcrc still pending. 

The Committee hope that the caws which are pending will be 
B n a l i .  expeditiously. 



GENERAL 
-1 1. The Committee have trot mode recommendations/observationn 

in respect of some of the paragraphs of the Audib Report (Civil) 
on Revenue Receipts, 1966. They expect that the Department will 
none-the-less take note of the discussions in the Committee and 
take such action as is found necessary. 

hl R. MASANI, 
Chat rmatr. 

Ptr l ~ l i c  Accounts Corn inittee 
NEW DELHL; 

July ,  22, 1967 -----. .. 
Asadha 31, 1889 ( S u k a )  



APPENDIX I 
(Ref, para r . 2  I of this R t p r t )  

"Para j(t)--Custom : 

(i' A eeaterne?t m ty bc furnished showing the cffcctiw custom duty 
on kcroxnc oil, Moror Spirit and lndwtrinl fuel oils for the year 
1964-65 a n d  the qumtity imported during the period." 

2. T h e  informati07 regarding the quantity imported dur k g  r06qd5 
is given below :- 

Product Quantity irnroncd 
during I 964-65 

(in tonnes) 

( I )  Kerosene oil : 

(a) K m s e n c  superior 795,3 1 5 
(b) Aviation Turbine Fuel 290,4 1 9 

(assessed PS Kerosene superior) 
(c) Kerosene inferior 215,240 

(2) Mot v S-jirit (Aviation Gasoline) 99,716 

(3) Industriul Fuel oil (Fur,~ace oil j 612,047 

3. The effeztivc r.ms of duty from time to time during 1964-65 for 
t h e i h m  categories in question arc filrnished in the enclosure. 

Approved by Addl. Sccg. to the 
Govt. of India 

F. No. 2,'16/66-Cus. (T.U.) 





(Ref. Para 1.40 of this Report) 
MINIS'J'RY OF FIXANCE 

(L)epart ment of R e v e ~ u e  & Insurance) 

Para 4(11I) Corporation Tax and tares on Income etc. 

A note may be furnished stating the reasons for variallons bet- 
ween estimates and actuals of the order of 104.15% and 175% in 
respect of Sur Tax end Super Profits Tax respectively. Could not the 
Govern~ncnt make a reasonable estimation of the revenue' 

( i l )  What is the total number of assessable companies at present. 

Surtax 

The Budget Estimates under the head "Surtiix" for the year 1964- 
65 was fixed at the figure of Rs. 6.50 crores while the actuals amount- 
ed to Rs. 13.26 crows. The Budget Estimates of Rs. 6.50 crows was 
based on the data then available, viz., the information gathered from 
the study of the latest balance sheets of several companies, the rele- 
vant statistics published in the Hescrve Bank of India Bulletins as 
to the average ratio of profits of companies in relation to their capi- 
tal and rescrvss, the information available from the latest income- 
tax revenue statistics regarding the total number of companies in 
various ranges of income and the total amount of income assessed in 
each range. 'i'he figures trpcre projected to the assessment year 1964- 
65 hating regard to the rate of growth of the number of companies 
and their earnings during earlier years. Calculations were made on 
this data with reference to the proposed rate structure of surtax. 

2. The liability to surtax depends on the quantum of the chargea- 
ble profits in excess of the statutory deduction (lor: of the capital 
and reserves and certain borrowed moneys or Rs. 2 lakhs whichever 
is higher), or. in other words, on the ratio of the profits to thg capital 
and reserves and the qualifying borrowed moneys. As this ratio 
varies from one company to another, there is an inherent difficulty in 
arriving at a correct estimate or an estimate, which is fairly close 
to the actual yield of revenue from a tax of the nature of surtax, 



unless full data is available to determine the profit ratios of various: 
group of companies comprised in a particular range of income. In 
the absence of such data, the budget estimates had to be fixed on 
the basis of averages arrived at on the basis of the available data. 
This was also the first year of this tax. The wide margin of diffe- 
rence between the budget estimates and the actual yield from surtax 
for 1964-65 was also attributable to increase in the level of corporate 
earnings In the relevant year, which could not be anticipated. 

3. In 1965-66 the variation between the budget estimates and the 
actuals are very much less as the actuals stood a t  Rs. 18.48 crores as 
against the budget estimates of Rs. 15.50 crores. 

Super Profits tar 

Actuals stood at Rs. 2.75 crores against Budget Estimates of Rs. 1 
crore, registering an  increase of Rs. 1.75 crores. Super Profits Tax, 
which ivas introduced in 1963, was abolished in 1964. This tax could 
have been collected only out of arrear assessments brought forward 
on 1-4-1961. In the year 1963-64, out of 3,918 cases for disposal, pro- 
visional assessments were completed in 1,051 cases and final assess- 
ments In 451 cases. As considerable n'umber of assessments had been 
complcttd on provisional basis in 1963-64, the collection under t h ~ s  
head was estimated at Rs. I crore. However, the actual collections 
reached :r figure of Rs. 2.75 crores. 

(ii) The total number of company assessees as on 31st March, 
1966 was 26,468. 

(This has been vetted by audit vide Shri Gaurishanker's D.O. No. 
585-Rev. A /2l-67 dated 16-2-1967). 

G .  S. SRIVASTAVA, 

Joint Secretary to the Goot. of India. 
F. NO. 83/56/66-I.T. (B) 



(Ref. Para 2.7 of this Report) 

A note may be furnished containing the particulars of specific 
litems on the export of which there has been 10 per cent increase in 
the amount of d r a d a c k  paid during 1964-65 as compared to 1963-61. 

On the following items there had been more than 10% increase 
in the amount of drawback paid during 1964-65 as compared to 1963- 

164. 
1. V. Belt. 
2. Hessian cloth. 
3. High speed spring Bobling. 
4. Card GriUAna. 
5. P m i o n  Blue. 
6. Cine Projectors. 
7. PVC Cables. 
8. Motor Vehicles (Chasis). 
9, Printed Magzines. 

10. Lethe Machines. 
11. Shoe Uppers. 
12. Iron Products, 
13. Paper Laminated Hessian Bags. 
14. Pumps. 
15. Copper Wire. 
16. Copper Utensils. 
17, Copper Cables. 
18. Safety Razor Blades. 
19. Hacksaw Blades. 
20. Electric Motors. 
21. Water Heaters. 
22. Fountain Pens. 
23. Cotton Garments. 
24. Brass Lamp Holders. 



25. Crackers. 
26. Copper Fnyaite. 
27. Asbestos Cement. 
28. Sulphuric Acid. 
29. Tea Chests, 
30. View Masters. 
31. Glazed tiles. 
32.Polythene lined Jute  bagj. 
33. 'l'horium nitrate. 
34. Floursecent Fixtures. 
35. Drinking Chocklate. 
36. Sugar Mill Machinery. 
37. Tarpaulm. 
38. Iron Castings. 
39. Rubber Solution. 
40. Spokes. 
41. Air Compressors. 
42. Umbrella Ribs. 
43. Copper Conductors. 
44. Almn. Articles. 
45. Concrete Mixtures. 
46. Cousion Repair Composition. 
47. Camel 'Back. 
48. Refrigerators. 
49. Flash Light Cases. 
50. Oil Mill Machinery. 
51. Tooth Brushes. 
52. Chemicals. 
53. Cocoa Powder and Butter. 
54. Almn. Sulphate. 
55, Tinopal. 
56. CycIes (including cycle parts.) 
57. Tea Processing machinery. 
58. Pipe Tobacco. 'L 

59. Laminated Safety glass. 
60. Paper Products. 



61. Water Coolers. 
62. Woollen goods. 
63. Gas Mantles. 
61. Pure Silk. 
65 Staple fibre yarn, h a d  and fabrler. 
f)f; fir;','rgr go 12; 
~67, Leather Cloth. 
68. Foot-wear. 
f69. Steel products. 
'70. Cigarettes. 
71. (;a-kcts. 
72. Elcc't r!c W:rcs and cables. 
73. Motor Vehicles. 
74. Olum~nn Ferric 
75. S t w ~ n g  M~chincs .  
76. Glnss and Glrrssware. 
57. Artific~al teeth. 
78. Cultured pearls. 
79. Disinfectants Br antictytlcs. 
80. Silver ware. 
81. Articlm made of gold including gold Jcwellery. 
82. Dichromatea 
83. Elcctricol ncccssories (Chokes). 
84. GI Wire producb. 
!15. Diamonds. 
3. A note may be iurnished stating the amounts of drawback 

*paid during 1964-65 on the export of art  silk yarn and Thread, Art 
,Silk fabrics, Cyclcs and Steel products. 

The information is as under:- 
**(a) Art Silk Yarn & Thread and 

(b) Art Silk fabrics Rs. 2,85,22,295.65 
**(c) Cycles (including cycle part). Rs. 21,49,459.62 

(d) Steel products Rs. 64,84,705.21 

**No separate record of the amount of drawback paid on Art 
Silk Yarn/Thread and Fabrics is maintained Figures fur- 
nished under (a) and (b) above are inclusive of all of 
them. Similarly comp1et.e Bicycles and parts thereof have 
been clubbed together since no separate figures are avail- 
able. 



CAaotemay 
into consideration 
ments at  the time 

* be fun?isbtd stating whether the Ministry took 
the revised pattern of import and indigenous ele- 
of revising the rates of drawback in July. 1966. 

The All fndustq (Schedule I of the Drawback Rules) rates for 
t h e  following items were revised from July, 1966 to date 
(l3-Sl987) :- 

1. Plastic gooda 
2. Cigarette in the manufacture of which foreign tobacco other 
. than tobacco of Pakistan and Burma origin has been i~scd.  

3. Steel products. 

4. Hydrulic brake fluid conforming to Indian Standard spcci- 
flcation I.S., 317 (1951). 

5. Pottasium Citrate monohydrate. 

6. Pipe or Cigarette tobacco in the manufacture of v:hlch 
foreign tobacco other than tobacco of Pakistan and Burma 
origin ,has been used. 

'7. Dichromates. 

8. Chromic Acid 

9. Ivory products. 

10. Articles madc of gold, either wholly or partly. 

11. Mild Steel Paper pins and Clips, coated or otherwise. 

12. P~gments,  colours, paints, Enamels, varnishes, Lacqucn and 
Paint ancillaries. 

13. Hsndicrafts and  other articles madc of Alahastar. 

l4. Cigar in the manufacture of lvhich foreign Cigar Wr:+ppcr 
tobacco other than Cigar Wrapper tobacco of Pakistan or 
Burma origin has been used. 

15. PVC-Cables. 

16. Brass-Semis, Circle Sheets, Plates, ex!rusion and brass 
manufactures including brass Builders, Hardware i l : d  

Artware. 

17. Polo Sticks. 
18. Plastic Sequins. 



19. Cork Waddhg. 
20. silk fabriar 
21. Zip fortncrs. 
L 2 .  Cinema films. . . 
2.3. Alumfnr Ferrfc. 
24. Articles made of Stainless Steel. 
25. Printing Inks (Black only). 
26. Sllvt",  . " . c c ~ L c ' .  
27. Rlcycle Spokes with nipples and washers complete. 
28. Copper Cables and Conductors. 
29. Match boxes. 
30. Alum and Aluminium Sulphate Iron free. 
31. Articlm made of Copper not otherwise specified. 
32. All Aluminium Conductors. 
33. PVC Insulated Aluminium Cables. 

While working out the revised rates from July, 1966 onwards, 
thic Ministry had taken into account the revised pattern of impart 
and i ndigCnous elements con t a~ncd  in  respect of the followmg 

h vms: - qy14 - 
1. Plastic goods. 
2. Silk fabrics. 
3. Bicyclc ~ p o k c  c o r n p l ~ ~ t ~ ~  with nipple and washers. 
4. Pigments, colour, paints, Enamels, varnishes, Lacquerj, and 

paint ancillaries. 
5. Steel products. 
6.  Bracs : ,mis,  Circles, sheets, plates, extrusion and b r a s .  

manuiurtures including brass builders, Hardware and 
Artwrra 

7. Copper Cables and conductors. 
8. Articles made of Copper not otherwise specified. 
9. Articles made of Stainless SteeL 

Out of the remaining items, the question of imported and indi-. 
qenous element does not arise in respect of the following items a s  
the  actual import of raw materid has to be verifled before drawback 
claims are admittad. 

1. Cigarette in the manufacture of which foreign tobacco 
other than tobacco of Pakistan nnd Burma origin has been 
uead. 



Pipe or Cigarette tobacco in the manufacture of which 
M g n  tobacco other than tobacco of Pakistan and Burma 
origin has been used. 

1-Y prodPC& 
Artk.fcrr mode of gold, either wholly or partly. 
Cigar in the manufachu. of which foreign tobacco o t s r  
than tobacco of Pakistan and Burma origin has been used. 

Polo Stick8 
* -  s n ~ r  ~itrotc.  t 

In the remaining items, the rates have been revised on the basis 
of old data. -cly 

Sd/- T. C. SETH, 
Joint Seeretar?( to the Government o f  India. 

(Vetted by Audit ) 
(F. No. Misc/68/65-DBK) 



(Ref .  Para 2.lfj of th i s  Repurt) 

MTNISTRY OF FINANCE (DEW. OF REVENUE b. INSURANCE) 
"A note may b c l  furnished stating the financial implications in 

crclatin~ Directorate of Audit directly under the Board, the level 
a t  which it was dzc~ded to keep ~t in abeyance and the optnion of the 
Minister ther~on." 

The financial implication involved In setting up the Directorate 
of Revenue Audit is estimated at about Rs. 36.5 lakhs. 

The notes recorded in the Department of Expend~ture shaw that 
the decision to hold the proposal in abeyance was taken at LIP level 
of F.M. The note of the Financial Adviser (P.&C) 1s also relevant 
in this connection : 

"NO lumpsum provision need be made. The Scheme may be 
put to us and as shall examine them tu scc whctl~er it is 
ncceauJary for these Schemes to be put through this year 
or they can wait for another year. The Department'had 
asked for some of these Schemes last year also, hut the 
F . U  in view of financial stringency had decided to post- 
pone them* 

D4 - - - d  . \ FRY-- ? .  

S. K. BHA'ITACHARJEE, 
Joint Scctetarg . 

C 

F. No. 2/7/6%Ab N.1 



APPENDIX V 
( R e f .  Para 2.38 of this Report) 

MINISTRE- OF FINANCE (DEPARTMENT OF RKVENUE & 
INSURANCE) 

Porn 12-Sub-para (i) 

A note may be furnished stating whether similar equipment im- 
parted at the same port was differently assessed on two occasions 
and if so, the +tes or which both the Bills of e n t q  were assessed. 
It  may alm be stated whether both the bills of entry referred to in 
f5ct para were assessed to duty by the same appraiser and i f  so, rihc- 
fher he offered any seesons for assessing the goods difhmntly on 
the two occasions, 
Reply : 

TWO consignments of Cementing Aggregate mounted o n  automo- 
bile and ~CCW as such were imported by the Oil & N a t w a l  Gas 
Comdmion, Bombay, but were assessed diff errntly . Tlw part ieu- 
tors are: 

(1) Thc t i r ~ :  13 I 1  01  E n t ~  .v ( b r  hich was corl'rc'tly asst .shi~dl  was 
classified by the Appraiser on 8-10-1963 and counte t s ig~~c .d  t w  the 
t'r~ ncipal Appraiser on 11-10-1963. 

(2) The second Bill of Entry (which was wrongly asscsscd) was 
~~ls~s i f i ed  by the Appraiser on 1612-1963 and countersigned hy the 
Principal Appraiser on, 19-12-1963. 

These two Bills of Entry were assessed by differrnt  Appraisers. 
The Appraiser, who classifled the second Bill of Entry wrongly, had 

ready been cautioned. 
Since the same Pr;ncipal App1,aiser- had cour~tcrs: yncd t hc two 

Bills of Entry showing different a s s r s s~nen t s  ittithin a short pcriod 
ob two months, the Ccllector is examining the matter for considering 
further action against the Principal Appraiser. Similarly, since the 
same Audit Clerk had audited both the Bills of Entry on the same 
datc, the collector is considering fur thcr  actjorr against the 
Audit Clerk. 

Sd./D. F. ANAND, 
Addltioual Sect e k m j  to the 

Government of India. 



APPENDIX VI 

(Ref .  pare 2.52 of this Repart) 

MTNISTRY OF FINANCE 
-t of Revenue & Insurance) 

Pam M ( a )  and ( b )  -b& of revenue due to frmdulent alterrrtim in 
Bill8 o f  E n t q  

(a) Has the investigation been completed, and has the amcunt 
recovered from the party? 

(b) What safeguards have been taken by the Board to stop 
mxmwnce of such frauds? . 

The r e p b  to the above pofnta are given below seriatim: -- 
(a) Five frauds involving an evasion of Customs Duty 

a r n o u ~ l l ~ t ~ g  to 11s. 64735.98 wcrtx cornmittcuf by M s Ashar 
Brdhm Out of these Ave cases of fraud, investigations 
hsvc hewn cwrnploicd 111 one case and prosecution pro- 
eeedfnes have also been initiated. The other four cases 
are still under investigation by the Special Police Estab- 
lfahment. The amount involved has not yet been 
xvxwmd 

As regards the fraud ccrn~mltted by M I  s. R S ~ n g h  F; Company 
involv~ng tl loss of du ty  an~ounting to Hs. 1.70361 '- the 
investigation has been completed and action to prosecute 
the persons involved in the fraud has also heen taken. 

No rccotwy of the alnour~t ~nvolved has so far bcen efft?cted. 

(b) In order to plug the loopholes In the ex~sting ~ rocedure  
arid pawent the Clearing Agents/Impo&rs from making 
hudulent alterations in the Bills of Entry, a system is 
b h g  introduced d perforating both in words and Agures 
the amount of duty on all copies of the  Bills of Entry with 
ph-pofI1t typewritem. Simultaneously, from the long 
r a w  point of view, this Mhi&y are  considering other 
m t e  measures far eliminating the chances of 
Eaudulemt alterations in Bills of Entry. 

7 

Sd/- D. P. ANAND, 
Joint Secretmy 13 the Gooenzment of India. 

F. NO. 66/10/66-CUS. lV 



APPENDIX VII 

(Hcf : Para 3.18 of this Report) 

A note may be furnished stating whether as a result of the 
B o d ' s  decision in this case there has been discriminatory treat- 
ment. 

NOTE 

Thls para pertains to Bombay Central Excise Collectorate. 
Apart from Bombay Collectorate, the drugs industry IS largely con- 
centrated in Baroda, Calcutta, Orissa and Madras Collectorates. 
In Baroda and Jalnnagar divisions of Baroda Collectorate, assess- 
ment of patent or proprietary medicines during the period October, 
1961 to  the 18th May 1962, that IS, beforo the ISSUP o i  notrficntion 
No. 91/62-Central Excise dated the 19th May 1962, was made under 
adhoc discount procedure without ver~ficativr~ 01 lnvoices and 
d ~ s c o m t s  a t  the flat rat(> o!  10'; or 25'f tvcrcb allotrod i ~ - ~ ~ * s p c x  t i w  of 
actual dlswunts granted by the manufacturer. In other words, 
the same practice:, as In vogue in Bombav Collc*ctorilt~ w:~.. tollowed 
in these divisions of the Baroda Collectorate. In S u r a t  tli\~~sions of 
Baroda Collectorate, no assessment was made undcr ad hot. discount 
procedure. 

In  Calcutta and Orissa Collectorates, discounts upto 10% or 25% 
were allowed provisionally and differential duty was realised on 
actual verification of invoices if actual discounts allowed by the 
manufacturer happened to  be less than 10% or25%. However, on a 
random checking, i t  appears tha t  the difference between actual 
discounts and the flat rat  of 10% or 25% was not much. For 
example, as against the flat rate of 25% on the consumer price, the 
actual discounts in many cases worked out to amund 22-23% 

In Madw Collectorate, the adhoc discount procedure was availed 
of by only some of the Licensees. Some of them actually allowed 
disoounts a t  a rate of 10% or 25% or even more. Discounts at  a 
flat rate of 10yo or 25% were granted to  these licensees. A few of 
the licensees were found to have allowed discounts at  lesser artes; 
only the actual discounts allowed by these licensees were taken 
into account in determining the assessable value. 



Besides the above Collectorates, there is a sprinkling of major 
units of drugs rnlrnufacturcrs in Pwna, Hyderabad and Deihi Colkc- 
torates. In Poona Colkto ta te ,  the three major units allowed 
actual amount  of 255 and were, therefore. allowed the cilscount 
of 250/,,. Some smaller units in P m  collectorate allowed less thrn 
25'1 discount and they were granted the actual discount dlowed by 
th rm.  Thc same pract~ce appeared l o  hatre bcen followed in 
Hyderabad and Dclhl col1cctoratc.s as well 

To sum up, whllc ~t IS no doubt true that there ivas a ccrtam 
amount of dlscnrmnatory treatment (tlw background has been 
already e x p l a ~ n ~ d )  In the other collectorates as compared to the 
Bombay Central Excia* Collectorate (where discounts at  a flat rate 
of lo1;; or 25", were i~llowed without detailed scrutiny of invoices) 
is is apparent that the degree of discriminat~on was marginal and 
the discrimmatory treatment was confined to a short period from 
October 1961 to the 18th May 1962. Uniformity was restored with 
the issue of nutification No. 91/62 dated the 18th May 1962 \vhich 
confirmed the Chwnment ' s  intention of alknving the discounts of 
25% over the consumer prices, v;hcrc these ure publicised or 105, 
over the trade prices provlded the manufacturer opts for such 
aswssmt3nl un~formly In reqwct of all h ~ s  dut~able pt-ducts. 

(Approved by Joint Secretary) 



APPENDIX VIIJ 

Summrg of main conclusim/Recommendation 

S. Panr No. Aiinistryl Conclusion~Recommendation 
No. of Report Department concaned -- 
I 2 3 4 - - - 

r I .g Ministry of Finance While the Committee are glad that the percentage of variation 
in Tax Revenue has come down to 7.09% in 1964-65 from 18.24% 

DWumrmo Rev*ue and in 1962-63 and 10.99y0 in 1963-64, they find that the revenue receipt. Insurance and Economic 
Affairs. of the Government of India for 19644% had exceeded the budget 

estimate by as much as Rs. 104.78 crores. Since the excesses in 
revenue rece~pts perssts from yea: to year axd as thc varlatrons are 
fairly wide and the percentage of variation in Tax Revenue is even 
now as high as 7';. t he  'Committee would l ~ k e  to re~terate  the 
recommendation made in para 1.10 of their 44th Reoprt 1966 (Third 
Lok Sabha) and expect that the Ministrv would try to frame the 
Budget estimates more realrsticalIy so a s  to ensure that variations 
between the estimates and t h e  actuals are kept to the minimum. 

2 1 . 1 5  -Do.- The Committee hope that, with the various measures taken by 
the Ministry, it would be possible to make future Budget estimates 



more realistic and the variations between the estimates and the 
actuals would be substantially brought down. 

3 1-23 Miniivy of Finance 

Department of Revenue and 
Insurance and Economic 
Affairs. 

While the o\-erall variation between the budget estimates and 
the actua!~ for Customs Revenue showed a downward trend in 
1963-64 the Comrntttet. find that the percentage of variation had 
increased in 196445 and this was even higher than the figures for 
1962-63. in man3 cases, the pattern of variation under different 
heads was such that the actuals varied widely from the estimates. 
They also find Lrom evidence that the variations were mainly due to !% 
mid-ierm measures taken by the Government. The Committee 
would like to urge upon the Ministry that when Government initiates 
any rmd-terrn measures wh~ch tend to increase or decrease duties. 
the matter should be brought to the notice of Andrt in time. $0 that 
the fact is taken due note of befo:e the Audit para is finally included 
in the Report. 

Even thoug!; :he jAercuntage of variation between the actual 
receipts and the budget cstrmates f o ~  the year 196445 rn respect of 
"Excise Duty" when compared with the earlier year was less, the 
Committee find that under some of the heads like 'Plastics', '.Sodium 
Silicate', 'Woollen Yam' etc. the variations were fairly substantial. 



From the evidence the Committee fhd that h ~ e  reasons for such 
variations were mainly: 

(i) even when the coverage for plastics waa changed, the 
Department failed to assess the financial implication . 
properly; 

(ii) proper statistics in respect of the production of Sodium 
Silicate was not available; t* 

( ~ i i )  change in the production programme of motor cars and 
the import of the foreign parts therefor were not ade- 
quately taken note of a t  the time of preparing the budget 
estimates; and 

(iv) the lack of proper liaison with the Ministry concerned 8 
resulted in the failure to take note of the big increase in 
the production of Su lph~r ic  Acid. 

In all these cases the Committee feel that the vstimates c ~ u l d  
have been framed ivi:h greater accuracy if only the Ministry had 
taken more initiative to keep itself informed of development. They, 
however, hope that the hIlnistxy would benefit from their experience 
and ~vould try to effect better co-ordination through measures such 
as are stated to have been ~ntmduced in other Ministries irk collecting 
up-to-date :nfor.mat:on and frame the estimates more rea1ist;l:aliy. 

5 1 - 4 4  -D9- The Comn:i:ttv hope that the Ministry will continue to make 
efforts to preparc their estimates more realistically so that the wide 

- -- ~ - - -  - -- 



vviation between the estimate and actual is reduced to the mini- 
mum 

6 1-55 ,Miistry of Finance The Committee find that even though the cast of collection in 
terms of percentage had remalned almost the same as in 19tX3-N. the 

Department of Revenue actud expndi ture  for collection had gone up by Rs. 2.33 crores. The 
and insurance and expenditure on the Department has increased by another Rs. 1.411 Economic Affairs. crores in 196566 as compared to 1964-65. From the evidence and the 

note they also find that the increase has been mainly due to (i) 
creation of addittonal posts (ii) accrual of increments ( i i i )   vision 
of rate of allowances to the staff. 

The Committee would like Chernment  to keep a careful watch 
on the progress made with the  clearance of arrears of assessnlent. 
They also expect that with the appointment of additional staff, there 
Would be batter collection of revenues. T h e  would like to watch, 
through future Audit Reports (the rst~lts achieved by the Department 
in  this connection) 

Mininry of Finance The Committee feel that it 

Department of Revenue dl existing pattern of import and 
Insurance. revising the rates of drawback. 

would be advisable to keep the 
indigenous elements in view while 



They also feel that the rate of drawbacks should be reviewed 
priodically, particularly in the case of commodities like art silk 
fabrics, whcrc the amount of drawback is substantial. 

The Committee regret that in sp~ te  of their observations in :he 
21st Report and the 27th Rcport (Third Lak Sabha) no improve- 
ment is visible in the working of the Internal Audit Organisation. 
They hope that the question of re-organisation be given immediate 
consideration and all necessary steps will be taken to improve tbe 
working of the internal Audit organisation. They would like to be 
infonned of the decisions arri\.ed at in t h ~ s  connection along with 
tbe progress made with their implementation. 

The Committee note that one particular piece of machinery has 
been classified differently for the purpose d levying extise and cus- 
h w  duty. Certain items have also been classified differently by the 
&Remat Custom Houses. The Committee feel that an effort should 
be made to avoid such anomalies as far as possible. 

The Committee hope that the Report of the Tariff Revision Com- 
mittee on customs would receive due consideration and changer, 
introduced as a result of that Committee's recommendations would 
systematise the tariff and bring ~t in llne with modern conditions. 
The Committee hope that now that the question of aligning of the 
W r a l  Excise tariff with the Customs Tariff has bemi r e f e d  fo 
the Tariff Revision Committee. wlth the receipt of the report (of the 
Tariff Revision Committee). difficulties about the imposition of 

... - - .  - -  - . -  - . .  



countervailing duties would be reduced considerably and the Centnl 
Excise Tariff would also be put on a more scientific basis. 

Ministry of Finance ---- 
The Cornnuttee rcgret to note that there was a loss of revenue to 

Departnlcnt of Revenue & the  extent of Rs. 69,796 - on account of the dlsregardmg of instruc- 
Insutarre. tions existing in the matter. They hope that learning fmm this 

case, it would be enjoined upon all cancerned to pay due regard to 
the procedure prescribed in such matters and tlle - ~ m d  &ld;llso 
take senous view of similar deviations in future. 

From the note furnished by the Ministry the Committee regret 
to note that the  same jtem was classified differently within a short 
period of two months. The Committee are glad to note that bs a 
result of audit objection, short levy of countervailing duty to the 
extent of Rs. 35,689 was recovered by the Custom House. They how- 
wer, are left with the impression that this nlistake tcmk place pri- 
mar~ly due to negligence. They hope that suitable action nould now 
be taken against the persons responsible for the lapse. 

The Committee would also des~se t h t  tlit* Central Board of 
Excise & Customs should devise suitable mtSasures by which the 
classification of similar articles d~llerently by different appra im is 
eliminated. 



The Committee hope that the authorities would go into this matter 
and find out how the particular officer was unaware of the revised 
rate of duty. If it \vas on ,~ccount of certain lacuna in the procedure 
nf intimat~ng the changes to concvl-ned officcl-5, thc Committee desire 
that step\ would be taken to rectlfy that. 

The Committee note that the persons involved in the frauds have 
been or are being prosecu~ed. The Committee are, however, unhappy 
that frauds involving rl total sum of Rs. 2.35,107 have been committed. 
They hope the authorities will take necessary safeguards against the 
possibilits of such frauds. 

The Committee hope that the improvement in the system which 
was proposed to be introduced and the other measures which the 
Ministry intended to take would eliminate opportunities for fraudu- 
lent alterations in Bill of Entry. They desire that a proper watch 
should also be kept on the new system so t!mt areas of frauds are 
altogether eliminated. 

The Committee would like to be informed of the final action In 
cases where prosecut:on proceedings are in progress and of the re- 

.cove? of amoun!s frclrn :he persons concerned. 

The Committee hope that the question as to the date from which 
a 'Tariff Ruling' should be given effect to. would be considered from 
all as was pronlised by the Chairman of the Central Board of 
Excise and Customs during evidence. and that a decision would be 
taken at an early date. This decision should be circulated to all the 
Customs Houses, so that a uniform practice is followed everywhere. 

= 



5 2.83 Min. of Finance (Depn of T h e  Comrn~ttee feel that ~t 1s a most anomalous posltion that the 
and InrmranceL- firxrds lost after landing at a port are not liable to duty. The CUS- 

Min. of Tmspofi(L shipping toms Law does not pmvide lor the recovery of duty from the Port 
. r I ' r . ~ a i ~  from whose cusiody the goods are lost The responslbllity of 
r!;e Poi t Trusts extends to that of a bailee for a p e r d  of sewn days 
nftcr the goods are landed at the port. As a bailee the Port Trusts 
were expected to take reasonable care and caution over tbe 
safe custody of property. The Port Trusts charges demurrage on the 
goods, dellvery vf which is not taken within seven days. The amount 
(.. the demurrage charged was Rs. 3 to Rs. 4 crows in 1%-B and 
nearly Rs. 5 crores In 1!W5-66 In Bombay Port alone. In these cimum- 
stances. the Committee are of the view that the Port Trusts cannot 
be completely absolved of the respuns~bllltp for the 1 1 s  of g d  
held by them. and ~t 1s reasonable that the Port  Trust is held res- 
ponsible a t  least partly for the loss of customs duty on packages pil- 
!cared from their (Port Trusts) custody. The Committee feel that 
this aspect needs further looking into especially in view of the fact 
that the value of rnlssing stores has gone up in rectmt years. More- 
over, when the ioss of gcmds after landing u wsun~ed to be due to 
their being d~vcrted sur reptit~ously the Comm!ttec. t h ~ n k  ;!;at the 
ml i rc  po;ition needs t o  bc rwiewed Unlws sc~mething drastic is 
clone, the Cimmittee arc ;rfr.ard ~mported g o d s  will continue tr, be 
~ J l e r e d  and surreptitiously retnovcd and the publlc exchequer would 
be put to loss. 



The Committee are sorry to note that the authorities do not pus- 
s e s ~  a complete record of goods lost and their value. There its no 
system of keeping such a record and for that purpose the figures sup- 
plied by the police authorities alone can be rebed upon. The Com- 
illittee lee1 that a proper account of goods received and lost during 
and after the seven days period should be maintained by the Port 
Trusts and also by Customs authorities. 

The Committee also feel that there is need to dev~se  measures 
by which the P o n s  do not become warehouses for !he Importers, till 
they are able to find suitable accommodation outs~de. Such a ten- 
dency on the part of importers should be effectively discouraged. 

The Committe were Informed durinl, evidence that an expert 
+ 

study team had been appointed to look into the matter from all as- 
pects. The Committee would like to be informed of the findings of 
the expert study team and the action taken. 

:6 2.94 Aiin. of Finance (Deptt. of 
Revenue & Insurance) The Committee are glad to note the decrease in the arrears of 

Cwtorns duty. The total amount of Customs duly remaining u x r a -  
1:scd as on 31st October. 1965 was Rs. 47.46 lakhs as against Rs. 112.08 
1akhs for the corresponding period last year. The Committee feel 
conc.t.rned, however, over the arrears of duty which have been pend- 
ing for the last several ?.ears. (As on 30th June. 1966, the outsbnd- 
ing fur more than one year was Rs. 21.36.058). The Committee note 
the measures taken by the Department to recover the arrears. They 
desire that necessary action should be taken to liquidate the old out- 
standing amounts. 





law although for a short per id  The argument that the degree of 
discrimination was marginal and the discriminatory treatment was 
confined to a short period (October, 1961 to 18th May, 1M2) does not 
mitigate the violation of the healthy principle of taxing the c i t ize~  
uniformly under the same tax law. The Committee hope that such 
a situation will be avoided in future. 

In the present case, the EMard should have immediately applied 
its mind to the reference made by the Collfftor concerned on gth 
October, 1961, after the visit of the Secretary in September, 1981, 
and issued the necessary notification much more promptly to ensure 
uniformity in the levy of the excise duty in all the Collectorates The 
delay in the issue of the notiftcation is regrettable. The Committee 
hope that suitable steps will be taken by the Ministry to avoid such 
delavs in future. 

The Committee suggest that in order to put the matter beyond 
any doubt and ensure uniformity in the levy of duty, the &ar3 
should issue revised instructions clearly bringing out the principle 
contained in the judgment of the Mysore High Court. 

The Committee note that the Board propose to take powers to re- 
view the orders of the Collector passed in appeal. The Committee 
also suggest that the question regarding referring appeals in cases in- 
volving amounts above a certain limit to an independent authority 
other than the collector should also be beTiOusly considered, This 
would create more confidence in the appeallate authority, as under 



the present system the Collectors who hear the app& rre the 
admmistrative heads of the colletcoraW 

m i t r y  of Finnncc The Committee are unhappy over the inordinate delay in &dn8 
the assesja ble value of the goods by the Superintendent concerned. 

m m e n t  of R~~ The Comrmttee hope that the Department will take necessary steps 
and Inwrtaact to ensure that in future transfers of staff do not interfere with the 

disposal of the assessment work. 

A more serious feature of this case is that the manufacturer h a  
retained the differential duty amounting to Rs. n.739 collected from 8 
the dealers. The Committee were informed that this was inherent in 
the system of provisional assessment of duty that the party in r?:-der 
to safeguard itself might collect higher duty from the custmers If 
so, the Committee consider it as a very unsatisfactory position which 
needs rectification. They desire that this aspect should be seriously 
considered so that pending the finalisation of provisional assessment, 
the tax realised from the consumers is deposited with Government. 

All the same, the Committee are doubtful whether in a case such 
as this one where different rates of duty are not involved, it was pra- 
per to allow provisional assessment under section 9-B. Thq mtkrt 
needs examination. 



The Committee are surprised how in these two cases standard 
rates of duty were allowed as deduction. Even after the Board i m d  
the clarification in August, 1964, there was inordinate delay in one 
of the two cases in raising the demand, which is indefensible. 

In the second case although the demand of Rs. 2,11,619 was r a i d  
more than two years back, the duty has not yet been reelised pend- 
ing the disposal of the appeal preferred by the party. The Commit- 
tee suggest that in such obvious cases of mistakes where action by 
way of rectification has been taken, the question whether the different 
duty can be collected before hearing the appeals, may be looked into, 
as promised during evidence. 

The Committee take a serious view of the lapse of the ofacrrs 
in omitting to add warranty, packing, forwarding and other charges 
to the assessable value of refrigeration and air-mndi tioning tttachi- 
nery in this case which resulted in under assessment of duty amount 
ing to more than h. 4 lakhs. They would like to know about the 
action taken against the officers concerned. 

The Committee feel concerned to note that the duty for the period 
March, 1962 to November 19, 1964. has become time-barred. It would 
be a very unsatisfactory position, if the manufacturer has already 
collected the differential duty for this period from his  customer^. The 
Committee desire that the position in this regard may be verified and, 
if the duty has already been collected, the assessee may be asked to 
make a voluntary payment as suggested by the representative d the 
Board during evidence. 



3 - 9  . h4histry d Finance The Committee alsa suggest that, where the excise duty is collece 
ed from the customers, the desirability of showing it separately in the -st cash memo may be examined. and Insurana 

The Committee note that in this case there were three dWbd 
stages in application of the tariff aiz, 

(a)  the introduction of the new definition of pmprietorg 
medicines from 24-4-62; 

(b) the clarificatory orders issued by the Board on 27.12.62; 
and Y I 

0 
( c )  issue of orders by the Board on 12.1 1.63 that revised levy - .  

should take effect from the date of communication af the 
orders to the manufacturers and that the e d i ~ r  &man& 
should be withdrawn. 

The Committee find that instructions of November, 1963 that tht 
revised levy should take effect from the date of communication of 
orders to the manufacturers were issued because of the special & 
cumstances of this case that mistakes had been made by collectors b 
the past in classifying the various medicines and the orders of Decern- 
ber, 1962, amounted to a change in the practice. It is, however, doubt- 
ful whether there is any legal authority to issue these lnstructiona 
authorking the collectors to levy duty prospectively from the date of 



communicating the decision. According to the Ministry's own ad- 
mission during evidence, the decision of the collectors "could haw 
retrospective effect right from April, 1962-subject to the law of 
limitation". 

Another draw-back in the instructions of November, 1963 was that 
the lower officers could benefit a licencee by delaying communicatio~ 
of the decision and the assessee could also dodge receiving the mvlG 
ed communication, which would result in loss of duty. 

The Committee desire that, in order to avoid such confusion in the 
case of levy of a new excise duty, the orders issued with the Budge4 
instructions should in future be more clear and specific and apply 
retrospectively. 

3 
c. 

This case illustrates the divergent practices in classifying the same Y 
article in different Collectorates and frequent change of classification * , 
by the Board through executive instructions. The Committee would 
l ike tos t ress tha t  t h e B u d g e t i n s t r u c t i o n s s h o u l d g i v e t h e n ~  
details to ensure uniformity in the levy of duty. 

The Committee also understand from Audit that there has been 
considerable flexibility in issuing executive instructions. In some 
cases the Board has chosen to term certain instructions as "tariff rul- 
ings" and in some other cases the same type of instructions have been 
taken as "guide-lines". It is also understood that there is  no statu- 
tory authority for the Board to issue any ruling and it is only by way 
of established practice borrowed from Customs that tariff rulings are 
issued. The Committee desire that this aspect should be carefully 



examined and if necessary suitable provision be made in the Act 
authorking the h r d  under specified circumstances to issue t a M  
rulings. 

* 3-70 Ministry of F i i  The Committee regret to note that, due to confusion in the 
Board's instructions, there was an under assessment cd duty to the 

Dem dRmue extent of Rs 1,49.W in one case which has since been recmmd. and Insurance The Committee hope that the Board will t a b  &equate steps to 
ensure that such confusing instructions are not issued by it in 
tukue. 

L. 
L1 The Commit& regret to note the l a p  on the part of the fleld w 

staff in not implementing the order of the Collector regarding c lad-  
fication of glass tubings till Audit painted out the mistake. T k y  
would like to know the action taken against the fleld s t d l  concerned 

The Committee note that. in effect, an evasion of duty amounting 
Rs. 23.925 occurred in this case through the lapse of the c&icers in 
wrongly applying the orders contained in the notification. The C m -  
mi* hope that suitable action would be taken against the offiaE8 
concerned, and steps taken to avoid recurrence of such cases in 
future. 

The Committee regret to obscnre that this is another csse w h n s  
an audit objection wae frustrated by the issue of a notifkation 





and getting the repMt of the Deputy Chief C S , e  no adion was 
taken to charge the yarn to duty. This d a e d  in a loss of revenue 
amounting of ~s 2,n,122 for the period fmm k t  March, 1961 to 
22nd June, 196Z The Cammittee oPouLd like to know the P c t b  
taken against the ofBcer cu5cerned. 

Ministry of Finance 

Department of Revenue 
and Insurance. 

The Committee regret to observe that there was a h& d h- 
nation between the Central Ekcise O&ers and the State Covffn- 
ment in this care which ~~toxding to Audit resulted in Im of 
revenue amounting to Rs 1,47,756 for the period 1st January, 1SB 

L. 

to 28th February. 1963. They trust that n e c w  steps have been 2 
taken to ensure that all notifications issued by State C o ~ t  
having a bearing on the administration of Central Excise duties 
m i v e d  and taken proper note of by the Central Excise OfBceI%. 

The Conunittee note that the differential duty ammnting fo 
Rs. 10,420 has bwn realised in seven cases whese paints had bear 
sdd by volume. They would like to know about the outcome d 
the examinatkm of the legal Pocprtion in regad to the malisptim d 
duty in other aimflm casa 

The Committee note that this is a straight case of failure to 1- 
special excise duty on paper Boards, and they hope that such C&S@O 
d l  be avoided in future. 



The Committee feel concenred to 1- that in this case the noti- 
AcsMon was interpreted and applied diflerently in Werent mllccta- 
rates. In para 1.229 of their 46th Report (Third Lok Sbha) the 
Committee suggested it would be better if such illstrueticmi3 are 
imed by the Department of Revenue in consubtion with tlYb 
Comptrollm and Auditor General, except in case of the adminirtrr- 
tive instructions. The Committee desire that this suggestion should 
also be considered in relation to the instructions, notifications etc. on 
the Central Excise and Customs side. The Ministry should aleo 
consider appending a Statement of Objects and Reasons to eoch 
notification to avoid ambiguities and to ensure their uniform applf- 
cation. 

The Committee regret to observe that a loss of revenue amount- 
ing to Rs. 16,675 occurred in this case due to the failure of the (= 
departmental dficers to exercise suPRcient care at the time d assess- 
ing tobacm when cleared fnm, warehouses. The failure of the 
d c e n  merits serious notice. 

The irregular refund of duty amcmnting to Rs. 1-10 lakhs allowed 
in the Arat case is mg&tabIre. The Committee note Z b t  the dnty 
hast?incebctnrealise& 

As regards the second case, the Committee find that the duty 
leviebb according to Rtrle 9 of the Central Excise Rule is the daty 
in force on the day the goods are clealPd from the fsctory. During - 
evidence the witness was doubtful whetber in this case the eappcr 
rods converted from bars continued ko be covered under tht deftni- 

-C--- 
v - 



tion of crude copper. If the conversion into rods is regarded as a 
process of manufacture, differential duty should have been charged. 
The Committee feel that this matter needs further ex(unisIrrtion. 

hiinistry of Ftnanct 'Rw Committee are unhappy over the issue of executive instruc- 
thins in Febmary. 1960 and the notification in April, 19&0 exempting 

(Department of Revenue 
and Insurance) cut pieces of cotton fabrics from levy of handlmm cess, in conla- 

ventinn of the Section 5(e) of the Khadi and other Handloom In&- 
Miniary of tries Development (Additional Ex:ise Duty on Cloth) Act. 1953. The 

Committee are surprised that n o w  of the Ministries c o n c e d  oir., 
Alinisuy of Law Commerce, Finance and Law was able to notice the illegality. me - 

Cornrnittep hope that Government will take early remedial ~ c t i a r .  i;, 

39 3.  rqr Ministry of Phamx The Committee feel concerned over the increaw of tot81 
arrears of union excise dut~es  from Rs. 801.03 lakhs as on 1 - 4 4  to 

Department of Revenue Rs. 1109.84 lakhs as  on 14-65 (which includes Rs. 646.82 lakhs pnd-  
and Insurance. ing for more than one year). Out of this figure, arrears of duty 

unmanufactured tobacco alone have increased from Rs. 281.25 lakhs 
to Rs. 312.54 lakhs (whrch includes Rs. 239.09 lakhs pgndlng for more 
thsn one year). The (Xlmmittee have in their previous Reports 

_ str-td that vigorous steps should be taken to liquidate the arrears. 
They regret that thmc is no preceptible improvement in the p i t f a n ,  
especially in the case of unmanufactured tabacco. They ded* thot 
the Board should take necessary action to arrest the upward trtnd 
of the arrears. 



The CtxnmLttee note that the total number of ClaemtX.~ pmecut& 
in courts was 11 out of which 3 cases resulted in acquittals and 2 
cases wem still pending. 

The Committee hope that the cases which are pending will be 
finalised expeditiously . 

The Committee have not made ~ n d a t i o n s j o h ~ a t i o t l l l  in 
respect of some of the paragraphs d the Audit Repart ( C i d )  on 
Revenue Receipts, 1966. They expect that the Department wffl 
nonetheless take note of the discussions in the Committee and take 
such action as is found necessary. - -- - --- -- 
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st. N u ~ e d A g w t  y SI. Name d Agent 
No. N a  %? 

Atma Ram & Sonr. Kwh- 
mere Gate, Delhi-6 . 

J .  M. Jaina 81 Brothers, 
Mori Gate, Dclhi . 

n e  Central N e w  Agen- 

?i , ajlpo, Connaughr 
ace, New Delhi , 

Lakshmi BO* Store, 42, 
Municipal Market, 
Jrnpath, New Delhi. 

B n h m  Brothen, 188, LaJ- 
patrai Market, Delhi-6 

jayana Book Depor, Chr- 

K p u a d a  Kum, Kuol 
&, Ncw Delhi 

Oxford Book& Stationery 
Company, Sc~ndia Ha 
use, Connaught P h a ,  
New Dclhr-I . 

jo. P ~ l c ~ a  Publirhint 
Houre, Rani Jhrnri 
R o d ,  New Dclhi . I )  

3 1 .  ' I h U n i t c d B o o k A  ncy, 
48. Amrit K r u r  SIC 
krt, Pahrr Gml, New 
Delhi . 

31.  Hind Book House, 82, 
Jrnpath, New D e b ;  . 

33. Bookwell, 4 Sant N u a n -  
kari Colon Kingsway 
~ u n p , ~ e & - 9  . 

MANIPUR 

34. Shri N. Chaobr Singh, 
N e w  Agent, Ramlal 
Paul High School 
Annex, Imphrl . 
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3 9. T h e  S e m t u y ,  Brtabliah- 
mcnt Department, The 
High Commiuion of 
Indir, India Hourt 
A I ~ W Y C ~ ,  LON DO^, 
w.c.92 . . . 






