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INTRODUCTION

I, the Chairman of the Public Accounts Committee, as authotised by the
Comnmittee, do present on their behalf this Two Hundred and Thirtieth
Report on Paragraph 1.25 of the Report of the Comptroller and Auditor
General of India for the year 1981-82, Union Government (Civil), Revenue
Receipts, Vol.I, Indirect Taxes regarding customs Receipts—Duty Exemption
Entitlement Scheme.

2. The Report of the Comptroller and Auditor General of India for the
year 1981-82, Union Government (Civil) Revenue Receipts, Volume I, Indirect
Taxes was laid on the Table of the House on 3 April, 1983. The Committee
examined the Aulit paragraph at their sittings held on 22 September, 1983
(FN&AN). The Committee considered and finalised the Report at their
sitting held on 21 August, 1984. Minutes of these sittings form Part IT*
of the Report.

3. In this Report, the Committee have noted with surprise that even afier
a period of about eight years since the introduction of the duty Examption
Eatitlement Scheme, neither the Ministry of Finance nor the Ministry of
Commerce who are the dual authorities involved in the operation of the
Scheme have developed a satisfuciory system of maintenance of records in
respect of imporis and exporis made under the Schems. The Committee
have further observed that the figures relating to the imports, duly forgone
and total number of licences issucd and registered under the Scheme furnished
by the Ministry of Finance in respect of the major Customs Houses and by
the Ministry of Commerce in respect of the various licensing offices of the
Chief Controller of Imports and Exports showed wide differences The
Committee have recommended that Government should take immediate
measures to introduce a proper sysiem of records both in the Customs Houses
and the Offices of the CCI&E in respect of the Duty Exemption Scheine.
Government should also evolve a suitable mechanism involving the represen-
tatives of both the Ministries of Finance and Commerce for overseeing the
administration of the Scheme including periodical reconciliation of records.

* Not printed. Oae cyclostyled copy laid on the Table of the House and five
copies placed in Parliament Library.

)



(vi)

4. The Committee have expressed their shock to note that while there
were ample penal provisions envisaged both under the Customs Act and the
Imports and Exports (Control) Act to deal sternly with export defaults and
malpractices, the authorities, strangely, have not been taking recourse to such
provisions. In the opinion of the Committee, by not imposing penalty in
such cases, the authorities have allowed the parties to resort to unscrupulous
practices under the guise of export promotion. The Committee have recom-
mended that with a view to curbing such tendencies, the authorities, con-
cerned should see to it that exemplary penal action is taken in all such
cases of defaults including action against officials, if any, who may have been
found to have connived.

5. The Committee have expressed the view that the dual responsibility
without coordination has considerably weakened proper monitoring of the
Duty Exemption Entitlement Scheme and has resulted in mounting export-
defaults and a variety of malpractices. They have recommended that
Government should undertake a comprehensive review of the Scheme after
collecting complete data from the field formations so as to identify the
various loopholes and deficiencies in the working of the Scheme and initiate
necessary corrective measures. According to the Committee, this is, absolutely
necessary in order to ensure that the Scheme fully subserves its purpose.
The Committee have desired that Government should look into the specific
deficiencies pointed out by the Committee in the Report while reviewing the
operation of the Scheme.

6. For reference facility and convenience, the observations and recommen-
dations of the committee have been printed in thick type in the body of the
. Report and have also been reproduced in a consolidated form as Appendix
to the Report.

7. The Committee place on record their appreciation of the commendable
work done by the Public Accounts Committee (1983-84) in taking evidence
and obtaining information for the Report.

8. The Committee also place on record their appreciation of the assistance
rendered to them in the matter by the office of the Comptroller and auditor

General of India.

9. The Committee would also like to express their thanks to the Officers
of the Ministry of Finance (Department of Revenue) and the Chief Controller
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of Imports and Exports for the cooperation extended by them in giving
information to the Committee.

NEW DELH] | SUNIL MAITRA
Chairman
August 22, 1984 Public Aecounts Committee.

Sravana 31, 1906 (S)



REPORT

DUTY EXEMPTION ENTITLEMENT SCHEME

Audit Paragraph

1.1 As an export promotion measure, a scheme for exemption from levy
of customs duty on raw materials and components, imported under advance
Licence for execution of export orders, was introduced in 1976. " Responsi-
bility for ensuring discharge of export obligation by an importer was entrusted
only to the officers of the Cheif Controiler of Imports and exports including
the realisation of duty on wastages of imported materials. The importer
executed bonds for payment of duty on the imported items in the event of
failure to discharge the export obligation. The customs authorities acted as
agents of licensing authorities and made endorsements in the Duty Entitlement
" BExemption Certificate (DEBC) issued by the licensing authorities, when
exports were effected. The bonds were cancelled by the licensing authorities
on getting information from the customs authorities on the discharge of
export obligation by the importer.

1.2 As per information on record in Bombay Customs House the imports
and exports, made under the scheme through that port during the four years
1976-77 to 1979-80 were as follows :

, 1976-77 197778 1978.79 1979-80

(i) Number of Exporters
who availed of duty
exemption under the

scheme . . . 28 43 131 224
(i) Number of commodites

imported . . . 7 24 43 61
(iii) Value of goods

imported

(in Rs. crores) . 1.98 1.22 4.44 50.71

(iv) Duty foregone (in
Rs. crores) . 1.19 1.18 5.40 45.93

(v) Value of goods
exported .
(in Rs. crores) 1.16 4.52 13.28 62.07
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1.3 The numbsr of boads executed, number discharged on receipt of no
obj=ction certificates and nambar of boads panding for cancellation were as
follows :—-

1976 1977 1978 1979 1980

(i) Number of bonds . .
executed 10 51 83 234 376

(i) Number of bonds
discharged 6 37 53 88 40

(iii) Bonds not
discharged 4 14 30 146 336

1.4 As per information on record in Calcutta Custom House, the imports
and exports under the scheme during the years 1976-77 to 1979-80 were as
follows :

-

1976-77 to
1979-80
(i) Number of exporters who availed of
duty exemption under the scheme . . . 30
(ii) Value of Goods imported (Rs in crores) . . 9.54
(iii) Duty foregone (in Rs. crores) . : : 4.82
(iv) Value of goods exported (in Rs. crores) . 8.04
(v) Number of bonds executed . . . 42

(a) In thirty-six cases in Bombay the value of exports was less than the
value of imporis- Against imports valuing Rs. 3.71 crores on which duty
amounting to Rs. 2.33 crores was foregone, the value of exports amounted
to Rs 48.20 lakhs. In 21 out of the 36 cases, no export at all
had taken place and against the foreign exchange outgo of Rs. 2.98 crores
(c.i.f. value of the imports) the duty f regone amounted to Rs. | ¥8 crores.
Interest at 12 per cent which was lost to Government on the duty forgone
amounted to Rs. 49.20 lakhs for the pzriod from the date of import to 31
May 1982. Similarly, in the remaining {5 cases, the interest lost to Govern-
ment on the duty fo gone on balance of imports after adjusting value of
exports amounted to Rs. 6.54 lakhs.
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(b) On imports of copper unwrought and zinc by the two importers, the
_export obligation was met only partly and the Custom House issued demands
for recovering duty amounting to Rs. 10.46 lakhs (May 1980). However, the
bond executed by the importer was released by the licensing authorities with-
out getting facts verified by the Customs.

(c) On imports of stainless steel sheets made by an importer under the
scheme (August 1978), the duty forgone amounted to Rs. 75.20 lakhs A
bond was executed by the importer but only for Rs. 73.00 lakhs which was
forfeited to Government on the failure of the importer to discharge the export
-obligation. The landed cost of 205.63 toanes of stainless steel sheets
imported in August 1978 was Rs. 33.9 lakhs and with the import duty
Jeviable thereon (75.20 lakhs) the cost to the importer worked out to Rs.
53,048 p r tonne. The ruling market price of stainless the export obligation
was to fulfilled (time for export was extended upto 30 April 1980) was Rs.
67,525 per tonne The tonnes of stainless steel sheets imported under the
scheme, amounted to Rs 29.76 lakhs, even if the bond had been for Rs. 75 20
lakhs {instead of Rs. 73 lakhs) and had been forfeited to government. Apart
from forfeiting the bond, no other action to penalise the importer, such as
confiscating his windfall profit as penalty for defaulting on the export obli-
gation was taken under the penalty provisions of the Import. Trade Control
Act and the rules framed thereunder.

(d) On imports allowed under 17 Duty Exemption Ertitlement Certificates
in Calcutta the duty forgone amounted to Rs 2.03 crores, but no record of
exports having taken place was on record. Demands for recovery of the
duty had been raised in these cases, but only for an amount of Rs. 1.06
crores. Of these, demands for Rs. 35.4 lakhs for over 2 years, as on 31
December 1981. In 13 other cases though demands were required to be
raised (since the exports had not takea place) the duty not demanded
amounted to Rs. 1.73 crores- In 8 other cases, the time allowed for exports
had expired but no record was available to indicate whether export had taken
place. The duty not levied in these cases amounted to Rs. 99.50 lakhs.

(c) Inthe case of four exporters who had fulfilled export obligation, the
value of exports was less than the value of imports on which duty exemption
was availed of  Against imports valuing Rs. 72.58 lakhs on which duty
amounting to Rs. 38.48 lakhs was forgone, goods valuing only Rs. 37.41
lakhs were exported. ‘

(f) In another port a leading soap factory was allowed to import, under
an advance licence given in July 1979 and duty exemption certificate issued
in December 1979, 190.08 tonnes of raw material viz. sodium tripolyphos-
phate with an obligation to export finished product viz. synthetic detergent
powder. It exported 1058.5] tonnes of detergent powder from May 1980
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to December 1980. However, the Custom House through which the export * .
was effected, aliowed dra.back claims amountig to Rs. 4,25,106 on the -
detergent powder and a further amount of Rs. 1,17,249 as drawback was
also sanctioned but not paid.

When the irregularity was pointed out in audit (June 1981) the Depart-
ment admitted (August 1981) that no drawback was payable and the export
was in discharge of export obligation. '

The Ministry of Finance have stated (September 1982) that the exporter
had not declared the fact that the exports had been made in discharge of
obligations and duty had n»t been paid on the materials used in the manu-
facture of the exported goods under the DEEC scheme The drawback copy
of the printed shipping bill required the exporter to declare at the foot of
shipping bill that he had used duty paid raw materials in the product,
exported. It was not indicated why against the misdeclaration by the exporter
penal action under the Customs Act was not taken.

1.5 In respect of sub-paras (a) to (¢) mentioned above, the reply of the
Ministry is awaited. .

“(Paragraphs 1.25 of the Report of the Comptroller and Auditor
General of India for the year 1981-82, Union Government (Civil) -
Revenue Receipts—Volume I, Indirect Taxcs)-"

Iniroducrory

1.6 The Committee desired to know the objectives behind the intro-
duction of the Duty Exemption Entitlement Scheme. The Ministry of Finance
(Department of Revenue) have in a note stated as under :

“Cabinet Committee on Exports decided in 1975 that there was
no need to charge import duty on the raw-materials-cum components
imported for executing a particular export order so long as satisfactory
evidence i8 produced regarding export of the finished product.

This decision of the Cabinet was examined by the Ministry of
Finance and Commerce and a scheme known as the ‘Duty Exemption
Entitlement Scheme, was formulated”’.

1.7 The salient features of the Scheme as stated by the Ministry of
Finance are as follows :
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“This Scheme was conceived in lieu of drawback and therefore
was applicable to products mentioned in the Drawback Scheme. Raw-
materials needed for manufacture of the above products were identified
and included in the Schedule to the Exemption Notification issued in
exercise of the powers under sub-section (1) of Section 25. This
Schedule is reviewed from time to time and on the recommendations of
the Annual Review Committee of the Import and Export Policy and
the Advance Licensing Committee new items have been added from
time to time™.

A Committee comprising of the representatives of the Department
of Revenue, Ministry of Commerce, DGTD and the Department of
Economic Affairs was constituted to discuss various matters arising
for decision in the day-to-day administration of the Scheme. This
Comnmittee is knowa as the Advance Licensing Committee. This Scheme
is administered by the Chief Controller of Imports and Exports in the
Ministry of Commerce.

The imports are made by the manufacturers on the strength of
the licence issued by the Advance Licensing Committee for executing
a specific export order or for production of export goods in a phased
manner.

The imports are made in such quantities, quality and deseription
for the manufacture of export goods as are approved by the Advnage
Licensing Committee.

The Importer/applicact undertakes to export the goods manufac-
tured out of the dutyfree imported raw-materials.

A bond legal undertaking is executed with the licensing authority
under the CCI&E undertaking to export the finished goods manufac-
tured out of the duty free imported raw material within such time as
is specified by the Advance Licensing Committee of the Licensing
Authority.

The procedural drill to be gone through is indicated in Appendlx
19 of the Import & Export Policy.

Various changes in the procedure have been effected from time to
time to suit the requirement of the exporting interests with a view to
facilitate prompt exports and promote exporis’.
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. 1.8 In a note furnished to the Committee, the Ministry of Commerce
(Office of the Chief Controller of Imports and Bxports) have added.

“When the scheme was introduced in the year 1976, 94 items
were listed in the notification of the Ministry of Finance. At present
almost all raw materials/components are allowed under Duty Exemption
Scheme for the execution of export orders.

The applications for advance licences were required to be sub-
mitted to the Chief Controller of Imports and Exports with a copy to
the Ministry of Finance (DBK) and the DGTD (EP Cell). The appli-
cations were scrutinised by the Advance Licensing Committee which
consists of the representatives of the Ministry of Finance (DBK),
CCl&E, DGTD and DC (SSI). The advance licences were istued by
the Ministry of Finance (DBK). However, with effect from Ist May,
1980, the advance licences as well as the DEECs are issued by the
Licensing authorities. Before clearance of the Ist consignment under
the advance licence the licence holders are required to execute an
export bond backed by bank guarantee or a legal undertaking with the
concerned licensing authorities. Every advance licence is issued with an
export obligation which the parties are supposed to discharge within
6 months from the date of clearance of the first consignment. The
discharge of export obligation is watched by the licensing authorities
with whom the bond or legal undertaking is executed At the time of
import the quantity and value of the raw materials imported by the
party are entered and attested by the Customs authorities in the DEEC.
The details of the exports effected the Customs authorities. After the
party has made the exports in terms of quantity and value mentioned
in the export obligation imposed on the advance licences as well as
the DEECs, the bond or legal agreement is discharged afier the no
objection certificate is given by the Customs duthorities in part I of
the DEBEC”.

1.9 The Committee enquired about the division of responsibility between
the Customs Houses and the Import Licensing Authority in the implementa-
tion of the Scheme and for taking action on lapses in fulfilment of obligations
under the Scheme by importers. In reply, the Ministry of Finance (Department
of Revenue) have, in a note, stated as follows : ’

“Advance Licensing Scheme is being ‘administered by the Mini-
stry of Commerce. The salient features and the various requirements
of the Scheme are indicated in Appendix 19 of the Import & Export
Policy- The Bond/Legal undertaking for fulfilment of the conditions
and stipulations under the Scheme is filed with the licensing authority
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under the Chief Controller of Imports and Exports. Customs are
required to check at the time ofimport that the description/technical
characteristics of the export product conform to that given in the rele-
vant portion of the Duty BExemption Entitlement Certificate-and to
make entries thereof in the certificate. Custom Houses also raise less
charge demand in cases where the obfigation has not been fulifilled or
partly fulfilled. However, enforcement of a less charge demand in terms
of the bond/legal undertaking is left to the licensing authority under
the Chief Controller of Imports & Exports. Before finally cancelling the
bond Customs are also required te give a no objection certificate.
Other aspects are looked into by the licensing authority under the
Chief Controller of Imports & Exports. It would thus bs seen that
for taking action on lapses for non-fulfilment of expori obligation
under the scheme the compstent authority is the licensing authority
under the Chief Coatroller of Imports & E«poris”.

Absence of proper records

1.10 The Committee desired to kaow the total number of DEEC
cases upto 1982-83, total value of imports made under these licenses, total
amount of duty forgone on this account, value of export obligation to be
fulfilled, value of export obligation yet to be fufillled as on 31 March 1983.
The Ministry of Finance (D:zpartment of Revenue) have furnished the follow-
ing details (Table) in respact of Calcutta, Dazlhi, Cochin, Madras and
Bombay Customs Houses -



S. No

Total as per CCIE’s
records (as intimated
by Min. of Finance
(Deptt. of Revenue)

1. No. of DEEC
cases upto
1982-83

2. Total value of Rs.58
imports up to crores

31.3. 1983

Calcutta Delhi
347 (No 931
import
during
1976-77)
(450 licences
registered)
Rs. 10
crores

Cochin Madras Bombay
19 23 1944

Rs.4 Rs.24 Rs.215
crores crores crores
(value of
licences
Rs. 6
crores)

3612—excluding licence
issued under imprest
scheme (1946) and
other advance licencing
schemes (2400)

Value of licences issued
under DEEC was Rs.
800 crores excluding
value of licences issued
under imprest scheme
(Rs. 1266 crores) and
under other advance
licencing schemes (Rs
528 crores)



3. Buty forgene Rs. 46 Rs.li Rs. § Rs. 23 Rs. 257 Under DEEC scheme

er imports upto crores crores crores crores crores Value of exports
31.3.1983 expected was Rs.22-8
crores excluding values
of exports expected
under imprest scheme
(Rs. 2545 crores) and
under other advance
licencing schemes (Rs.
1592 crores).
4. Value of export Rs.40 N.A. N.A. N-A N.A. Upto 31.3.1983 in
obligation crores 10 offices of Jt.CCIE
526 DEEC licences
issued during the year
5. Bxport obligation Rs. 23 N.A. N.A. Rs. 23 Rs 242 1976 — 1982  were
fulfilled crores crores crores closed after export
obligation was fulfi-
lled and duty amount-
ing to Rs. 64
6. Export obliga- Rs. 17 N.A N A. N A. NA. crores was no longer
tion to be crores _ realisable.
falfilled

As per records in the
office of Jt. CCIE
in respect of 644
licences export
obligation had been

. partially made (duty
N-A. : Not available.



S. No.

~ Calcutta

Delhi

Cochin

Madras

Bombay

Total as per CCIE’s
records (as intimated
by Ministry of
Finance (Department
of Revenue)

involved Rs. 105
crores). In  respect
of 756 licences no
exports had been
made (the figures
do not add upto
3612).In cases where
no exports had been
made duty realisable
was Rs. 75 crores.
(the duty involved
does not add wup
anywhere near to
Rs. 800 crores at
say 160", duty on
the average).

01



11

1.11 In respect of the value of export obligation, export obligation ful-
filled and export obligation yet 1o be fulfilled in Delhi Customs House, the
position stated by the Customs House as intimated by Ministry of Finance
(Department of Revenue) to the Committee is as under :

“This information is not avilable as the copy of the relevant
DEEC book is not forwarded to this office....The monitoring is done
by CCI & E’".

1.12 The Cochin Custom House have stated that information on value
of expori obligation actually fulfilled and yet to be fulfilled was not available
as exports are made through other ports also.

1.13 The Madras Custom House have stated as follows :

“Particulars regarding export obligation yet to be fulfilled and
also the corresponding figures as on 31st March, 1983 are not recorded
in this office™.

1.14 The Committee drew attention of the Chief Controller of Imports
aand Exports to the discrepancies in the figures in respect of DEEC as per
the records of the Custon House and that of the Office of the CCI and E as
intimated by Ministry of Finance. Asked why the two figures did not tally,
the CCl and E replied in evidence:

“The customs figure in regard to these figures relate to DEEC
figure in Customs Houses, Where as those licences may be issued by
Bombay Office or any other office, the importer is required to get his
DEEC registered from one Custom House for the purpose of control.
Therefore their figures of DEEC register will relate to more than one
licensing Office. On All India basis if I get their figures, of all customs,

and if I get all licence figures of my licensing offices, the two will
tally“-

1.15 The Committee pointed out that the facts revealed in the Audit
Paragraph as well as the figures furnished by some of the Custom Houses
indicated that the value of export obligation unfulfilled was quite substantial.
When asked to comment on this, the CCI and E stated in evidence:

“These figures are not ours. We don’t accept them as correct...
These are the Customs Offices figures”.
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1.16 Asked how the CCIE could disown the figures of the Customs
Department particularly keeping in view that the implementing agency of the
DEEC Scheme was none other than the Customs, the CCIE replied:

‘ Implementation for the purpose of recording imports and ex-
ports is done by Customs...There are cases when the party has fulfilled
the export obligations. but has not produced proof or the DEEC book
for completion to the customs. Paper work might not have been
completed’”.

1.17 When asked to furnish the details in respect of DEEC licences
issued, total value of imporis made under these licences, the total number of
exporters who availed of duty exepmtion under this scheme, number of comm-
odities imported, total amount of duty forgone on this account, value of ex-
port ohligation to be fulfilled, actually fulfilled and yet to be fulfilled as per
the records of th: CCI and E, the Office of the CCI&E have in a note fur-
nished after evidence stated:

“Statement giving the details of the licences in the desired manner
is enclosed. The Office of JCCI&E, Bombay alone issued miore than
10 ', of the advance licences. This office has 15 on 3 1st October, 1983
issued 1884 advance licences. 167 alvanc: iilences were cancelled.
They havc issued forefeiture orders in the case of 1414 advance licences

*where the party had not submitted the documents for discharge of ex-
port obligation,

JC., Bombay has reported that the position in regard to non-
fulfilment of expori obligations is not «larming. "he advance licen-
sing scheine has been found to be exceptionally popular and more and
more exporters are availing of the scheme. In view of the inherent
merit in the scheme, the prospective expor-ers are able (0 compete in
the international market. Due to duty excmption benefits available to
tiem, there has been considerable increase ia the aumber of apph-
cations for advance licences during the last 2/3 years, and therefore,
the amount of export obligation yet 1o be discharged is more as in
most of the cases the export obligation period has not yet expired, or
the parties have not submiited the documenisto the licensing authori-
ties for redemption of the bond. Due to the tiglhtening of the post
importation procedures, the advance licence holders ar¢ reminded to
complete the obligation and in cases of default show cause notices are
issued to the parties. J. C., Bombay, has further reported that the
number of DEEC, registered at the Bomay Customs House as on 31st
March, 1983 is 1944, The total value of the imports made under these
DEEC’s with Bombay Customs House is Rs. 31,516.70 Jlakhs. The
total number of exporters who availed of the DEEC Scheme in the
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jurisdiction of Bombay Customs House is 1172 and the total amount
of duty forgone on the said imports is Rs. 25,749.47 lakhs. The value
of the export obligation actually fulfilled is Rs. 24,209.81 lakhs.

The commodities imported mostly are chemical products including
drugs, Drug intermediates, dyes, dyes intermediates, rubber chemicals,
raw silk, man-made fibre and yarn, wonl tops and raw wool, SS
Shaczs. [ron ad S:eel items, drass scrap, Machinery parts and compo-
nents, audio cassettes (Blank), Garments, embellishments, such as
buttons, zip fastners, plastic material such as moulding power, eic.

Most of the Regional Licensing Offices have reported that the range
of information asked for is so vast that it will be necessary for them
to go throygh each file and also ask for each DEEC Book from the
concerned exporters. This process will take a lot of time. Therefore,
these offices have forwarded the information which could be readily
collected from their records. The information is given in the attached
statement.

It may be stated in this connection that the maximum number of
Advance licences have been issued during the years 1981-82 and ;982-
83. In many of these cases ihe export obligation period has not ex-
pired (Obligation period starts only from the .date of first importation,
although the licence may have been given earlier. In some cases exten-
sions of obligations period have also been given). This is the reason
why the value of export obligatioa still to be fulfilled is comparatively
high™".

.18 The statement referred to above is as fOllows:



SI. No. Name of Total No. Total value Total Number Total Value of Value of Export
Office of DEEC of imports No. o; of com- amount export Export f)bhga-
Licences made under export- modities of duty  obliga- obliga- tion yet
issued these ers who imported forgone tion to tion to be
licences availed on this  be ful- actually fulfilled
of duty account filled fulfilled
exemption
under the
scheme
I 2 3 4 5 6 7 8 9 10
1. JC(CLA) 931  Rs. 66.17 crores 326 267 Rs.132.17 Rs. 585.65 Rs. 247 Rs, 338,65
crores crores crores crores
2. JC(Kanpur) 266 Rs. 633 ,, 149 17 Rs. 8.38 Rs. 6898 Rs. 35.52 Rs. 3346
crores crores crores crores
(Out of 266 licences, 59 were cancelled as unutilized and 19 Lics have not been utilized so far)
3. JC(Calcutta) 407 Rs. 123.76 202 60 Rs. 96.17 Rs. 36498 Rs. 38.38 Rs. 326.60
crores crores crores crores

(fn 53 cases firms have reported that they have fulfilled the export obligations and documents are still awaited_
196 number of cases E- O. period yet to expire).

4. JC(Ahmedabad) 245 .Rs. 40 76 crores 5l 39 Rs. 25.09 Rs,

crores

83.27 Rs. 37.64 Rs. 45.63
crores crores crores

14



JC(Hyderabad)

Y
»

6. DC(Amritsar)

7, DC(Cochin)

8. DC(Jaipur)

9. DC(Bhopal)

10. AC(Srinagar)

11. Panjim Goa

199

195

Rs. 4.95 crores

Rs. 63.08 crores

Rs. 4.88 crores

Rs. 0.15 crores

20

67

4

(in two

cases only).

31

Rs. 498

crores

Rs. 2.27
crores

Rs. 0.05
crores

Ra, 22.49 Rs. 11.23 Rs. 11.26

crores

crores crores

Rs, 144.58 Rs.19.89 Rs. 124.69

Crores

Rs. 32.98

crores

Rs. 4.14
crores

Rs. 0.07
crores

Rs. 0.37
crores

crores crores

Rs. 2.13 Rs. 30.85

Crores crores

Rs. 5.33 Rs. 2.8]
crores Ccrores

e Rs. 0.07
crores

Rs. 0.07 Rs. 0.30

Crores croaes

Sl



3 4 5 6 7 8 -9 10

12. Chandigarh

13. Bangalore

14. Madras

29 Further details of all the licences have not been furnished as the
files are stated to be with JC(CLA) New Delhi.

199 Rs. 18.53 crores 177 39 Rs. 20.54 Rs 62.66 Rs.22.46 Rs. 20.04
' crores crores crores crores

180 Rs. 40.70 crores 124 — — Rs. 110.66 Rs. 75.26 Rs. 33.32
crores crores crores

e e e -

91
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1.19 The Committee desired to koow whether there was any mechanism
consisting of the representatives of the Ministries of Finance and Commerce
for over seeing the administration of the DEE Scheme including reconciliation
of figures. In a note, the Office of the CCI and E have stated:

“The Advance Licensing Scheme is primarily administered by the
Import and Export Trade Control Organisation. The applications for
advance licences are considered by the Advance Licensing Committee
which is headed by the Export Commissioner in the office of CCI&E
and consists of members from the Ministry of Finance (DBK),
Ministry of Finance (DEA), DGTD and CC (SSI). The Instructions
for administering the scheme are also issued by the Advance Licensing
Committee, tothe Port Office from time to time. In respect of
Advance licences issued upto 30th April, 1980 the DEEC Books were

. issued by the Ministry of Finance (DBK). Thereafter the Advance
Licences and the DEECs were simultaneously issued by the licensing
authorities. The Customs authotities are expected to allow imports and
exports with suitable endorsemenr in the DEEC Book.

There is no such standing mechanism of the representatives of
the Ministries of Finance and Commerce for administering the DEEC
Scheme. Every advace licence is subject to the condition of discharging
obligation within a fixed period. If the parties do not submit the ex-
port documents after the expiry of the obligation period the licensing
authorities follow up the cases by issuing show cause notices ”’

1.20 The Committee asked whether any joint efforts were made by the
Ministries of Finance and Commerce to reconcile the figures as per records of
the Office of the CCI and E and Customs Houses. In reply, the Chairman,
Central Board Of Excise and Customs stated in evidence :

“In the existing procedure there is a requirement that when the
exporter or importer when he cancels the order he should get clearance
from the register of the Custom House conceined. The moment he says
that I have no objection, that means they have paid the duty and by
delegation the authority concerned has discharged, his duty. The CCI
&E’s point is also discharged. If this is the position, there should be
no discrepancy between our figures and their figures, There is a gap
today. We will look into it. But theoretically under the procedure, it
should not be there. We will look into this and let you know.” '

1.21 The Committee asked whether the inability of the Customs Houses
to furnish the required information did not indicate that the existing system
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of maintaining records of DEEC was defective. In reply, the Member (Cus-
toms) stated in evidence :

“There is deficiency—records are not kept. The monitoring
arrangement has been based on DEEC. \Vherever export has taken
place evidence on the basis of shipping Bill will be verified by the
Customs. The document is taken away by the party. Details of these
endorsement have not been recorded in the Customs House.

CCI&E has also not the eomplete record: We will try to main-
tain it.”’ :

1.22 In this connection, the Secretary, Ministry of Finance (Depart-
ment of Revenue) stated in evidence :-

‘... there is a system prescribed. May be the system of sta-
tistics may be faulty. We have to look into that."’

Defects in the DEEC Scheme

1.23 The Committee desired to know the defects in the Scheme or the
lapses by individuals in taking follo v-up action which resulted in the type of
cases mentioned in Audit.paragraph. In a note furnished to the Committee
the Ministry of Finance (Department of Revenue) have stated as follows -

“The defects in the Scheme are briefly as under :-

(i) There does not appear to be any system of verification whether
the applicant for an advance licence under the scheme has the
capacity to manufacture/export.

(i) Grant Of extension-Extensin by 6 months in the period for ful-
filment of the export obligation appears to be granted by the
licensing authorities in a routine manner, without verifying
whether the material was still in possession of the cxporter or not.
No intimation of this extension is sent to the customs who are
required to raise a demand, if the export obligation is not dis-
charged within the period shown in the DEEC.

(iii) The legal undertaking which is presently accepted in lieu of bond
can be enforced only through a court of law. Customs cannot
enforce the demand as the joint bond is executed with the licen-
sing authorities. B
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(iv) Items where the duty incidence is very high ot where there is high
permium on the material in the market could perhaps be deleted
from the scheme. Some such items are polyster fibre, polyster
Nylon filament yarn, zip fasteners, stainless steel sheets, costly
chemicals, etc.

(v) Severe penal action should be taken against the defaulters. besides
reeovery of duty involved on the imported material.

It may be mentioned also that whenever instant abuse of the
scheme by the holders of Advarce Licences under this scheme
come to the notice of the Customs Houses, it is reported to the
local licensing authorities and also to the Chief Controller of
Imports and Exports.”

Issue af advance licences

1.24 The Committee enquired about the mechanism available for CCI
&E for verifying whether the applicant for an advance licence under the DFE
Scheme had the capacity to manufacture/export In reply, the Minisiry of
Commerce (Office of the CCI&E) have in a note stated as follows :-

“As provided in the policy a Registered Exporter can claim the
benifit of Duty Ex¢mption. Where the applicant is a manufacturer
exporter, he is required to submit an SSI registration or Industrial
licence along with the application, for advance licence Again the party
is required to give the export performance during the last 3 years. The
capacity of the applicant to execute the export order is judged from
his past perfomances. Where the applicant is a merchant exporter he is
required to give the name of the manufacturer and his consent to under-
take the job. He is also to execute the export bond jointly with the
manufacturer. The licensing authorities have also been advised to check
up the bonafide of the export order enclosed with the application as
well as the capacity of the party to manufacture and export the goods
from the Director of Industries etc. Again the applications for advance

. licences are scrutinised carefully and where the value of the abvance
licences applied for is quite high the licence is "issued in instalments
and the second and further instalments are released afier the party has
discharged the export obligation under the first instalment up to 75",
and so on. In the case of new applicants the advance licence is normally
not given for a value exceeding Rs. 5 lakhs. All the new exporters are
required to execute export bond backed by Bank Guarantee for 25",
-or 50", of the value of the licence as the case may be or full customs
-duty leviable on the material allowed for import whichever is higher.
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In the case of sensitive items even the regular exporters are also requi-
red to furnish a Bank Guarantee depending upon the nature of the
item and the reputation of the firm.”

1.25 Replying to a question of the Committee about the procedure for
granting second and/ or subsequent advance licences to importers who have
fully/partially, or not fulfilled the export obligations in respect of the earilier
bonds, the Office of the CCI&E have in a note stated :—

“According to the policy provisions applications fir advance
licences from exporters may be entertained even though the export
obligations imposed on earlier advance licences may be outstanding,
so long as the exporter has not been declared a defaulter in respect of
any previous export obligation. In view of the said provision the parties
have been granted one or more advance licences even though the ex-
port obligation against the earlier advance licences was not fulfilled or
was partially fulfilled. ‘Applications for subsequent advance licences in
such cases are carefully scrutinised by the Advance Li-ensing Committee
and the licensing authority as there is a provision in the application
form for giving the details of the advance licences already obtained by
the applicant and the export obligation discharged there under In
order that the parties may no be having a number of advance licences
without discharg ng obligation the system has now been streamlined
and in the case of new exporters, the second advaunce licence is granted
only after he has discharged the export obligation under the earlier
advance licence. In the case o sensitive items the number of advance
licences is restricted to the minimum. In the case of Export Houses/
Trading Houses or exporters who have bcen exporting regularly, second
or subsequent licenccs are granted. In those cases al:o the performance
by them under the advance licences issued to them already is always
kept in view.”

1.26 When asked whether there had been any cases where fresh
licences were issued to importers inspite of the fact that they had not dis-
charged their earlier export obligations and cleared the bonds thereon in
respect of the some and/or other commodmes, the Office of the CCI&E have
in a note stated as follows : —

“It has been provided in the policy that applications for advance
licences from the same exporter may be entertained even though the
export obligation against earlier advance licences may be outstanding
so long as the exporter has not been declared a defaulter in respect of
any previous export obligation. It has been found that in many cases
an exporter submits an application for advance licence for executing
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one export order even though he has received export orders’for the same
commodity from different parties. The applications for advance licences
by regular exporters for executing export orders are scrutinised and
more than one advance licence issued to them at a time for executing
specific export order- Where the application is for phased production
programme, normally only one such application is considered and the
second advance licence for export production programme for the
commodity is given only afier the party has discharged the obligation
under the first, licence for at least 60 to 75%, of the obligation im-
posed thereon. In the case of new exporters as already stated earlier,
second application even though for the same commodity is considered
after the party has discharged the obligation under the earlier advance
licences. While deciding the applications for advance licences the sensi-
tiveness of the item is also taken into consideration by the Advance
Licensing Committee as well as the licensing authority.”

Fulfilment of export obligation

1 27 The Committze enquired about the normal period stipulated for ful-

filment of the export obligation. In reply, the Chief Controller of Imports
and Exports stated in evidence : -

““Normal period given is six months.”

1.28 Asked whether extensions were allowed' and if so upto what period and
at what levels, the witness replied :

“If the party is not a defaulter, six months extension can be given by
the Licensing Authority Regional office and other extension of six”
months. is given by the Head Office. " There may be very rare cases

where validity may exceed 18 months.

1.29 In a note furnished to the Committee after evidence, the office of the
CCI&E have further stated : —

“The advance licence is issued with the condition to fulfil export obli-
gation within a period of 6 months from the date of clearance of first
consignment under the advance licence. If the party is unable to
complete the obligation under the initial period there is a provision to
consider their request for extension in the Export obligation period.

T RSl
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According to the latest provision the Licensihg Authorities have been
empowered to consider requests for extension in the period for the dis-
charge of export obligation for not more than 6 months in all in the
case of those exporters who have been regularly exporting for at least
3 years without default. In all other cases and in the case of regular
exporters involving an extension of more than 6 months period approval
of the Advance Licensing Committee would be necessary. The Advance
Licensing Committee in its meeting held on 5th May, 1982 decided
that the request for second extension in the export obligation period
under the advance licence may be examined on file and decided with
the approval of the Export Commissioner. The requests for extension
in the export obligation periods are scrutinised scrupulously. If there
have been genuine difficulties, the extensions requested for are granted.
Normally, extension in the Export Obligaiion period at a time is
granted for a period not exceeding 6 months. The third and subsequent
requests if any made by the parties are placed before the Advance
Licensing Committee for its consideration.”

1,30 The Commitiee desired to know the details of the importers and the
nature of goods imported by them where the export obligation has not been
fulfilled even after 18 months from the date of import and were the value of
imported goods against which exports have not been made by the importer
exceeded Rs. 10 lakhs. From the details furnished by the Ministry of
Finance (Department of Revenue) in respect of Calcutta Custom House (no
other Customs House had given the informations) it was seen that 27 importers
had imported materials worth Rs 10 lakhs and above each, but had not ful-
filled export obligation even afier 18 months. Out of them 26 importers
have since fulfilled their export obligation fully or partly. The one exporter
who had made no exports was M/s Climax Pipes who imported polypropylene
on 20 July 1981. 1Ina note furnished to the Committee on the latest position
in respect of the DEEC issued in favour of M/s Climax Pipes Pvt. LId , the

* Ministry of Finance (Department of Revenue) have stated :—

“As per condition of the relevant DEEC, the necessary bond was exe-
cuted with the J. C. C. I. & E., Calcutta. The export obligation
period under the said DEEC expired on 20.3.1983; but as no evidence
of export of the resultant product was produced before this department,
demand for Rs. 21,93,953/- was issued upon the importers by this.
office on 25 1 1983 followed by another demand issued 6n 12.8.1983
in terms of the declaration furnished by the importers on the relevant
Bill of Entry. A copy of this Demand Notice was also furwarded to
the licensing authority concerned. Pursuant to this letter, importers
in their letter dated 5.9.83 submitted that they have already completed
their export obligation, but that due to certain technical difficulties they
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could not get the exports, registered with this office. They have pro-
mised to submit all the necessary documents evidencing shipment of
the resultant products. Documents are awaited.”

1.31 Asked who was to look into delays in exports or absence of exports
under DEEC, the office of the CCI&E have in a note replied :—

“The Customs House as well as the regional Licensing authoriiies with
whom the export bonds/legal agreements are executed are supposed to
look into the delays in the exports.”

1.32 At the instance of the Conmittes, ths o fice of the CCI&E have
furnished the following details of extensions of time granted to exporters for
fulfilment of their exoprt obligations under the DEE Scheme since its inceptioa
upto 31 March 1983 (Table) : —



SI: Name of the Office  No, of cases in which extension granted (period-wise)
No. 0-6 months 6-12 months 12-18 months 18-24 months 24 months
and above
1 2 3 4 5 6 o 7
1. JC, (CLA) New Delhi ’92 # 48 19 10 2
2. JC. Kanﬁur « 29 7 1 — —
3. JC. Calcutta Details not given
4. JC. Madras Details not given
5, JC. Bangalore Details not given
6. JC. Ahmedabad 29 11 1 1 —
7. JC Hyderabad 13 - - ] ] 1
8. JC. Bombay Details not given
9. JC, Amcitsar Details not given
10. JC. Cochin 4 — 1 l
“11. DC. Jaipur ] 3 - — —_
12.  DC. Bhopal 3 — — — —
13. Controller, Srinagar -— — —- - —
14, Controller, Panjim (Goa) 1 — — — —
15. Controller, Chandigarh —_ — —_ — —_

vt
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1.33 The Committee enquired whether the authorities verified if the
imported ma'erial was still in the possession of the exporter while granting
extensions. In reply. the Office of the CCI&E have in a note stated as
fllows :—

““At the time of granting extension in the export obligation period
it is not verified whether the imported material was still in the posses-
sion of the expoiter noris it necessary to do so as it has been provided
under the Customs Notification relating to the Advance Licensing
Scheme that the material imported under an advance licence can be
utiliscd by the Advance Licence-holder for the purpose of manufacture
of goods or replenishment of the materials used in the manufacture of
goods of or both for execution of one or more export orders’.

.34 The Committee drew the attention of the Chief Controller of
Imports and Exports to the statement made by t he Ministry of Finance in a
note furnished to the Committee that extensions appeared to be granted by
the licensing authorities in a routine manner, without verifying whether the
material was still in possession of the exporter or not. Asked how such exten-
sion could be justified, the witness replied in evidence :—

“It depends on to what extent the regional licensing authority
applied his mind. But it is not meant to be a routine thing It is
expected that he will examine the case.

I am not aware that they are given in a routine manner. What
I would like to say on this point is that it is not expected to be given
ib a routine manner.’

1.35 The Committee further invited the attention of the CCI&E to the
statement made by the Ministry of Finance that intimation of such extensions
granted was presently not sent to the Customs Department who were required
to raise demands in the event of non-fulfilment of export obligations. Comme-
nting on this defect in the administration of the Scheme. the CCIE deposed *

“The practice presently is that whenever an extension is granted,
. an entry is made both in the licence as well as in the DEEC. We have
no objection in sending the extension order to the Customs also.”

1.36 The Committee wanted to know the statutory authority for CCl & E
to extend the time specified in the advance licence by amending it without
the concurrence of customs officer. In reply, the Office of the CCI&E have
stated iu a note! —
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“The extension in the export obligation period granted to the
advance licence holder is always endorsed on the advance licence as
well as the DEEC book. No instructions were issued to the port offices
to intimate the extension of the export obligation period to the Customs
Office. Also, it has been provided that extension in the period of the
export obligation for not more than ¢ months can be granted by the
licensing authorities in the case of those exporters who ~have been
regularly exporting for atleast 3 years without default. The requests in

" other cases are either examined and decided with the zpproval of the
Export Commissioner as authorised by the Advance Licensing
Committee or are placed before the Committee for consideration. The
Customs Notification regarding Advance Licensing Scheme also pro-
vides that the advance licence holders are required to export the products
within the time specified in the DEEC or such extended period as may
be granted by the Committee (ALC). When the cases are discussed by
the Advaoce Licensing Committee the representative of the Ministry of
Finance (DBK) is always there and any extension if accorded to by the
Committec has the concurrence of the representative of the Ministry of
Finance (DBK) also, However, instructions haverecently been issued
that all cases of extension, will have to be intimated to the concerned
Custom House.”

1.37 In reply to a question of the Committce, the Chief Controller of
Imports and Exporis stated that the Regional Licensing Authoriiy was the
monitoring autho-ity who also issues the notice after the expiry of the stipu-
lated period for discharging export obligation.

1.38. Asked whether it issues notices exactly on the expiry of six
months, the witness replied :—

tR1

“That probably may not be so.

1.39 Replying to a question about the time gap betwecn issue of notices
and expiry of the stipulated period, the Office of the CCI&E have in a note
stated — : ’

“Normally letter calling for export documents are issued within
a period of one month from the date of expiry of the export obligation
period by the licensing office with whom the bond has been executed.
In isolated cases such letters might have been issued beyond this period
due to administrative reasons- The follow up action is initiated by the
port authorities who maintain a reminder register which is also checked
_by the senior officers in the Port Offices.”
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1.40 The Committee asked whether the Office of the CCI&E had ever
tried to ana'yses the reasons for non-fulfilment of export obligation in a large
number of cases. In reply, the Chief Controller of Tmports and Exports stated
in evidence :

“Not at the macro level —not in all the cases.”

1.41 In a note furnished to the Committee after evidence, the Office
of the CCI&E have stated : —

“During the year 1983-84 the following steps have been taken to

ensure fulfilment of export obligation.

(a)

(b)

The regional Licensing Authorities can now grant extension for
a period not exceeding 6 months only in the case of those
exporters who have been regularly exporting for at least 3 years
without default. In the  earlier period the extension for a period
not exceeding 6 months could be granted be the licensing autho-
ritie; in all cases.

The Licensing authorities have been requested to watch the export
obligation more vigorously. As soon as the export obligation period
expired they write to the party to submit the export documents
and other documentary evidence to show the exports having been
made in discharge of the obligation imposed on the advance
licences. If the parties have failed to discharge the export obliga-
tion necessary penal action under the ITC regulations is initiated
against them.”

Enforcement cf bonds

1.42 The Committee desired to know the procedure for enforcement of
of bonds after the issue of notices. In reply, the Chief Controlier of Imports
Bxports stated in evidence : —

“The licensing authorlty issues a notice. He is given an opportu-

nity of being heard. Then a formal legal order is passed. Then an order
is given. In the event of failure of recovery, liquidated damages are
also provided for. If he does not pay on his own, apart from filing a
civil suit for recovering the amount, we can take action under Import
and Export Control Order”.

Pt S R S R S



28

»

1.43. Enquired if any such cases had been decided, the witness replied : —

“Certain casas are under process for that purpose ..we have not
filed a civil suit as such. But the number of cases where a demand has
been raised, but not paid, is almost negligible.”

1.44. On being a:ked whether Customs department could enforce the
demand as the joint bond was exscated with the licensing authority, the witness
replied : —

““On this point, there isa difference of opinion. We are sorting
this out.”

1.45 The witness further stated :

“The legal undertaking specifically pr rvides that irrespective of
action provided therein, Customs duty can be recovered under Section
- 142 of the Customs Act. So, we feel that Priina facie this legal under-
taking is no bar to the recovery of Customs duty under the Customs
Act. But there is a difference of opinion We meet tomorrow, and will
consult the Law Ministry.”

1.46 In a n e fu-nished to the Committee after evidence, the Ministry
of Finance (Department of Revenue) have stated :

“Legal position in regard to the enforcement of the legal under-
taking/bond is being examined.” ‘

R ‘lease of bonds without recovery of duty

1.47 According to the Audit paragraph, on imports of copper un-
wrought and zinc by two importers, the export obligation was met only partly
and the Customs House issued deman:is in May, 1980 for recovering duty
amounting to Rs. 10.45 lakhs. However, th: bond executed by the importer
was released by che liceasing authorities without getting facts verified by the
Customs. The Committee desired to know the details of the cise and how
the bonds were released by the CCI and E when the Customs house was
deman ling duty. In reply, the Ministry of Fraarze (Dezpariment of Revenue)
have stated in a note as follows @ —

“There have only been two cases of the type as pointed out in
Audit Para 1.25 (b) where licensing authorities had released the bonds
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" without getting the facts of export obligations verified from the
Customs. In both these cases Customs House had passed orders raising
demands of the Customs duty leviable on the imports made by the
importers. It is understood that the licensing authorities had withdrawn
the orders of cancellation ofthe bonds in respect of these cases on
receipt of the orders: passed by the Asstt. Collector. The importers. viz,.
M/s Bralco Metal Industries had gone in appsal to the Appellate
Collector of Customs who had rejected these appeals. However, the
importer filed revision applications to .the Govt. of India who had
remanded both these cases to the original authority for denovo adjudi-
cation The denovo adjudication proceedings are pending with the
Custom House for want of proof of export documents to be furnished
by the importers. It may be pointed out that the Jt. C. C. I. & E. is
reported to have withdrawn the collection of bonds when the matter
was taken up with them by the Custom House.”

1.48 Replying to a question whether the mistakes had occurred dus
to any defect in the system or due to lapses of individuals, the Ministry of
Finance (Department of Revenue) in their note replied : —

““The Custom House are required to give a no objection before
the release of the bond. They give this no objection only after veri-
fying the entries of exports made in the relevant portion of the Duty
Exemption Entitlement Certificate. Therefore if any bond has been
released without effecting the recovery then it is not a defect in the
procedure but appears to be a lapse on the part of the individual in
not following the procedure.™

1.49 The Committee enquired why the Central Board of Excise and
Customs should not revert to the svstem of separate bonds in respect of
customs duty and ITC conditioys. In a written reply, the Ministry of Finance
(Department of Revenue) have stated :

“The question of separate bond for customs duty is under
examination. It is also being examined whether a clause in the existing
bond executed with the Licensing authorities enabling the Custom
authorities to enforce the demand for duty under Section 142 of the
Customs Act, 1962 and penal action under sections 111 (0) and 112-
of the Act if introduced in the existing boad will be adequate.”

1.50 The Committee enquired whether a Customs bond was not a
statutory necessity under Customs Act if customs duty was not realised. In
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reply, the Ministry of Finance (Department of Revenue) have stated in a
note —

‘A bond whether of Customs or otherwise is necessary only
when the exemption is conditional. It is seen that the requirement of
a bond is also one of the coditions of the notification covering exemp-
of raw materials/components imported under the duty exemption
scheme, The relevant portion of the notification reads —

“The importer at the time of clearance of the imported materials
makes—

I, a claim in writing to the Collector of Cusotms for such
exemption and executes a bond/legal undertaking before such autho-.
rity as may be approved by the Central Government for complying
with the conditions specified in this Notification.”

While approving the Cabinet note on Duty Exemption Scheme
the Cabinet Committee on Exports had decided that “the bond already
prescribed by the Commerce Ministry should be modified to meet the
requirements of the Customs Department also’’, The present bond al-
ready has a clause that the executor will be liable to pay customs duty
on demand and customs duty will be realisable under the provisions of
section 142 of the Customs Act 1962.”

1.51 On being asked whether the legal role of the Customs Officer as
the Government party to the bond agreement under Customs Act could be
set aside by administrative arrangements under DEEC even if the bond was
joint with CCI&E, the Ministry of Finance in their note replied :—

“Legal role of a Customs Officer cannot be set asidec by ad-
ministrative arrangement. It was only as an export promotion measure
that instead of two separate bonds only one bond was introduced.
Action under sections 111 and 112 of the Customs Act 1962 ean
always be taken against the goods and the importer for non-fulfilment
of the conditions of an exemption notification issued under section 25
of the Customs Act.”

1.52 Audit have pointed out certain cases of non-export of items im-
ported under the DEEC Scheme in para 1.25(d) and (¢). Tte Committee
ewanted to know the details of imports (if any) under the scheme where no
xports have taken place so far From the information furnished by ile
Ministry of Finance, it was seen that in all cases save one export obligation
has since been met or exports are under way. In the one case, duty has been
demanded.
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Profiteering on items imported uﬁder DEEC

1.53 In para 1.25(c) Audit have pointed out a case where an importer
had made windfall profits amounting to Rs. 29.76 lakhs on stainless steel
sheets by defaulting on exports and even after playing duty. The Committee
desired to know the action taken against the importer (M/s Nagpal Stainless
Steel Ltd,)- The Ministry of Finance have in a note stated as under :

“JCCI&E Bombay is taking action for Blacklisting and imposi-
tion of penalty against the party since it is post importation violation
and bond was also executed with the Licensing authority this Deptt.
would not be able to take any penal action”.

1.54 Asked how the party was allowed to earn a windfall profit, the
Ministry of Finance have replied *

“During the period when the advance licence was given to the
exporter the exccution of the bonds was with the licensing authority.
This bond was both for customs duty and ITC violations. Whenever
any exporter is found not having discharged his export obligation in
full on the expiry of his period the Customs Houses ascertain the
quantity of unutilized raw materials in respect of the unfulfilled expert
obligation and the duty incidence thereon. There is a provision of
taking a simple undertaking in the Bill of Entry presented by the
importer at the time of claiming duty free import of the input mate-
rial. On the basis of this undertaking custom houses raise a deinand
of duty on the material and inform the licensing authority simultane-
ously. However, enforcement of the demand for duty in terms of the
bond vests in the licensing autnorities. Action for post importation
violation of the provisions for non-export of the goodsis taken by
the licensing authorities in terms of the bond.”

1.55 Replying to a question of the Committee as to how Government
could check sale of materials like polyster fibre, polyster/nylon filament
yarn, zipfastner stainless steel sheets, costly chemicals etc. imported under the
DEEC Scheme in the absence of proper monitoring authority and deterrent
penal action, the Chairman, Central Board of Excise and Customs stated in *

evidence :

“It is very clear that the understanding (1) was post-importation
violation of conditions is the responsibility of CCIE. Pre-importation
is that of the Customs. I am not taking of the defaults which are deli-
berate. Supposing there are defaults which are beyond the control of
the party, then also, the party cannot be allowed to reap the profit
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by way of retaining the amount of duty which he would have other-
wise paid to us. In this case also, the recovcry of the amount and
subsequently in the case of deliberate default, even the imposition of
penalty, according to our understanding, is responsibility of the CCIE,”

Non-export of items

1.56 According to the Audit paragraph, in 36 cases in Bombay,
against ‘imports valuing Rs.3.71 crores on which duty amounting to Rs. 2.33
crores was foregone, the value of export amounted to Rs. 48 20 lakhs. Accor-
ding to Audit, in 21 out of the 36 cases, no export at all had taken place
and against the foreign exchange out go of Rs 2.98 crores (c.i.f. value of the
imports) the duty foregone amounted to Rs. 1.68 crores. At the instance of
the Committee, the Ministry of Finance (Department of Revenue) have fur-
nished the details in respect of these cases. From the details furnished by the
Ministry it is seen that out of 21 cases, in 2 cases export obligation has
since been fulfilled. In 8 cases the duty has been recovered from the exporters
whio failed to export. Duty is still to be demanded in 7 cases after adjudication
or veryfication of export. One is a court case. In one case file has been closed
but no reasoos have been given. One case is stated to be pending but no
reasons have been given for pendency. Nothing has been said in respect of
one case.

Imposition of Penalty

1.57 The Committee desired to know the penal action possible under
the law for non-fulfilment of export obligations under the DEE Scheme. In
reply, the Chief Controller of Imports and Exports stated in evidence :—

“Action can be forfeiture of the bank guarantee; as per the bond
we can take possession of the unutilized raw material direct, or ask
him to hand over the manufactured goods to the agency nominated by
the Government. The forfeiture of the bond also provides for imposi-
tion of liquidated damages, subject to a maximum. In addition to this,
under the Imports and Exports Control Act, depending on the nature
of the violation, the competent authority can take decision to put the
party in abeyance or debar the party for licensing for a period of 3 or
6 years or refer the case for criminal prosecution. These are the
various possible actions. The actual decision is taken by the licensing
authority, which is the competent authority”.

1.58 The Committee asked whether the Ministry had imposed penalty
on the importers in 8 out of the 21 cases where duty was stated to have been
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recovered (referred to aboye) on goods for which the importers might not
hitvé got idiport licéncés (for itéms lke DMT, stainless fteel, copper, zinc,
brass etc. which séll at a premium over landed cost). Thé Office of the CCI

aad E

have in 4 noté statéd as follows :—
“No penalty was imposed on the importers

1.59 On being asked whether any penal action was taken against

violations/defaulters of the Duty Exemption Scheme at all, the Ministry of
Finance (Departthent of Revenue) have in a note stated as follows :

of the

“Custom Houses have not imposed any peralty for thé vielations
of post importation omissions and commissions of the defaulters under
the DEEC scheme.”’

1.60 In a note furnished to the Committee in this regard, the Office
CCI and E have stated :

“The advance licences are issued with the condition to discharge
the export obligation within the specified period. If the parties fail to-
do so, penal action under the ITC regulations is taken against them
JCCI&E. Bombay issued 1884 advance licences from the incapitation
of the Duty Exemption Scheme uptill 31st October, 1983. In 144 cases
forfeiture orders have been issued. Out of these cases, 11 cases have
already been referred to the CBI for prosecution. In another 57 cases,
penal action is being initiated against the parties by placing them
under abeyance and issuing show cause notices etc. JCCI & E (CLA)
New Delhi has forfited bonds/legal undertakings in 28 cases. Out of
these 28 cases they have realised an amount of Rs. 77,19,804/-in 16
cases and the amount has been deposited in the government account.
6 cases have been referred to headquarters for further action against
the parties which is in progress. In remaining cases the matter is being
pursued with the parties/banks. JCCI & E, Kanpur has reported that
13 firms have failed to fulfil the export obligation and show cause
notices for forfeiture of Bank Guarantee or enforcement of legal under-
taking have already been issued. Action to recover the customs duty
and initiate severe penal action against the defaulters is being taken.
JCCI&E., Madras has taken action against 12 parties which failed to
discharge the export obligation within the specified period. Bank
Guaranteés Have been forfeited in 7 cases. Howevér, in 3 cases the
parties have gone to the cdurt of law ahd obtdinéd stay order.
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It has, however, been observed that in most of the cases although
the parties have fulfilled the export obligation they are unable to
produce DEEC duly discharged due to some reason or other. The
issue of show cause notices for debarment or other penal action is a
sufficient deterrent to the exporters who generally hasten to finalise
their cases early to avoid consequences of penal action. In cases where
the forfeiture orders are issued the parties ‘are not entitled to further
licences or cash assistance till the cases are finalised.,,

1.61 The Committee asked whether the Customs Departnent could
not impose penalty by way of confiscating the imported materials as per
Section 111(0) of the Customs, Act, 1962. In reply, the Member, Central
Board of Excise and Customs stated *

6 .
There are no cases where we have imposed penalty. These are
cases relating to Customs Act Monitoring is done on the basis of ths
Bond. Customs do not come into the picture at all”.

1.62 In reply to a question whether Customs department did not have
the legal authority to initiate action, the witness stated :

“I am not disputing that. The legal authority is there. The legal
authority would have enabled the Customs to take action. But the
scheme, the way it has been worked out, did not give any role to the
Customs except certifying imports and exports.”

1.63 On being ask:d why the Department did not exercise the legal
aathority, the witness stated :

“The scheme provided for action on the bond. The bond is in
CCIE's Office, not in Customs *’

1.64 Asked whether it meant that the penalty under the Customs Act
should have been imposed by the CCIE, the witness replied :

“They were not competent. They could have referred to the
Customs for taking action.”

1.65 The witness further stated :—

“If it was referred to the Customs, the Customs were competent
to take actisn. The scheme that has bzen outlined - did not leave the
initiative with the Customs. There is no want of legal authority.”
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1.66 The Commmee asked whether it meant that despite legal provi-
siors to impose penalty, the scheme was 80 envxsaged that no penalty could
be imposed. The Member, Central Board of Excise and Customs replied in
evidence :

“It is a promotional measure. We did not think of the rod all
the time.”

1.67 Replying to a question whether the CCI and E had an effective
enforcement machinery to follow-up the advance licences and initiate prompt
action to check misuses the Chief Controller of Imports and Exports stated
in evidence :

“We don’t have such an organisation. We have no exclusive man
only for this type of job of enforcement. He does the licensing, he does
the documentation. and he is also sent out to inspect or visit a factory in
the event of suspicion or complaint or otherwise. So we do not have
a force like a CBI or the preventive force ofthe Excnse or Customs
Department.”

1.68. On being asked as to how enforcement could be effective in the
absence of such a machinery, the witness replied :

“As far as the enforcement organisation with us, I am of the
view that they are capable and competent legally to impose these penal-
ties which are available under law. I may also add that our enforce-
ment organisation#can also issue confiscation orders. As for as prosecu-
tion the case can be lodged with agencies like CB1 under CrPC and
it is not necessary that our enforcement organisation should have
prosecuting officers of their own.”

1.69. Asked what then prevented the authorities from initiating prompt
penal action against defaulters, the witness replied :

“What has been lacking is the lack of timely follow-up of the
action required in the event of default. We have now about half a
dozen of measvres to remove this deficiency. These will minimise if not
totally remove these violations.”

1.70 The witness further stated :

“In the absence of mention of provision of penalty in the bond,
there is no specific restriction for our taking action against the Import
Control Act because the bond itself says, apart from forfeiture other
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action avgilable under the law can be taken and jt has been initiated
in mpay ceses. Unfertunately it may nat have eulmingted in the fingl
action such as filing of eivil suit etc. so far. As I said there has been
deficiency in certain follow-up of cases of default We have tightened
up the measures and we have taken certain steps.”

1.71 The Committee asked whether it was not a fact that the absence
of a clear-out jurisdiction between "Customs department and the CCI&E had
adversely affected proper follow-up of DEEC offences. In reply, the Chairman,
QCentral Board of Excise and Customs stated in evidence -—

“1 think, there is some confusion on this. I would, therefore, like
to give this clarification with regard to the exact jurisdiction of the
Customs and that of the CCIE, Under the law, the Customs and the
CCIE have, in many areas of the kind that we are having under consi-
deration here, concurrent jurisdiction. The Chairman has just now read
out the relevant section in the Customs Act which says that any goods
which are exempted subject to certain conditions will be liable to
confiscation in the event of any of the conditions being violated.
Correspondingly, in the Import Export Control Act there are various
provisions with regard to violation of any condition of the licence in
respect of goods which are imported for a particular purpose and which
are not utilised for that purpose. Therefore, under these two respective
laws which are independent of each other, we have concurrent jurisdic-
tion in respect of the same offence. The understgnding between the
Commerce Ministry and the Finance Ministry is that, in regard to
violations of pre-importation conditions -suppose the licence says that
letters of credit should have been opened by such and such date and
they are not opened by that date; or that shipment should have taken
effect befor such and such date and it has not taken effect by that date
the Customs will confiscate the goods and impose penalty, etc  There
are also situations where the gopds imported have gone into the
country. There are conditions which should be complied with after im-
portations. The understanding between these two Ministries is that in
respect of post-importation conditions, one authority, namely the
Customs, will keep off- Then a special organisation was created in the
office of the CCIE. An addrtional Chief Controller of Imports some
years ago was instituted and his job is to deal with these cases. They
are exactly on parallel lines. They will adjudicate, impose penalties,
confiscate the goods and proceed correspondingly as in the Customs
Act 1n respect of this category of cases strict action for penalty for
confiscation, for direction to dispose of the goods in a particular
manner, for debarring the . man from future licence, etc, is possible
under the Import and Bxport Coatrol Act and undes the Import Con-
trol Order and it is entirely within the jurisdiction of the CCIB. There
is a very clear-cut jurisdiction.”
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1.72 Qp baing asked whether such an understanding had - been expli-

<itly laid down anywhere, the witness replied :

“The Import and Export Contrpl conigins no sycn provisions of
the type I hgve referred to.”

Consumption of imported material in exported groducts

1.73 The Comnmittee desired to know what checks were exercised by

Government in order to eosure that the imported products themselves are
used in the exported products. In reply, the Chief Controller of Imports and
Bxports stated in’evidence:

of the

“The scheme in existence does not,require that the imported mate-
rial, duty free, against an advance licence and against on export
obligation must be used in the goods actually exported.”

1.74 Tn a note furnished to the Committee, after evidence. the Office
CCI and E have added :

“It is not necessary to ensure that the xmported products them-
selves are used in the export products. The Customs -Notificatlon
governing the Advance Licensing Scheme provides that the material
imported under the advance licence can be utilised for the purpose of
manufacture of goods or replenishment of the materials used for the
manufacture of the goods or both for execution of one or more export
orders. Again it has been provided in para 17 of Appendix 19 of the
Import and Export Policy 1983-84 that export made from the date of
receipt of application for advance Licence by the Licensing authority
will be accepted towards the discharge of the export obligation In
view of the said provision it is not obligatory that the imported mate-
rial is utilised in the export products.”

1.73 Bxplaining the reasons for such a provision, the Secretary, Depart-

ment of Revenue stated in evidence :—

“There can be a time-lag between the actual import and the exe-
cution of the export arder. After all the whole purpose now-a-days.
when such liceaces are issued even in advance of export order being
received is to help export what is supposed to be a continous process.
There may bg a time-lag between the actual receipt of imported mate-
rial and the execution of the export order One can visualise a situation
that while the goods are on the high seas an order is received and has
to be gxecuted. Therefore, the person obtains the material even before
the imported material has arrived.,.
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1.76 Elaborating the point further, the Chairman, Central ‘Board of
Excise and Customs added :— ‘

“If you have some export orders to execute and you have on the
shelf some imported goods on which duty has been paid, you can use
those goods, export the finished products and when the exempted
goods come later, you replenish your stock. Similary, you can buy it
from some other person, whether exempted or duty paid, use them and
give him back that particular stock.”

1.77 The Committee asked whether goods imported under DEES were
allowed to be sold in the market. In reply, the Chief Controller of Imports
and Exports stated in evidence .—

“This is meant only to.be used for finished products.,.This im-
port is not permitted to be used for diversion to the indigenous
market.”

1.78 In reply to a question of the Committee whether there were any
items in the Schedule where the specifications were not conclusively clear due
to which it was difficult to detect whether the exporters used the very same
item imported in the products exported, the Office of the CCI and E stated :

“The list of items given in Annexure I to Appendix 19 is exhaut-
tive and the items have been clearly specified. As already stated, it is
not obligatory on the part of the Advance Licence holder to utilise the
same imported material in the export products.”

1.79 When asked to indicate the details of cases detected where items
imported under DEE Scheme were put to use in a manner other than that
visualised under the Scheme or products exported were other than those visua-
lised under the Scheme and the action taken by the Department in such cases,
the Ministry of Finance (Department of Revenue) have, in a note, stated :

“It is not necessary that the imported raw-material should be
used in the manufacture of the export product. Therefore, no checks
are being exercised to ensure that the imported item is not put to a
use in a manner other than the one visualised. It may, however, be
added that there is a specific conditicn in the exemption notification
under the Scheme reading the exempt materials or any portion thereof
shall not be sold or otherwise transferred to any other person, or
utilised or permitted to be utilised or disposed of in any other manner
without the previons permission ofthe Committee’. The Advance
Licensing Committee whileconsidering application for sale or use of
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-

the left over meterial always ensures that the material is used for
manufactuge of the export product either by the same exporter or
transferred 10 another exporter of similar material. Wherever the
raw-material happens to be an OGL item however a lenient view is

taken while permitting such sale oc transfer of the left over imported

material. In so far as the products exported other than those visua-

lised under the Scheme are concerned it may be stated that 100,

checking or the export consignment is neither feasible nor advisable

therefore random checking of the export consignment is done. When-

ever it isfound that th: export product does not conoform to the

description/technical charactecistics of the product indicated in the

export obligation in the DEEBC such consignments are not allowed to
be exported. A list of such fraudulent exports cases dstected by the

Custom Houses in the year 1983 is enclosed as Annexure 13-A.

These cases are under investigation. In some cases investigations

have been completed and proceedings drawn. In a case where a

major fraud (duty involved was about Rs. 2 crores) was proved

beyond doubt the exporter and his son have also been detained under

COFEPOSA. Proceedings for confiscation of the goods and penal

actjon against the exporter have been drawn up in other cases.”

1°80 In the Annaxure referred to above, the Ministry of Finance have
furnished the following position in respect of Bombay, Calcutta, Madras and
Cochin Customs Houses :

“Bombay

Certain cases of substitution were noticed lately which are under
investigation. In the case of non fulfilment of export obligation in
time, action is taken by the licensing authorities as per legal under-
taking/bond accepted by them. As for the Customs, steps are taken
to get the duty with intercst thereon recovered through the concerned
licensing authorities. Where these efforts fail, action under Section
142 and 147 of the Customs Act, 1962 can be considered.

Calcutta

As regards exports, one case has come to the notice of this
Custom House where the contents ot the packages were found to

- include items other than the resultant products specified in the
particular DEEC. ' Adjudication proceedings have been initiated -

in the case. Ia this case the DBEC was issued in March, 1983 and
the shipment was attempted in May, 1983.
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Madras

Particulars not recorded (.) This Ctistom House Has #o infor-
mation whether the imported items were to be used in a manner other
than what was visualised or products exported were .otbher than those
visualised under the scheme (.)

Cochin

Such cases have not been noticed in Cochin and no penal action
taken by the Custom House (.)"

irregular payment of drawback on DEEC exports

1'81 1In para 125 (f), Audit have pointed out a case of irregula:
payment of drawbacks to exporters amounting to Rs. 425 lakhs and a
further amount of Rs. 1°17 lakbs sanctioned, but not paid on export of synthe-
tic detergent powder, while the exporter, had export obligations under DEEC
for the same item. The Committee wanted to know the action taken by
Government to prevent exporters claiming drawbacks on exports made nuder
the DEE Scheme by resorting to misdeclaration or non-declaration that they
had used duty paid raw materials. In reply, the Ministry of Finance (Depart-
ment of Revenue) have in a note stated:

‘“At the outset it may be mentioned that claim of drawback at All
Industiy rate and exports in discharge of an export obligation are
mutually exclusive Every exporter exporting any consignment in dis-
charge of his export obligation is required to make au endorsement on
the shipping bill stating specifically that the exports are under DEEC.
In case he does not make this endorsement in the shipping bill he
becomes entitled to payment of drawback at the all-industry rate, if
there is any, for the product ; however in that case the export in
question could not be taken into account in dischdrging his obligation
as under the DEEC Scheme. Thus it will be sten tbat if for any
consignment an exporter has claimed drawback the same consignment
cannot be considered for discharge of the export obligation uuless the
drawback amount received by the exporter is refunded. In the
circumstances no undue benefit will accrue to the exporter by giving a
wrong de claration However, a proposal for introducing a certificate
in the shipping bill itself that the export is “‘under Duty Exermption
Bntitlement Scheihe etc.” is under consideration of the Government
so that at a later date no exporter could take shéltér sayihg that the
omission was inadvertant or threugh oversight.
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1t may also be stated that every case of conversion of draw back
shipping Bill into Duty Exemption Entitlement Certificatc Shipping
Bill is considered on merits and penal action is iaken wherever
warranted ‘

1.82 1In reply to a question of the Committee, the Ministry of Finance
(Department of Revenue) stated that cases simi'ar to the one pointed out by
Audit in para 1.25 (f) were detected in Bombay and Madras Customs Houses
also.

Chargeability of intcrest vn duty
1.83  Section 143A of the Customs Act 1962 provides as under :—

“(1) When any material is imported under an import licence
belonging to the category of Advance Licence granted under the
Imports and Exports {(Control) Act, 1947, subject to an obligation to
export the goods as are specified in the said Licence within the period
specified therein, the Assistant Collector of Customs may. nctwiths-
tanding anything contained in this Act, permit clearance of such mate-

rial without payment of duty leviable thereon.

(2) The permission for clearance without payment ¢f duty under
sub-section (l) shall be subject to the following conditions, that is to
say— ’

(a) the duty payable on the material imported shall be adjusted
against the drawback of duty payable under this Act, or under
any other law for the time being in force on the export of goods
specified in the said Advance Licence ; and

(b) Where the duty is not so adjusted either for the reasons that the
goods are not exported within- the period specified in the said
Advance Licence, or with such extended period not exceeding
six months as the Assistant Collector of Customs may, on suffi-
cient cause being shown, allow, or for any other sufficient reason,
the importer shall, notwithstanding anything contained in section
28, be liable to pay the amount of duty not so adjusted together
with simple interest thereon at the rate of twelve per cent per
aorumn from the date the said permission for clearance is given to
the date of payment. B

(3) While permitting clearance under sub-section ( l). the Assistant
Collector of Customs may require the importer to execute a bond
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with such surety or security as he thinks fit for complying with
the conditions specified in sub-section (2).”

1.84 The Committee wanted to know whether the Customs Officer
has a legal right to insist on charging interest at 12 per cent under Section
143 A (2) (b) on the duty payable (even if licence is amended by CCI&E
without concurrence of Customs Officer) and allow the duty to be adjusted
against drawback under Section 143 A (b) after the delayed export taken
place. The Ministry of Finance (Department of Revenue) have in a note
replied : —

“Section 143-A was amended in 1978, but this amendment was to
take effect from a date to be notified. No such notification has been -
issued.”

1.85 When asked why no notification to bring into force the amend-
ment to Section 143A was issued for over five years after the enactment, the
Minis'ry of Finance. (Department of Revenue) have in a note stated :(—

“This notification was not issued because it was found that with
the streamlining of ihe procedure for advance licencing under Duty
Exemption Entitlement Scheme more and more exporters were availing
of duty free imports under this Scheme and, therefore, the Scheme of
Duty Deferment proposed to be introduced under Section 143-A of the
Customs Act 1962 was not introduced. A note to this effect afier
consulting the Ministry of Commerce and Law has already been sent

" to the Cabinet.”

Impact of exports on indigenous economy

1.86 The Committee wanted to know whether any studies were made
by Government in order to exumine wheth:r the imports allowed under the
Duty Exemption Scheme had any adverse impact on the indigenous production
capacities in respect of the items listed in the schedule. The O'lice of the
CCI&E hive in a note stated as follows  --

“No such studies were carried out in this r.spect.”
Export of products and profitability

1.87 The Commirtee desired to know whether the profitability
of the products was taken into account while considering the items to be
covered under the Duty Exemption Scheme. 1In reply, the Chief Controller of
Imports and Exports stated in evidence ;:~—
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“While laying down the items for import, broadly difference bet-
w2en the indigenous price of the raw material and the international
price is one of the factors which is considered so that the exports are
competitive.”

1.88 Asked whether it could happen that certain product having
100" .profit were also given exemption from expcrt dutics under the Scheme,
the wi'ness replied :

*“Theoretically depending ¢n the international conditions and the
internal demand and supply it can happen.”

Computerisation of data base

1.89 The Committee enquired whether the Department intended to
computerise the data base in order to facilities better administration of the
Duty exemption Entitlement Scheme. In reply, the Member (Customs) stated
during evidence :—

“We are discussing it. But some satff resistance is there. At
present, we are at the stage of introducing this.”

Monitoring of Duty Exemption Entitlement Scheme

1.90 The Committee drew the attention of the Ministry of Finance to
the flgures of imports and exports made under the DEE Scheme trough
Bombay Port during the years 1976-77 to 1979-80 and through Calcutta Port
during the 1976-77 to 1979-80 given in the Audit paragraph which indicated
that value of export realisations after duty sacrifice were far too less than
the imports. Asked how in their circumstances, the Scheme could be justified
the Member (Customs) stated in evidence :—

“This is basically an export promotion measure. It might have
been so in initial years In 1982-83, as against Rs. 282 crores of
imports, the exports worth Rs. 800 crores are expected to be
generated.”

1.91 Asked when the country was spending more on imports, how
can it be said that the Scheme was beneficial to the economy, the witness
replied : —

“If all the time this position is to remain, then we will say that
it should be scrapped straightway. Now, it seems, it is picking up.”’

1.92 The Committee aske. whether the Ministry of Finance were in
favour of continuing the Duty Exemption Entitlement Scheme, considering
the substantial amounts of duty forgone on imports and the incommensurate
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export realisations as pointed out by audit. In reply, the Member (Customs)
stated in evidence :-—

“These are Government policies; we implement them. This is an
export promotion m:asure. We fall in line with the Administrative -
Ministry. As and when modifications are whol« these are done. This
way, the whole thing is subject to monitoring and verification.”

1.93  On being asked whether the Ministry were satisfied with the
existing procedure of monitoring and verification, the witness stated : -

“The Costoms House is required to certifty like a passbook. What
is imported and exported is mentioned there. On the basis of that
passbook, CCIE is able. to see whether the obligation has been
discharged.

Apparently, it is clear that the procedure is not working. Probably,
we have to introduce some other better procedure so that monitoring
is done effectively.™

194 1In this connection, the Secretary, Department of Revenue
deposed :—

“The system whatever it is and however faulty it is, is that there
is the licensing authori'y which is finaly responsible but this licensing
authoity has to act through the Customs Houses for the purpose of
recording imports as well as 2xports and the system is such that at any
given point of time, the complete information may not be available
with anybody. T am not saying that this is a satisfactory situation. But
this is what it is today.”

1.95  The witness furiber stated :—

“We will haveto go into it and sec how we can ‘mprove the
systein of monitoring, the system of keeping the staistics and the
system of compiling ihe statistics on an overall basis.”

Evalution of export promotion meusures

1.96 The Committee asked whether Government had underiaken any
cost-benefit analysis of the various export promotion n easures in vogue over
the years in order to arrive at the exact cost of exports. In reply, the Chief
Controller of Impnris and Exports stated in evidence : —

“I will have to check up from the Ministry; this work is assigned
to them.”
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197 1t is understood that Government have recently (on 20 July 1984)
constituted a high power Committee on trade policies headed by Commerce
Secretary to review the present structure of import-export policies. The afore-
stated Committee is expected to examine the effectiveness of export promotion
measures in ierms of thair impact on actual export parformance. The other
membYers of the high powered Conmnittee are understood to bz : Finance
Secretary, Secretary Industrial Davelopment, Special Secretary to the Prime
Minister, Deputy Governor of the Reserve Bank, Principal, Administrative
staff College, Hyderabad, Chief Controller of Impo-ts and Exports, Economic
Adviser in the Commerce Ministry —Secretary of Committee.”

1.98 Duty Exemption Entitlement Scheme was introduced in 1976 as an ex-
port promotion measure. Under this Scheme, raw materials and
components under advance licences for execution imported
of export orders are exempted from levy of customs duty. Responsibility for
ensuring discharge of export obligation by an imporier is entrusted to the Office
of the Chief Controller of Imports and Exports. The importer executes bonds
for payment of duty on the imported items in the event of failure to discharge the
export obligation. The Customs authorities act as agents of licensing authorities
and make endorsements in the Duty Exemption Entitlement Certificates (DEEC)
issued by the licensing authorities when exports are effected. The bonds are can-
celled by the licensing authorities on the discharge of export obligation by the
importer.

1.99 Audit has brought out de:ails of imports and exports made under the
Duty- Exemption Entiletment Scheme through Bombay and Calcutta Customs
Houses during the years 1976-77 to 1979-80. In Bombay Custom Houses as
against imports of goods valuing Rs. 1.98 crores, Rs. 1.22 crores, Rs. 4.44 crores
and Rs. 50.71 crores under the Scheme during the years 1976-77,1977-78, 1978-
79 and 1979-80 respectively, the value of goods exported amounted to Rs. 1.16
crores, Rs. 4.52 crores, Rs. 13.28 crores and Rs. 62.07 crores during the crores
ponding years. The Customs duty forgone amounted to Rs. 1.19 crores,
Rs. 1.18 crores, Rs. 5.40 crores and Rs. 45.93 crores respectively during the said
years. According to Audit, in Calcutta Custom House, as against goods valning
Rs. 9.54 crores during the period 1976-77 to 1979-80 imported under the Scheme,
the value of goods exported amounted to Rs. 8.04 crores only and the amount of
duty forgone Rs. 4.82 crores. Audit has brought out certain specific. cases of
irregularities in the operation of the Scheme. A detailed examination of these
cases by the Committee has revealed several glaring shortcomings in the opera-
tion of the Scheme. These are dealt with in the succeeding paragaphs.

1.100 The Committee are surprised to note that even after a period of about
eight years since the introduction of the Scheme, a satisfactory system of main-
tenance of records in respect of imports and exports made under the Seheme has
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not been developed. In reply to queries of the Committee, neither the Ministry
of Finance nor the Ministry of Commerce were able'to furnish consolidated figures
indicating the precise position of the performance of the Scheme. at all India level.
The Ministry of Finance have furnished information received from only some of
the Customs House without campiling and consolidating all India figures of the
imports, exports and duty forgone on imports against which exports have note
taken place. The details made available to the Committee even in respect of
these Customs  Houses were mostly incomplete, admittedly, due to the absence of
proper records in the Customs Houses concerned. The Ministry of Commerce
have also not been able to furnish to the Committee detailed and complete figures.
During evidence, the Chief Controller of Imports and Exports disputed t4e corre-
ctness of the figures furnished by the Customs Houses However, the figures
subsequntly furnished by the licensing offices of the CCI and E were also incom-
plete. In respect of the Office of the JCCI & E, Bombay, who alone issued 407,
of the advance licences, the Ministry of Commerce have merely reproduced the
figures as per the records of Customs House, Bombay, which the CCI &E himself
had disputed during evidence. This shows that there is hardly any systematic way
of maintaining records in the Offices of the CCI&E as well.

1.101 The figwes furnished by the Ministry of Finance in respect of the
major Customs Houses and by the Ministry of Commerce in respect of the
Various licensing offices showed wide differences. According to Ministry of Fina-
nce, the total Value of imports made under the Scheme upto 3] March 1983 in
the five major Customs Houses viz. Bombay, Calcutta, Madras, Cochin and Delhi
amounted to Rs. 411 crores and the total amount of duty forgone stood at Rs.
342 crores. But the figures of total imports and duty foregone as per figures furni-
shed by the CCI and E to the Committee were Rs. 684 crores and Rs. 548 crores
respectively. Discrepancies exist even in respect of such basic and elementary
information as the total number of licences issued and registered under the Scheme.
During evidence, the Chief Controller of Imports and Exports as well as the
Chairman, Central Board of Excise and Customs admitted that all India figures
of the licences issued, the imports and exports made and the export obligation
fulfilled as per the records of both the Customs Houses and the Offices of the CCI
and E should have tallied. Evidently, no joint efforts have been made so far by
the Ministries of Finance and Commerce to reconcile the figures so as to give a
correct position of fulfilment of export obligation under the Scheme. The represen-
tatives of the Ministry of Finance admitted during evidence that the present system
of maintainiug records is deficient. As conceded by the Secretary, Department of
Revenue, “at any given point of time, the complete information may not be
available with anybody.” The Committee cannot but express their concern over
this unsatisfactory state of affairs. They wonder how the authorities can ensure an
effective administration of this export premotion measure in the absence of proper
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co-ordination between the two Ministries concerned. The Committee recommend
that Government should take immediate measures to introduce a proper system of
records both in the Customs Houses and the Offices of the CCI and E in respect
of the Duty Exemption Scheme. Government should also evolve a suitable
mechanism involving the representatives of both the Ministries of Finance and
Commerce for overseeing the administration of the Sclieme including periodical
reconciliation of records. The Committee would like to be informed of the conclu-
sive action taken in the matter. '

1.102 The Committee note that imports are made under the Scheme by
manufacturers on the basis of licences issued by the Advance Licensing
Comnmittee, for executing specific export orders or production of export goods in a
phased manner- During examination, the Ministry of Finance stated that there does
not appear to be any system of verification whether the applicant for an advance
licence had the capacity to manufacture/export. The Ministry of Commerce have,
however, sought to refute the contention of the Ministry of Finance by maintainng
that there was a prescribed procedure for this. From the information furnished by
the Ministry of Commerce, the Committce find that the value of export obligation -
yet to be fulfilled as on 31 March, 1983 in all amounted to about Rs. 1000 crores
even after excluding the figures of JCCI&E, Bombay, the major licensing office
which issued licences to the extent of neai'ly 40% of total licences issued under
the Scheme. In reply to a specific question of the Committee the Chief Controller
of Imports and Exports stated that no analysis had been made at the macro level
to find out the reasons for the non-fulfilment of export obligation to such a large
extent. The Committee are surprised to learn this. Keeping in view the mounting
export defaults, the Committee desire that the Ministry of Commerce should
undertake such an analysis without delay and take necessary corrective measures
including incorporation of necessary modifications in the Scheme with a view (o
ensuring fulfilment of export obligation by licensees.

1.103 The Committce find that the advance licence is issued with the
condition to fulfil export obligation within a period of six months from the date
of clearance of first consignment under the advance licence. If the party is unable
to complete the obligation during this period, there is a provision for extension.
Extension for not more than six months can be granted by the licensing authorities
in case of exporters who have been regularly exporting for at least three years
without default. The requests in other cases are either examined and decided by the
Export Commissioner or are placed before the Advance Licensing Committee for
consideration. During evidence, the CCI&E stated that there might be “very rare
cases”’ where validity might exceed 18 months. However, from the details furnished
by Ministry of Commercein respect of certain licensing offices, the Committee find
that there were several cases where extensions were in fact given for more than 18
months. The details of export defaulters furnished to the Committee in respect
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‘of Calcutta Custom House who had imported materials worth more than Rs. 10
lakhs and above each indicated that in as -many as 26 cases exports had taken
place long after 18 months. The position in respect of other Custom Houses is
not known as they have not furnished the requisite information. Another regrettable
feature pointed out by the Ministry of Finance during evidence was that extension
by six months appeared to be granted by the licensing authorities in a routine
manner witbout verifying whether the material was still in the possession of expor-
ters or not. Surprisingly no intimaiion of this extension is sent to the Customs
who are required to raise a demand if the export obligation is not discharged
within the period shown in the DEEC. The Committee cannot but express
their dissatisfaction at the routine manner in which the licensing authorities
appear to be granting extensions even without inform'ng the customs authorities
of such extensions. They desire that the Ministry of Commerce should look in to
the matter and advise the licensing authorities to grant extensions in a more
judicious manner so that these are given only when justified. Steps should also be
taken to ensure that all extensions are invariably communicated to the Customs
authorities.

1.104 The Committee note that under the Duty Exemption Scheme, before
clearance of the first consignment against an advance licence, the licence-holder
is required to execute an export bond backed by bank guarantee or a legal under-
taking to export the finished goods manufactured out of the duty-free imported
raw material within the stipulated time. Till 1979-80 separate bonds were executed
for the purpose of customs duty exemption and import control requirements.
From 1979-80, the importers are required to execute a combined bond for the
purposes. The Committee, howe ver, find from the Audit Paragraph that on imports
of copper unwrought and zinc by two importers, the export obligation was met only
partly and the Customs House issued demands in May 1980 for recovering duty
amounting to Rs. 10.46 lakhs. However, the bond executed by the importer was
released by the licensing authorities without getting facts verified by the Customs.
The Ministry of Finance have stated that as the bonds could be released only
after obtaining a non-objection certificate from the Customs department, the
mistake in the case appears to have happened due to some individual lapse in not
following the prescribed procedure and not on account of any defect in the
procedure. The Committee have also been informed that the demand raised by the
Customs House is under de-novo adjudication. The Committee are not satisfied
with this explanation. They would like to be informed if circumstances of the lapse
have been investigated and responsibility fixed. In view of the dual control envisa-
ged under the Duty Exemption Scheme and in order to obviate recurrence of such
lapses resulting in loss of revenue, the Committee recommend that Government
should examine the feasibility of reverting back to the system of obtaining separate
bonds from the exporters in respect of Customs duty and import control require-
ments. The Committee would also like to be informed of the results of adjudi-
oation in the case under examination.
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1.105 The Committee note the statement made by the Ministry of Finance
before the Committee that the legal undertaking which is presently accepted in
lieu of bond can be enforced only through a court of law. Customs could not
enforce the demand as the joint bond was executed with the licensing authority.
However, durjing cvidence, the CCI&E stated that there was a difference of
opinion on this point and the legal position wzs now being examined- The
Committec are shocked to find that although thc Scheme was introduced as
many as cight years back, the legal position on such a vital point is yet to be
thrashed out. This is indicative of the casual approach of the authorities
concerned: The Committee would like to be informed Of the results of jthe
lcgal examination at an early date.

1.106 The Committee find from the Audit paragraph that an importer
imported stainless steel under Duty Exemption Scheme and defaulted in fulfil-
ling the export obligation. On forfeiturc of the bonds, the duty was recovered
from the importer. However, the party earned a windfall profit amounting to
Rs. 29.76 lakhs due to the wide margin on stainless stecl between the ruling
market price and the landed cost. The Committee are concerned to note that
no severe penal action was taken against the importer either by the CCI&E
or the Costoms authoritiecs. The Ministry of Finance have contended that
since the bond was executed with the Office, of the CCI&E and the post-
importation violations werc to be looked into by that office, the Customs
department would not be able to take any penal action in the case. However,
the “JCCIE Bombay is taking action for blacklisting the importer”. The
Committee do not consider this adequate. They need hardly point out that the
facility regarding permission to import duty-free raw materials under the
Scheme which command considerable premium in the indigenous market will be
increasingly misused by unscrupulous elements unless exemplary punishment is
awarded in such cases. The Committee trust that, with a view to curbing such a
tendency. the authorities concerned will see to it that exemplary penal action is
taken in all such cases of defaults including action against officials, if any, who
may have been found to have connived.

1.107 What has shocked the Committee is that while there are ample penal
provisions envisaged both under the Customs Act and the Imports and Exports
(Control) Act to deal sternly with defaults, the authorities, stramgely, have not
been taking recourse to such provisions. The Audit paragraph has reported that in
36 cases in Bombay, as against imports valuing Rs. 3.71 crores on which the
amoupt of duty forgone was Rs. 2.23 crores, the value of exports that had taken
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place amounted to just Rs. 48.20 lakhs. In 21 out of the 36 cases, no export at
all had taken place. The foreign exchange outgo in these cases was Rs. 2.98
crores (c.i.f. value of the imports) and the duty forgone Rs. 1.68 crores. From the
details furnished by the Minisiry of Finance, the Committee observe that in eight
“of the 21 cases, customs duty has since been recovered but in reply to a question
of the Committee, the Ministry of Commerce have admitted that no penalty was
imposed at all in any of thesc eight cases. It is pertinent to point out that the
items imported in these cases were DMT, stainless steel, copper, zinc, brass etc.
which have a high market premium over landed cost. The Committee are constrain-
ed to observe that by not imposing penalty in such cases, the authorities have
allowed the partics to resort to unscrupulous practices under the guise of export
promotion. During evidence, the CCI& Lkl admitted that there was a lack of timely
follow-up action in cases of default. He, however, stated in extenuation that the
CCI&E did not have an elaborate cnforcement machinery as the-  Excise -and
Customs Department has. The Committee desire that Government should look into
the matter and take all necessary measures to ensure prompt penal action to guard
against any misuse of this facility.

1.108 The Committee cannot Yut express their unhappiness at the role of the
Customs department on the question of taking penal zction. During examination it
was admitted that penal action uuder Scctions 111 and 112 of the Customs Act
can always be taken against the importer for non-fulfilment of the conditions of an
exemption notification issucd under Section 25. In view of this, Committee are
amazed at the averment oi the representaiive of the Ministry of Finance that
although the Customs department had the legal authority to take action if
it was referred to them, the Scheme lcit the initiative with the CCI&E.
According to him as the Scheme was an export promotion measure, ‘“We did not
thivk of the rod all the time™. The Committee recommend that the Ministry of
Finance should issue necessary instructions to cnsure that deterrent penalties are
promptly imposed wherever warranted in order to protect revenue and guard
the against misuse of the Schems.

1.109 The Committee further recommend that Gevernment should consider
the feasibility of omitting such items from the purview of the Duty Ixemption
Scheme where the duty incidence is very high or where there is a high market
premium on the materials so as to minimise the chances of the abuse of the
scheme. Alternatively at least levy ofa minimum penalty equal to the premium in
the Indian market may be made obligatory.

1.110 The Committee have been informed that as per the existing proviSions
* of the Duty Exemption Entitlement Scheme, it is not obligatory on the part of
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the advance licence holder to utilise the same imported material in the exported
products. The Scheme provides that the materials imported under the advance
licence can be utilised for the purpose of manufacture of goods or replenishment
of the materials used for the manufacture of the goods or both for execution of
one or more cxport orders. The Scheme, however, prohibits appropriation of the
duty free imported materials in a way other than what has been visunalised under
thc Scheme. The Ministry of Finance have stated that 100, checking of the export
consignment is not done in order to verify the consumption of duty-free imported
raw materials. However, in reply to a query of the Committee, the Bombay and
Calcutta Customs Houscs have reported certain cases of substitution of materials.
From the reply of the Madras Customs House that such particulars are not
recorded, it is evident that presently no instructions have been issued by the
authorities to the field formations in this regard. The Committee desire that
Government should thoroughly look into the matter and issue necessary instruc-
tion in order to check such misuses.

1.111 The Committee note from the Audit Paragraph that an amount of Rs.
4.25 lakhs wazs incorrectly paid as duty drawback and another amount of Rs. 1.17
lakhs was sanctioned as duty drawback on export of synthetic detergent powder to
au exporter who had export obligation under the Duty Exemption Entitlement
Scheme- Inreply to a query, the Ministry of Finance have stated that similar
cases of irregular payments were detected in Bombay and madras Customs Houses
also. The Ministry of Finance have assured the Committee that a proposal to
amend the Shipping Bill by introducing a Certificate that the export was made
under Duty Exemption Entitlement Scheme etc. was under consideration of the
Government so that at a later date no exporter could take shelter be saying that
the omission was inadvertent or through oversight. The Committee desire that a
decision in the matter should be expedited. They would like to be informed
of the conclusive action taken in the matter.

1.112 The Committee find that Section 143A relating to duty deferment was
inserted in the Customs Act by an amendment in 1978. According to sub-section
(2) (b) of Section 143A the Customs Officer is empowered to charge interest at
the rate of 12 percent on the duty payable on the good failed to be exported
within the time limit. In reply to a question of the Committee whether the provision
could not be invoked against export defaults under DEEC, the Ministry of Finance
have stated that this amendment was to take effect from a date to be notified,
but no such notification has been issued because, with the Duty Exemption Entitle-
ment Scheme becoming increasingly popular, the Scheme of duty Deferment has
not been introduced. The Committee are surprised to mote that the Ministry
remained silent in the matter for a period of over six years and have now sent a
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note to this effect to the Cabinet. The Committee would like Government to
consider whether irrespective of the introduction of the Deferment Scheme, the
law cannot be suitably amended so as to provide for levy of interest charges in
case of delayed exports under the DEEC. '

1.113 The foregoing paragraphs clearly bring out glaring shortcomings in the
operation of the Duty Exemption Entitlement Scheme. The fact that that Ministry
of Finance have listed out various defects in the Scheme would seem to suggest that
they had not taken up the matter earlier with the Ministry of Commerce for the

removal of defects. this is yet another instance of absence of proper coordination

between the two Ministries. The Committee are of the considered view that the dual
responsibility without co-ordination has considerably weakened proper monitoring
of the Scheme and has resulted in mounting exports defaults and a varety of
malpractice. During evidence, the representatives of the Ministry of Finance
admitted that the existing system of monitoring of the Scheme was deficient and
needed to be improved. The chief Controller of Imports and Exports had also
admitted that there was a lack of timely follow-up action in cases of default. The
Committee recommend that Government should undertake a comprehensive
review of the Scheme after collecting complete data from the field formations
so as to identify the various loopholes and deficiencies in the working of
the Scheme and initiate necessary corrective measures. This is absolutely
necessary to ensure that the Scheme fully subserves its purpose. The
Committee would expect Government to look into the specific deficiencies
highlighted in the earlier paragraphs while reviewing the operation of the
Scheme. They would like to be apprised of the conclusive action taken in
this regard. :

1.114 The Committec note that apart from Advance licensiing, there are
presently several other export promotion measures like Cash Assistance, Import
Replenishment Scheme, Duty Drawback Scheme ctc. in operation. The whopping
trade deficit of Rs. 5000 to Rs. 6000 crores per year against the back ground
of growing repayment obligations presents a formidable challenge to our economy
There is, undoubtedly, a pronounced need for a dispissionate cvaluation of the
exisiting export promotion measure taken in their totality. The Committee
are glad to find in this connection that Government have recently appointed a
high powered Committee Under the Chairmanship of the Commerce Secretary
to review the present foreign trade policies and export promotion measures.
The Committee, however, find that the said high powered Committece comprise
officials oaly. Tae Committee would have expected Government to include
some professional experts as also representatives of trade and industry in this
Committee so as to make its deliberations more purposeful. The Committee
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desire that Government should examine the desirability of making the compo-
sition of the high powered Committee more broad based. They would like to

be apprised of the recommendations of the high powered body and action
taken thereon, in due course.

NEW DELHI ;
22 August, 1984
31 Sravana, 1906 (S)

SUNIL MAITRA
Chairman,
Public Accounts Committee




APPENDIX

Statement of Conclusions|Recommendations

SI.  Para Ministry/

No. No. Department Conclusions’Recommenda_tions
concerned
-1 2 3 4
1 198 Ministry of Duty Exemption Entitlement Scheme was
Finance introduced in 1976 as an export promotion
(Department measure. Under this Scheme, raw materials and

of Revenue)

components imported under advance licences for

& Ministry of execution of export orders are exempted from levy

2 199

Commerce

do

of customs duty. Responsibility for ensuring dis-
charge of export obligation by an importer is
entrusted to the office of the Chief Controller of
Imports and Exports. The importer executes bonds
.for payment of duty on the imported items in
the event of failure to discharge the export obliga-
tion. The Customs authorities act as agents of
licensing authorities and make endorsements in the
Duty Exemption Enti'lement Certificates (DEEC)
issued by the licensing authorities when exports are
effected. The bonds are cancelled by the llcensing
authorities on the discharge of export obligation by
the importer. :

Audit has brought out details of imports
and exports made under the Duty Exemption
Entitlement Scheme through Bombay and Calcutta
Customs Houses during the years 1976-77 to 197980.
In Bombay Custom House, as against imports of
goods valuing Rs.1°98 crores, Rs.1°'22 crores, Rs 4°'44
crores and Rs. 50°7 | crores under the Scheme during
the years 1976-77, 1977-78, 1978-79, and 1979-80
respectively, the value of goods exported amounted to
Rs.1'16 crores, Rs, 4°52 crores, Rs, 13°28 crores and
Rs. 6207 crores during the corresponding years. The
Customs duty forgone amounted to Rs. 1 19 crores,
Rs. 118 crores, Rs. 540 crores and Rs. 4593
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crores respectively during the said years. According
to Audit, in Calcutta Custom House, as against
goods valuing Rs. 9°54 crores during the period
1976-77 to 1979-80 imvoorted under the Scheme,
the value of goods exported amounted to Rs. 8.04
crores only and the amount of duty forgone Rs.
4:82 crores- Audit has brought out certain specific
cases of irregularities in the operation of the
Scheme. A detailed examination of thesc cases by
the Committee has revealed several glaring short-
coming in the operstion of the Scheme. These are
dcalt with in the succeeding paragraphs.

The Committee are surprised to note that even
afier a period of about eight years since the introduction

‘of the Scheme, a satisfactory system of maintenance of

records in respect of imports and exports made under
the Scheme has not been developed- In reply to queries
of the Committee, neither the Ministry of Finance nor
the Ministry of Commerce were able to furrish consolida-
ted figures indicating the precise position of the perfor-
mance of the Scheme at all India level. The Ministry of
Finance have furnised information received from only
some of the Customs Houses without compiling and
consolidating all India figures of the imports, exporis und
duty forgone on impor.s against which exports have not
taken place. The details m1ie available to the Com-
mittee even in respe.t of these Customs Houscs were
mostly incomplete, admittedly, due to the absence of
proper records in the Customs Houses concerned- The
Ministry of Commerce have also not been able to furnish
to the Commitiee deta led and complets figures. During
evidence, the Chief Controller of Imports and Exports
disputed the correctness of the figures furnished by the
Customs Houses.  However, the figure: subsequently
furnished by the licensing offices of the CCI and E were
also incomplete. In respect of the Office of the JCCI &
B, Bombay,who alone issued 40", of th: advance
licences, the Ministry of Commerce have merely repro-
duced the figures as per the records of Custcm House
Bombay, which the CCI & E himself had disputed during
evidence. This shows that there is hardly any systematic
way of maintaining records in the Offices of the CCI & E
as well.




56

4

1.101

-do-

4

The figures furnished by the Ministry of Finance
in respect of the major Customs Houses and by the
Ministry of Commerce in respect of the various licen-
sing offices showed wide differences. According to
Ministry of Finance, the total value of impotrs made
under the Scheme upto 31 March 1983 in the five major
Customs Houses viz, Bombay, Calcutta, Madras, Cochin
and Delhi amounted to Rs. 411 crores and the total
amount of duty forgone stcod at Rs. 342 crores. But
the figures of total imports and duty foregone as per the
figures furnished by the CCI and E to the Committee
were Rs. 684 crores and Rs. 548 crores respectively.
Discrepancies exist even in respect of such basic and ele-
mentary information as the total number of licences issued
and registered under the Scheme. During evidence, the
Chief Controller of imports and Exports as well as the
Chairman, Central Board of Excise Customs admitted that
all India figures of the licences issued, the imports and
exports made and the export obligation fulfilled as per
the records of both the Customs Houses and the Offices
of the CCI and E should have tallied- Evidently, no joint
efforts have been made so far by the Ministries of Finance
and Commerce to recencile the flgures so as to give a
correct position of fulfilment of export obligation under
the Scheme. The representatives of the Ministry of
Finance admitted during evidence that the present system
of maintaining records is deficient. As conceded by the
Secretary, Department of Revenue, “at any given point
of time, the complete information may not be available
with anybody.”” The Committee cannot but express their
concern over this unsatisfactory state of affairs. They
wonder how the authorities can ensure an effective admi-.
nistration of this export promotion measure in th: absence
of proper co-ordination between the two Ministries conce-
rmed. The Committee recommend that Government
should take immediate measures to introduce a proper
system of records both in the Customs Houses and the
Offices of the CCI and E in respect of the Duty Exemp-
tion Scheme. Government should also evolve a suitable
mechanism involving the representatives of both the Mini-
stries of Finance and Commerce for overseeing the admi-
nistration of the Scheme including periodical reconcilia-
tion of records. The Committee would like to be informed
of the conclusive action taken in the matter.
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The Committee note that imports are made under
the Scheme by manufacturers on the basis of licences
issued by the Advance Licensing Committee, for executing
specific export orders or produetion of export goods in
a phased manner. During cxamination the Ministry of
Finance stated that there does not appear to be any
system of verification whether the applicant for an ad-
vance licence had the capacity to manufacture/export.
The Miaistry of Commerce have, however, sought to refute
the contention of the Ministry of Finance by maintaining
that there was a prescribed procedure for this. From the

‘information furnished by the Ministry of Commerce, the

Comnmittee find that the value of export obligation yet to
be fulfilled as on 31 March, 1983 in all amounted to
about Rs. [0 crores even after excluding the figures of
JCCI & E Bombay, the major licensing office which
issued licences to the extent of mnearly 40°, of iotal
licences issued under the Scheme. In reply to a specific
question of the Committee the Chief Controller of Imports
and Exports stated that no analysis had been made at
the macro level to find out the reasons for the non-fulfil-
ment of export obligation to such a large extent. The
Comirittee are surprised to learn this. Keeping in view the
mounting export defaults, the Committee desire that the
Ministry of Commerce should undertake such an analysis
without delay and take necessary corrective measures
including incorporation of necessary modifications in the
Scheme with a view to ensuring fulfilment of export
obligation by licensees.

The Committee find that the advance licence is
issued with the condition to fulffil export obligation within
a period of six months from the date of clearance of first
consignment under the advance licence. If the party is
unable to complete the obligation during this period, there
is a provision for extension. Extension for not more than
six months can be granted by the licensing authorities in
case of exporters who have been regularly exporting for
at least three years without default. The requests in other
cases are either examined and decided by the Export
Comnmissiorier or are placed before the Advance Licensing
Committee for consideration. During evidence, the CCI&E
stated that there might be “very rare cases’” where vali
dity might exceed 13 months. However, from the details
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furnished by Ministry of Commerce in respect of certain’
licensing offices. The Committee find that there were
several cases where extensions were in fact given for more
than 18 months. The details of export defaulters furnished

to the Committee in respect of Calcutta Custom House
who had imported materials worth more than Rs. 10

lakhs and above each indicated that in as many as 26

cases exports had taken place long after 18 months. The
position in respect of other Custom Houses is not known

as they have not furnished the requisite information.

Another regrettable feature pointed out by the Ministry

of Finance during evidence was that extension by six

months appearcd to be granted by the licensing authori-

ties in a routine manner without verifying whether the

material was still in the possession of exporiers or not.

Surprisingly no intimation of this extension is sent to the

Customs who are required to raise a demand if the export

obligation is not discharged within the period shown in

the DEEC. The Committee cannot but cxpress their dissa-

tisfaction at the routine manner in which the licensing

authorities appear to be granting extensions even without

informing the customs authorities of such extensions. They

desire that the Ministry of Commerce s<hould look into

the matier and advise the licensing authorities to grant

extensions in a more judicious manner so that these are

given only when justified. Steps should also be taken to

ensure that all extensions are invariably communicated

to the Customs authorities.

The Committee note that under the Duty Exemption
Scheme, before clearance of the first consignment against
an advance licence, the licenice-holder is required to
execute an export bond backed by bank guarantee or a
legal undertaking to export the finished goods r anufac-
tured out of the duty-free imporied raw material within
the stipulated time. Till 1979-80, separate bonds were
executed for the purpose of customns duty exemption znd
import control requirements. From 1979-80, the im-
porters are required to executc a combined bond for the
purposes. The Committee, however, find from the Audit
Paragraph that on imports of copper unwrought and zinc
by two importers, the export obligation was met only
partly and the Customs House issued demands in May




59

8

9

4

2 3
1.105 -do-
1.106 -do-

1980 for recovering duty amounting to Rs. 10.46 lakhs.
However, the bond executed by the importer was released
by the licensing authorities without getting facts verifted
by the Customs. The Ministry of Finance have stated
that as the bonds could be released only after obtaining
a non-objection certificate from the Customs department,
the mistake in the case appears to have happened due
to some individual lapse in not following the prescribed
procedure and not on account of any defect in the proce-
dure. The Committee have also been informed that the
demand raised by the Customs House is under de-novo
adjudication. The ( ommittec are not satisfied with this
explanation. They would like to be informed. if circumstances
of the lapse have been investigated and responsibility
fixed. In view of the dual control envisaged under the
Duty Exemption Scheme and in order to obviate recur-
rence of such lapses resulting in loss of revenuc, the
Committee recommend that Government should ex: mine
the feasibility of reverting back to the system of obtaining
separate bonds from the exporters in respect of Customs
duty and import control requirements. The Committee
would also like to be informed of the results of adjudi-
cation in the cases under examination.

The Committee note the statement made by the Ministry
of Finance before the Committee that the legal under-
taking which is presently accepted in lieu of bond can be
enforced only through a court of law. Customs could not
enforce the demand as the joint bond was executec with
the licensing authority. However, during evidence, the
CCI&E stated that there was a difference of opinion on
this point and the legal position was now being examined.
The Committee are shocked to find that although the
Scheme was introduced as many as eight years back, the
legal position on such a vital point is yet to be thrashed
out. This is indicative of the casual approach of the
authorities concerned. The Committee would like to be
informed of the results of the legal examination at an
early date.

The Committee find from the Audit paragraph that an
importer imported stainless steel under Duty Exemption
Scheme and defaulted in fulfilling the export obligation.
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On forfeiture of the bonds, the duty was recovered from
the importer. However, the party earned a windfall porfit
amounting to Rs 29.76 lakhs due to the wide margin on
stainless steel between the ruling market price and the
landed cost. The Committee are concerned to note that
no s:vere penal action was taken against the importer
either by the CCI&E or the Customs authorities. The
Ministry of Finance have contended that since the bond
was executed with the Office of the CCI&E and the post-
importation violations were to be looked into by that
office, the Customs department would not be able to
take any penal action in the case. However, the “JCCIE
Bombay is taking action for blacklisting the importer™.
The Committee do not consider this adequate. They need
hardly point out that the fa:ility regarding permission
to import duty-free raw materials under the Scheme
which command considerable premium in the indigenous
market will be increasingly misused by unscrupulous
elements unless exemplary punishment is awareded in such
cases The Committee trust that, with a view to curbing
such a tendency, the authorities cencerned will see to it
that exemplary penal action is taken in all such cases of
defaults including action against officials, if any, who
may have been found to have connived.

What has shocked the Committee is that while there
are ample penal provisions envisaged both under the
Customs Act and the Imports and Exports (Conlrol) Act
to deal sternly with defaults, the authorities, strangely,
have not been taking recourse to such provisions. The
Audit paragraph has reported that in 36 cases in'Bombay
as against imports valuing Rs 3.71 crores on which the
amount of duty forgone was Rs. 2 23 crores, the value of
exports that had taken place amounted to just Rs. 48.20
lakhs, In 21! out of ithe ‘6 cases, no expor! at all had
taken place. The forcign exchange outgo in these cases was
Rs. 2.98 crores (c.i-f. value of the imports) and the duty
forgone Rs. 1.68 crores. From the details furnished by the
Ministry of Finance, the Committee observe that in eight
of the 21 cases, customs duty has since been rezovered but
in reply to a question of the Committee, the Ministry of
Commerce have admitted that no penalty was imposed at
all in any of these eight cases. 1t is pertinent to point out
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that the items imported in these cases were DMT, stain-
less steel, copper, zinc, brass etc. which have a high
market premium over landed cost. The Committee are
constrained to observe that by not imposing penalty in
such cases, the authorities have allowed the parties to
resort to unscrupulous practices under the guise of export
promotion. During evidence, the CCI&E admitted that
there was a lack of timely follow-up action in cases of
default. He, however, stated in extenuation the CCI&E
did not have an elaborate enforcement machery as the
Excise and Customs Department has. The Commiitee
desire that Government should look into the matter and
take all necessary measures to ensure prompt penal action
to guard against any misuse of this facility.

The Committee cannot but express their unhappiness
at the role of the Customs department on the question of
taking penal action. During examination it was admitted
that penal action under Sections 111 and 112 of the
Customs Act can always be taken against tte importer
for non-fulfilment of the conditions of on exemption noti-
fication issued under Section 25. In view of this, the
Committee are amazed at the averment of the representa-
tive of the Miaistry of Finance that although the Customs
department had the legal authority to take action if it was
referred to them. the Scheme left the initiative with the
CCI&E. According to him as the Scheme was an export
promotion measure, ‘We did not think of the rod all the
time”. The Committee recommend that the Ministry of
Finance shuould issue necessary instructions to ensure that
deterrent penalitics are promptly imposed wherever warr-
anted in order to protect revenue and guard against the
misuse of the Scheme.

The Committe: further recommend that Government
should consider the feasibility of omitting such items from
the purview of the Duty Exemption Scheme where the
duty incidence i$ very high or where there is a high
market premium on the materials so as to minimise the
chances of the abuse of the scheme. Alternatively at least
levy of a minimum penalty equalto the premium in the
Indian market may be made obligatory.
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The Committee have been informed that as per the
existing provisions of the Duty Exemption Entitlement
Scheme, it is not obligatory on the part of the advance
licence holder to utilise the same imported material in the
exported products. The Scheme provides that the material
imported under the advance licence can be utilised for the
purpose of manufacture of goods or replenishment of the
materials used for the manufacture of the goods or both
for execution of one or more export orders. The Scheme,
however, prohibits appropriation of the duty-free imported
materials in a way other than what has been visualised
under the Scheme. The Ministry of Finance have stated
that 100”,, checking of the export consignment is not
done in order to verify the consumption of duty-free
imported raw materials. However, in reply to a query of
the Committee, the Bombay and Calcutta Customs Houses
have reported certain cases of substitution of materials.
From the reply of the Madras Customs House that such
particulars are not recorded, it is evident that presently no
instructions have been issued by the authorities to the
field formations in this regard. The Committee desire
that Government should thoroughly look into the matter
and issue necessaty instruction in order to check scch mis-
uses,

The Committee note from the Audit Paragraph that
an amount of Rs. 4.25 lakhs was incorrectly paid as
duty drawback and another amount of Rs. 1.17 lakhs
was sactioned as duty drawback on export of synthetic
detergent powder to an exporter who had export obligation
under the Duty Exemption Entitlement Scheme. In reply
to a query, the Ministry of Finance have stated that
similar cases of irregular payments were detected in
Bombay and Madras Customs Houses also- The Ministry
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of Finance have assured the Committee that a proposal to
amend the Shipping Bill by introducing a Certificate that
the export was made under Duty Exemption Entitlement
Scheme etc. was under consideration of the Government s0
that at a later date no exporter could take shelter by saying
that the omission was inadvertent or through oversight.
The Committee desire that a decision in the matter should
be expedited- They would like to be informed of the con-

clusive action taken in the matter.

The Committee find that Section 143A relating to duty
deferment was inserted in the Customs Act by an amend-
ment in 1978. According to sub-section (2)(b) of Section
143 A the Customs Officer is empowered to charge interest
al the rate of 12 per cent on the duty payable on the goods
failed to be exported within the time limit. In reply to
a question of the Committee whether the provision eould
not be irvoked against export defaults under DEEC. the
Ministry of Finance have stated that this amendment was
to take effect from a date to be notified, but no such

. notification has been issued because, with the Duty

do

Exemption Entitlement Scheme becoming increasingly
popular, the Scheme of duty Deferment has not been
introduced. The Commitee are surprised to note that the
Ministry remained silent in the matter for a period of over
six years and have now sent a note to this effect to the
Cabinet. The Committee would like Government to
consider whether irrespective of the introduction of the
Deferment Scheme, the law cannot be suitably amended so
as to provide for levy of interest charges in case of delayed
exports under the DEEC.

- The foregoing paragraphs clearly bring out glaring
shortcomings in the operation of the Duty Exemption
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Entitlement Scheme. The fact that the Ministry of Finance
have listed out various defects in the Scheme would seem
to suggest that they had not taken up the matter earlier
with the Ministry of Commerce for the removal of these
defects. This is yet another instance of absence of proper
co-ordination between the two Ministries. The Committee
are of the considered view that the dual responsibility
without co-ordination has considerably weakened proper
monitoring of the Scheme and has resulted in mounting
export defaults and variety of lﬁalpractice During evidence,
the representatives of the Ministry of Finance admitted
that the existing system of monitoring of the Scheme
was deficient and needed to be improved. The Chief
Controller of Imperts and Exports has also admitted that
there was a lack . of timely follow-up action in cases of
default. The Committee recommend that Government
should undertake a comprehensive review of the Scheme
after collecting complete data from the field formations so
as to identify the various loopholes and deficiencies in the
working of the Scheme and initiate necessary corrective
measures. This is absolutely necessary to ensure that the
Scheme fully subserves its purpose. The Committee would
expect Government to look into the specific deficiencies
highlighted in earlier paragraphs while reviewing the ope-
ration of the Scheme. They would like to be apprised of
the conclusive action taken in this regard.

The Committee note that apart from Advance licen-
sing, there are presently several other export promotion
measures like Cash Assistance, Import Replepish-
ment Scheme, Duty Drawback Scheme etc. in operation.
The whopping trade deficit of Rs. 500 to Rs. 6000
crores per year against the background of growing repay-
ment obligations presents a formidable challenge to our
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economy. There is, undoubtedly, a pronounced need for
a dispassionate evalution of the existing export promotion
measures taken in their totality. The Committee are glad
to find im this connection that Government have recently
appointed a high powered Committee under the Chair-
manship of the Commerce Secretary to review the present
foreign trade policies and export promotion measures. The
Committee, however, find that the said high powered
Committee comprise officials only. The Committee would
have expected Government to include some professional
experis as also representatives of trade and industry in
this Committee so as to make its deliberations more pur-
poseful. The Committes desire that Government should
examine the desirability of making the composition of the
high powered Committee more broad based. They would
like to be apprised of the recommendations of the high
powered body and action taken thereon, in due course.

Printed at the Indian Press.






