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INTRODUCTION 

I, the C h ~ i r m a n  of the Public Accounts Committee as authorised 
by the Committee do present on their behalf this Twentieth Report 
on action taken by Government on the recommendations of the 
Public Accounts Committee contained in their Eighty Fourth Report 
(Seventh Lok Sabha) on Custom Receipts and Union Excise Duties. 

2 .  In 84th Report the Committee had come across certain lapses 
in the Internal Audit Department of the Customs Houses which had 
resulted in s l~ur t  levy of duty. In  one case the Internal Audit De- 
partment omitted to check lists of vessels allowed Anal entry in- 
wardloutward while auditing the bill of entry presented under prior 
entry system. In another case, the Internal Audit Department had 
failed to send to the Central Revenue Audit a Bill of entry within 
the prescribed time-limit of six months resulting in  the short levy 
detected becoming time barred. Sqveral other cases of non levy] 
short levy of additional duty. short levy due to misclassification of 
goods, mistakes ir\ calculation of duty, adoption of incorrect rate 
of ekct~ange, irregu1nr'~xcess payment of drawback and irregular 
refund had also hem brought to the notice of Committee by Audit. 
The Committee had observed that despite the Ministry of Finance, 
having confirmed the facts in these cases no disciplinarv action had 
been initiated to bring to book the defaulters. In this Report the 
Committee have however observed that in spite of clear and firm 
instructions reported to Iinw been taken by the Ministry of Finance 

to guide the staff and to prevent such lapses, the lapses continuc to 
occur. The Colnmi'ttee, therefore, consider that in every case of 
lapse even where detailed 2nd clear instructions exist those res- 
ponsible for comn3ittinp such lapses should be taken to task. In 
order that this is done the Committee desire that an enquiry should 
be held and responsibility fixed and thereafter appropriate action 
taken. 

3. The Committee have also commented on the inordinate delav 
that has taken placc in Bnaljsing the adjudication proceedings in re- 
gard to demand for Rs. 58,223 raised against M/s. Escorts Ltd. (Xotor 
Cycle Division) for payment of differential duty arising from fixa- 
tion of assessable value without taking into account the freight 
charge8 during period 1st October, 1975 to 15th August, 1978 and 



in issuing demand for 8s. 4,80,400 for the period 16th August, 19116' 
to 23rd May, 1979. 

The Committee consider that such delays should not be allowed 
to occur particularly in cases w h e ~ e  delay is taking place because 
of a lapse on the part of the Government, namely, misplacement of 
relevant files in Government's own office. The Committee desire 
that that the Mipistry should ascertain how the loss of case papers 
came to take place and take action against those found responsible. 
The Committee desire that the matter should now be finalised and 
the recovery of dues expedited. 

4. The Report was considered and adopted by the Public Ac- 
counts Conunittee at their sitting held on 6 December, 1985, Minutes 
of the sitting form Part I1 of the Report. 

5. For facility of reference and convenience, the recommenda- 
tions and conclusions of the Committee have been printed in thick 
type in the body of the Heport and have also been reproduced in a 
consolidated form in the *Appendix to the Report. 

6. The Committee placc on record their appreciation of the 
assiskmce rendered to them in the matter by the Omce of the 
Comptroller and Auditor General of India. 

. NRW D63.m; 
December 10, 1985 
Agrahayana 19, 1007 (S) 

b 

E. AYYAPU REDDY 
Chrrinnan, 

Public Accounts C0mdft.8 



REPORT 
1.1 The Report of the Committee deals with the action taken 

by Grl vernment on the Committee's recommendations and observa- 
tions In  their 84th Report (7th Lok Sabha) on Paragraphs l.O&(ii), 
j.l2(iij, 1.19, 2.10, 2.11, 2.16(a), 2.34, 2.42, 2.47(a) and 2.54(a) of the 
Report of the Comptroller and Auditor General of India fqr the 
year I W9-80, Union Government (Civil), Revenue Receipts, Volume 
1, Indirect Taxes, respectively relating to Non-levy/Short-levy of 
aaditional duty, mistakes in calculation of duty, non-realisation of 
duty ca goods not cleared, Non-levy of duty under executive orders, 
Exemption Notifications (relating to small scale units) Patent or 
proprietary medicines, stencil paper, Cess on Jute Yarn and twine, 
Excess rebate on sugar exported and Equalised freight. 

l.2.The 84th Report which was presented to Lok Sabha on 26th 
March, 1982 contained 39 recommendations. Action taken notes on 
the recommendations contained ia the Report were received from 
Government in various batches over the period and the last batch 
was r e e d ~ ~ d  in this Secretariat only on 7th June, 1985. As r o a d  
be seen it has taken the Ministry of Finance ap unduly long time- 
more than three years to furnish action taken notes on the recom- 
mendations contained in this Report. According to a well establish- 
ed Parliamentary convention, the action taken notes on the recom- 
mendations of the Reports of the Financial Committees are f u r p i s h a  
ed by the ministries within a period of six months of the presemta- 
tion of the Reports. While it may not always be possible to adhere 
to this time limit, short-term extensions can be sought by the Mi&- 
tries concerned and allowed by the Committee. The presaat C m ,  

however, speaks of a very luckdaisical and casual approach followed 
by the Winistry of Finance in fumisbing the action taken notes. 
The Committee strongly disapprove of the inordinate delay in the 
presemt case and would urge the Ministry to spare no efforts in f ~ -  
ture to fcrnish thc replies to the recommendations within a reason- 
able time. 

A 1.3. The replies to the recommendations/obse~ations of the Corn- 
m i t h  have been broadly categorised as  follows:-- 

(i) Recommendations and observations that have heen dotp 
ted by Government. 
S. Nos. 8 to 13. 20, 21, 23, 24, 29, 30, 31, 32, 33, 35, 36 and 59. 



(ii) Recommendations and observations which the Committee 
do not desire to pursue in the light of the replies received 
from Government. 

S. Nos. 14 to 19, 22, 25, 26, 27, 28 and 34. 

(iii) Recommendations and observations replies to which have 
not been accepted by the Committee and which require 
reiteration. 

S. Nos. 1 to 7, 37 and 38. 

(iv) Recommendations and obsetvations in respect of which 
Goverpment have furnished interim replies. 

1.4, The Committee will now deal with the action taken hy Gov- 
erhment on some of their recommendations. 

Nm- lev^ Short-levy of Addition Duty 
(SL Nos. 1 to 4-Paras 1.5 to 1.8) 

1.5. It was brought out in the Comptroller and Auditor General's 
Report for the $year 1979-80 Union Governpent (Civil) ,$* Revenue 
Recefpts, Volume I, Indirect Taxes that a consignment of goods des- 
cribed as 'Moores preAsion jigborer matric machine and parts" im- 
ported in February 1979 through a major port had been assessed to 
customs duty at 40 per cent ad vatorem under heading 84.23 of the 
Customs Tariff Act, 1975. Though the bill of entry had been pre- 
sented on 22 February, 1979, the "entry inwards" of the vessel carry- 
ing the goods had been given only after 28 February, 1979 after the 
presentation of the FTnance Bill, 1979. Hence the goods falling 
under heading 84.23 also attracted additional duty at 8 per cent d 
valorem under item 68 of the Central Excise Tariff, but this had not 
been levied. On this being pointed out by Audit (August 1979) the 
department had recovered the short levy of Rs. 58940 (November 
1979). 

The facts of the case had been confirmed by the Ministry of Fin- 
ance who stated in a note to the Committee that "since the additional 
duty under item 68 of the Central Excises TarifP became chargeable 
from 1 3.1979 and the bill 6f Ent* in question was notad on 222.1B79 
under prior Bill of Entry system, additional levy escaped notice. 
The error being of non-repetitive nature, no iurther action was 
considered." . . 



In ~iqercal other e m s ,  the Audit &part mentioned cases of non- 
levylshort-levy of addittoha1 duty, short-levy due to misclassifica- 
tion of goodr, mistakes in calclilatim af duty, adoption of incorrect 
rate of exchange, irregular/excess payment 6f drawback and irregu- 
lar refund. In all these cases the Ministry of Finance had confirmed 
the facts stated in the paragraph. 

On an earlier occasion (21st Report of Public Accounts Com- 
mittee, 3rd Lok Sabha), the Committee had taken a serious view 
of the mistakes occurring in the levy of customs duty despite the 
cent per cent check conducted by the Internal Audit department. 

Subsequently the Ministry of Finance had again informed the 
Committee [Para 1.49 of 8th Report of Public Accounts Com- 
mittee (5th Lok abha) ] that the Internal Audit wing of the depart- 
ment go into all the bills of entry and other documents and pass 
them. In their action taken note on the recommendation of the 
Public Accounts Committee contained in Paragraph 1.43 of their 
43rd Report (5th Lok Sabha) the Ministry of Finance (Department 
of Revenue and Insurance) had stated that the Directorate of 
Inspection had been asked to undertake a reyiew of the working of 
the Internal Audit department i~ major curt& Houses and that on 
receipt of the report of the Directorate of Inspection, steps consi- 
dered necessary to improve the working of the Internal Audit 
department would be taken. 

1.6 In view of the above facts, the Public Accounts Committee 
1981-82 had recommended in their 84th Report (Seventh Lok 
Sabha) as follows:- 

"In all the cases mentioned in the Audit Report and referred 
to above, apart from confirming the facts mentioned in 
the concerned paragraphs, the Ministry of Finance have 
not indicated how 'the mistakes/omissions escaped the 
scrutiny of their internal audit which is required to check 
all documents. 

In sspect  of the particular case reported in the Audit Para- 
graph the Ministry of Finance have contented themselves 
with the statement that the error being of non-repetitive 
ndture no further action is considered necessary. 

The Commitbe regret that despite their earlier recommends- 
tibne on the subject the a c i ency  of the Intend Audit 
in the Custom department does not show any sign of 



improvement and a very large number of simple mis- 
takes continue to be detected in the test check conducted 
by Revenue Audit. In para 3.25 of their 44th Report 
(Seventh Lok Sabha) the Committee have recently had 
occasion to suggest that the Director of Audit should 
play a much more meaningful role to tone up the 
efficiency of Internal Audit and that both the Bomd it- 
self as well as the Collectors in the field should treat it 
as an important instrument of management control. The 
Committee cannot but reiterate their earlier recommen- 
dation and suggest that the Ministry of Finance should , 

study the present working of the Internal Auait depart- 
ment and take positive steps to improve its eficiency. 

The Committee are unable to accept the Ministry's reply' in 
this particular case to the effect that the error was of 
non-repetitive nature. The risk of similar mistakes is 
there every time as there are new or additional levies 
through the annual budget or otherwise. The Committee 
would, therefore, suggest that the Ministry of Finance 
should give .more serious thought to this problem and 
lay gown Suitable guidelines to make sure that such 
mistakes do not recur. 

The Committee would also like the Ministry of Finance to 
look into the points suggested by Audit so far as the 
present case is concerned and inform the Committee 
accordingly." 

1.7 In their action taken note the Ministry of Finance have 
stated as follows: 

"!he observations made by the Committee have been care- 
fully noted. It may, however, be stated that adequate 
instructions on the subject already exist which are in- 
tended to guide the staff and prevent such lapses. These 
instructions have been reiterated and the Collectors of 
Costoms of the major ports have been advised to ensure 
that these are scrupulously and invariably adhered to 
They have also been advised to evolve an effective and 
foolproof system of monitoring so that such lapses do 
not recur in future. A copy of 'the Board's letter dated 
28-7-1982 issued in this regard 'is enclosed for the infor- 
mation of the Committee. 



Reports received from the Collectors of major ports reveal 
that the instructions regarding checking of final entry 
list of vessels on the Budget day are being strictly 
followed by the Internal Audit Department and that 
while auditing bills of entry presented under Prior 
Entry System, special care is taken by the Customs 
Houses to check lists of vessels allowed final entry. In 
this connection, they have further stated that suitable 
departmental and standing orders have been issued to 
ensure implementation of these instructions. 

As advised by the Committee, the Director of Audit, Customs & 
Central Excise, is being increasingly involved to play a 
more meaningful role to tone up the efficier~cy of inter- 
nal audit. He has also been advised to ensure thorough 
inspections and follow-up action that the various instruc- 
tions issued are effectively implemented bv the field 
formations.'' a 

Mistake in Calculation of Duty 

(Sl. Nos. 5 to 7-Pap 2.6 to 2.8) , 

1.8 In another paragraph C&AG had brought out in this Report 
that according to a notification of March 1978 the effective rate of 
basic customs duty on Polyester filament yarn fallng under heading 
51.01/03 of the Customs Tariff Act, 1975 was 200 per cent ad valorem, 
In respect of Polyester filament yarn imported through a major port 
in August, 1978, the department had levied basic customs duty at 
100 per cent ad valorem as against the correct rate of 200 per cent 

, ad valorem. On this being pointed out by Audit (May 1979), the 
departmmt had stated (April 1980) that the short collection of 
Rs. 18,446 could not be recovered owing to the late receipt of the 
eudit point. 

In thls case, when the bill of entry' of 26 August 1978 was sent 
to audit on 21 March, 1979, it was already time barred. The late 
submission of the documents to audit thus resulted in loss of 
revenue of Rs. 18,446. r 

The Ministry of Finance had confirmed the facts. In a note to 
the Committee the Ministry of Finance had stated as fo1lcws:- 

"Request for voluntary payment has not yet been honoured 
by the imporfer. With a view to avoiding recurrence of 



such cases Cdlector has already issued Departmental 
order for the guidance of the staff." 

According to Section 28 of the Customs Act, 1962 when any 
duty has not been levied or has been short levied or erroneously 
refunded, the proper officer may-(a) in the case of any import 
made by any individual for his personal use or by Government or 
by any educational, research or charitable institution or hospital, 
within one year; (b) in any other case, within six months, from the 
relevant date, serve notice on the person, chargeable with the d u ' t ~  
which has not been levied or which has been short levied or to whom 
the refund has erroneously been made, requiring him to show cause 
why he should not pay the amount specified in the notice. 

In view of the above limitation of time within which a demand 
based on remedial action can be raised, the Government issued 
instructions in February 1975, (Appendix I) on a suggestion from 
Audit, that the original bills of entry should be forwarded to the 
Customs Revenue Audit for audit purposes within a maximvm 
period of 120 days from the date of payment of duty. The Aeld 
formations were also requested to fix certain time schedules for 
movement of yle bills of 'entry through various processes in 
different departments and to advise suitable checks to ensure that 
such ti* schedules were strictly adhered to. 

In this connection, the Public Accounts Committee 1982-82 made 
fhe following recommendation in their 84th Report- 

"It is apparent that if such documents are not checked in 
Internal Audit and sent also, where required for test 
audit by Customs Revenue Audit well within the pres- 
cribed limitation period of six months, the result of such 
checks by audit would be rendered nugatory, r s  in this 
case, merely by the operation of flme bar. The limit of 
120 days for submission of documents of Revenue Audit 
is salutary and needs to be strictly observed. 

The Committee cannot but deprecate the manner in which t h ~  
Ministry, in their written reply to the Committee, have 
ahlrred over this important matter. The Ministry have 
not given any reamns fof the delay In forwarding the 
documents to the Customs Revenue Audit nor have they 
Micatad whether €he control mechanism suggested in 1975 



has actually been laid down in different collectorates and 
how i t  is working. 

The Committee desire that the Ministry of Finance should 
enquire into the wecise reasons for delay in this case and 
apprise them of the same. 

The Committee would strongly recommend that the Ministry 
of Finance should review the checks designed in various 
Collectorates in terms of their instructions of 1975 as well 
as their actual implementation so as to ensure that the 
checks are effective both in design and observance." 

1.9 In their action taken note the Ministry of Finance have 
stated as follows:- 

"The observations made by the Committee have been eare- 
fully noted. It  may, however, be stated that adequate in- 
structions on the subje2t already exist which are intended 

to guide the staff and prevent such lapses. These instruc- 
t h s  have been reiterated and the Collectors of Customh 
of the major ports have been advised to ensure that these 
instructions are ~crupulously and invariably adhered to. 
They have also been advised to evolve an effective and fool- 
proof system of monitoring so that such lapses do not recur 
in future. A copy of the Board's letter dated 28-7-1983 
issued in this regard is enclosed for favour of information 
of the Committee. 

Rep- t s  received from the Collectors of the major ports reveal 
\hat the instructions laying down the time limit of 120 
days within which all Bills of Entry and assessment docu- 
ments should reach the Revenue Audit are being followed. 
In this connection, they have further stated that suitable 
departmental or standing orders have been issued to ensure 
implementation of these instructions. 

In thia connection, it may also been mentioned that the Director 
ot Audit is being increasingly involved to play more mean- 
ingful role in toning up the efficiency of internal audit. Ht 



has also been advised to ensure thorough inspections and 
follow-up action that the various instructions issued are 
effectively implemented by the field formations." 

1.10 T w o  m a h  lapses in the Internal Audit Department of the 
Customs Houses which had resulted in short levy of duty were 
brought out in the afoiestated recommendations of the Committee in 
their original Report. In one case, the Internal Audit Department 
omitted to check lists of vessels allowed h a 1  entry inward/outward 
while auditing the b l l  of entry presented under prior entry system. 
A consignment of goods described as 'Moores precision jigborer 
matric mnch'ne and parts' had been imported in February, 1979. 
Thougb the bill of entry had been presented on 22 February, 1979 
the "entry inwards" af vessels carrying the goods had been given only 
after 28 February, 1979 after presentation of the Finance Bill, 1979. 
Hence, the goods had escaped additzonal duty at 8 per cent ad valorem 
under item 68 of the Central Excise Tariff which was later recover- 
ed on being pointed out by Audit. In the second case, the Internal 
Audit Department had failed to send to the Central Revenue Audit 
a Bill of entry in respect of polyster filament yarn imported in 
August, 3979 through a major port within the prescribed time-limit 
of six months resulting in the short-levy (of Rs. 18446) detected be- 

coming time bred. The Audit Report mentioned several other 
cases of non Jery,'short l e v  of additional duty, short levy due to 
misclassfication of goods, mistakes in calculat'on of duty, adoption of 
incorrect rate of exchange, irre'gular/excess payment of drawback 
and irregr~lar refund. Despite the Mfnistry of Finance, having con- 
finned the facts stated in these paragraphs, no disciplinary action had 
been inicated to bring to book the defaulters. 

In their earlier Reports also the Committee had noted such lapses 
and taken a serious view thereof. Ip their report ibid as also in their 
report under review, the Committee had asked Ministry of Finance 
to r d e w  the working of the Internal Audit Department in major 
Customs Houses and to take steps to improve its working. 

In their Action Taken Replies, the Ministry of Finance have stat- 
ed that tbe instructions on the subject already exist which are intend- 
ed to guide the staff and prevent such lapses. I t  bas been stated that 
these instractions are being strictly followed and the same have been 
reiterated with the Collectors af Customs at major ports who have 
,bees adviwd to ensure that these are scrupuloudy and invariably 
adhered to. They are wid to have advised them to evolve foolproof 
monitoring sysbm to avoid recurrence sucb lapsea 



It is evident, however, that in gpite of such clear and firm, insttuc- 
tions lapse0 continue to occur. The Committee therefore, consider 
that in every cam of lapse even where detailed and clear instructions 
exist those responsible for committing such lapses should be taken to 
task. In order that this is done the Committee &die that an enquiry 
should be held and responsibility fixed and thereafter appropriate 
action taken. C . - -  

Equalised Freight- 

(Sl. Nos. 37 and 38; Paras 20.3 and 10.4) 

1.11 The Committee had noted in the original Report that M/s 
Escort Ltd., a unit manufacturing motor ~~cleslscooters, had recovered 
freight charges on the clearance of vehicles for deliveries to various 
stations, including the place of manufacture. These charges were 
uniform for each station and were more than those actually paid b y  
the unit tq the transporter. The assessable value had, however, been 
fixed without taking into account the freight charges. This resulted 
in fixation of lower assessable value resulting in short ley6 df duty. 
A show cause notice for payment of differential duty of & 58,233 
for the period 1st October, 1975 to 15th August, 1976 issued by the 
department had been pending adjudication even after more than 
three yeaFs. The unit started paying duty from 24th May, f979 after 
adding %. 40 per vehicle as freight charges to the assessable value. 
No action had, however, been taken by the department to raise de- 
mand of Rs. 4,80.400 in respect of clearance during the period 16f.2 
August, 1976 to 23rd May, 1979. 

In November, 1980 the Committee were informed that demand for 
Rs. 58,233 for the period 1.10.75 to 15.8.1976 and Rs. 4,80,400 for the 
period Al~gust, 1976 to May, 1979 were under process of adjudication 
and the scnle were being expedited. 

Commenting upon the delav in adjudication even after a lapse of 
five years cf raising demand against MIS. Escorts Ltd. the Committee 
had stated: 

"The Committe note that the demand h r  Rs. 58.233 raised 
against MIS. Escorts Ltd. (Motor Cycle Division) Faridabad 
is still pending adjudication even after a lapse of five years. 
The Committee desire that the Ministry of Finance should 
enquire into the precise reasons for such inordinate delay 
in finallsing this case and apprise the Committee of the 
same." 



10 
1.12 Action taken note furnisbed by the lUinip,try' ef Firunu rmds 

as follows:- 

"The demand for Rs, 58,233.60 was raised against M/o Escwt 
Ltd, (Motor Cycle Division), Faridabad and confirqqd 
vide adjudication order No. V (34) 13/21 181 1 Demand-lI17822-26 
dated 26-12-1981. As regards the delay it is stat& that the 
demand show cause notice bearing C. No. CE-10 MW/ 
Escorts MSD17517242 was issued on 16-9-76 and the party's 
reply to the show cause notice was received on 16-10-76. 
However, the case papers got-misplaced in the divisional 
office and could not be traced. As soon as the papers were 
traced the adjudication proceedings were continued, culmi- 
nating to the adjudication order dated 26-12-81 and 4-9-1981. 

In this context, it would be relevant to mention that the Sup- 
reme Court in their order dated 9-5-83 and 7-10-83 (h the 
case of Union of India and other V/s Bombay Tyre Inter- 
national Ltd.) have stated that equalised freight is an ele- 
ment deductable for arriving at the assessable value under 

. Section 4 of the Central Excise & 'Salt Act, 1944." 

In regard to the delay that had taken place in issuing demand 
of Rs. 4,W,400 for clearances during the period 16th August, 1978 to 

23rd May, 1979, the Committee had observed as follows:- 

"Tl-.c Committee are also concerned at the avoidable delay of 
3ver 3 years in raising the demand for Rs. 4,80,400. The 

Committee feel that after the issue of the show cause 
uotice in September, 1976, this irregularity should have 
been set right and not allowed to pers'ist for Audit to point 
it out. The Committee would, therefore, like to know the 
reasons for not issuing this demand before it was pointed 
out by Audit." 

In  reply the Government have stated as follows:- 

"The file relating to the show cause notice issued in September, 
1976 and referred to in this para was misplaced and could 
be traced out only sometime in June, 1981 and action taken 
thereafter. " 

1.13 Both the cases, have been pending for final action for several 
years. Ths Committee canaider that such delays b h d d  not be 
allowed to occur particularly in eases where delay is taking p l m  



becawc of a lapse m the part. of the Government namely misplace 
ment of relevant Ales in own ofiice. The Comdttee 
desire tbat tho Ministry should ascertain haw the loss of case papers 
came to take place and take action against those found respawible. 
The Committee desiro that the matter should now be Analised, and 
the recovery of funds ~h01ild also be expedited. 



COPJCLUSFONS OR F U E O ~ A T I O N S  THAT HAVE B E m  
ACCEPTED BY GOVERNMENT 

Recommendation 

The Committee would strongly urge that the question of formula 
for determinhg the expenses of sale by auction of uncleared goods 
should be sorted out without any furthq. delay with the internen- 
tion, if necessary, of the Ministry of Civil Aviation. The Com- 
mittee would like to be apprised of the final decision within 3 
months from the date of presentation of this report to the House. 

The Committee would suggest that the procedure laid down for 
the custody and disposal of uncleared goods at Bombay and other 
airports in In& should be reviewed so as to make sure that there 
are no pilferages, losses or substitutions, that disposals are quick and 
business-like and that the sale expenses are kept to the minimum. 

[S. Nos. 8 & 9 Appendix VI paras 3.7 & 3.8 84th Report (1981-82) 
(Seventh Lok Sabha)] 

Action taken 

An Inter-Ministerial Meeting with the senior officers of the  
International Airport Authority of India was held recently to sort 
out the question of formuh for determining the expenses of sale in 
regard to auctions held for sale of un-cleared goods. It has been 
mutually agreed by the Department of Revenue and the lAAI that 
only such of the expenses as are directly relatable to sale of goods 
should be included in thc 'expenses for sale'. According to the mu- 
tually agreed formula the item of expenditure which would form 
€he expenses of sale, 'have now been speciAcally identified. Repre- 
eemtatlves of the I .A.A.T. have a m  to revise the expenses of 
sale in keeping with the aforesaid formula and furnish figures in 
regaxxl to 13 auctions already conducted by them. 

lr5r regards the procec&e laid down for custody and diepoaal of 
Unclehrea goods, the tA.llT. authorPties are of the view that the 



present am8~~cthtlits are adequate and contain adequate safe-guards 
agalafi pilfera#e, subptitution .a& loss. 

(Mlrdstry of kin&nce (Deptt. of Revenue)O.M. No. 48383112]80-- 
Cuak VII dt. 18-12-8!2l 

' f i r !  tax effect in the seven cases pointed out in the present audit 
p a  alone comes to over Rs. 23 crores. Apparently, the total tax 
effect of this so called 'later the better principle' would be very high 
indeed. It is amazing that a concession of such far reaching conse- 
quenoe should have been continued for so many years merely under 
the executive instructions of Government without any formal legal 
backing. 

The Ministry GE E'lnauce feel ju~if ied in continuing this conces- 
sion on equitnhle cmnciderations. The Miristry are no doubt aware 
of justice Rowlatt'e i'amous dictum to the effect that tax and equity 
are strangers, which h:!s beer! appro-md of by the Supreme Court 
of India in a ntrmber of cases. Vl'hile considerations of equity could, 
therefo~ e, be a jilst~ficiitjon tor suitable amendment of the Central 
Excise law the1.c could be no possible apology for continuing an 
illegal practice ~ncrely tty executive instructions for so long. 

In fact the Cei:trai law contains ample provision to enable the 
Government lo  r rant gc:iw~,c! as well as specific exemptions from 
duty total or pal tial. by issue of formal notifications which have to 
be Iaid nn t he  Tablt- 11;' thc Parliament. The Committee are dis- 
tressed to no!c that Government have not taken recourse even to 
these provisions in this case but have chosen to appropriate te 
thcn~selves the total legislative function. In the Committee's view 
apart from the uncon&tuffonality and the impropriety involved such 
a course is also likelv to result in highly arbitrary use of power a1 
various levels. 'This' is clear also Prom the fact that the Central 
Board of Ekcisc & Customs while continuing to swear by this so 
callird prjncii>le of 'later the better' issued contradictory instructions 
in respect of ahmiiiium ingots in September, 1919, end have faad 
to mend or modify the same till date despite the contradiction 
havlng bein ~pecidcally pointed out by Audit in December, 19T9. 

The Committcc woyld stropgly recomme& that this whole mat -  
hy wo~ld  be tbornughly examined and the tax concession, to the 
q+~,t it is  conddexyd neqssolry and jwti#ed sbuld be given by 
wap of pnopcr mmdment to the Central mise law and not 
executive instmctions. 



The Committee would also recommend that encroachment on Ihe 
legislative power should not be  sorted to in any circumstances. 

[Sl. Nos. 10 to 13 Appendix VI Paras 4.8 to 4.12 of 84th Report 
(Seventh Lok Sabha) ] 

Action Taken 

The suggestion of the Pubkc Accounts Committee to give a sta- 
tutory badring to the 'later the better' principle has been taken note 
af and Government have issued. notification No. 187183-CE dated 
9-7-1B3 amending rule 9 and 49 of the Central Excise Rules, 1444. 
As per the Central Excise (6th Amendment) Rules, 1983 which have 
been published in the Gazette of India dated 9th July, 1983, excis- 
able goods can be remcrved vithout payment of duty if they are con- 
sumed or utllised in the same facton either as raw material or as 
component parts for the :nnn:lfacture of any other commodity which 
is specified under ruie SfiA, fall under the same tariff item and is 
neither exempted from -v:llolc of duty of excise leviable thereon nor 
is chargesble to nil rate o l  duty. The above amendment have thus 
given a legal backing to the 'later the better' principle which had 
all along been followed and duty realised only at the stage when 
the product leaves the factory. 

The recommendation of the Committee have been taken note of 
by the Ministry of Finance. 
[Ministry of Finance (Deptt. of Revenue) O.M. No. 234116182-CX-7 

dated 28-5-841 

Recommendation 

The Audit Paragraph points out twenty:three cases in which 
irregular concessions were allowed which did not flow even from the 
defective notifications. In a number of cases the exemptions were 
allowed even where the aggregate value of the base clearances of 
specified goods in the preceding Anancial year elaeeded the stipulated 
limit. In many other cases the initial limit of REi. 5 lakhs to which 
done the concession was admissible was incorrectly computed ef- 
by including themin clearances exempt under other notifications or 
clearances meant for captive use or for other reasons. The Ministry 
of Finance have admitted the objections in twenty-one of these 
bases. In ten cases the shoe levy of duty is stated to have-been 
i.t@eecS, six cases the matter ts eitber in the process of adjudica- 
tion of realization, three casts are pending in appeal'and two t ~ 0 W  



are w b  judice in High Courts. The Committee trust that all. these 
cases would be properly followed up by the Ministry of Finance. 

As for the two cases which are not admitted by the Ministry or 
Finance, while on merits the points may be sorted out by Audit and 
the Ministry of Finance, the Committee cannot but express regret 
at the fact that the Ministry of Finance had failed to give any replies 
to t h e  draft audit paragraphs in these two cases before the printing 
of the Audit Report even though these draft paragraphs had been 
sent to them in September 1980. The Committee would like t o  
reiterate the recommendation made in Para 1.46 of their 67th Report 
(Seventh Lok Sabha) to the effect that the Ministry of Finance must 
ensure that replies to draft audit paragraphs are sent well within 
the prescribed period. 

[Sl. Nos. 20 and 21 of Appendix VI Paras 5.13 and 5.i4 of 
84th Report (Seventh Lok Sabha) 

Artion Taken 

The action taken by the Government is furnished against each of 
t he  cases. 

1. M / s .  Polifab Industries. Bott~bay 

Appeal filed by M/s Polifab Industries. against order of the Asst. 
Collector has not yet been decided by the Collector of Central Excise 
(Appeals), Bombay. 

2. M / s .  Gufies Chemicals and Pi~arntaceuticala I d i a  Ltd. 

The show cause notice cum-demand for Rs. 4409.09 issued to t h e  
above unit has been confirmed by Assistant Collector on 234-1982. 
However, the party has gone in appeal against the same. The appeal 
is yet to be decided. 
3 .  M s. Mansfield Rubber Co. (P) Ltd. Ghaziabad 

The demand of Rs. 54649.12 had already been confirmed. The  
certificate action under Section 11 of Central Excise and Salt Act, 
1944 has been initiated against the party and is being vigorously 
pursued with the district authorities. 

4 .  MIS .  Supreme Rubber Allied Industries. Vapi 

The show cause Notice issued for recovery of differential duty af 
Rs. 37,598.41 was confirmed by the Assistant Collector on 30-5-1981- 



The u s a s e e  has Bled eppeal against the order and the Collector of 
Central Excise (Appeal), Bombay has granted stay of recovery of 
the demand till the appeal is decided provided a Bank guarantee for 
the full amount of duty invol-d is furnished by them. They have 
accordingly furnished the Bank Guarantee and hence the recovery 
SE not being enforced. Appeal is still pending for decision. 

5. M / s .  Machine poducts (India) Pvt. Ltd.. Bdhaz-, Ahmedabad 

Demands issued for Rs. 6,23,378.72 have been confirmed by the 
Assistant Collector. The assessee has filed appeal against the order 
and the Cdlector of Central Excise, (Appeal), Bombay has on request 
by the party, issued stay order on 7-11-81 staying recovery on fur- 
nishing a Rank guarantee. Accordingly, the assessee has furnished 
B& guarantee for Rs. 6,23,378.72 on 26-12-81 and hence the rexvery 
is not being enforced. Appeal is pending for decision. 

6. MIS. Universal rnstujg Industries. Baroda 

Show cause notice for recovery of duty amounting to Rs. 30,917.72 
was confirmed by the assistant collector on 28-8-80. The assessee 
has filed appeal against the order and the Collector Central Excise 
(Appeal), Bombay granted stay of recovery of demand till the 
appeal is d e c i d d ,  provided a Bank Guarantee for Rs. 310001- is 
furnished by the party. Accordingly the assessee has furnished the 
Bank guarantee for Rs. 31000,/- and hence the recovery is not being 
pursued. Appeal is pending decision. 

7. M / s .  National products 

The demand was confirmed for Rs. 1,94,543.77 by the jurisdictional 
Assistant Collector on 4-8-1980. The party filed a writ petition in 
the High Court of Karnataka at Bangalore against the adjudication 
order. The party has also Ned an appeal against the Adiudication 
order before the Appellate Collector of Central Excise, Madras. 

The High Court of Karnataka by its interim order dated 16-9-1960 
stayed the operation of the order-bodginal subject to the ,petitioner 
f misbing a Bank guarantee of Rg. l,W,543.77. The Bank Guarantee 



was f u d h e d  by the party. Tbe writ petitionhas not come up for 
hearing in the High Court. 

The Appellate Col3ector by his order dated 19-12-1880 limited the 
demand for a period of 6 months prior to the date of issue of the 
yhow cause notice (19-5-1980). The matter was referred to the 
Board for review of the Appellate Collector's order under Section 
36(2) of Central Excise and Salt Act, 1944. A show cause notice was 
issued on 3-81981 to the party by the Ministry proposing review of 
the Appellate order. The matter is under decision. 

8. M/s .  Northern India Press Works, hckmn.o 

The differential duty involved in the case has been realised 'and 
deposited in the Treasury. 

9. M/a. Labros Chemicals Ltd. Lucknow 

The differential duty involved in the case has been realised and 
deposited in the Treasury. 

10. M / s .  Rackit and Colman ( ~ n d i a )  Pvt.  Ltd. 

The party has preferred an appeal to the Appellate Collector of 
Central Excise, Calcutta against the Adjudication order dated 18-8-81 
passed by the Deputy Collector. Central Excise, Calcutta. A stay 
order as prayed by the petitioner for recovery of the demand for 
duty for Rs. 35.670.09 has however been granted bv the appellate 
authority. 

11. M/s .  Menakshi Fm~ndry Coimbatore 

The case was adjudicated on 9-1-1981 confbning the demand for 
Rs. 99 971.20. The party went on appeal against Assistant Collec- 
tor's orders. The ~ ~ ~ 6 l l s t c  C~!lector of Central Excise, Madras 
upheld the Assistant Collector's orders on 18-6-1981 but restricted the 
period for collection of duty to six months prior to the date of receipt 
of show cause notice. On the basis of the Appellate Collector's orders 
the duty to be collected was worked out to be Rs. 39,249.29 for m o d  
from 8-679 to 19-7-79. Against this revised demand, the party Aled a 
writ in the Madras High Court. The enfarcement of demand has 
been stayed by the High Court. Madras. 

The position of these two cases is furnished against each of these 
cases. . . 
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1. ' ~ p .  Stella Rubber Works (DAP 227/78-80) 

The matter has been settled with the Audit. 

2. MIS. Comptex Labo~atories (DAP No. 280179-80) 
The matter has been corresponded with the Audit and is under 

examination. 

[Ministry of Finance (Department of Revenue) 0. M. No. 
234/17/82-CX-7 dated 18-6-1983] 

Recommendations 

The Committee would also suggest that in the interest of revenue 
and to avoid recurrence of such cases, Government should issue clear' 
cut instructions whenever any scope of misuse of concession is 
brought to light. The Committee expect that necessary instructions 
in this case will be issued by the Central Board of Excise & Customs. 

[Sl. No. 23 of Appendix VI, Para 6.8 of 84th Report (7th 
Lok Sabha) ] 

Action Taken 

The issue raised in Audit Para 2.16 (a) ,7940 was subxquently 
re-examined by this Ministry and necessary instructions issued vide 
Board's F. No. 6/49/81-C. X. 1 dated 29th August, 1981 (copy en- 
closed). The Board has taken a view that where two different Noti- 
fications are applicable to an assessee it is the assessee's option to 
choose whichever notification he would like to avail. In the present 
case, for instance, the two notifications available to the assessee are 
161/66 dated 8-10-66 8 117166 dated 16-7-66; if the assessee, therefore, 
opts for notification 161/66, the Department can not force him to do 
otherwise. 

[Ministry of Finance (Deptt. of Revenue) OM No. 234118182- 
CX. 7 Dt. 10-5-851 

(COPY) 

Central Board of Excise & Customs 
New Delhi, the 29th August, 1981. 

The Collector of Central Excise, 
Bombay-T. 



SUB. IECT: -CE-P or P Medicines-Applicability of notification No. 
161/66 dated 6-10-1966 in respect of contract prices-regard- 
ing. 

Sir, 

I urn dbected to refer to your letter F. No. V-14E(30)8/81 dated 
the 38th March, 1981, on the subject and to say that the action taken 
by you has been confirmed by the Board. 

Yours faithfully: 
Sd/- 

(R. Deb) 
Under Secretary. 

C O ~ , ~  with a copy of Collector of Central Excise, Bombay-1's letter 
F. No. V-14E(30)8'81 dated 26-3-1981 forwarded to all the Collectors 
of Gel I tral Excise ' for information. 

Sd/- 
Under Secretary. 

Encl.: -As above. 

Copy i ) f  letter F. No. V-lilE(30)8/81 dated the 26th March, 1981 
from the Collector of Central Excise, Bombay-1 to the Secretary. 
Central Board of Excise d: Customs. New Delhi. 

Sir, 

Svarrt T:-Applicability of notification No. 161'66 dated 8-10-1966 in. 
respect of contract prices regarding. 

N(, . J. L. Morison. Son and Jones (India) Limited, are manufac- 
turinq medicines falling under T. I.' 14E. They supply these medi- 
cines under contract rates to the Defence Department for which the  
assessment is being done under notfn. No. 117 66 dated 16-7-66. 
while the same medicines are also being supplied. to other agencies 
lor hhich the party has filed price-list under notfn. 161/6C, .dated ' 
8-10-\!M. The Assistant Collector having jurisdiction over the fac- 
tory is of the opinion that notification 117166 exempts goods .cleared 
by thl: factory to certain specific institutions under specific contracts 
whortas the notification No. 161/66 refers to clearances by a manu- 
fqctu~r!,r either .on the basis of retail prices or whole-sale prices : 



perm1 lting certain amount of discounts. Notfn. No. 161/66 hm cer- 
tain c ~nditions to the efpect that option would be exercised by the 
party, if all the medicines are cleared by the manufacturer a t  such 
prices either in wholesale or retail. In view of the position the 
divisional officer of the factory is of the view that once the prices are 
filed l y  the party under Notifn. No. 161/66, then the factory cannot 
avail of the concession granted under Notifn. 117/66 which envisages a 
speci;l: exemption for a certain class of buyers, such as Govt. Depart- 
ment.3, Railways, Local Bodies and Hospitals. This being a speciilc 
notificntlon, it is felt that would be covered by the mice clause as 
speciW~td therein and not as referred in notification 161166. Valuation 
under notfn. No. 161/66 would exclude the clearances under notfn. 
No. 1.' 7/66 and would apply tc, all other clearances by the company. 

It \nay be mentioned here that the assessment at the reduced 
prices after deducation of 10 per cent or 25 per cent ad hoc discount 
over llre wholesale or retail prices for workine; out assessable value 
in case of P or P medicine were &st granted vide notfn. 91/62 
datcil 19-5-1962 which was amended by Notfn. No. 184/62 dated 
27-10-'1362 which was then superseded bv notfn. 39\66 dated 26-3-66 
and thereafter Notfn. 161 66 dated 8-10-1966 h-c c-me into orera- 
iion which superseded the earlier notfn. No. 39/66 dated 23-6-1966. 

Thc further reduction was granted to the P or P Medicines sup- 
plied directly from the factory of the manrrfacturer to the Govt. 
nepartments; including Railways, Local Bodies and Hospitals under 
notfn. No. 117/66 dated 167-1966 which is a s~ocific notification and 
in view of this position, the terminology "if al l  the Medicines manu- 
factured are clewed by the manufacturer at such price either in 
whal,l;?sale or retail as the case may be, would exclude clearances 
effecf2d under the cover of notfn. No. 117/66 being snecific and as it 
has come into existence after the notfn. 92/62 dated 19-5-1962 replac- 
ed hll noffn. No. 39/66 dated 26-3-1%6 and which is aqain replaced 
bv no#. 166/77 dt. 8-10-1966 granting the concession of these 
red*xc!d rates for the assessable value. This view i s  S U D D O ~ ~ € ? ~  bv the 
Law Ministry's opinion circulated under Board's letter F. No. 6 182 174- 
CX. 1 rlated 10-41B0 in regard to a reference made bv CCE. Hvdera- 
bad pc rtaining to the value of P or P medicines under nstiflcation 
No. 41 1/66 and 161/66. 

hla 'rcaver, it may a h  be pointed out that notfn. 117/66 as stands 
io&ev is quite. dis-advantageous to the manufacturers in as much as 
the 1M saving drugs which are completely exempted under Notifica- 
tedn 3 t. 1 l6fW dated %5-1969 (as amended) while the eame are 
@bargeable to duty at the rate of 21 per cent ad v d ~ e m ,  under 



Notification No. 117/6Ci dated 16-7-66. It therefore, follows that if 
he Central Excise Officer insists as the manufacturer to avail of n&. 
117/t9 which is a sort of concession in case of these P or P I!&&- 
cines and does not allow the concession under notfn. No. 161/66 
which is an optional and beneficial to them, it will tantamount to 
injustice and against the principles of natural justice, in disallgw- 
ing, the manufacturer to avail of the concession which is available 
to him otherwise under some other notification and in a way malt- 
ing compulsory for him to follow the provision of some other noti- 
fication which is obviously disadvantageous to him. It is therefore, 
felt that in such a situation, the manufacturer should be left an 
option to choose the assessment of P or P Medicines cleared by them 
either under the Notfn. i.e. 161166 dt. 8-10-1966 or 177166 dated 
16-7-1966 as the case may be. 

Accordingly I am directing Divisional Of3cer that the clearance 
under Notification 117/66 and pricing thereof under that notjilca- 
tion, should be excluded for the purpose of operating notfn. 161166 
and further that where the goods are covered by the Notification 
IGl/(r6 aF well as 117166, it would be optional fbr the manufacturers 
to choose assessment of the clearances to be made by them under 
either of the Notifications, as they desire. 

The Board is requested to kindly confirm my action in the matter. 

Recommendation 

The Committee also feel that it is not unlikelv that similar cases 
of under assessment in respect of other medicines manufacturing 
units might have occurred in other Collectorates as well. The Corn- 
n~ittee would, therefore, sugpst  that the position in this regard 
lw,y bc checked up in all the Collectorates, remedial action taken. 
n.herever necessa.r)-. and the Committee apprised of the results 
thereof. 

rS1. No. 24 of Appendix VI Para 6.9 of 84th Report (7th h k  
Sabha) ] 

Action Taken 
Information regarding cases where deduction d ad-h6c discount 

was permitted to other manufacturers of P or P medicines was 
called for from all the C.crllectorates of Central Excise. A few similar 
cases have been reported, the particulars of which are as under:- 

I .  In the case of one manufacturer of P or P medicines, in the 
Central Excise Collectmate, Hydesabad two demands for Rs. 32.888.15 
P. ghii RLT. 22,335.M P were issued. The first demand for 'Rs. 32,88815 P 



has been realised. The other demand is the subject matter of an 
appeal and the recovery has been stayed. The party has furnished 
bank guarantee for the amount. 

2. There were four cases in the Central Excise Collectorate, 
Bombay. In the first case, a demand for Rs. 1085.00 P was raised 
against a manufacturer of P or P medicines and the amount was re- 
covered. In the second case, four show cause-cum-demand notices 
were issued demanding Rs. 8,26,652.01 P from another manufacturer 
of P or P medicines of Bombay. These demands are under the pro- 
cess of adjudication. In the third case, show cause cum-demand 
notices were issued demanding Rs. 63,688.06 P to a manufacturer of 
P or P medicines. These demands are also under the process of ad- 
judication. In the fourth case, a show cause notice demanding 
Rs. 1953.82 P which was issued to a manufacturer of P or P medicine8 
was withdrawn by the adjudicating authority. 

3. In the case of a manufacturer of P or P medicine in the Central 
Excise Collectorate. Jaipur a show cause notice demanding 
Rs. 9,252.35 P was issued. The adjudicating authority dropped the 
proceedings. After scrutiny of the records, the cause was not con- 
sidered to be a fit case for action under Section 35E of the Central 
Excise & Salt Act. 

[Ministry of Finance (Deptt. of Revenue) Ohl No. ",4;18,82- 
CX-7 dated 6-6-85] 

The Committee find that the Ministry have not only admitted the 
ebjection but have also issued instructions on 30-6-1980 regarding 
classification of stencil paper' under tariff item 17 (2). The Appellate 
Collector. however, set aside the demands for the period 23-11-1973 
to March 1980. The show cause notice relating to April 1980 for 
Rs. 1,42,308 is pending adjudication. The Committee would like to 
be apprised of the precise grounds on which these demands were set 
aside by the Appellate Collector. The Committee would dso  like to 
know whether the case has been considered for filing a re\+wr np- 
plication to the next Appellate Authority. 

[Sl No. 29 of Appendix XI Para No. 7.12 of 84th Report (7th 
Lok Sabha)] 

Action Taken 
.. The demands for the period from 23-11-79 to March, 1981 have. 

ban 'set .?side by the Appellate Collector, because of the faa that  



Tariff Advice No. 28/81 dated 17-3-81 was issued before the disposal 
of appeal, holding that 'duplicating stencil' should be olassiiied under ' 

!I?. I. 6%. Appellate Collector's order is in  conformity with the Tariff 
Advice. 

[Ministry of Finance (Deptt of Revenue) OM No. 234/19/82- 
CX-7 ( ~ t )  dt. 18-6-83] 

Recommendation 
The Committee observe that in spite of clear instructions of the 

Board of 19th April, 1977, the Central Excise Department raised no 
demands in the case of four assessees for the cess due on the jute yarn 
and twine used for captive consumption till the issue was raised by 
Audit. In the fifth case the demand raised was based on the weight 
of the final finished product manufactured ignoring the weight of 
yarn'twine issues for manufacture bat wasted in the  pxocess. The 
1ii.e cases alone revealed non-levy of cess to the extent of Rs. 5.75 
lakhs. 

The Committee note that in three cases the demands have been 
restricted by the adjudicating officers to a period of six months im- 
mediately preceding the date of receipt of show cause notice. The 
delay on the part of the departmental officials to raise .demands 
against the assessees has thus resulted in loss of revenue of about 
Rs. 5 lakhs due to the demands becoming time barred. 

The Ministry of Finance have not indicated in how many other 
cases similar default occurred and with what results. The Commi- 
ttee would like the Ministry to review the position in all cases and 
report the results to the Committee together ~ 4 t h  the action taken 
to avoid such defaults in future. 

[Sl, Nos. 30 to 32 of Appendix VI Para 8.4 to 8.6 of 84th 
Report (7th Lok Sabha) 1 

Action Taken 
Position in respect of various Collectorates is as follows:- 

1. Calcutta.-Demands are raised from time to time in rtsptct 
of yarn cmtents of jute manufacturers subject to the 
limitation where the essoSsee have filed the writ petition 
either in the High Court or in the Supnme Caurt. The 
assessees also do not Reep account of yarn crrptivtly con- 
sumed. The demands have not been edjudicakd sinn 
the issue is sub-judice in the Calcutta High CourtjSupmme 
Court. 



2. G?olful-.--The casea of underasseasment regardhg this Col- 
kctorate have already figured in the P.A.C. Rqmrt, and 

. the Co@&arate has instFuated the formation and the In- 
ternal Audit Parties to take abundant precaution keeping 
in view the PAC's observation and take apwopriate action 
promptly as and when any budget tariff change occhr. 

b Indore.-There is one similar case in the Collectorate relating 
to MIS Raigarh Jute Mills, Raigarh where the demapd was 
issued on the basis of quantity yarn contained in the mi- 
shed product at initial stage. Subsequently on receipt of 
the instructions in F. No. 262/4/76/CX-8 dated 19-4-1977, 
duty on yam was saised but in the mean time the party 
took the issue to the Calcutta High Court and as such no 
corrective action could be taken to revise the demands 
issued at the earlier period in accordance with the Board's 
instructions. Af'ter Calcutta High Court upheld the de- 
partment's conten tion, suitable action has been taken in 
this regard. 

There is another case relating to Messrs. Ganesh Twine Mills, 
m u r  where no cess. was collected. Suitable remedial 
action has since been taken. 

4. Kanpur.-There are two units in this Collectorate manufac- 
turing jute products. Both these units have moved writ 
petitions before the High Court and obtained stay orders 
from the Court, which had specifically restrained the de- 
partment from levying and collecting duty in accordance 
with the directive instructions, issued by the Board vide 
i b  letter F. No. 26214176-CX-8 dated 44-77. Demands are 
being raised in respect of juteyarn and twines utilised 
for,captive consumption. However in view of the' Courts' 
Stay Order no action could be taken to finalise these dt- 
rmnds. 

5. Petnu.-Two cases under Laheriasarai Division of this Collec- 
torrclte were detected. 

1. Mcesrs. Ramediwar Jute Mills Mufptapur. 
2. M R S S ~ ' R .  B.. H. M. site Mills, &hisr. 

The dahils are under:- 

'ID &pct  of bftssrs. ~~meshkar Jut@ 
mornd was raised an jute yarnltwine 



to 31-12-1977. The party went to High Court of Patna 
(C.W.J.C. 220]1978). The Court had decided case on 
812-1980 in favour of the party by holding that w e  on 
iute yarnltwine was not to be levied as these goods were 
not delivered at tlie place of manufacture nor were they 
removed from the precincts of the factory. The depart- 
ment has Aled special leave petition in the Supreme Court 
of India on 8-5-1980 against the judgement of Patna High 
Court. The outcome of the special leave petition is awaibd. 

With regard to Messrs. R. B. H. M. Jute Mill, Katihiir demand 
for the same period was raised for levy of cess on jute 
yarnjtwine. The party also went to High Court of Patna 
(CWJC 1941180). This case also was decided in favour 
of the party by the High Court of Patna vide judgement 
dated 2-12-1980. SLP file3 by the department in the 
Suporeme Court has been admitted. 

6. W. B. Calcutta.-?he following demands have been issued : - . - - --- -- - -  

S1. h-o. Kame of Mill No.of Period Amount Remark 
demands 

R8. 

I .  M/s Ganger nlanufacturing co. 53 1-3-76 to 720318.70 
9 1-3-81 

M/s. Gondalpara Jute h.iills Ltd. 

M/s. \Jictoria Jute Co. I.td. 

N/s Samnuggor Jute Factory 
Co. 

M/s. India Jute Co. Ltd. 

MP. Champdany Jute Co. Ltd. 

M\s Angus Jute Works 

h@ North Brook Jute Co. Ltd. 

M/g Dalhouaie Jute Co. Lt4'  , 

M/s Holtinga Jute Milla Ltd. 

. . 
(Stay order 
obtpIned 
from Court) 

Do. 

Do. 

0.. 

Do. 

Do. 

. . 
Do. 



The Committee would also like Govenunent to investigate why 
the Inspection Groups and Internal Audit Parties of the Contra1 
Excise department could not detect the non-levy of cess on jute yarn 
and twine in the cases mentioned in this paragraph. The Committee 
are constrained to observe that despite their earlier recommendations 
.en the subject, the efficiency of Internal Audit in the Central Excise 
department has not shown any signs of. improvement and a very 
large number of such simple mistakesllapses continue to be detected 
in the test check conducted by Revenue Audit especially when there 
are new c?r additional levies through the annual budgets or otherwise. 
Thi~  is a very sorry state of affairs and the Government must give 
more serious thought to this problem and lay down suitable guide- 
lines to make sure that such lapses do not occur in future. 

[Sl. No. 33 of Appendix VI Para 6.7 of 
84th Report ('7th Lok Sabha) ] 

d 

Action Taken 

In order to tone up the working and the efficiency of the internal 
audit parties the Board vide their letter F. No. 224j2182-Cx6, dated 
tln 27th December, 1982 (copy enclosed) have issued suitable gui&- 
lines for bringing about qualitative improvement. 

IMinistry of Finance (Deptt. of Revenues) 
O.M. No. 234120182-Cx.7 dated 2914185.) 

Circular NO. 46182-OX.6 

F. No. 2%12)8%CX6 
GOVERNMENT OF INDIA 

CENTRAL BOARD OR EXCISE AND CUSTOMS 
New Delhi, dated the 27th December, 1M2. 

All Collectors of Central Excise. 

Sub jc*: --Central Bucises-Functioning of Internal Audit 
Parties-Instructions regarding. 

Sir ,  . . 

I am directed to say that it hpc bun b @ t  to (be ~ 1 0 t h  of 
-th, lMt& that g c k n c y  of t l ,  Internel Audit Putir.bf t h  w- 



ment has not shown any signs of improvements over the y e w  and 
a very large number of simple mistakes\lapes cmtmue to be detect- 
ed in the test checks conducted by the Revenue Audit Parties. This 
has also been adversely commented upon by the Public Accounts 
Committee in their 84th Report (7th Lok Sabha) 1981-82. 

2. It  is observed from the aforesaid audit para that cess on jute 
yarn captively consumed was not collected in spite of Board's specific 
clarification. If the Internal Audit Parties had kept themselves 
abreast with the Board's instructions, non-levy on cess would have 
been easily detected by them. It seems that the detailed guidelines 
issued under Board's Circular No. 25/7&-CX.6 (F. No. 206 /5 /7KX . )  
dated 11-7-78 had not been ~raperly followed by the Internal Audit 
Parties otherwise such simple mistakes/lapses could not have gone 
undetected. Monthly Audit Bulletins issued by the Collector and 
Quarterly Bulletins issued by the Director of Audit did not appear 
to have gone through by the Internal Audit Parties before visiting 
the factories. 

3. It is, therefore, reiterated that the audit of the assessees' records 
should be conducted properly by the Internal Audit Parties. Before 
visiting a factory, the Internal Audit Parties should go through the 
Board's/Collector's instructions on the commodities manufactured by 
that factory. Similarly, objections raised by the Internal Audit and 
Auditor General's Audit Parties appearing in the monthly and quar- 
terly audit bulletin's should also be gone through. The guidelines 
laid down in the Board's aforesaid instructions dated 11-7-78 should 
be kept in view while auditing the accounts of a factory. It is need- 
less to say that there should be qualitative improvement in the per- 
formance of the Internal Audit Parties and more attention should 
be paid to the units important from the revenue angle. 

4. Please acknowledge receipt of this letter. 

Yours faithfully, 

a/- 
(J. P. KAUSHIK) 

Dimtor 

Central Board of E d s e  & Custm.. 

Recommendation 

The Cmmittee would also l;ke Government to analvse the rea- 
sarra-hr mrh repeated irregularities and to give a serious thought 



to the pmblem and lay down suitable guidelines to make sure that 
such irregularities do not occur in future. 

The Committee would further suggest that Government should 
review carfully all rebate claims oi excess production of sugar unit- 
wise during the last five years to determine how far these involved 
double concession to sugar factories on this count, The Committee , 
may be apprised of the results of such a review with details about 
the base level production and excess production of each sugar pro- 
duction unit and such rebate claims made by respective units and 
granted by Excise Officers. 

[SI. No. 35-36 of (Appendix VI) Para 9.8-9.9 of 84th Report 
(7th Lok Sabha) ] 

Action Taken 

In this regard suitable instructions to the Collectors of Central 
Excise have been issued repeatedly indicating that the question of 
rebate for excess production of sugar will not arise if the sugar is 
exported out of excess production which does not suffer from duty. 

Information regarding review of all rebate claims of excess prc- 
duction of sugar unit-wise during the last 5 years was called for from 
the Aeld formation. Out of the 25 Collentorates 17 Collectorates have 
furnished nil reports and Collector of Central E.xcise, Indore, Madras, 
West Bengal, Calcutta, Chandigarh, Nagpur, Allahabad and Jaipur 
have reported some cases and the information thereto is encloqed in 
(Annexure A). 
[Ministry of Finance (Deptt. of Revenue) O.M. No. 232/21/82CX.7, 

dated 30-4-86;] 

ANNEXURE 'A' 

1. Indore Collectorate.-In the past, only one case of double con- 
cession to sugar exported out of the excess production pertaining to 
the sugar year 1974-75 was allowed. No repet'tion of such lapses 
occurred thereafter. A review of rebate claims of excess production 
of sugar during the last 5 years had been made and there was no  case 
of double concession. 

2. Madras Collectmate.--Only in 4 factories excess rebate had 
been granted by not restricting the rebate to the excess sugar deter- 
mined as eligible for rebate which had actually paid the duty. Out 
of 4 factories, in 3 factories excess rebate is due to reduction in the  
rrtr d duty during the period when the excess sugar wan cleared. 



3. West Bengal Collectorate.-There was one case of exms grant 
of rebate to a sugar factory during the sugar season 197475 on sugar 

exported under bond. For recovery of the excess rebate so granted, 
a demand for Rs. 13,006.73 was raised. The manufacturer filed a writ 
wtition in the High Court of Calcutta. 

4. Chandigarh Collectorate.--Out of 13 rebate cases only 8 cases 
(in respect of 5 factories) of excess grant of rebate pertaining to the 
sugar were noticed. Rebate claims on excess production used to be 
filed after the excess production for the base period was achieved. 
By then, clearances for home consumption or for export may not 
have taken place. Further, officers thought that since rebate was 
on production, it was not necessary to ascertain the position rcgard- 
ing clearanceslexport and the duty paid. As regards other 5 cases of 
excess rebate claims erroneously sanctioned (rebate being more than 
duty paid), demands were raise'd to recover the excess amount of re- 
bate granted. Demand in one case has been confirmed and vacated 
in the remaining 4 cases for being time barred. 

5. Poonn Collectorate.-In this col!ectorate 3504 quintals of sugar 
out of excess production have been exported under bond without 
payment of duty and as such a demand of Rs. 50,130.69 has been 
raised. The manufacturer has filed a writ petition against the de- 
mand in Bombay High Court which is still pending. 

6. Allaltabad Collectorate.-Out of three units only in two units 
sugar from the excess production accepted for grant of rebatc, had 
been exported during the year 1976-77. In one unit 1485 quintals in- 
volving Rs. 47,366 as rebate and in the other 1600 quintals involving 
Rs. 20,104 as rebate has been exported. 

7. Nagpur Collectorate.-There are 2 sugar factories. Data sup- 
plied in respect of these two factories shows that in no case the quan- 
tity exported was in excess of the base level production and hence 
no double concession was granted to the factories. 

8. Ja;pur Collectorate.-There is only one unit in the Collectorate. 
4095 quintals of sugar out of the quantity produced in excess of the 

base level production during the period from Feb. 75 to May, 75 
was exported without payment of duty and as such a demand of 
Rs. 3,35,790.00 was raised and S . C . N. was issued. The adjudication 
proceedings are in progress. 

Recommendation 

The Committee further observe from the infcxmation furr?ishd 
by the Ministry of Finance that there are several other cases repcr ted 



in the various paragraphs of the Audit Report as given in the Appen- 
dix V where the demands have been pending adjudication for long 

periods of time. The Committee suggest that the Ministry of Finance 
should find out the basic reasons for such inordinate delays and devise 
effective measures to ensure that the adjudication proceedings are 
not allowed to drag on unnecessarily. Government may also. consi- 
der the desirability of fixing some reasonable time limit within 
which adjudication proceedings should be finalised. 

[Sl. No. 3900 Appendix VI Para 10.5 of 84th Report (7th L.S..)] 

Action Taken 

Necessary instructions prescribing a time Limit and directing 
the Collectors to expedite the disposal of demand cases have been 
issued vide Ministry's letter F. No. 22413J82-CX-6, dated 17th Janu- 
ary, 1983 (Circular No. 1 J83-CX-6) (copy enclosed) . 
[Ministry of Finance (Deptt. of Revenue) O.M. No. 234/W82-CX-7, 

dated 4-4-83 J 

CIRCULAR NO. 1/83-CX-6 

Central Board of Excise & Customs 

New Delhi, the 17th January, 1963. 

All Collectors of Central Excise and 

All Collectors of Central Excise (Appeals) 

Sub: Central Excises Delay in Adjudication of Demand cases- 
Fkcommendations made by the Public Accounts Committee in 
its 84th Report (1981-82). 

Sir, 

I un directed to say that the Public Accounts Committe has ad- 
versely commented about the inordinate delays in the finalisation of 
adjudication proceedings in demand cases. 

2. The matter has been examined in consultation with the Director 
of Inspection. Earnest efforts should be made to adjudicate the 
demands cases expeditiously. With a view to evolving uniform pat- 
tern of monitoring and control maintenance of a register regarding 



show-cause noticesfdemands issued has already been prescribed 
under letter F. No. 202('82179~CX-6 dated 28-7-1980 (circular No. 34180- 
CX-6). Instructions contained in this letter should be meticulously 
observed. Board has further directed that the following measures 
should be adopted to ensure prompt disposal of the demand cases:- 

(a) Demand cases should be decided within a maximum period 
of six months from the date of issue of the showcause- 
cum-demand notices. 

(b) A list of all such cases, together with a gist thereof, which 
cannot be adjudicated within the time limit of six months 
as mentioned above, should be sent to the Collector on a 
monthly basis. The precise reasons for the non-adjudica- 
tion of these cases within six months should also be re- 
ported. 

(c) The lists should be scrutinised in the Head-quarters office 
and discussed by the Collector or the Additional/Deputy 
Collector with the Assistant Collectors in order to examine 
the possibility of their expeditious disposal. Such discus- 
sion may be held eit,her during visit to the divisional office 
or by calling the Divisional Officers to the headquarters. 

Thereafter, a suitable time limit may be fixed by the Collector/ 
Additional Collector/Deputg Collector for each such case 
within which the Assistant Collectors should adjudicate the 
demand cases. 

(d) If the cases are still not decided within the extended time 
limit. the matter may be further examined in the CoLlec- 
torate office to consider the reasons for delay and issue of 
such directions to the Assistant Collector, as m l y  be neces- 
sary. 

3. Please acknowledge receipt of this letter 

Yours faithfully, 
w- 

(R. SHARMA) 
Under Secretary, 

Centrnl Board of Excise & Customs 



CHAPTER 111 
CONCLUSIONS OF RECOMMENDATIONS WHICH THE COM- 

MITTEE DO NOT DESIRE TO PURSUE IN VIEW O F  THE 
REPLIES RECEIVED FROM GOVEXNMENT 

Recommendations 

In the original notification of 1st March, 1978 the essential condi- 
tion for the admissibility of the concession was that the aggregate 
value of all clearances of specific goods in the proceeding financial 
year should not exceed Rs. 15 lakhs. There was nothing to prevent 
large manufacturers to avail bf this concession in respect of their 
clearances of specified goods. The Committee understand that Audit 
did in fact come across a number of cases where this concession 
meant for small-scale sector was availed of by large s-ale units whose 
investments in plant and machinery ranged upto Rs. 47 crores 
and whose total annual turnover varied upto over Rs. 116 
crores. To plug this loophole the notification of 1st March, 
1978 was amended vide notification No. 141179-CE dated 30-3-1979 
which introduced another condition to the effect that in the case of 
excisable goods falling under more than one tariff item, the conces- 
sion would not be available to a manufacturer if the aggregate value 
of all excisable goods cleared by him or on his behalf for home con- 
sumption from one or more factories during the proceeding financial 
year had exceeded Rs. 20 lakhs. 

The Committee understand that the Audit pointed out in Decem- 
ber, 1980 that even this amendment was not adequate In so far as the 
overall limit of Rs. 20 lakhs would still not exclude a large manufac- 
turer who manufactures specified goods falling under only one item 
of the tariff alongwith other non-specified goods. It  was also pointed 
out by Audit at the same time that earlier, while giving an analogous 
concession under tariff item 68 v& notification No. 176177-CE dated 

18-677, the benefit had been denied to large manufacturers through 
the simple device of making the concession conditional on the total 
value of all clearances of excisable goods by the manufacturers or on 
his behalf in the proceeding financial year not exceeding Rs. 30 lakhs. 

The relevant condition was amended further in the amending 
notification No. 60/81-CE dated 1st March, 1981 to provide that the 
comessim would not be admissible where the aggregate value of 



cjearances of all excisable goods by the manufacturer or on his behalf 
for home consumption from one or more factories during the precerd- 
ing financial year had exceeded Rs. 20 lakhs. 

It  is clear from the above recountal of events that, to say the 
least, there was a gross negligence in the drafting of exemption noti- 
fications. It  is amazing that a concession speciiically deslgqed to en- 
courage small manufacturers &ould be embodied in a notification 
having no definition of a "small manufacturer". This is aU the more 
w n f u l  when viewed in the on tex t  of the fact that the need for stipu- 
lating an overall limit on clearances of all excisable goods in  such 
cases was not unknown or unrealized at the relevant time; i t  had, 
on the other hand, been earlier ~rovided  for in 1977 in an exemp- 
tion notification giving an analogous concession under tariff item 68. 
The Committee are unable to find any excuse whatsover for this 
initial failure to provide for an overall limit on the aggregate 
clearances of all excisable goods without which i t  should have been 
apparent that the concessSon could be availed of by all manufac- 
turers, big or small, in respect of clearances of specified goods. 

The manner in which piecemeal amendment have been carried 
out subsequently to the condition designed to limit the concession to 
small manufacturers leaves room for doubt about the bonafides of 
the action taken. The amendment made in March, 1979 still left the 
gap open as pointed out by Audit in December, 1980. Even the sub- 
sequent amendment of March.. 1981 does not adopt the simple formula 
of the 1977 notification which placed the limit on the basis of the 
aggregate value of all clearances of excisable goods and not only 
those for home consumption. 

The Committee cannot help the feeling that this concession ex- 
pressly designed for small-sde manufacturers was extended to the 
l a re  scale sector through the device of defective drafting of the 
exemption notification. The amendments were only haltingly carried 
out at  every stage of criticism so as to plug only a little of the loop- 
hole every time leaving much of the gap open. The Committee would 
strongly recommend that this matter should be thoroughly investi- 
gated so as fix responsibility for the repeated lapses in drafting noti- 
fications resulting unintended benefits to large manufacturers to the 
detriment of revenue. 

[Sl. No. 14 to 19 of Appendix VI Paras 5.7 to 5.12 of 84th 
Report (7th L.S.)] 



Action Taken 

The general small scale exemption scheme under notification No. 
71/78-CE dated 1-3-78 came into force with effect from 1-478, coin- 
ciding with the beginning of the financial year 1978-79. To start with, 
this scheme did not contain an eligibility condition relatable to the 
total clearances of all excisable goods of a manufacturer. However, 
action to modify the scheme with a view to incowrating such an 
eligibility condition was initiated in the month of May, 1978 and in- 
formation in this regard was called for from Collectors of Central 
Excise in June, 1978, well before the receipt of any audit objection 
in this regard in the Ministry. In view of the fact that the exemption 
scheme operated on a financial year basis, modification of the scheme 
incorporating the eligibility condition relatable to the total clearances 
of all excisable goods was made effective from the beginning of the 
next financial year, that is, with effect from 1-41979. 

2. The description of six comrn.odity groups out of about 70 com- 
modity groups specified under the said general small scale exemption 
scheme were not co-terminous with the descriptions given in the 
Central Excise Tariff. The Comptroller & Auditor General of India. 
in his D.O. letter No. GAG/115 dated 31-12-1980, addressed to the 
then Finance Secretary, brought it to Government's notice that the 
said eligibility condition relating to the clearances of all excisable 
goods needed to be reworded in respect of such commodity groups. 
Soon after receipt of the said letter, action was taken to reword the 
said condition. Since the 1981 Budget was to be presented to Parlia- 
ment within a short time, the modification was announced as a part 
of the Budget proposals and was given effect to from 1-4-1981,, coin- 
ciding with the beginning of the financid year 1981-82. 

3. In para 5.11, it has been mentioned that even the amendment 
of March, 1981 does not take into account the aggregate value of 
clearances of all excisable goods but only thcrse for home consump- 
tion. The implication seems to be that clearances for export should 
also be taken into account. In this connection it may be mentioned 
that the question of including the export clearances while computing 
the eligibility limits for the small scale exemption was specifically 
considered by Government prior to the 1979 Budget, but in the inte- 
rest of export promotion and for encourae;ing exporters in the small 
sector, Government decided not to include export clearances in the 
computation of the eligibility limits. 

4 In  the same context, reference has been made to the separate 
exemptfon scheme for small-scale manufacturers of goods falling 



under the residuary item No. 68 of the Central Excise Tariff. Origb 
nally, as introduced in 1977, this scheme did contain an eligibility 
condition relatable to the total clearances of all excisable goods by 
a manufacturer. However, this condition was given up in 1979, when 
certain changes were made as part of the Budget proposals. Again, 
export clearances also were required to be included in the compu- 
tation of the eligibility limits under the original scheme for Tariff 
Item No. 68 goods. However, in the 1979 Budget, a change was made, 
so as to include only the value of goods cleared for home consumption 
for determining the eligility to small scale exemption for this 
category of goods. This decision was taken in the light of 
the views expressed by the Ministry of Commerce to the effect that 
small scale units contributed a substantial proportion of the country's 
exports, and the existing arrangements acted as a distinctive to 
their export effect. 

5. I t  would bc seen from the above recountal of events that the 
1979 amendment to the general small scale exemption scheme was 
initiated by the department of its own accord before the matter was 
raised by Audit,, the 1981 amendment was carried out shortly after 
receipt of a letter from the C&A.G. and the exclusion of export clear- 
ances while computing the eligibility of manufacturers to the "small 
scale" concession was the result of a considered decision of Govern- 
ment. In view the position as explained in detail above, Govern- 
ment are of the view that there is no need for an investigation as 
suggested by the Committee. 

[Ministry of Finance (Deptt. of Revenue) O.M. No. 234117182-CX-7 
dt. 30-12-821 

Recommendations 

The Committee regret to observe that in spite of such mistakes 
having been pointed out earlier both by Revenue Audit and Internal 
Audit, these have continued to occur. Apparently sufficient attention 
js not being paid by the departmental authorities inchding Internal 
.Qudit to the examination of the assessment records relating to medi- 
cines cleared under contract prices. The fact that in the reply sent 
to the Committee in respect of the third casc M's. Smith Klin and 
French India Ltd., Bangalore, the Ministrv of Finance covered onl:? 
a small portion of the under assessment pointed out in audit is also 
indicative of a very careless attitude. The Committee would recom- 
mend that the failures of the departmental authorities in these cases 
should be thoroughly investigated and responsibility fixed. The Com- 



nlittee would like. to be informed of the details of investigation and 
action taken as a result thereof. 

[Sl. No. 22 of Appendix VI Para No. 6.7 of 84th Report 
(7th L.S.)] 

Action Taken 

The details and present position of the three cases as stated in 
Audit Para 2.16(a)/79-80 are furnished below: 

(1) MIS. S e a ~ l e  India Ltd., Thana:-Collector, Bombay-I1 has 
reported that sequel to the acceptance of the audit para 
by the Ministry, demands in the instant case were issued, 
the Assistant Collector, however, found that the demands 
so issued were time-barred as such they had to be with- 
drawn. It is also reported that since the objection was not 
accepted at the Collectorate level no action was called for 
against the concerned officials. 

(2 )  M / s .  German Remedies Ltd., Andheri:--Collector Bom- 
bay I has reported that demands amounting to 70343.48 
have since been recovered. 

(3) M I S .  Smith, Kline & French India Ltd:-The issue was 
agin examined by the Collector. Central Excise. Banga- 
lore and the details are as mentioned below:- 

The Colectorate's Internal Audit Party while auditing the 
records of the Unit from 14-5-79 to 22-5-79 had come 
across the said irregularity and brought it to the notice 
of the concerned Central Excise Division in the Audit 
Report by citing a particular clearance and requesting 
for review of all such clearances. The CERA infact 
took the clue from the Internal Audit Report only as is 
evident from the fact that the CERA had not pointed 
out this irregularity in their previous reports even 
though the irregularity existed from April 1976 onwards. 

As for the failure to raise demand at a time for all the clearances, 
it is stated that the CERA had pointed out a short levy of Rs, 2,26.793 
from March 1978 to Ailgust. 1979, while in fact. the actual sho,rt levy 
for the neriod from December 1x7 to August, 1979 was only 
Rs. 6,225.63. Thus it would not have been correct to rely on the 
particulars given by the Accountant General and raise a demand. 
On recript of the Local Audit Report, the clearance particdam 



were not available with the Range Superintendent. He, therefore, 
asked the manufacturer to furnish the particulars of clearances in 
respect of which, the exemption was availed of wrongly. He 
received the clearance particulars &st for the period December 1977 
to August 1979 and the demand involved (Rs. 6,225.63) in respect 
of 32 Gate Passes for the said period was confirmed. The Divisional 
Assistant Collector's order C. No. 1 1 1 ~ 1 0 ~ 3 2 7 ~ 8 0 ~ ~ 2 ~ 8 4  dated 412-81 
passed against M/s. Smith Klin & Franch confirming the demand 
for duty of Rs. 6225.63 was later set-aside by the Collector (Appeals), 
Madras in his order C. No. V1 l4E/6182 dated 8-6-82 (order No. 57182 
(B) on the grounds of time bar. Hence no recovery of the amount 
could be made. Subsequently, the Deptt. received particulars of 
clearances for the period April 1976 to November 1977 and for Sep- 
tember 1979 to De-ember 1980 (592 Gate Passes) and raised demand for 
Rs. 41,374.90 in respect of the said gate passes also. The demand 
of Rs. 41,374.90 has been confirmed by Divisional Assistant Collector 
vide letter C. No. 1111 lO[32?18O dated 23-6-82. 

[Ministry of Finance (Deptt. of Revenue) O.M. No. 234,18182-CX.7 
dt. 10151851 

Recommendations 

The Committee are constrained to observe that consequent upon 
structural changes made in tariff item 17 with effect from 16-3-1976. 
no steps were taken to review the instructions of the Board of 
February, 1976 to see that it is not in conflict with the changes made. 
The Committee would like to know if there is a system to review 
past tariff adviceslinstructions in the light of changes made in tar* 
structure and if so what. The Committee would, in particular, like 
to know the circumstances in which the Board's clarification of 
February, 1076 could not be reviewed resulting in loss of revenue 
to the tune of lakhs of rupees. 

The basic issue was discussed in a Tariff Conference on 21-8-1979. 
The Central Board of Excise and Customs took more than 9 monthr: 
thereafter to issue specific instructions on 30-6-1980 to classify Sten- 
cil Paper under tariff item 17 (2). The Board took another 9 months 
to clarify that 'duplicating stencil paper' and 'stencil paper' are two 
different commodities classifiable under two different tariff items. 
viz. tariff item 68 and 17(2) respectively. The Committee cannot 
but deprecate the delay on the part of the Board to decide the 
classification of duplicating stencil paperjstencil paper particularly 
when the misclassiAcation had been pointed out by Audit even in 
Qdaber, 1978 and Aprib 1979. The Committee would, like the Minis- 



try of Finance to investigate the reasons for this inordinate delay 
and apprise the Committee about the results thereof. 

[SI. No. 25, 26 of Appendix VI Para 7.8 & 7.9 of 84th Report 
(7th L.S.)] 

Action Taken 

In the Central Board of Excise Customs there is system to review 
past tariff Advices;/instructiol~s in the light of the changes made in 
the Tariff structure. In such cases the Board or the Collector con- 
cerned refers the issues to a Tarif£ Conference for discussion when- 
ever there is a doubt regarding classification of an item in question 
The matter is discussed at length and recommendations of the Tariff 
Conference are communicated by issue of minutes. The minutes 
are processed in the Board's office and where necessary the techni- 
cal advice of the Chief Chemist, D.G.T.D./Administrative Ministry 
concerned or the Ministry of Law is always obtained before the 
Collectors are adesed by Tariff Advices issued from time to time. 

2. In the instant case regarding Stencil Paper the position is as 
under: - 

(1) Under Tariff Advice No. 5/76 dated 12-2-76 it was con- 
sidered that Carbon Paper and Stencil Paper should be 
treated as articles of stationery and therefore they fall 
outside the purview of item 17 of Central Excise Tariff. 

(2) On 17-3-76 the Paper Tariff was amended to read paper 
and paper h a r d  all sorts with two sub-items (a) uncoated 
and coated printing and writing paper other than poster 
paper; (b) Paper board and all other kinds of paper in- 
cluding paper or paper boards which have been subjected 
to various treatments such as poating, impregnating, cor- 
ruganating. wrapping and design printing, not elsewher-. 
specified. 

(3) In the matter of laminated paper and also other coated 
papers, Ministry has obtained Law Ministry's advice on 
8-9-77 classifying that all papers and paper boards which 
have been subjected to various treatments have been in- 
cluded, the word including means what follows and is 
illustrative and not exhaustive. Further course of the 
counts stage as befoqe enumerating the various kinds of 
treatment is undivative of the effect that the list of treat- 
ment is only by way of illustration and would include all 



other kinds of treatment also. On the basis of Law Minis- 
try's advice, Board has issued T a r s  Advice No. 38177 
dated 25-10-77. 

(4) Under Tariff Advice No. 61/78 dated 30-11-78 Board had 
again examined the question of classification of coated 
paper and issued tariff advice that levy of duty on coated 
paper, if it is an intermediate product, which does not 
come out in the market either to be bought or sold to use 
in the ultimate manufacture of stencils should be consi- 
dered as not excisable. 

(5) The classification of Carbon Paper came up for discussion 
in the 10th South Zone Tariff Conference held on 20thj 
21st August,, 1979 and Tariff Advice No. 40179 was issued 
on '6th September, 1979 classifying the Carbon Paper 
which is a coated paper under item 17(2) of the Central 
Excise Tariff. 

(6) The question of classification of the duplicating Stencil 
Paper was referred to the Board as a doubt existed 
whether stencil paper would also be covered under Item 
17(2). The Board had classified that Tariff Advice No. 
40179 dated 26-9-79 would cover stencil paper also. 

(7) The question of classification of duplicating Stencil Paper 
was again referred to the 11th East Zone Tariff Confer- 
ence held at Calcutta on 27-1-81 and as a result of the 
discussions the Tariff Advice No. 25/81 dated 27-2-81 was 
issued on 27-2-81 advising the Collectors that duplicating 
stencil paper which is a composite articles consisting of 
coated tissue paper, carbon paper, and backing paper with 
a head strip and also printed scale and other instructions 
on the stencil indicating its use etc., is correctly classifi- 
able under Item 68 of the Central Excise Tariff. The 
tissue paper after being coated to form "Stencil Paper" 
will pay duty under Item 17(2) with prohnna credit 
facility under Rule 56A. 

3. In view of the above time factor, the question of classification 
of Stencil Paper remained in doubt. As pointed out in the report 
of the Com~troller & Auditor General of India for the year 197980 
since classification of Stencil Paper did not come up in the Tariff 
Conference held in August, 1979, the Board took up the question 
onlv after a doubt had been expressed by the Collectors and issued 



instructions on 30th J w e ,  1980 followed by Tariff Advice dated 
27-2-81 for classifications of the composite pmduct known as 'dupli- 
cating stencils', which clarify both the assessments of the stencils 
as well as finished articles. Accordingly there is no delay in arriv- 
ing a t  the classification of the goods in question. 

[Ministry of Finance (Deptt. of Revenue) 'o.M. No. 234119182- 
CX-7 (Pt) dt. 18161831 

Recommendation 

The Committee are also constrained to observe that in the parti- 
cular case the question of the classification of stencil paper under 
tariff item 68 instead CI tariff item 17(2) was raised by Audit in 
April 1979, but action to issue show cause notice was taken by the 
department only in May 1980. The inordinate delay resulted in the 
demands prior to 23-11-1979 becoming time barred. The time barred 
demand for the period 259-1979 to 22-11-1979 alone works out to 
Rs. 4,22,628 in this case. The Committee would like to know the 
precise loss of revenue for the period 16-3-1976 to 24-9-1979 and also 
he reasons for the delay. 

[Sl. No. 27 of Appendix VI. Para 7.10 of 84th Report (7th ]AS.)]  

Action Taken 

The duplicating stencil papers manufactured by the assessee were 
classifmi under T.I. 68. This classification was based on the 
Tariff Advice No. 5/76 CX.2 dated 12-2-76, wherein duplicating 
stencils and carbon paper were held to be articles of stationery. 
Audit held that duplicating stencil papers should be classified under 
T.I. 17(2). However, Tariff Advice No. 28/81 was issued on 17-3-81 
which clarified that duplicating stencil papers should be classified 
under T.I. 68. Hence, there is no loss of revenue. 

m i s t r y  of F'inance (Deptt. of Revenue) 
O.M. NO. 2341 19182-CX-7 (Pt) dt. 18-6-82 3 

The Committee apprehend that similar cases of misclassification 
of stencil paper might have occurred in other units also. The Com- 
mittee would, therefore, suggest that the position should be check- 
ed up in all the Colktorabs and the results thereof intimated to 
them. 

[a. No. 28 of Appendix VI, Fhra 7.11 of 84th Report 
(7th Lok Sabha) ] 



Action Taken 

Out of 25 Collectorates, 21 Collectorates have reported that no 
case of under assessment on 'Stencil Paper' has occurred in their 
Collectorates, 

In Pune Collectorate the only unit manufacturing duplicating 
stencil paper is importing tissue paper for the manufacture of 
'stencil paper' and this tissue paper after being costed to form 
'stencil paper' is being used in the manufacture of 'duplicating stencil 
paper'. This coated paper was treated as 'non-excisable' but on 
receipt of Tariff Advice No. 25/81, demand notice was issued to the 
assessee in September, 1981 demanding duty on such paper under 
Item 17 (2) since September, 1977. 

Collector, Central Excise, Delhi has reported that demand notice 
has been issued for the period from January, 1980 to May, 1981 on 
receipt of Tariff Advice No. 25/81. 

Collector, Central Excise, Calcutta has reported that on receipt 
of Tariff Advice No. 40179 dated 25-9-79 show cause-cum-demand 
notice was issued to the unit manufacturing such paper demanding 
differential duty of Rs. 1,44,91,276.00 for the period from 16-3-76 to 
31-5-80 and the assessee has filed a writ petition in the Calcutta 
High Court and obtained an interim order of injunction. 

[Ministry of Finance (Deptt. of Revenue) 
O.M. NO. 234/19/82-CX-7 (Pt) dt. 27-6-83] 

Recommendation 

The Committee are perturbed to note that despite under 
earlier recommendations on the subject, this irregularity is still 
persisting. In the Audit Reports. 1975-76 (Paragraph 40), 1977-78 
[Paragraph 92 (i)] and 1978-79 [Paragraph 48(b)] such cases of 
excess grant of rebate to sugar factories on sugar exported were 
commented upon. The Ministry of Finance had admitted the objec- 
tions and had stated that necessary instructions had been issued to 
all Collectors of Central Excise. The Committee are unhappy to 
note that the Excise Officers continue to default in checking that 
the sugar in question had been exported and continue to pass the 
rebate claims incorrectly. The Committee desire that necessary 
action should be taken against the officers concerned for their negli- 
gence. 

[Sl. No. 34 of Appendix 6, Para 9.7 of 84th Report 
(7th Lok Sabha) J 



Action Taken 

These recommendations were referred to the concerned Collector 
of Central Excise, Allahabad. Collector has reported that the 
matter was examined for fixing the responsibility in the matter. 
After detailed scrutiny of the various records etc., it is revealed that 
the instructions issued in July, 1977, created some mount  of con- 
fusion in the field formations and that the field officers were not 
clear as to what action was required to be taken in cases where 
quantum of sugar exported was less than the Base Level produc- 
tion of the factory, and officers were of the view that in cases where 
the quantity of sugar exported did not exceed the base level produc- 
tion, no demands need be raised. Thus the audit objection was 
not therefore, appreciated in the proper perspective and corrective 
action in pursuance of the Audit objection could not be initiated 
promptly. Collector has further reported that the matter became 
clear only when the instruction of 18/5/79 were issued (copy en- 
closed) for ready reference. 

The Collector has also stated that i t  was felt that in all the cases 
where demands were not raised, there appear to be no deliberate 
omission on the part of the field officers, and that initiation of action 
against any particular officer was not warranted. 
[Ministry of Finance (Deptt. of Revenue) O.M. 232j21j82-CX-7 dt.] 

F. NO. 14/82/7&CX-I 
CENTRAL BOARD OF EXCISE & CUSTOMS 

Dated 18-5-1979. 

Indian Sugar Mills Association 
39, Nehru Place, New Delhi. 

H/s. National Federation 
Coop. Sugar Factaries Ltd. 
82-83 Nehru Place 
New Delhi. 

S u B m 2 ~ . ~ u g a r - h c e n t i v e  rebate for excess production on quantity 
o f  sugar exported out of excess production. 

Dear Sirs, 

I am directed to refer to your joint letter dated the 8th January, 
1979 on the subject. In so far the question relating to the grant 



4 excise duty rebate on excess production on the quantity exported 
.out of excess production, the positbn may be claraed as under:- 

As regards the q w t i o n  that certain Collectorates are not taking 
.mto account the quantity of sugar eypnrted in computating excese 
production achieve by a sugar factory, specified case may please 
be intimated to the Board. It is felt that quantity of sugar exported 
is also taken into account while determining the excess production, 
although no rebate on the quantity of sugar exported out of excess 
production can be given on the principle 'no duty no rebate'. 

As regards rebate on the quantity of sugar exported out of 
.excess production it may again be clarified that rebate being an 
exemption cannot exceed the amount of duty payable on sugar. 
When no duty is paid on sugar exported (or even if it is paid it is 
refunded in full after the final exports) there would not arise any 
,case of any rebate on the quantity of sugar exported out of excess 
production. 

As regards the question of comparing the quantity of sugar ex- 
ported sub-period-wise, it may be mentioned that as long as sugar 
year is divided into sub-periods and different rates cf rebate for 
each sub-period is produded, it is not possible to compare the quan- 
ti ty of sugar exports against the overaIl production of the base 
year. 

Yours faithfully, 
Sd/- 

(C. N. BALAKRISHNAN NAIR) 
U n k  Sec~etary. 

6.C!opy forwarded for information:- 

All Collectors of Central Excise. 'The receipt of this endorse- 
ment may please be acknowledged. 

=/- 
(C. N. BALAKRISHNAN NAfR) 

U d e r  Secretary. 



CHAPTER IV 

CONCLUSIONS OR RECOhEMENDATIONS RElPL5ES TO WHICH 
HAVE NOT BEEN ACCEPTED BY THE COMMITTEE AND 

WHICH R E Q m  RETIZUTION 

Recommendations 

In all the cases mentioned in the Audit Report and referred to 
above, apart from confirming the facts mentioned in the concerned 
paragraphs, the Ministry of Finance have not indicated how the 
mistakes/omissions escaped the scrutiny of their internal audit which 
is required to check all documents. 

In respect of the particular case reported in the Audit Paragraph 
the Ministry of Finance have contended themselves with the state- 
ment that the error being of non-repetitive nature no furi her action 
is considered necessary. 

The Committee regret that despite their earlier recommendations 
on the subject the efficiency of Internal Aud~t in the Customs depart- 
ment does not show any sign of improvement and a very large num- 
ber of simple mistakes continue to be detected in the test check 
conducted by Revenue Audit. In para 3.25 of their 44th Report 
(Seventh Imk Sabha) the Committee have recently had occasion 
to suggest that the Director of Audit should play a much more 
meaningful role to tone up the efficiency of Internal Audit and that 
both the Board itself as well as the Collectors in the field should 
treat it as an important instrument of management control. The 
Committee cannot but reiterate their recommendation and suggest 
that the Ministry of Finance should study the present working of 
the Internal Audit department and take positive steps to improve 
its efficiency. 

The Committee are unable to accept the Mipistry's reply in this 
particular case to the effect that the error was of non-repetitive 
nature. The rbk of similar mistakes is there every time there are 
new or additional levies through the annual budget or otherwise. 
The Committee would therefore, suggest that the Ministry of 
Finam should give more serious thought to this problem and lay 
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down ruita~ble guidelines to make sure that such mistakes do not 
recur. 

The Committee would also like the Ministry of Finance to look 
into the points suggested by Audit so far as the present case is Con- 
cerned and inform the Committee accordingly. 

[Sl. No. 1 to 4 of Appendix VI Para No. 1.5 to 1.9 of 84th Report 
(7th Lok Sabina) 

Action taken 

The observations made by the Committee have been carefully 
noted. It may, however, be stated that adequate instructions on the 
subject already exist which are intended to guide the staff and, 
prevent such lapses. These instructions have been reiterated and 
the Collectors of Customs of the major ports have been advised to 
ensure that these are scrupulously and invariably adhered to. They 
have also been advised to evolve an effective and foolproof system 
of monitoring so that such lapses do not recur in future. A copy of 
the Board's letter dated 28-7-1982 issued in this regard is enclosed 
for the information of the Committee. 

2. Reports received from the Collectors of major ports reveal that 
the instructions regarding checking of final entry list of vessels on 
the Budget day are being strictly followed by the Internal Audit 
Department and that while auditing bills of entry presented under 
Prior Entry System, apetial care is taken by the Custom Houses 
to check lists of vessels allowed final entry. In this connection, they 
have further stated that suitable departmental and standing orders 
have been issued to ensure implementation of these instructions. 

3. As advised by the Committee, the Director of Audit, Customs 
& Central Excise, is being increasingly involved to play a more mea- 
ningful role to tone up the efficiency of internal audit. He has also 
been advised to ensure thorough inspections and follow-up action 
that the various instructions issued are effectively in~plemented by 
the field formations. 

[&finistry of Finance (Deptt. of Revenue) 0 .M.  No, 521 5j8382-Cus. 
(TU) dt. 1511183.1 
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(COPY) 

F. No. 5211518242~s (I'U) 
Central Board of Excise & Customs 
New Delhi, 28-7-1W 

To , 
The Collector of Customs, 
Bombay ICalcuttaI Madras I Cochin IDelhi 

Sir, 
SVEJFXT.-PAC recommendations as contained in Paras 1.5 to 1.9 

and 2.6 to 2.8 of its 84th Report (1981-82). 
Please refer to the Board's earlier instructions as contained in: 

its circular No. 35 dated 16-8-72 issued from file No. 491113171-Cus. 
VI and instruction No. 1/75 dated 14-2-75 issued from file No. 4421 
2172-Cus. IV regarding checking of the lists of vessels where docu- 
ments are filed under Prior Entry Procedure and observance of 
lime limit for submission of Bills of entry, shipping bill etc. to the 
Local Central Revenues Audit Departments. The Public Accounts 
Committee have again observed that the existing instructions are 
not being followed by the field formations and as such there conti- 
nups to be objections of the type mentioned in the paras above. 
Copies of the recommendations of PAC as contained in paras 1.1 to 
1.9 and 2.1 to 2.8 are enclosed for information and necessary action. 

2. To recall the background briefly, the recommendations of the 
P~lblic Accounts Committee have been occasioned by two lapses in 
thtr Internal Audit Department of the Customs Houses which resul- 
ted in short levy of duty. In one case, it seems that IAD omitted 
to check lists of vessels allowed final entry inwardloutward 
while auditing the bill of entry presented under prior entry system. 
In the second case, the IAD had failed to send to the Central Re- 
venuw Audit a Bill of entry within the prescribed time limit and 
$s, suth the short levy detected therein could not be recovered b e  
Cause of time bar. 

3. As stated above there are already adequate instructions which 
are entitled to y t d e  the staff and prevent such lapses. In this regard, 
it may sgain be pointed out that under the existing instructions 
lists of vessels for entry inward/outward are not only to be checked 
#ring the Budget period but all such bills of entryishipping bills +. filed under the prior entry procedure are required to be cace- 

fully checked with the lists of the vessels where prior entry has b p  
granted. Special care, therefore, needs to be exercieed in this regard 
by the staff, especially posted in the docks and Internal' Audit De- 

1p~rQzeht. - * 4.- @mirlarQ, *ard also desire that time limit as conveyed in 
the P \ ard's instructions dated 14-2-75 should be strictly followd. 



It  is further desired that the fool-proof system of monitoring 
should be evolved so that no such lapses recUr in future. 

Yours faithfully, 

a/- 
A. D NAGPAUL, 

DitQctor (Customs). 

Copy to Shri B. C. Rastogri, Director (Audit), DIACCE, No. Delhi-2 
Recommendations 

It is apparent that if such documents are not checked in 
lnternal Audit and sent also, where required, for test audit by 
Customs Revenue Audit well within the prescribed limitation 
period of six months the results of such checks by audit would be 
rendered nugatory, as in this case, merely by the operation of 
time bar. The time limit of 120 days for submission of documents 
to Revenue Audit is salutory and needs to be strictly observed. 

The Committee cannot but deprecate the manner in which the 
Ministry, in their written reply to the Committee, have sllurred 
over this important matter. The Ministry have not given any rea- 
sons for the delay in forwarding the documents to the Customs 
Revenue Audit nor have they indicated whether the control mecha- 
nism suggested in 1975 has actually been laid down in difPerent 
col!ectorates and how it is working. 

The Committee desire that the Ministry of Finance should 
inquire into the precise reasons for delay in this case and apprise 
them of the same. 

The Committee would strongly recommend that the Minisfry of 
Finance should review the checks designed in various Collecto- 
rates in terms of their instructions of 1975 as well as their actual 
implementation so as  to ensure that the checks are effective both 
in design and observance. 

[Sl. No. 5 to 7 of Appendix VI Para No. 2.6 to 28 of 84th 
Report (7th Lok Sabha) j 

Action talten 
The observations made By the Committee have been carefully 

noted. It  may, however, be stated that adequate instructioq on 
the subject already &st which are intended to guide the stM and 
 went such lapses. These instructions have been reiteratad and 
tb COUBCtoh of CLI&O~B of the major ports have been adviaed to 
ensure thilt t h e  instructions are scrupulously and invariably ad- 



liered to. They have also been advised to evolve an affective and 
foolproof system of monitoring so that such lapses do not recur 
.in future. A copy of the Board's letter dated 28-7-1982 issued jn 
this regard is enclosed for favour of information of the Commit- 
toe. 

2. Reports received from the Collectors of the major ports reveal 
that the instructions laying down the time limit of 120 days within 
which all Bills of Entry and assessment documents should reach 
the Revenue Audit are being followed. In this connection, they 
have further stated that suitable departmental or standing orders 
have been issued to ensure implementation of these instructions. 

3. In this connection, it may also be mentioned that the Direc- 
tor of Audit is being increasingly involved to play more meaning- 
ful role in toning up the efficiency of internal audit. He has also 
been advised to ensure thorough inspections and follow-up action 
that the various instructions issued are effectively implemented by 
the field formations. 

[Ministry of Finance (Deptt. of Revenue) OM. No. 52115182-CU- 
(TU) Dt. 1511(83] 

F. No. 521!5182Cus(T'U) 

Central Board of Excise & Custotns 

(COPY) 

New Delhi 28-7-1982 

The Collwtor of Customs, 
Bombay 1 Calcutta I Madras I Cochinl Delhi 

Sir, . . . .  .. , , .  

SUBJECT-PAC recommendations cur contained in Paras 1.5 to 1.0 
and 2.6 to 2.8 of its 84th Report (19814.2). 

Please refer to the Board's earlier instructions 8s contained in 
its c k u l a r  No. 35 dated 16-8-72 issued from file No. 401118)71- 
Cus. VI  and instruction No. 1/75 dated 1 4 2 7 5  issued from Ale 
No. 442j2172Cus. Vf .regarding checking of the lists of vewb 



.where documents are filed under Prior Entry Procedure and ob- 
servance of time limit for submission of Bills of entry, shipping 
bill etc. to the h c a l  Central Revenues Audit Departments. The 
Public Accounts Committee have again observed that the existing 
instrllctions are not being followed by the field formations and as 
such there continues to be objections of the type mentioned in the 
paras above. Copies of the recommendations of PAC as contained 
in paras 1.1 to 1.9 and 2.1 to 2.8 are enclosed information and 
necessary action. 

2. To recall the background briefly, the recommendations of the 
Public Accounts Committee have been occasioned by two lapses in 
me Internal Audit Department of the Customs Houses which resul- 
ted in short levy of duty. In one case, it seems that IAD omitted 
to check lists of vessels allowed h a 1  entry inwardloutward while 
auditing the bill of entry presented under prior entry system. In 
the second case, the IAD had failed to send to the Central Reve- 
nues Audit a Bill of entry within the prescribed time limit a ~ . d  as 
such the short levy detected therein could mot be recoverel be- 
cause of time bar. 

3. As stated above, there are already adequate instructions 
which are entitled to guide the staff and prevent such lapses. In 
this regard, it may again be pointed out that under the existing 
instructions lists of vessels for entry inwardloutward are not only 
to be checked during the Budget period but all such bills of entrvl 
shipping bills etc. filed under the prior entry procedure are requi- 
red to be carefully checked with the lists of the vessels where prior 
entry has been granted. Special care, therefore, needs to be 
exercised in this regard by the staff, specially posted in the docks 
and Internal Audit Department. 

4. Similary, Board also desire that time limit as conveyed in 
the Board's instructions dated 14-275 should be strictly followed. 
It is further desired that the fool-proof system of monitoring sl?ould 
be evolved so that no such lapses recur in future. 

Yours faithfullv. 
Sd/- 

(A. D. NAGPAUL) 
DIRECTOR (CUSTOF.hS! 

Copy to Shri B. C. Rastoqi, Director (Audit). DIACCE. N. Delhi-2. 
Recommendation 

The Committee note that the demand for Rs. 58,233 raised 
against M/s Escorts Ltd. (Motor Cycle Division) Faridabad is 
stin pending adjudication even after a lapse of five years. The 
Committee desire that the Ministq of Finance should enquire into 



the precise reasons for such inordinate delay in fhalising this case. 
and apprise the Committee of the same. 

[Sl. Nb. 37 of Appendix VI Para 10.3 of 84th 
Report (7th Lok Sabha)? 

Action taken 

The demand for Rs. 58233.60 was raised against M/s Escorts 
Llrnited (Motor Cycle Division, Faridabad and confirmed vide 
adjudication order No. V(34) 3/21/81/Demand-IV7m26 dated 
26-12-1981. As regards the delay it is stated that the demand show 
cause notice bearing C. No. CE-10 MV/Escorts MSD/75/7242 was 
issued on 16-9-76 and the party's reply to the show cause notice was 
received on 610-76. However, the case papers got misplaced in the 
divisional office and could not be traced. As soon as the papers 
were traccd the adjudication proceedings were continued, cu'ini- 
!~ating to 1he adjudication order dated 26-12-81 and 4-9-81. 

In this context it would be relevant to mention that the Supreme 
Court in their order dated 9-5-83 and 7-10-83 (in the case 
of Union of India and other V/S Bombay Tyre International Ltd.) 
have stated that equalised freight is an element deductable far 
arriving at the assessable value Under Section 4 of the Ccntrd 
Excise & Salt Act, 1944. 

[Ministrv of Finance (Dentt. of Revenue) O.M. 
NO. 234/22/82-CX-7 dt. 1&P84j 

Recommendation 

. The (3or:imittee are also concerned at the avoidable delay of 
~ e r  3 vears in raising the demand for Rs. 4,80,400. The Comn-*!t- 
tee feel that after the issue of show cause notice in September, 
1976, this irregularity s'-o,:'i! have been set right and not allowed 
to persist for audit to point it out. The Committee would. t1)er/?- 
fore, like to know the reasons for not issuing this demand beforc lt 
was pointed out by Audit. 

[Sl. No. 38 of the Appendix VI Para No. 10.4 of 84th 
Report (7th Lok Sabhall 

Action taken 

The file relating to the show cause notice issued in September, 
1976 and referred to in this para was misplaced and could be traced 
out only sometime in June 1981 and action taken thereafter. 

wnistry of Finance (Deptt. of Revenue) OIM. 
NO. 234/22/82XX-7 dt. 184891 



CONCLUSIONS OR RECOMMENDATIONS IN RESPECT OF 
WHICH GOVERNMENT HAVE FURNISHED INTERIM 

REF'LIES 

NEW DELHI: 
December 10, 1985 

-. -. -- 
Agrahayana 19, 1907 (S) 

E. AYYAPU REDDY, 
Chairman, 

Public Accounts Committee. 



Statement of Observations and Recommendations 

. . _ .  

9. No. Para Ministr)./l)eptt- 

1 f 3 4 
- - --- - - -  - - - - - - -- -- - . - 
I 1 2  Finsrlcy (Deptt of R ~ \ . I - I I I ~ ~ )  The 84th Report which was presented to Lok Sahha on 26th March, 

1982 contained 39 recommendations. Action taken notes on the re- 
commendations contained in the Report were received from Govern- 
ment in various batches over the period and the last batch was recei- 
ved in this Secretariat only on 7th June, 1985. As would be seen it ul 

has taken the Ministry of Finance an unduly long time-more than v 
three years to furnish action taken notes on the recommendations 
contained in this Report. According to a well established Parliamen- 
tary convention. the action taken notes on the recommendations of 
the Reports of the  Financial Committees are furnished by the minis- 
tries within a period of six months of the presentation of the Reports. 
While it  may not aiways be possible to adhere to this time limit, short- 
term extensions can be sought by the Ministries concerned and allow- 
ed by the Committee. The present case, .however. speaks of a very 
lackdaisical and casual approach followed by the =nistry of Finance 
in furnishing the action taken notes. The Committee strongly dis- 
approve of the in-ordinate delay in the present case and would ur* 



the Ministry to spare no ef£orts in future to furnish the replies to the 
recommendations within a reasonable time. 

Do. Two main lapses in the Internal Audit Department of the Customs 
Houses which had resulted in short levy of duty were brought out in 
the aforestated recommendations of the Committee in their original 
Report. In one case, the Internal Audit Department omitted to check 
lists of vessels allowed final entry inwardloutward while auditing the 
bill of entry presented under prior entry system. A consignment of 
goods described as 'Moores precision jigborer matric machine and 
parts' had been imported in February, 1979. Though the bill of entry 
had been presented on 22 February, 1979, the "entry inwards" of ves- 
sels carrying the goods had been given only after 28 February, 1979 

ul 
after presentation of the Finance Bill. 1979. Hence, the goods had w 
escaped additional duty at 8 per cent ad valorem under item 68 of the 
Central Excise Tariff which was later recovered on being pointed out 
hv Audit. In the second case. the Internal Audit Department had 
failed to send to the Central Revenue Audit a Bill of entry in respect 
of polyster filament varn imported in August. I978 through a major 
port within the prescribed time-limit of six months resulting in the 
short-levv (of Rs. 28446) detected becoming time barred. The Audit 
Report mentioned several other cases of nm lewlshort l e e  of addi- 
tional duty. short-levv due to misclassification of goods. mistakes in 
calculation of dutv. adoption of incorrect ratp of exchange. irregular1 
excess payment of drawback and irregular refund. Despite the Mini- 
stry of Finanre, having confirmed the facts stated in these paragraphs, 

L 
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no disciplinary action had been initiated to bring to book the defaul- 
ters. 

In their earlier Reports also the Committee had noted such lapses 
and taken a serious view thereof. In their report ibid as also is their 
report under review, the Committee had asked Ministry of Finance 
to review the working of the Internal Audit Department in major 
Customs Houses and to take steps to improve its working. 

In t.'leir Action Taken Replies, the Ministry of Finance have stated 
that the instructions on the subject already exist which are intended 
to guide the staff and prevent such lapses. It has been stated that 2 
these instructions are being strictly followed and the same have been 
reiterated with the Collectors of Customs at major ports who have 
been advised to ensure that these are scrupulously and invariably 
adhered to. They are said to have advised them to evolve foolproof 
monitoring system to avoid recurrence such lapses. 

It is evident, however, that in spite of such clear and firm instntc- 
tions lapses continue to occur. The Committee, therefore, condder 
that in every case of lapse even where detailed and clear insthtctidns 
exist those responsible for committing such lapses should be taken 
to task. Tn order that this is done the Committee desire that an en- 
quiry should be held and responsibility fixed and thereafter appro- 
priate action taken. 



I . I 3 Finatice (Deptt. of Revenue) Both the cases, have been pending for final action for several yea&. 
3 The Committee consider that such delays should not be :&wed k 

occur particularly in cases where delay is taking place k a m e  of a 
lapse on the part of the Government namely misplacement of relevant 
files in Government's own office. The Committee desire that the 
Ministry should ascertain how the loss of case papers came to 4ake 
place and take action against those found responsible. The Commi- 
ttee desire that the matter should now be finalised, and the recovery 
of funds should also he expedited. 



MtNUTES OF 29?'H SITTING OF THFn PUBLIC ACCOUNT4 
COMMITTEE HELD ON 6 DEEMBER, 1985 

The Committee sat from 1500 to 1700 bows 

PRESENT 
Chaimnan 

Shri E. Ayyapu Reddy 

MEMBERS 

Lok Sabha 

2. Shrimati Prabhawati Gupta 
3. Shri-Raj Mangal Pandey 
4. Shri H. M. Patel 
5. Shrimati Jayanti Patnaik 
6. Shri Simon Tigga 
7. Shri Girdhari La1 Vyas 

1. &j N. Pi. Mehra-Joint Secretary 
2. Shri K. H. Chhaya-Chief Financial Committee Oflicer 
3. Shri R. C. Anand-Senior Financial Committee Oficer 
4. Shri Brahmanand-Senior Financial Committee Oflicer 

Representatives of the Oflice of C&AG of India 

1. Shrj T. M. George, Addl. Deputy Comptroller & Auditer 
General of India, 

2. Shri P. K. Bandhopadhyay, Director of Receipt Audit-I1 

3. Shri Gopal Singh, Joint Director of Audit, P&T 
2 The Committee considered the following draft Reports: 

(i) Chapter I1 (Tele-communications Services) of draft Re- 
port on Paras 1-2 of Audit Report, 1982-83 (Pm) regarding 



Overall review of Sixth Five Year Plan in respect 'of Posts. 
& Telegraphs Department. 

(ii) Para 14 of Audit Report, 1982-83 (P&T) regarding loss of 
revenue due to non-revision of rentals. 

(iii), Report on Para 2.28 of Audit Report 1981-82-Indirect 
Taxes relating to Union Excise Duties. 

(iv) Action Taken on 84th Report of Public Accounts Commi- 
ttee (7th h k  Sabha) on Custom Receipts and Union Excise 
Duties. 

3. The Committee adopted the above Reports subject to certain 
rnodificationslamendments as shown in *Annexures I to IV respecti- 
vely. 

4. The Committee authorised the Chairman to incorporate in these 
Reports, certain other minor modification's!amendments arising out of 
factual verification of the same by Audit. The Committee also 
authorised the Chairman to present these Reports to the House. 

Th,e Committee ilten adjourned. 

_- 
+Annexures I- to JII not printed. 



iU~difications/A~wndrnen~s mu& by th Public 4ccounts Gomaittee in the d~a& report nn action takm 
err ths 84th report of the PAC (7th Lok Sobka) relating ds custom rece$t~ and cxcisr dut i~s  at ficir 
sitting held on 6th December, 1985 in room 5 1 ,  P~l ia tn tn t  House. . A r m  Delhi. 

PAGE PARA U N E  FOR READ 

10 1 . 1 0  n8i4 Add the following after 'Custom Houses': "which had raultcd 
in short levy of duty" and Dclefc the same 
after 'Rcport' (4th line) 

1 . 1 0  16 'The Director.. . '11 is evident. however, *t in spite of such 
officials.' clear and firm instructions lapses continue 

to uccur. The Committee, thedorc, 
consider that in every case of lapse even 
where detailed and clear instructions 
e.xist those responsible for committing such 
lapses should be taken to task. In  order 
that this is done the Committce desire 
that an enquiry should be held and respon- 
sibility fixed and thereafter appropriate 
action taken'. 

k c  o f . .  'Uutl~ thc raoer, haw k e n  pending 
delay'. for final artion fol scvrral years. The 

Crtmmitter consider that such delays 
should r.or bt! dlowcd to occur particularly 
in cases where delay is taking place because 
of a lapsc on the part of the Government 
nanwly misplacement of rekvant fiten 
in Government's own office. The Commit- 
tee desire that the hiinistry should ascertain 
how thc loss d casc papers came to take 
place and take action against those found 
responsible. The Committee desire that 
thr mattrr should now be finalised, and 
the rccobrty of funds ~hould also be ex- 
pedited.' 
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