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INTRODUCTION 

I, the Chairman of Puhlit Accounts Committee as authorised by 
the Contrnittee, do present on their behalf this Thirteenth Report on 
action taken by Government on the recommendations of the Public 
Accounts Committee contained in their Two Hundred and Sixteenth 
Report (Seventh Loic Sahha) on Dravback Payments. 

2. Tn their 216th Report the Committee had pointed out that tho 
principles of classification of items for the purpose of payment of 
drawback under the Duty Drawback Scheme suffered from a degree 
of conceptual amhiguitv as distinct from problems of actual classi- 
fication. Emphasising the need for removing this ambiguity, the 
Committee had recommended that the Ministry of Finance shodd 
clearly spell out the principles of classification in the Drawback 
Rules themselves. In this Report, the Committee have noted that 
a proposal for aligning thc Drawback Schedule with the first Sch* 
dule of the Customs Tariff Act. 1975 which provided for rules for 
interpretation was i~ndr r  consideration. They have further noted 
that if the proposal W:IS ac-epted, it would achieve better precision 
for  classification. The C~m~mit tee have desired that the matter be 
esamined e::peclitiously and concrete action taken thereon without 
any delav so that excess payments of drawback due to ambiguity 
in  classifcat~on are avoided and also a rational and objective basis 
for pa!.ment of drawback is clearly lald down. The 'Committee have 
also desired that the Ministry of Finance should evolve an in-built 
mechanism for collection of data in a rational manner so that fixa- 
tion of All Industry rates of drawback can be done in a more scienti- 
fic manner. 

3. In this Report the Committee have also reiterated their earlier 
recommendation that Government should conduct systematic perio- 
dical studies in order to assess the extent to which exports are 
actually encouraged by drawback rates and what revisions need to 

be made in the drawback rates to make the export products more 
effectively competitive. 

4. The Committee have further observed that the existence of a 
large number of avoidable, vague headings and descriptions in the 
Schedule of All Industry Rates of Drawback are bound to complicate 
the classification of items. They have therefore, reiterated their 
earlier recommendation to restructure the Drawback Schedule elimi- 
nating vague and purposeless headings and descriptions. 



5. The Committee considered and adopted this Report at their 
sitting held on 16 August, 1985, Minutes of the sitting form Part 11 
of the Report. 

6. For facility of reference and convenience, the recommendations 
and observations of the Cmmmittee have been printed in thick type 
in the body of the Report, and have also been reproduced in a con- 
solidated form in the Appendix to the Report. 

7. The Committee place on record their appreciation of the assis- 
tance rendered to them in the matter by the Office of the Comptrol- 
1er and Auditor General of India. 

NEW DELHI; 
16 August, 1985 

--..----- - 
25 Sravana, 1907 (S) . 

E, AYYAFU REDDY, 
Chairman, 

Public Accounts Committee. 



CHAPTER I 

REPORT :.. 

1.1 This Report of the Ccrnmittee deals with the action taken 
'by Government on the recon~mendations~observations of the Com- 
mittee contained in their Two Hundred and Sixteenth Report 
(Seventh Lok Sabha) on paragraphs 1.21 and 1.22 (i) and (ii) of 
the Report of the Con~ptrolle~ and Auditor General of India for the 
year 1981.32, Union Government (Civil), Revenue Receipts, Volume 
I, Indirect Taxes relating to Drawback Payments. 

1.2 The 216th Report of the Committee was presented to Lok 
Sabha on 30 April, 1984 and contdined 15 recommendationsjobserva- 
tions. Action Taken Notes have been received in rsepect of all the re- 
cnmmendations/observations. The Action Taken Notes received from 
the Government have been broadly categorised as follows: 

(i) Recomnendations and observations that have been accept- 
ed by Government: 
S1. Nos. 1 to 3, 5 to 10 and 12. 

(ii) Hecommendatjons and observations which the Committee 
do not desire to pursue in the light of the replies received 
from Government: 
S1. Nos. 11 and 15. 

(iii) Recommendations and observations replies to which have 
not been accepted by the Committee and which require 
reixeratlon: 
Sl. Nos. 4, 13 and 14. 

(iv) Recommendationsobservations in respect of which Gov- 
ernment have furnished interim replies: 

- NIL - 
1.3 The Committee will now deal with the action taken by COV- 

ernment on some of their recommendationslobservations. 

Classification of goods in Drawback Schedule 
(SZ. No. 6, Paragraph 1.115) 

1.4 While examining certain cases of over-payments of drawback 
due to lack of rules for classification, the Committee, in their 216th 



Report (Seventh Lok Salha) had drawn attention of Government 
t o  several shortcomings in the working of the Duty Drawback 
Scheme. The Committee had inter alia recommended: 

"The Com~nittee cannot but conclude that the principles of 
classifiration ior the purpose of payment of drawback 
suffers from a degree of conceptual ambiguity as distinct 
from problems of actual classification of items. There is a 
pronounc.ed need Eor removing this ambiguity in the prin- 
ciples for classification in the contem of the drawback 
schedule on u simple and practical basis. In the opinion 
of the Committee every item in the drawback schedule 
should be preristx and bamed in relation to items of ex- 
port in respect of which data have been collected for the 
pu,rpose of computing the all industrv rates for that item, 
such description as "not elsewhereiotherwise specified" 
must be ].are except.ions and for a n~inimum of ducy inci- 
dence. Thc Ministry of Finance should clearlv spell out 
the principles of classification in the Rules 'themselves 
which principlrs ~hould  have nexus to the scheme of data 
collection and fiz-ation of rates with a view to minimising 
the scope for ambiguity. ad hocism and arbitrariness. 
Thjs is essential not onlv to safeguard revenue against 
excess payments of drawback but also to provide rational 
and objective hasis for drawhack determination." 

1.5 In their action t,aken note dated 30 Novem.ber, 1984. the 
.Ministry of Finance (Department of Revenue) have stated: 

. . . . . ."there is already a proposal under consideration of tne 
Government for aligning the Drawback Schedule with the 
first Schedule to the Customs Tariff Act, 1975 which pro- 
vides for rules of interpret,ation.. . . . . . In case the pro- 
posal . . . . is accepted. this could achieve better precision 
for classification." 

1.6 The Ministry have further stated: 

"The necessity of 'Not elsewhere specified' or 'not otherwise 
specified' will always remain in view of the fact that how- 
ever elaborate a system may be, there will still be some 
products which do not clearly fall under the specified 
headings. All Industry rate of drawback provides a rough 
and ready calculation of the broad average of the duty 
incidence on input materials for prompt payment of the 



amount. Therefore, there may be certain items on which1 
the actual duty incidence is loss than the rate of drawback 
for the NOS items. In the present context, this cannot al- 
together be avoided. However, for most of the NOS items, 
all industrv rate of drawback has been brought down to. 
a level of 3 per cent." 

1.7 While examining certain cases of over payments of drawback 
due to lack of rules for classificati~~n, the Committee had pointed 
out that the principles of classification of items for the purpose of 
payment of drawback under the Duty Drawback Scheme suffered 
from a degree of conceptual ambiguity as distinct from problems of 
actual classification. Emphasishg the need for removing this ambi- 
guity, the Cornmitt& had recommended that the Ministry of Finance 
should clearly spell out the principles of classification in the Draw- 
back Rules themselves. In their action taken reply the Ministry of 
Finance have siatcd that a proposal for aligning the Drawback Sche- 
dule with thc first Scheduled to the Cutoms Tariff Act, 1975 which 
provides for rules of interpretation is under consideration. According 
to the Ministry, if the proposal is accepted, it could achieve better 
precision for classiGcaiion. The Committee desire that the matter be 
esamined expeditiously and concrete action taken thereon without 
any delay so that excess payments of drawback due to ambiguity im 
classification are avoided and also a rational and objective basis for 
payment of drawback is clearly laid down. The Committee would 
like to be informed within the next couple of months of the date 
by which the Ministry of Finance expsct the Central Board of Ex- 
cise and Customs to complete the work of restructuring the first 
Schedule to the Customs Tariff Act, 1975 with which it is proposod 
to align the Drawback Schedule. 

Collertion of data for f ia t ion  of All Industry rates of drawbacks. 
(S. No. 4. Paragraph 1.113) 

1.8 Commenting on the present system of collection of data for 
the purpose of fixation of All Industry rates of drawback, the Com- 
mittee in paragraph 1.113 of thek 216th Report (Seventh Lok Sabha) 
had observed:- 

"The Committee are surprised to find that data in respect of 
beta-ionone, hydraulic pumps and castor oil B.P. was not 
taken into consideration while determining the All Indus- 
try rates for these items. The Ministry of Finance have 
stated that in the case of beta-ionone and castor oil ave- 



rage rates were fixed purely on the basis of brand rate 
files. The Committee wonder how such an approach 
could be adopted as the brand rates are granted as ex- 
ception to the All Industry rates and are bound to be on 

the higher side." 

1.9 The Ministry of Finance (Department of Revenue) have in 
their action taken note dated 30 November, 1984 stated as follows:- 

"Rat'onalisation and streamlining is a continuous process. I t  
would be seen that rationalisation is being affected as and 
when imperfections and inadequacies come to notice." 

1.10 In their 216thl Report the Committee had exprekssed their 
dissatisfaction over the approach adopted by the Ministry of Finance 
in determining All Industry rates of drawback to certain items viz. 
beta-ionone hydraulic pumps and castor oil B.P. purely on the basis 
of the brand rate files. The Committee had pointed out that brand 
rates were granted as exceptions to All Industry rates and, therefore, 
the All Industry rates fixed purely on the basis of brand rates were 
bound to be on the higher side. The Committee are unhappy to 
note that the Ministry of Finance have not offered any satisfactory 
explanation for continuance of such an approach. The Committee 
are aware of the fact that rationalisation and streamlining is n cun- 
tinuous process and that rationalisation is being affected as and when 
imperfections and inadequacies came to notice. What the Commit- 

tee desire is that the Ministry af Finance should look into the matter 
thoreughly and evolve an in-built mechanism for collection of data in 
a ratienal manner so that fixation of All Industry rates of drawback 
can be done in a more scientific manner. 

Dtit;j Drawback Scheme and Enrport Promotion 
(S. No. 13-Paragraph 1.122) 

1.11 Stressing the need for periodical review of Duty Drawback 
Scheme in order to assess its efficacy in terms of export promotion, 
the Committee in Paragraph 1.122 of their 216th Report (Seventh 
Lok Sabha) had recommended: 

"During evidence. thc Secretary, Department of Revenue 
stated that the purpose of the Drawback Scheme was to 
enable the Indian exporters to compete in the interna- 
tional market. Asked whether any study had been con- 
ducted to find out how far the drawback Scheme had re- 
sulted in the achievemerit of the above objective, the 



Ministry have stated that no such study has so far been 
conducted. The Ministry have further stated that they 
do not see any purpose in undertaking any study to find 
out a correlation between the changes in drawback rates 
and the consequential chanzes in the quantum of exports. 
The Committec are surprised at this explanation. As the 
drawback scheme involves considerable sacrifice of reve- 
nue, the Committee feel that such a study should have 
been conducted by the Ministry of Finance, in coordina- 
tion with the Ministry of Commerce. The Committee also 
find from a study made by the Office of the C & AG that 
useful insights could be gathered towards fixing appro- 
priate drawback rates for enabling Indian products to 
forge ahead in the highly competitive international mar- 
ket. The Committee therefore, recommend that the Gov- 
ernment should conduct svstcmatic periodical studies in 
order to assess the exte:it to which exports are actually 
encouraged by drawback rates and also what revisions 
may bc effected in drawback rates to make the Scheme 
more effective and purposive. For this purpose, it is 
essential that Government compute the total amount of 
drawback af duty (both All Industry and brand rates) 
paid out every year as a percentage of the f.0.b. value of 
products exported under each category. which is not pre- 
sently being done" 

1.12 In their action taken note dated 30 November, 1984, the 
Ministry of Finance (Department of Revenue) have stated: 

"The concept of rebating duties of Customs and Central Ex- 
cise on the goods exported is based on the principle that 
the goods entering international market should not be 
burdened with domestic duties. That is why legal provi- 
sions exist in the statutes of various countries. It may 
also be stated that anv All Industry rate of drawback 
ipso-facto is base6 on 'the average of actual duties paid 
and therefore, cannot be made flexible vis-a-vis the change 
in quantum of exports." 

1.13 The Committee had earlier recommended that Governmeni 
should conduct systematic periodical studies in order to amws the 
extent to which exports art actually encouraged by drawback rates 
and also to determine the revieioas required in order to make the Duty 
Drawback Scheme more effective and purposive. The Cornmitt- 
regret te note that the Ministry of Finance have not come forward 
with any concrete proposal in this respect. In their action taken 



note the Ministry have sought tu maintain that the quantum of 
drawback does not or indeed cannot have a direct link with the qurul- 
turn of exports. The Committee do not agree, but see no point in 
wasting'time in such controversies. They would merely draw attsn- 
ti011 again to the study undertaken by the Office of the Comptroller 
and Auditor General of India which found that if appropriate draw- 
back rates are fixed, Indian products would be helped in forging ahead 
in the highly competitive international market. The Committee, 
therefore, reiterate their recommendation that Government should 
couduvt systematic. pcriodiral studies in order to assess the extent to 
which exports are actually encouraged by drawback rates and what 
revisions need to be made in the drawback rates to make the export 
products more effectively competitive. 
Restruclur;rlg of Drawback Schedule (SL. No. 14-Paragmph 1.123) 

1.14 Emphasising the need for restructuring the Schedule of All 
Industry Rates of Drawback the Committee in paragraph 1.133 of 
their 216th Report (Seventh Lok Sabha) had recommended:- 

''In this contest, the Committee find that there are at pre3ent 
around 750 All Industrv rates under the 59 Chapter head- 
ings. From the details furnished by the Ministry of Finance 
at the instance of the Committee it is seen that 80 per cent 
of the drawback payments made during the last three 
years are accounted for by not more than about 100 sub- 
heads, out of the total of the 750 sub-heads. The Commit- 
tee recommend that the Ministry of Finance should concen- 
trate their attention primarily on these sub-headings and 
restructure their schedule eliminating vague and pui-pose- 
less headings and descriptions." 

1.15 The Ministry of Finance (Department of Revenue) have in 
their action taken note dated 30 November. 1984 stated:- 

"As stated earlier, the drawback is being granted with a view 
not to burden to goods entering the international market 
with domestic duties. Therefore, the quantum of draw- 

, . back can not have a direct link with quantum of exports." 



1.16 In their 216th Report the Committee had noted that presently 
thare were about 750 rates undkr the 59 Chapter headings in the Sche- 
dule of All Industry Rates of Drawback. However 80 per cent of 
the drawback payments made during the past three years were 
aceaunhtd for by not more than about 180 sub-heads. The Committee 
had recommended that the Ministry of Finance should concentrate 
their attention primarily on these sub-headings and re6-structure ihe 
Schedule eliminating vague and purposeless headings and descrip 
tions. The Committee are unhappy to note that the Government hare 
not taken any steps to re-structure the Drawback Schedule as sugges- 
ted by the Committee. In their action taken note the Ministry of 
Finance have merely stated that as drawback is being granted with 
a view not to burden goods entering the international market with 
domestic duties, the quantum of drawback cannot have a direct link 
with quantum of exports. The explanation offered by the Ministry 
of Finance is totally unsatisfactory and illogical. As the existence 
,of a large number of avoidahle, vague headings and descriptions in 
the Schedule are bound to complicate classification of items, the 
Committee consider it imperative that Government take early mev- 
sures to restructure the Drawback Schedule in a more practicd 
manner. The Committee, therdore. reiterate their earlier rcom- 
mendation and trust that Government will take steps to implement 
this. 



CHAPTER I1 

RECOMMENDATIONS AND OBSERVATIONS THAT HAVE 
BEEN ACCEPTED BY GOVERNMENT 

Recommendation 

The grant of drawback of customs duty paid on materials used in 
the manufacture of goods for exports is authorised under the provisions 
of Section 75 of the ~ u s t o n k  Act, 1962 a d  similarly of excise duty 
under Section 37 of the Centell Excise and Sal: Act, 1944. Customs 
and Central Excise Duties Drawback Rules 1971 have been fmramcd 
in exercise of the powers conferred by these two sections. 'Drawback' 
as defined in these rules in relation to any goods manufactured in India 
and exported, means the rebate of duty chargeable on any importcil 
materials or exciseable materials used in the manufacture of such 
gclods in India. The Drawback Rules provide for determination of AII 
Industry rates for payment of drawback. The All Industry rate5 arc cie- 
termined by Government hrving regard to the averagc quantity or 
value of each class or description of duty paid materials from which a 
particular class of goods is ordinarily produced or nian u fact u:ed in 
India. Such rates are intended to speed up payment ol' dri~whncl; im- 
mediately on export. I f  ary exporter is not satisfied with the amount 
of drawback that he gets under the All Industrv rates. hc mi1y apply 
for fixation of a brand rate to exclusively cove; exports ol' hi.: goods. 
Brand rate will be allowed only if the amount or rate oC drawback 
fixed on all industry ba ;ic i s  Icss than three-fourths of the duties paid 
on the materials or components used in the production or r!lanuf:lc- 
ture of the goods exported by the applicant. The drawback pavm:nts 
have shown a significant increase over the years. The drawback pay- 
ment made during the year 1981 -132 amounted to Rs. 204 crores as 

against Rs. 120 crores in 1976-77. ' 

fl. No. 1 of Appendix 11 (para 1.110) of 216th Report of PAC 
(Seventh Lok %%ha) 1 



Action Taken 

This recommendation states the legal position and methodology 
for determination of all-industry rates of drawback. No further 
action is, therefore, called for. 

[Ministry of Finance (Department of Revenue) O.M. 
No. 604/10/84-DBK dated 30-11-84.! 

Recommendation 

' Revenue Audit has highlighted certain cases of over-payments of 
drawback due to lack of rules for classification. The incorrect classi- 
fication of consignments of hetaiononc exported durinz the period from 
October, 1978 to January 1979, hydraulic pumps exported between 
May, 1976 and April, 1977, brass nipples exported in June* 1980. 
brass beari!;;~ for railway wagons exported between January 1978 to 
April. 1978, tiingsten carbide tips and inserts and tungsten carbide 
tipped and augur drills exported between January, 1.981 and April 
1981 and castor oil B.P. exportcd in March, 1981 resulted in excess 
payments of drawback amounting to Rs. 2 1.044, Rs. 47.401, Rs, 1.47 
lakhs. Rs. 1.91 lakhs. Rs. 42.697 and Rs. 10.897 respectively. Audit 
!:a? also found cases of irregular payments of drawbacks on poly-coated 
haf t  paper and imported spare parts placed on board ships involving 
Rs. 15,386 and Rs. 1.43 lakhs, respectively. A detailed examination of 
these cases by the Committee has revealed several shortcomings in 
working of the Duty Drawback Scheme which are dealt with in the 
succeeding paragraphs. 

[S. No. 2 of Appendix I1 (para 1 . I l l )  of 216th Report 
of PAC (Seventh Lck Sabha)J 

Action Taken 

In this recommendation the Public Accouiits Committee have 
raised two issues (1) Classification of export products; and (2) Over- 
payment of the amount of drawback. 

Regarding classification of the goods enumerated in the Draw- 
back Schedule, a proposal is already under consideration of the 
Government for alignment of Drawback Szhedule with the first 
schedule. to Customs Tariff Act, 1975. 



There has been no over-payment in the form of drawback on the 
exports of Beta Ionone, Hydraul'c pumps, brass bearings, tungsten 
carbide tips and inserts and tungsten carbide tipped and augur 
drills and poly-coated kraft paper as adequate evidence was produc- 
ed  before the P.A.C. to show that the actual duty incidence borne 
by the input materials was more than the drawback paid to the 
exporters. 

However, the amount of drawback paid to the exporters, of 
castor oil BP and brass nipples appeared to be marginally high and 
therefore, the items have since been delinked from the NOS items 
and provided separate sub-serial numbers. 

[Ministry of Finance (Department of Revenup') O.M. 
No. 604/10/84-DBK dated 30-11-84.1 

Recornmenda tion 

Evidence the department had been applying hoc and contradic- 
tory principles of classification. In some cases the Ministry, have gone 
by the 'end-use' principle. while in some others, they have gone by the 
'nature of component' Principle. In some case tariff description in res- 
pect of the Cash Compensatory Support Scheme and the Import Re- 
plenishment Licensing Scheme for classifying exported products h::c.i 
been applied to drawback payments. However, the Committee observe 
that beta-ionone which is regarded as a "drug intermediate" under the 
Import Replenishment Scheme has been classified as "orgdnic chemi- 
cals" for purpose of drawback attracting higher drawback ,rate. Fur- 
ther, bronze bearings for railway wdgons has been classified as "metal 
a\loys" for the purpbse of drawback and not as "wagon components' in 
terms of cash assistance tariff decription. According to the Ministry 
of Finanace the "considerations are different" for the description of 
.the item under Duty Drawback and the other schemes. 

[S. No. 3 of Appendix I1 (para 1.112) of 216th Report 
of PAC (Seventh Lok Sabha)] 

Action Taken 

In this recommendation, the Public Accounts Committee have 
ernphasised the need for rules of classification. As stated against 
recommendation 1.1 11 supra, there is already a proposal under cor- 



sideration of the Government for aligning the Drawback SchduIe 
with the first Schedule to the Customs Tariff Act, 1975 which p r e  
vides for rules of interpretation. 

[Ministry of Finance (Department of Revenue) O.M. 
No. 604/10/84DBK dated 30-11-84.1 

Recommendation 

Yes another disquiting factor which largely contributes to misclassi- 
ficntions is the presence of various sub-serial items with descriptions 
as "not otherwise specified" and "not elsewhere specified". Presently, 
there are 59 main heading in the Drawback Schedule. Under many of 
these main headings, thme are items such as 'not otherwise specified' 
and 'not Plsewhere specified.' Such residuary descriptions are intended 
to cover under these descriptions products which dre not specifically 
mentioned. The Committee find that because of such generalised and 
vague descriptions, there is a considerable ambiguity in classifying ex- 
pmted itenis as between the various headings in the Drawback Sche- 
dule. 

[S. No. 5 of Appendix I1 (para 1.114) of 216th Report 
of PAC (Seventh Lok Sabha)] 

Action Taken 

In case the proposal for aligning the Drawback Schedule with 
the first Schedule to the Customs Tariff Act, 1975 is accepted, this 
could achie1.e better precision Tor classification. However, the 'Xot 
otherwise specified' items cannot be altogether dispensed with as in- 
dicated against recommendation 1.115. 

[Ministry of Finance (Department of Revenue) 0.11. 
No. 604/10/84-DBK dated 30-1 1-84.] 

Recommendation 

The Committee cdnnot but conclude that the principles of classi- 
fication for the purpose of payment of drawback suffers from a degree 
-of conceptual ambiguity as distinct from problems of actual classifica- 
tion of items. There is a pronounced need for removing this ambiguity 
in the principles for cl~bsification in the context of the drawback scht- 
dub on a simple and practical basis. Tn the opinion of the Committee. 
every item in the drawback schedule should be precise and framed in 
'1919 LS-2 



relation to items of export in respect of which data have been collected 
for the purpose of computing the all industry r&es for that item, such 
description as "not elsewhxe/otherwise specified" must be rare excep- 
tions and for a minimum of duty incidence. Thc Ministry of Finanace 
should clearly spell out the principles of classification in the Rulcs 
themselves which principles should have nexus to the scheme of data 
collection and fix&ion of rates with a view to minimising the scope for 
ambiguity ad hocisn~ and arbitrariness. This is essential not only to 
sefeguard revenue against excess paymcn's of drawback but &so to 
provide national and objective basis for drawback determination. 

[S. No. 6 of Appendix I1 (para 1.115) of 216th Report 
of PAC (Seventh Lok Sabha)] 

Action Taken 

The necessity of 'Not elsewhere specified' or 'not otherwise speci- 
fied' will always remain in view of thr fact that  however elaborate 
a system may be, there will still be some produrts which do  not 
clearly fall under the spezific headings. All Industry rate of draw- 
back provides a rough and ready calculation of the broad average of 
the duty incidence on input materials for  prompt payment of the 
amount. T:ierel'ore, there may be certain jtems on which the a:tunl 
duty incidence is less than the rate of drawback for the NO3 items. 
In the present context. this cannot altogether be avoided. However, for 
most of the NOS items, all industry rate (Ti  drawhack has been bro~ight 
dgwn to a level of 3 per cent. 

[Ministry of Finance (Department of Revenut*) O.M. 
No. 604/10/84-DBK dated 30-1 1-84.] 

The Committee note that for proper classification of a product. col- 
lection of reliable representative data, is most vital. The Committee. 
however, find that the present system of collection of data is not satis- 
factory. At present data for determining such rates are based on d 
hm information furnished by exporters. Export Promotion Councils 
and scrutiny of the brand rete files. The Committee note that the Min- 
istry have no guidelines on the extent to which data for All lndustry 
rae calc.ulations must be representative. In the opinion of the Com- 



mittee, the Ministry of Finance should aim at averaging of the data of 
at least 50 per cent of the exporters of a group of products. If a target 
of 50 per cent is aimed dt, the rates are likely to be distorted too much 
by brand rates, nor distorted by dominant exporters influencinng the 
fixation of rates unduly. . I 

[S. No. 7 of Appendix I1 (para 1.116) of 216th Report 
of PAC (Seventh Lok Sabha)] 

ActIon Taken 

Committee's recornmendation regarding the collection of data 
from 50 per cent of the exporters will be aimed at as far as possible. 

[Ministry of Finance (Department of Revenue) O.M. 
No. 604/10/84-DBK dated 30-1 1-84.] 

Recommendation 

The Committee are surprised to note that for collection of data 
for computing All Industry raes, presently, the Customs Houses are 
associated only when the data are required to be verified or any other 
relevant information is required by the Ministry. Equally surprising 
is the fact that, at present, the Ministry of Finance do not take into 
account the drawbacks paid in a year while calculating the All Indus- 
try rates for the subseuent year. The Committee feel that it is absolut- 
ely essential to associate the Customs House more effctively with the 
obiect of attaining maximum possible accuracy and representative 
character of the datd. The Committee, therefore, recommend that the 
Ministry of Finanace should obtain data for Customs Houses in respect 
of each item and from exporters covering at least 50 per cent of past 
year's exports after their drawback claims are paid. 

[S. No. 8 of Appendix I1 (para 1.117) of 216th Report 
of PAC (Seventh Lok Sabha)] 

Action Taken 

Every effort is being made to make the data as much braad 
i based and representative as possible. E3orts will be mads to collett 
more data from Custom Houses as well as from the exporters. 

-try of Finance (Department of Revenue) O.M. 
No. 604/10/84-DBK dated 30-11-84] 



Recommendation 

The Committee further note that Ministry have not taken any steps 
so far to use computm for retrieval of information. In view of the 
Committee, the Ministry of Finance should make increasing use of 
computers for storage, analysis and retrieval of the data collected from 
Customs Houses and exporters and in working out Drawback rates. 

[S. No. 9 of Appendix I1 (Para 1.118) of 216th Report 
of PAC (Seventh Lok Sabha)] 

Action Taken 

The use of computer for the purpose of collection of basic data 
and for determination of the rates of drawback will be examined. 

ministry of Finance (Department of Revenue) O.M. 
No. 604/10/84-DBK dated 30-11-84.1 

Recommendation 

The Committee note that under the Drawback Scheme, exciso 
dutv payable or paid on the finished product is not to be reimbursed 
as brawback. Excise duty on the finished product is either not char- 
ged at all where the finished products is exported under bond (under 
Rule 13 of the Central Excise Rules) or it is refunded to exporter as 
a rebate (under Rule 12 of the Central Excise Rules) and not as draw- 
back. The bond is cancelled when proof of export furnished. On arti- 
cles made of polythene coated paper, drawback allowed at All-In- 
dustry rate is based on the duty already released on such coated 
paper going into the manufacture of the articles. Separate All-Tn- 
dustry rate had not been provided for claiming drawback on export 
cf coated paper per se. Provision existed onlv for claiming refund or 
rebate of the Central Excise Duty paid on such coated paper, on 
export of articles made of such paper. The Committee find that a 
Custom House allowed claim for drawback on export of "poly coa- 
ted kraft paper" under the description "articles made of polythene 
coated paper". According to Audit, this resulted, effectively, in re- 
fund of excise duty payable on such paper but no Central Excise duty 
on the exported item had been, realised aft all by the department a t  
rates leviable on poly coated kraft paper, since the xport was under 
bond. Further* accordinly to Audit, there was provision in the schedule 
only for a specific rate for claiming drawback on coated paper per- 
se, when exported. The irregular payment of drawback resulted in 



excess payment of drawback amounting to Rs. 15,386. The Ministry 
of Finance have admitted that the usage of the description "articleo 
made of polythene coated paper" in the serial number under referen- 
ce was a mistake. It  was also conceded that the finished stage duty on 
polythene coated paper was not taken into consideration while fixing 
the rates for the item. The Committee deshe that the Ministry 
should thoroughly look into all the aspects of the case and take appro- 
priate measures in order to obviate recurrence of such mistaked in 
future. 

[S. No. 10 of Appendix 11 (Para 1.119) of 216th 
Report of PAC (Seventh Lok Sabha) ] 

Action Taken 

It has been ascertained from the Collector of concerned that the 
poly-coated paper was obtained by the exporters from the market 
and is thus presumed to be duty paid. For the purpose of all indus- 
try rate on poly-coated paper, duty on base paper and polythene 
was taken into consideration. Thus there has been no over payment 
of drawback. To avoid recurrence of this type of error. it has been 
:?ow clariAed to the Custom House that rates mentioned against 
drawback S. No. 24 pertain to articles of paper and paper board. 

[Ministry of Finance (Department of Revenue) O.M. 
No. 604/10/84DBK dated 30-11-841 

Recommendation 

Under Section 74 of the Customs Act, 1962 drawback is payeble 
only on export to any place outside India. Section 2 (18) of the Act 
defines the term "export" as "taking out of India to a place outside 
India". The Committee find that a sum of Rs. 1.43 lakhs was paid 
as drawback on imported spare parts when placed on board two 
vessels owncd by a Public Sector Company controlled by a State 
Government. The vessels were engaged in transporting goods from 
one port in India to another. The k i d  two vessels used to ply bet- 
ween Calcutta, Madras and Tuticorin and the voyage to Tuticorin 
either from Madras or Calcutta involved skirting around Sri Lanka. 
According to Audit, there was no export of the imported spare parts 
to any place outside India and accordingly the payment of draw- 
back was not lawful. During evidence, the iepresentative of the 
Ministry of Finance conceded, "Audit, strictly speaking, certainly 
has a point that our system is wrong". The Committee desire that 
the Ministry of Finance should examine the matter in depth and 



take necessary step6 to set right the legal position in order tn pre- 
vent ouch unintended payments of drawback due to any lacuna in 
the law. ' i 
Y.' 

[S No. 12 of Appendix II (para 1.121) of 216th Report of PAC 
(Seventh bok Sabha)] 

Action Taken 

Afterr careful consideration the instauctions No. Ind.Fin. (Cus) 
484 dated 216-1923 contained in the Central Manual for Drawback 
and Export Department have been rescinded. 

[Ministry of Finance (Department of Revenue) O.M. 
No. 604/10184DBK dated 30-11-811 



CHAPTER I11 

RECOMMENDATIONS AND OBSERVATIONS WHICH THE 
COMMITTEE DO NOT DESIRE TO PURSUE IN THE LIGHT 

OF THE REPLIES RECEIVED FROM GOVERNMENT 

In this connection the Committee note that where a part of the 
duty is allowed as rebate under rule 12, only the same amount of 
duty is waived under bond under rule 13, in order to have both rules 
12 and 13 on the same footing. An overlap was introduced when ex- 
planation 2(ii) was introduced under rule 13 with effect from 2 May 
1970 which says that duty paid on excisable goods used in the manu- 
facture of finished product need not also be paid if the finished 
goods are exported under bond. There is no such explanation under 
rule 12. The Ministry have stated that the explanation 2 (ii) under 
rule 13 was perhaps needed when rule 12-A was in force. The Com- 
mittee understand that presently no goods are notified under rule 
12-A and the provision is redundant. Further, what is provided un- 
der explanation 2 (ii) is also provided for under rule 191-B. A pro- 
vision also exists under rule 191-A for rebate of excise duty paid on 
excisable goods used in the manufacture of goods which are exported. 
Rules 191-A and 191-B provide for sufficient sfeguards. The Com- 
mittee feel that in the context of the need for simplification of rules, 
thc Ifinistry should delete rule 1ZA and explanation 2(ii) below 
rule 13. This is necessary in order to mention the clear cut distinc- 
~ i m  between drawback payable on duties paid on raw materials and 
components and rebate on duty paid on finished products which are 
esported. Otherwise, there is a risk of duty paid on raw material 
))ring claimed under drawback rules at All Industry rates and also 
d:, rebate under rule 12-A or 191-A or got waived because of export 
w ~ d e r  bond under the said explanation 2 (ii) or rule 191-B . 
rS No. 11 of Appendix I1 (Para 1.120) of the 216th Report of PAC 

(Seventh Lok Sabha)] 
Action Taken 

Huie 12A of the Central Excise Rules, 1944 a t  present covers 
giant of rebate of duty paid on tea when used in the manufacture 
of blended tea. However, the deletion of this rule and the notification 
thereunder may be cansidered by fixing drawback rates for tea 
when used far the manufacture of blended tea. 



The Explanation 2(ii) to Rule 13 and the provisions of Rule 19d3 
are independent of each other. Rule 191B provides for bringing duty 
free specified excisable inputs for manufacture of specified articles 
in bond. After the manufacture of the articles these goods have to 
be exported in accordance with the provisions contained in Rule 12 
or 13. Since the excisable inputs have not paid duty, they can be 
exported without payment of duty of excis? only under the provi- 
sions of EXP. 2 (ii) to Rule 13. Similarly, Exp. 2 (ii) to Rule 13 
is applicable in cases of export of cotton fabrics by a manufsc- 
turer availing of the facility under Rule 49A. This facility is other- 
wise not available under Rule 191A or 191B. Since the Exp. 2 (ii) 
to Rule 13 is very wide in its coverage as compared to the limited 
scope of Rules 191A, it would not be advisable lo delete the Eyp. 2 
(ii) to Rule 13. 

[Ministry of Finance (Department of Revenuc) O.M. 
No. 604/10b4-DBK dated 30-1 1-84] 

There are at p & n t  a number of export promotion schemes in 
aperation such as Cash Compensatory Support, Import Replenish- 
ment Scheme, Advance Licensing Scheme etc. The Committee re- 
commend that without prejudice to the data based on scientific basis 
underlying the drawback scheme. Government should examhe the 
feasibility of having complementality i n  rates and amounts fixed 
under .the vdrious export promotion scheme so that export markets are 
captured on a long term basis by using the scheme to benefit e x p r -  
ters who have genuine plans to hold and serve such export ~ a r k c t s  
on a long term basis. 

[S. No. 15 of Appendix I1 (Para 1.124) of 216th 
Report of PAC (Seventh Lok Sqbhn) J 

Action Taken 

Similarly recommendation was received from the Economi? 
Administration Reforms Commission which was examined by a 
Working Group set up in the Ministry of Commerce. The workin? 
group came to the conclusion that cash compensatory support and 
duty drawback are two different schemes and the determination of 
rates is bases on different criteria. Tt would not, thcrefore, be feasible 
to adjust the case compensatory rates by fixing more liberal dr?n-  
back ratee ru drawback cannot exceed the duty incidence. 

winis try of Finance (Department of Revenuc) 0.V. 
No. 604/10184-DBK dated 30-11-1141' 



CHAPTER IV 

RECOMMENDATIONS AND OBSERVATIONS REPLZES TO 
WHICH HAVE NOT BEEN ACCEPTED BY THE COMMITTEE 
AND WHICH REQUIRE REITERATION 

Recommendation 
The Committee are surprised to find that data in respect of beta- . 

ionone, hydraulic pumps and castor oil B.P.  was not taken into con- 
sideration while determining the All Industry rates for these items. 
The Ministry of Finance have stated that in the case of 
betaionone and castor oil average rates were fixed purely on the 
?+asis of brand rate Ales. The Committee wonder how such an app- 
rclach could be adopted as the brand rates are granted as exception 
t'? Ihe All Industry rates and are bound to be on the higher side. 

[S. No. 4 of Appendix I1 (para 1.113) of L'iGth 
Report of PAC (Seventh Lok Sabha)]  

Action Taken 

Rationalisation and streamlining is a continuous process. It  wo- 
u!d be seen that rationalisation is being affected as and when imper- 
fections and inadequacies come to notice. 

[Ministry of Finance, (Department of Revenue) O.M. No. 
604/10/84-DBK dated 30-21-841 

Recomniendat ion 

During evidence, the Secretary, Department of Revenue stated 
!hat the purpose of the Drawback scheme was to enable the Indian 
exporters to compete in the international market. Asked whether 
any study had been coyducted to find out hou- are the drawback 
Scheme had resulted in the achievement of the above objective. the 
J4j!listry have stated that no such study has so far been conducted. 
T h e  Ministry have further stated that they do not see any purpose 
in undertaking any study to find out a correlation between the cl~an- 
ges in drawback rates and the consequential changes in the quantum 
of exports. The Committee are suprised at this explanation. As the 
drawback scheme involves considerable sacrifice of revenue, the 
Committee feel that such a study should have been conducted by 
the Ministry of Finance, in coordination with the Ministry of Com- 
merce. The Committee also And from a study made by the OHce 



of the C&AG that useful insights could be gathered towards Axing 
appropriate drawback rates for enabling Indian products to forge 
ahead in the highly competitive international market. The Commit- 
tee, therefore, recommend that the Government should conduct sys- 
ternntic periodical studies in order to assess the extent to which ex- 
-c)rts are actually encouraged by drawback rates and also what re- 
visions may be effected in drawback rates to make the scheme more 
effective and purposive. For this purpose it is essential t'nat 
Government compute the total amount of drawback of duty (both 
.-\I1 Industry and brand rates) paid out every year as a percentage 
of the 1.o.b. value of products exported undar each category, which 
is not presently being done. 

[S. No. 13 of Appendix I1 (para 1.122) of 216th 
Report of PAC (Seventh Lok Sabha)] 

Action Taken 

The concept of rebating duties of Customs and Central Excise 
on the goods exported is based on the principle that the goods enter- 
ing international market should not be burdened with domestic 
duties. That is why legal provisions exist in the statutes of various 
countries. I t  may also be stated that any All Industry rate of draw- 
back ipso-fact0 is bases on the average of actual duties paid and 
therefore, cannot be made flexible vis-a-vis the change in the quan- 
tum of exports. 

[Ministry of Finance, (Department of Revenue) O.M. No. 
604/10/84-DBK dated 30-11-84] 

Recommendation 

In this context, the Committee find that there are at present 
around 750 All Industry rates under the 59 Chapter headings. From 
the details huPished by the Minstry of Rnance at the instance of 
the Committee i t  is seen that 80 per cent of the drawback payrnents 
made during the last three years are accountad for by not more than 
about 100 &-heads, out of the total of the 750 sub-heads. The 
Committee recommend that the Ministry of Finance should concen- 



trate their attenticm primarily on these subheadings and mtruet- 
ure their schedule eliminating vague and purposeless headings and 
descriptbm. 
[S. No. 14 of Appendix 11 (para 1.123) of 216th Report of PAC 

(Seventh Lok Sabha)] 

Action Taken 
As stated earlier, the drawback is being granted with a view not 

to burden to goods entering the international market will domestic 
duties. Therefore, the quantum of drawback can not have a direct 
ii nk with quantum of exports 

[Ministry of Finance, (Department of Revenue) O.M. No. 
604/10/84-DBK dated 30-11-843 



RECOMMENDATlONS AND OBSERVATIONS IN RESPECT OF 
WHICH GOVERNMENT HAVE FURNISHED INTERIM REPLIES 

NEW DELHI; 
16 August, 1985 
25 Sravana, 1907 ( S )  
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Public Accounts Committee. 



;MINUTES OF THE, NINTH SITTING OF THE PUBLIC AC- 
42OUNTS COMMITTEF ( 1985-86) HELD ON 16 AUGUST, 1985. 

The Committee sat from 0930 hrs. to 1030 hrs. in Committee 
.Room 'C', Parliament House Annexe, New Delhi. 

PRESENT 
Shri E. Ayyapu Reddy-Chairman 

Mem bms 
1. Shri J. Chokka Rao 
2. Shri Ranjit Singh Gaekwad 
3. Shri Raj Mangal Pandey 
4. Shri H. M. Patel 
5. Shri Nirmal Chatterjee 
6. Shri Ghulam Rasool Kar 

SECRETARIAT 
1. Shri K. H. Chhaya-Chief .Financial Committee Oflicer. 
2. Shri R .  C .  Anand-Senior Financial Committee Officer. 
3. Shri Rrahmanand-Senior Financial Committee Officer. 

2. The Committee considered the following draft Action Taken 
Reports and adopted the same with certain modifications~amendments 
as shown in* Annexures I to I11 respectively: 

(i) Draft Report on action taken on 180th Report of PAC 
(7 LS) relating to Union Excise Duties-Exemption of 
goods falling under Tariff Item 68. 

(ii) Draft Report on action taken on 216th Report of PAC 
(7 LS) relating to Drawback Payments. 

(iii) Draft Report on action taken on 227th Report of PAC 
(7 LS) relatin gto Delhi Sales Tax-Survey, Registration 
and Declaration Forms. 

3. The Committw authorised the Chairman to present the Re- 
.ports to the House. 



APPENDIX I 
.4~nc~1~lmmt.ci.Mod;ficati0m made by the Public Accounts Committee in  the Drqft  Report 

on &ionTaken:on the 226th R@rt of the Committee (7th Lok Sabha) Relating to Draw 
Back Payments at  Their Sitting Held on 16th Augrrst rg85,,(FN) 

14 

14-15 

I 6 

17 

19-20 

2 1 

3 f! om hot torn 
2 f~rorn bottom 
1 0  

12 
13-1 j 

17 
17-18 
19 
19 

9 1 

22 
2 from bottom 
I from hottom 

21-23 

1 

4-6 

Add thc following aftcr 'c1ow~1':- 
'Thc: Conunitter would likt: to bv info1 mc d 

within the next couple of months of t1u tlnte 
by which the Ministry of Filinncc. txptcl tf:e 
C c n t d  Board 0fExcisc and Cuslc nls I o cc m- 
plctc thc ~orkofrcstructuri~ig t l u  f i ~  SI WIU ciuk 
to the Customs Tariff' Act. 19;s will1 wlliclL it 
is proposrd to align the Drawbrtck Srllcdulc .'' 

Delete 'unscientific' 

Substitute "In . . . . . .stated" by 'Thr Committcr 
arc nwarr. of tllc fact' 

Substitute 'was' by 'is' 

Substitute 'was' by 'is' 

Delete ' I t .  . . .dcpthB 

Substitute 'The Committee desire' by 'what t k  

'Add' 'can br dow' ;:ftrr 'dr;.wback' 
Substitute 'din ction' by respect ' 
Add 'docs not or indeed' : ftrr 'dr, whack 

Substitute 'Thr Con1mittc.r. . . . . . . . car licr, 
a'--- by 'TIu Cornmittrc. da not sgr c I,, but 
sc:c no point in wasting tinrc in such con11 o- 
vvrsics. 'I Izcy would mrrrly draw atttntion 
again to the' 

S~ibstitrr& 'hd' bj, 'which' 
Substitute 'usc.ful . . . . . . . . . . firing' by 'if' 
Substitrite 'foi (nabling ' by ';II c. fixc d' 
Substitute 'to f o ~ g f '  by would br ht4pcd in 

forging' 

D c l e ~  'rnadv cur1it.r' 
Substitute 'could' by 'nerd to' 
Substitute 'Sclrrmr'. . . . . . . . . . purporivc ' by 

'rxport prcxiuctr morr rffrctiwly compecl. 
t ivr' 

S u ~ t i t u u  'tlw rrply. . . . . . . . wrnestntsb' by 
illogicrl' 

Dcbte 'should' 
Substitute 'Would . . . . . . . . samr' by 'trust that 

Govcrnrnnnt Will takr steps to implcxrunl 
this' 



APPENDIX I1 

Conclrrsions' Recommendations 

I I .7 Ministry of Fittim~c: While examining certain cases of over payments o i  d!-rtwback due 
(I)epal.rrnml of R*:vcl~t~c.) to lack of rules for clasification, the Committee had pointed out 

that the principles of classi5cation of items for the purpose of pay- 
ment of drawback under the Duty Drawback Scheme suffered from 
a degree of conceptual ambiguity as distinct from probloms of actual 

N cla~sification. Emphasisinp t h ~  need for removing this ambiguity, ul 

the Committee had recommended that the Minidrv of Finance should 
clearly spell out the principles of classification in ihe Drawback Rules 
themselves. Tn their action takm replv the Ministry of Finance have 
stated that a proposal for aligning the Drawback Schedule with the 
first Schedule to the Customs Tariff Act. 1975 which provides for 
rules of interpretation under consideration. According to the Mi- 
nistry if the propmal is accepted. it codd  achieve better precision for 
classification. 'The Cnmmittce desire that the matter be examined 
expeditiously and concrete action taken thcr-on without any delay so 
that excess payments of drawback due to arn;>iguitv in clascification are 
avoided and alscl a rational and objective basis for pa-.ment of draw- 
back is clearly laid down. Thc Committee would like to be inform- 

---- - -- --- ---- . -- . - .. . - - -. - - - 
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ed within the next couple of months of the date by which the Ministry 
of Finance expect the Central Board of Excise and Customs to com- 
plete the work of re~tructuring the first Schedule to the Customs Tariff 
Act. 1975 with which it i5 propowd to align the Drawback Schedule. 

2 I . l o  Xlinistry 1 1 f  Finx~cl.  111 their 216th Report the Committee had expressed their dissatis- 
( I ~ ~ ~ ~ l - t l l l ~ l ? t  of ~ c w l 1 1 l .  faction over the approach adopted by the Ministry of Finance in de- 

termining All Industry rates of drawback to certain items viz., beta- 
ionone hydraulic pumps and castor oil BP. purely on the basis of 
the brand rate file%. The Committee had pointed out that brand % 
rate?; were granted as exceptions to All Industry rates and, therefore. 
the All Industry rates fixed purely on the basis of brand rates were 
bound to be on the higher side. The Committee are unhappy to 
note that the Ministry of Finance have not offered any satisfactory 
cuplanation for cuntinuance of such an approach. The Committee are 
aware of the fact that rationalisation and streamlining is a continuous 
process and that rationalisation is being affected as and when imper- 
factions and inadequacies come to notice. What the Committee desire 
is that the Ministry of Finance should look into the matter thoroughly 
and cvolvc an in-built mechanism for collection of data in a rational 
n1:loner so that fixation of  A! Indt~stry rates of drawback can he 
done in a more scientific manner. 



The Committee had earlier reconiniended that Government should 
conduct systematic periodical studies in order to assess the extent to 
which exports are actually encouraged by drawback rates and also to 
determine the revisions required in order to make the Duty Draw back 
Scl~e~ne more effective and purposive. The Committee regret to note 
that the Ministry of Finance have not come forward with any concrete 
proposal in this respect. In their action taken note the Ministry have 
sought to niaintain that the quantum of drawback does not or indeed 
cannot have a direct link with the quantum of exports. The Com- 
tnittee.do not agree, but see no point in wasting time in such con- 
troversies. They would merely draw attention again to the 'study 
undertaken by the 0ftic.e of the Con~ptroller and Auditor General of 
India which found thzdt if appropriate drawback rates are fixed, Indian 
products wculd Iw I.e!l~ed in forging ahead in the highly competitive 
international market. The Committee, therefore, reiterate their re- 
commendation that Government should conduct systematic periodical 
studies in order to assess the extent to which exports are actually en- 
couraged by drawback rates and what revisions need to be made ' in 
the drawback rates to make the export products niore effectively com- 
petitive. . - . .  . .  . - 

I h l  In their 2 16th Report the Committee had noted that presently 
there were about 750 rates wf 59 Chapter headings in the Schedule of 
All Industry Rates of Drawback. However 80 per cent of the draw- 
back payments made during the p&t three years were accouhted for 
by not niore than about 100 sub-heads. The Comniittee had recom- 
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mended that the Ministry of Finanw should concentrate their atten- 
tion prim;uily on these sub-headings and restructure the Schedule eli- 5 

minating vague and purposeless headings and descriptions. The Com- 
tuittee are unhappy to note that the Government have not taken any 
steps to re-structure the Drawback Schedule a. suggested by the Com- 
mittee. I n  their action taken note the Ministry of Finance have me 
rely stated that as drawback is being granted with a view not to bur- 
d m  goods entering the international market with domestic duties, 
the quantum of drawback cannot have-a direct link with quantum of 
exports. The explanation offered by the Ministry of Finance is 
totally  mati is factory and illogical. As the existance of a large num- 
ber of avoidable, vque headings and descriptions in the Schedule 
are bound to complicate classification of items, the Committee consi- 
der it imperative that Government take early measures to restructure 
the Drdwback Schedule in a more practical manner. The Committee. 
therefore, reiterate their earlier recommendation and trust that Gov- 

- -- ernmefit will take steps _ .___. to - implement _ _ _  this. _. -- 

GMGIPMRMD-LS IT- -1 919 LSl!I-lO-82-1055, 




