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INTRODUCTION 

I, the Chairman of the Public Accounts Committee, as authorised 
by the Committee, do present on their behalf this Eighth Report of 
the Public Accounts Committee on paragraphs relating to Union 
General of mdia for the year 1972-73, Union Government (Civil), 
Excise Duties included in the Report of the Comptroller & Auditor 
Kevenu Receipts, Volume I, Indirect Taxes. 

2. The Report of the Comptroller & Auditor General of India for 
the year 1972-73, Union Government (Civil), Revenue Receipts, Vol. I, 
Indirect Taxes, relating to Union Excise Duties was laid on the Table 
of the House on 8 May 1974. The Committee (1974-75) examined 
these paragraphs at their sittings held on 28 and 29 October 1974 
(FN & AN), 26 November 1974 (AN) and 10 and 11 December 1974 
(AN). The Public Accounts Committee (1976-77) considered and 
finaliscd this Report a t  their sitting held on 21 December 1976 but 
could not present it due to dissolution of Lok Sabha on 18.1.77. The 
Committee (1977-78) considered and finalised this Report a t  their 
sitting held on 10 September 1977 based on the evidence taken and 
!'urther information furnished b,y the Ministry of Finance earlier. 
Minutes of thc sittings form part 11* of the Report. 

3. A statement containing main conclusions/recommendations of 
the  Comml~tee  is appended to this Report (Appendix XXIV). For 
facility of reference these have been printed in thick type in the 
body of the Report. 

4. The Committee place on record their appreciation of the com- 
~~lcndablt. work done by the Public Accounts Committee (1975-75) and 
(1976 77) in taking evidence and obtaining information for the Report 
2nd considering the Report. 

5 The Committee also place on record their appreciation of the 
a%lstance rendered to them in the  examination of the Audit Report 
by the Comptroller and Auditor General of India. 

C 

- -  - -- - - -- 
'Not printed (Ow cyc]ostyltd copy hid  on rhe Table of the House and five copits 

l ' l x ~ d  in the Parliament library) 



6.  The Committee would also like to express their thanks to the 
officers of the Ministry of Finance (Department of Revenue and 
Banking) for the cooperation extended by th 
to the Comm~ttee. 

NEW DELHI; 
September 28 1977 
- -  - 

c d h a i T m a n ,  
Asvzna 6, 1899 (S) Publtc Accounts Commzttee 



UNION EXCISE DUTIES 

'Audit Paragraph : 

1.1. The receipts under Union excise duties during the year 1972- 
73 were Rs. 2,324.25 crores. The receipts for the last five years along 
with the corresponding number of commodities on which excise duty 

leviable are given below:- 
- 

Receipts 
under 
Union 
Excise 
duties (in 
crores of 
rupees) 

Number 
of com- 
modities 
on which 
excise 
duty was 
leviable 

1.2. The break-up of the receipts for lY72-73 with the correspond- 
ing figures for 1971-72 is given below:- 

Heads of Account Actuals for 1971-72 Actuals for 1972-73 

11. Union l:xcise Drttie5 : 
Rs. Rs. 

A. Sliareable duties : 

_ I - . - - - - - - -  

+Does not include changes brought shout in Finance Bill 1973 introducedin Puiiament 
28th Fcbrunry, 1973. 



Heads of Account Actuds for 1971-72 Actuals for 1972-73 
- .- 

B. Duties assigned to States : Rs. Rq . 

C. Non-shareable duties : 

Regulatory excise duties . . . 17,79,16,182 52~W,I3,419 

D. Cess on Cornntodities . - 29,47,78.409 34,1243,204 

F. Deduct-Refunds & Drawbacks : 

A. Shareable duties 

I. Basic excise duties . . . (-)13,97,37,271 (-)16,38,39,785 

B. Duties assigned to States : 

Additional excise d u t i e ~  in lieu of Sales 
Tax . . . . . <-)26,15,011 i-)78,17,185 

C. Non-shareable duties namely regula- 
tory excise duties special excise duties (-)43,05,768 (-)72,28,3Ro 

E. Miscellaneous . . . (-)22,15,09,176 (-)26,53,87,762 - - --+--- 

TOTAL refunds Fr Drawbacks . (-)36,89,29,917 (-)44,47,56,018 --- ------- 
Net Receipts . . . 20,61,cg,68,go6 23,24,25,2 I ,736 



1.3. Out of 120 commodities on which duties were levied, the 
following seven commodities accounted dor more than 50 per cent 
of. the total receipts: 

(In crore 
of 

rupees) 

- - -- -- 
I. Sugar . . . 177.26 

2. Cigarettes . . 195.72 

7 .  Motor Spirit . . . .  . 228.18 

4. Xeroscnc . 
5 .  liefinrd disel oil Vaporising oil . . 
6 .  Rayon and Synthetic fibres and yarn . 104.97 

7. Iron and Stcel products . 

Variation between budget estimates and the actuals 

1.4. The budget figures, actual realisation and variations for 
the year 1972-73 together with corresponding figures for the last 
three years are given below: - 

Year 
(In crores of rupees) 

Budget Actuals Variations Percentage 
estimates 



Cost of Collectzon 

1.5. The expenditure incurred in collecting revenue ,on account 
of Union excise duties during the year 1972-73 together with the 
corresponding figures for 

Year 

the preceding years are given below:- 

(In crores of rup e c s )  

Collec- Expen- 
tions diture on 

collrr- 
tion 

(para5 I 6, r: xnd 1 S uf rile Repol-1 of the C.  8( A.G. of India for the year 1972-73- 
Union Governn~er~: (C~vi l ) .  Kcvcnuc Receipts-\'ol. I-Indirect Taxes rclating lo Uliion 
Excise Du~ ie  s )  

1.6. The Committec asked why there had been shortfall of 
about Rs. 140.50 crores in the actual> of revenue realisation over 
the budget estlmcltes durlng the year 1972-73 under the head XI- 
Union Excise. The Ministry of Finance, in a written note, stated: 

As per departmental returns (now ava~lable),  the com- 
modity u lse actual reallsation exclud~ng cess on coal, 
salt, rubber and Iron ore, comes to Rs. 2326 20 crores 
(net) as against the Budget Estimates of Rs. 344275 
crores (net) .  thus ind~cating a short-fall of Rs. 116.55 
crores." 

This shortfall is accounted for by- 

(i) shortfall in realisations vis-a-vis estimates from some 
major revenue yielding items; 

( i i )  higher grants of wfunds and drawback the order of 
Rs. 26.48 crores. 



The Budget Estimates of revenue are based upon the estimates 
of revenue from a large number of individual commodities exceed- 
ing 100, subject to excise levy. In respect of some commodities the 
actual revenue realisations fell short of the Budget Estimates, and 
in respect of others hey exceeded the estimates. In sum, however, 
there was a shortfall in the total realisations. The major part of 
the shortfall amounting to Rs. 95.52 crores occurred in respect of 
the following 8 major revenue-yielding commodities, where marked 
variations between the budgeted figures and actual realisations 
have bccn noticed 

Shortfall in revenue 
(Rs. crores) 

Tea . . Io.41 

Unmanufactured Tobacco . 10.18 

Cigarettes . . 22.38 

Motor spirit . . 11.82 

Aluminium . 6.91 

hln~ches  4'75 
Total -- 

95-52 

1.7. The Ministry of Finance also furnished a statement (Appen- 
d i s  I )  indicating the factors which appcar to have affected revenue 
realisations for the above 8 commodities. According to the state- 
ment, bro;~dly speaking, in the case of Tea, injunctions obtained 
by Tea gardens in 1970 but which continued throughout the year 
1972-73, are stated to have adversely affected the revenue realisa- 
tion. As regards unmanufactured Tobacco, the exports had re- 
ached an all time high figures and this factor coupled with an 
unprecedented drought which effected the purchasing power of 
the consumer resulted in lower realisation. Substantial decline in 
the clearances of cigarettes and shift in theilr production pattern 
were responsible for lower realisation of revenue in the case of 



cigarettes. In the case of petroleum products, the actual produc- 
tion in 1972-73 did not come upto the expected level of growth 
rate of 5 per cent and was even less than the production in the pre- 
vious year because of repeated shut-down at  Cochin refinery and 
lower imports of crude due to foreign exchange constraints etc. In so 
far as Aluminium is concerned, the shortfall in pr'oduction was 
caused by severe power cuts in U.P. and Karnataka and labour 
strike in Belgaum Aluminium Factory. The production of matches 
in the country also registered marked decline due to shortage of 
raw materials like potassium chlorate, woodsplints and veneers 
and strike and lock-out in Wimco Factory at Madras. 

1.8. A statement showing commodity-wise realisation of revenue 
from Basic Duty and Basic-cum-Special d u t y  during the years 1971- 
72 and 1972-73, as furnished by the Ministry of Finance, is appended 
to this Report (Appendix 11). It will be seen from this statement 
that there was a shortfall in revenue rcalisation on Cotton Yarn 
and Jute to the extent of Rs. 13.3 millions and Rs. 9.6 millions res- 
pectively in the year 1972-73 as compared with 1971-72 The Com- 
mittee, therefore, wanted to know the reasons for the substantial 
shortfall in the duty realisation on cotton yarn and jute during the 
year 1972-73 as compared to 1971-72. A representative of the Minis- 
try of Finance stated duling evidence:- 

"In the 1972 budget we modified the nomenclature of 
tariff entries relating to Yarn-cotton, man-made fibres, 
wool, jute etc. and confined the basic entries to those 
yarns which contain 90 per cent or more of that particu- 
lar fibre. The balance was transferred to a residuary 
entry covering all others. So, some part of the revenue 
which was originally shown under Cotton yarn entry has 
been transferred to the other entry." 

1.9. The Ministry of Finance in a detailed note subsequently ex- 
plained: 

"In the case of cotton yarn, the revenue came down from 
Rs. 34.9'8 crores in 1971-72 to Rs. 33.65 crmes in 1972-73. 
A part of this fall in revenue is attributable to the tariff 
changes made in the definitions of various textiles in  
1972 Budget due to which some cotton yarn earlier classi- 
fied under item 18 got classified under a new tariff item 
18E yarn, all sorts, NES. There were also comparatively 
smaller clearances of yarn by the composite mills for 



production of cloth on payment of duty under special 
procedure. As for the jute manufactures, there was 
actually no shortfall in revenue as compared to 1971-72 
in as much as the tariff item 22A was bifurcated into 
two items 18D and 22A and if the revenue from these 
items is taken together and compared with the revenue 
for 1871-72 (when both the items were clubbed to- 
gether) it would be seen that the actual revenue ~ealisa- 
tion in 1972-73 is more than that realised in 1971-72." 

1.10. The Committce wanted to know as to why there was 
shortfall in the estimated duty realisation of tobacco during the 
gear 1972-73. The Secretary, Ministry of Finance stated during 
evidence: 

'Against the budget estimates of Rs 103.28 crorcs the actual 
collection was Rs. 93.10 crores The reasons that have 
been given are that the duty paid clearance of tobacco 
during 1972-73 amounted to 278 ~nlllion Kg as against 
296 Kg. in 1971-72. This seems to have been due partly 
also to the higher exports of unmanufactured tobacco 
during 1972-73, when they seem to have reached the all 
time high figure of 94.5 million K g .  as agalnst 54.3 mil- 
lion Kg. in 1971-72." 

1.11. Explaining further the relation between the actual yield 
of tobacco and the realisation of estimated duty, the witness de- 
posed: 

"I t  is possible to establish a direct correlation between the 
crop and the duty collected because tobacco crop is such 
that after i t  is cured most of it moves into the ware- 
houses There is provision in our law for the tobacco 
being kept in the warehouse for a period of three years. 
So, the clearance cannot be dlrectlg correlated with 
the production in a particular year I t  is not like a 
manufactured product where any exciscable goods 
manufactured in a particular vear will almost entirely be 
cleared in the same vear. In the case of tobacco, where 
a substantial part of it moves into the warehouse, there is 
bound to be a certain amount of staggering of tobacco 
clearances, depending upon the demand, the market con- 
ditions and also the offtake of cigarettes and beedies and 
various other factors." 



1.12. The Committee wanted to know as to why this abnormal 
concession of storage for 3 years is allowed in the case of tobacco. 
A member of the Board of C&C.E. replied: 

'This is being continued from 1944. This is one of the 
terms of reference to the Tobacco Export Committee. 
They will be examining 'this question whether three 
years is justified. " 

1.13. The Ministry of Finance in a written note subsequently 
intimated 

"The rationale for fixing the normal period of storage in 
bond in ilVarclivusc as 3 years is not known as related 
papcrs are not traceable. I-Iowe\~er, an  cxpert Committee 
known as 'Tobacco Expert Committee' under the Chair. 
rnanship of Shri K.  Racrh:~ramiah, M.P. was appointed 
in January. 1956 and this Committee after taking evi- 
dencc 1'1-i)nl t,rade intc~,c.sts and others concerned conclu- 
ded that overal! opinion Tvas that the misting provisions 
for granting extension in individual cases by Assistant 
ColIecto~~s/CoII~ctors by tn70 more years is adequate. 
This pnsition continues. " 

1.14. The Committee noted that according to the Refunds and 
Rcce~pts exhib~ted In the Audit Reports. under the nlinor head 
Miscellaneous for the years 1970-71 t o  1972-73 the refunds far ex- 
cecded thp amounts of co'lcct~ons and wantcd to know the leasons 
for thc~ same The Mlnlstry of Finance In a w r ~ t t e n  note stated 

Before 1-4-74, t h u c  was no separate sub-head for 
drawbacks under Central Excise and conscqucntly it 
appears that drawback sanctioned under Central Ex- 
cise \vas included undcr the minor head 'Miscellaneous, 
and shown as rxlfunds. This resulted in inflation of 
figures undcr ' r t funds '  in excess of rcccipts under the 
minor head 'Misccllancous . Now under the revised 
heads of accounts prescribed with rlfTect from 1-4-74, the 
payment on acrount of refunds and drawback will be 
adjusted under distinct subheads 7,iz.. 'deduct rcfunds' 
and 'deduct drawbacks'. As per figures supplied by the 
Director Statistics and Intelligence during thf' year 1972- 
'73, the amount of drawback paid in respect of C:cntral 
Excise was of the order of Rs. 2645 lakhs." 



1.15. Supplementing further the Ministry of Finance in a 
written note stated:- 

"In this connection, i t  may be stated that in January, 1970, 
instructions in consultation with C&AG regarding 
accounting of Central Excise Revenue receipts under 
"Group Minor Heads" and 'Minor Heads' were issued 
to all Collectors of Central Excise vide F. No. 15141165- 
CXIICX-fi of 3-1-70. This accounting procedure was to be 
brought into force from the financial year 1970-71. These 
instructions provided tor accounting of "refunds and draw- 
backs'' under a combined head "F-Deduct Refunds and 
Drawbacks" with a further break-up under 'Minor Heads' 
such as basic, special duty etc. 

When an  analysis of the figures maintained by the Accoun- 
tants General under Group 'Minor Hcads' and .'Minor 
Heads" for 1970-71 in 1972 was undertaken, i t  was noticed 
that refunds against "miscellaneous" Head were substan- 
tially higher than the receipts against that  Head. The study 
indicated that the Central Excise portion o f  drawback was 
possibly and inadvertently b o o k ~ d  against "miscellaneous" 
head. In this contest, the instructions to Collectors of 
Customs issued v ide F. N. 34/51/56-Cus. 1V dated 12-4-58 
for propcr accounting 'of Central Escise portion of the 
drawback granted. would be r-rlcvant. It appears that 
these figures were regularly reported to the Accountants 
General concerned but  in some cases these figures had not 
been i'ncluded in the departmental returns with the result 
that  the departmental figur-es of estimates of "refunds and 
drawbacks" continued to bc depressed to that extent. 

Suitable stcps have since been taken for accounting of "refunds 
and drawbacks" separately. Bcsidcs, Collectors of Cus- 
toms have been asked t o  report regularly the Central EX- 
cise portion of the drawback granted. to facilitate more 
accurate forecasting under the Head "Refunds and draw- 
backs." 

1.16. The  Committee desired to know the reasons for the classi- 
fication of drawback as  miscellaneous' refunds prior to 1-4-74. The  
Ministrv of Finance stated in a written reply: 

"It may be mentioned that the i.nstructions to the effect that  
rcfunds and drawbacks should distinctlv be classified as  
from 'basic excise duty'. from 'special excise duty', from 
'cess' etc., were  issued to the Collectors of Central Excise 
vide letter F. No. lfi,/41/65-CX-I/CX-6 dated 3-1-70. Un- 
fortunately these instructions were not endorsed to the 



Collectors ,of Customs ... The position was set right with 
effect from 1-4-74 with the issue of instructions contained 
in letter F. No. 20514173-CX-6 dated 30-3-1974." 

1.17. The Committee found that special excise duties had been 
abolished w.e.f. 17-3-72 and the rates of basic duties were correspond- 
ingly enhanced simultaneously. The total of basic and special excise 
duties for 1571-72 worked out to Rs. 18,22,08.35,071 whereas the rea- 
lisation of basic duties for 1972-73 amounted to Rs. 19,81,12,34,844. 
The Committee wanted to know how much of the net increase of 
Rs. 1,59,03,99,773 was attributable commodity-wise to (i) new levies 
( i i )  increase in production and (iii) increase in prices. The Ministry 
of Finance in a written note stated: 

"According lo the departmental returns in Porm Ex4,  5, 6 etc. 
the revenue//realisation from basic duty in the year 1972- 
7 3  was about Rs. 1997.70 crores as against Rs. 1819.97 crores 
in the year 1971-72. The impact of the imports in 1972 Bud- 
gets on the revenue in the year 1972-73 was of the order of 
Rs. 107.38 crows. As the rise in prices and rise in produc- 
tion get inter-locked in the case of comn~odities assessed 
ad ~mlorem. it has not been possible to work out separately 
the impact of' the increase in production and increase in 
prices separately. However the combined impact of 
Rs. 70.35 crorrs as due to "Other causes" has been shown in 
the ~~ommodity-wise statement enclosed (Appendix 11) ." 

1.18. The Committee desired to know whether any investigation 
had been carried out to analyse. as accurately as possible, the reasons 
for the variations between the budget estimates and actuals of the 
duty realised on different commodities and the machinery available 
with the Government, for this p u l p s e .  The Ministry of Finance in 
a written note stated: 

"Tax Research Units is entrusted with the work of formulation 
of Budget Estimates for excisable commodities. The Direc- 
torate of Statistics and Intelligence (Central Excise and 
Customs) assists it in this work. For Budget Esti- 
mates puropses. TRU collects data not only from 
Dte. of Statistics and Intelligence but other inde- 
pendent sources also. and holds every year inter- 
Ministerial meetings with various administrative W n -  
istries and organisations like DGTD, Office of the 
Textile Commissioner. MMTC, STC etc. A watch 
on the actual trend of revenue realisations month to 
month ?,is-a-vis the Budget Estimates for each commodity 
is kept at different levels ( i)  by the Collectorates of Cen- 
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'tral Excise (ii) by the Dte. of' Statistics and--ce 
and (iii) by the Tax Research Unit. The Dte. of Statistics 
and Intelligence undertakes every year three comprehen- 
sive reviews-at the end of 3 months, 6 months and 8 
months wherein the trends of revenue realisations from 
each commodity vis-a-vis the Budget Estimates are ana- 
lysed. Wherever significant variations are noticed, bet- 
ween the actual realisation and the Budget Estimates, the 
reasons and factors for such variations are investigated by 
enquiries from the Collectorates and other independent 
sources including studies of various newspapers, journals 
and periodicals. The Collectorates also keep a watch on 
the trends of revenue realisation from various excisable 
commodities in their jurisdiction vis-a-vis the apportioned 
part of the Budget Estimates of that commodity (indicated 
to them by the Dte. of Statistics and Intelligence) and re- 
port to the Dte. of Statistics and Intelligence reasons for - 

short-falls wherever any significant variations are noticed. 
TRU also keeps a regular watch on the trends of revenue 
realisations from different commodities vis-a-vis the Bud- 
get estimates and tries to analyse independently the rea- 
sons for variations especially in the case of major revenue 
yielding commodities, by collecting information from 
newspapers, periodicals, various administrative minis- 
tries and organisations and by writing to the Collectors. 
The reasons for variations between the Budget Estimates 
and the actuals in the case of major revenue yielding 
commodities are further investigated in detail in the inter 
Ministerial meetings when the work of revised Budget 
Estimates for the current year and forecast for the next 
year is undertaken." 

1.19. The Committee wanted to know if any important recom- 
mendation of the Tax Research Unit which was found worthwhile 
had beer, implemented. A representative of the Ministry of Fin- 
ance staled during evidence: 

"T.he name, Directorate of Tax Research, I think, is to some 
.extent a misnomer. It  gives the impression as though it 
is a full fledged directorate concerning itself with the 
entire gamut of the economic operations of the Govern- 
ment and takes all aspects into consideration including 
price effects, checking price trends and that i t  conducts 
studies from time to time and submit reports to the Gov- 



ernment. It  is nothing but a cell primarily designed to  
make commodity studies with a view to making specific 
Budget proposals. Beyond this, its scope is very limited. 
No doubt, there is scope for improving the work that is 
done in this particular unit." 

1.20. The Committee enquired whether Tax Research Unit 
needed to be strengthened as excise had become the largest portion 
of the revenue. In reply, the Secretary, Ministry of Finance deposed 

during evidence : 
"We could not agree more that the tax research unit has to be 

strengthened. But, we would submit one or two things 
for your consideration. May I have your attention? I 
was just wanting to say that we would certainly weloome 
an increase in the strength and improvement in the 
quality of the tax research unit. 'But, we must also 
point out other aspects. The Tax Research Unit must be 
something which is geared to the needs, primarily of in- 
crease in duty, particularly, excise duties, customs duties 
and so on. On the other hand, we would submit that it 
is not the function of this unit to carry out a sort of com- 
prehensive study of the general economy or the price 
trends etc. We are interested purely from the taxation 
point of view. There may be so many other factors which 
also influence prices, like supply-demand considerations, 
capacity utilisation, new units coming up and so on. 
This is something which is c~ompletely outside our scope 
and with which we should have very little to do because 
there are specialised organisations in the Planning Com- 
mission and elsewhere who are studying such matters." 

1.21. According to the Audit paragraph out of 120 commodities 
on which excise duties were levied during 1972-73, 7 commodities 
accounted for more than 50 per cent of the total receipts. On the 
basis of the sanctioned Budget Estimate for 1973-74, 23 of the 123 
excisable commodities alone accounted for more than 84 percent 
of the total Budget realisation and no fewer than 77 commodities 
accounted for a meagre 7.11 per cent of the total revenue. The 
Committee wanted to know whether it was better not to tax com- 
modities with a low revenue yield to avoid disproportionate cost 
of oollection. The Ministry of Finance in a written note stated: 

"Seven per cent of the sanctioned Budget Estimates of 
Rs. 2752.37 crores for 1973-74 meant an estimate of over 
Rs. 192 crores. Even though the number of commodities 



from which this amount was expected to be collected is 
fairly large as compared to the 23 major revenue yield- 
ing commodities referred to by the P.A.C., the amount 
of the order of Rs. 192 crores cannot be given up in the 
present context of the need to raise more and more re- 
sources for the developmental activities of the Govern- 
ment. It  may be indicated that the cost of collection of 
excise revenue from all the cammodities for 1973-74 was 
placed at Rs. 18.67 crores only which forms about 0.7 per 
cent of the R.B.E. of Rs. 2633.84 crores for 1973-74. This 
cost of collection in any case does not indicate any dispro- 
portionate cost as compared to the revenue realised even 
if the major revenue yielding commodities are left out." 

The Committee were informed by the Ministry of Finance in a 
written note that there were 117357 factories in India which produc- 
ed excisable goods of these 72515 units yielding an annual revenue 
of Rs. 50,000 or less contributed gross revenue of Rs. 21.59 crores. 
The remaining Rs. 4.30 crores of gross revenue was realised from 
units which fell under the revenue slab of more than Rs. 50,000 but 
not more than Rs. one lakh per year. 

1.22. The Committee desired to know the reasons for a large 
number of units contributing low revenue. The Ministry of Finance 
in a written note stated: 

"Out of 72,515 units, 56,106 units are in a small scale power- 
loom sector, mostly working under compounded levy, 
independent processing units undertaking processing of 
cotton fabrics. cotton twist yarn and thread units under- 
taking reeling from straight reeled hanks to cross reel- 
ing etc., involving small rates of duty paying Rs. 77.87 
lacs annually." 

1.23. On an enquiry whether these units processed consumer 
goods and how many of these were in the small scale sector, the 
Ministry of Finance replied:- 

"Some of the units are producing consumer goods such as 
Khandsari sugar, Confectionery P. P. Foods. Aerated 
Water, Package Tea, V.N.E. Oil, P.P. Medicine, Cosme- 
tics, Soap, Cotton Fabrics, Woollen Fabrics, Rayon and 
Art Silk Fabrics etc. There is no information about the 
capital investment etc., for such units. Judging from 
the revenue yielded, it appears that major portion of 
these units comes within small scale sector." 



1.24. The Committee wanted to know if any cost-benefit analysis 
of the collection of duties was carried out. The Chairman, Central 
Board of C&C.E. replied, 

"We are entirely agreed that where an item is low yielding, 
it should not deserve the same attention by way of sup- 
ervision and control as the other item. This is the SRP 
Committee's recommendation and it is being considered. 
It  is being looked into as to whether the entire pattern 
is to be changed as the SRP Committee has suggested." 

1.25. Adding in this connection further, the Member, C.B. of 
C&CE stated: 

"For units which are small revenue yielding units it is not 
possible to come to a conclusion about the cost of collec- 
tion under the present system of control. 1t is not 
possible to ascertain separately the actual cost of collec- 
tion for such units." 

1.26. The Committee stressed the need for the study of the 
impact of the levy of various duties on the economy, the adminis- 
tration, the cost of collection and efficiency etc. Explaining the 
position, the Secretary, Ministry of Finance stated during evi- 
dence: 

"The main object in view obviously is that the Government 
should push through its developmental plans and this 
necessitates raising of additional revenues. So, the 
paramount need really is for the raising of the additional 
revenues and for increasing the investments and in- 
creasine the savings. Now, in these circumstances, to 
let go the duty on certain low revenue yielding items 
and to concentrate only on the more fertile items which 
yield considerable revenues may not perhaps be indicat- 
ed. As a general principle, I do not think Government 
is in a position to forego any revenues at all. The only 
point to be considered is whether some of these low 
yielding items are so throublesome in the matter of 
collecting excise or because collection charge is so much 
high that it is not worthwhile to do so. I do not think 
there has been any exercise in the past on things like 
oil seeds, edible oil, etc. but at  the present moment even 
for comparatively low yielding items. I do not think it is 
desirable for Government, having regard to commit- 
ments towards developing schemes, to let these items go 



without levying excise duty. It is not because the 
collection is only 0.27 per cent which is really a very 
low figure and hence those items are levied. Therefore, 
in these circumstances, I do not see why there should be 
any compulsion on the part of the Csvernment to let go 
these low yielding items. After all it might be desirable 
to ensure that the taxation burden is distributed as 
widely as possible so that it does not operate too harsh- 
ly on any particular sector of the community." 

i.27. The Committee wanted to know whether an effort was 
made to ensure that the burden of the levy of excise duty fall 
least of all on the common man and if so, how it was dme. 
Elucidating the present practice, the Secretary, Ministry of 
Finance stated during evidence : 

"Selection of commodities and in devising the tariff, every 
effort is made to ensure that the burden on the common 
man is reduced to the minimum. Therefore, one would 
find that from year to year, the selection of commodities 
has been such that they are consumed mostly by the 
more affluent section. It  is always items like fine, 
superfine and synthetic fabrics, cigarettes, particularly 
the more expensive brands that have taken the burden. 
Similarly, even on some of the high yielding items like 
the petroleum products, it is petrol which is taking the 
burden rather than items such as HSD. In fact, recently 
duty on a commodity such as HSD was brought down, 
although a very sharp increase was made in the form of 
excise duty on motor spirit. 

Now, the entire accent is to try and ensure that the elite 
section of the community-the more affluent section of 
community-pay more duty and to try and moderate or 
cushion the effect of these duties on the comparatively 
less affluent section of the community." 

1.28. The Committee noted that the expenditure on collections 

during the three years 1970-71 to 1972-73 was Rs. 14.34, 15.57 and 
16.91 crores respectively. The Committee asked for the break-up 
of ttkie figures for these years between '(i) expenditure on assess- 

ment; lii) expenditure on preventive functions; (iii) expenditure 



on audit and inspections and (iv) other expenditure. The Minis- 
try of Finance in a written note stated: 

"According to the existing procedure, the expenditure under 
the Union Excise Grant is not booked on function-wise 
basis. It is booked under various prescribed Heads of 
Accounts. During the financial years 1970-71, 1971-72 
and 1972-73, the expenditure in question was accordingly 
booked under the following Heads and sub-heads of 
Accounts :- 

MAJOR HEAD "2"-UNION EXCISE DUTIES 

'B' Collectorate Charges: (Headquarters Office, Collectorate of 
Central Excise) 
Establishment Charges 
Interim Relief 
Travelling Expenses 
Other Charges 
Secret Service Expenditure 

'C' Charges on collection of Union Excise Duties: 
Same headings as shown above under 'B' Collectorate Charges. 

'D' Charges on coliection of Land Customs: 
Same headings as shown above under 'B' Collectorate 

Charges. 
'E' G.rants-in-aid, Contributions, etc. 

'F' Works 
'G' Cost of printins banderols and Union Ekcise Stamps and 

Lables. 
'H' F'ayments to other Government, Department etc. 
'I' Miscellaneous : 

(i) Expenditure on printing and publications. 
(ii) Hospitality and Entertainment expenses. 

'.I' Commission paid to Posts & Telegraphs Department for sale of 
FJnion Excise Revenue Stamps. 

Accountants General also booked the Collectorates expenditure 
under the above mentioned Heads. Departmental expendi- 
tux e figures were reconciled with the Accountants General's 
figures and the same were finally accepted by the respective 
Collectorates and the Accountants General concerned at 
the end of each financial year. 



2. A break-up of expenditure on collection of Union Excise Duties 
under Broad heads of accounts for the years 1970-71, 1971-72 and 
1972-73 is given below : - 

(in lakhs c f Rnpecs) 

I. P3y of Officers and StaT 763.69 

IT. Or >er \ll?.v mces and I n  erim R:lief 676.36 

IV. Other C large- (including all mi.1 .r 25 ). 97 
held?) --- 

1802.52 

Ded lc' rec ~verie\ from Cuc'om; Depre- 
incnt (f tr Outpor s & Land Customs) (-) 369.09 

Net Expenditure. 

3. Since the expenditure on cellection of Unicn Excise Duties is 
booked according to the above specified heads and not according to 
functions, a break-up of this expenditure on (i) Assessment (ii) Pre- 
ventive Functions (lii) Audit and Inspection and (iv) Other expendi- 
ture is not available. In the Collectorates, certain categories ~f 
officers, e.g. Dy. Collectors, Assistant Collectors, etc. are jointly look- 
ing after the work of assessment, preventive audit and inspection, 
besides other work not directly related to any of these functions such 
as supervision over exports. Moreover, the expenditure of the head- 
quarters offices of the Collectorates on staff which performs combined 
duties relating to Customs and Central Excise. is initially booked 
under the Union Excise Grant. -4 part of this expenditure is debited 
to the Customs Grant on the basis of a prescribed formula towards 
the close of the year. 

4. In the ;bove circumstances, it is not possible to furnish function- 
wise break-up of expenditure under Union Excise Grant in respect 
of financial years 137Ck71 1971-72 and 1972-73 as called for by the 
Public Accounts Committee." 

1.29. The Committee also noted that the expenditure on cost of 
collection was not maintained commodity-wise. They wanted to 
know the reasons for the inability of the Government to furnish the 
cost of colleot.ions individually commodity-wise. 



1.30. The Ministry of Finance in a written note stated: 

"In the SRP set up, separate staff is not earmarked for com- 
modity-wise individual units. The Multiple Officers Range 
staff is doing work of assessment, realisation etc. of Union 
Excise Duties for a group of unit (Factories etc.). In a large 
number of cases, the same staff is working both for manu- 
factured and unmanufactured products. It will, therefore, 
be appreciated that it will not be possible to allocate t he  
cost of collection individually commodity-wise on realistic 
basis." 

1.31. The Committee wanted to know whether the scope of evasion 
has increased on account of the complexity of the tariff by numerous 
classificntions and sub-classifications carrying different rates of duty 
in the tariff. The Ministry of Finance, jn a written note, stated: 

"With a view to collect the tax on any con~modity efficiently 
and progressively various classifications and sub-classifica- 
tions in an item where there are large number of varieties 
having different forms, prices, etc. cannot be avoided. 
Efforts are, however, made to ensure that the description 
of the tariff item and the various classifications or sub- 
classifications are precise, and un-ambiguous to avoia com- 
plications in the collection of duties. SRP Committee 
views that the present differentiations of rate structure in 
certain items, is liable to abuse by unscrupulous manufac- 
turers. How far the evasion tendencies can be checked 
by reorganising the system of administration (including 
tightening of preventive controls) and by rationalisation 
of tariff structure is already under examination and neces- 
sary changes, whenever considered essential, would be 
made in the tariff after the Committee's report is fully 
examined and decisions taken thereon." 

t 
1.32. The Committee were informed that the 'SRP' in respect of 

matches had been replaced by a partial 'physical control' system. 
The Committee wanted to know when it was done, what its effect 
was on revenue and what the monthly average revenue had been 
prior to this date and after that date. The Ministry of Finance in a 
written note stated: 

"(a) Matches were brought under physical control with effect 
from 1-10-72 vide Notification No. 200/72-C. Ex. dated 
21-9-72. 

(b) & (c) A statement showing the figures of revenue derived 
from matches during the period Ocbber 1971-September, 



1972, October 1972 to September, 1973 and October 1973 to. 
September, 1974 is enclosed (Appendix 111). I t  will be 
seen therefrom that while %here was short-fall during the 
period of one year immediately after introduction of 
physical control viz., October 197LSeptember 1973. 
(Rs. 28,'05,93,000) when compared with the figures of pre- 
physical control period of one year from October 1971 to 
September 1972 (Its. 28.12,91.000), there has been appreciable 
increase during the Second post physical control period of 
one year from October 1973 to September 1974 (i.e. 
Rs. 32,37,67,000). The fall in the immediately post physi- 
cal control year (October 1972 to September 1973) was 
mainly due to prolonged strike and lock-out in the power 
operated units of M/s. WIMCO (ii) load shedding resulting 
in less production and (iii) shortage of raw materials like 
potassium chlorate, wood for splints and veneers, etc." 

1.33. From the information furnished by the Ministry of Finance, 
the Committee find that as against the Budget estimate of Rs. 2442.75 
erores, the actual realisation of union excise duties during the year 
1972-73 was Rs. 2326.20 crores, thus indicating a serious shertfall of 
Rs. 116.55 crores. The Committee were informed that the shortfall 
was accounted for by (i) decline in realisations vis-a-vis estimates 
from 8 major revenue-yielding items and (ii) higher grants of 
refunds and drawbacks of the order of Rs. 26.48 crores. 

As regards the major portion of this shortfall (Rs. 95.52 crores) 
in respect of 8 major revenue yielding commodities viz. tea, un- 
manufactured Tobacco, cigarettes, motor spirit, kerosene furnace 
oil, aluminium and matches, the Ministry explained that in the 
case of Tea, injunctions obtained by Tea gardens in 1970, which con- 
tinued throughout the year 1972-73. adversely affected the revenue 
realisation. As regards unmanufactured tobacco, the exports had 
reached an all time high and this factor, coupled with an unprece- 
dented drought, affected the purchasing power of the consumer 
within the country and thereby resulted in lower realisation. Sub- 
stantial decline in the clearance of cigarettes and a shift in their 
production pattern were said to be responsible for lower re- 
alisation of revenue in the case of cigarettes. In the case of petro- 
leum products, the actual production in 1972-73 did not come up to 
the level commensurate with the expected growth rate of 5 per 
cent and was even less than the production in the previous year, 
because of repeated shut-down a t  Cochin refinery and lower im- 
Ports of crude on account of foreign exchange constraints. In re- 
gard to alumhiurn, the short-fall in production was reported to 



.have been caused by severe power cuts in U.P. and Karnataka, 
a n d  also labour strike in the Belgaum Aluminium Factory. The 
production of matches registered marked decline, because of shor- 
tage of raw materials like potassium chlorate, wood-splints and 
veneers as well as such events as  strike and lock-out in Wimco 
Factory a t  Madras. 

The Committee are not convinced by this attempt a t  explaining 
away the dechne in revenue. It was not alone in the year 1972-73 
that there had appeared serious gaps between budget estitriates 
and actual realisation of Union Excise duties. Indeed, in para- 
graph 1.5. of their 90th Report (1972-73), the Committee had ex- 
pressed their concern that in respect of some of the commodi- 
ties the shortfall in actual collection of duties had become a "recur- 
ring feature." The Ministry of Finance was then asked to adopt 
all necessary measnres to ensure that budget estimates were framed 
carefully and more realistically in future. However, the only reply 
vouchsafed by Government was that the observations of the Com- 
mittee had been 'noted' [vide p. 12 of 98th Action Taken Report 
of P.A.C. (5th Lok Sabha)]. The Committee wish urgently to 
reiterate that budget estimates should be drawn up cautiously and 
more realisticaIPy so that. as  far as possible, there is not much of a 
gap between expectation and realisation of revenue. 

1.34. The Audit Report pointed out that the refunds exhibited 
under the minor head-'Miscellaneous' during the years 1970-71 to 
1972-73 (1970-71-Rs. 16.44 crores, 1371-72-Rs. 22.15 crores, 1972-73- 
Rs. 26.54 crores) far exceeded the amount of collection (1970-71- 
Rs. 2.81 crores, 1971-72-Rs. 1.75 crores, 1972-73--Rs. 4.43 crores). 
The Ministry's explanation that there being no separate sub-head 
before 1 April 1974, for drawbacks under Central Excise, drawback 
sanctioned under that head had to be included under the Minor 
Head 'Miscellaneous' and shown as 'Refunds' appears to the Corn- 
mittee somewhat bland and by no means satisfactory. 

The Ministry of F iance ,  it seems, had issued instructions On 
12-4-58 to the Collectors of Customs that the Central Excise portion 
of the drawback granted should be properly shown in the accounts. 
Accordingly, these figures were regularly reported to the Accoun- 
tants General concerned, hut in some cases these figures do not 
amear  to have been included in the departmental returns. Later, 
%he Ministry of Finance issued further instructions on the 3rd 
January 1970 in consultation with the C and AG to  all the Collectors 
of Central Excfse providing for the correct accountfng of "RefIlnds 



and drawbacks" under a combined Head "From Deduct Refunds and 
drawbacks" with a turther break up under Minor Head such as 
Basic/Special Excise Duties. The Committee are surprised that 
inspite of the instructions issued in April 1958, there had been 
eases where the figures reported regularly to the Accountants Gen- 
eral were not included in the Departmental returns with the result 
that estimates of Refunds and drawbacks continued to be 
depressed to that extent and presented a misleading and distorted 
pictu~e. An analysis of the figures maintained by the Accountants 
General "Group Minor Heads'' and ' o r  Heads" for 
1970-71 showed that refunds against " ~ e I l a n e o u s "  Head were 
higher than the receipts under that head. I t  stowed that the Cen- 
traI Excise portion of drawback was perhaps inadvertently shown 
against "Miscellaneous" Head in contravention of the instructions 
of 3rd January 1970. The Committee are constrained to observe that 
if lapses such as these occur inspite of absolutely clear and cate- 
gorical instructions, it reveals a sorry state of affairs and detracts 
from the efficiency of our tax administration. The Committee re- 
commend that responsibility for such lapses may be fixed and 
proper action taken against persons found guilty of violation of the 
instructions issued on the subject. 

1.35. The Committee find that there was an overall increase of 
Rs. 177.73 crores in revenue realized during the year 19'72-73 as 
compared to the gear 1971-12. Out of this amount, the sum of 
Rs. 107.30 crores was on account of the introduction of new levies 
in the Budget of 1972. Government found themselves unable to 
state how much of the balance of the additional revenue (viz.. 
Rs. 70.35 crores) was on account of (i) increase in production and 
(2) increase in prices, on the ground that in commodities assessed 
ad valorem the increase in nroduction and increase in prices get 
interlocked. and their impact cannot be separately identified. 

The Committee are not convinced of this difficulty. They feel 
t h a t  it Zs very essential to study the impact of the additional revenue 
realised in a year over and sbove the revenues of the preceding 
year to and out whether and how far the same are attributable 
to  the introduction of new leries, to increase in production or  to 
increase In prices. Such details are required in order that con- 
stant vigilance could be maintained on the continuance or o ther  
wise of (an increase or decrease in) the rate of duty levied on 
various commodities from time to time. The Committee recom- 
mend that Government should ensure that such statistics 
?re collected in respect of all the affected commodities and utnised 
for the regulation of imports in iatare. 



1.36. Another feature which compels attention is the lack of ant 
agency in Government to carry out an analysis of the reasons for  
the variation between the Budget estimates and the actuals of duty 
realised from different excisable commodities. The Committee have 
been informed that the Tax Research Unit has been entrusted with 
the work of formulation of Budget estimates for excisable commodi- 
ties. The Directorate of Statistics and Intelligence assists the Tax 
Research Unit in its work. The Tax Research Unit eolleets data 
not only from the Directorate of Statistics and Intelligence but also 
from other independent sources and holds Inter-Ministerial meetings 
every year to keep a watch on the actual trend of revenue realisa- 
tion. But during evidence when the Committee wanted to know 
whether any important recommendation of the Tax Research Unit 
had been implemented, the representative of the Nlinistry of Finance 
stated that the IJnit was not a full-fledged Directorate concerning 
itself with the entire gamut of economic operations, but that its scope 
was "very limited" and it neither engaged in studying price trends 
nor submitted any report to Government. When the Committee 
pointed out that excise having become the largest portion of the 
revenue, there was special need to strengthen research effort in 
quantity as well as quality, the Secretary, Ministry of Finance de- 
posed, "We could not agree more that the tax research unit has 
to be strengthened . . . . We would certainly welcome an increase in 
the strength and improvement of the tax research unit." The 
Committee, therefore, urge that the said Unit should be adequately 
equipped for the task of scientifically studying the various aspects 
of a subject of great importance to revenue and of the expanding 
and deepening the range and the methodology of research in the 
field of taxation. 

1.37. The Committee note that out of 120 commodities on which 
excise duties were levied during 1912-73, 7 commadities alone ac- 
counted for more than 50 per cent of the total receipts. When the 
Committee desired to know whether i t  would be better not to tax 
commodities with a low revenue yield to avoid disproportionate 
cost of collection, the Secretary Ministry of Finance deposed, "As a 
general rule, I do not think, Government is in a position to forego 
any revenues a t  all. The only point to be considered is whether 
some of these low yielding items are so troublesome in the matter 
of collecting excise or because collection charge is so high that it is 
not worthwhile to do so." 

The Committee would like to draw the attention of Gwernment 
to paragraph 1.8 of their 83rd Action Taken Report (1972-73) 



which the Committee had suggested that the cost of collection of 
duties on commodities yielding low revenue that a re  produced by 
a large number of small units should be computed on some alter- 
.native and feasible basis, so that it could be decided whether i t  was 
worthwhile taxing them in the normal way. The Committee re- 
iterate their earlier view and recommend that Government should 
take effective steps to identify commodities which do not yield subs- 
tantial revenue but involve disprowrtionate cost of collection. 

1.38. The Committee understand that the Government of I n d i  
have in July 1976 appointed a Committee with Shri L. K. Jha as its 
Chairman, to review the existing structure of Indirect taxes-Central, 
State and Cocal, and to advise the Government on the measures to 
be taken in this field. The terms of reference of the said Committee 
include examination of the structure and levels of excise duties, the 
impact of these duties on prices and costs, the cumulative effect of 
such duties, their incidence on various expenditure groups, and the 
scope for widening the tax base and increasing the elasticity of the 
system. 

The Committee trust that this expert body will take note of 
various recommendations made by this Committee from time to 
time. 

1.39. The Committee find that expenditure on the collectjon of 
Union Excise Duties is booked under various heads of account. When 
the Committee desired to have a break-up of the expenditure on the 
collection of Union Excise Duties on (i) assessment (ii) preventive 
functions (iii) audit and inspection and (iv) other expenditure, it 
was learnt that such a break-up of the expenditure was not avail- 
able because the expenditure was not booked on a functional basis. 
In this connection it was stated by Government that in the Col- 
lectorates, certain categories of Oflkers e.g. Deputy Collectors, 
Assistant Collectors, etc. were jointly looking after assessment, pre- 
ventive work audit inspection, as well as other work nnt directly 
related to any of these functions. To a query if the cost of collec- 
tion of excise duties on individual commodities was a t  all available, 
the r e ~ l y  came that in the Self-Removal Procedure, separak staff 
was not earmarked commodity-wise for individual units. The Com- 
mittee feel that it should not be too difficult for Government b 
devise a system which may enable them to analyse the expenditure 
on collection of duties not only function-wise but also commodity- 
wise and intimate the results to  the Committee. 



1.40. The Committee learn that the scope of evasion is enhance& 
on account of the complexity of t a M  under numeraws classifications 
and sub-classifications. While in the interest of efecient Collection 
of tax on any commodity and the classification and sub-classification 
in items which have a large number of varieties with not only 
difTerent forms but also varying prices may not be unavoidable, the 
Committee stress that the various classifications and sub-classifica- 
tions adopted for the purpose should be as precise and unambiguous 
as  possible. The Committee are not sure how far the present dif- 
ferentiation of rate structure is such as to rule out the possibility 
of abuse by unscrupulous manufacturers. The question of ration- 
alisation of the tariff structure, however, is said to be already under 
examination of Government and changes, wherever necessary, are 
expected to be made in the tariff after the S.R.P. Committee's Re- 
port has been examined. The Committee would like to be informed 
of the decision taken by Government on the basis of such examina- 
tion and the improvements which are proposed to be effected to check 
miscIassifications and evasion of taxes. 



FORTUITOUS BENEFITS DERIVED BY AN OIL COMPANY 

Audit Paragraph : 

2.1. The Public Accounts Committee in para 2.29 of their 72nd 
Report (Fourth Lok Sabha) made some suggestions to curb specula- 
tive clearances of excisable goods in pre-budget months so that 
avoidance of payment of increased duty may not take place. To this 
the Ministry expressed certain difficulties and promised to place the 
recommendations before the Select Committee on the Central Excise 
Bill. 

2.2. The Central Excise Rules provide for facility of movement 
of mineral oils without payment of duty to be stored at approved oil 
installations pending final removal on payment of duty. The tanks 
in such oil installations, in which mineral oils are stored, are bonded 
for the purposes. If full duty is paid on the oil contained in a tank  
the tank could be released from bond. 

2.3. On 25th February, 1970 an oil company approached the Col- 
lector of Central Excise concerned for permission to debond one tank 
of motor spirit and one tank of furnace oil on the ground that the 
tanks were required for immediate emptying for re-alignment of pipe 
lines. This was granted and on payment of duty the tank was de- 
bonded. The company, however, did not empty the tanks till 16th 
March, 1970. Meanwhile, excise duties on these products were en- 
hanced in the budget of 1970 and the #oil company derived an un- 
intended fortuitous benefit in excise duties to the extent of Rs. 4.08 
lakhs. 

2.4. Again on 21st February, 1973, the same oil company had one 
tank of motor spirit debonded with the permission of excise autho- 
rities and derived a benefit of Rs. 39,568 on duty increases in the 
budget that followed. 

p a r a  21 of the C&.A.G. of India's Report for the year 197273, 
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2.5. The case in question relates to the Indian Oil Corporation, 
'Tondiarpet who had requested for debonding of tanks before the 
budget in February, 1970 and February, 1973 and necessary pep i s -  
sion was given by the Assistant Collector concerned, as the compe- 
tent licensing authority, since there was no restriction under Rule 
224(3) on the clearance of 'excisable goods' during the month of 
February in the relevant years. 

2.6. According to the information received by Audit, the Govern- 
ment was deprived of revenue by four companies during the years 
1970-71 as detailed below: 

Location Date of Amount 
debonding 

BURMAH SHELL 

Madras . . . 16-2-70 1,07315 

ESSO 

Bombay . . . 25-2-70 25,320 

. . . .  Bombay . 15-5-71 2467,980 

Bombay . . . 24-2-73 2957,319 

Ernakulam . . . . .  . 21-2-70 5965J695 

Bombay . . . . 22-2-73 55,740 
bay 

Bom . . . 2-11-73 6,07,056 

Madras . 14-2-70 1 ~ 4 , 2 6 5  

Madras . . . . .  14-5-71 1,059394 . 
Madras . . . . .  . 22-2-73 22,241 - 

9,14,696 



Location Date of  
debonding Amount 

INDIAN OIL CORPORATION 

' Sabarmati . 26-2-70 3,16,&0 

Do. . . .  24-5-71 ;6,06,607 

Sabarmati . . . . . . . .  : 15-3-72 (77.645 

Do. . . . . . . . .  26-2-70 2>50,578. 

Cochin . . .  25-2-70 1745,774 

Madras . . . . . . . .  25-2-70 ?.06,~09 

Do. . . . . .  25-2-70 1,12,995 

DO. . . . . . .  22-2-73 27,116 

DO. . . .  25-2-70 59,623 

Do. . . . . . .  25-5-71 4,173052. 

Do. . . . . . . . .  14-3-72 3m,nx 
Do. 21-2-73 1,21,206 . . . . . . . .  

2.'7. The Committee desired to know as to what p~ompted the 
Indian Oil Corporation to take decision of debonding oil on a partir 
cular date prior to the budget or any financial exercise in Parliament. 
The Chairman, Indian Oil Corporation deposed during evidence: 

"I would submit that there was a feeling in the organisation 
that i t  was not illegal. That is why to show more profit 
in order to get the organisation running efficiently in my 
opinion, they did that way. I personally do not have that 
feeling." 

2.8. Explaining the action taken in the matter, the witness stated: 
"This came to my notice sometime last July and soon after i t  

came to my notice, I dxected the Managing Director of 
the Marketing Division to stop this practice imme- 
diately. I had also issued letter saying that that should 
not happen any more in future in the Corporation." 

2.9. The Committee then referred to the evasions of about Rs. 83 
lakhs of revenue by the various Oil Companies including the Indian 
Oil Corporation by debonding before the budget during the years 
1970-73 and wanted to know the authority in G o y w u y n t  who took 
1965 L S 3 .  



the decision about Indian Oil Corporation. A representative of the 
Ministry of Petroleum & Chemicals stated in evidence: 

"These matters do not come to the Ministry. These things are 
possibly done a t  the  Management level." 

2.10. The Committee wanted to know if there was any procedure 
prescribed or instructions issued for debonding of tanks containing 
petroleum products. The Ministry of Petroleum & Chemicals in a 
written note stated: 

"161. There was no prescrlbccl procedure in the Marketing 
Division of IOC regarding debonding of storage tanks. 
Whenever storage tanks a t  installation were required to 
be debonded, instructions were generally given by the 
Marketing Division to the Regional Office on telephone, 
who in turn used t~o convey the same to the concerned 
installations." 

2.11. The Ministry of Petroleum & Chemicals subsequently in- 
formed the Committee in a written note: - 

"To avoid giving an impression of malafid~ in debondmg of 
petroleum products and other items llke steel, etc., just 
before the Budget, for speculatwe purposes, Chairman, 
Indian Oil Corporation ordered the Issue of instructions 
(Appendix IV) to the Marketing Diwision." 

2.12. The Committee then desired to know the action taken by 
Government to curb speculative clearances by other Oil Companies. 
The Ministry of Petroleum and Chemicals in a written note stated: 

"The Ministry has issued instructions (Appendix V)  to all the 
Oil Companies on the same lines as issued by the Chair- 
man, Indian Oil Corporation." 

2.13. On being asked by the Committee, the Ministry of Finance 
furnished a statement indicating the date of appl~cation, the date on 
which the tanks were actually emptied in respect of four oil com- 
panies for the period for 1970-71 to 1973-74. The same is appended 
as Appendix VI. The Committee found from this statement that in 
a number of cases the period between the dates of debondings and 
the actual dates of emptying the tanks ranged upto 4 months. 

2.14. The Committee wanted to know whether there was any 
machinery available with the Government to ensure that the time 
Ilg between debonding and actual removal was not large and that 
oil companies did not derive f t  rtuitous benefits by speculative de- 



bonding before the budget. The Ministry of Finance in a written 
~ o t e  s t a t e c l : ~  

"There is no legal provision. Department has no control once 
the duty on entire content of the storage tank is paid and 
the tank deleted from L-5 licence." 

2.15. The Committee also noted from the statement furnished by 
the Government that the reasons advanced by the companies in most 
3f the cases in their applications for grant of permission for debond- 
ings were 'operational difficulties', 'operational exigencies' and 'ope- 
rational necessities' etc. 

2.16. The Committee wanted to know the rationale behind the 
provision of Rule 224(3) of the Central Excise Rules to allow clear- 
ance upto 150 per cent of the normal clearance in the month of 
February and whether this pnovision did not encourage speculative 
clearances. .The Ministry of Flnance in a written note stated:- 

"To ascertain the facts leading to the fixation of 150 per cent 
efforts have been made to bocate the file from which the 
amendment under reference was issued. However, the 
file is not available. Thc limit of 150 per cent was pro- 
bably provided for to take care of vagaries of production 
(which might be affected by severaI factors such as strikes, 
lock+ut, shortage of raw materials, break down e t c  dur- 
ing the course of the year) and also to ensure adequate 
supply of essential goods to the consumers at all times, 
particularly because there is no provision for grant of 
relaxation in the sub-rule." 

2.17. The Committee drew the attention ô f the representative of 
the Ministry to the recommendations contained in their 72nd Report 
(1968-69) wherein they had suggested that the power under Rule 
224(3) may be invoked to impose restrictions on the movement of 
goods i.n pre-budget months and wanted to know the action taken 
by the Government. The representative of the Ministry of Finance 
during the evidence merely read out the following action taken note 
furnished to the Committee on 28-10-1969:- 

"The Ministry has carefully considered the recommendations 
of the Public Accounts Committee in the light of the ex- 
perience gained from the working of rule 224(3) in the 
last 25 years. Prior to 1957, restrictions under thicj rule 
were imposed in respect of a few items only. Since 1957, 
these restrictions have not been enforced at  all, partly be- 
,cause of the objectiun raised by the various Ministries on 



the ground of smooth movement of certain essential items 
and partly because experience had shown that. in attempt- 
ing to enforce these restrictions, abuspes c+me So light and 
man-power resources are further strained. If the past 
experience is any guide, ~mposition of the restrlctlons on 
all excisable goods is not feasible. On the other hand, 
there 1s a danger in thelr selectlve enforcement. With 
progressive increases in the rate of duty on most of the 
important times under excise, speculation about budget 
changes in excise duties has become a very sensitive issue. 
By the end of January or beginning of February every 
year, the Ministry knows the commodities which are like- 
ly to be affected by the forthcoming budget proposals. 
At that stage it is embarrassing for the Ministry to say that 
such and such items (which the Ministry knows are being 
affected by the Budget) should not be subjected to the 
restrictions of rule 224(3). On the other hand, the ex- 
cluded items are likely to be taken as a clue by the trade 
that in respect of these Items no budget change was per- 
haps contemplated speculation wodd  then perhaps in- 
crease in respect of the items subjected to the restrictions, 
as being the likely items going to be affected by the 
Budget. Selective operation of the rule would thus lead 
to greater speculation and perhaps also to outright eva- 
sion. The Ministry has also noted the fact that no such 
restrictions are imposed on clearances of goods from 
Customs docks. Finally, with the introduction of the self- 
removal procedure in respect of all excisable goods except 
unmanufactured tobaccc. znd conse711cnt withdlawal of 
Central excise staff from factories, the problem of adminis- 
tration has, iE anything, become more complicated. 

Considering all these factors, the Ministry came to the tenta- 
tive conclusion that restriction under rule 224(3) are 
difficult to operate and accordingly it has not made any 
provision corresponding to this rule in the Central Excise 
Bill, 1969 which is intended to replace the existing Central 
Excise Law. This Bill is at  present before the Select Corn- 
mittee of the Lok Sabha. The Ministry would like to place 
the Public Accounts Committee's suggestions before the 
Select Committee so that the Select Committee could go 
into the matter further in consultation with the trade and 
industry and if necessary recommend making necessary* 
prhisions in the Bill corresponding to Rule 224 (3) in such 
modified form as it may deem fit." 



2.18. The Committee noted that Rule 224(3) was applied in con- 
nection with the Supplementary Budget presented in July, 1974 and 
enquired the reasons for the same. The Secretary, Ministry of Fin- 
ance stated during evidence: 

"We had applied this rule 224(3) in connection with the s u p  
plementary budget. I must say that I did have a certain 
amount of difficulty because people approached me for 
certain exemptions saying that if we do not allow clear- 
ance, there would be a hold up of fertilisers and certain 
films which were due to be exhibited. We did have a 
certain amount of difficulty. But I think on the whole we 
felt that it was worthwhile." 

2.19. The Committee enquired whether the debonding earlier than 
the date of possible revision of duty was a normal thing. The re- 
presentative of the Ministry of Finance stated: 

would like to say something by way of general comments 
on this entire issue. So far as the question of clearance 
from bond is concerned, it is one of the facilities which 
the law permits. It is a different matter whether it occurs 
before or around the budget day. I have got some figures 
here which may not be precise. I have got them hurried- 
ly to see whether, in the case of motor spirit and other 
items, there is any deliberate effort to have too many 
clearances from the bond during February, as against 
earlier manths. I do not want to be pinned down to these 
figures; but they will give rough idea. These figures re- 
late to 19'74 itself. 

During February, 1974 the clearance lof motor spirit was to the 
extent of 163,000 kilo-litres; and the average for earlier 11 
months during 1973-74 i.e. excluding February, 1974 was 
186,000 kilo-litres. That is to say, comparatively speaking 
there were fewer clearances during February, 1974. 

In the case of refined diesel oil, clearance during February, 1974 
was to the extent of 543,000 kilo-litres as against the 11 
months average of 488,000 kilo-literes." 

2.20. It would be seen k o m  the figures quoted by the representa- 
tive of the Ministry of Finance that even in Pebruaq,  1974 clearance 
of refined diesel '1 was much higher than the average monthly 
clearance of previous 11 months. 



2.21. The Committee wanted tvo know whether the wasion of 
duty during the last month of the financial year could be avoided. 
A representative of the Ministry of Finance stated: 

"If anybody puts in an application on the 25th February ycu 
have got to allow it under the existing procedure unless 
you change it. Let us consider whether we can change 
the procedure or not. So far as bonding is concerned, 
you cannot change it. On the question of debonding, we 
are seriously considering this. Where there is an applica- 
tion for debonding and the tank becomes debonded, that 
is, he pays the duty, but the oil continues in the same 
tank. this is a bit of a, shall I say, concession, and we are 
seriously thinking whether this could be withdrawn.' 

2.22. Elucidating the position further the witness stated:-- 

"If anybody applies for clearance from bond on a day prior 
to 28th-on 28th we may not allow-the law permits him. 
But there are two ways of clearing. One is physical 
clearance from the tank itself. The other is, this. There 
is the bonded tank. Simultaneously there is an application 
from the oil company 'Please debond my tank. I w i H  
pay the duty .  In other words, the tank on payment of 
duty becomes debonded, but there is no movement of oil. 
The oil remains in the same tank. We are considering 
whether this limited facility c a n n ~ t  be withdrawn. Wc 
shall consult the administrative Ministry whether i t  will 
involve them in any practical difficulty." 

2.23. After pointing out that the oil companies took delivery of a 
certain quantity of oil which was not subjected to new enhanced 
levy but continued to take the levy from the consumer, the Com- 
mittee wanted t o  know the reactions of the Government. The 
Secretary. Ministry of Finance stated during evidence:- 

am entirely at one with you and I would certainlp say 
that every possible measure should be taken to ensure 
that the public exchequer is not defrauded. also that 
the consumer is not mulcted and that the oil corpora- 
tions and companies do not profit a t  the public ex- 
pense. Here I am one with you and I would certainly 
recommend that steps should be taken to ensure, as 
Chairman, Board of Indirect Taxes has just now men- 
tioned, that this system of rnerely debonding by which 
the oil stays where i t  is but it is cleared on the basis 



of paying the additional duty, this sort of co~cession 
should be withdrawn. I think the committee would be 

. doing a very great service if such measures were taken 
and steps were enforced so as to tighten up and to ensure 
that this sort of debonding immediateky befmore the 
budget in anticipation of a hike in the duty is dis- 
couraged and a positive check is put on this practice. But 
I would only submit one further point. We should 
try and ensure that there is no unnecessary hindrance to 
the n~wement  of an essential commodity like oil and 
oil pi,oducts, because it does have a chain reacticn on 
other items. If you hold up the movement of petro! 
or high speed diesel, it may interfere with the agricultural 
operations, movement of the trains and so on. Subject 
t3 that, we would greatly appreciate any constructive 
p~.(>pos;il which would ensure that this sort of tas  evasion 
or drfrauding or mulcting of the consumer and pro- 
fite~rinq by the oil company is checked." 

3 24 The Comrn~ttee des~red to know as to why the provisinns 
of Rule 324(3) could not be amended to protect the consumer's 
interest against any speculative activity before the budgetary 
change. or dutv changes occurred. The Secretary, Ministry of 
Fmance, deposed during evidence - 

"We will certainly look into it. But I cannot commit on 
behalf of Government that it will be accepted. We wel- 
come your 'suggestions. They will certainly be ex- 
amined. " 

2 55. The Committee then referred to the debonding of an oil 
tank by Caltex (India) Ltd.. Bombay on the 2nd November. 1973. 
a day before the duties on petroleum products were revised and 
enquired if that was not a case of budget leakage. A representative 
of the Ministry of Finance deposed during evidence, 

"That was a clear case of fraud that we found it out in the 
same month. Immediately the whole differential duty 
was realised and the CoIlector has now imposed 
penalty , of Rs. 20 lakhs on that party." 



226.  The Ministry of Finance in a written note furnished the 
details 3f the case which are reproduced in Appendix VII. 

2.27. The Committee wanted to know whether penal action for 
the withdrawal of bonding facilities was not taken against this 
company which was found guilty of fraud. A 'representative of the 
Ministry of Finance deposed during evidence, 

"Withdrawal of bonding facilities would mean cancellation 
of the licence. " 

2.28. The Committee enquired as to whether they have ever 
considered prosecution in such cases. The representative stated: 

'Prosecution can be considered only after adjudication s ~ d  
that is being considered in consultation with the Law 
Ministry." 

229. The representative further- informed the Committee that 
the Company had filed an appeal against the order of the 
adjudicating officer. On enquiry as to whether the amount was 
paid before the appeal was filed, the representative stated. 

"The Appellate authority has the discretion to stay the re- 
covery of penalty. The duties have been paid but not 
the penalty yet." 

2.30. The Committee were informed that prosecution had been 
initiated against high officials, namely, Vice President, General 
Manager, Manager, Marketing Operator, Terminal Superintendent 
and Area Engineer of MIS. Caltex (India) Ltd. and the report of 
the C.B.I. was still awaited. 

2.31. Elucidating the procedure, the Secretary, Ministry of 
Finance deposed :- 

"Apparently, the practice is to go in first for adjudication 
proceedings and, thereafter it is open to the Department 
to prosecute or not to prosecute as the case may be, the 
reason being that if we reverse the sequence and start 
off with prosecution first, the papers would have to be 
handed over to the investigating authorities like the 
Police etc. and it would have been very difficult to 
carry on our revenue functions and also the adjudicat~on. 
Adjudication is not an estbppel to criminal prosecution 
afterwards." - --.- . --  



2.32. The Committee wanted to know as to why the Department 
could not go to the court and launch a case against them. The 
Secretary, Ministry of Finance explained:- 

"The point is that if you want to prosecute somebody, you 
have to stand the scrutiny, it has to be sustainable and 
one has to work within the four corners of the Crirni- 
nal Law. For this, i t  is better to depend upon a regular 
Police Investigating Agency such as the C.B.I. and 
it is far them to take up the investigation. They are 
an expert body and if they recommend prosecution, we 
prosecute them." 

2.33. The Committee regret to note that a public undertaking 
of the stature of Indian Oil Corporation resorted to debonding 
of oil tanks in the pre-budget months in the year 1970 to 1973 and 
derived what may be ternled unearned benefit to the tune of 
Rs. 28,32,734. There had been 13 cases of sueh speculative clearan- 
ces by the Indian Oil Corporation during the aforesaid periud 
and these covered all products, namely, motor spirit, furnace oil, 
superior kerosene oil. In the instant case, permission for debond- 
ing one tank of furnace oil was obtained by Indian Oil Corporn- 
tion in February, 1970 on the ground that the tanks were required 
for immediate emptying for the realignment of pipelines. The 
tanks were. however, actually got emptied only in March, 1970. 
Meanwhile, excise duties on these products were enbanced in 
the Budget of 1970 and the Oil Company derived an unintended 
and fortuitous benefit of Rs. 4.08 lakhs. Again on 21 February, 1973. 
the same oil company had one tank of motor spirit debonded 
with the permission of excise authorities and derived a benefit 
of Rs. 39,568 on duty increases in the budget that followed. During 
evidence the Chairman, Indian Oil Corporation himself admitted 
that "there was a feeling in the organisation that it was not illegal. 
That is why to show more profit in order to get the organisation 
running emiently in my opinion, they did that way." He further 
added "I personally do not have that feeling." This tras why 
he had directed the Managing Mrecbr stop this Practice. The 
Commfttee welcome the reactions at the Chairman of tihe LndPan 
Oil ~ocpOtation but at the same time d@re tirat meh m U y  
Impermisdblt practlce $ihoulil have cbntinued for qrbftt same time 

2.34. The Committee flnd that not only the Indian Oil Cor- 
Paratlh hut also ower Oil Companies, viz. Bunnsh Sfrell, ESSO 
and Calteh had' mmt&l to such daWddlhl ia ) r c W # e t  marths 
or d h n  Change frr &sty w& M to be nnla. WIdle in tlie 



m e  of Indian Oil Corporation the amount involved in the debond- 
ings in question was only Ra 39,568, and the total amount between 
1970 to 1973 was Rs. %,32,734, the amount involved during that 
period in respect of the other three companies (Burmah SheU 
ESSO and Caltex) was Rs. 54,76,764. The Committee would like 
Government to investigate carefully all cases of pre-budget debond- 
ings during the last five years and determine whether they in- 
volved any laps and adopt all appropriate measures. 

2.35. The Committee h d  that this mode of debonding oil tanks 
to avoid payment of higher duty rates subsequently foilowed by m 
oil installation was brought to the notice of the Central Board of 
Excise and Customs as early as August, 1970. It transpires that 
the Board had not taken adequate steps to prevent debondings of 
oil tanks just before Budget Day. The Committee would like to put it 
on record that if adequate steps had been taken the cases of loss 
of duty through debonding as reported above could have been 
avoided. 

2.36. The Committee note that according to the existing pro- 
cedure the tanks are debonded immediately on payment of 
duty on the oil contained therein but there is no compulsion to 
clear the oil stored in t l e  tanks. They learn also that the period 
between the dates of debonding and actual clearance ranged upto 
4 months. I t  appears also that most of the companies resorted to 
debonding on the plea of operational difficulties. The Department, 
however, seems to have no machinery to make sure that debond- 
ing was resorted to for genuine reasons and the gap between debond- 
ing and actual clearance was not wide. The Committee consider 
this very unsatisfactory and wish that strict watch is kept on such 
debondings so as to ensure that the practice is not abused. 

2.37. The Committee were informed during evidence that while 
there was no legal provision to ensure that the time lag between 
debonding and actual removal was not large and that the Oil 
Companies might not be deriving fortuitous benefits by speculative 
debondings, Government were seriously thinking of withdrawing 
the concession which permits the oil to remain stored in the 
same tank after payment of dutv. The Committee would like to 
know the action taken by the Government in this regard, since 
the current msition is unsatisfactory. 

2.38. The Committee learn that If the rate of duty is increased 
after such pavment and debandtngs, the Compmies are not liahlr 

' to pay &e difference in duty but that they charge the addiflonot 



levy Eran~ the consumer en removal of oil after the enhance-. 
ment of duty. This resalts w t  only "in evasion of excise duty a t  
higher rates and proAbdng by oil companies but also the 
deiraudisg of the censumers. The Committee would like Gov- 
ernment to make sure that all such contrived profits are taken 
fukky into account in relevant years for each of the oil companies 
for the purpose of determining and recovering corporate tax. 

2.39. The Committee wanted to know whether the provisions 
of the rule could, be so amended as to protect the consumer's interesa 
and the Secretary, Ministry of Finance stated during evidence: 
"We will certainly look into it . . . . We welcome your suggestions. 
They will certainly be examined." The Committee would like 
to know the result of the examination made by Government and 
the action taken or proposed to be taken in the matter. 

2.40. The Committee were informed that the provisions of 
Rules 224(3) of the Central Excise Rules are not invoked before 
the presentation of the annual budget because the restricted 
items can be taken as a clue by the trade as items likely to be 
affected by the Budget. Selective operation of the Rule is con- 
sidered. therefore, to lead to greater speculation and also to 
outright evasion. The Committee, however, note that even the non- 
operation of rule 224(3) has in fact led to specnlative activities 
before the budgetary changes or when changes in duty were made. 
The Committee have already recommended in paragraph 2.29 of 
their 12nd Report (1968-69) that the powers under Rule 224(3) may 
be invoked to impose restrictions on the movement of goods in 
pre-budget months. All that Government pointed out, however, 
after 9 vears is that the Ministry has come to a tentative conclusion 
that restrictions under Rule 224(3) are diBcult to operate. On 
the other hand, the Committee observe that on the occasion of the 
Supplementary Budget presented iq July 1974 the Miniistry of 
Finance invoked Rule 224(3), and in spite of difficulties the 
Ministry had felt that "it was worthwhile." In these circumstances, 
the Committee do not feel convinced with the argumemt advanced 
by the Ministry that the invocation of Rule 224(3) can be taken 
as  a clue by the trade of the items likely to  be affected by the 
Budget. They would like to reiterate their earlier recommendation 
and stress the desirability of invoking tbe provisioqs af Rule 224(3) 
invariably in respect of all commodities before the presentation of 
the annual budget so as  to ensure that no scope k left for specula- 
tiom or manipulation In any parttcalar commodity in antlcipatlon of 
the Budget. , 



2.41. I t  is further necessary to m x a a r i n e  $he rational of 
;yroviso to Rule 224(3) of the C-al Excise Rules which allows 
,clearance upto 150 per cent of the nwmal clearance in the month 
of February. The Mhbtry of Finance, regrettably, were not able 
to locate the file from which the Amendment under reference wis  
issued. They have merely coqjectured that the limit of 150 per cent 
was probably provided to take care of the vagaries of production 
(which might be affected by several factors such as strikes, lock-ouis, 
shortage of raw materials, breakdewns etc. during the course of 
the year) and also to ensure adequate supply of essential goods to 
the consumers at  all times, particularly because there is no provision 
for grant of relaxation in the sub rule. The Committee would re- 
commend the operation of Rule 224(3) to be examined with re- 
ference not only to oil but other commodities during the last 3 
years and ensure that no scope is left for speculative clearance 
or fraud. 

2.42. The Committee observe that one of the foreign oil com- 
panies (viz. Caltex Ltd.) applied for permission to debond their 
oll tank on 1st November 1973 and were granted the facility on the 
2nd November 1973, i.e. a day before the duties on petroleum pro- 
ducts were revised. The Ministry could detect the fraud but could 
only recover the duty that was payable. They have not becn able 
even to recover the penalty as the party is stated to have gone in 
appeal against the order of the adjudicating officer. The Minis- 
try's contention appears to have been that if the authorities chose 
to prosecute the fraudulent party first, the relevant papers had 
to be handed over to an investigating agency first and it would 
then have been dfdacult to carry on revenue functions, and that 
it was therefore preferable to go in for adjudication first in such 
cases. The Committee are distressed that Government seem not 
to be armed with prompt and legitimate powers to take action 
against companies found guilty of such patent frauds. Govern- 
ment could perhaps move on their own to withdraw bonding facili- 
ties and should adopt all appropriate measures for the instant re- 
covery of heavy panalties which would be a deterrent to such 
fraudulent practfces. 

2.43. The Committee learn from Audit that prosecution ha; a 
launched against Calter Ltd. and would like to be apprised of the 
results t h e r d .  



NON-LEVY OF DUTY 

Audit paluyruph : 

3.1. According to notification No. 74/63 issued in May 1963, inter- 
mediate petroleum products, falling under tariff item NO. l l-A and 
produced in refineries, are exempted from the whole of the excise 
duty, if used as "fuel" within the refinery for the production of other 
excisable products. 

3.2. On the strength of this notification, in a refinery, a petroleum 
product named "Intermediate Bitumen" was used as "fuel" without 
payment of duty from July 1965 lonwards. In May, 1969, the Board 
clarified that classification of the petroleum oils (including interme- 
diate products) was required to be made on the basis of the specifi- 
cations/descriptions laid down in the Central Excise Tariff. As a 
result, the above product which earlier conformed to the description 
under tariff item 11-A, was classifiable under tariff item 11. How- 
ever, no duty was collected on this resulting in a loss of revenue of 
Rs. 1,40,32,171 for the period from 1st May, 1969 to 16th December, 
1970. 

[Paragraph 22 (a) of C&A.G1s Report for 
1972-73-Union Govt. (Civil) Revenue 

Receipts-Vol. I-Indirect Taxes] 

3.3. The Committee learnt from Audit that Mineral fuel, lubri- 
cants and other petroleum products are categorised under tariff 
items 6 to 11C depending on their specifications and are liable to 
central excise duty a t  rates applicable to the relevant item. Asphalt, 
Bitumen and Tar are classifiable under tariff item 11 and the rate 
of duty is specified with reference to weight. Item 11A covers all 
residual petroleum products with a tariff rate of duty, which a t  pre- 
sent is 20 per cent ad valorem. Intermediate petroleum products 
~roduced and used as fuel within the refineries for the production or  
manufacture of other finished pet~oleum products were classified 
;lnd assessed to Central Excise duty under the different items 272. 
slope oil as diesel oil n.o.s., under item 9, burner fuel and interme- 
diate fuel components as furnace oil under item 10, intermediate 
bitumen as bitumen (bulk) under item 11 and reduced crude as 
petroleum produce n.0.s. under item ll-A. However. in structions 
were issued in the Board's letter dated 10-6-1963 that these interme- 
diate petroleum products should be assessed to excise duty under 



item 11-A (introduced with effect from 24-4-1962). Simultaneously, 
by issue of an exemption notification No. 74/63 dated 18-5-1963, these 
intermediate petroleum products produced in the refineries, classifi- 
ed under item 11-A as per the revised instructions of 10-5-63, if 
used as fuel within the refineries for the production of manufacture 
of other finished petroleum products, were exempted from whole of 
the duty of excise leviable thereon. 

3.4. In 1965 Government issued instructions regarding classifica- 
tion of petroleum products. I t  was explained then that mere con- 
formity to certain chemical tests was not to be the (only criterion but 
marketability too. Demands issued on intermediate products should 
be withdrawn it was stated. The question regarding the principles 
of classification of petroleum products viz. their marketability or 
uthcrwis- ~r - j s  farther review sometime in 1969 and the Board issued 
instructions in their letter F. No. 12/16/66-CX-I11 dated 1-5-1969, in 
consultation with the Ministry of Law that the products should be 
classified under the appropriate tariff item conforming to the speci- 
fications laid down in the tariff, irrespective of the fact whether or 
not they were known to the market and/or marketed as such. 

3.5. I t  was lobserved during the course of audit of M,s.  Burmah 
Shell Refineries, Bombay that the intermediate bitumen manufac- 
tared by the refinery and used within the factory as fuel for the pro- 
duction of other finished petroleum products was classified under 
item 11-A on the basis of Ministry's instructions dated 10-5-1963 and 
was exempted from payment of exzise duty under notification NO. 
74/63 dated 18-5-1963. This continued to be so treated even after 
issue (of Board's instructions dated 1-5-1969, though on the basis of 
the analysis report of the Deputy Chief Chemist on a sample tested 
as far back as in 1962 the product was classifiable under item 11. 

3.6. I t  was only later by issue of notification No. 180/70 dated 
17-12-1970 that exemption from payment of duty was granted in 
-cspect of all petroleum products falling under tariff item Nos. 6 to 
11-A, if used as fuel within the refinery for the production or manu- 
facture of other finished petroleum products. 

3.7. Explaining the background of the issue of exemption Noti- 
fication N:). 74/63 dated the 18 May, 1963, the Ministry of Finance 
stated in a note: 

"If the exemption was ncot granted, the refineries would have 
burnt crude oil which was not liable to duty andlor re- 
finery gas which was exempt from duty. The Adminis- 
trative Ministry (Mines and Fuel) had not viewed such 
a development with favour particularly when burning of 



crude oil would involve loss of foreign exchange. The 
position prior to 18-5-1963 and after the introduction of 
item No. 11-A from April, 1962 was that in some Collecto- 
rates intermediate products were assessed under item 11-A 
and in some others under tariff items 'like 9, 10 and 11. 
Thus there was no uniformity." 

3.8. During the course of evidence, the representative of the 
Ministry of Petroleurn & Chemicals deposrd, 

"the fucl used in refineries are in general gases which cannot 
be ntherwise used or marketed normally. Apart of the 
fuel oil is also used because usuallv gas alone will not give 
su llicient fuel for operatin? the refinery. On certain 
nccasions. they may be ming some other material which 
thep cannot otherwise dispose off. Anything which can- 
not be disposed off as a refined product would be used in 
preference to something which can be sold." 

3.9. The Committee pointed out that undel- the exemption notifica- 
tion in May. 1'363 anv intxmediary product mcluding naptha or just 
short of motor spirit could be used as fuel. The Committee asked 
as to how the authorities could tolerate such a c~lossal  waste of 
material most of which is impcrted and also the loss in excise ddty. 
The Financc Secretary stated du: lng the course oi' evidence : 

"The greatest safeguard here ~ o u l d  be. in my opinion. the 
economics and profitable operation of the refinery. 
Obviously, a pcrson or a company, which is running a re- 
finery is not going to use as fuel the stuff which is market- 
able at a hiqher price and to that extent. they will certainly 
be using the material which jc of low value. I would 
further submit that the prices of the various petroleum 
p~oducts are fixed more or less by the Government. and 
at present these have been fixed on the basis of the recom- 
mcndation of the Shantilal Shah Con~mittee. There is 
another Comnlittee which is going into this matter now. 
What they will do is I think, that they w ~ l l  take into 
account the price of the crude and fix those of the related 
p r o d ~ ~ c t s  allowing a reasonable return and assulning that 
the refinery is operating in a fairly economical manner. 
Now, if they are going to misuse some of these products, 
then the entire econom~cs of the refinery would go wrong. 
Further, I would submit that if we were to charge heavy 
excise duty on these particular intermediaries. then the 



entire economics of the refinery itself would go wrong. So, 
it is not correct to say that the material which is being 
used within the refinery as fuel should be subject to the 
levy of these high excise duties." 

3.10. The Committee pointed out that it was not only the question 
of economics of a refinery that should be taken into account but the 
needs of the country also should be given higher priority. Most of 
the crude oil was imported. The country was wasting its foreign 
exchange and heavy excise levies b,y using the oil products as fuel. 
The Finance Secretary replied: 

"I do not think that the economics of the refinery and the over- 
all public interest are very much a t  variance. We can get 
that checked up by the Ministry of Pet~oleum and Chemi- 
cals.'' 

3.11. The Committee suggested that even so Government should 
try to issue guidelines as to what are the intermediate products that 
can be used and a notification embodying this could be issued for 
Excise purposes. This would increase the revenues. The Finance 
Secretary replied: 

"This may not be particulary necessary because the market 
values  of the products would be such as to ensure that 
only the useless and unmarketable stuff is being used as 
fuel. I do not think that refinery would go out of the 
way and defraud public revenue and thereby inflict losses 
on themselves.. . . I t  is not my intention at  all to say that 
technical innovation cannot be introduced. . . . . I t  is in the 
interest of the refinery itself to try and market stuff of 
high values and products of high value rather than to use 
it was fuel. By and large, it is our feeling that material 
they use as fuel is something which cannot be used or 
marketed to better purpose otherwise and to that extent 
their interest and our interests more or less coincide." 

3.12. The Committee desired to know whether Government had 
examined the economics of using these products as fuel. In a note 
the Ministry ,of Finance stated. 

"Although the question of economics of each of the products 
utilised as fuel by various refineries in the country was 
not considered specifically, was, however, considered in a 
general way before issuing exemption notification No. 
180170 dated 17-12-1970. In this connection an extract from 
a note dated 14-6-70 furnished by the Ministry of Petro- 
leum and chemicals is reproduced below: 



'To put the whole thing differently, the refinery must use 
some fuel to process the crude oil and manufacture 
goods which attract excise duty. Like all other indus- 
trial units, it chooses a fuel which is either the cheapest 
nr the most economical or which cannot be blended into 
a marketable product or even if i t  conforms to the  
specifications of a marketable product, i t  cannot be sold 
to  outside parties for lack of an outlet, and therefore, 
has to be burnt within the refinery in the larger interests 
of avoiding a reduction in refinery output, or  its even- 
tual shut-down due to the building up of an untenable 
non-marketable stream. Therefore in the larger in- 
terests of the refineries Operation at optitmum levels 
and the country's needs for different products, a certain 
inevjtablc streim that throw themselves up in their 

operations h a w  got to be disposed and their use as refinery 
fuel will often be the only way of their disposal, irres- 
pective of their excise classifications. 

I n  view of the above difficulties, it is iecommended that t h e  
exemption classification may be amended to cover all such 
streams derived from petroleum crude when used as fuel 
within the refinery limits." 

3.13. The Committee desired to know the petroleum products 
that were used as fuel in the refineries in the country. The Ministry 
of Finance stated in a note that: "Refineries are located in the 
following Collectorates: Cochin 'Madras/Patna/Shillong/Bombay and 
Guntur. Reports received so far are as under:- 

Guitltir : --Cal!t.x Kefinery a t  Visakhapatnam. 

( i )  Fuel Oil (High Visocity) (ii) refinery gas (iii) coke and 
(iv) naptha distillate. 

Madras:-Madras Refineries Ltd. 

MIS. Madras Refineries use only 'plant fuel oil' as fuel in 
their refinery. Plant fuel oil is reported to be in solid 
or semi solid form , a t  natural temperature. 

Bombay:-Burmah Shell & Hindustan Petroleum Corp. Two 
refineries a t  Trombay-Intermediate bitumen, interme- 
diate fuel component. refinery gas, reduced crude. 

Shillong : -Two Refineries-Digboi and Noonmati High Speed 
Diesel Oil, Diesel Oil (M-NOS) and light Diesel oil cok- 
ing fuel and refinery gas. 



Cochin : -Cochin Refineries Ltd. 

Tapl?ed  educed crude), refinery gas and raw naptha 

Patna: -M/s. I.O.C. (Refmery Division) 

Refinery gas and reduced crude." 

About the practice in other countries, the Ministry of Petroleum 
& Chemicals stated that "due to economic reasons, the refineries in 
other countries are also expected to use heavy ends mostly besides 
gases available." 

3.14. In reply to a question whether the so called intermediate 
products could not be further processed to produce new products the 
Ministry of Finance replied: 

"Many of the interme&ate products are in fact further pro- 
cessed to produce finished petroleum products." 

Raw Naptha is used as fuel in Cochin refineries. The Committee 
asked whether this raw naptha did not have an outlet in the country. 
In a note the Ministry stated: 

"Bombay:-Raw Naptha is also used in the manufacture of 
fertilisers, methanol and petrochemicals. Raw Naptha 
was used as fuel in petrochemical refineries during initial 
stages but the practice was discontinued singe 9/72 Raw 
Naptha in such cases bore concessional rates under Noti- 
fication No. 13-4/66 dated 23-4-1966 as amended. 

Madras:-Madras Refineries Ltd. do not use raw naptha as 
fuel in the refinery for production of petroleum products. 
Raw Naptha has got an outlet for manufacture of fertili- 
sers. 

Raw Naptha is not used as external fuel in petrochemical re- 
fineries or factories. Raw Naptha is used as fuel in the 
manufacture of processing of steel etc. and will be charge- 
able to concessional rate of duty at Rs. 500 per kl. under 
Notification No. 186172 as amended. 

Patna: -No raw naphta is used as fuel inside the oil refinery 
Whatever naptha is produced in this refinery is cleared 
out to different L5' and L6 licensees and certain portion is 
despatched for defence purposes. 
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Shillong:--Raw Naptha is not used as fuel,,in any af the re- 
fineries. In Digboi refinery until end of 1974, qntire raw 
naptha was used as motor spirit after treatment with 
chemical additives. From Nov. 1974 small quaptities of 
raw naptha is being issued for use as feedstock for pro- 
duction of fertilisers. 

Cochin: --Raw Naptha produced in refineries is mainly issued 
for use in fertilizer manufacture and a portion issued for 
use in the manufacture of petrochemicals on payment of 
concessional rates of duties under Chapter X procedure. 
Only a small portion known as visbreaker raw naptha 
which is highly unsaturated generally unfit for other uses 
is consumed as fuel within the refinery. 

Guntur-Caltex Refinery use raw naptha also as fuel, besides 
tother intermediate products. Raw Naptha is not cleared 
for use as fuel in other factories. I t  is, however, cleared 
for manufacture of fertilisers at concessional rate of duty 
under Notification No. 187/61 dated 23-12-1961. During 
1970-71 quantity of raw naptha used as fuel is 2748.232 MT 
valued at Rs. 273845, 1971-72 quantity of 2211.719 MT 
valued at Rs. 229801 and during 1972-73 Nil." 

3.15. Refineries in Assam use high speed diesel oil as fuel. The 
Committee asked whether this oil was not. readily marketable. The 
Ministry of Finance replied : 

"In Shillong Collectorate High Speed Diesel oil is cleared and 
is readily marketed." 

3.16. The Committee desired to know whether any of the products 
11sed as fuel in refineries was so used in neighbouring petrochemical 
~ndustries and if so could not excise duty be charged on such fuel. 
In a note the Ministry of Finance stated: 

"The Products used as fuel in refineries are in general light 
gases and liquid fuels usually heavy liquid fuel. Petro- 
chemical industries also generally use heavv liquid fuel, 
for example fuel oil. Generally, light gases are not avail- 
able to petrochemical industries except for gases produc- 
ed during the operation of petrochemical units. As in  re- 
fineries, if such gases cannot be put to better alternative 
uses, they are used as fuel by the petrochemical industries. 

Fuel used in refineries is free of excise duty. However, fuel 
used by petrochemical industries is charged to duty when 
such fuel is bought from outside sources." 



3.17. The Committee asked whether the refinery would bear 
excise duty if they were to get fuel from outside. The Ministry of 
Finance replied in a note: 

"Yes, the fuel obtained from outside would pay the appro- 
priate basic and additional excise duties. However, as 
the payment of duty on fuel would increase the cost of 
production, the difference between such increased cost 
and the ceiling selling prices would be less than what i t  is 
now and which is mopped up in the shape of additional 
excise duty. Therefore, the recovery of duty on fuel oil 
used by refinery resulting in increased production cost may 
eventually affect the revenue from additional excise 
dutiesm 

3.18. The Committee asked whether the pricing of petroleum 
products took into account the fact that the refineries were using 
duty free fuel. In  a note the Ministry of Finance replied:- 

"Under the pricing arrangement in force since 1961 (including 
the current arrangement based on the Oil Prices Com- 
mittee report of October 1969) the basic ceiling selling 
prices of bulk refined petroleum products are fixed by 
Government on the basis of 'import parity' on the recom- 
mendations of the various Pricing Committees set up from 
time to time. 

The formula recommended by OPC and accepted by the Gov- 
ernment takes into account refineries own consumption, 
loss in refining etc. On the question whether we are 
taking into account the fact that refineries use duty free 
fuel, it may be mentioned that since the products used by: 
the refineries are generallv of non-standard specifications 
and are not in a position to be economically marketed. 
there are no real revenue implications." 

3.19. A statement showing the total crude oil run in each refinery, 
percentage of fuel consumed and percentage of losses in fuel during 
the year 1970, 1971, 1972 and 1973 furnished by the Ministry of 
Prtroleilm and Chemicals at the instance. of the Committee is repro- 
duced at Appendix VIIT. It would be seen there f r x n  that the per- 
centages of refinery fuel varied from one refinery to another. While 
the average consumption was about 4 per cent in Burmah Shell, it 
was 6.5 per cent in the case of Caltex, 12.5 per cent in Assam Oil 
Company and ranged from 7 per cent to 10 per cent in case of various 
refineries of Indian Oil Corporation. 



3.20. During the course of evidence, the representative of the 
Ministry of Petroleum & Chemicals stated:- 

"In regard to fuel and losses, we went into it in great detail 
last year. We had also to do so especially to answer 
certain questions in the Parliament and we h;,d to make 
a comparative study of our losses and our fuel consump- 
tion as compared to other refineries abroad. Our study 
indicated that our refineries, by and large depending on 
the design and the type of crude used and the type of pro- 
ducts produced, compare very well with the refineries in 
other countries. Recently we invited a team of Russian 
experts to visit our refineries. They went rbund Barnuni 
and Koyali refineries which were built with Rumanian 
and Russian collaborations. We wanted them to tell us 
whether we can improve our fuel consumption and our 
losses. They have just left the country a few days ago. 
They have made certain remarks which have been looked 
into f ( ~ r  implementation. Their view was that we are doint: 
well and there was not much we could do." 

3.21. The Committee desired to have note showing the remarks' 
suggestions made by the Russian team. Extracts from the note re- 
ceived from t h ~  Ministry of Petroleum and Chemicals are reproduc- 
ed below: 

(a) to achieve higher fuel economy. 

2. The conclusions reached after the visit of the Soviet speci- 
alists have been recorded in the form of record not of dis- 
cussions. These discussions were held at the three refin- 
eries and also at the Head Office of I.O.C. at New Delhi. 

3. IOC themselves have been conscious of the need to reduce 
refinery fuel and losses and improve the product pattern. 
Technical Audit Cells have been functioning in each of the 
three refineries with a view to achieve fuel economy, im- 
prove pmduction pattern and reduce losses. The Technical 
Audit Cells have been playing an extremely useful role 
and have achieved considerable results. The discussion 
with the Soviet specialists was only to supplement the 
effort that was already being made by IOC in the direction 
of reducing losses and improve production. 



4. Brief details of the discussions held a;nd the suggestions; 
made by the Soviet specialists are given below: 

(i) Economy in fuel consumption:-To achieve increased 
fuel economy in the Indian Oil Corporation refineries, 
various suggestions and schemes have been developed 
by the IOC engineers themselves. These were discus- 
sed in detail with the Soviet specialists. Most of the 
suggestions made by the IOC engineers were accepted by 
the Soviet specialists. The Soviet specialids suggested 
modification in the existing burners as well as installa- 
tion if necessary of a new type of burner which has now 
been developed in USSR. 

They also suggested some change in the operations of thc steam 
distribution system which will help to reduce steam con- 
sumption." 

* * * * 

3.22. The Committee also desired to have a copy of the Report 
a b u t  the comprehensive study made by the Ministry of Petroleum 
& Chemicals on the losses in fuel consumption as compared to the 
refineries abroad. The Ministry of Petroleum and Chemicals fur- 
nished a note which k annexed as Appendix IX. Relevant extracts 
from the note are reproduced b:~lox:. 

"There has been a marginal increase in the total refinery fuel 
and losses during the period 1960-72 though the "losses" 
have fallen and "fuel" has gone up. A maj~or cause of 
this has been the increased complexity of the later plants 
and the manufacture of lubricating oils in India especial- 
ly in the Barauni and Madras refineries. . . . . .The use of 
coal as refinery fuel has also been under consideratian. . . . 
Unfortunately, the  designs of the existing boilers in re- 
fineries are such that they cannot be easily converted from 
oil to coal firing without large investment . . . . .Neverthe- 
less, w e  have recently taken a decision to go in for coal 
firing also in the captive power station attached to the 
Mathura refinery.. . . . .The Managing Director, Indian Oil 
Corporation (Refineries and Pipelines Division) has re- 
cently written to all the refineries stressing the need to 
exercise maximum care in the use of energy and to achieve 
savings by improving operations and the maintenance 
schedules. The Technical Audit Department in the T.0.C. 
(Refineries) which have been existing for the past few 
years are in charge of this effort and they are being suit- 
ably strengthened!' 



3233. m e  Cornmiwe regret that Government appear not to have 
bl&B able b appreciate the ~ u & t  point of view that since the Board 
Had by an order issued 51 l h y  1969, clarified that clasdfic-ttion of 
WtPolelim oils (including intermediate products) was required to  the 
made on the basis of specifications laid down in the Central Excise 
Rules, the mid products which had earlier conformed to the des- 
cription in tariff hem 11A were to be classified under taritl Item 11. 
It is clear that duty was therefore payable in the instant case till 
17 December, 1970 when full exemption from payment of duty was 
granted in respect of all petroleum pr~ducts  under tarilS items 6 
to 11 if used as fuel, The economics of using the intermediate pro- 
duct as a fuel or marketable product are not strictly relevant from 
the revenue angle, once such product was liable to duty according tu 
classification during the aforesaid period. 

The representative of the Ministry of Finance seemed to suggest 
that since the recovery of duty on fuel oil used by the Refineries 
would result in increased production cost and eventually affect the 
revenue from additional excise duty, i t  was fair that such fuel oil 
was exempted from excise duty. But when the Committee asked a 
specific question whether the pricing of petroleum products took in- 
to account the fact that the Refineries were using duty free fuel, 
he mentioned that "since the products used by the Refinerfes are  
generally of non-standard specifications and are not in a position to 
be economioally marketed there are no real revenue implications." 
If the likely loss of revenue to the extent of Rs. 1,40,32,171, as point- 
ed out in the present case is kept in mind, the revenue implication% 
of the case are certainly not inconsequential, as the Finance Ministry 
appears to imagine. The Committee would like this aspect of the 
use of intermediate products as fuel to be kept seriously in view. 

3.24. The Committee have a feeling that Government appear a t  
present to be rather complacently expecting that the Refineries 
would. on their own, not use as fuel, products which could give 
better revenue after certain processing operations. The represen- 
tative of the Ministry of Mnance had stated that in his opinion the 
economic of the refinery and the overall public interest was not a t  
variance. In spite of it, however, the Committee find that no speci- 
Re study in depth had been made from the 'revenue' .point of view 
in regard to each of the products allowed exemption from duty. 
with the result that one cannot be sure if any of such products could 
not be converted by the refineries into better revenue earning items. 
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The Committee are concerned to learn that different petro- 
leam products are used as fuel in various Refineries in the country. 
For example, Refineries in Assam are reported to be using as fuel 
high speed diesel oil which is easily marketable. While agreeing 
with the Ministry that in the interest of 'operation a t  cptknum 
levels' and the country's need for different refinery products, cer- 
tain inevitable streams that throw themselves up in their opera- 
tions have got to be disposed of and their use as refinery fuel is an 
easy way of their disposal, the Committee fell that some criteria 
could be devised so that such products as can be marketed should, in 
general, not be allowed to be used as fuel. The Committee recum- 
mend that the economic of each of the intermediate products used 
as fuel in the Refineries be examined by experts with a view to as- 
certaining whether they should be refined or processed for something 
better than fuel to be consumed. In the context of the present high 
cost of crude, this issue takes an additional importance and a sound 
decision would also safeguard the interests of revenue. 

3.25. The Committee note from the information furnished by Gov- 
ernment in regard to the fuel consumed in various refineries and 
the percentage of fuel losses during the year 1970, 1971, 1972 and 
1973 that the percentage of fuel consumption varied from one re- 
finery to another by about 4 per cent to 12.5 per cent. The Com- 
mittee also learn that a team of Russian experts visiting the various 
refineries had studied inter alia the question of improvement in fuel 
consumption and of reduction in costs. It appears that they suggest- 
ed modification in the burners as well as the installation, where 
necessary, of a new type of burner developed in USSR. The Com- 
mittee would like to know of the action taken by Govcnment on 
these suggestions and the results, if any, achieved in fuel efficiency. 

3.26. A Study conducted by the Ministry of Petroleum and Che- 
micals reveals that there was a marginal increase in the total con- 
sumption of refinery fuel during 1960 to 1972, and that while the 
amount of loss showed some decline, the trend was still disquieting. 
The Committee were informed that instructions had been issued 
to all Indian Oil Corporation refineries by the Managing Direc- 
tor (Refineries and Pipelines Division) to effect economy in fuel con- 
sumption by improving operations, and that action was also being 
taken to strengthen the Technical Audit Department in the I.O.C. 
(Refineries) to tone up such efforts. The Committee would like to 
know precisely the outcome of these exercises. 



3.27. The Committee stress that the feasibility of using coal in- 
stead of petroleum-based fuel in the existing Refineries may be sys- 
tematically examined and where found practicable implemented as 
per a time bound programme. The Committee would like Govern- 
ment to ensure that in the expansion of existing Refineries and the 
setting up of new Refineries coal instead of petroleum-based fuel 
may be used tn the maximum extend possible, so that scarce petro- 
leum stock could be put to best economic use. 



NON-LEVY OF DUTY-MINERALS OILS 

Audit Paragraph: 

4.1. By virtue of a notification issued by the Central Government 
on 23rd December, 1961, 'raw naphtha' intended for use in the rnanu- 
facture of fertiIi*sers became liable to excise duty a t  5 per cent ad 
valorem. With effect from 7th May, 1971 the rate of duty was 
changed to Rs. 4.15 per kilolitre a t  1 5 ° C  In  one collectorate the 
quantity of 'raw naphtha' issued by a licensee for the manufacture 
of fertilisers was determined on the basis of tank wagon measure- 
ments instead oS dip measurements of the calibrated storage tank of 
such oil, which resulted in non-levy of duty on the quantity issued 
in excess as ascertained by dip measurement. The duty involved 
on 337.231 kilolitres thus escaping assessment amounted to Rs. 3,43,807 
for the period 1st April. 1971 to 28th January, 1972. 

4.2. This loss of revenue having been pointed out by audit in 
March 1972, the department issued a notice of demand to the licen- 
see on 9th November, 1972, for duty amounting to Rs. 5,62,887 for 
the perlod 30th March, 1971 to 17th July, 1972. Though the question 
of levy of duty on tank wagon measurement instead of on dip re- 
cordings of storage tanks was referred by the Assistant Collector of 
Central Excise concerned to the Collector in August 1971, the latter 
gave a clarification only in February 1973. Reply of the Ministry is 
awaited (March, 1974). 

[Paragraph 22(b) of C. IV A. G.'s Report for 1972-73--Union Gov- 
ernment (Civil). Revenue Receipts-Volume I, Indirect Taxes.] 

4.3. MIS. Indian Oil Corporatlon. Rajbandh under the Collec- 
torate of Central Excise, West Bengal issued Raw Naptha to MIS. 
Fertiliser Corporation of India, Sindri and to M/s. Fertiliser Plant, 
Hindustan Steel Ltd.. Rourkela. I t  was noticed in audit that duty 
was 1evit.d on the quantity determined on the basis of tank wagon 
measurements and not on the basis of dip measurements O F  the cali- 
brated storagc tanks. That is to say, the quantity of oil removcd 
was determined with reference to the dip measurements of the 
wagons after filling up, insted of determining the quantity on the 
basis of dip readings of the bonded tank (from which the  oil is 



pumped out)-before and after the operation. The quantity on 
which duty was levied on the basis of tank wagon measurements 
was found to be lesser than the quantities ascertained on the basis 
of dip measurements of calibrated tanks. Consequently the quanti- 
ty issued in excess escaped assessment to duty. 

4.4. The Committee learnt from audit that the Accountant Gene- 
ral Central, Calcuttg in his letter dated 11th July, 1974 had stated 
that total amount of non-levy for which demands had been raised 
works out to Rs. 9,25,776 for the peri,od Erom 30th March, 1971 to 
28th Februar, ,  1973. 

4.5. Describing the procedure followed in determining the yuan- 
tity of mineral oils for assessment, the Ministry of Finance stated 

"The following procedure has been prescribed generally in 
para 99(c) of Supplement on Motor Spirit, Kerosene Oil 
etc., to determine the quantity of minera!. ojls for assess- 
ments: 

In cases where only a part of oil in a storage tank is to be with- 
drawn the manufacturer should state the quantity of oil 
to be transferred into another tank wwon used for the 
storage of du ty  paid Oil. The factory Officer will seal the 
outlet valves of the receiving tank, take the dips of the 
storage tank if it contains motor spirit untitlsed t3 wastage 
allowance, remow the seals from the outlet valvcs of the 
storage tank and permit the requisite quantitv of 3il to be 
withdrawn therefrom. After the withdrawal is compiet- 
ed he will seal the inlet valves of the receiving tank wagon 
and the outlet valves of the storage, gauge the contents of 
the storage tank and then prepare a dip statement." 

4.6. When asked as to whether this procedure was followed in 
the case referred to in the Audit Paragraph, the Ministry of Finance 
replied in the negative. 

4.7. Explaning how and when the irregularity came to the notice 
of the Department and what action was taken when it came to their 
liotice. the Ministry of Finance stated: 

"The Indian Oil Corporation, Rajbandh were supplying raw 
naptha under bond at concessional rate through tank 
wagon to fertiliser plant of HSL, Rourkels and Fertiliser 
Corporation of India. Sindhri. Since there was a diffe- 
rence in quantity between the calculation based on the 
dip differential of storage tank as shown in clearance do- 



cuments and other based on dip measuremcnt 'of tank 
wagons, the consignee viz. HSL found i t  difficult to get 
the rewarehousing certificate from the local Central Excise 
Officers. The procedure of tank discharge was changed 
to tank wagon dip system. However, the procedural dil1i- 
culties are reported to have been discussed by local oili- 
cia] of the I.O.C. with the local Central Excisc. Inspectui 
in April, 1971. The change came to the n ~ t i c e  of Supdt. 
of' Central Excise incharge of the installatlcln on 1st Ju1,~-,  
1971. Th? asscssee was also advised by the Supdt. of 
Centr,al Excise Durgapur to stop the practicr of payilig 
duty on the quantity ascertained by dip measurement uf 
tank wagons on 1st July, 1971. In  nwan timc the 
Assistant CoXt:ctor 01 Central Exc~sc.  Burdwan made 
a rcfercncc to the  Collect~~r seeking order in this 
regard on 4th August, 1971. The Assistant Collectol-, BUY- 
dwan nrris advised on 17th February 197.1 t o  follow tile 
procc~dure of calculation o!' the quantity of oil issued cln 
t h e  ha+ of dip rnca:;u~.emcnt of stor~jin tank. On tnc 
basis of this order, the Assistant Coll[~tol- dccidcd t ? x  
matter in the show cause noticc on 24th July, 1973 and 
the assessee -6as as l i~d  to pay the amol.~nt of dill'crcntial 
duty." 

4.8. Demands on accc,int of short levy related to  the p c ~ ~ o d  F1.i 

30th March, 1971 to the 17th July, 1972. 

4.9. The Assistant Cc!lector ol' Central Excisc:, Burdu.an sought 
a clarification only on the 4th August, 1971 even though substantial 
duty was involved and the Collector furnished the clarification only 
in February, 1973. The Committee asked for the reasons for delay 
at each stage. In a note, the Ministry of Finance stated: 

"As already stated * * " * * * the change in procedure canw 
to the notice of Supdt. Central Excise incharge of the in- 
stallation in  July 1971 and there was some correspondence 
between the Asstt. Collector and Collector seeking clarifi- 
cation that duty is to be charged on the basis of tank 
discharge system. The Collect,or of Central Excisc, West 
Bengal wrote to Collector of Central Excise, Patna on lGth 
September, 1971, to intimate the practice prevalent at 
Barauni. Reply from Patna Collector was received by 
CCE, West Bengal only in January, 1973 after four remin- 
ders issued between 26th September, 1972 and 10th Janu- 
ary, 1973. On 17th February, 1973, on the basis of practice 
prevalent a t  Barauni, CCE West Benqal confirmed pre- 



sumption of Assistant Collector, Burdrvan that duty 
should be charged on the basis of tank discharge system. 
Prior to 26th September, 1972 no reminder was sent by 
CCE, west  Bengal to CCE Patna. 

The Collector of Central Excise, Patna has admitted that the 
matter was lost sight of and was agaln taken up on receipt 
of 2nd reminder from CCE, West Bengal on 12th January 
1973. There has n3 doubt been laxity a t  t m  level of Divi- 
sional Officer for not reminding the Collector of West 
Bengal for about a year and Collector's office for not re- 
minding the CCE, Patna and CCE, Patna's ofice for not 
sending the rcquislte-information " 

4 10. Describing the act im taken for these delays anti lapses, the 
Minlstry of Flnancc stated that "the Collector o l  Central Excises, 
West Bengal and Patna have warned the erring officers to be 11701~ 

careful in future." 

4.11. In another note the Ministry of Finance stated: 

'Correct produrc was fdluwed prior to 30th March, 1971. 
A wrong practice was adopted by I.O.C. Rajbandh from 
30th March, 1971 on their own considering their procedural 
difficulties. Range Officer directed I.O.C. Rajbandh on 
1st July, 1971 to stop the wvong practice. Demand for 
differential duty on Dip difference between tank ;ragon/ 
tank lorry and storage tank was raised upto 
5/74. Practice of determination of quantity on the basis 
of dip reading of the tank wagon,/tank lorry continued 
upto 5#/74. Storage tank discharge system was resorted 
from 6/74." 

4.12. The party in this case had gone in appeal and according t o  
the latest position communicated by the Minis tq  of Finance, "the 
rnsr has since bcen decided rejecting the party '5 appeal. " 

4.13. The Committee observe that according td the procedure in 
logue raw naptha on removal for use in the manufacture of fertili- 
cers is liable to duty on its quantity as determined on the basis of dip- 
~.eadings of the bonded tanks from which the oil is pumped out. The 
('ommittee are distressed to find that Central Excise authorities 
deviated from this normal procedure, with effcct from 30 March 
19 '3 ,  and the quantity of raw naptha sunplied bv India Oil 
Vorporation, Rajbandh was determined on the basis not of dip read- 
ings but of tank wagon measurement inspite of .%sistant collector, 

r 



.iBurdwan having advised bn 17 February 1W3 t'o ioliiw the correct 
earlier procedure. Tbis resulted hi ah esc r twkn t  6k &uty fnvolv- 
ing &. 9,25,776 for the peritdl &Obi 38 Mgirch 1031 t6 28 February 
1973. 

The matter was referred by the Assistant Collector of Central Ex- 
cise and Customs, to the concern& ~ o l l e c b r  in August, 1971 but the 
latter rbplled only in February, 1d73 that the du t i  b a s  to be charged 
on the basis of tank dischdrgk *stein and not tank wagon dip 
system. The Committee deprecate tk;e peculiar dilatoriness of the 
Collector who took 1 year tb offer this simple clarification. Had 
the matter been accorded the desired attention and attended to 
expeditiously, the present short levy could have been avoided. 

The Committee cannot help expressing their deep dissatisfaction 
Over the perfunctory manner in which this matter was pursued by 
the local excise ofRcers and the different Collectors. The Commit- 
tee are not satisfled with the mere warning said to have been issued 
by the Collectors of Central Excise, West Bengal and of Patna to the 

x erring officers. 

4.14. The Committee understand that the party had gone in 
appeal against the demand and the same has been rejected. The 
Committee would like to be apprised of the state of the recovery of 
the demand. 

4.15. The escapement of duty due to the wrong method of mea- 
surement adopted by the Central Excise authorities at  Rajbandh, as 
a result of which less oil was shown in the tank wagon also raises 
the question of the whereabouts of the oil which had escaped 
assessment. According to the dip measurements test. a higher 
quantity of oil appears to have been removed from the bonded tank. 
The Committee wish that the whereabouts of the oil whlch escaped 
assessment may be investingated and the lapses, if any, either on 
the part of the excise staff or the staff of the two public undertak- 
ings, Indian Oil Corporation and Fertiliser Corporation, be fixed for 
appropriate action. 



LOSS OF REVENUE BY GRANT OF UNINTENDED 
CONCESSION 

Audit Paragraph: 

5.1. Strawboard and millboard, produced inainly in small scale 
units had been enjqying certain excise duty concessions from 
November, 1956. By a notification issued on k t  March, 1964 slab 
exemption was granted on strawboard and m~llboard cleared by 
factories in a financial year, exempting the iirst 125 metric tonnes 
from excise duty. At the same time, with a view to stimulating 
production of paper in the Third Five Year P l m  period, duty relief 
was allowed to new units and to existing units which had expanded 
their capacity, by issue of another notification dated 1st March 
1965. However, certain factories availed thems~ivcs of the conces- 
sions under both the notifications concurrent!y. This unintended 
benefit was s top~ed by Government by issue of a notification only 
on 1st March, 1966 under which factories producing strawboard and 
millboard were prevented from enjoying both the concessions con- 
currently. 

5.2. There was consequently a loss s f  revenue of Rs. 1,55,731 in 
respect of three factories which enjoyed this unintended concession 
from April 1964 to March, 1966. 

[Paragraph 32 of C. & A.G.'s Report for 1972-73, Union Govern- 
ment (Civil) Revenue Receipts-qol. I-Indirect Taxes.] 

5.3. The factories that got this un-intended benefit were: 

(1) M/s. Chandigarh Paper Board Mills, Chandigarh. 
(2)  MIS. Mysore Paper Mills, Bhadravat~. 
(3) M/s. Punalur Paper Mills, Punalur. 

5.4. During the course of evidence, the representative of the 
Ministry of Finance deposed: 

"The double benefit has accrued to the small sector, not the 
large sector. The sequence of events was like this. There 
were certain slab concessions to small mill board and 
straw board manufacturers, and then later on as part of 
the budget proposals of 1964, we gave certain concessions 
to paper manufacturing units irrespeotive of their size. 



These additional concessions were intended for new units 
and also to units which were in existence before, but 
whose capacity was expanded after a specified date." 

5.5. The Finance Secretary added: 

' 'It  appears to me, both these two nctificatiuns viz 35/64 
which gave some exeinption on tho first 125 metric tonnes 
and the second one viz. 35/64 also dated 1st March, 1964 
which gave exemption based upon the period were issued 
on the same date and I think it would be very hard to 
believe that the same Department i::s[il~g these two noti- 
fications on the same date with corsecutive serial number 
were not awaw of these two notificaticns gomg out and I 
think i t  was a part of the general intention to give effect 
to both these exemptions. This concession though unin- 
tended was allowed to continue." 

5.6. Explaining the objective behind these excmptions in a note 
submitted subsequently. the Ministry of Finar?ce statcd 

"Objective of the concession was to ~ i v c  i isc~l  support to the 
smaller units manufacturing straw-board and mill-board 
which are the cheaper types of boards- In this connec- 
tion a copy of Ministry's comments ~n the Draft Para 
No. 35/72-73 (Audit Para 32/72-72; ind~cating therein the 
circumstances under which concessions in respect of straw 
board and pulp board were made in the Budget proposals 
of 1966 is reproduced as under.-- 

"Un-intended concession referred to ahove, is admitted. How- 
ever, the extent of the concession pointed out by the con- 
cerned three Collectorates is set gut below:- 

C llect r f C .I:. Cochin . . Rs. 4,oro.78 
C llect r f C.E Rarga'ore . . Rs. 4.757  37 
C 1Ie:r r of C I Chandip~rh I<\. 1,;1,9q<. 22  

( f  r the peri d 64-65 & 
65-66) 

The reasons for difference in amount stated in the Audit Para 
read with C. & A.G.'s letter No. 1255-Rec. A/189/73/CE. I11 dated 
12th June, 1974 in respect of Chandigarh Collvlornte i.; being further 
looked into and correct position is being ascertained. 



The circumstances under which budget proposals of 1966 in res- 
@ect of straw board and pulp board were made are as follows:- 

(i) Almost fmm the very beginning exemptiron had been 
granted by executive notifications to certain specified 
quantities of straw-board and mill board as a measure of 
fiscal support to the smaller units. However, it was deci- 
ded in November, 1963 to freeze the concessional rates 
applicable to straw board and pulp board to only such of 
the factories as were already in existence, as had been 
done earlier in the case of certain other escisab!e comino- 
dities e.g. map and paints and varnished, etc. Conse- 
quently new units which came into existence after 9th 
November, 1963, were not entit!erl to the then existing 
lower effective rates for the. first 2500 tonnes of straw 
board and pulp board, including grey board, taken toge- 
ther. This step was taken to prevent any tendency to 
fragment existing units and to discoura$e setting up of 
small size units which dependec! main!y on this type of 
t a x  differentiation. 

'(ii) The concession was further reviewed at the time of 1961 
Budget. Slab concessions available separately for straw- 
board and pulp board were combined. quanttm of con- 
cession was reduced from 3000 to 2500 tonnes and effec- 
tive rates of duty were stepped u;. The concession was, 
however, made applicable to all units irrespective of their 
output. 

'(iii) With a view tso stimulating production of paper and paper 
board ta attain self-sufficiency during the Third Five Year 
Plan, it was further dedded at  the time of 1964 Budget 
that duty relief should be given to new units and expand- 
ed capacity of older units for a period of three gears at 25 
per cent, 20 per cent and 15 per cent of duty during first 
year. second year and third year respectively. 

(iv) The net effect was that the new comer was placed a t  a 
disadvantage vis-a-vis the manufacturers who went into 
production before 9th November, 1963. As the ccst of 
~roduct ion of new units was hiyher. dlte to higher capital 
c o ~ t ,  that the cost of production of old units, it was neces- 
sary to rationalise the scheme of slab concession so as to 
improve the competitive position cf new comers. 

1965 LS-5. . . 



(v) It  was also observed that such of t l ~ e  factories which went 
into production between 1st April? 19iil and 9th Novem- 
ber, 1963 were getting an un-intccded benefi; in-as-much. 
as they got two concession viz., the lower rate of duty 
for the first 2500 tomes of their prsoduction of straw and 
pulp boards, and again another conces~ion of 15 per cent 
reduction in duty on such boards available to all units 
which had commenced production betweer1 1st April, 1961, 
and 1st March, 1964. This double concession, therefore, 
gave them an undue advantage anii ~t was proposed to ex- 
clude the 15 per cent concession intended ~ r imar i l y  for 
new units set up under adverse circui-nstances in the Third 
Plan Period. " 

5.7. In reply to a question as to why this un-intended concession 
was continued for so many years, the Ministry of Finance stated: 

"The need for fiscal support has been felt all through and the 
concession is being retained with suitable adjustment/ 
modification from time to time." 

5.8. In 1963, it was decided as a matter of policy to freeze the con- 
cessional duty for straw board and millboard. The Committee desired 
to know whether this policy did not put the new units to be set up 
at  a disadvantage. The Ministry of Finance replied: 

"This step was taken to prevent fragmentation of existing units 
and to discourage mushrooming of small sized units which 
depended mainly on tax diflerentiation. I t  was perhaps 
not intended to place the new units at a disadvantage and 
the step taken was purely an anti-fragmentation measure." 

5.9. When asked whether this acpect was examined at that time, 
the Ministry of Finance replied: 

"The relevant file is not traceable. However. attempts are be- 
ing made to locate the same." 

5.10. Explaining the additional concessions granted in March, 1964 
and the objectives behind these concessions, the Ministry of Finance 
stated : 

"As a part of 1964 Budget proposals two concesnions were given 
vide notifications No. 33/64. and 34/64. The concessions 
were- 

(i) relief in duty to the extent of 5 naya paise per Kg. for 
paper containing not less than 50 per cent bagasse in the 
form of pulp (intended to encourage unconventional 
raw material $or paper manufacture) ; 



(ii) relief in duty leviable m paper and paper boards manufac- 
tured in newly established units or expanded capacity of 
existing units. Duty relief for a period of three years at  
25 per cent, 20 per cent and l5 per cent of duties during 
the 1st Year, 2nd Year and 3rd year respectively. (This 
was intended to stimulate production of paper and paper 
boards; to attain self sufficiency during the Third Plan 
period) ." 

5.11. Explaining the concessions granted on account of the en- 
larged production, the Ministry of Finance state: 

"For all p a p a  factories existing immediately before 1st March, 
1964 whose production capacity has been enlarged and 
brought into operation on m- after the first March, 1964, to 
the extent such production was attributable to the enlarge 
capacity, the extent of exemption was fixed at 25 per cent, 
20 per cent and 15 per cent of the duty leviable in the 1st 
year, 2nd year and 3rd year respectively (vide notification 
No. 34/64 dated the 1st March, 1964)." 

5.12. The Committee desired to know the effect of freezing the 
concessions on the industry as a whole. The Committee also desired 
to know whether the Directorate of Inspection was directed to go into 
the working of the concession.; when these were announced in 1964. 
In a note the Ministry of Finance replied: 

"No information is readily available on these questions as the 
available records do not show any study having been made 
on thc effect of freezing the concessions, or the working of 
the concessions announced in 1964." 

5.13. The Committee asked as to what was the normal procedure 
followed wher: duty ccnc~ssions were granted with specific objects 
in view and whether any review was undertaken at some interval. 
The Ministry of Finance replied: 

"The duty concessions under exemption notifications came up  
for ad hoc review." 

5.14 The Committee asked whether the notifications current were 
reviewed at the t,irne of every budget and if so, how could the Govern- 
ment elcplajn the continuance of the double concession even after 1965 
budget. The Ministry of Finance replied : 

"All current exemption notjfications issued under the rule 8(1) 
of the Central Excise Rules are not reviewed at the time 
of every budget. In the present case, appamt lp  the noti- 
fication did not come up for review at the time of 1965 
Budget." 



5.15. When asked how the Government came to know about this 
unintended benefit and why it was not stopped immediately, the 
Ministry of Finance replied: 

"The exact date on which the Deptt. came to know that certain 
factories were availing the concessions under both the 
Notifications 34/64 and 35/64, is not known. Reference to 
such fact occurs in the note of Secretary, Central Board of 
Excise R Customs dated 18-11-65 of Board's F. No. 8/127/65- 
CXVI/ 2. Note dated 19-8-65 of the file (8/14/65CXVI) 
indicates that reports had been called from the Collectors 
of Central Excise in the matter. As such, it can be 
presumed that Board noticed this in the second half of 1965. 
Rectification, after due study, was carried out in early 
1966. 

It, however, appears that restricting d a b  exemption In respect 
of straw board and mill board to old units was a deliberate 
antifragmentation measure to prevent break up of existing 
units to multiply benefits. Such antifragmentation 
measures were also taken in respect of several other com- 
modities like soap, paint and varnish, matches etc. The 
concession to new units or to who enlarge their capacity 
on or after 1-3-64. was primariiy meant tc compensate the 
mills for the higher capital cost involved in setting up of 
new mills or enlarging the existing capacity. The conces- 
sion, however, was intended fur paper and was only inci- 
dentally applied to board. 

I t  was. however, apparent that slab concession to old u n ~ t s  and 
cmcession for new units or for enlarged production capa- 
city were mutaually exclusive. While the slab concession 
with the antifragmentation clause was intended to protect 
the existing small units of straw board and mill-board. the 
concession to new units or for enlarged prcduction capacity 
was intended to compensate rising capital cost for setting 
up  new plants. I t  was perhaps thought that old units 
would not be eligble for concession given to new units. 
The advisability of giving preferential treatment to existing 
small units vis-a-vis the new units also in the small sector 
waq independently examined and in the case of paper, the . . 
antifragmentation clause was deleted in 1966 vide Notlh- 
cation No. 67/66 dated 30-4-66. Subsequently i t  came to 
notice (the exact date is not available) that old units were 
also entitled to and availing of the concession meant for 
new units." 



5.16. The Committee desired to know whether there was any other 
factory which enjoyed the un-intended benefit even beyond 1-41966 
and if so how it haa happended. The Ministry of Finance replied: 

"Informati~n received from all the Collectorates reveals that 
only in one Collectorate viz. Collector Central Excise, 
Bangalore the concession was enjoyed beyond 1-4-66, 
details are given as under: 

hl/s. Tungabhadra Pulp & Board Mills Ltd. availed of the con- 
cession under notification No. 34/64 and 35/64 concurrently 
upto 12-12-67, the amount involved being Rs. 1,43,749.37 for 
the period 10-4-66 to  12-2-67 The jurisdicational Assistant 
Coll~ctor passed an Grder-in-Original dated 29-1271 
demanding payment of the duty involved. The party went 
in a2peal against the Assistant Collector's order-on-original. 
The Appellate Collector of Central Excise Madras, allowed 
the appeal on the ground that the demand was time barred. 
The issue was. thereafter referred to the Govt. of India 
as a fit case to be taken 11p in review under Sec. 36(2) of 
the Central Excise and Salt Act, 1944, in view of the 
substantial amount of revenue involved. The Ministry 
issued show cause notice to the party on 23-2-74 and the 
case is pending decision before the Government of India. 

M Is. Tungabhadra Pulp & Board Ltd. commenced production 
in Dec. 64. Hence, they were not availing of exemption 
under column 4 of table annexed to Notification No. 163165. 
Accordingly, the amendment made by Notification 24/66 
was of no significance to this unit. When Notification 
No. 68/66 dated 30-4-66 was issued amending Notification 
No. 163165 so as to exclude straw board and Mill-board, 
this unit was affected and hence the concession should not 
have extended beyond 30-4-66." 

5.17. The Committee desired to know about the fiscal concessions 
given to boost up the production of paper under Central Excise Act. 
In their Note the Ministry of Finance stated: 

"To encourage setting up of new paper mills and to increase 
production of various categories of paper and paper boards, 
a t  present the following two concessions are a v a i l a b l e  
(i) paper mills which commence manufacture on or after 
1st April, 1973 are given relief to the extent of 15 per cent 
of the effective basic duty leviable on the difFerent cate- 
gories of paper and paper boards. (The exemption is not 
applicable to certain specified varieties of categories of 



paperboard namely waxed paper, pol-ntheme coated 
paper, polyethene coated boads, corrugated boards, straw 
boards and mill boards) (ii) To encourage expansion of 
mills existing immediately before 1st April, 19'73, the pro- 
duction capacity of which has been enlarged and brought 
into operation on or after 1st April, 1973, such production 
which is attributable to the enlarged capacity is exempt 
irom duly leviable thereon to the extent of 15 per cent. 
(This concession is applicable to factories where the total 
quantity of paper all sorts othei than straw boards and 
mill-boards produced in the preceding financial year does 
not exceed 30,000 metric tonnes). 

5.18. The Committee asked whether any study had been rrlade a s  
to the total exemption and concessions given to the paper industrv 
as a whole to find out the margin of profit that is available to this 
industry. The Ministry of Finance replied in the negative. 

5.13. The Committee note that the Government issued two noti- 
fications on the 1st March, 1964 regarding the grant of certain 
exemption/concessions' 'in duty 'to straw-board, pip-board, and 
paper-board units. By notification No. 35/64. slab concession rates 
of duty were levied for the first 2500 metric tons of the straw- 
board and pulp board cleared by factories in a Rndncial year. This 
concession was allowed to factories which were working on 
9.11.63 in order that any tendency towards fragmerrhtien of ex- 
isting units could be prevented by the setting up of small-size 
units which depended mainly on this type of tax differentiation 
could be discouraged. Through the other notification No. 34/64. 
Government gave duty relief to new units and a h  the expanded 
capacity of older units for a period of 3 years, a t  25 per cent. 20 
per cent and 15 per cent of duty during the first, second and 
third year respectively, so that the production of mper  and paper 
boards could be stimulated and self-sufficiency expedited during 
the Third Five Year Plan. 

The Committee are concerned to learn that the units in pro- 
duction prim to 911-1963 which enjoyed tho concession con- 
tained in notificatioa No. 35/64 were also allowed the cloncessions 
detailed in notification No. 34/64 which were meant primarily to 
compensate the new earners in the field on account ot  the higher 
cost invohed in setting ag new miHs or for the enhwgement of 
tkeir existing capacity. This shows the lack of care on the part of 
the am- concerned in not having examined, in  the beginning 
itsert, aH the aspect& of the case, with the -1% that losses 



have accrrredl to Government, because of the unintended benefits te 
. a d &  k p~oduction f m n  9 November, 1963. 

L20. The Pact that concessions were availed of by certain manu- 
&acturws under both the notifications came to the notice of the 
Governanent oaly in the latter half of I=, and the posttion could 
Be rectified ka X966, by which tfane considerable revenue was 
denied to Government by way of duty. 

This unintended benefit occured because at  the time of the 
1965 Budget this notification was not reviewed. The Committee 
were earlier given to understand that "during formulation of 
the budget proposals from year to year tariff rates, both statutory 
as well as those fixed, under exemption notifications are kept under 
review with a view to determining whether any changes are neces- 
sary or not." [Para 1.80 of 80th Report (Fifth Lok Sabha) refers . 
The Ministry have now stated that all current exemptions under 
Rule 8(1) of the Central Excise Rules are not regularly reviewed 
at the time of every budget. The Committee would like to Le 
informed whether there has been any recent shift in the procedure. 
The Committee would also invite the attention of the Government 
to aaragraph 1.25 of their l l l t h  Report (4th Lok Sahha) and sug- 
gest that all operative exemptions should be invariably reviewed 
at budqet time both from the noint of revenue and from the ad- 
ministrative angle, so that any lacunae might be removed and 
revenue augmented. 

5.21. The Committee are distressed that Government have not 
conducted anv study about the impact of the exen~ption and 
concessions granted apparently ad hoc to the paper industry from 
time to time. The Committee recommend that before the ques- 
tion of anv such exemption/concession is considered there should 
be a thorough study of the issue and especially of the revenue im- 
plications. The Committee also urge that adequate statistics about 
the impact of such concessions/exmptions are maintained for pur- 
poses of such study and of ~er iodic  review of the uosition. 

5.22. The Committee would like to draw attention to its recom- 
mendation made in para 1.246 of their l l l t h  Report (4th Lok 
Sabha) to the effect that the Central Board of Excise and Customs 
should review the existing arrangements for drafting of notifica- 
tions and entrust work in this regard to ofecers with a legal bsck- 
mound and a thorough understanding of the Central Excise Law. 
The Ministry of Finance intimated in their Action Taken note ctn 
27 January, 1911 that the question as to how best the existing 



system could be impreved in the light of the observations made 
by the Public Accounts Committee was being examined in con- 
sultation with the Ministry of Law and the decision with arrived 
a t  would be intimated to the Committee. The Committee had made 
the recommendation more than fiwe years' earlier and feel that 
the mistake of the type noticed in the instant case could have been 
obviated if their recommendations had been implemented. The 
Committee desire that conclusive action shodd be taken an. their 
recommendations without any further delay. 



GRANT OF REFUND ON NYLON YARN 

Audit Paragraph: 

6.1. Synthetic yarns are assessable to Central Excise Duty a t  
specific rate on the basis of their weights. In respect of filament yarn 
the rate of duty depends on the denierage of such yarn, the higher 
the denierage, lower is the rate of duty. 

6.2 A factory manufacturing nylon yarn of different deniers, was 
also making crimped nylon yarn out of such manufactures. Crimping 
involved stretching the basic single yarn and making i t  zig-zag with 
another such yarn and thereafter giving a twist to it. The factory 
had been clearing crimped yarn of 76,90,100 and 105 deniers under the 
nomenclature C6/2,90/2, 10012 and 105/2, deniers. Assessment was 
made an the basis of 76, 90, 100, 105 deniers. The party had, how- 
ever, contended that the assessment should h on the basis of 152, 
180, 2 0  and 210 deniers, respectively. 

6.3. The claim of the factory was rejected by the Assistant 
Collector and on appeal by the Collector of Central Excise concerned 
on the fol!owing grounds: 

( i j  by their own declaration in the case of sample forwarded 
for test the deniers were 76,90.10 & 105, 

(ii) duty is attracted a t  the time of manufacture and not 
clearance: 

(iii isincs crimped yarn fetches higher price, there is jl~stification 
in assessing it as for single yarn: 

(ill) the Chemical Examiner's report is that the assessment 
should be made on the basis of single yarn. 

6.4. The factory thereupon went in revision to the Government 
of India. The Government of India ordered reassessment conceding 
the claim of the assessee on these facts: 

(i) t,hat the export and drawback incentives are based on the 
denierage of the resultant yarn; 

(ii) the opinion, of the Chief Chemist of the Department who 
was consulted druing the healing and afterwards was not 
acceptable. 



6.5. Consequently, the Department granted a refund of Rs. 1.37 
.crores for the period from 1st January 1970 to 16th June 1972. This 
.also resulted in a fortuitous benefit to the manufacturer, as the duty 
paid at the higher rates had already been passed on by the manufac- 
turer to the consumers. 

[Paragraph 34 of the Report of the Comptroller and Auditor 
General of India for the year 1972-73, Union Government (Civil), 
Revenue Receipts, V,olume I, Indirect Taxes.] 

6.6. In this case J. K. Synthetics Ltd., Kuta, had been manufactur- 
ing nylon yarn assessable to Central F;xcise Duty under tariff iterr1 
18. The yarn manufactured was of different deniers 76 d. 90 d, 100 d 
md 105 d. Out of such yarn, the factory was also manufactur~ng 2 
ply crimped yarn. This process involved heating the single yarn to 
high temperature (200") when the yarn crimps to zig-zag shape and 
thus gains elasticity. One yarn is made in 'S' shape and the other 
yarn of same denier is made in 'Z7 shape and thereafter the two are 
twisted together to make the final 2 ply crimped yarn which has 
sufficient elastic property for being used in hosiery mainly for manu-, 
facture of socks, sweaters, etc. While the yarn was assessed to duty 
on single yarn basis, the factory was paying duty under protest and 
claiming assessment on the basis of denierage of the 2 y1y crimpt d 
yarn. Thus while the actual assessment of 76 d crimped varn of 2 
ply was done on the basis of duty rates applicable to 76 d, the factory 
was claiming it to be of 152 d and asked for assessment at  lower rate 
of duty applicable to 152 deniers. Thus for the yarn of deniers 76, 
90, 100 and 105 the factory claimed assessment as for 152, 180. 300 and 
210 deniers. This claim of the factory was rejected by the Assistant 
Collector of Central Excise, Kota and the Collector of Centra! Excise, 
Delhi on appeal. 

6.7. According to the Ministry of Finance, the factory 'started 
manufacturing nylon filament yarn in the month of March 1962 and 
started crimping in the same month'. 

6.8. The Committee wanted to know as to how the factory had 
declared the yarn .to the Excise authorities. The Ministry of Finance 
stated in a written note: 

"In all the Central Excise records, i.e. A.R.Is. and Gate Passes 
this product (yarn) of the factory had been shown as syn- 
thetic yarn with its denierages. In Col. 5 of A.R.Is. i-e. 
'description of goods with tariff classification' and in Gate 
Passes Against item No. 4, i.e. 'Description of excisable 
gob&', If has been declared as 'synthetic yarn (90 
denier) '." 



6.9. The Committee enquired how the crimped y a m  is masketed 
i n  trade parlance. The Ministry of Finance stated in a note: 

"The description given in the Gate Pass is like Polyamide 
Nylon Yarn 222 x 2 P crimped. 222 denotes the denierage 
of the resultapt yarn and 2 P denotes the number of plies. 
However, local market enquiries made a t  Delhi reveal that 
the technical name given to crimped yarn is 'Texturised 
Yarn'. In common parlance it is known as crimped/ 
stretch yarn. The manufacturers sell this yarn as crimped 
yarn. Crimping is dme on single filament yarn as well as 
after doubling of filament yarn." 

6.10. At the instance of the C,ommittee, the Government furnished 
the following Information in regard to the normal uses of single yarn 
and crimped yarn: 

"Uncrirnped single yarn is used in the testile industry for 
weaving of fabrics. It is also used for manufacture of 
Tyrecord, Parachutes, Fishing Nets and Ropes. Crimped 
yarn, on the other hand. is mainlv used in hosiery industry 
though i t  is also used for weaving of fabrics and sarees, 
like Georgette where better feel effect and stretch effect 
are required." 

6.11. On an enquiry whether the single yarn and crimped yarn 
could be treated as identical. the Ministry of Finance stated: 

"The uncrimped single filament yarn and crimped yarn can- 
not be said to be identical or same goods as they are known 
in the market to be different goods and their uses are also 
different, though both are yarn in the generic sense." 

6.12. The Committee desired to know the instructions issued by 
the Government as regards the stage of levy of excise duty on 
synthetic yarn prior to February 1973. In a note, the Ministry of 
Finance stated: 

"No special instructions as to the stage of levy on synthetic 
yarn were issued by the Government prior to 22-2-1973 (the 
date when the clariiication was finally issued)." 

6.13. However, according to Audit, the Central Board of Excise 
and Customs issued instructions vide letter No. 12.119j57-CX-111 
dated the 3rd March 1958, that the stage at which yarn should be 
taken as manufactured for excise purposes, is the stage before it 
is sent for weaving or sizing. 



6.14. The Committee desired to know as to how the crimped yarn 
was assessed to duty earlier and whether the Collector had made 
any reference to Board as to how such yarn should be assessed. 
The Ministry of Finance stated: 

"The crimped yarn was assessed to duty on the basis of the 
basic single yarn denier from the very beginning. No 
reference from the Collector as to how crimped yarn 
shlould be assessed appear to have been made to the 
Board." 

6.15. The Committee wanted to know the date when J.K. 
Synthetics Ltd. filed the petition, the authority who took the deci- 
sion thereon and the person who represented the factory. During 
evidence, the witness stated that J.K. Synthetics Ltd. field re- 
vision petition on 23-7-1970. The case was decided by Shri. . . . . . 
Joint Secretary in-charge of Revision Applications on behalf of 
the Government. The witness added: 

"It appears that three hearings were given. The first was 
on 27th of December 1971. Person hearing was fixed on 
6-1-72, but the actual hearing was given on 7-1-72. The 
case was again heard on 6-3-72. I am sorry-one date 
was 22-2-72 when the case was fixed for hearing. It was 
adjourned as the hearing did not materiallse. Three 
hearings were fixed but actually there were only two 
hearings which were heard." 

6.16. In a note furnished subsequently, the Ministry of Finance 
stated that the revision orders were issued on 29-5-1972. 

6.17. The Revisionary Authority in his final orders, intm alia, 
stated: 

"(i) The Government of India observe that there is no doubt 
thht ordinarily the petitioner's declaration does count, 
legally it has also to be established whether a tax is 
due and the conditions for the levy of such tax have been 
f ulfllled. 

(ii) I t  is a well established principle that while legally the 
goods become liable to duty on production, the rules 
provide that the date of. determination of duty is the 
date of removal of goods from the factory. This is 
evident not only from Sec. 4 of the Act which requires 
the assessable values to be determined as at  the time 



of removal of goods, but also from Rule 9 and 9A which 
deal with the clearance of goods from the place of pro- 
duction and the determination of the rate of duty and 
tariff valuation in the case of goods cleared from a fac- 
tory is the date of removal of such goods from such 
factory. 

jiii) Crimped yarn falls under item 18 itself, and IS, there- 
fore, assessable in the same manner as the single straight 
yarn, at the time of clearance from the factory on the 
basis of the denier of the yarn in the form it is presen- 
ted for clearance. And the denierage of such yarn has 
to be determined according to the standard methods 
available. There is no stipulation in these methods 
that in the case of. crimped yarn, either single or plied 
yarn, this denierage would be the denierage of the 
single yarn. As for the argument based on the price 
factor, even if it were in principle, it will not be correct 
in law to go behind the intention of a particular tariff 
item. An assessment can only be based on the language 
of the tariff as it exists. 

~(iv) The conventional description followed in the grade only 
show rhe particulars of constituent garn(s), the num- 
ber of filaments and twists etc. ostensibly to help those 
who manufacture further goods, to judge the suitability 
of the yarn in all its aspects; and it is not the resultant 
denier of the yarn as such. Consequently a declaration 
of the denier of basic single yarn on the part of the peti- 
tioners is not adequate to conclude that the assessment 
should be based on the denier of the basic single yarn." 

6.18. One of the grounds on which the Revisionary Authority 
gave the decision in favour of. the factory was that the export and 
the drawback incentives were based on the denierage of the re- 
sultant yarn. The Committee asked how it was relevant to the 
levy of excise duty. The Customs duty was on the goods in the 
final stage in which they were imported or exported whereas the 
excise duty was levied when the goods were first manufactured 
irrespective of how they were used later within the factory or out- 
side. The Member, Central Board of Excise and Customs replied: 

"It is embarrassing and difficult for me to answer this. This 
is a quasi-judicial order, based on what was the evidence 
led before the deciding authority which is not known to 
me." 



6.15. According to the information furnished 'by the Ministry 
of hnance,  the Chlef Chemist was consdted .on 8-3-1972. A copy 
of h ~ s  opin~on is reproduced a t  Appendix X. The Committee asked 
when onc? the opmion of the Chief Chemist was &tamed what 
was the necessity for consulting the Deputy Chief Chemist. The 
Ministry of Finance replied in a note that: 

'There is no hard and fast rule on this matter. Technical 
authorities concerned are consulted as necessitated by 
circumstances of each individual case." 

6.20. The Committee asked about the present position of the 
order 3f the Revisionary Authority aftel- the issue of clarificatory 
instructions. During evidence, the witness stated: 

"The order still holds the field. We have only taken correc- 
tive action to see that there is no loss of revenue. The 
instructions were issued on 22-2-1973." 

6.21. When asked what instructions were issued, the witness 
replied : 

"The instructions broadly say that duty should be collected 
at the stage of clearing the filament yarn. I t  is a dis- 
tinct stage. The filament was marketed as such. There- 
fore, for the excise duty we have clarified the moment 
the filament ,yarn is manufactured and is in a condition 
to be removed either for sale or manufacture of other 
commodity, duty should be collected a t  that stage and 
not postponed t 3  a later stage of crimping." 

6.22. Subsequently these instructions were further clarified by 
the Board in their circular dated 22-2-1973 and 21-5-1973 which are 
reproduced as Appendices XI and XII. The Committee asked as 
to what was the occasion and need for issuing these instructions. 
The Ministry of Finance stated: 

"In the Revisional Order No. 843 dated 29-5-72 in the case 
of J.K. Synthetics Ltd., Kota, it was held that assessment 
of multiple fald c r i m ~ e d  yarn should be on the basis of 
the calculate3 denier by multiplying the number of plies 
with the denier of the basic single yarn. In Kanpur Col- 
lectorate Modipon Ltd. were manufacturing multiple fold 
nylon filament yarn { c r i m ~ e d  yarn) on which duty was 
being recovered on t h e  basis of denier of the basic single 
yarn. After issue of the above order in revision, they 



approached the Collector of Central Excise, Kanpur re- 
questing for assessment of their goods on the basis of the 
decision contained in the said order-in-revision. Since 
the order-in-revision had no gene& ap&cation the Col- 
lector approached the Board for clarification before 
acceding to the request of Modipon Ltd. The matter was 
examined further and the position was clarified in the 
said circular dated 22-2-1973. Since prior to 22-2-73 duty 
was not being charged on single ply filament yarn be- 
fore it was taken for crimping e t ~ .  and as such, it escaped 
assessment, ~o l lec to rs  were advised to raise demands 
on all single ply filament yarn taken for crimping in the 
past." 

6.23. Subsequently the Ministry of Finance wrote: 

"On the basis of order-in-revision, the Assistant Collector. 
Kota granted a refund of Rs. 1,36,78,459.10 to the party 
and this has been paid. The 1,efund was received by the 
company during Sept./Dec. 1972." 

6.24. The Committee were also informed by the Ministry of Fin- 
ance that after the issue of clarification on 22-2-1973. Modipon Ltd. 
were not allowed final assessment at lowei rate. The company filed 
a writ petition in the Delhi High Court and got a stay order. The 
arrears for the period September 1972 to May 1974 amounted to 
Rs. 57.47.982.59 and were mounting further pendinr decislon by the 
High Court. 

6.25 Tnstructions were issued by the Board on 21-5-1973 to the 
Collectors to raise demands for the past per~ods also (prior to 22-2- 
1973) in respect of duty levied as for crimped yarn instead of as  for 
single filament yarn. The Committee asked as to what was the addi- 
tional duty liability of J. K. Synthetics Ltd., as a result of these 
demands. The Committee also asked whether this differential duty 
had been paid by the factory. The Mlnistry of Finance stated: 

"A show-cause notice demanding an amount of Rs. 4,16,89.116.5'i 
for the period from 7-5-64 to 16-6-72 as differential duty on 
single filament yarn converted into crimped yarn was 
issued on 21-5-1974. Another show-cause notice has been 
issued on 12-2-1974 for demanding an amount of Rs 28,98,- 
I73 23 as duty on single filament yarn gone in waste while 
making crimped yarn during the same period. Year-wise 
details are awaited from the Collector. The differential 
duty has not been paid by the factory in view of Delhi 
High Court's stay order." 



6.26. In a subsequent note, the Ministry of Finance stated 

"Year-wise break-up of details of show-cause notice issued on 
21-574 for raising the demand amounting to 
Rs. 4,16,89,116.57 is as under: 

Quantity Duty  
cleared involved 

The Collector has since intimated that the said show-cause 
notice is for duty on single filament yarn cleared as two 
ply crimped yarn and not for differential duty as reported 
earlier." 

6.27. In their further note on the subject, the Ministry of Finance 
,stated : 

"On rechecking the Collector has reported that the correct 
amount of duty demanded on single filament yarn gone in 
waste while making crimped yarn during the period 7-54.1 
to 166-72 was Rs. 28.96,173.88 and not Rs. 28,98.173.28 or 
Rs. 28,98,173.20 as reported in Minis t r~; '~  letter of even 
number dated 17-2-75 and 25-3-75. The inconvenience 
caused is regretted. He has since furnished year-wise 



break-up of the said amount covered by show-cause notice 
dated 12-12-74 which is as follows: 

Period 
Amount 01 

duty 
on waste 

628. The Committect desired to h o w  how many other cases had 
- e n  considered by Shri.. . . . . . . . . . . . . .  Joint Secretaly in-charge of 
Revision appeals and orders thereon passed and in how many cases 
had .the Government found that the orders passed by him were 
erroneous and also in how manv cases the Govei-nn~ent had to resort 
to  corrective action. In a note. the Ministry of Fil~ance stated: 

"Apart from the case (Mis. J. K. Synthetics Ltd.), another 
case of Mjs. Bharat Carpets was found to be erroneous 
and corrective action was taken thereon. Facts are cn- 
closed as Appendix XITI." 

6.29. The Chmrnittee desired to know whether Government had 
any power tc, rcview an ordel passed by a Joint Secretary on a Be- 
vision Applicat~un prejudicial to revenue. so as to rectify the preju- 
cdicial order in the same manner as  powers have been given to Gov- 
ernment to rectify the orders of Collectors. The Committee a1.M 
desired to know whether Government should not be vested with such 
powers if it did not have them at present The Ministry of Finance 

' rrplied : 
"At present Government has no powers to review orders (pre- 

judicial to revenue) passed by Joint Secretary on Revision 
application. The question whether such a power should 
be acquired is under consideration." 

1965 LS-6 



6.30. During the course of evidence the Cormnittee asked what: 
were the basic qualifications for appointment of a Revisionary 
Authority. The Chairman, Central Board of Excise & Customs. 
replied : 

"The Government takes care that they should have adequate 
experience of excise and customs." 

When asked whether Shri. . . . . . . . . . . . . .  satisfied these norms, 
I he Chairman replied : 

"He was Senior Collector of' Customs. If vou like T' can get a 
note on his various poslings." 

6.31. Subsequently the Ministry of Flnance furnished the follow- 
ing written note. 

"The appointment of the post of Joint Secretary (Revision 
Applications) is made from amongst the stniol most 
officers of the Indian Custams and Central Excise Servjci: 
who have adequate background and ripe experience of the 
Customs and Central Excise. taxation laws and procedure 
and connected matters Sin?? the selectjon is rcstrictcd to 
the very senior ofiieers in the Geld who have acquired the 
necessary technical expertise over their long years oi SW- 

vice, no necessity has been felt of formally presci.ibing any 
other norms or guidelines. In  addition. the general r e - ~  
quisites for appointnient to posts under the Senior StafEng 
Scheme of the Government of India are followed. If any 
very complicated legal issues are involved in dealing with 
a revisionary case. the general issue that arises can be got 
clarified by the Ministry of Law whose function it is t o  
advise the various Ministries of the Government of India 

. . . . . . . . . . . . . . . . . . . . . . .  on legal matters. Shri fulfilled the 
requirements as indicated for this job." 

6.32. The Committee were kformed by  the Ministry of Finance 
that ce::tain serious allegations were made against the Joint Secre- 
tary (Revisinn Application) by a Supdt. of the Central Excise De- 
partmel~t. The allegations related inter uEia, to carrying on private 
business, ~wnning of a Cooperative Store, misuse of staff car. detail- 
ing of subordinate staff on private work. As a senior official of the 
Department was involved in these allegations, the then Finance 
Secretary called the explanation of Joint Secretary (RA). After 
perusal of the explanation. the then Chairman of Central Board of 
Excise and Customs ordered a preIiminarg enquiry by a Member 
(Centrh. Excise). In his enquiry report the enquiry officer concludkdi 



that thee was no material to support the allegation against the Joint 
Secretary (RA) from the vigilance angle. The matter was thereupon 
referred to the Central Vigilance Commission for advice. The Cen- 
tral Vigilance Commission in their advice observed that a recordable 
warning may be administered to the complaint for levelling allega- 
tions against a senior olficer without substantiating the same. Ac- 
cordingly a warning was issued to the complainant on 26th February, 
1970. 

6.33. During evidence the Committee asked how many Years 
Shri . . . . . . . . . . . . . . .  had before retirement when hc was appointed as 
Joint Swrctary, the Chairman, CRE&C replied: 

"Only a few months. Hy the time all the formalities were 
gone through and he was appoinkd, hc had only seven 
months." 

6.34. When asked as to haw he was promoted when he was near- 
ing the retirement, the Chairman replied: 

"I have gone through the entire file. All  I can say is that 
cwrythlng includmg the fact that he was going to retire 
shortly was fully considered a t  the level by the Finance 
Minister. This point was glaringly brought to his notice." 

635 The Committee pointed out that this particular officer was 
retiring shortly and also there had been an allegation againqt him. 
Thc Committee asked how In such circumstancc~s he was promoted 
The Chairman replied : 

"T would very respectfully s u b m ~ t  that if  a man's career is 
going to lx spoiled merely because somebody IS making 
an allegation against him even if ~t is not substantiated, I 
do not think that is correct. We do not go according to 
that. Here he had been cleared by the Central Vigilance 
Commission. All I am saying is that the Appointment 
Committee considered this case and the Finance Minister 
personally applied his mind and then they came to the 
conclusion that he could be given that post. This was 
finally cleared by the Appointment Committee in which 
the Prime Minister was a member." 

6.36. The Committee asked whether all the facts including the 
. . . . . . . . . . . . .  allegations made against Shri were presented to the 

Cabinet Subcommittee. The Chairman replied: 

"I cannot say off-hand, but I do not think so. Once certain 
allegations were made, an  enquiry had been conducted. 



When the Finance Secretary ordered the enquiry, he also 
went on record to say that in the light of the preliminary 
enquiry made by the Member, Central Excise, if there was 
suGcient case for a further enquiry, the case may be re- 
ferred to C.B.I. But in the light of the enquiry made by 
the Enauiry Officer i t  did not appear to  the Department 
that there was anything wrong in the conduct of Shri . . 

Hut still the matter was referred to the CVC 
and they came to the conclusion that the matter should be 
closed. So, once a matter is closed. I don't think the De- 
partment should take the initiative of opening 11 again in 
connection with ar. officer's promotion or appointment 
Moreover. the compl:iinant, who was still a t  Gwalior, did 
not choose to make a complaint till April, 1968 and in his 
own complaint he says that these allegations refer to the 
period 1961-62. That 1s to say, he wanted to have six long 
years to make thew. allegations and, again, he is supposed 
to have made them   hen he was ovcrlooked for CIass 1 
promotion." 

6.37. The Central Vigilance Commission has recorded thc follow- 
ing note in this connection : 

"The Con~mission agrees that the allegations agamst Shri 
. which have a vigilance angle, have not been 

established. The technical violation of Rule 19(3) of the 
Conduct Rules, referred to in paragraph 10 of the Enquirir 
Officers note may be ignored in the circurritances of this 
case. " 

. . . . . . . . . . .  6.38. At the time of the promotion of Shri .  ., the fol- 
lowing communication was address4 to the C.V.C. by the Ministry 
of Finance on 1-2-1969: 

"Please refer to C.V.C.s U.O. No. 8/93/68 V(I1) dated the 14.th 
January. 1969, under which the C.V.C. has agreed that the 

. . . . . . . . . . . . . . . .  allegations against. Shri .having a vigilance 
angle have not been established. They have further ad- 
vised that the technical violation of Rule 18(3) may also Ixr 
ignored. The Government is now considering the qua- 
tion of appointing Shri . . . . . . . . . . - . . .  as the Director of 
Inspection (Customs and Central Excise). Jn this capacity 
he will be the additional Chief Vigilance Officer in respect 
of offices subordinate to the Central Board of Excise and 
Customs. We request the C.V.C.s concurrence for appoint- 

. . . . . . . . . .  ment of Shri . .  .as Director of Ins-oection (Cus- 
toms and Central Excise)." 



6.39. The following reply was sent by the C.V.C on 3i-3-1969 to 
t4e Ministry of Finance: 

"Please refer to the correspondence resting with your D.O. 
letter Dy. No. 768-M(CX-K)/69 dated the 1st February. 
1969 addressed to the Secretary Central Vigdance Commis- 
sion regarding appointment of Shri .. . . . . . . . . . . . . . as 
Additional Chief Vigilance Officer. 

The Commission concurs in the proposed appoiatment." 

6.40. During evidence, the Committee asked about the name of 
the person who had represented J.K. Synthetics Ltd. in their Revi- 
sion application before JS (R) . The witness replied: 

"Shri N.L. Mehta represented the factory. He is a retired 
Collector of Central Excise." 

6.41. When asked whether Shri Mehta secured permission of the 
Government to practise as a Consultant Advisor, the Ministry of 
Finance stated in a note that: 

"Shri N.L. Mehta retired from Government service on 28-2-59. 
Article 531-BB of the Civil Service Regulations imposing 
restrictions on the setting up of practice by revenue ser- 
vice officers was notified on 25-2-65. Since the period of 
bar provided for in this article was only two years and a? 
this period was long past in the case of Shri N.L. Mehta, 
when this article was inoorporated in the Civil Service 
Regulations, there was no need for them to obtain per- 
mission of the Government for practising as a consultant 
adviser." 

6.42. The Committee asked in how many other cases Shri Mehta 
appeared before Shri . . . . . . . . and that was the outcome of such 
cases. The Ministry replied: 

"The recards are not maintained in a manner that would en- 
able this inSonnation to be readily given. There are a few 
thousand Revision Application every year and all the files 
dealt with by Shri . . . . . . as Joint Secretary (Revision 
Application) will have to be gone through to collect this 
information and this would obviously take a long time 
and considerable effort. An attempt was, however, made 
to go through the copies of orders that are readily avail- 
able, and no other instance has come to notice where Shri 
N.L. Mehta appeared before Shri . . . . . . . . for personal 
hearing." 



6.43. The Committee desired the Ministry of F'inance to check the 
last 1000 revision orders passed by the Joint Secretary (Revision 
Appeals) and find out how many cases were represented by the 
retired officials (Assistant Collectors and above) of the Department 
of Central Excise & Customs and furnish brief details of such cases 
including amount of duty involved, decision given including the duty 
remitted/enhanced, the date of retirement of these officers, the time 
gap between their retirement and first appearance for the revision 
appeals and whether these officers were given permission to do this 
job. In a note the Ministry of Finance furnished the following partl- 
culars: 

"Besides one thousand cases each in respect of Customs and 
Central Excise revision applicati.ons pertaining to year 
1974, 300 appeals have been scrutinised and the requisite 
information in respect thereof is given in Appendices XIV 
and XV." 

6.44. I t  would be observed from the particulars furnished (Ap- 
pendices XIV and XV) by the Ministry of Finance that out of 21 IF- 
vision applications in which the retired officers of the Customs and 
Excise Department had appeared on behalf of the petitioners, 9 re- 
vision applications were rejected by the Revisionary Authority and 
the remaining 12 appeals were fully or partially accepted. The brief 
particulars of these 12 cases are given below: 

Case Decision of the Decision of the 
No. Revisionary Authority -- Collector 

I 2 3 

I Imposed fines of Rs. 74,000 and Rs. 70,000 Remitted fine in full. 
. in a cases in lieu crf confiscation of g d .  

z Impwed fine of b. 65,500. Reduced the fine to Rs .6,500. 

3 Fine RB. I .  80 lakhs. Give benefit of doubt and allowed 
appeal. 

4 Pine of Rs. 60,200 in l i d  conAdon Reduced fine to Rs. 10,ooo. 
of goods. 

5 Fi.e of Rs. ZO,OOO jn lieu of confiscation Reduced the fine to Rs. 8,000 and 
t f gods  and penalty of Rs. 5,000. penalty of Rs. 2,000. 

6 Payment of duty and a fine of Rs. z,ooo/. Under the orders of tbe High Court 
the Board remitted the issue. 
Set aside the orders of Collect~r 
leaviug him a liberty to readjudicate 
the case wIth the princip!eu 
natural justice. 

7 Penalty of Rs. 2,oool. and confiscation of Orders set side. 
o .ds redeemable on payment of a 

%e of Rs. z,oOo. --- -- 



8 Penalty of Rs. I lakh and confiscation of Fine in lieu of confiscation reduced 
goods with an option for payment of s to RP. 20,000 and penalty re- 
fine of Rs. I lakh. duced to Rs. 20,ooo. 

9 Penalty of Rs. r lakh and of Ks. 28018.13. Penalty reduced to Rs. 25,000. 
Appeal otherwise rejected. 

10 Penalty of Rs. I lakh confiscation of goods Pine reduced to Rs. 17,500. Appcal 
with option to pay the fine of Rs. 35,000. otherwise rejected. 

'1 I Penalty of Rs. 4 .5  lakhs and fine of Rs. r e  5 Penalty reduced to Rs. 2.4 lakhs and 
lakhs in lieu of confiscation of goods. fine reduced to Rs. 40,000. 

Iz Penalty of Rs. 10,000 each on two pcrsons Orders on personal penalty set aside. 
and confiscation of goods. - ---- - . ---- ------.------ -- 

6.45. The Ministry of Finance did not furnish the complete de- 
tails required, particularly the date of retirement of the Customs & 
Excise Oficers appearing on behalf of appellants and the time-gap 
between their retirement and first appearance for appealdrevision 
appeals. However, from the statement of appeals (Appendix XIV) 
the Committee find that one retired officer (consultant) appeared in 
a case though he was refused permission to practice as he had held 
All India Jurisdiction as Director Revenue Intelligance before his 
retirement 

6.46. The Committee noted that according to the ruledorders 
followed in the Income Tax Department, a person formerly employ- 
ed as an Income Tax authority, not below the rank of Income Tax 
Officer, and who retired or resigned from such employment after 
hwing served for not less than three years in any capacity was not 
entitled to represent any assessee for a period of two years from the 
date of his retirement or resignation, as the case may be. During 
the course of evidence, the Committee asked why in order to ensure 
that the retired officers from the Excise & Custon~s Department do 
not abuse their previous position held in service by appearing for the 
appellants in the Departmental appeal and Revision cases, Govern- 
ment does not apply the Income-tax provisions to the Central Excise 
and Customs side also. The Finance Secretary replied: 

"We agree that the provisions in the Income-tax Act are salu- 
tary. We would certainly try to see whether a similar 
provision should be intr'oduced in the Customs & Excise 
Act, also. We will certainly examine it." 

Me added: 
"While we would really be very grateful for any recom- 

mendations of the august Committee which would help 
to clear the atmosphere and which would have a saiu- 



tary effect, I would be failing in my duty if I do not 
bring to the notice of the Committee one or two as- 
pects which you might like to consider. The first is 
that the question of private employment subsequent to 
retirement has been a perennial one. It has been exa- 
mined time and again. The Santhanam Committee had 
recommended at one stage that it might be desirable to  
stop all commercial employment after retirement of 
Government officers but this was not found acceptable 
because it would be something which is not permissible 
under the Constitution. The second point is that under 
the Pension Rules there is a general bar of 2 years for 
taking up employment. If for the Revenue Services 
you would like to have a longer cooling off period than 
for the other Government employees, than that too will 
have to be justified to the hilt. There may be a case of 

reasonable classification nr there may not." 

6.47. The Chairman, CBWC added further: 

"Here I want to give one or two relevant points which gene- 
rally come to our notice. One is that these officers are 
available to the various appellants and other trading conr- 
munity much more reasonably and cheaply than the ad- 
vocates and lawyers who are literally fleecing. Secondly, 
it has been noticed that when these offlcers appear, 
since they already have the knowledge, the time they 
waste is very little. One thing is cheaper service to the 
community and lother is little wastage of time. 

8.48. The Customs and Central Excise Bar Association, New Delhi 
had submitted a memorandum to the Ministry of Finance regarding 
violation of the provisions of Advocates Act, 1961, by the retired 
officers of the Finance Ministry. The Committee desired to know 
'he reactions of the Government on their representation. The Min- 
istry of Finance submitted the following note: 

"In their letter dated 31-7-72, the Customs & Central Excise 
Bar Association took objection to the retired Customs and 
Central Excise officers taking to consultancv work or the 
work of appearing before the Customs and Central Excise 
authorities on the following grounds:- 

(i) These officers are not advocates and have not obtained 
a licence from the State Bar Council for practjsinq 



law. Under Section 29 of the Adyocab Act there is 
only orre class of persons entitled to practise the pro- 
fession of law namely advocates. Arcording to Section 
33 of the Advocates Act, no person is entitlad to practise 
in any court or before any authority or person unless 
he is enrolled as an advo2at.e under the Advocates Act. 
There is no provision either in the Central Excise Act 
or in the Customs Act or in the Rules providing for any 
other class of persons to practise the profession of law 
before the Customs & Central Excise Authlorities. 

(ii) There is a provision in the Government Servants Con- 
duct Rules also that the Government Servant cannot 
take any employment, profession. or vocation without 
the permission of the Government. 

The question whether persons other than advocates can 
represent parties in proceedings before the Collectors wxs 
considered in consultation with the Ministrv of Law. I t  
is true that in terms of sections 29 and 33 of the Advocates 
Act, only advocates are entitled to practise the profession 
of law. However, btoth these sections of the Act are sub- 
ject to conditions of any other law or rules in this regard. 
Section 32 of the Advocates Act, however, ~e rmi t s  the 
court, the tribunal or any authority to allow other persons 
other than the advocates to appear, before them in a parti- 
cular case. Besides, it is a general common law approved 
kv the Supreme Court in Revulu Suhba Rao Vs Union of 
India, Income-tax Act (1956) Supreme Court P. 604 that 
under the common law, a person has the right to do 
through an agent whatever he can do himself. Thus, a 
party has the right to appear before the Collector if he 
considered it fit, he can empower an agent to appear be- 
fore him. 

In t h ~ s  connection, it may be relevant to note that section 288 
of the Income-tax Act specify the class of persons who 
can represent the assessee before any income-tax authority 
or the appellant tribunal as- 

(i) an employee or assessee, 
(ii) an offlcer of the scheduled bank with which the assessee 

maintains a current account, 
(iii) a legal practitioner. 
(iv) any accountant, 
(v) any person who has acquired such educational qualifi- 

cation8 ~ 1 1  prescribed by the Board. 



However, there is no such provision in the Customs Act 
and Central Excise and Salt Act. The proposal to make 
similar provision in these acts, is separately under con- 
sideration of the Board. Under the existing provisions of 
the Customs and Central Excise laws no restraint can be 
Imposed on a person against whom action is being taken 
regarding the choice of a person to representldefine his 
case. 

2. On the question whether retired officers should be permitted 
to take up consultancy work or the work of appearing 
before departmental authorities, the provisions of Article 
531-BB of Civil Service Regulations which have betn 
incorporated under Rule 11 of the Central Civil Service 
(Pension) Rules, 1972 would show that Government had 
considered this question and decided that this could be 
permitted, subject to the conditions and safeguards laid 
down in that rule. This rule prohibits a retired oficer of 
the Indian Revenue Service or an officer or any other 
Central Service, Class I retired from the post under the 
Department of Revenue to set up practice either indepen- 
dently or as a partner of firm or a consultant or an adviser 
in mattera relating to Income-tax, Customs duties, Central 
Excise duties, Estate duty, Wealth tax, or as representa- 
tives of assessees in proceedings under enactments relat- 
ing to such taxes, before the expiry of two years from %he 
date of his retirement, absolutely in any area which was 
within the local limit of his jurisdiction during the last 
three years immediately before his retirement. Thus, 
there is already a built-in safe-guard in t h s  rule There 
is no reason to change the policy in this regard. It  is no 
doubt true that aorne retired officers do not mind taking 
very bad cases such as those of obvious smuggling or 
evasion and unblushinglv putting forward false defences. 
On the other hand, there are quite a number of officem 
who present their cases in a straight forward and work- 
man-like manner, which facilitates matters for the depart  
mental authority concerned. Therefore, just as there are 
good and bad lawyers, there are good and bad depart- 
mental of3cers, and i t  would not be to the benefit of the 
public, or of the department, or finally of the retired 
officers themselves, to throw out the good with the bad." 

6.49. This is a case where a firm was manufacturing crimped 
yam of 76,90,190 and 105 deniers but had been clearing it under 



the nomenclature 7612, 9012, 10012 and 10512 respectively, Crimp 
ing involved stretching the basic single yarn and making it zig-zag 
with another such yarn and thereafter giving a twist to it. Assess- 
ment of Central Excise Duty was made on the basis of single yarn 
since duty is attracted a t  the time of manufacture and not clear- 
ance. The firm, however, claimed that the assessment should be 
on the basis of 152, 180, 200 and 210 deniers, respectively, because 
the higher the deniers the lower was the rate of duty. The claim 
of the firm was rejected by the Assistant Collector and, on appeal 
by the Collector of Central Excise concerned on the ground that: 

(i) by their own declaration in the case of sample lorwarded 
for test the deniers were 76,90,100 and 105; 

(ii) duty was attracted a t  the time of manufacture ;md not 
clearance; 

(iii) crimped yarn fetched higher price; 

(iv) the Chemical Examiner's report indicated that the asses- 
ment m a y  be made on the basis of single yam. 

The firm thereupon went in revision to the Joint Secretary. 
(RA), Government of India, who in order No. &63 of 1972 allowed 
the Revision Application. With regard to the point (1) the Red- 
sionary Authority held that "there is no doubt that ordinarily the 
petitioner's declaration does count, legally it has also to be estab- 
lished whether a tax is due and the conditions for the levy of gneh 
tax have been fulfilled". Referring to point (ii), i t  was pointed 
out that "it is a well established principle that while legally the 
goods become liable to duty on production the rules provide that 
the date of determination of duty is the date of removal of goods 
from the factory." xxx with regard to  point (iii), it was stated 
"Crimped Yam" falls under item 18 itself, and is therefore asses- 
sable in the same manner as the single straight yarn, a t  the time 
of clearance from the factory on the basis of the denier of the yam 
in the form it is presented for clearances. xxx As for the argu- 
ment based on the price factor, even if it were in principle to 
be correct it will not be correct in law to go behind the inten- 
tion of a particular tarifP item. An assessment can only be based 
on the lanquage of the tariff as it exists." As regards point (iv), 
viz., the Chief Chemist's conclusion that in the plied yam, the 
denier of basic single yarn is given pr imaq importance and the 
resultant denier is added only as  information in pnrenthesis, i t  
was stated "it is evident that the conventional description followed 
fn the trade only show the particulars of constituent vrrn the 



aumber of filaments and twists etc. ostensibly to help those who. 
manufacture further goods to juclpe the suitability of the yarn 
In all its aspects, and i t  is not the resultant denier of tbe yam as 
mch." 

On the basis of this order the Collector granted a refund of 
Bs. 1.37 crores for the period from 1 January 1970 to 16 June 1972 
which was received by the Company during September/l)ecember 
1972. 

The orders of the Revisionary Authority of May 1972 have 
thrown up a number of important issues which in the opinion 
of the Committee call for serious attention by Government. 

9.50. The Company t ad  been pressing for assessment of crim- 
ped yarn on the bask of the denierage of the resultant yarn. 
It is pertinent to recall that an 22 February 1973, the Board clari- 
fied to all Collectors of Central Excise that "excise duty is 
on the production/manufacture of excisable goods and not on 
their sale. Since the single filament yarn as such is in a fully 
manufactured condition and is also marketed as such, i t  is im- 
material for the purpose of levy of exicse duty whether it is 
removed as such outside the factory or taken to another portion 
sf the factory for manufacture of crimped yarn." The Board 
further clarified that "Under Rule 9(1) of the Central Excise 
Rales, 1944 no excisable goods shall be removed from any place 
where they are manufactured whether for consumption or nianu- 
hcture of any other commodity in or outside such place until the 
excise duty leviable thereon has been paid a t  such place." 

The Committee feel that an authoritative ruling of the nature 
issued by the Board in February, 1973 should have in fact been 
circulated to all concerned much earlier. This would have obvia- 
ted scope for any misunderstanding of the rate and incidence of 
duty. At any rate, when Govt. came to know in May, 1972 that 
in the rev9sion orders certain interpretation was given in respect 
of the rate and incidence of excise duty on crimped yarn, this 
clarification should have been processed and issued in a matter 
of days rather than taking nine long months over it. This would 
have made for earlier issue of the notice of recovery of Rs. 4.45 
crores from J. K. Synthetics Ltd. in the light of the Government's 
aladfication and there would have been no question of grmtlng 
the company a gratuitons refund of Rs. 1.31 crores as this would 
have been adjusted against the larger amount due from the com- 
pany. The Committee would like this aspect to  be thoroughly 



investigated with a view of fixlng responsibility for failure to take 
conclusive and timely action in 1972 to safeguard public revenue 
The Committee would like to be informed of the precise acmn 
taken in pursuance of this recommendation. 

6.51. The Committee also note that J.K. Synthetics LM. got 
a fortuitous benefit of Rs. 1.37 crores by way of refund as the 
duty paid a t  the higher rates had already been passed on by the 
manufacturers to the consumers. The Committee understand 
from Audit that the Company has not returned the sum of Rs. 1.37 
crores as  income in the Income Tax Return. This is a serious 
default, and the Committee wish that the matter is immediately 
investigated by Government. Action taken against the company 
to recover the taxes due and impose penalty should be intimated 
to the Committee within three months. 

The Committee would also like to know why Government could 
not recover the amount from the b a h c e  lying in credit in thr 
Personal Ledger Account as well as from securities furnished by 
the J.K. Synthetics Ltd. If this was done, at  least part of tht 
amount in arrears conld have been recovered. 

6.52. The Committee need hardly point out that i t  is the born- 
den duty of the Board and the Collectorate of Central Excise and 
Customs to pursue conclusively the question of the recovery of 
Rs. 4.45 crores for which J.K. Synthetics Ltd. are stated to have 
obtalned a stay order from the High Court. The Commit& 
would like to be informed of the concrete steps taken by the 
Board/Collectorate in the matter and the progress made in effect- 
ing the recovery of Rs. 4.45 crores. 

6.53. It may be recalled that another company namely Modi- 
pon Ltd. Manufacturing multiple fold nylon filament varn (crim- 
ped yarn) were paying excise duty on the basis of denier of the 
basic single yarn. After the revisionary order was passed in the 
case of J.K. Synthetics LM., Modipon LM. approached the Collector 
of Central Excise, Kanpur to assess their goods also on the 
basis of this decision. Though this request was not acceded to, 
Modinon i,M. have gone in writ petition to the Delhi High Court 
and got a stay order. Consequent on this, arrears of Rs. 57.48 
lakhs are ststed to be pendlng recovery. The Committee stress 
that early and firm action should be taken to have the stay order 
vacmted and recover the arrears of Rs. 57.48 lakhs. 



6.54. Another issue meriting attentiom @s whether the excise 
duty should bear a relationship to the price fetched by tlre pro- 
duct. While the Collector and Assistant Collector of Excise took 
the fact of higher price fetched for crimped yarn as a justification 
for levy of higher duty as for single yarn, the Joint Secretary (RA) 
held that "even if it were in principle to be correct it will not 
be correct in law to go behind the intention of a tariff item". 
This view appears to be much too narrowly legalistic. If the 
yarn of a higher denier including crimped yarn carries a higher 
value there is no reason why i t  should not be subjected to a 
higher excise duty rather than a lower rate of dutt. The Com- 
mittee need hardly point out that in equity and in reason the 
rate of excise duty should be tangibly related to the price of the 
commodity. 

6.55. This case also throws up the need for fixing the excise dutr  
on ad valorem basis rather than on ad b3c basis so that there is a 
clear rationale for the differential in the levy of duty and there 
is no scope for technical grounds to be availed of and a lower duty 
paid even when the price realised per unit is higher. The Com- 
mittee would like Government to review the existing excise rates 
in order to place them as far as possible on ad valorem basis. 

6.56. This case also raises a very fundamental question in regard 
to the stage where Excise Duty is leviable. Under Section 3 of 
the Central Excise Act, 1944, liability for excise duty arises as soon 
as a product is manufactured and become identifiable under 
the relevant tariff description. However, the manner of levy and 
collection prescribed under Rule 49 of the Central Excise Rules. 
1944 provides that duty is chargeable only on the removal of goods 
from the factory premises or from a place of storaqe. It means 
that duty shall not be collected on excisable goods manufactured 
in a factory until they were about to be removed. In other words, 
Rule 49 does not determine the chsrgeable duty but allows post- 
ponement of the payment of duty till the removal stage. 

The Committee feel that the duty becomes chargeable as soon 
as an exciseable goods was produced and should be realised im- 
mediately thereafter irrespective of the fact whether the same are 
removed immediately or after lapse of some time. While examin- 
ing Parawaph 25(a) of the Audit Report (Civil) on Revenue Re- 
ceipts, 1969, the Committee drew the attention of the Government 
to the Supreme Court judgment in the Union of India Vs. Delhi 
Cloth and General Mills in which the learned Judges had inter-alia: 



observed that 'Excise duty is on the manufacture of goods and not. 
an the sale'. The Committee in Paragraph 1,217 of their 111th 
Report (4th Lok Sabha) noted the assurance of the Nnance Secre- 
tary that legal opinion will be taken on this question and had 
desired that the matter should be referred to the Ministry of Law 
immediately and corrective action, as necessary taken in the llght 
of the opinion. The Committee are unhappy to note that even 
after the lapse of 7 years, no concrete corrective action has been 
taken so far  with the result that duty due is evaded and uninten- 
ded advantage derived by manipulating the provisions of Rule 43 
as has happened in the instant case. The Committee consider 
this delay as highly regrettable. They desire that the Government 
should act with promptness and apprise the Committee of the out- 
come of the action taken in the matter. 

6.51. It is ironical that in case a decision comes to be given on. 
a. Revision Application by a Joint Secretary (RA), which, if im- 
plemented as in the present case, would result in loss of revenue 
on an unprecedented scale, Government do not have powers to re- 
view such orders and if necessary to revoke them. The rc 
presentative of the Ministry of Finance agreed duriug evidence 
that there was need to have powers to revise, supersede or annul 
the decisions given by the Joint Secretary (RA) in escise cases. 
The Committee were informed that this question was under the 
eonsideration of Government. The Committee would like to 
know what follow-up action was taken by Government after re- 
alising this predicament as early as in i972 on account of this 
judgement. The Committee also desire the Government to ex- 
amine the Gasfbility .of' introducing suitable provision in the 
relevant Statute to make it obligatory on the part of Revisionary 
Authority to bring the matter to the notice of the Minister before 
pronouncing his final order for the refund of the duty already re- 
alised. 

6.58. This case has given rise to another important issue. The 
company was represented by an offlcer, who after his retirement 
as Collector of Central Excise on 28 February, 1959 had started 
practising as a Consultant Advisor. The Committee were infor- 
med that he was not required to obtain prior permission for this, 
as Article 531-BB of the Civil Service Regulations imposing re- 
strictions on the setting up of practice by Revenue Sw.sfce Offi- 
cers for a period of two years was notified only on 2.5 February. 
1965. The Committee understand that in their letter dated 
31 July, 1972, the Customs & Central Excise Bar Association took 



objection to the retired Customs and Central Excise m c e r s  
to consultancy work or the work of appearing before the Custom 
and Central Excise autliority. The Association pointed out that 
these officers are not qualified as  advocates and have nut obtaind 
a licence from the State Bar Council for practislng law. During 
evidence the Chairman, Central Board of Excise and Customs 
defended the practice saying that "these officers are available to the 
various appellants and other trading community much more re- 
asonably and cheaply than the advocates and lawyers who are 
literally fleecing." A random sampling of the decisions of the 
Revisionary Authority in cases in which the departmental offlcers 
appeared before the authorities on behalf of petitioners has shown 
that in 12 out of 21 cases appeals were fully or partly accepted. 
In all these 12 cases, the penalties and fines wherever levied were 
either remitted in full or substantially reduced. These facts have 
a certain significance which, if it is not exactly sinister, is not parti- 
twlarl y ~ropitious. With all respect to the revisionary authority, 
any suggestion of the likelihood of their being influenced by the 
appearance and advocacy before them of former high iunctionaries 
in their own Iine requires to be firmly and in a principled fashion 
guarded against. 

6.59. The Committee find that the Income Tax Act stipulates 
certain restrictions on practice by retired Income Tax Olficials* 
Doring evidence the Mnance Secretary assmed the Committee, 
"We would certsqnly t ry to see whether a similar provision shottld 
be fntroduced in the Customs and Excise Act also." 

The Committee would like Government to take early action pt 
least, as a first step, to make a provision on the same lines as for 
Income Tax OiRcers so that the Customs and Excise OfItcers are 
not authorised under the law to re~resent  anv private party for a 
period of two years from the date of retirement or resimatioJI- 

A better lasting solution to the problems outlined above would 
3eem to He in the creation of Appellate Tribunals for customs and 
central excise cases on the model of those set up in the Income Tax 
deoartment. In this connection the Committee would recall the 

r I 

- ---- / 

*288 Notwithstanding anythlng contained in this section, if the author- 
representative is a person iormerlv employed as an Income-tax authonty. 
not below the rank of Income-tax OffEcer. and has retired or resipnet$ 'tram 
such employment after having served for not less than three years in any 
capacity under this Act w under the Indian Income-tax Ad. 1922, from 
the date of h i ~  first employment as such, he shall not be e n t i k d * ~ ~  represtnt 
any assesse for a period of two years from the date of his retirement 01- 
resignation, as the case may be. 



following pertinent observations made by the Supreme Court in 
the case of Siemens Engineering and Manufacturing Co. of India 
LM. Versus the Union of India and others (Civil Appeal No. TI277 
of 1968) :- 

"In fact it would be desirable that in cases arising under 
Customs and Excise laws an independent quasi-judieial 
tribunal like the Income Tax Appellate Tribunal or the 
Foreign Exchange Regulation Appellate Board, is set up  
which would finally dispose of appeals and revision appli- 
cations under these laws, instead of leaving the deter- 
mination of such appeals and revision applications to the 
Government of India. An independent quasi-judicial 
tribunal would definitely inspire greater confidence in the 
public mind." 

T h e  Committee also reiterate their own observations in para- 
graph 1.133 of their 111th R e ~ o r t  (4th Lok Sabha)-1969-70, to the 
effe!!t that "Government should consider the question of setting up 
an Appellate Tribunal on the Customs and Central Excise side on 
the lines of Income Tax Appellate Tribunals." 

Early decision in the matter and intimation thereof to the Com- 
mittee is required within six months. 



MANUFACTURE WITHOUT A CENTRAL EXCISE LICENCE 

Audit pnragraplz: 

7.1. The Central Excise Rules require every manufacturer of 
excisable goods to take out a licence before he conducts his 
business. Anyone engaged in the manufacture, production or 
storage of such goods without havlng applied for a licence is liable 
to a penalty not exceeding thrice the value of such goads or Rs. 
5,000, whichever is higher, and also to pay such duty thereon as 
determined by the excise officer. 

7.2. k factory manufactured "Plastic coated cotton fabrics" from 
January 1968 without a licence, though the product was excisable. 
An offence case was booked against the manufacturer in March 
1969 and was compmnded for Rs. 150 in March. 1970. The party 
applied fsor a licence in September, 1969, and the same was issued 
to him in October, 1969 and the manufacturer paid duty on hls 
goods as "processed cotton fabrics". In February 1970, however, 
the department classified the product as "Cotton fabrics processed 
in any other manner", and the manufacturer paid duty on the 
product accxdingly from December, 15'69. The product was rc- 
classified by the department in April, 1972, as "Cotton fabrics 
impregnated or coated with preparation of cellulose derivatives or 
other artificial plastic materials" as falling under tariff item 19- 
I11 and a demand was raised in June 1972 for Rs. 1,07,957 for the 
period 9th June, 1971 to 30th April 1972. No demand for diff- 
erential duty consequent on such reclassificatim was raised on 
the quantities of goods cleared during the period 23rd January, 
1968 to 8th June, 1971. 

7.3. The omission having been pointed out by audit in Septem- 
ber, 1872 the department raised, in January, 1973, additional de- 
mand for Rs. 1,78259 for the period from 23rd January, 1968 to 
8th June, 1971. The realisation of the demands is pending. 
[Paragraph 37(a) of Comptroller and A u d i t x  General of India's 
Report for 1972-73-Union Government (Civil)-Revenue Re- 

ceipts-Vol. I-Indirect Taxes] 

7.4. The Committee learn from Audit that a factory under 
the Central Excise Collectorate, Calcutta and Orissa star- 
ted manufacture of "Plastic coated cotton fabrics" since 23rd 



-January, 1968 without obtaining a central excise licence as re- 
quired under rule 174 of the Central Excise Rules. The pro- 
duct was classifiable under item 19 up to 29 February, 1x8;  under 
item 22-B from 1 March, 1968 to 28-2-1969; and under item 19 I11 
from 1 March, 19% onwards. The manufacturer applied for a licence 
on 9-9-1969 and the same was issued by the Department on 3-10-1969. 
However, duty was paid from 1-12-1969 treating the product as 
"Processed cotton fabrics'' classifying the same under item 19-I(2). 
The department in its letter dated 1-11-1969 intimated the manufac- 
turer that the said product should fall under tariff item 19 111 and 
asked him to produce a sample. However, on 26-2-1970 the depart- 
ment classified the product as "Processed cotton fabrics-processed 
in any other manner" under item 19-(2) instead of item 19 111. 
Subsequently the Superintendent of Central Excise Unit No. 11 
informed the assessee in a letter dated 6-4-1972 that the product 
should fall under item 19' I11 instead of being classified under item 
9 -  (2). Accordingly the licensee submitted a fresh classification 
list in May, 1972 classifying the product under item 19 111 which was 
approved by the Assistant Collector, Calcutta IX division on 
20-6-1972. 

7.5. Consequent u p m  re-classification of the product under tariff 
item No. 19 I11 demand for Rs. 1,07,957.56 on account of differential 
duty for the period from 9-6-1971 to 30-4-72 was raised against the 
manufacturer on 7-6-1972. However, no demand or show-cause 
notice was issued for duty on the quantity cleared during the 
period from 23-1-1968 to 8-6-71. This omission was pointed out in 
audit through audit memo dated 11-9-1972 and inspection report 
lssued on 27-10-1972. Thereupon a demand was raised on 19-1-1973 
by the department for Rs. 1,78,259.88 for the period from 23-1-1968 
to  8-6-1971. 

7.6. The Committee desired to know on what basis and what 
level the classification was decided in this case. The Ministry of 
Finance stated in a note that:- 

"Initially the fabric was classified as 'Cotton fabrics processed 
in any other manner' on the basis of the test result of 
chemical analysis. Subsequently on receipt of Board's 
letter F. No. 5911 171-CX-2 dated 9-2-72, the product was 
re-classified as "Cotton fabrics impregnated or coated 
with cellulose derivatives or other artificial plastic mat- 
ex3als9' falling under item No. 19-III. These classifica- 
tions were done at Assistant Collector's level." 



The Committee wanted to know the reasons for the delay im ' 
deciding the classification of the products in this case. The witness 
replied : - 

"In so far as the final decision on the classification is con- 
cerned, there was some delay and this arose out of cer- 
tain doubts." 

7.8. Subsequently, the Ministry of Finance furnished the follow 
ing note in this connection:- 

"The party had declared the goods as 'water proofed. Prima 
facie, the goods were believed to fall under 19-111. As 
such there were doubts whether the product was coated 
fabric falling under Item 19-111 or as fabric processed in 
any other manner falling under Item 1 - 1 2 )  The 
doubts could not be resolved due to divided technical 
opinion at different times as would be evident from the 
following:- 

In regard t3 the question of classification of the goods, the 
officers in Calcutta and Orissa Collectorate initially exer- 
cised their own judgment in the matter. However, the 
question regarding classification in respect of the product 
was under consideration of the Board. "Textile fabrics 
impregnated or coated with preparations of cellulose 
derivatives or other artificial plastic materials'' was intro- 
duced as T.I. 22-B for the first time in 1968 w.e.f. 1-3-68. 
A doubt arise whether polythene laminated or coated 
fabrics would be covered by the description "impregna- 
ted or coated" fabrics. Collector of C.E. West Bengal 
made a reference enquiring whether jute fabric laminated 
with polythene film manufactured would be covered under 
the new item 22-B or it would continue to be covered 
under notification 53/65 dt. 20-3-65 issued under item 
22A (Jute manuf.acturers). The problem was considered 
inconsultation with the Chief Chemist and the Jute Com- 
missioner and decision was conveyed in Board's letter 
F.No. 2619168-CX.11 dt. 13-8-69 that polythene laminated 
hessian or polythylene lined jute fabrics or any other 
fabric known by a similar term would not be covered by 
the new item 22-B and that it would continue to be cover- 
ed by exemption Notification 53/65 dated 20-3-65 under 
item 22A. The main criterion which ltd to this decision 
was that the latest technical dictionarks made a dis- 



tinction between 'laminated' fabric and 'coated/impreg- 
nated' fabric as in Fairchild'g dictionary of Textiles. The 
definition "laminated fabric" was quoted as follows:- 

"'A fabric united to a glastic sheet, i.e. laminated jersey 
(booked and bmded with synthetic foam) ". 

In  this connection the opinion dated 28-7-69 of the Chief 
Chemist, Delhi and the Tour note of Deputy Chief Che- 
mist, Calcutta-Custom House, are enclosed. * The opinion 
of Deputy Chief Chemist, Calcutta Custom House was 
also relied upon by the Jute Commissioner, Calcutta. The 
Deputy Chief Chemist who vislted the factory of MIS. 
xxx who manufactured the same type of goods and by an 
identical process of manufacture, as MIS. xxx opined 
that the fabrics manufactured by the former factory are 
to be considered as laminated fabrics obtained by trans- 
fer of hot film of plastic from roller to hessian or cloth. 

In view of the instructions dated 13-8-69 and opinion expressed 
by chemical Examiner, Calcutta, the local officers, perhaps 
classified the products under item 191(2) as "Cotton 
fabrics processed in any other manner." 

On a reference from CCE, Kanpur, the specific question of 
classification of the "polythelene film laminated cotton 
fabric" came up for further consideration. Aster consult- 
ing the Chief Chemist a clarification on the subject was cir- 
culated to the Collectors vide Board's letter F.No. 26/9/68- 
CX.11 dt. 15-3-70 confirming that such products were 
classifiable under item 19-I(2) as "cotton fabric processed 
in any manner." 

It, however, appeared that despite the Ministry's letter dated 
15-3-70, practice regarding classification of such product 
varied in different Collectorates. Vide their letter dated 
8-3-71, MIS. xxx brought to the notice of the Board that 
their product was being charged under item 19-(111) 
whereas the same product in other Collectorates like 
Baroda, Mardas, Kanpur, CctO and Nagpur was being as- 
sessed under item 19-I(2). In view of the differing in- 
terpretations and practice in the matter of classification 
the entire matter was re-examined in detail in Board's 
OfRce in consultation with the Chief Chemist. The Board 

.- 

*Not reproduced. 



was advised that there was no clear line of demarcation 
between lamination and coating; that coating is a wider 
term covering lamination technique and polythelene film 
was for all purposes permanently fixed in the base fabric 
so that it could not easily be separated. In view of the 
above factors, tariff advise was issued v d e  Board's letter 
F. No. 50/1/71-CX. I I  dated 9-2-1972. 

The above sequence of events will indicate the seasons for 
delay in resolving the matter before its final classifica- 
tion." 

7.9. An <offence case was booked against the party in March, 1969. 
The party applied for a licence in September, 1969. The Committee 
desired to know whether the factory was manufacturing the goods 
between March and September, 1969. In a note the Ministry of Fin- 
ance replied: - 

"Yes. The factory was manufacturing the goods after detec- 
tion of the offence and before receipt of A.L. 4." * 

7.10. The Committee then asked the extent of penalty imposable 
for offences of this kind under the procedure in vogue in the respec- 
tive periods from 23-1-1968 when the party started manufacturing 
the goods upto 8-9-1969 when he applied for the licence. In a note 
the Ministry of Finance stated:- 

"S.R.P. was introduced for this item w.e.f. 1-8-69. Prior to 
S.R.P. offence of manufacturing without licence could 
either be compounded or prosecuted in the Court. Having 
regard to the small amount of duty involved till date of 
detection, alternative of "compounding the offence" was 
preferred by the Assistant Collector. Under the S.R.P. 
since the commodity was covered by S.R.P. provision, 
both departmental adjudication and prosecution could be 
pursued. 173-Q is the relevant provision which provides 
penalties under S.R.P. to the extent of three times the 
value of the offended excisable goods or Rs. 5000/- which- 
ever is greater." 

7.11. During the course of evidence the Committee asked as to 
why the offence was not booked under Rule 173-Q fmor the period 
from 1-8-1969 when S.R.P. was introduced for this item upto 8-9-69 

-- --- 
Application for licence to manufacture good#. 



when the party applied for licence. The witness replied: - 
' 'In this particular case the offence was booked in March, 

1969 and therefore it has to be judged from that point 
of view and not having regard to the fact that the S.R.P. 
came! into effect in August, 1969. In March, 1969, i t  was 
3pen to the Department either to prosecute or compound 
the offence. This decision was to be taken a t  appropriate 
level having regard to the revenue involved as on that 
particular date, apparently the authority concerned decid- 
ed t3 go in for compounding the offence." 

7.12. In a note subsequently the Ministry of Finance stated that: 

"a compounding notice under Rule 210-A of C.E. Rules for 
manufactu~ing excisable goods without licence was served 
on the party on 27-10-69. The case was compounded by 
the Assistant Collector after payment of compounding fee 
of Rs. 150 by the party. Duty charged from the very 
beginning on the product was d ~ l l y  paid. No separate 
offence case, as such was booked for August and Septem- 
ber, 1969 when SRP was introduced presumably due to 
the fact that the period was covered by the compounding 
not~ce served on 27 10-69." 

7.13. During the evidence the Committee asked i f  the Ministry 
of Law was consulted as to whether Rule 173-Q could be applicable 
in this case or not, the Finance Secretary replied: - 

"At that time we did not proceed under S R.P. rules and 
make out a case. Then the Department ferreted out this 
case and brought those persons to book. However, we 
shall certainly find out the legal position from the Law 
Ministry". 

7.14. Subsequently the Ministry of Finance stated in a note 
that:- 

"In this connection it may be mentioned that the S.R.P. pro- 
visions of Rule 173-Q did not apply to the offence case book- 
ed against the party on 26-3-69 for producing goods 
without licence during the period 23-1-68 to the date of 
the detection of the goods. With effect from 1-3-69, item 
relating to "Cotton fabric impregnated o r  coated with 
preparations of cellulose de~ivatives ,or of other artificial 
plastic materials" was transferred from a comprehensive 



item 22-B to 19'(1II). Self Removal Procedure was ex- 
tended to this item ( i e .  item 19) w.e.f. 1-8-69 only. As 
such the offence booked on 26-3-69 would not be covered 
by the penal provisions prescribed in Rule 173-Q. The 
offence was one of manufacturing without licence and 
was, therefore, a contravention of Section 6 of the Act. 
Hence, there were only two alternatives available under 
the provisions of the Central Excises LE Salt Act, namely, 
(i) launching prosecution against the party in a court 
of law or (ii) compounding the off'ence under Rule 210 A. 
Since the amount of duty involved till the date of detec- 
tion of the case was Rs. 1517.14 only, the Asstt. Collector 
adjudicating the case did not perhaps think it fit to launch 
prosecution against the party. As such, he compounded 
the offence. Keeping in view the small amount of duty 
involved a compounding fee of Rs. 1501- was considered 
adequate by him. Collector has reported that no separate 
offence was booked under S.R.P. presumably due to the 
fact that the period was covered the compounding notice 
served on 27-10-69. Collector did not consult the Minis- 
try of Law nor did he refer the question to the Board 
for consideration here. Offence under the S.R.P. could 
perhaps be booked. Ministry of Law is being consulted 
now and suitable instructions will be issued as per their 
advice. " 

7.15. Subsequently, the Ministry of Finance furnished a copy of 
the opinion given bp the Ministry of Law, an extract of which is 
reproduced below:- 

"It would appear that in this reference the manufacturer in 
question had proceeded to manufacture goods without a 
licence for a period prior to the introduction oE the Self 
Removal Procedure and rule 173Q, as well as for a period 
after the introduction thereof. The offence would appear 
to have been registered prior to the introduction of the 
S.R.P. The Assistant Collector had compounded the 
offence in terms of Rule 210A, not-withstanding the fact 
that he could have proceeded under Rule 173Q as well 
for the period after the introduction of the said pro- 
vision. The question would appear to be if it was com- 
petent for him to have invoked rule 173Q for the period 
after the introduction of the S.R.P. and procedure to 
petlalise the manufacturer thereunder. 



It would appear that he could have prxeeded to act in terms 
of Rule 1736 also for the period during which the offence 
was committed after the introduction 05 the S.R.P. and 
the said rule. 

There is of course no question of any prosecution for the 
said offence at this distance of time as already advised 
by us." 

7.16. About the present position regarding the recovery of the 
demand, the Ministry of Finance stated as under:- 

"Two demands were raised for the period given below:- 

(i)  S / C  notice issued on 19-1-73 ior the period 23-1-68 to 
84-71 (under Rule 10-A). Rs. 1,78259 

( i i )  S/C notice issued on 7-6-72 for the period 9-6-71 to 30-4-73 
(under Rule 10). Rs. 1.07,957 

As regards demand at (i) ,  after confirmation of the amount 
by the Assistant Collector in his adjudication order No. 
46/19/73/2-AC/73 dt. 19-4-73, the party went in appeal 
and the Appellate Collector has set aside the demand as 
time barred vide his order dated 3-1-74 without going 
into merits of the case. Regarding demand (ii) ,  the party 
has gone in appeal against Asstt. Collectors's order NO. 
49/19/72/3-AG/73 dt. 19-4-74 confirming the amount. The 
case is still pending and the Appellate Collector has is- 
sued stay of recovery of the amount on 7-11-73." 

7.17. The Committee note that a separate tariff item (item 22-B) 
for 'textile fabrics impregnated or coated with preparation of Cellu- 
lose derivatives or other artificial plastic materials' was introduced 
for the Arst time w.e.i., 1 March, 1969. A doubt arose whether 'poly- 
thene laminated or coated fabrics' would be covered by the descrip- 
tion "impregnated or coated" fabrics. On the analogy of the in- 
structions issued by the Board on 13 Sentember, 1969 and the opinien 
expressed by the Chemical Examiner, Calcutta in regard to 'Jute 
fabric laminated with polythene Mrn' the l a 1  dllcers classitled 
the product under 19-I(2) as 'Cotton fabrics proceJsed in any 
manner'. The specac question oi the classification of 'jdMene 
film laminaed cotton fabric' was however considen further in em- 
rmltation with the Chief Chemist and a clariflcatJan was issued by 
the Board to all the Collectors on 15 March, 1918 confirm- that 
W h  products were chsdhble under item 19-g(2) as 'Cotha tab- 
rics p ~ ~ e s & d  in m y  ather mannet! 



The Committee are concerned that in spite of the issue of 
these unambiguous instructions by the Board, the product continued 
to be classified differently in various Collectorates and this came to 
the notice of the Board only when a party complained on 8 March, 
1971 that a product identical to theirs was being classified in one of 
the Collectorates under item 19-111. Even thereafter, surprisingly, 
the Board spent nearly a year in ascertaining the practice obtaining 
in various Collectorates, and advised them on 9 February, 1972 to 
classify such fabrics as "Cotton and impregnated or coated with pre- 
paration of Cellulose derivatives" under item 19411. The re-classifi- 
cation order appears to have been issued in April 1972. The Member, 
Central Board of Custonls and Excise admitted during evidence that 
"there was some delay and this arose out af certain doubts." The 
Committee regret that this delay accounted for the additional de- 
mand for Rs. 1,78,259 for the period 23 July, 68 to 8 June, 1971 being 
raised later on, and found unrealisable on account of being time- 
barred. 

1.18. The Committee find that there are no standard criteria, pre- 
cisely formulated, for the classification of dilt'erent products by the 
various collectorates. The same product is found sometimes classi- 
fied differently in various Collectors in spite of the instructions 
issued by the Board on 15 March, 1970. The Committee, therefore, 
recommend that there should normally be a continuous exchange of 
information between the various Collectorates on important issues 
relating to classification, levy of duty, assessment etc., and also that 
the Board should ensure that its instructions are well thought out 
and precise and its inspecting machinery is strict and efficient. 

7.19. The Committee note that having regard to the reeommenda- 
tions made by them in their 212th Report (5th Lok Sabha), Govern- 
ment have established in June, 1974 a Central Exchange for Assess- 
ment Data. The functions of this Central Exchange are mroadly 
to ascertain the diverse practices actually obtaining in regard to 
classification in various Customs Houses and to bring about unifor- 
mity to the extent possible. It may be worth while either to enlarge 
the scope of this Central Exchange to cover excise or to have a cell 
exclusively for excise, whichever may be a more effective and 
economic arrangement. The Committee would like Government to 
examine this ma4ter and intimate the decision taken and concrete 
measures initiated with a view to  uniformity in the classification .of 
excise matters in the Cellectorates. 

7.20. The Committee note that the d e n c e  committed by the party 
was compounded under Rule 210 A for a paltry sum 4f Rs. 150 only 



on the consideration that the duty involved was Rs. 1517.14 which. 
works out roughly to 10 per cent. The Committee need hardly point 
out that the quantum of compounding fee should should been co-relat- 
ed to the offence involved also and not merely the duty involved. 
As the Assistant Collector did not resort to the other alternative in 
this judgement of launching prosecution against the party, it is not 
clear to the Committee as to why a higher amount of fine permissible 
under the Rules could not be imposed. 

7.21. The S.E.P. procedure was extended to this item with effect 
from 1 August, 1969 and all offences under this procedure were to be 
penalised under the provisions of Rule 173-Q which inter aha provides 
for penalty not exceeding 3 times the value of excisable goods or 
Rs. 5.000 whichever is greater. On an enquiry as to why the party 
was not penalised under Rule 173-Q, the Committee were informed 
that the Collector did not book any separate offence under S.R.P. 
"presumably due to the fact that the period was covered by the 
compounding notice served on 27th October, 1969". The Collector 
did not obtain any legal advice nor did he refer the question to the 
Board for consideration. Subsequently, a t  the instance of the Com- 
mittee, the Ministry of Finance consulted the Ministry of Law and 
they opined that; the manufacturer eould have been proceeded 
against in terms of Rule 173-Q also for the period from 1st August, 
I969 onwards when the offence was committed after the introduc- 
tion of S.R.P. The Committee are of the view that the Collector 
failed in his responsibilty since he neither referred the matter to 
the Board for advice nor obtained legal opinion before compound- 
ing in the office. Any rectificatory steps, if taken, in this regard 
should be intimated to the Committee. 

7.22. Another interesting aspect of the case is that even after an  
offence case was booked against the party in March 1969, it continu- 
ed to manufacture goods before the receipt of licence. The S.R.P. 
was introduced for this item with effect from 1 August, 1969. Sinee 
the commodity was covered by the S.R.P. provisions, both depart- 
mental adjudication and prosecution could simultaneously be pursu- 
ed. Had provisions of 173-Q been applied, the penalty could have 
been to the extent of three times the value of the offended excisable 
goods or Rs. 5,000/-, whichever was greater. 

7.23. The Committee note that even though the charge of manu- 
facturing excisable goods without a license was booked against the 
party on the 26 March, 1969, the compounding notice was issued 
only on the 27 October, 1969. It is surprising that the Department 
took 7 months to issue the notiee called for under the rules  The 



Committee feel that the issuance of such netices should invariably 
be done without delay and would like to know the reasons for the 
gross delay in the present instance and also the action taken against 
the defaulting officials. 

7.24. The Committee are concerned to note that the Government 
have been put to a substantial loss of Rs. 1,78,259 for the period frem 
23 January, 1968 to 8 June, 1971, in excise revenue in this case on 
account of what is called the operation of the time bar. The Appel- 
late Collector has set aside the demand without going into the merits 
of the case. In regard to similar cases, the Committee in para- 
graph 19.9 of their 177th Report (5th Lok Sabha) had recommended 
that the Government should study the reasons for the losses due to 
the so called 'time-bar' and the reasons for not taking timely action 
to issue show cause notices/demands. The Committee reiterate the 
desirability of expediting that study and of remedial measures for 
avoiding losses in duty solely on the ground of technical lapse of 
time. 

7.25. The Committee learn that for the demand of Rs. 1,07,957 on 
account of differential duty for the period from 9 June, 1971 to 38 
April, 1972, the party had gone in appeal against the order of the 
Assistant Collector. The Committee would like to be informed of 

-the decision of the appeal in due course. 



LOSS OF REVENUE DUE TO MISDECLARATION 

Audit Paruyraph 

8.1. During the period between March, 1965 and May, 1968, a tex-. 
tile mill cleared some varieties of cotton fabrics paying duty a t  the 
ccmcessional rates by declaring the fabrics as controlled cloth. The 
department did not verify the correctness of the declaration, but 
permitted the concessional rates of duty relying on the instructions 
of the Ministry of Finance issued in October, 1964, which inter alia 
stated that the central excise officers need only verify the requisite 
markings required to be made on the cloth. In April, 1968, an inter- 
nal audit party of the collectorate found that these clearances not 
being contrdled cloth, were not eligible for the concessional rate of 
duty. Demands for the differential duty to the extent of Rs. 90,013 
were, however, jssued by the Assistant Collector of Central Excise in 
November, 1968 and September, 1969, but the demands were decided 
as barred by limjtation, by the Collector of Central Excise, on appeal 
by the assessee. 

5.2. These instructions of 1964 were issued at a time when there 
was no difference in the rates of duty between controlled and other 
cloth. When these clearances took place, the department exercised 
physical control over the goods. The Ministry of Finance issued in- 
structions in April, 1967 that Central Excise Officers be alerted about 
these possibilities ahd that past assessments should be reviewed and 
a report sent to them. Further, irregularities brought to light were 
also required to be reported lmlnediately to the Textile Commissioner. 
The collectorate, however, sent a 'Nil' report to the Central Board of 
Excise and Customs in August, 1967. 

8.3. Thus there was failure to exercise physical control over the 
clearances when concessional rates of duty were prescribed for con- 
trolled cloth. By the time the department found out the irregular 
clearances, the demand for differential duty could not be sustained 
due to operation of time-bar. The duty lost on this account for this 
period was Rs. 90,013. 

[Para 38 of the Repart of the C.,YA.G. of India 1972-73-Indirect 
Taxes (Union Excise Duties)] 

8.4. Explaining the scheme of PI-ice stamping of controlled cloth 
and the instructions issued from time to time on the scope of excise 



.checks on such cloth, the Ministry of Finance have stated in a note: 

"The production and Price Control Schenle was introduced 
with the object of ensuring a n  adequate supply of popular 
varieties of cotton fabrics for consumption by the common 
man at a reascnable price. In  this connection Noti. Nos. 
5.0. 3656. S.O. 3857 and S.O. 3658 dated 13-10-64 were ~ssued 
by the Ministry of Commerce, Office of the Textile Com- 
missioner. Bombay a t  the time of introduction of the 
scheme. 

* * * * 
3. In connection with the implementation of the above Scheme 

i t  was agreed to between this Ministry and the Ministry of 
Commerce that the Central Excise OfIicers would not k~ 
required to enter into any controversy over correctness or 
otherwise of price and or description of the fabilcs sought 
by the manufacturers to be cleared as controlled cloth 
under the above scheme. Even after the prescription of con- 
cessional rates of duty in respect of controlled varieties of 
cotton fabrics, the C.E. Oificers. in accordance wit,h the 
instructions contained in this Ministry's letter F. No. 12/66/ 
64-CX.11, dated 21-10-64 (Appendix XVI) permitted the 
manufacturers to avail of the concessional rates of duty in 
respect of all those varieties of cotton fabrics which were 
declared by them to be controlled cloth. 

4. Sometime during the year 1966, certain manufacturers had 
been detected to have availed of the concessional rates of 
duty in respect of thosr cotton fabrics also which did not 
conform to the description of controlled cloth as notified 
by the  Textile Commissioner from time to time. Instruc- 
tlons were, accord;nglv. issued to the Collectors of C. E. 
under letter F. No. 1/26/6&CX. 11, dated 29-4-67 (Appen- 
dix XVII) to alert the officers. I t  was also desired that as 
and when irregularities were brought to light, they should 
also be immediately r e p r t e d  to the Textile Cornmissloner 
fcr immediate action in addition to action being taken 
against the licensees for evasion of duty under the C. E. 
Law. 

5. In order to lay down a procedure which may eliminate scope 
for any n~is-declaration by mills to clear cotton iabrics in 
the garb of controlled cloth when their constructional 
particulars are outside the specifications prescribed for 
controlled cloth, a meeting was held on 11-4-72 which was 
attended by the representative of this Ministry, Ministry 



of Foreign Trade (who were then concerned) the Central 
Revenues Control Laboratory and the Textile Commis- 
sioner's Organisation. The decision arrived a t  that meet- 
ing in brief, wcre- 

(a) There would be ncj difficulty now for the Textile Com- 
missioner s Organisation which has also six regional 
ofiices, to under-take checks of all 'C' forms for their 
coaformity to the specifications laid down for controlled 
varieties of fabrics and in case deviations are noticed. to 
bring wch  instances to the notice of the C. E. Officer-in- 
tharpe of the mill. 

(b) As revenue oiTicers, it would not be proper for the C. E. 
OEicers to completelg divest themselves of the responsi- 
bility of exercising checks to ensure correctness of their 
asessments. Thus it would be a part of the responsib~lity 
of the C. E. ofl~cers to draw samples of such cotton 
fabrics periodically a t  random and forward the same to 
the Chemical Examiner for necessary test, in older to 
ensure that the particular fabrics conform to the speci- 
fications of controlled fabr~cs. Any instances of nlis- 
declaration coming to the notice could be brought 
polnptly to the notice of the Textile Commissione; for 
remedial action as deemed fit. 

While forwarding a copy of the minutes of the above meeting, 
(,lppcndix XX) to the Collector C. E., i t  has been made 
clear that i t  is now a part of the responsibility of the C. E., 
Officers to draw samples of controlled fabrics for purposes 
of test in order to ensure that the fabrics conform to the 
specifications prescribed for controlled fabrics." 

Res~onsibility of the Central Excise Oficers under i~istructi.ons 
issued i n  1964. 

8.5. The Committee called for a copy of the instructions issued in 
1964. I t  would be seen from the instructions (Appendix XVI) that 
while i t  was no doubt stated that i t  was not the function of the 
Central Excise Officers to check whether all the "Controlled Cloth'" 
produced by a manufacturer has been declared as such or whether 
the prices intended to be stamped on the controlled cloth was in 
accordance with the relevant notifications or other o r d e ~ s  that may 
be issued by the Textile Commissioner on the subject, the instructions 
did not completely absolve the Central Excise Officers from their 



responsibility as the following extracts of those instructions would 
show: - 

(a) "A watch is required to be kept on the 'controlled cloth' 
received by independent processors to ensure that such 
cloth is duly stamped after being processed." 

(b) "Any irregularity that rnay come to notice is required to 
be promptly reported (under registered post) to the Re- 
gional Ofice of the Textile Commissioner under intimation 
to the Enforcement Branch of the Textile Commissioner's 
Headquarters at Bombay." 

(c) "The function of the Central Excise Officers posted t~ com- 
posite mills is to ensure that there is marking of a price 
and other items on a fabric described by them as one of 
the four varieties of controlled cloth. If any Central 
Excise officer has any information of any malpractice pre- 
vailing with regard to price control, he has to pass on the 
information to the Textile Con~missioner." 

(d) "The working cif the above ~rocedure  may be carefully 
watched and any dificulties found or envisaged to be ex- 
perienced should be referred to this Ministry demi- 
officially. " 

8.6. The instructions issued by the Ministry of Finance in October 
1964 referred to above had inter nlia stated that Central Excise 
Bfficers need only verify requisite marking? to be made on the cloth 
and that they should not enter into controversy whether a fabric is 
shirting or  long cloth or dhoti or saree. As these instructions ap- 
peared to be somewhat peculiar. the Committee desired to know the 
background to those instructions. In a written note the Ministry of 
Finance have explained the background thus: - 

"(i) intimation about production and price control scheme 
being introduced by the Miniqtrv of Commerce was re- 
ceived through the Collector of Central Excise. Madras 
on 16-10-64. 

( i i )  As indicated in the then DS iCX)'s note dated 20-10-64, the 
role of Central Excise Officers with a view to assist the 
Ministry of Commerce in enforcement of their scheme Was 
discussed by the then Chair~nan of the Board with the 
Ministry of Commerce. The following portion of that note 
is of particular relevance: 

'It was elearly explained that the Central Excise Officer 
posted to the factories will not get into controversy over 
correctness of price or description of the cloth'." 



jiii) Telegraphic instructions that were issued to the Collectors 
of the Central Excise on 20-10-64 were as dictated by the 
then Chairman. These instructions could not be shown to 
the then Secretary as he was not available. His approval 
was, however, subsequently obtained as indicated by the 
then Chairman in his note, dated 2410-64. 

The above is the background in which the instruments were 
issued." 

Delay in issue of revised instructions in 1967 

8.7. In Februwy 1965 concession in excise duty was given for thc 
controlled cloth. This changed the entire situation. After the in t ro~  
duction of the c ~ ~ e s s i o n a l  rates instances were noticed where eer- 
tain varieties of cloth not conforming to the specific controlled 
varieties were cleared as controlled varieties availing of the conces- 
sional rates. The Ministry of F'mance. therefore, issued instructions 
on 29-4-67 (Appendi~ XVIJ) in which local Central Exclse Officers 
were directed to be alert IY, this respect and to report the irregularl- 
ties to the Text~le Commissioner as also to take action against the 
licensees for wasion of duty under the Central Excise law. A report 
was requirel to be sent to the Ministry regarding the review of past 
assessments and the action taken on the above cited letter. 

8.8. The Committee asked during evidence as to why the instruc- 
tions issued in 1964 were not reviewed immediately after February 
1965 since the tendency of the mills would naturally be to try to 
avail of the new concessions on excise duty of controlled cloth. The 
yepresentative of the Ministry of Finance replied during evidence : 

"It is a fact that though the instructions issued in October 1964 
did need a review, the actual instructions were issued by 
Government and the Board only on the 29th April, 1967." 

8.9. Subsequently, the Ministry of Finance furnished the following 
note : - 

"There is nothinq on record to show the reasons for which 
revised instructions were not issued in 1965 itself. However, 
the following considerations may have possibly influenced 
the Board in allowing the instructions issued October. 1964 
to continue to hold the field: - 

#ti) Production and Price Control Scheme that was introduc- 
ed  by the Ivbnistry of Commerce with effect from 20-10- 
64 was to ensure adequate supply of popular varieties of 
cotton fabrics for consumption by common man at rea- 
sonable price. As essential feature of this scheme was 
that the manufacturers \xrere required to furnish detailed 
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constructional and other particulars of cotton fabrics 
declared by them to be "controlled c l o t h  to the Textile 
Commissioner in the prescribed. form. Check ovel. the 
correctness o i  such declarations made by the manutar- 
turers was intended to be exercised by the Textile Com- 
missioner and it was hoped that in the event of any such 
cieclaration being found 'to be incorrect, the fact would 
be intimated to the Central Excise Officers concerned 
enabling them to take necessary action to recover the  
due amount of duty. 

( j i )  If the manufacturers for one rcason or ihf. o t h ~  were 
unable to conform to the proscribed norms of controlled 
cloth, they could, as was well known to the trade ap- 
proach the Textile Com~nissionel. to issue deviation 
orders, as h r  had the authoritv to permit a particula~ 
manufacturer to treat cotton fabrics of any descriptiol? 
as "controlled cloth". 

(iiil I t  was not expected of tbc. bigger and ~v~pl~ttnd 1n1lls to 
rescrt to clearing uncontmlled val ~eties of cotton f a b ~  ics 
as controlled cloth as the fabrics nxml~facturcd by them 
codd  fetch better price -if marketed as uncontrnlled 
fabrics and thus it should not have been a profitable pro- 
position for titerr? to declarc uncontrolled varieties as 
controlled cloth merely with the object of t lerivin~ 
benefit of duty concession. 

The fact, however, that the above expectations &id not provt' 
to be correct and that in certain cases uncontrolled 
varieties of cotton fabrics, even though not covered by 
the deviation orders of the Textile Commissioner, were 
found to have been cleared as controlled cloth is a dii- 
ferent aspect o f  the matter." 

8.10. During +he course of evidence tht: representative of the hiin- 
tstry of Fi:lance gave the reasons for the dclay thus: - 

"First. the particular case (brought thc notice by tht. Audit 
para) was being looked into; and therl it came to the notic(. 
of the officer dealing with the subject tha t  there was nred 
to Issue fresh instructions. My only delence is that ~ftc.1 
~t camp to our- notice. we had detected 31 casci. .-' 

8 11. 'rhc Co~nmittee cnyuiivd what were the circun~stances which 
led to the issue nf  revised instructions in April. 196'7 Thc w i t n w  
from the Ministry of Finance stated. 

"A. n consequence of several instances of malpractices c o m i n ~  
lo  notice, it came to our notice through a draft Audit para 



in A u e s t  1966 not in this particular case but in some simi- 
lar case." 

8.12 When asked to furnish the details of the mal-pract1ct.s detec- 
ted. the dates when these were detected and the reasons fur taking 
a long time to issue mstructions. the Ministry o l  Finance stated In a 
notr as follows: -- 

"In a draft audit para received irom the Comptroller and 
Auditor General solnetme in August 1966 for inclusion 
in the Audlt Report Central (Civ~l)  on Hevenue Receipts 
'1967. it was reported that in twn textile mills cotton fabrics 
which did not answer to the description of cont:-olkd clnth 
had Been allowed duty concession incorrectly 

It was found to be correct that particular varieties ot printed 
shirting and chint manutactur,cd by M i s .  N C ~ W  illanek- 
chowk Spg. and Wvg. Mills, Ahmedabad and o f  split p p l i r ~  
bleached manufactur~d by New Kajpur Mills C,O Ltd.. 
Ahmedabad did 12ot corlfolln to  tix, prescribed definition 
of shirting but werc cleared as controlled cloth on  payment 
of concessional rate of duty. Even though ~ h c  duct atnourlt 
o f  duty in respect r)i both these cases aniountinp to 
Ek. 6,58935 was rrcovercd in full from the manufacturers. 
yet revision of tht. instructions issued in Oetobel 1964 
seemed to be a desirable step. Thus. aftel our i,t.plv to 
draft audit para had been iinal~sed in consultation with 
Collector ol Central Excise concerned and scnt to thp 
Comptroller and Auditor General some time towards the 
end of' November 1966, the matter was brought to the notice 
of the Textile Conlrnissioner and an enquiry was got made 
from the Directorate of Inspection (Customs and Central 
Excise) for examining the matter on an all India basis and 
recommending ways and means which might be adrni- 
nistratively practicable and yet effectivr so as to avoid re- 
currence 01 the above type of cases. A copy of the report. 
dated 1 st April, 1967 rtsceived from t h ~  director at.^. is ell- 

closed (Appendix XVIII). It will be seen that the Direc- 
torate had given an indication of the aspect mentioned (as 
mentioned ear.lic~ above) and also observed that the res- 
ponsibility in that regard 111ust be allowed to rest with the 
Textile Commissionw~. A s  a measure of safeguard drawal 
of samplrs had been suggested. 

&spite the fact that modification of the earlier instructions 
had not been considered by the Directorate to be cdled for, 
the Eoard ordered issue of revised instructions. These 



instructions were issued in letter F. No. 1/26/66CX-Z1, 
dated 29th April, 1967." 

Malpractices discovered prior to the issue of 1967 instructions 

8.13. The Committee referred to the cases (31 in number) detected 
by the Excise Department on their own and desired to know the 
details of those cases including the duty involved, demands raised, 
penalties imposed and the position of the recovery. The Ministry 
furnished a statement which is given at Appendix XIX. 

8.14. Of these 31 cases two cases may be specifically mentioned. 
In one case J. K. Cotton Spinning and Weaving IvGlls, Kanpur, had 
shown different composition in Central Excise records and different 
particulars were discovered from their private records. The amount 
of duty involved is Rs. 14,35.209.35. The case is pending adjudication. 

8.15. In another case, Modern Mills No. 2 Bombay had cleared long 
cloth as controlled cloth during the period from 25th June, 1966 to 
28th December 1967. The cloth had answered the description of 
controlled long cloth as defined by the Textile Commissioner under 
the Text~le Control Order, 1948 and it wa: stamped as such and 
assessed acmrdifigly. Subsequently, however, it was noticed that 
most of the cloth In question was supplied by the Mill to embroidery 
manufacturers and was not eligible to the concessional excise duty 
As per the Textile Commissioner directions contained in his Circular 
No. CC/Tech/Pol. 15, dated 27th February, 1965, it was the Mills' 
responsibility to mark the controlled cloth going for industrial use-- 
as "For Tndustrial use-not for sale" and not to clear it as Controlled 
Cloth. It was by the issue of Notification No. 51/71-CE, dated 15th 
May. 1971 that a specific provision was made that the exemption on 
the controlled cloth supp1ic.d to an industrial concern was not admis- 
sible unless such concern certified that the cloth would be used ex- 
clus+elv for wholesale purposes. A duty demand for Rs. 37716.81 
tor the period from 25th June. 1966 to 28th December, 1967 was cnn- 
firmed both at the criginal and appellate level but as per Government 
of Indla's order No 1664 dated 27th December, 1973 the demand prior 
to 20th November. 1967 was treated as time barred. However, in pursu- 
ance to the above revisionary order a fresh demand for Rs. 5346.20 
was issued and it was honoured by the Mill. I t  has been added that 
the Government of India In the aforesaid order had held "that tht' 
lower duty was levied on account of the statement made by the 
~11s:' 

Failme to exercise watch after t h e  issue of ii~slructions in 1967 

8.16. The Internal Audit Party of the Excise Department during 
the course of their audit of the accounts of M/s Dewan Bahadur Ram 



Gopal Mills (D. B. It. Mills) Secunderabad pointed out in April 1966 
that the manufacturer had availed of concessional rates in respect 
of some varieties of cloth declared as controlled cloth which were 
in effect not ~ ~ n t r o l l e d  and consequently the concessional rates were 
mot admissible. I t  was noticed by Audit that the Collector had sent 
a nil report to the Central Board of Custo~ns and Excise in response 
to the latter's circular of August, 1967 alerting the Excise Officers to 
be vigilant against any malpractices in production of price controlled 
varieties. 

5.17. The Com~nittee desired to know how the Collector sent a nil 
~ q x w t .  During the course of evidence, the representative of the 
Ministrv s f  Finance replied : - 

"Ths is a [act that 'Nil' figure was reported. But I am not 
satisfied with the answer given by the Collector. I am 
looking into this aspect." 

8.18. When asked on what date the action had been initiated in 
this respect, the witness replied:- 

"We have to collect papers. He gave the report on the basis 
of' the report of Assistant Collector. I find no satisfactory 
answer to this paragraph. The Collector will be fixing 
responsibility and I shall then see whether the responsi- 
bility has been propfrlv fixed. . . . . . . . . . . . .There ought not 
to be much delay. It happened in 1968 and the Collector 
was told in 1973: he had to collect all the old records." 

8.19. The Committee then asked !or a choronological note stating 
thc action taken in the matter of fixing responsibility, reasons for 
delay, if any, at each stage. The Ministry of Finance furnished the 
following note : 

"On receipt of the Draft Para on 20th December, 1973 it was 
folwarded to the Assistant Collector, IIyderabad I Division 
on the same day by the Collector. An incomplete report 
was received in this connection by the Collector. After 
some correspondence and after receipt of additional infor- 
mation, a fairly comprehensive report was received in the 
Ministry from the Collector under his letter dated 3rd June, 
1974. Even at this stage the Divisional Office File DA Dis. 
No. V/19/30/45/67-MP-2, an important document was not 
made available in Ccllectorate's office. Since most of the 
files were called for examination in Ministry's office which 
were sent by Collector on 4th June, 1974 it was not possible 
to proceed with the fixation of responsibility of individuals. 



Even so, efforts continued to be made to have some idea 
of possible responsibilities on one or more of the follbwing 
lapses : - 

(a) failing to ensure that at least after 18th April, 1968 no un- 
controlled cloth was cleared as controlled cloth. 

(b)  failing to avoid that demands in respect of errontwus 
assessments in March-April, 1968 dld not get time-barred. 

( c )  falling lo report correct position. by the A.C's office to 
the Collecto~ ate's office, and by the Collectorate oilicc. 
to the Board aftei April, 1967, in respect of past clcal- 
;IIlCCS 

(d) failing to report the tilatter to the Textile Con~mlssiorrrv. 

The Division Office File DA. Div. No. V. 19/30/45/67-MP 2, 
referred to above IS now traced. An old file of the Sector 
Officer has also been traced only now. In view of the f ~ t  
that the Collector's office file DB. Dis. No. 19/30/16/67. 
was destroyed before its retention period expired, the new 
files are indispensable for any further action. On receipt 
of records from the Ministry, the Collector has reported 
that it has been possible to draft charges against certain 
ofiicers." 

8.20. In another note the Ministry of Finance have stated as fd- 
lows: - 

"A!: regards the responsibility fixed for the loss of revenue, it 
has been reported that the following oMicerr; have been held 
responsible for the lapses: 

(a) Two Inspectors were in charge of the factory during the 
period 27th July. 1967 and from 20th July, 1968 onwards 
respectively. They have been held responsible for failing 
to ensure thst at 1e;st after 18th April. 1968 no un-controll- 
ed cloth was cleared as controlled cloth, and for failing 
to avdd the demands in respect of erroneous assessments 
in March-April 196'8 against time-barred. 

(b) One of the two inspectors has also been held responsibltb 
for not reporting the correct pc)sit~on to the Colleclor's 
Ofticc and by the Collectorate's office to the Board. 

( c )  They have also been held responsible for not reporhg 
the matter to the Textile Commissioner. 



((d) The following Superintendents were 
Range relating to the period referred 

1. 
2. 
3. 

in&arge of the 
to above. 

Charges have bcen framed aqainst all the officers mrntion- 
ed above and futhcr action 1s being imtiated.'' 

8.21. During the evidcncc, lht. Conln1lttt.c askeci how 111uch timc 
.was nol.rnall2 taken to fix the resp<msibility. The witness replied : 
"'Not mon than 2-3 months". 

8.22. Pointing nut that the tinlt, taken f o ~  such enquiries. fis111q 
responsibdities and d~xipl inbly  proceedings was quite considerable, 
t h e  Comnittec asked whethc-r- there could be some other procedure 
to ensure tnat the discip1in:)l y proceedings are conducted with trfli- 

' ciency and speed, the Fh~anctb Secretary replied:-- 

"Wc wwuld certainly examlnc that point and I think i t  is ~ l l  
worth laying down a certain machinery for the disposal QP 
disciplinarv proceedings as  quickly as possible." 

8.23. Asked whether i t  was not the essence of good administratim 
tha t  whenever any delinquency or  neglect is observed, action should 
bt. prompt and immediate and i t  should not be dragged on for years, 
$he Finance Secretarv replied : - 

"We would entirely agree with that; but i t  would also be the 
essence of good administration that certain rules are fol- 
lowed. . . . . . . . . . . . . to complete disciplinary proceedings 
a certain procedure has tc be followed. Otherwise, it will 
be just thrown out bv a court of law . . .  . . . . . .All that I can 
say is that, with the efflux of time, things become harder 
and harder. We are dealing with orders issued in 1964; 
we are d e a l i n  with time-barred cases of 1968. I would sub- 
mit that so many years havc passed by and a number of 
changes have taken place in the personnel; some people 
have been relieved while some retired, and so on. In  these 
circumstanrrs. jr  bccomes ~ i t re rne lv  difficult and also 
time-consuming to fix responsibility on the particular 
individual who is guilty. It is only thereafter that we 
can start framing charges and hearing proceedings." 

Loss of revenue the to De?nand noticc being declared time-barred. 

8.24. According to the Audit the denlands for short levies in the 
case to the zstent ~f Rs. 90,013/- referred to in Audit paragraph were 



h u e d  by the Assistant Collector of Central Excise in November, 
1068, and September, 1969. But the demands were decided as barre& 
by limitation by the Collector of Central Excise on appeal by the 
assessee. The Committee desired to know the reasons for the delay 
m issuing demand notices whlch led to their being declared time- 
barred ~y the Collector on appeal: - 

"It has been repot ted by the Collector that immediately uni 
receipt of instructions i n  Ministry's letter F. No. I/26/66- 
CX-11, dated 29 April, 196'7, Collectorate Standing Order 
(Tech.) No. 74/67-Cotton Fa.brics No. 8/67, dated lOth my. 
1967 was issued directing the field officers to be watchful 
against possible e v a s i o ~  of duty by removal of unco~ltrolled 
varieties of cotton fabrics as controlled varieties. Past cases 
were also required to be reviewed. The Asstt. Collector. 
Hyderabad-I Division scnt on 12th July, 1969 'nil' report. 
He evidently bxed his ix.p(,rt on a writtel-I intimatior; 
from the Inspection-in-Char* of Mills. It was only as a 
result of the Atidit of M/s. D. 13. R. Mills, Secunderabad, 
by t h e  Head Quarters In1.t-rnal Audit Party in March/ 

. !  , April, 1968 that the irregularity was brought to light. 
Tn~mediately thereafter. the Assistant Collector (Audit) 
wrote a D.O. dated 18 April, 1968 to the Asstt. Collector. 
Hyderabad-I to take immediate action. Thereafter, the 
Audit note, giving details of the irregularities, was issued 
on 14 June, 1968. I t  was, therefore, possible that, if mow 
ex~editious and careful acij!~n had been taken immediately 
on receipt of the D.O. in April, 19G8. further erroneous 
assessments thereafter could be avoided and demands could 
ha\-e heen issued in the months of' Mav/June, 1968. It 
appears, however, that in this Collectorat.e, t h ~ r e  was in 
existence practice of issuing demands under Rule *lo-A 
whenever it was found that time limit under Rules** 10 
had expired. The practice did not stop until a f k r  the 
Supreme Court judgement in the case of N. B. Sanjana Vs. 

'10. Rerovcry of duties or cherges short-lcvied or erroneously refur ded: 

Wheq d u t i c ~  or cbnrpes bnve heev s'-ort-levied through ivadverterce, error. cd luCl ( r  
or mis-coPstrvctm- on tFe part of a r  cficer, or throug! m l s - ~ i t c m e r t  a: to tl e quor 111v 
de*crlption or v ~ l ~ ~ e o f ~ u c b  gond. on t b r  part of p e  owr er, or wFcr nry cut! dutv or charre- 
after havirp heen levied, Fa. beer oulng to ar y such cnuee, error-covclv refm c'rd. 11-c 
person chargerhle witf. tFc d q  or ccqrnes so  short-levied. or to a.1 c.m c - t d -  refurd  1 as  
been errweowly rn~de,-ball  prv the deficiercy or pav tl c nmourt pnid to f irn i~ excerc, as 
the caw may be, on writter demard b" the proper cficer beir p wrde w t h n  t h e e  month- 
fkom the dqtc on which tl.e d-ny or charre Wac p ~ d  or adjucted i- tbe owrers fic~olmt- 
urcrent, if any, or from tbe date of mdiir g the refurd. 

**lo.A. Residuary pomen fa r e m y  of sums due to G.wernment. 



Elphinstone, Bombay. The urgency imposed by Rule 10, 
therefore was not appreciated. 

Initially, the following demands were raised in the month of' 
November, 1968 : - 

SI. 
Yo. 

Dcmnn d No. Date of Amount (Rs.) 
issue of 
demand 

The dernl-ds had been iswed in re\pect of urder lcviea In Ncvember, 1968 also. Wl . t 
hnppe~ed in September, 1969 u73- merely tf cissue of a revised demar d for the reduced sun1 
ab compared to tke demar d for Rs. 25,247' 12." 

Where these Rules do not make  any speclfic provision for the ~ 1 -  
Iwtion of any duty, or of any deficiency in duty if the duty has for  
any reason been short levied, or of any other sum of any kind pay- 
able to the Central Government under the Act or these Hules, such 
duty,, deficiency in dutv or sum shall, on a written demand made by 
the proper officer, be paid to such person and at such time and place, 
as proper oficer may specify. 

8.25. The Committee desired to know whether there were any  
provisions for imposition 'of penalty in the cases where the malprac- 
tices as indicated in the Audit paragraph were detected and if SO, 
whether any penal action was taken agamst the mills. The Minis- 
try of Finance replied in a note as under:- 

"It appears that clearances would have been effected under 
Gate Passes in compliance with the provisions of Rule 
52-A of the Central Excise Rules, 1944. A person who 
'enters any particulars in the Gate Pass which are, or 
which he has reason to believe to be false', in terms of 
Sub-rule (5) of Rule 5 L A ,  'shall be liable to a penalty 
not exceeding one thousand rupees'. In addition goods 
are also liable for confiscation. Since, however, goods a re  



not available for confiscation, only action which appears 
to be likely is that of imposition of penalty of Rs. 1000/- 
in respect of each of the Gate Passes. 

Order for the collection of the Gate Passes has been issued. 
Immediately after the collectjon of these Gate Passes, 
Show Cause Notices will be issued." 

8.26. As stated earlier the statutory cot]! !.ol or) production and 
prices was introduced with effect from 20 October, 1964. Under th.e 
scheme mills were required te dekrminc the maximum ex-factory/ 
retail price and stamp the same controlled cloth comprising of dhoti, 
snrev, long cloth, shirting and drill of all categories. It was agreed 
to between the Ministry of Finance and the Minist* of Commerce 
that the Central Excise Officers would not be required to enter into 
any controversy over the correctness ar otherwise of price of d s -  
cription of the fabrics sought by the manufacturers to be cleared ,u: 
controlled cloth. In these instructions, however, it was inter a h  
emphasised that any irregularity that may come to notice is to he 
promptly reported to the Regional Officqe of the Textile Commissioner 
tinder intimation to the Enforcement Branch of the Textile Cornrnfs- 
sioner's Headquarters at Bombay. 

8.27. The amplified instructions issued on 29467 after the eon- 
cessional rates on controlled varieties of cloth were made applicable 
w.e.f. 28 February, 1965, mentioned instances which had been brought 
to notice where certain varieties of cloth which did not conform to 
the specifications laid down for "controlled" varieties had been dec- 
lared as "controlled" varieties to avail incorrectly of the concessions1 
rates of duty. The Ministry alerted the excise officers and specially 
asked them that "as and when such ~rregularities are brought k, 
light they should also be immediately reported to the Textile Com- 
missioner for immediate actwn In addytion to action being taken 
against the llcencees for evasion of duty under Central Excise law. 
Past assessments should also bc scrutinised and appropriate action 
taken wherever necessary.'' The Committee, therefore, desired to 
know what instructions, if any, were issued from time to time by 
the Textile Commissioner's Organisation. 

8.28. The Ministry of Commerce (Textile Commissioner's mice) 
submitted the following note: 

"The area of control was initially 45 per cent of the total 
backing. The operation of the scheme was reviewed from 



t h e  to tfms and the area was suitably revi'sed. With 
effect from 2nd May, 1968 the area of control was redu4ced 
to 25 per cent covering five items of Controlled cloth, but 
of coarse and lower medium categories only. 

2. In view of the partial nature of the control ik has been. 
necessary to specify as to what would constitute controlled 
varieties which are required to be p c e  stamped. The 
definitions of controlled varieties currently in force arc 
governed by Notification No. CERlj1168 dated the 2nd May, 
1968 The Textile Comrimsioner's Notificat~on No. 80-Tex 
!/4L (111) dated the 2nd August, 1968 and subscc~uenlly 
substituted w d e  Notification No. CEK/3/69 dated the 13th 
September, 1969 specify the markings to be made on con- 
trolled cloth. Currmtly the marking of prices at every 
metre of controlled cloth 1s statutory. 

3. The Mills arc required to determine the maximum ex- 
factory price of controlled vaneties of cloth in accordance 
with the Schedule of Multiplier notified under Clause 22 
of the Cotton Textiles (Control) Order, 1948. The current 
multlpl~er 1s governed by Notification No. CER/l/GEI dated 
the 2nd May, 1968. The responsibility of correct classifi- 
cation of an item of cloth elther as a controlled variety or 
non-controlled variety rests with the mills, equally so Me 
responsibility of determining the correct price and stamp- 
ing. The mills are required to submit the particulars of 
manufacture, and the details of price calculations for each 
controlled variety in the 'C' form prescribed. 

4. This office has been examining the 'C7 forms from the point 
of view of the classification of varieties either controlled 
or  non-controlled and also the correctness of price calcula- 
tion. Looking to the large number of 'C' forms, during 
the period ending 30th April, 1968, the number of 'C' 
forms checked was of the order of 15 per cent to 20 per 
cent. With effect from 2nd May. 1968, all the 'C' forms 
received arc being checked 

5. The examination of 'C' forms at the Hcadcluarters is con- 
fined to the correctness of the classification and the price 
calculation based on the declarations The correctness of 
the declarations of the particulars of manufacture is, 
however, being carried out by the Inspecting stiff of the 
concerned Reg~onal Office of this Organisation and actmn 
is taken in the event of any irregularity being noticed 
The frequency of inspection is limited to the extent of 
Budgetary provisions and the dispersal of units within 



the region itself. It is not considered possible to ensure 
that the entire quantity produced is checked for its cor- 
rectness of classifications or the price matter. 

6. Earlier, Excise Officials had been posted at each composite 
cotton textile mill, but with the introduction of self Re- 
moval Procedure, no physical check by the Excise staff is 
~bli~gatory." 

8.29. The aforesaid note inter alia brings out three facts: (1) the 
Mills are required to submit the particulars of manufacture and de- 
termine price classification for each controlled variety in the 'C' 
form. The correctness of the declaration of the particulars was 
being verified by Inspecting staff o'f the concerned Regional officers 
of the Textile Commissioner's Organisation; (2) the mills are re- 
quired to determine the maximum ex-factory price of controlled 
variety cloth in accordance with the schedule of Multiplier Notified 
under clause 22 of the Cotton Textile (Control) Order, 1948, the 
current multiplier being covered by notification dated the 2nd May, 
1968; (3) the responsibility of correct ~lnssi~fication of an item of 
cloth either as controlled variety or non-controlled variety rested 
with the mills, as also the responsibility of determining the correct 
price and stamp. 

8.30. The Committee desired to have a note on the work of 
Regional Offices showing, inter d i a ,  the number of inspections con- 
ducted by them year-wise and mill-wise, the number of irregularities 
noticed, brief details thereof and action taken against the parties 
concerned during the periods (i) from 13th October, 1964 to March, 
1974 and (ii) April, 1974 to December 1974 The Ministry of Com- 
merce submitted the following note: 

"The Regional offices of the Textile Commissioner's Organisa- 
tion have been charged with the responsibility of carrying 
out field inspections with a view to enforce the provisions 
of the various notifications issued under the Textile Con- 
trol Orders, for regulating the activities of the Mill sector 
and the de-centralieed sector of the textile industry. Be- 
sides inspection from the point of view of enforcement of 
the provisions of the Textile Control Orders, the field staff 
of the Regional Offices of the Textile Commissioner's 
Organisation carry crut verification of utilisation of impor- 
ted items of stores and spares, inter-mill transfer of 
Indian Cotton, replacement and scrapping of obsolete 
machinery diversion for sale in the internal market of 
goods originally packed for exports, proces~i~ng of outside 



cloth by composite mills and issue of certificates of origin 
for export of handloom cloth, etc. 

The mill-wise details of inspections conducted by the Regional 
Ofices are not available. However, a statement showing 
the total number of inspections of mills conducted by the 
Regional Offices and the number of irregularities noticed 
during the period 13-10-1964 to 31-12-1974 is attached.* 
It is not possible to giie details of each of the irregulari- 
ties noticed during a period of lover ten years. However, 
it may be stated that the irregularities relating to the con- 
trol on cotton cloth fall within one or more of the follow- 
ing categories : - 

(1) Irregularities in the particulars of manufacture which 
have an impact on the ultimate ex-factory price. 

(2) Nlon-stamping or wrong stamping of statutory mark- 
ings on the face-plait and the second part of two part 
pieces of cont~olled and non-controlled cloth and on the 
bale containing such cloth. 

(3) Packing irregularities. 
(4) Non-submission and late submission of 'C' forms in 

respect of controlled cloth. 

As regards the irregularities falling in category (1) above, 
the mills are as an alternative to the time-consuming and 
costly litigation, required to pay into the Government 
treasury the excess amcount, if any, recovered by them 
through sale of cloth. The stock on hand is required to 
be opened and repacked after stamping the correct prices. 
Other irregularities are of a technical nature, which 
usually occur due to inadvertance and it is not considered 
worthwhile taking any serious action against the mills in 
such cases. They are let out with a warning to be more 
careiuI in future." 

8.31. As r cp rd r  the responsibility of the mills to correctly classify 
an item oi cloth either as controlled variety or non-controlled 
variety it is pertinent to recall the following observations made by 
ahe Committee in their 223rd Report on Controlled Cloth:- 

"There have also been a number of complaints that the in- 
dustry itself has been indulging in a systematic sabotage 
of the controlled cloth scheme. Various news media have 
also carried reports on the clandestine sale of controllrd 
cloth at  different times to hulk buyers either for reprocess- 
ing or conversion into readymade garments In fact, even 



the then Minister of Foreign Trade, w+le addressing an  
ICMF Conference on 7th Oc~ober, 1972 had stated:- 

' . . . I t  appears that the nlolnent the co:ttrullcd cloth leaves 
the mills gate, i t  disappears withoul leaving any trace 
Ijehind. . . .' 1 believe j: fair quantity ,.caches the procem- 
ing houses where i t  changes shade and colour and re- 
emerges as non-controlled processed c h t h  with a high 
unit value." 

The Bureau of Industrial Costs and lJrlc!,s had alluded to this 
fact, in September, 1972 and had recommended 'fuller 
examination' of this aspect. Admittedi!-, prior to Novem- 
ber, 1972, before the distribution systc.i,, I~.troduced by 
the Commerce Ministry came into force. ,,ulrlplaints of 
controlled cloth being largely diverted t,o pi,: wcssing units 
were received by Government and wcre found t . 0  have 
some basis. Though the clandestine sales of long cloth 
to the processing houses was apparcntly within the 
knowledge of Government for a fairly long time and Gov- 
ernment were also awqe that the mal-practices 
alleged related largely to t%e long cloth component which 
constitutes a substantial por8.on of the total production, 
the Committee are surprised and pwturbed that it was 
only in September, 1974 that orders were issued by the 
Textile Commissioner directing the mills to bring down 
the pmportion of long cloth in the total production and 
to produce long cloth only in the bleached form instead 
of the grey form which is susceptible to reprocessing and 
conversion. The Committee seriously deplore the delay 
in taking these remeaial measures and would like urgently 
to know the reasons therefor. They would ask Gov- 
ernment to be truly vigilant in this regard and come 
down heavily on those mills/dealers whose self-interested 
and clandestine transactions tended clearly to sabotage a 
national welfare scheme." . . . 

E(xrlim recommel~dation of P.A.C. 

8.32. It ~s also relevant to ment~on in this connect~on that i t  is 
not for the first time that a escapement of duty on controlled cloth bv 
tleclanng ~t as uncontrolled cloth had bcen brought to  the notice of 
the Dcpartmsn! of Revenue In the Audit Rcport 1969 paragraph 
31 (A)  (ii) (B) :\ case had been brought to  ncrtlce ocrordlng to W ~ I C ~  

saree wh~ch  neither conformed to the defin~t~on of controlled variety 
prescribed by the Texile Comm~ss~oner nor covered by his deviation 
orders wi.re a1.o cleared at the concesslonal ratc of duty du r  ~ n g  tht 
period from 1st March 65 to 25th October 1967. The Committee had 



been desired to know the circumstances in which the sarees manu- 
factured by the licensees had been allowed to be cleared a t  the con- 
cessional rate. As in the present case, the Ministry for Finance 
at  that time had stated that according to the instructions issued by 
the Ministry of Finance in October 1964 they were not required to 
enter into controversy whether the declaration made by the manu- 
facturer was cmorrect or not. It was only after 29th April 1967 
instructions that the Cnllectorates of Central Excise were znter cllm 
directed to alert the local officers to guard against such cotton fab- 
rics being assessed the concessional duty when they did not. conform 
to the definjtion of controlled cboth. The Public Accounts Commit- 
tee were not satisfied with this explanation and had made the follow- 
ing observations in paragraph 1.104 of their 111 th Report l969-70: 

"It is regrettable that Government should have issued instrur 
tions to the Excise Officers not to enter into controversy 
whether the declaration made by the manufacturer was 
correct or not. These instructions were liable to be cons- 
trued as a directive to ignor(. even wrong declarations b?. 
manufacturers for the purpow oC claiming duty conces- 
sims. The fact that Government themselves aftt,r 2:  years 
of issue of these instructions. had to direct the assessing 
officers to be alert against mills clearing fabrics not consti- 
tuting 'controlled cloth' on payment of concessional rates 
of duty applicable to such cloth shows that the original 
instructions issued by Government were ill-advised". 

8.33. In the Action taken Note (Department of Revenue and 
Insuranct, O.M. No. F. 11 /2/7O/CX-7 dt. 24-9-1970). it has been staled 
"The observations of the Committee have been noted ". 

8.34. The Committee note that a schetne of price and production 
control of cotton fabrics manufactured by textile mills and intro- 
duced with effect from 20 October, 1964. The scheme envisaged 
production of cloth for popular consumption with the prices stamp- 
ed on it. The role of the Central Excise Officers was then discussed 
by the then Chairman of the Central Board of Excise and Customs 
with the Ministry of Finance on the 21st October, 1964. These in- 
structions intel- alia endoined on the excise officials that "any irregu- 
lnritv that may come to t teir  notice is required to be promptly re- 
ported (under Registered Post) to the Regional Office of the Textile 
Commissioner under intimation to the Enforcement Branch of the 
Texti l~ Commissioner Headquarters at  Bombay". While it is true 
that the Excise officers were asked n d  to enter into a c-rtroversy 
whether a fabric is a shirting, long cloth, dhoti or saree, it was also 
laid down that "if anv Central Excise Officer has information of any 
malpractice prevailing with regard to price control, he has to pass 



a n  the information to the Textile Commissioner. Besides, tte 
ministry had specifically stipulated that "the working of the above 
procedure may be watched and any difficulties fouzhd or envisaged 
to be experienced should be referred to the Ministry demi-officially." 
When these instructions were issued, there was no concession in ex- 
.cibe duty on controlled cloth. 

In February, 1965, concession in excise duty on controlled cloth 
was announced and in order to avail themselves of that concession 
.some of the mills wrongly cleared as 'controlled cloth' certain non- 
,eontrolled varieties of cloth. 

The Committee feel that the instructions issued in October, 1974, 
were fairly comprehensive and if the excise offlcers in the field had 
maintained the vigilance expected of them they would have pin- 
pointed the irregularities indulged in by the textile mills in declar- 
ing cloth which did not conform to the prescribed definition of con- 
trolled cloth for purposes not only of availing themselves of the 
cancessional excise duty but also of notionally showing what was 
fictitious and false, namely, that tbeg were producing controlled 
varieties of cloth required for the poorer sections of our people. The 
Committee cannot also see any reason why the Collectors, who had 
been asked to keep a careful watch on the working of the procedure 
and to bring to notice the di5kulties found or anticipated, did not 
discharge this responsibility by bringing to the notice of the Ministry 
a t  the earliest the aforementioned malpractices which had crept into 
the procedure and by which the textile mills were trying not only 
to pass off cloth which was not in conformity with the deflnitfon od' 
controlled cloth but also deprived the exchequer of legitimate excise 
dnties. 

8.35. It  is significant that many of the irregularities mentioned 
in the detailed statement, furnished by the Ministry a t  Appendh 
XIX relate to the period between 1964 and 1967. For instance, 
M e w s  Modern Mills No. 2. Bombav, cleared long cloth as controlled 
cloth between 25 June 1965 and 28 December 1967. Sabseqnently, 
3t was noticed that most of the cloth in question was supplied by the 
mill to embroidery manufacturers and was not eligible for be in^ 
treated as controlled cloth or being stamped as such or be allowed 
the concessional excise dutv. The Committee would like to t e f ~  
in thic connection also to their 223rd Report on 'Controlled Cloth' 
wherein thev have brouerht out how the social Durpose underlyine 
the scheme of controlled cloth was not fulfilled because of peculjarlv 
anntrived difficulties and deliberately devised malpractices by some 
textile mills and the trade generally. 



IPhe Commfttre fhd  that Government took more than two 
y- after the introduction of the concessional duty on confrolled 
cloth to h u e  insfructions on 29 April, 1967, to alert the Collectors 
about certain lnshnces where cloth, which did not conform to the 
speeiHcations of 'controlled' varieties, had been cleared at conces- 
sional rates by declaring i t as 'controlled' varieties e.g. sarees of 
less than 4.15 metres each m length, shirting which did not conform 
b the spe5ficatians laid down for this purpose, etc. The Collectors 
were in their turn directed to alert the of!Rcers to take suitable action 
and  bring such irregularities promptly to the notice of the Textile 
Commissioner for immediate action, apart from proceeding against 
;the uffenders for evasion of duty under the Central Excise law. The 
Collectors had also been asked to scrutinise the past assessments and 
take appropriate action wherever necessary. The Committee find 
that In spite ef the issue of these instructions, conclusive action was 
not taken by Collectors to review the position and proceed positively 
against the parties that had evaded the excise duty by wrongfully 
declaring the cloth as that of a controlled variety. Even now, action 
'has yet to be conclusively taken against 31 Mills to recover an 
amount of over Its. 15 lakhs due from these mills for having illegally 
taken advantage of the concession on controlled cloth for varieties 
which did not conform to that description. Apart from the case of 
'Modern Mflls No. 2, Bombay, already mentioned, the Committee 
take a serion: view of another case, that of a leading mill, Messrs 
J.K. Cotton Spinning and Weavinp Mills, Kanpur, against whom 
there is a claim for Rs. 14.35 lakhs on this account. According to 
the Ministry, "the manufacturer had been showing different com- 
position in Central Excise records and different particulars were dis- 
covered from their private records." The case is stated to be still 
pending adjudication. The Committee feel that when a mill of the 
dimension and standing of J.K. Cotton Spinning and Weaving Mills 
indulye in such fraudulent ~ractice, not only should the amount of 
excis?, dutv be forthw-th recovered in full but further stren actions 
as admissi ?e  under the law, should be taken aqainst the mill, so that 
i t  zcts as a deterrent to others. The Committee would like to be in- 
formed of the action taken in this regard. 

8.37. Tke Committee find thxt there was an interval of nearly 
fire vears. after the issue of instructions in 1967, when the position 
was ~ta t ed  to have again been reviewed at a meeting held on the 
11 Anril 1972 between the renresentatives of the Ministry of Finance 
(Ceqtrsl Rosrd of Excise and Customs), Ministry of Foreign Trade 
(now M k i c t y  of Commerce), the Central &venue controlled labo- 
r8tnr;ez 0-4 the Textile Commissioner's organisation. At this 
1965 LS-9. 



meeting it was made clear that "id. would not be proper for the Cen- 
tral  Excise Officers to completely divesi tliemselves of the responsi- 
bility of exercising checks to ensure cc~rectness of their assess- 
ments. Thu? it would be a part of the respcnsibility oP the Central 
Excise Officers to draw samples ot such cotton fabrics pericdically a t  
random and forward the same to the C'i~emical Examine1 for neces- 
sary test in order to ensure that the particular fabrics conform to the 
specifications of cogtrclled fabrk-.  Any in%tances of misdeclaration 
coming to the'r not c=. could be brought promptly to th? nctice of 
the Textile Commissioner for such remedial action as deemed fit." 
The Committee h2ve not been informed cf the concrete follow-up 
action taken in pursuance of these instructions though they had ask- 
ed for this information specifically from the Ministry. 

8.38. The Committee cannot but conclude that the various Llepart- 
n l e ~ ~ t s  ministlies of the Government oL India and their field organi- 
sations have not acted in an integratyd cr even a reasonably co- 
ordinated manner after the announcement of the scheme for con- 
trolled cloth in the interest of tne weaker sections of society, with 
the result that the mills wele able to esploit fully the shortcom- 
ings and loopholes in the government arrangements by not produc- 
ing the controlled cloth of the reqiiisite yualitv or quantity and by 
diverting such cloth to other uses for which it had not been meantL 

8.39. The Committee have dealt, in their 223rd Report on Con- 
trolled Cloth, with these  shortcoming^ which have riddled the 
scheme from the very inception and defeated the basic and most de- 
sirable objective of making avaihble cloth of acceptable quality 
a t  controlled prices to the poorer sr:.tions of our people. The Com- 
mittee would like Government not cmlj to fix responsibility for this 
lack of integrated action but to learn n lesion from thew costly and 
serious lapses. It is of the utomost im w t a n c c  t h t  when a scheme 
of making available an essential commodity like controlIed cloth 
to the weaker s@ctions of society is conceived, it should be worked 
out in meticulour detail in consul t~t~:)n  with the Ministries/Depart- 
ments and the field organisations concerned so th2t no loopholes a re  
left for subverting the scheme or defmting its pILafCOse. The Com- 
mittee wish that rneetinqs should he held a t  least once e n v y  qusr- 
ter  between the smior renresentatives of the Ministry of Commerce 
the Textile Commis~ioner's orgqnicstion, the Ministrv of Finance, 
Central Excise OcT?p~rs, Crntral Re\eque control labor?tories. etc., 
in order to criticallv review the nositinn snd devise remedial mea- 
sures far nlugginm the loonholes ~ n d  rectifving shortcomings. T h e  
Committee urge that a hi~h-level  comprehensi~e review should be 



undertaken well before the conclusion of ,@finsqcial year and the 
Analisation of the b'udget proposals, so that timejy and effective 
action may be taken to modify and improve the excisg structure and 
its concomitant arrangements and the underlying socio-economic 
objectives of our tax sfructure aie fulfilled more faithfully. 

8.40. The Commithe are perturbed at the considerable delay in 
raising demands for the d~fferentid duty to the extent of Rs. 90;013 
in the cases referred to in the Audit paragraph. This lapse was 
pointed out by Audit as long ago as in April, 1968. The demands 
were, however, raised only in November, 1968 (i.e. after 7 months) 
and in September, 1969 (i.e. after 1 year and 5 months). The result 
of the delay has been that the cases have been declared time-barred 
on appeal. The Ministry of Finance have admitted that the Asds- 
tant Collector (Audit) wrote a D.O. letter on 18 April, 1968 to the 
Assistant Collector, Hyderabad to take immediate action on the irre- 
gularities. They have conceded that had immediate and more care- 
ful action been taken on receipt of the aforesaid D.O. letter in April 
1968, further erroneous assessments thereafter could have been avoi- 
ded and demands for the past period issued in the month of May/ 
June. 1968. The Committee find a chain of apparent lapses and fail- 
ure in this case e.g. iailure to ensure that a t  least after 18 April, 1968 
(date of Internal Audit Party's visit) no uncontrolled cloth was 
cleared as  controlled cloth, failure to ensure that demands in respect 
of erroneous assessment in March-April, 1968 did not get time- 
barred, failure to report correct position by the Assistant Collector's 
office to the Collector's office and by the Collector's office to the 
Board after April, 1967 in respect of past clearances, and failure to 
report the matter to the Textile Commissioner. The Committee are 
also perturbed that the Collector's office file was destroyed even 
before its retention period was over. During evidence, the repre- 
sentative of the hiinistry of Finance stated: "I an not satisfied with 
the answer given by the Collector. I am looking into this aspect." 
From subsequent replies the Committee learn that charge sheets 
have been issued against 3 Superintendents of Central Excise and 2 
Ins~,.ectors. The Committe are of the view that cases such as the 
present one where delays reduce or limit the prospects of realisa- 
tisn of demands on account of differential dutv should be a matter 
of grave concern to the Government and should be at  once probed 
thoroughly. The Committee desire that the extent of lapses on the 
p:rt of the supervisory officers, Assistant Collector and Collectm 
should also be determined and appropriate action taken without de- 
lpy .  The Committee would like to be informed soon of the action 
taken against the defaulting officials. 



8.4l. The Cemadttee ferirh that A hhhh h d b  ''hkni &y &id- 
emlam in the Gate Passes wMch &, or *hi& h?C h& redoh to lbdevi! 
k be f ~ "  in k m n s  of dnb-dt t$j d &n& rrzd of th ~ h 6 d l  
Exaisle Rd&. 1944 b I W e  to M l t y  not ed0lchd& qne t h d & ~  
rupees besides the lia-bility foi  Che C* 

- L oi  g6b;di. $lie Com- 
pittee have been, iqfqmed. $hat opders for $he cnlkfitkn, d Gate 
Passes + pqes of false declaration by the bxtile W s  Bsd been 
9 e d  +nd , thqt Noy-cgqy yo@ces. were being issued. The Com- 
qittee would 1i4e be apprise4 of the outeomq of this exercise and 
the amount actually recovered from the defaulting mills. 

, 8.42. ,The.Colmmittee take a serious view of the role unhappily 
played by $he Ttx* Commissieaer's organisation. It was clearly 
the duty d the Textile Commissioner to see that uncontrolled cloth 
w- ad declared P&ently as cantrolle~ 010th. The Regional 
WEces of h b . w ~ o n  are chwged with the spe!cific responsibility 
of carrying mot fldd inspections with a view to enforcing the provi- 
&s of. the various modifications issued under the Textile Control 
Qrcktrs for regulating the manufacture of the textile mills. As stat- 
ed in one of the replies furnished by the Ministry, check on "nen- 
stonping or wmng stamping of statutory markings on the controlled 
and uswontrolled cloth and on the bale containing such cloth" was 
the clear responsibility of the Textile Commissioner's staff. The  
Committee cannot, therefore, accept the plea that such irregnlari- 
ties are of a "technical nature which usually occur due to inadverl- 
anice." The Committee are surprised that the Ministry of Com- 
merce apparently consider such lapses to be so minor that it was 
"not worthwhile taking any serious action against the mills in such 
cases." In the Committee's view, this indifference towards mal- 
practices involving, detriment to the country's revenue and to the 
poorer consumer of an essential commodities cannot be countenanc- 
ed. The Committee, therefore, ask for a critical review of the Tex- 
tile Commissioner's role in this regard. If the Central Excise staff 
were not considered technically or professionally well equipped to 
determine whether a particular variety of cloth answered the sneri- 
fications of controlled cloth or not, it was all the more necessary for 
the Textile Commissioner to have exercised the necessary check in 
this direction. 

8.43. Another distressing feature that has come to surface is that 
during the period March, 1965 and May, 1968, the percentage of 'C' 
forms (wherein Mills submitted particulars of manufacture and the 
details oi' price calculations for each controlled variety) checked bv 
the office of the Textile Commissioner was not more than 20 per cent 



and it was only from May, 1968 that all the 'C' forms were subjected 
to a check. The Committee would like Government to investigate 
why it w+s not pokdble , , .. . for the Tep,ti?e , W u m ~ e r  ]to coaduct a 
more e x ~ s i v e ,  'if not a -188 per cent check of such forms, because 
had such a checked been exercised, it is more than likely that the 
scale at which the malpractice of passing of nneontrolled vahk:tj of 
cloth as ~ 0 W ~ l l e d  and availing of cwwrcession in eredse duty would 
$eve been'rebealed muck earlier and provided an earlier 6pportunEby 
bo Government Po prevent loss of revenue on this accomt. 



ALUMINIUM (TARIFF ITEM 27)-UNDER ASSESSh@NTS AUDIT 
PARAGRAPH 

Audit Puragrap h : 
9.1. Aluminium manufactures are assessable to excise duty on 

ad-valorem basis a.nd value for this purpose is the price fixed under 
the Aluminium (Control) Order 1970. The controlled prices are 
inclusive of duty and therefore for assessment purposes, duty has to 
be abated to arrive a t  the assessable value. 

9.2. Regulatory duty at  25 per cent of basic duty was imposed on 
aluminium products with effect !'rom 13th December. 1971. Tk 
Ministry of Steel and Mines (Departmm: of Mines) allowed manu- 
facturers to add this duty to the controlled prices till a revised noti- 
fication fixing prices inclusive of l.egulatory duty was issued. The 
revised natification was issued on 2lst January, 1972. Similarly 
when budgetary changes were effwted on 17th March, 1972. special 
excise duty was abolished and basic duty was conscquentlT: enhanc- 
ed, resulting in higher quantum of rei~:ilntory duty. $-gain the 
manufacturers were allowcd to add thc cit1.a duty to thc cr:ntrol!t.d 
prices under Ministry of Steel and Mines letter dated 30th March, 
1972. The order fixing the revised prices consequent on thest. budge- 
tary changes was issued on 2nd May, 1972. 

9.3. It was noticed that a licensee in one collectorate had cleared 
989.154 metric tonnes and 752.949 metrlc tcnnes of a lun~in iu~n  rods 
during the periods from 13th Dccembcr, 1971 to 20th January, 1972 
and 17th March, 1972 to 1st May, 1972 respectively and paid excise 
duty on sale (controlled) prices, without including therein the requ- 
latory duty. In arriving a t  the assessable value, however, the de- 
psrtment allowed full duty abatement as if the regulatory duty was 
included in full in such composite prices. As a consequence. the 
duty abatement was higher than due and assessable value was lower 
than what it should have been, resulting in under assessment to 
duty. The under-assessment due to such incorrect abatement or re- 
gulatory duty during the above periods worked out to Rs. 1,10,158. 

[Paragraph 40(a) of CSA.G.'s Report for 1972-73-Union Govern- 
ment (Civil)-Revenue Receipts-Vol. I-Indirect Taxes.] 

9.4. Aluminium in any crude form and its manufactures, as 
specified in the Tariff itself, are leviable to central excise duty under 



Tariff Item No. 27. From 1 March, 1970 the mode of levy of duty 
was changed from specific rates to ad-valorem. Since the price uf 
aluminium i s  statutorily fixed by the Central Government under the 
Aluminium (Control) Order, 1970, such statutory prices were to be 
.accepted for assessment to duty. The prices fixed were inclusive of 
duty prices. In other words for ar r~ving a t  the assessable value, the 
duty element included in these prices had first to be set off. 

9.5. The Government of India imposed, under notification 
No. 204171-CE dated 13-12-1971, regulatory duty on aluminium at 
the rate of 25 per cent of the basic duty. The Ministry of Steel and 
Mines (Deptt. of Mines) in their letter No. 5(127)/71 Met. 1/71 
.dated 18/22-12-1971 Appendix XXI allowed the manufacturers to add 
this duty to thc prices already declared under the Aluminium (Cvn- 
trol) Order, 1970, till a reviscd notification inclusive of ~ ~ g u l a t o r y  
duty was issued. The revised notiiicatim including such duty v ras  
subseyuent1,g issued on 21-1-1972. 

9 6. Similary, whcn under thc Finance Act (1972) the quantum 
of legulatory duty was increased to 3311-3 per cent of basic du:,:, 
the manufacturers were allowed to add the addit~onal r e g u l a t ~ ~ v  
duty to t h r ~  cclntlolled prici,s r l d c  Ministry of Steel and M I I I ~ <  1et:rl 
No. 5 (127) /Met. 1 /7l dated 25/30-3-1972 (Appendix XXII). The 
revised notification in t h ~ s  case n-as issued on 2 May, 1973 

9.7. The Committee 1t.amt fr3m Audit that the licensce 
Power Cables Ltd., Baroda, mentioned in the Audit para had clear- 
ed 989.154 tonnes and 752.949 tonnes of aluminium rods during the 
periods from 13 December, 1971 to 20 January, 1972 and 17 March. 
1972 to 1 Mag, 1972 and paid central cxcise duty on the asscssablc 
value fixed on the basis of sale prices notified earlier by the Ministry 
of Steel k Mines without taking note of the additional regulatory 
duty which was to be added under the Ministry of Steel and Mines 
letters dated 18-12-1971 and 30-3-1972. However, while working out 
the assessable value the additional regulatory duty element was 
allowed to be abated in full for the periods from 13 December, 1971 
to 20,,January, 1972 and 17 March, 1973 to 1 May, 1972. This resulted 
in fixation of lowel- assessable values and consequently under-assess- 
ment of duty to the extent of Rs. 1,10.1'58. 

9.8. The Committee wanted to know when the departmental 
officials had noticed the short levy in this case and why i t  was so 
.much delayed. The Ministry of Finance have informed that: 

"after imposition of regulatory duty on 13-12-1971, the Super- 
intendent concerned sought clarification on 15-1-1972 
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from the Assistant Collector, Baroda whether regulatory 
duty is to be included in the selling price or to be ex- 
chded. The Assistant. Collector in t w n  referred the 
ter to the Collector on 9-&W)72, for his, 
orders since the assessments were being done provi- 
sionally. In reply the Collector intimated the Assistant 
Collector On 303-1972 to examine the issue in the context 
of Notification NO. S.O. 56 dated 21-1-1972 fixing enhwc- 
ed selling prices of aluminium and also a s h d  for report 
whether the query raised in his letter dated 9-2-1972 
solved the issue or not. The Superintendent expressed 
an opinion in the File on 11-4-1972 that the S.O. 56. 
dated 21-1-1972 of Ministry of Steel and Mines did not 
apply to the period 13-12-1971 to 20-1-1972 and the prob- 
lem persisted for this period. But follow up action was 
neither taken by the Assistant Collector of the Division 
nor by the Superintendent. 

On 27-4-1972, Asstt. Collector raised the same issue again with 
the Collector after 1972 Budget which enhanced the rate 
of regulatory dutty from 25 per cent to 33 1 / 3  per cent 
and requested the Collector to check up with the Con- 
troller of Aluminium. On 1-6-1972, Collector again 
asked the Assistant Collector to examine the matter in 
the light of Ministry's letter F. No. 614172-CX. I dated 
11-5-1972 circulating enhanced selling prices of alumi- 
nium. Assistant Collector informed the Collector on 
19-7-72, after getting confirmation from the Range Super- 
intendent that the problem had been solved by Minis- 
try's letter dated 11-5-1972. 

The short assessment arose because the letters F. No. 5(127)/ 
71-Wet, 1 dated 18-12-1971 and 30-3-1972 issued by Minis- 
try of Steel and Mines were not received by the concern- 
ed field officers i.e. Collectorate of Baroda. These letters 
authorised the manufacturers to enhance the prices of 
aluminium to the extent of increase in duties of excise 
with effect from 13-12-71 and 17-3-72 respectively 
pending issue of formal notificati~n." 

9.9, Cor>ies of letters No F. 5 (127)/71-R4ET. I dated 18-12-1971 
and 30-3-1972 issued by the Department of Mines, are reproduced 
in h n e x u r e  I & 11. I t  is noticed from the letters that they were 
neither addressed to the Ministry of Finance nor to any Collector- 
ate of Cel.ltral Excise. The letters weTe addressed directly to 15 
Aluminium manufacturing Units. It inchdes only one unit of 
Gujarnt, Naran Lala Metal Works, Navsari but there is no m3tion 
of Power Cables Ltd. Bar&. 



9.10. The Committee then apked what was the occasion for the 
I k ~ r d  to issue insthction on '19 August, 1972 and what action was. 
taken by the officers on fhes~-instructions and when. In a written 
not& the Ministry of Flnance stated. 

1 

"Ministry's letter F. No. 6/18/72-CX. I dated 19-8-1972 was 
issued to the Collectors only to get a confirmation from 
them that during the intervening periods i.e. 13-12-1971 
to 20-1-1972 an4 L7-5-1972 to 1-5-1972 the regulatory duty 
had been charged by them. It was also advised in  this 
letter to take corrective steps if not already done.'' 

9.11. In reply to another question as to when the show cause 
notice was issued or demand revised and what were the reasons 
for delay, the Ministry of Finance replied in a note as follows:- 

"On receipt of the Ministry's letter dated 19-8-1972 it was 
circulated to all Divisional Officers on 8-9-1972 for report. 
After examining the report of the concerned Assistant 
Collector, the Collector directed him on 10-11-1972 to 
rake demands and accordingly the Superintendent con- 
cerned issued show cause notice on 12-12-1972 to the 
party demanding Rs. 1JOJ57.76." 

9.12. During the course ,of evidence the Committee asked whe- 
ther the demand raised had been realised. 

The witness replied: 

"The demand raised has been confirmed and the party has 
gone in appeal." 

9.13. Duty on aluminium is paid under Self Removal Procedure. 
The Committee asked whether the manufacturer had revised the 
classification List after 13 December 1971 and 17 March 1972. The 
Committee also asked why the Department did not indicate the 
correct method of calculation of duty while scrutinising the classi- 
fication lists for approval. In a written note the Ministry of 
Finance replied : 

"Imposition of regulatory duties w.e.f. 13-12-1971 was inti- 
mated through telexesftelegram and so are budgetary 
changes given effect to immediately. The fact that ae- 
gulatory duty was imposed and given effect to by the 
concerned Aeld officers, is apparent from abatement 
given on account of the element of regulate* duty fmm 
the ,.- existing statutory e "  - prices of ahminiurn. ' 



The Collector of Central Ekcise, Baroda and the manufac- 
turer concerned were not aware of the letters dated 
18-12-1971 and 30-3-1972 issued by the Mlnlstry of Steel 
dnd Mmes In the absence of the knowledge of increase 
I r i  prlces to the extent of Increased regulatory duty, 
riielhod of calculation edopted was legally correct. 

The party had hled the classification list showing the regula- 
tory duty on 25-12-71. By Finance Bill 1972, the rate of 
regulatory duty was enhanced to 334 per cent and also 
that of baslc duty was Increased to 30 per cent and the 
bpeclal esclsc duty was abolished. In view of these 
changes, the paity agam filed a revlsed classification 
l ~ s t  on 18-3-1972 which was approved on 21-3-1972." 

9.14. The Committee note that the statutory prices of alurni- 
nium are fixed by Government under the Aluminium (Conlrd) 
Order, 1910. These nrices are inclusive of duty and the sssess~ble 
value far purposes of duty is wos!ied out after abatement arf duty 
element included in  these prices. The Government of 1ndi.1 impos- 
ed regulatory duty on aluminium at  the rate of 25 per of 
basic duty with eflect from 13 December, 19"i. The Department 
of Mines in it5 letter dated 18 December, 1971. allou,ed the manu- 
facturers to add this dotv to the nrices declared under the Alun~i- 
nium (Control) Order, 1970 till such time as a revised notific.ation 
inclusive of requlatory duty was issued. The notification includ- 
ine this additional duty was issued on 21 January, 1972. Suhse- 
quently under the Finance Art, 1972, sneclal excise duty was 
abolished and the hasic dutv was consequently enhanced. resulting 
in a higher quantum of regulatory duty with effect from 17 March, 
1972. The manufacturers were again allowed to add the extra cluty 
to the eontrolled prices under the Department of Mines letter 
dited 30 March. 1972 pending issue of revised notification about the 
sale price. The Order fixing the revised prices consequent on 
budgetary changes was issued on 2 Mas, 1972. 

A company, Power CabIes Ltd., Baroda, had cleared 989.154 
tonnes and 752.949 tonnes of aluminium rods respectiveb during 
the period from 13 December, 1971 to 20 January, 1972 and from 
17 March, 1972 to 1 Mag 1912 on payment of central excise duty on 
the assessable value fixed on the basis of the previous sale prices 
notified by the Department of Mines without taking note of the 
requlatory dutv enhanced with effect from 13 December, 1971 and 
30 M:~rch, 1972 ..respectively. However, while working out the  
assesr eble values the element of additional regulatory duty was 



.allowed to  be abated in full during the aforesaid periods which 
resulted in the fixation of low assessable values and consequent 
.under-assessment of duty to the extent of Rs. 1,10,158. 

The first increase in regulatory duty with effect from 13 Decem- 
ber, 1911 had crested doubts in the mind of local excise officials 
whether regulatory duty was to be included in the sale price or 
not. The Superintendent concerned sought clarification from tttr 
Asstt. Collector, Baroda, on 15 January. 1972 who in turn referred 
the matter tr, the Collector on 9 February, 1972 for his orders, in 
the meantime the assessments were done provisional1~-. In reply 
t h e  Collector directed the Assistant Collector on 30 JIdrch, 1972 
to examine the matter in the context of the notification dated 21 
January. 1972 issued by the Department of Mines allcut revised 
jvlces and also asked for report whether the query rahed in his 
letier dated 9 Februarv, 1972 had been resolved or not. Even 
tho!lgh the Superintendent of the concerned Collectorate hail ex- 
j ~ ~ ~ s ' i e d  an oninion on the file that the notification dated 21 Janu- 
ary, 1072 issued by the Depxtment of Mines did not -Inpip to the 
pe~iod i row 13 Deccmber, 1971 to 20 January, 19i2. "follow-up 
action mas neither taken by the Assistant Collector of the DiviGun 
nor hy t 'w Cuperintendent." The matter was allowed to be drag- 
ged on until the clarification of the whole position wak given by 
tk,r C - ~ t r ; t l  Board of Exeke and Customs itself in their letter dated 
19 Anxust, 1972. Had the Assistant Collector acted with prompt- 
nesy and taken c.onclusive actioll to ascertain the corrett method 
uT ncwisment a t  the time of increases in regulatory duty with 
r7'ert fro!n 13 1)ecember. 19"; and 17 March, 1972. the avoidable 
under-assesqment of Rs. l,lO,158 in revenue could have been avoid- 
ed. There was evidently considerable delay on the nart of the 
official% of the Collectorate in taking action. The Committee re- 
rolnmelld that appropriate action should be taken against those 
found resnonsible for the delay. 

9.13. The Committee have been informed that the under-assess- 
rnent arose because of the non-receipt by the Collectorate of 
Raroda of letters dated 18 December, 1971 and 30 March, 1972 
issued by the Department of Mines (Appendices XXI and XXII) 
Thrse letters were addressed to 15 Units in various Collectorates 
inrlt~ding one unit (Narain La1 Metal Works, Near Railway Station. 
Navsari, Gujarat) located in the Baroda Collectorate. It is un- 
fortunate that these were not addressed to the company in question 
(Power Cables Ltd., Baroda) in Baroda nor copies thereof were 
endorsed to the Ministry of Finance or  any of the  Collectorates of 



Central Excise. The Committee would like Government to in- 
vestigate as 'to why the copies ~f q e  comp@cations of the &- 
partment of Mines having a beariG' bn cktrolled prices were net 
endorsed to the Collectorates of Customs and Central Excise. The 
Committee recommend that responstbility for $his serious lapse 
should be fixed and appropriate action taken against the default- 
ing officials. 

9.16. The Committee are also of the opinion that the mistake in 
the instant case could have been avoided if consolidated 
instructions were issued by Governmenk after consultation 
between the Department of Mines and the Ministry of Finance 
(Central Board of Excise and Customs). The Committee desire 
that in the interest of avoiding loss of revenue and repetition of 
such cases, Government should advise all the administrative Minis- 
tries/Departments concerned to endorse copies of all such instruc- 
tions/letters to the Ministry of Finance (Central Board of Excise 
and Customs) and ~oltectors of Customs and Excise etc., in the in- 
terest of ensuring timely action by the concerned authorities. 

9.17. The Committee note that Power Cables, Baroda, had filed 
revised classifkation lists on both the occasion when the regulatory 
duty was enhanced. The first list was filed on 25 December, 1971, 
and the second on 18 March, 1972, which were approved by the 
Collectorate on 10 January, 1972 and 21 March, 1912 respectively. 
The Committee need hardly point out that if the Lists were sub- 
jected to thorough and proper scrutiny, the under assessment could 
have been avoided. 

9.18. The Committee also feel that it is not unlikely that similar 
cases of under-assessment in respect of aluninium manufact~~ring 
units could occurred in other collectorafea as well. The Commit- 
tee would like that all these cases shotlld be reviewed and efforts. 
made to recover the amount after proper assessment. 



ALUMINIUM-SHORT LEVY OF DUTY 

Audit Paragraph : 

10.1. Aluminium wire rods falling under tariff item No. 27 (a), 
produced by a manufacturer out of duty paid aluminium ingots 
braught from outside were assessed a t  the concessional rates of duty 
at Rs. 950 per metric tonne towards basic excise duty and Rs. 70 per 
metric tonne towards special excise duty during the year 1968-69, 
under a notification issued on 1st March, 1968. I t  was noticed that 
the  manufacturer had simultaneously availed of the benefit of partial 
exemption under another notification #of the same date for the alu- 
minium in crude from manufactured in his factory out of bauxite 
ore, even though the latter notification was conditional that i t  would 
not be available to any manufacturer who had availed of the exemp- 
tion under the Sormer notification. 

10.2. On this being pointed out in audit, the department accepted 
the  objection and issued a demand for Rs. 76,344 being the short levy 
,of duty on 636.204 metric tonnes of such wire rods cleared during 
1968-69 by this manufacturer. Particulars of realisation are awaited. 

[Paragraph 40(b) of C&AG's Report for 
1972-73, Union Government (Civil) -Revenue 

Receipts-Vol. I-Indirect Taxes1 

10.3. The case in questiton related to Madras Aluminium Co., 
Mattur Dam, an ore-based manufacturer who manufactured Alumi- 
nium in crude form. The Company was also engaged in conversion 
of duty paid ingots brought from outside into wire rods. 

10.4. The Government of India issued two notifications providing 
certain cloncessions in excise duties in regard to the assessment of 
Aluminium on 1 March 1968. By notification No. 24/68 duty con- 
cession of Rs. 270 per metric tonne was allowed to manufacturers of 
Aluminium from ores- Three conditions were required to be fulfill- 
ed to avail of the concession under this notification:- 

(i) This concession was not available to a manufacturer who 
availed of the concession under another noti-fication No. 
32/68 dated 1-3-1968. 

(ii) Such aluminium was manufactured by the manufacturer 
from bauxite or aluminium or both; 



(iii) Clearance sf aluminium in whatever form by the said. 
manufacturer during the preceeding financial year did not 
exceed 12500 metric tonnes. 

10.5. Ey another notification No. 32/68 issued on the same day 
aluminium n~anufacturers were allowed a duty concession of Rs. 120 
per metr I C  tonne. 

10.6. IVotification No. 24168 had a clause to the effect that i t  would 
not apply to a manufacturer who availed of the concession under 
Notification Xo. 32,(68 but notification No. 32/68 did not have any 
correspondmg prohibitive clause. 

10.7. On 19 March, 1968 the Ministry of Finance clarified in a 
circular that the manufacturers who were primarily arc based but 
who undertook the conversion of duty paid ingots for outsiders on 
Job basis should not be denied the concession provided by notifica- 
tion No. 24 '68 dated the 1 March 196C. This appear: to have been 
faken as allowing simultaneously the concession contained in the two 
notifications. 

10.1. Inst;-uctions issued by the Ministry of Finance vide their 
letter No. B.2,/1/68-CX.1 dated the 19 March, 1968, are reproduced 
belocl; .- 

"Intention behind notification No.  24/68 dated 1 March, 1968 
has already been clarified in the budget instructions. The 
intention is to allow further reduction of Rs. 150 per 
I-ietiic tonne to ore-bawd producers whost. clearances 
during the preceding filiancial year did not exceed 12,500 
M. Tonnes. Manufacturers who are primarily ore-based 
producers but who also undertake conversion of duty paid 
i~lgots of outsiders on job hasis in order to utilise spare 
capacity available with them are not to be denied the 
further exemption granted under Notification No. 24/68. 
-4s ~ l i . e adv  izdicatcd in S h ~ i  Narasimhrn's D.O. No. 12/65- 
OSD (CX)-68, dated the 8 March 1968 clearances of such 
converted Aluminium be regulated on quantity to  
quantity basis minus melt loss or process loss considered 
riecessary. 

Converted Aluminium already manufactured out of duty paid 
ingots received under Rule 56-A procedure should be 
allnwed clearance on payments of duty on full tariff rates. 

Ni, ~mendment of the notification No. 24/68 is considered 
necessary for the sake of limited stock of such Alumi- 
nium." 



10.9. The Committee enquir2d a s  to why i t  was considered 
necesary to iSsue the clarification on 19 March, lb68. The Ministry 
of Finance in  a written note stated: 

"Occasion for issuing this clarification was a representation 
from MIS. ALUCOIN West Bengal. Calcutta that the local 
officers were not g.vlng them the benefit of Notification 
No. 24/68 dated 1-3-1968 because they were taking inpro-  
cess the duty paid aluminium ingots brought from outside 
under Rule 56-A for manufacture of aluminium and its 
products out of Bauxite  or Alumina. It was further am- 
plified in January, 1969." 

10.10. The  Ministry of Finance stated further that :  

"The instruction dated 19-3-1966 was self explanatory. I t  was 
addressed to the Collector of Ccntral Excise. West Bengal 
and copy endorsed to the Collfctor of Central Excise, 
Madras presumabljr because only these two were concern- 
ed. I t  xvas received by the concerned Collector of Central 
Excise, Mad1.a~ on 22-3-1968, The Collector had report- 
ed that  since the instruction m7as clear, it was communi- 
c a ~ e d  as such to all the Assistant Collectors for infor- 
:nation and guidance on 3-4-1968.'' 

13.11. When asked whether the assessments in this case were 
checked i .T reviewed a t  any stage, the Ministry of Finance stated 
that  " the arsessments were reviewed after rcceint of letter dated . . 
17-8-1971 ci Accountant General. Madras. 

1CI.E. T!IC Committee dcsired to know ~vhe the r  the G o ~ ~ e r n m e n t  
intended to give option to the manufacturer to choose between the 
two notifications No. 24,68 and 32/68. In a note the Ministry of 
Finance stated that: 

"Notification Nso. 24/68 dated 1-3-1968 was not available to a 
n~anuiac turer  who availed of the concession under notl- 
fication 32/68 dated 1-3-1968. An optinn to avail of on? 
or  the  other of the exempt ims could be read Into the 
notification, the benefits under notification 24/68 were 
more liberal as they included the exemption in notification 
32 168." 

10.13. When asked whether the Ministry of Law was consulted 
for ascertaining the exact meaning of the notifications, the Ministry 
of Finance replied in the negative. 



10.14. The two notifications were issued soon after the presenta- 
tion of the Budget in 1!3&. The Committee asked whether any 
superior officer had visited the concerned factory between 1 March, 
1968 ana 31 May, 1968 and acyuainted himself with the assessment. 

'The Ministry of Finance replkd in the negative. 

10.15. The Committee asked as to what was the position in March 
1968 and how was the notification No. 24/68 interpreted a t  that 
time. The Committee also asked whether any Collector brought to 

.notice any problem connected with the assessment under these 
notifications. In a note the Ministry stated: 

"The Collector of Central Excise, Madras did not leport any 
difficulty. Clarification dated 19-3-68 was however issued 
som after the Budget of 1968 and the Collector was well 
aware of the same. Following the introduction of S.R.P. 
the Collector of Central Excise West Bengal. sought 
clarification regarding working of Ministry s letter dated 
19-3-1968. Otherwise C~ollectors did not bring the matter 
to the notice of the Board." 

10.16. Explaining how the mistake occurred. the M i ~ i s t r g  . ~ f :  
Finance stated: 

"This was perhaps due to mis-interpretation of Board's letter 
F. No. B2/1,/68-CX.1 dated 19-3-1968 by the local officers. 
Confusion was caused partly by the stand taken by local 
audit in October, 1968 that notification 24/68 dated 1-3-1968 
would not be applicable In the instant case whereas 
Ministry's letter dated 19-3-1968 clearly stated that benefit 
of notification 24/68 dated 1-3-1968 is not to be denied to 
parlmary ore-based manufacturers who also undertake 
conversion of duty paid ingots of outsiders on job basis. 
The ~ o z i t l m  because clear after recelpt of A.G Madras s 
letter dated 17-8-1971. The local officers were not clear 
wh:thel- the benefits under notification Nos 2 \ 6 8  and 
32/68 dated 1-3-1968 could or could not be simultaneously 
allowed. 

Notifization Nos. 24,68 and 32/68 a'ongwith Budget ~nstruc- 
tions of 1968 were communicated to the lower formations 
by the C(ollector in his general circular No. 29 68 dated 
29-2-1968 and as these were self-exnlanatorv, nil i ~ ~ r t h e r  
i n 5 t l  ucti(~ns %ere issued." 

10.17. D u i ~ n g  thc local auci~t of the factory conducted 11; October, 
-1968, i t  wss pointed out to the Excise Department that the conces- 



s i a  u a b  both t331C( mbtffidtlom shoutd not have been sirnultane- 
ously given and that the concession a k k d  under noflcation No. 
24/68 was not in order. In the light of subsequent clarificatory ins- 
tructions issued by %he Government on 9 January, 1969, the case was 
furtber examignd and it was felt that as the manufacturer was 
mainly an me-based manufaeturm-, the conzession under Notification 
No. 24/68 mEy could be allowed and that the concession availed 
under notification No. %/'@I was not correct. This position was 
brought to the notice of the Collector concerned by the Audit on 
17 August. 1071. This was accepted by the Department and a show 
cause notice was issued to the factory on 13 September, 19'72 and 
after hearing the manufacturer, the Assistant Collector passed orders 
in January 1973 that the factory should pay a sum of Rs. 76,344.68 
on demand towards the differential special excise duty on aluminium 
rods cleared during the period 1-3-1968 to 28-2-1969. 

10.18 The Committee desired to know the position of recovery 
of the short levy. The Ministry of Finance stated that: 

"The Appellate Collector, Madras in order dated 14-9-73 
decided that the demand was time barred. The demands 
had already become time barred by the time position 
became clear to local officer after receipt of A.G.'s letter 
dated 17-8-1971 referred to earlier." 

10.19. The Committee note that Government issued two Notifi- 
cations on 1 March, 1968, providing certain concessions In excise 
duties in regard to the assessment of aluminium. By Notification 
No. 24/68 duty concession of Rs. 270 per M.T. was allowed to firms 
manufacturing aluminium from ores. The concession was admissi- 
ble, subject to the fulfilment of the following conditions:- 

(i) A manufacturer who availed of the concession under an- 
other Notification No: 32/68 was not allowed to avail him- 
self of this concession; 

(ii) Such aluminium was manufactured by the manufacturer 
from bauxite or alumina or both; 

(iii) Clearance of aluminium in whatever from by the said 
manufacturer during the preceding financial year did not 
exceed 12.500 metric tonnes. 

By another Notification No. 32/68 aluminium manufnchers  
were allowed a duty aenoessioa of Rs. 120 per metric tonat. 

Government issued ordew on 19 March, 1968, statlng that the 
of NOfiflcaldon NO. 24/68 w a ~ n o t  to be dulid to prim ore- 
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based manufacturers who also undertoaL conversion at duty-- 
ingots of outsiders on job basis. 

The Committee find that during the local audit of Madras Alrunf- 
nium Co. Mettur Dam, in October, 1968, it was pointed out to the 
Madras Collectorate of Excise that the concessiolls under both the 
notifications should not have been allowed simultaneously to the 
Company and that the concession allowed under Notification 
No. 24/68 was not in order. The case was further examined in the 
light of subsequent clarificatory instructions issued by Government 
on 9 Jamuary, 1969, and was felt by the -Collectorate that as  the 
manufacturer was mainly an ore-based manufacturer, the concession 
under Notification No. 24/68 only could be allowed and that the 
concession availed of under Notification No. 32/68 was not correct, 
but no conclusive action was taken to raise the demand against the 
Aluminium Com~aay  till September, 1972. 

The mistake in allowing concessional excise duties simultane- 
ously under both the notifications resulted in excise duty to the tune 
of Rs. 76,344 not being levied in time for the period from 31 March, 
1968 to 28 February, 1969. The Committee are concerned a t  the 
avoidable delay of over three years in raising the demand for 
Rs. 76,344 by which time i t  became time-barred and could not be 
recovered. If the demand had been raised when the matter was 
first taken up by local Audit in October, 1968 instead of entering 
into a protracted correspondence, revenue of Rs. 76,344 could have 
'been saved. 

The Committee feel that after the objection was raised by local 
Audit in October 1968 the mistake conld and shonld have been set 
right if the Collectorate had taken conclusive action in consultation 
with the Audit authorities. The Committee desire that responsibi- 
lity for this unwarranted delay should be fixed and remedial mea- 
sures taken to obviate such delavs in future. 

10.20. Notification No. 24/68 had a clause to say that the conces- 
sion would not apply to a party availing itself of the concession 
under Notification No. 32/68 but there was no corresponding pro- 
hibitive clause in Notification No. 32/68. The contention of Gov- 
ernment that "an option of availing one or the other of the exemp- 
tions could be read into the Notification" is not convincing. If the 
intention was to give option to the manufacturer to choose between 

either of the two concessions, the same should have been specifically, 
provided in the notifications. The clarificatory instructions iszPlld 

* -. 



by Government on 19 March, 1968 stating "that manufacturers nho 
were primarily ore based but who undertook conversion of duty paid 
ingots from outsiders on job basis should not be dmied the conces- 
sion provided by Notification No. 24/68 dated the 1 March, 1968", 
also did not fully clear the matter and instead left scope for mis-in- 
terpretation of the underlying intention. 

The Committee are unhappy that Government's Notifications 
providing for concessions in duty etc., are not very precisely word- 
ed as has happened in this case. As already recommended earlier 
in para 5.24, the Committee would like to reiterate the need to 
exercise greater care in drafting notifications and entrusting the 
work in this regard to officers with a legal background and thorough 
understanding af the Central Excise law. 



LOSS OF REVENUE 

11.1. Aluminium pipes of certain dimensions with wall thickness 
ranging from 0.50" to 058" and used in sprinkler equipment for 
agricultural irrigation purposes were allowed concessional ,rate of 
duty according to a notification dated 6th July, 1968. On 1st March, 
1970, a revised notification amending the dimensions of wall thick- 
ness in metric units was issued. While doing so, instead of con- 
verting the inches into millimetres, the dimensions (in inches) were 
merely expressed in millimetres. This was, however, rectified in* 
notification dated 1st April, 19'72. During the period 1st March, 1970 
to 31st March, 1972, some pipes conforming to the thickness provided 
by the earlier notification of 6th July, 1968 were cleared at  conces- 
sional rate of duty of ten per cent ad valo?.em. The concessional 
rate was not admissible in such cases after the revised specifications 
were notified on 1st March, 1970. 

11.2. The loss of central exciw duty due to the incorrect con- 
cession isllowed during the period 1970-71 and 1971-72 in respect of 
two unlt:~ in two collectorates works out to Rs. 10,56,173. 

[Paragraph 41 (a) of C&A.G.'s Report for 1972-73- 
Union Government (Civil) -Revenue 
Receipts-Volume I, Indirect Taxes1 

11.3. Alummiurn pipes and tubes other than extruded ones were 
earher covered by Tariff Item 27 (C) and extrudcd pipes 2nd tubes by 
item Llj(d) and both were assessable to duty at1 valorem Bv a noti- 
fication No. 1 3 / 6 8  dated 6-7-1968 a l u m ~ n ~ u m  pipes of specified 
dimensions, as were used solely In sprinkler equipment for aglicul- 
tural inigation purposes were exempted from Centrai Excise duty in 
excess o f  the duty paid on stripe. The dimensions specified were as 
under: - 
- - - - - . --- -- - 

O ~ t \ ~ d e  d~ameter Wall thlckre\s - - - - -- - -- -- 



11.4. In  the Finance Act 1970, these sub-items were changed res- 
pectively to (d) and ( e )  of the same item 27 and specified rates were 
changed to ad valorem. Simultaneously with the changes in the 
tarB item, these aluminium pipes were made to hcar excise duty a t  
10  per cent ad volorem as against the tariff rate cf 25 per cent ad 
valorem, and the duty paid on strjp/sheets was to be given in the 
form of proforma credit under Rule 56A. A new notification was 
accordingly issued after rescinding notification No. 139/'68. Under 
the new notification No. 46/70 dated 1-3-1970, new dimensions were 
prescribed as under : - 

-- . ~ . .. ~ - - - -  . ~ . -. . . -~ 

0u:side diamc~ri-  Wall t h i c l c ~ c ~ s  

10.16 cms. . . 0 m.m. 

11.5. Other conditions remained unchanged. It would therefore 
be seen that the wall thickness in the revised notification was restrict- 
ed to 50 m.m., 52 m.m. and 58 m.m. only. Consequently. pipes not 
conforming to these dimensions were. strictly speaking, not eligible 
for the assessment as per notification of 1970. These were to  be 
assessed to duty a t  25 per cent ad valorem. 

11.6. Explaining the background of this error during the courFe of 
evidence, the Member, Central Board of Excise & Customs stated: 

"Sir, the concession for aluminium pipes and tubes specially 
designed for use in the agricultural equipment wa5 already 
there. The dimension of the particular specification was 
earlier set out in inches. Later on in the year 1970, when 
we made the duty ad valorem, we had expressed this con- 
cession also in ad valorem term. At that time. these speci- 
fications were also changed to metric system froin inches, 
that is we specified them in centimetres and millimetres. 
Through an error, the wall thickness dimwsion v;hich was 
previously .050" was unfortunately s h o ~ ~ n  as 5C milll- 
metres. The result of this change would have been that 
no pipe or tube would have got the benefits 3f exemption 
a t  all." 



11.7. The Committee wanted to know whether t k  Ministry of- 
Finance had assessed the total loss of revenue suffered in all the units 
as a result of this error. The witness replied: - 

"Actually, there has been no loss. Because right from the 
beginning, the intention was not to withdraw the exemp- 
tion which was in existence even before, we only continued 
the exemption. Through an error, a specification was 
worngly shown". 

The Chairman of the Board added 

'The point of audit is that so long as that mistake has been 
made in the Notification, the Notification should be appli- 
ed in the mistaken form. Sincc we seek to apply the 
Notification in the original correct form, therefore, there 
is a loss. We say that there is a clear mistake. That was 
never the intention. Even alongwith the budget instruc- 
tions, it has been stated that there is 'no intention to 
change this. Only a clerical mistake has occurred in the 
Notification. Technically it might be correct. Audit 
view is that once mistake was there in the Notification 
you must read the Notification In the mistaken 6orm. 
This assumed loss is there because of the mistaken form. 
If you do not go by words, then there is no loss of even 
a single pie. As a result of that mistake, there would 
be no concession: that concession ccases to exist." 

11.8. The Director, Receipt Audit stated durmg the course of evi- 
dence : 

"The paragraph sent to them (Ministry of Finance) was exactly 
on the same lines as it appears except for figures. Then 
the first sentence of the comments is as E.ollows:- 

'The facts stated in thc draft paragiaph arc substantially 
correct.' 

m a t  is how the commcnts begin. This was a clerical crlor. 
In this conncctian. ~ o l i  kindly see sc ia l  No. 7 of Notjfica- 
tion 3970. Wc, in Audit took the NotiGcation as expressing 
the intention b ~ c a u s ~ ,  in fiscal ma t t~ r s ,  we take the notifi- 
cation as important. If we go behind it, there would be no 
limit to it. Your notification says this. The Collectors 
themselves have written to you: even then you took two 
years to amend it. During that period having the notifica- 



tion as basis, there has been less coliectiorr of duty. 1 
would like to add something about the p u r w e  of putting 
in this paragraph. As the Chairman is aware, ~e P.A.C, 
has pointed out time and again that mlsrskes in the notifi- 
cation of Central Excise have occurred owing to errors of 
the Draftsmen There is a specific ~econlrc;endation of the 
Committee that there should be a m x e  careful scrutiny of 
these notificatiow, with the help of the Draftsmen of the  
Law Ministry special1 y drafted to the Department. That 
recommendation is still to be implemented, even though 
the P.A.C. had made it 5 years eariier. These mistakes 
would not have occurred, i f  it had been done. That was 
the main purpose of bringing the paragraph in." 

11.9. 'The P.A.C. in para 1.246 of their 111th Report (4th Lok 
Sabha) had desired to review the existing arrangenlents for drafting 
of notifications and to entrust work in this regard to officers with a 
legal background and a thorough understanding of the Central Ex- 
cise Law. The Ministry of Finance in their Action Taken N13te inti- 
mated on 27 January 1971 that the question as to how best the exist- 
ing system could be improved in the light of the observations made by 
the P.A.C. was being exanined in corisultation with the Ministry of 
Law and the decision when arrived a t  would bl. intimated to the 
Committee. No further cvnmunication there,-ltzr has been received 
from the M.inistry of Finance. 

11.10. The Committee desireci to know as :2 h7w and why the 
Collectors failed to apply the notification No. 46\70 dated 1-3-1970 
and if they found any defect in it why thev did not point it out to  the 
Board. The Committee a!:) desired ts know wke:her the Collectors 
read the notification a t  all. The witness replied: 

"The fact that thep do read the notification Secomes obvious 
in the very instance, because the x i s x k e  was pointed out 
first by the Collector of Custvns. Cochin, in whose jurisdic- 
tion this kind of 3 tube is n3t rnanufac.t.ored a t  all." 

The Chairman of the Board added: 

"As Member (Tariff) had pointed out. when the budget 
instructions were issued, tbcr-t .-~?rc instructicns covering 
this notification. It was stated that there was no change 
a t  all in the existing notification. The Collectors had, 
therefore, continued to follow the earlier one, inspite of 
the error. I t  is not as  if they ignored it." 



"gay I make a submission? The intention always was to give 
the concessional rzte for a particurar type of tubes which 
were used for a;:ricultural equipment etc. Now, this has 
been done and tllert. has been 30 deviation from the inten- 
tion also. By converting inches into mms. certain absurd 
results wEre following and nobody could manufacture 
pipes of this partkulsr spe!dicatirn, because of the phpsi- 
cal dimensions. i'here JS z con:mutwaxm to show that it 
would lead t3 an absurdity because of the thickness as 
compared to the intcrnal diameter and the overall diame- 
ter. There has k e n  no net effect in revende and nobody 
got hurt and nobody got benefited." 

11.11. In reply to another qliestion tho wittles; stated that-- 

"there were two 5rms involved ill i: Ore is Premier Irrigation 
Esquipmert IP Calcutta Co!~thc.t.wa!r$ and ?he other one is 
Jindal (P) Ltd. ir! +kz M y ~ o r e  Cnllectorate." 

11.12. The Committee dwired to know the time gap between tne 
occurrence of the mistake in the original notification and its correc- 
tion by another notification. The Chairman of the Board replied. 

"In the issue of forn,al ,.otificationc, there was a gap of two 
years." 

11.13. When asked as to why it took two years to correct the mis- 
take. the Chairman of the Board replied: 

"Sir, this is a complet~iy mishand!d case. Firstly there was 
obviously an error, srcond!y fnr  rep-ifvlnq the error unduly 
long time had bwn takeu. And unfortunately, somebody 
somehot\: thol~ght tkat C?ilrctors must be asked on ihis 
p3int even though it was a case of a simple error." 

11.14. The fo!!owing statement furnished by thr  Ministry indi- 
cates the chronological seq~:c>qc? of evmcs a n l  tl=. action taken from 
the date of issue of the orip~n::l notifi,tut.ic,r! (No 46 / Y O )  upto the time 
of the issue of the amended notification (No. 115172): 

"1-4-70 Issue of Notification No. 46/70 alongwith other Budget 
proposals. 

22-9-'(0 Collector of Central Excise, Cochin brings the clerical 
error t3 Board's notice in his fortnightly confidential 

Report for the period ending 31-3-70. Extract in CX-4 



file shows that the copy of extract was registered only 
22l9270. B e  recommended issuinq the corrigendum. 

29-9-77 'Extsact tput up by the section suggesting that letter 
from the Gollector of C??!ral Fxcis?, Bangalore was also 
received on the is.-ue w!.!ch had bee11 passed on to TRU 
because the noiification 46,'70 was ~ssued as a part of 
Budget proposals. 1970. 

T.R.U. returns the file to CX-4 on the plea that all the 
papers have since been transferred to CX-4. 

C X - I  again sends the file to TRU bxause  the foimer 
did not know on what basis dimensional specifications 
have been converted. 

TlZU wrote that if need to the present Joint Director 
(Drawback) might be consu-lted as he was associated 

with thc araftirlg of the sa.d nlitificati 111 while he was 
under Secretary T.R.17. 

D.I.C. & C.L. fo':.wa~d:, an ertract from thc :oul. note 
No. 1 /70  cd CC'B. Cochiri to  1.4 ' c .  Indalco, Alumpurain ? O  
the Board for necessary correctir-;I ip the notificaticn 

Joint D~rector obs .!-wd that thcrc obviously appeared 
to be clerical mistake. In the absence of Budget work- 
sheet it was nct poc -iblz to thrm7 an.$ f u ~  thcr hght. He 
also suggested issuing the corrigendum. 

21-12-70 Section put up a note that a corrigendum cculd be issu- 
ed only if the mistake occurred a t  printing stage. Since in 
the instan: c3sc. mistake crel~t  in at the drafting stage, 
only an afi;enc.illg notificatior~ would btr necsss:iry. 
Since an amending notiiication would only have prospec- 
tive effect. prc-lctice of implemcn:.a:i3n of the notification 
46/70 dated 1-3-70 mizht bc enquire:]. 

24-12-70 Letter issued to CCE's Cal. & Orissa jBangalorc./Cochin 
to know ho-ar the notifica~ion was behq implemented It 
was also stated therein that through clerical error the 
wail thickness previously shown in inches instead of 
being converted ints metric system was shown as 'mms' 
instead of inches without conversions. 



27-1-71 Collector of Central Esclsc., Cd h Orissa reported that 
pipes of spec1fica::ion as mentioned in notification 139/68. 
dated 6-7-68 huv:. b e z l  allo\rcd exemption. He however, 
recommended that wall thickness of the pipes be also 
brought to C.G.S. (Metric) system. 

20-2-71 CCE's Sangalore and Cnchin reminded with referento, 
Ministry's letter d a ~ e d  24-15713. 

2-3-71 A.C.(T) Ccchin sc)it an in ter~m reply that report ficm 
the concerned formation was awaited. 

26-3-71 CCE. Eiangalotc intimated that pipes of specification of 
wall thickness O.'050" or 1.277 being allowed the exemp- 
tion under notificatwn 46/79 dated 13-70 

1 4 - 7 1  Section r:ut up the repol: 0:' CCE. Bangalore s~xgges~ing 
that report from Coclljn migh: bt awaited. 

15-9-71 Indian Aiuinin~run Co. from their Delhi Ofiicc brought 
the matte)- t.0 7hc ncfice of Under Secretary Central' 
Board of Exciye & Cus;oms stating that their customers 
have been p u t  up to unnecessary hardship. 

3-10-71 Section put LI~] t1.e I c ! ~ , . ~  submitting a draft telex re- 
minder to CCE. Cochin. 

l3-lCb-$l Telex i~sued.  

1810-71 CCE. Cochin intimated that rcport already sent 01% 
27-3-1971. Copy again sent with postal copy of telex. 
This was received on 16-10-1971. CCE, intimated that 
Indalco :;~i?plied p:pe.; only :o hl ' s  T'olt:~; Ltd. of 3om- 
bay for sale on payment of full duty in view of non-pro- 
duction e n - l v w  certiGc:~t,~ a .  we11 ax the fact :hat 
speciticaticn for wall ~hickness were shown in mms and 
not in inches as laid down in notification No. 46/70. 

11-11-71 File mark: d to Law ~~~~~~~~y. 

18-11-71 Dy L ~ ~ i h t i v e  Council (Shri V. S. Rhashyam) 
returwd t h c  ';I<. that ccvigenduin can be issued only for 
mist:-~ke at printjng stage. Onl.~ course in the instant 
case was tc issue a11 amecdinq notification which could 
not have retwspective effect. 



IJS(CX-4) suggested to Section in his marginal note that 
the amending notification be forwarded by covering letter 
stating tne factual position regarding the intention as 
was donc on a number cf occasions in the past such as 
'glass fibre' and zinc. 

Section put up a note thst file relating to zinc is with 
CX-4 Section which would be procured hht ter  relating 
to glass fibre also obtained. Meanwhile. revenue impli- 
catim from CCE, Bangalwe be enquired. 

Telex issued to CCE, Rangalore. 

Telqy-am in reply received from Bangalore. 

Draft amending notiKcation put up by section. U S .  
(CX-4) suggested on 11-1-1972 for putting up a self 
contained note because it required M(T)'s approval. 

Self contained note submitted by US (CX-4) to DS 
(CX-4 EKS) alongwith a draft amending notification. 

M(T) desil.ed DS (El3S) to (i) re-check the convwsion 
figures p w m a l l y  (ii) know how the error ciept in the 
first notification (iii) to cover audit objection issuing 
in3ividiial c;rders under Rule a(%). He desired tc cover 
cases where the benefit of exemption had hew given out 
demands had been raised. 

DS (ERS) a s l r ~ l  US (CX--4) to speak. 

DS (ERS) observed that steps to issw i.he amending 
notification be taken and thereafter points (ii) and (iii) 
of M(Tj's miriutcs d a t d  lG-l-l!i:2 be examined. 

File mat ked t(, 1.a.v nlinlstry F C T  vcttlnq tht. notification 
received there on 1-3-1972. 

File re(ulw1d to the M,inistry after slight touchin? of the 
draft and received by the Ministry on 16-2-1972. 

(i)US (CX-4) directed the section to send the file to 
ofici:il I a n c ; l ~ a q ~  com~nission for Hinai transla~ion and 
gettiug it donc qujckl?; 
(ii) Fair cr1p-j of the notification/stc.ncll put up for signa- 
ture the Under Secretary. 
(iii) U.S. ob::+:y"d tha: stencil will be signed after receipt 
of +,he CSK ?{I;. from press 



94-2-72 Hindi trdxlation received back. 

28-3-72 (i) Draft circular letier and draf? explanatory menloran- 
dum put by section. 
(ii) Approved by the Under Secretary. 

33/14-4-72 (i) C~cl~si.:,~le;l copies of the notification with a forward- 
ing letter datea 1-4.1972 issued." 

11.15. The Committee find that by a notification dated 6 July, 
1968, Aluminium pipes of certain dimension with wall thickness 
ranging from 0.050" to 0.058" and used in sprinkler equip me^ for 
agricultural irrigation purposes were allowed concessional rate of 
excise duty. While issuing a revised Notification on 1 March, 1970, 
to express dimensions of wall thickness in metric units, the dimen- 
sions (in inches) were merely described in millimetres without in 
fact converting them into millimetres. Though this mistake was 
rectified by issuing Notification on 1 April, 1972, the delay resulted in 
a loss of ceqtlal excise duty to the extent of Rs. 10,56,173 because 
of incorrect concession during the period 1 March, 1970 to 31 March, 
1972, in respect of two units. The representative of the AMinistry 
of Finance averred during evidence that if one went by the "inten- 
tion" behind the notification issued on 1 April 1972, there was no 
loss. The Committee feel that in fiscal matters the language of the 
notification is as important as expressing the intention behind the 
notification. It is somewhat redeeming that the mistake was notic- 
ed bv one of the Collectors in whose jurisdiction interestingly enough 
this kind of tubs is not manufactured a t  all. However, the error was 
rectified after 2 years. The Chairman of the Board admitted during 
evidence "this is a completely mishandled case." As regards the 
delay of two vears in rectification of the mistake, the witness felt 
"first, there was obvions~y an error. Secondly, for rectifying the 
error unduly long time had been taken." 

11.16. The Committee note from the chart furnished by Govern- 
ment showing the chronology of events/sction taken from the date 
of issue of the original notification (46170) on 1 March 1970 to the 
date of the issue of the corrective notification (115/72) on 1 April 
1972 that avoidable delay had occurred a t  various stages. The Com- 
mittee feel that when the mistake was initially brought to the notice 
of the Board by the Collector of Central Excise, Cochin in Septem- 
ber, 1970, the Board should have acted promptly and taken conclu- 
sive action quicklv. The Committee are distressed a t  the casual 
manner in which the case involving revenue implications was allow- 
ed to he dragged on under the apprehension that an amending 



notification may not be effective from the date of the original noti- 
fication. I t  is surprising that the routine movement of file without 
any actien from the Section (CX-4) to another (T.R.U.) within the 
Ministry took 14 months and reminders were issued after a period 
of 2 to 6 months. The Committee cannot resist expressing its dis- 
pleasure over the marner in which this case was processed by the 
B&d. They desire t h t  drastic toning up of the working of the 
o m  of the Board of Customs and Central Excise is called for to 
-re epeditious disposal of cases at  all stages. 



UNDER ASSESSMENTS-ALUMINIUM (TARIFF ITEM 27) 

Audit Paragraph : 

12.1. Under notifications issued on 1st March, 15'68, (superceded 
by another notification issued on 13th May, 1969) aluminium in crude 
form failing under tariff item No. 27(a) manufactured out of bauxite 
was eligible for assessment a t  the concessional rate of duty of 
Rs. 870 per metric tonne without any special excise duty, (as against 
the tariff rate of Rs. 950 towards basic excise duty and Rs. 190 
towards special excise duty) subject to the condition that the 
clearances oi aluminiuw in whatever form by a manufacturer due- 
ing the preceding financial year did not exceed 12,500 metric tonnes. 
However. under certain executive instructions issued by the Govern- 
ment on 19th March. 1968 and 9th January. 1969, the quantity of 
aluminium manufactured out 01 ingots brought out were excluded 
for determining the ceiling limit of 12.500 metric tonnes. Conse- 
quently, the benefit of concessional rate of duty of Rs. 870 per metric 
tonne was extended t,o manufacturer during 1969-70, even though the 
total clearances of aluminium in all forms during 1968-69 exceeded 
12.500 metric tonnes. 

12.2. These executive ~nstructions which did not have the force 
of law, however, tended to substantially alter the basis provisions 
of the notification so as to confer unintended benefits, to the manu- 
facturer. 

12.3. The loss of revenue due to the extra legal concession con- 
ferred by these executive instructions of Government In respect of 
one factory alone amounted to Rs. 19,89,433 during the period from 
April, 1969 to February, 1970. 

[Paragraph 41(b) of the Report of the C.hA.G. of India, 1972-73- 
Indirect Taxes (Union Excise Duties)] 

12.4. By a notification dated 1st March 1968 (as modified by an- 
other notification of 13th May, 1969) a primary ore bassed manufac- 
turer of aluminium was given a concession of Rs. 80 per M.T. in 
baslc excise duty and Rs. 190 per M.T. in special excise duty. A con- 
dition for availment of this conccssion stipulated- 

"clearances of aluminium in whatever form by the said 
manul'acturer durinq the preceding financial year did not 
exceed 12.500 M.T." 



12.5. One such manufacturer (M/s. Madras Aluminium Co., Ltd.) 
.cleared aluminium manufactured by him during the years 1968-69 
.as under:- 

aluminium produced from bauxite ore 12;340.819 M.T. 

aluminium ingots brought from outside 
and converted to wire rods on job 
basis 643,416 M.T. 

- -- - 
Total: 12,984.235 M.T. 

12.6. According to Audit the conccssmr! wa: t h e r e h e  not admis- 
sible to this manufacturer. But the Government of India issued in- 
structions on 19th March, 1968 and 9th Januaiy, 1969, to say - 

(i) that such primary producers can also undertake the job 
of conversion of duty paid ingots to wire rods etc. to 
utilise the space capacity available with them, 

(ii) such conversion production should not be added to pri- 
mary production to apply the limit of 12,500 M.T. 

12.7. The Committee desired to know the background for extend- 
ing the above concessions of duty. In a ncte the Ministry of Fin- 
ance stated that:- 

"after the issue of notification No. 24/68 dated 1st March, 
1968 granting partial exemption from duty to small ore 
based manufacturer of aluminium, the Aluminium Cor- 
poration of India Ltd., West Bengal had represented tc, 
the Board on 7th March, 1968 that they should not be 
denied the exemption contemplated in the said notifica- 
tion only because they were converting duty-paid alumi- 
nium lngots brought from outside, lnto properzi rods. The 
Collector of Central Excise, West Bengal was informed 
in Board's letter F. No. B-1/1/68-CX-I dated 19th March, 
1968 that manufacturers who were manufacturers of pri- 
marily ore-based ingots, \rho also undertake cmversion of 
duty paid ingots of outs~dcrs on job bas~s  in order to utilise 
the  space capacity available with thrm, were not to be 
denied the exemption granted in specifically mentioned in 
Board's above order whether clearances of such converted 
products fnom duty paid ingots were to be excluded for cal- 
culating the ceiling limit of 12,500 M.T. as incorporated in 
the exemption notification. Further, on a reference from 



M/s. Madras Aluminium Co., Ltd., on 14th November 
1968, Board confirmed that the clearances of properzi rods 
converted from duty paid ingots brought from outside 
could be excluded for calculating the ceiling limit 08 
clearances mentioned above. 

Board in their letter F. No. 1/38/68-CX-3 dated 9th 
January, 1969 to the Collector of Central Excise, West 
Bengal further re-iterated that if an ore based aluminium 
factory brought from outside aluminium in any crude form 
or products thereof, under rulme 56A procedure, in respect 
of which proforma credit was allowed and processed such 
outside aluminium either by itself or in admixture with 
aluminium produced from bauxite and alumina or from 
both within the factory, the production of aluminium in 
whatever form exc!usiveIy attributable to aluminium 
brought from outside would not count for the purpose of 
determining the ceiling limit of clearances (12,500 M.T. 
in a preceding year) prcscl'ibed in the above mentioned 
notification. 

The exemption contemplated in the above notification was grant- 
ed to relativelv small ore-based manufacturers to lighten the bur- 
den of the cxcise duty increases made in the Budget proi 
posals of 196'7, of which a part ~ v a s  to be absorbed by the producers. 
I t  was not the mtention nf the Government to deprive them of this 
exemption by including the clearances of products made from duty- 
paid aluminium brought from outside." 

12.8. The Committee wanted to know the circumstances in which 
ceiling was placed. The Member, CBESC stated during evidence:- 

"The audit point of view 1s that by two letters (dated 19th 
March, 1968 and 9th January, 1969) issucd to clarify the 
scope of the n3tificdtion we have sought to expand the 
concession, whereas it is not so. They have construed 
these instruct~ons as a form of Further expansion of the 
scope of the notification and, therefore, what is outside 
the swpe of the notification in their view, amounts to 
loss." 

The Director Receipt Audit pointed out. 

"The notification has been issued under the rule which refers. 
to general commodities, but in fact, it was iseued for a 



particular unit, and that is why the figure of 12,500 hap- 
pens to be mentioned. Apart from that it sqys:  

" . . ...Su bject to the condition that such aluminium is 
manufactured f r m  bauxite or from alumina or from 
both". 

and then: 

"clearance of aluminium in whatever form by the said 
manufacturer during the preceding year did not 
exceed 12,500 tonnes." 

A notification is under statutory tariff. The executive instruc- 
tion expands this by saying that this 12,500 tonnes should not be 
limited only to bauxite, and if something is brought from outside, 
the person should not be touched." 

The Chairman CBE&C explained: 

"The executive instructions were not intended to defeat the 
objective ot. this particular notification because in the 
Budget Speech the Finance Minister had made it very 
clear what the notification signifies. I have got an extract 
of it also. (Appendix XXIII). If after we explained that 
the intention of the notification was such and such, Audit 
has said that the intention has not been carried out, we 
would have said 'May be it is our mistake', but where is 
the question of any concession n:)t warranted by the noti- 
fication which was extended? The whole point hinges on 
the question whether clause 1 and 3 have to be read to- 
gether or separately. " 

The Finance Secretary added: 

"The purpose of this exemption was really to benefit the small 
scale nroducers. It was really meant for Madras Alumi- 
nium Co., and perhaps the Aluminium Corporation of 
India .. It so happens that in this particular industry 
the economies of scalc play a very important role. This 
concession was meant for minor producers of aluminium 
i e., those who produce aluminium upto 12,500 metric 
tonnes per annum. It was meant for that purpose. NOW 
the point is whether 12,500 metric tonnes really means 
production from bauxite or whether it also includes cer- 
tain quantities which people might have been fabricat- 
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ing out of different types of d u b  paid aluminium and 
thus making use of their surplus fabricating capacity? 
This point has been subsequently clarified in other letters. 
Incidentally, I would mention that when a further clari- 
fication was issued, it was also put upto the then Deputy 
Prime Minister and his approval was obtained. So, ,one 
must remember that the particular point that so far as 
exemption itsell is concerned, it is the Government which 
can give the exemption whether it is issued in the form 
of an executive notification as such with the preamble 
saying 'Central Gavernment in exercise of its powers 
under such and such a Section'. Both devices have prac- 
tically the same meaning. I would not take a legal stand 
here. I would go by basic intention. And the basic inten- 
tion was to give concession to manufacturers who produce 
upto 12,500 metric tonnes of aluminium from the ore and 
this intention is also clear because the order itself says that 
such aluminium manufactured by its manufacturers from 
bau?:ite or from alumina or  from both and cl~arance of 
aluminium in whatever form by the said manufacturer 
during the preceding financial year did not exceed 12,500 
metric tonnes. Here both the conditions are read to- 
gether and i t  would not be correct to interpret this noti- 
fication as saying that the limit of 12,500 metric tonnes 
applies to all products." 

13.9. The Committee asked whether any ambiguity was detected 
in the notification and if there was an  ambiguity why i t  was sought 
to be removed by executive instructions and not by a proper noti- 
fication. The Chairman CBE&C replied:- 

"We do not call it an ambiguity because if you at this stage 
or any stage amend the notification, that amended notifi- 
cation will take effect from the date of its amendment 
which, by implication, would mean that the earlier thing 
had some other meaning. I t  was for the Government to 
make up its mind, how the concession was to be given. 
It was to be given from the very date of the notification 
itself we had covered a long way and notification had been 
issued long before but a t  some stage if something happens 
you have got to clarify the position." 

12.10. The Committee learnt that after the issue of notification 
No. 24/68 dated the 1st March, 1968, Messrs Aluminium Corporation 



,of India Ltd., Calcutta represented to the Ministry of Finance on the 
7th March, 1968. Extracts from this representation are given be- 
-low : - 

"In terms of the nlotification (No. 24/68) we are entitled to the 
exemption in excise duty on all our aluminium products. 
However, the Asstt., Collector, Central Excise, Asansol 
Division, has refused to allow us this concession contend- 
ing that the said notification is not applicable to us. Now 
the Collector, Central Excise, West Bengal, Calcutta has 
sought clarification from Central Board of Revenue. 

The Asstt. Collector, Asansol Division seems to have confus- 
ed the issue as clearance of rods converted out of custo- 
mer's ingots has nothing to do with the clearance of our 
Aluminium and Aluminium products manufactured from 
bauxite of alumina. Circular No. 24/68 dated 1st March, 
1968 is quite clear and we being an ore-based plant with 
annual clearance less than 12,500 tonnes are entitled to 
the exemption of duty mentioned in the notification and 
we will not be availing the exemption contained in  the 
Notification of the Government of India, Ministry of 
Finance (Deptt., of Revenue and Insurance) No. 32/68 
Central Excise dated 1st March, 1968. 

As far as conversion of ingots into properzi rods in customers 
account is concerned, we are not claiming this exemption 
in duty as these will be received by us after duty has been 
paid by the customers on the rates applicable to the pro- 
ducers from whom the ingots have been obtained and 
therefore we would not come in the picture a t  all. 

Under these circumstances, we trust that you would be good 
enough to instruct the Collector, Central Excise, West 
Bengal to issue orders to allow us to clear the goods manu- 
factured by us in terms of the Notification 24/68 dated 
1st March, 1968 by charging reduced rate of duty." 

12.11. After the receipt of aforesaid representation dated the 7th 
March, 1968, the Ministqy of Finance issued clarification in their 
letter dated the 19th March, 1968. On the 14th November, 1968 M/s. 
Madras Aluminium Company Ltd., made a representation. An 
extract of the representation is reproduced below: 

"In terms 'of Budget for 1968, your Ministry's notification 
dated 1st March, 1968 exempted Aluminium falling under 



Item No. 27 of the first schedule to the Central Ex-- 
cise and Salt Act, 1944 (1 of 1944) from Rs. 80/- per 
metric tonne of Excise DuQy and the whoie of the special 
duty of excise subject to the conditions that (i) such 
aluminium is manufactured by its manufacturer from 
Bauxite or from alumina or from both and (ii) clearances 
of aluminium in whatever form, by the said manufacturer 
during the preceding financial year did not exceed 
12,500 metric tonnes. 

Apart from manufacturing Aluminium from Bauxite, we 
are also converting imported ingots of some of our 
dustomers into Properzi Rods (both Ingots and Rods 
fall under Item No. 27) Since these rods converted out 
of. imported ingots are also cleared through Excise and 
since they are not manufactured by us from Bauxite or 
from Alumina or from both, we presume that these 
clearances will not be included while considering our 
Excise clearances for the purpose of eligibility under the 
above notification. We are sure that it is not the intention 
of Government to include Rads converted out of imported 
ingots in our total clearances. However, in order to 
avoid any ambiguity, we request you to specifically 
notify that similar clearances mentioned above will not 
be included in the total clearances while judging the. 
eligibility of the company for exemption." 

12.12. The Ministry of Finance also furnished an extract from the  
note submitted to the then Deputy Prime Minister on 29-11-68 
to seek his approval before the issue of clarification on 9-1-69 re- 
levant portions thereof are reproduced below: 

"The Madras Aluminium Company Ltd. have raised the follow- 
ing points for consideration viz:- 

(i) that clearances of aluminium products (properzi rods) 
made by conversion of aluminium ingots supplied b y  
parties on job basis should be excluded for calculating 
ceiling limit of clearances for concessional assessment 
under Government of India Notification No. 24/68 dated 
1-3-68. 

(ii ) x x x x x x 



2. Under the &ved)nent of India notification No. 24/68, dated 
3-3-1968 manufacturers who manufacture aluminium, from bauxite, 
from alumina or from both and whose clearances of alum~nium 
(whether for h3me consumption or export) in whatever form did 
not exceed 12,500 metric tonnes during the preceding financial year, 
<enjoy certain duty concessions of Rs. 150 per metric tonne (partly 
out of special duty). 

3. In terms of orders contained in this Ministry's letter F. No. 
B.2/1/68-CX-1 dated 19-3-1968, read with Central Board of. Excise 
and Customs letter F. No. 1/11/68-CX.111 dated 8-11-68 ore-based 
producers of aluminium who undertake conversion of duty paid 
ingots of outsiders on job basis are entitled to concession granted 
under the Government of India notification No. 24/68, dated 1-3-68 
referred to above subject to the condition that clearances of the 
converted aluminium will be regulated on quantity to quantity basis 
minus melt loss or process loss. The request of Madras Aluminium 
Co. in item ( I )  of para I above is, therefore, already covered by the 
above orders. " 

12.13. The Committee desired to know whether Government were 
aware that such primary manufacturers had also been doing job 
convcrtions at the time when this concession was'originally pro- 
posed. In a note, the Ministry of Finance replied in the negative. 
In another note the Ministry of Finance stated that the job works 
were undertaken to utilise the idle capacity. When asked about 
the capacity of Madras Aluminium Co. (Ltd.) to produce aluminium 
from (i) ores and (ii) by conversion of ingots to other products, the 
Ministry of Steel R Mines furnished the following information: 

From one 

"Year 
Capacity 6f Aluminium 
production in tonnes 

(approximate) 



The Compaqy has been licensed to expand smelting capacity tm 
25,000 tonnes per annum." 

For conversion 

12.14. The licensed capacity of. Madras Aluminium Company for 
conversion of E.C. grade aluminium into wire rods was 6,000 tonnes 
per annum from the year 1967. In the year 1970, an ad hoc permis- 
sion for producing an additional 4,500 tonnes per annum of wire 
rods was given taking the total capacity to 10,500 tonnes per annum. 

12.15. In addition, the company has been licensed to produce 
7,000 tonnes of rolled products and 2,000 tonnes of extrusions. The 
capacity for  rolled products and extrusions has not yet been set up. 

12.16. When asked whether the factory utilised its full capa- 
city in respect of both during the year 1967-68, the Ministry of 
St,eel S Mines replied: 

'Yes. The total production of primary metal in 1967-68 was 
10,835.5 tonnes. The production of wire rods in that year 
was 6,097 tonnes." 

12.17. The Committee then asked whether the capacity of the 
factory to produce aluminium from ores could be diverted to con- 
version purposes, the Ministry of Steel and Mines replied- 

"The first stage involved in aluminium production is the 
chemical process for conversion of bauxite ores into 
alumina. The second stage is smelting involving the 
reduction of alumina into primary metal. Spare capa- 
city available for smelting in a plant can be utilised fm 
converting the alumina produced in some other plant into 
aluminium metal. However, it may be added that in 
practice such a conversion on toll basis has not taken 
place. For the purpose of conversion of primary metal 
into wire rods, a separate equipment called propeni mill 
is required. If there is spare capacity in this mill, this 
capacity can be utilised for conversion of metal received 
from the customers for such conversion." 

12.18. The Committee asked if Government had considered that 
the limit placed at 12,500 tonnes of production in a year would 
act as disincentive to more production or restrict the clearance in 



a year and fall within the exemption limit. In a note, the Minis- 
try of. Finance stated : 

"The Government did not think that the limit placed at 13,500 
Metric tonnes would act as a disincentive to more pro- 
duction or restrict the clearance in a year to fall within 
the exemption limit. " 

12.19. The Committea note that Notitbation No. 24/68 issued 
by the Ministry of Flnance on 1 March 1968 and amplified by their 
Notification No. 138/69 dated 13 May 1969 was meant for giving 
concession in duty to primary ore-based manufacturers subject to 
the fulfilment inter aha of the condition that "clearances of alu- 
mlninm in whatever form by the said manufacturers during the 
preceding financial year did not exceed 12,500 M.T." Explaining 
the rationale behind this condition it was stated by the Minis- 
try of F'inance that the concessions in duty were meant for relatively 
small ore-based manufacturers to lighten the burden of the 
excise duty increases made in the Budget proposals of 1967 and 
it was not intended to deprive them of this concession by includ- 
ing the clearances of products made from duty paid aluminium 
ingots brought from outside. Madras Aluminium Co. LM. Mettur 
Dam, an ore-hsed Aluminium manufacturer, was also engaged 
in the conversion of duty-paid aluminium ingots brought from out- 
side on behalf of outsiders, into wire rods etc. The total clearances 
of that firm during the year 1968-69 exceeded 12,500 M.T. They 
were, however, allowed the concessions in duty because of the ex- 
ecutive instructions of the Ministry of Finance contained in their 
letters No. FB21/69/CXI dated 19 March 1968 and F. 1/33/68-CXI-I1 
dated 9 January 1969 which provided for the exclusion of the 
goods produced out of the excise-paid aluminium ingots brought 
from outside from the prescribed ceiling of 12,500 MT. 

On an enquiry the Committee were informed that the Board was 
not aware at  the time of issue of notification that such con- 
version job was being undertaken by the primary manufacturers. 

The Committee feel that the Ministry should have carefnlly 
gone into the facts, especially when representations on the subject 
had been received by them from 1967 onwards to ensure that the 
notification which was issued to give effect to the Finance Minis- 
ter's announcement in the Budget Speech of February 1968 ear- 
ried ont the intentions unambignonsly. In any case it would have 
been better to clarify the matter through a corrective notification 



rather than resort to clarificahry instrdc'tidm so th t  
having fiscal implications are dealt with correctl'y fn accordance 
with statutory requirements. Besides, resort to a general notifica- 
hon u d e r  rule 8(1) to cover a particular case, when there is a 
separate provision for exemption for particular cases [rule 8(2)j, 
is by no means a proper exercise of statutory powers. In this case, 
admittedly, the notification was issued for covering the require- 
ments of Madras Aluminium Co. and perhaps also Indian 
kluminium Co. and the conditions prescribed were tailored to fit 
in with those relating to Madras Aluminium Co. In the circums- 
tances the notification should, if at  all, have been issued under rule 
8(2) provided further that the conditions mentioned in the rule 
were satisfied. In this connection the Committee would reiterate 
their earlier recommendation made in paragraph 1.294 of their 111th 
Report (Fourth Lok Sabha) where in they had stressed that only 
an amending notification should be issued as and when it becomes 
essential to issue a clarification in regard to the contents of the 
original notification. The Committee trust that this practice would 
be now invariably followed in future. 

12.20. For lack of time, the Committee have not been able to 
examine some of the paragraphs relating to Union Excise Duties 
ihcluded in the Report of the Comptroller & Auditor General 
of Inilia for the year 1972-73, Union Government (Civil), Revenue 
Receipts, Volume I, Indirect Taxes. The Committee expect, 
however, that the Department of Revenue and Banking and the 
Central Board of Excise and Customs will, in consultation with 
staktory Audit, take such remedial action as it called for, in 
those cases. 

September 28, 1977. 

Asvina 6, 1899 (S) . Public Accounts Committee. 



APPENDIX I 
(Vide Para 1.7) 

Statement showing the reasons for the shortfall in the realisation 
of excisc duty dwing 1972-73 in respect of major revenue yielding 

commodities 

Tea: In the year 1970 a number of tea gardens filed writ petitions 
in various High Courts challenging the vires of rule 9cF of the Cen- 
tral Excise Rules, 1944 which enables the Government to group areas 
into zones for the purpose of assessment of tea produced in such areas, 
on the basis of the weighted average sale price in the internal and 
export auctions of tea in India. In a number of cases, the tea gardens 
obtained Court injunctions permitting them to pay duty at rates 
lower than the prescribed rates. These injunctions continued to 
be in operation throughout the year 1972-73 and adversely affected . 
the revenue realisation 

Unmanufactured Tobacco The duty-paid clearances of unmanu- 
factured tobacco during 1972-73 amounted to 278 mn. Kg. as against 
296mn. Kg. in 1971-72 and 282 mn. Kg. in 1970-71, thereby indicating 
a significant fall in the duty paid clearances, instead of any growth. 

Exports of unmanufactured tobacco during 1972-73 reached at1 
all time-high figures of 94.5 mn. Kg. valued at Rs. 61.07 crores as 
against 57.3 mn. Kg. valued at Rs. 42.2 crores during 1971-72 and 
47.5 mn. Kg. valued at Rs. 31.3 crores during 1970-71. 

The above factors coupled with an unprecedented drought in 
some parts of the country which affected the purchasing power of 
the consumers and thereby the clearances for home consumption 
appears to be responsible for the lower realisations. 

Cigarettes: Clearances of cigarettes went down from 65581 mn. 
No. in 1971-72 to 60641 mn. No. 1972-73, thereby indicating a substan- 
tial decline in the clearances not to speak of any growth. Besides, 
there was a shift in production pattern and consequently in clear- 
ances from the higher value category i.e. Rs. 20-Rs. 30 per 1000 
cigarettes bearing excise duty of 145 per cent ad-valwem to the lower 
valued category i.e. Rs. 10-Rs. 20 per 100 cigarettes bearing a lower 
rate of excise duty of 135 per cent ad valorem. These factors ad- 
versely affected revenue realisations under this item. 



Petroleum Products: While formulating forecast for 1972-73 for 
POL group, we had assumed a general growth rate of about 50 per 
cent. Hlowever, the actual production of petroleum products in 
1972-73 turned out to be only 17.84 million tonnes, which was even 
lesser than the production of 18.64 million tonnes in 1971-72. This 
shortfall, therefore, affected our estimates during 1972-73. 

As indicated by the Ministry of Petroleum and Chemicals, the 
shortfall in production in 1972-73 could be attributed t,o (i) reduc- 
tion in crude processed by Cochin Refinery Ltd. due to repeated 
shut-downs of the refinery to carry out the expansion programme; 
(ii) reduction in crude processed by Burmah Shell, ESSO and 
CALTEX due to lesser imports of crude at higher prices within the 
foreign exchange released to them. 

The pattern of production of various petroleum products is ad- 
justed by the Ahistry of Petroleum and Chemicals keeping in view 
the availability of crude, demand for various products, availability 
of refined products in international market at competitive prices, etc. 

The actual pattern of production for  1972-73 vis-a-vis their 
production in 1971-72 is as given below:- 

S1. 
No. 

Product 
Production during Col. 4 a s  

. - 9; of 
1971-72 1972-73 C O ~ .  3. 

4. Furnace Oil 2'93 2-  16 73'7 

5. All other products. . . . 9 -28  9'55 102.9 

- 

B. Total thrrugh-put (crude) 20.04 19.39 

It would thus be seen that in 1972-73 the produdion of kerosene 
and fumce oil was lower as compared to 1971-72. The gap between 
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production and demand was sought to be met by imports of 0.75 mrr 
tonnes and 1.90 mn. tonnes of kerosene and furnace oil respectively. 

Besides the above factors, additional excise duty on motor spirit 
under the Mineral Products (Additional Duties of Excise and Cus- 
toms) Act, 1958 was reduced from Rs. 99.50 to Rs. 81.55 per kilolitre 
with effect from 17.3.72 which could not be foreseen earlier had an 
adverse effect on the actual realisations under motor spirit during 
1972-73. 

These factors had an adverse effect on revenue under motor spi r i ts  
kerosene and Furnace oil. 

Aluminium: As against the anticipated production of 2 lakh 
tonnes, the actual productiton was 1.75 lakh tonnes during 1972-73, 
thus recording a shortfall of about 12.5. This shortfall could be 
traced to the following reasons: - 

(i) there were severe power-cuts in the States of Uttar Pra- 
desh and Karnataka (where major primary producers of 
aluminium are situated) which affected production of alu- 
minium; 

(ii) the industry also suffered due to strike for 20 days in 
Belgaum Aluminium factory. 

Matcha: The production of matches in 1972-i3 registered a marked 
decline to about 62.5 million p s s  boxes of 50's, as compared to 
production of 67.5 million gross boxes of 50's during 1971-72 and 
64.9 million gross of 50's in 1970-71. 

This shortfall in production is traceable to the following fac- 
tors : - 

'(i) shortage of raw materials like potassium chlorate, wood for 
splints and veneers, etc; 

(ii) strike and lock out in WIMCO's factory at Madras (one 
of the biggest in the country) during the latter half of 'he 
yaar. 



 APPEND^ 11 
P W P W V  
( Vide Para I .8) 

Statement SItoruing Commodity wise real i za t ion of revemre from Basic Duty and Basic-cum Special 
Duty duritrg the p a r s  1971-72 and 1972-73 

(Figures in 1 acs) 
-..-. - . -  -. 

Serial T.I. No. Commodity 
No. 

Basic duty Basic duty D iff~rence Increaw/Dmease. 
realised in cum special (+ 1 (-1 

1972-73 duty realised - 
~n 1971-72. changes in other causes 

rate of d m  induding 
in the 1972 increase/ 

Budget. decreasein 
production1 clearanas 

prices etc. 

I I Sugar . . . I 4066 I3355 (+)711 - 711- 

2 ~ i \  Confectionhry . . . . 73 68 5 - 5 

6 I E  Glucose& dextrose 118 85 33 - 33 

7 2 Coffee . . . 386 384 2 (-14 6 

8 3 Tea [vide foot note '9 1 I . 2973 3386 (-)423 ( - w 3  d 



Un-manufactured Tobacco 

Cigars and Cheroots , 

C'garettes . 
Smoking mixture: . 
Motor Spirit , 

Kerosene . 
R.D.O. & 1'. 0. . 
Diesel vi1n.o.s . 
Furnaceoil . 

18 11 Asphalt . Bi tuman and Tar  . 639 398 241 205 36 

19 IIA Pet.Pmd. N.O.S. . 1778 1411 367 82 
5 285 ~7 

20 IIB BlendedandLubr'catingoils&Graueses. . I 148 793 355 196 I59 

21 IIC Cxicined pet coke. . 94 83 I I - I I 

22 12 V.N. E. Oil . . . 122 106 I 6 (-113 29 

23 I3 Vegetable products. . I523 I337 I 86 (-130 2x6 

24 '4 Paints and Varnishes . . . 975 721 254 21 I 43 

25 I@ SodaAsh . 248 246 2 - 2 

27 I ~ B  Causticsoda . 451 398 5 3 - 53 
- - - ----. 



G 

I 2  3 4 5 6 7 8 
- - - -- . 

28 I4BB Sodium~ilicate . . . I49 I 62 (-13 - (A) 13 

29 I4C Glycerine . . . 2 I 17 4 4 

30 I4D S. 0 .  Dyes . 995 582 413 2-49 164 

31 I O D  Syn. O~ganic product., . 8 I 62 I 9  20 (-1 1 

32 WE Prop. Medicines . I709 I530 179 - 179 

33 I4F  Cosmet~es . . . . 593 584 9 - 9 

34 I4G Acids . 158 I45 I3 - I3  

35 I4H Gases . . . . 436 349 87 A 87 
w 

3538 2106 I432 1179 Q, 36 14HH Fertilisers . . . .  253 OJ 

37 15 Soap . . . 1 144 1174 (-130 (-)30 

38 ISA Plastics . . . .  3412 2839 573 262 311 

39 ISM 0. S. Active Agents . . . 402 31s 84 - 84 

40 193 Cdlophane . . . I77 183 (-16 d (-16 
"- 

41 16 Tyres . . . .  6945 6313 633 288 345 

42 16A Rubberproduct . 1231 I 046 185 75 I I0  

43 1 6 M  SyntheticRubber . . . . . 79 IOI  (-)22 d (-122 

. .  37s 314 64 d 44 16B Plywood . 64 

45 I7  Paper . . . .  3118 2625 49 3 5 34 (-141 

Rayon Yam . . .  110497 8988 1509 108 46 18 
1401 



47 18.4 C w o n  Yarn 3345 3435 ( ~ ' ~ 3 3  <-I163 (-)73 

48 18B Woollen yarn 420 55 I (-)131 16 (-1147 I 

49 18D Jute Yarn . I h 9  4 1% 169 ( -14 
50 18E Yarn N.E.S. I 526 50 1476 I 526 (-)So . 
51 I9 Cotton Fabrics . . . 5220 I (-)r81 - (-)I~I 

261 40 - 52 21 Woollen fabrics . 30 I 40 

53 22 Art Silk Fabrics . 1222 1558 26 t 234 30 

54 22A Jute Manufactures 2322 2418 (--)us 65 (-)I~I 

5s 22AA Textile Fabric5 N.E.S. . . . I I - - - 
56 22B Coated Textile Fab. . I - I - I 

57 22c Linoleum . I9 9 10 - I0 g 
(0 

58 22D Ready made garmer ts. . 54 44 10 - 10 

59 22E Typewriter Ribbo~:s . 12 12 - - - 
60 23 Cement . 5489 $374 615 217 398 

61 23A Glass & Glasswal e 1022 914 108 - 108 

62 23B Chinaware . 538 43O 108 - 108 

63 23c Asbestos Cement . 325 271 54 - 54 

64 23D Mosaic Tiles. - . 40 25 15 (-110 25 

65 25 Iron in any crude from . 562 484 7 3 - 78 

66 26 Steel ingots 364 164 200 86 1 I4 

67 26A Copper & Copper Alloys. . 4 56 452 4 d 

--.--- 4 



68 26hA I r w  & Steel products . 9683 6964 2719 2240 479 

Z i r c  . 
Alumir jum . 
Lead Unwrougt:t . 
T i n  plates . 
I. C. Engines. . 
Refrige:atir7g 8: Air cor- ditior i r g  appliarces 8: machir el y . 
Electric Alotors. . 
Power Driven pumpq . 
Motor Starters. . 
Electric Batteries. 

Electric Bulb-. . 
Electric Far s 

Wireless Receivirg set.. . . 
Parts of Wirelecs Receivi~lg sets. . 

83 33 B Elei. Wire< 8:Clble . 1307 I 107 200 
- 200 

84 33 C Domectic Elec. Appliances. . . . . 56 49 7 - 7 

85  33n Office r n ~ c l ~ i n e s .  , 191 184 7 
- 7 



t; 86 33E Electricitysupplymeters' . . . . . .  
oa ul 

Motor Vehicles. . . . .  
Parts of Motor vehicles . . . 
Fork Lift Trucks . . . . .  
Cycles parts . . 
Footwear . . . . . . . .  
Cine Films . . . .  . . 
Gramophones & parts . . . .  
Cin. projectors & parts . . 

. . . . . . .  Photographic cameras 

Matches . . . . . 
Mechanical Lighter . . . 
Steel furniture . . .  . . 
Crown corks 1 . . . . .  
P. P. Caps . . . . .  . . 

. . .  Wool Tops . . . . . .  
. . . . . . .  Sparking plugs 

. . . . . . .  SafetyRazorBlades 



Metal containers . . . . . . .  
Slotted Angles & Channels . . .  
Safes, strong Boxes . . . . . .  
Rolling bearings . . . . . . .  
Welding Electrodes . . . . . .  

. . .  Coated Abrasives and Grinding Wheels 

Bolts, nuts & screws , . . . . . .  
Zip or slide Fasteners . . . . .  . . 
Pressure cookers . . . .  . . .  
Vacuum Flasks . . .  . . 

. . .  Playing cards 

. . . . . .  Camphor . 
. . .  Menthol , . . . . . 
. . .  Electric Insulating Tapes . . 

Adhesive Tapes . . .  . . 



- 
rrg  62 Tool Tops  
120 63 Wire Ropes . . h a . . . . .  

121 64 Carbon Black . . . . . . . . .  6 . . 6 6 . . 
122 65 Rubber Processing Chemicals . Neg . . . , . . Neg 

Nole : (I) The above figures exclude realisation under 'News Papers' for proper comparison with the Accounts figures where realisation 
under 'News Papers' are shown separately under the head 'non-sharable'. 

(2) Roll in revenue under 'Tea' is due to operation of court injection permitting the tea estate to pay duty at rated lowex than the ones 
permitted. 



Statemolt slroecirrg the figure of Reveme derivedfrom matches during October, 1971-September, 1972, October, 1972-September, 1973 Md 
October, 1973-September, 1974 - - 

(In ooo Rupees) 

October 71 

November 71 

December 7 I 

January 72 . 
February 72 

March 72 . 
April 72 . 
May 72 . 
June 72 . 
J ~ Y  72 . 
August 72 . 
September 72 

. . a  

. . .  
I . .  

. . . 

. .  

. . . 

. a ,  

. . .  

. .  

. . . 



APPENDIX N 
(Vide Para 2.11) 

$40. 57-4/13(7) 11th July, 1974. 

My dear Shri Budhiraja, 

IE the course of internal audit, it has been observed that in cer- 
Rain cases, resort has been made in debonding of products in the 
second half of the February i .e.  a few days before the announcement 
of the new budget. Debonding of petroleum products and other items 
like steel etc. just before the announcement of the new budget anti- 
cipating increase in excise duty tantamounts to speculation. There- 
fore, Chairman desires that we should not resort to such practice for 
the sake of maintaining a fair image of the Corporation. I shall be 
grateful-if you kindly arrange to issue suitable instructions to the 
Branches in this connection. 

Yours sincerely, 

Sd l'- 
(DAULAT SINGH) 

'Shri S. B. Budhiraja, 
Managing Director, 
Marketing Division. 
'IOC Ltd., 
Bombay. 



APPENDIX v 
(Vide Para 2.12) 

C. VENKATARAMANI D.O. No. IS: 54012/(101)/74-IOC/FSP 
!JOINT SECRETARY 

MINISTRY OF PETROLEUM AND CHEMICALS 
(PETROLEUM AUR RASAYAN MANTRALAYA) 

NEW DELHI. 
Dated : 29-1-1975. 

Dear Shri 

The Public Accounts Committee during its consideration of the 
Audit Report for 1972-73 (Revenue Receipts) has observed that in 
certain cases oil companies have been resorting to debonding of oil 
products in the second half of February, a few days before the 
announcement of the budget. Debonding of petroleum products 
and other items just before the announcement of the new budget 
anticipating increase in excise duty tantamounts to speculation. 

The Chairman, Indian Oil Corporation has already issued instruc- 
tions (Copy enclosed) when the matter was brought to his notice. 

I would also request you to consider the above and issue suitable 
instructions to all concerned. 

With kind regards, 

Yours sincerely, 

(C. VENKATARAMANI) 

(1) Shri J. C. Finlay, Assam Oil Company, New Delhi. 
(2) Shri M. S. Patwardhan, BurmahShell, Bombay. 
(3) Shri F. H. Levenhagen, Caltex (India) Ltd., New Delhi. 
(4) Shri S. Krishnaswamy, Hindustan Petroleum Corporation 

Ltd., New Delhi. 
(5) Shri A. P. Verma, Indo-Burma Petroleum Co. Ltd., New 

Delhi. 



Staunrcnt ~horaing the date of application and the datk o r r  tuhich the oil ta,!ks were actually empried during the period from r g p - 7 1  to 1973-74 

@Hame of installation/ Name of Oil Date of Date on Date on which tanks actually Justification or reason given 
refinery cornpan y applicafion which emptied in the  application for 

for de- permission debonding 
bonding given 

I.O.C. Sabarrnati . I.O.C. 24-5-71 -24-5-71 7-6-71 
7-12-71 7-12-71 Date not ascertainable and will 

1 
be intimated i 

Reasons being arcertak 4. 
15-3-72 15-3-72 19-3-72 

I 

24-2-74 
26-2-73* 3 
26-2-73* i For receiving duty paid 

stock 
26:;-73 

+ These e t e s  are not the dates of actual emptyirg of the tanks but they are the dates on which the quartities remairirg in the tanks dischargd 
gf hblhtp,  slncc they receivfd duty paid oil in these tanks after pa)mer t of dut j  in tke oil remair ir  g in tk es e tanks, 



Gun* 

1.O.C. instahtion No. I . 

I.O.C. installation No. 11. 

fw@obrrl 
r.0.c. . . . . 
BunnahShdl . - Nil 

M&O~ . . , . Caltex 1,rd. 'Tondi- 
arpeti 

duty 
was raised. 
1 he matter 
is under 
appeal with 
Appellate 
Collector 
Medras 

18-3-74 7 
) To get duty paid oil into thar tanks. 

30-8-74 J 



Wea Bengul . . . I.O.C., Siliguri . 20-12-72 24-12-72 December 197. 

24-2-73 5-3-73 hIarch 73 

Fact Bmgal . . , I.O.C., Rajbandh . 

!:or storage of duty paid kero- 
sene oil. Z 

(D 
For storage of duty paid Diesel 

oil (Nos). 

18-1-71 I -  18-1-71 
For s t o w e  of Naptha for 

18-1-71 1-2-71 18-1-71 supply to FCI. 

For storing SKO Naptha inter 
phase with MS. Licence. 

For ?loring duty paid Motor 
spmt. 

For stori* duty paid ATF 
for meeting Defence emer- 
gency. 



. . , . Nil  

. - . Report awaited. 

. . , . Indian Oil Corp., 19-5-71 
Shakurbasti. 

14-8-71 

21-2-73 

. . 15-3-73 

21-3-73 

27-5-74 

13-5i74 

Indian Oil Corp., 30-11-71 
Palem.. 

9-8-72 

8-8-72 

Esso (HPL) Shakur- 15-7-74 
bast i , 

Originally used for SKO De- 
bonded for storing RDO agai- 
nst fresh Bond. 

29-5-72 25-4-72 For storing duty paid R.D.O. 

25-2-73 9-12-72 For storing duty paid oil. 

Actual date not available. 
Year i s  the same. 

1 On receipt huge quantity of duty 
paid oil. 

1 T o  aecomrnodate duty paid stock 

J for Defence. 
-Do- 

Due to larger receipt of  duty 
paid stock of oil, 





H.P.C. Ltd., Sewree 

-Do- 

-Do- 

-Do- 

-Do- 

Duty paid on the balance pio- 
duct on 24-2-70 

-Do- 27-2-70 Debonded on 26-3-70 Opera- 
tional difficulties 

Debonded from HVLO and 
Rebonded for SKO 
Operational difficulties 

Duty paid on he Qnty. in  Due to operational necessity 
balance, paid on 17-5-71. 

Duty paid on the balance pro- 
duct on 18-5-71 -Do- 

Duty paid on the balance pro- 
duct on 18-5-71 -Do- 

Duty paid onr he balance pro- 
duct on 18-5-71 -Do 

Duty paid on: he balance pro- 
duct on 26-8-71 -Do- 

Duty paid on balance pro- Due to operational necc8sity- 
duct on 15-5-71 

Duty paid on t he balance pro- 
duct on 26-5-71 -Do- 

Duty paid on the balance pro- 
duct on 15-7-71 

Empty Rebonded for Aiotor Spi- 
rit on I-10-7r -Do- 



H.P.C. Ltd.  Sewree 

-Do- 

-Do- 

H.P.C. Haybunder 

Sewree 

Wadala 

-Do- 

H.P.C. Ltd. Wadala 

Sewree 

-Do- 

-Do- 

-Do- 

Mahul 

-Do- 

Du ty  paid on the Qunty. in bal- 
ance on 2-3-72 

Empty 
! 

-Do- 

Empty on 27-6-73 

6-8-73 

Duty paid on the Qunty. i n  
balance on 21-2-73 

Duty paid on the Qunty. 
balance on 24-2-73 

Duty paid on Qunty in balance 
on 4-4-74 

Empty on 14-6-74 

Duty paid on the balance pro- 
duct on 22-6-74 

Empty on 23-8-74 

Empty on 29-8-74 Rebonded 
for SKO on 29-8-71! 

Tank transfer to H.P.C. Fuel 
Refinery] 

Empty on 3-1-74 Rebonded for 
SKO on 18-2-741 

Operatiooal necessity 

Do 

Do 

-Do- 

-Do- 

D o  

Do- 

Do- 

Do- 

-Do. 

-Do- 

-Do 







M/s Caltex 
Bunder 

Do 
Do 

(1) Hay- 25-9-71 5-10-71 Empty before debonding 
13-2-70 13-2-70 Not known 
6-5-71 6-5-71 DO. 

DO 14115-11-73 17-11-73 Empty before debonding 

M/s Indian Oil Corpn 22-5-71 22-5-71 Nor known 
Wadala 

'h D o  Do D o  

21-5-73 22-5-73 Empty before debonding 

19-12-73 21-12-73 DO 

6-1-74 6-4-74 Not known 

21-8-70 22-9-70 Empty before debonding 

19-11-73 19-11-73 Do 

16-5-75 16-5-74 Do 

i\l/s I.15.P. Wadala . 30-1-70 4-2-70 Do 

22-5-71 22-5-71 Not known 

13-3-72 14-3-72 DO 

14-5-71 24-5-71 Empty before debonding 

T o  bond F.O. 

Maintenance and Repair 
Do 

T o  store different grade of oil 

Operational Exigencies 

Operational difficulties to bond 
R.D.O. i!i 

T o  receive line contents of W-I 
pipe line 

Operational urgency 

To  receive Imported S.K.O. 

Operational difficulties and to 
bond for S.K.O. 

T o  receive Imported S.K.0. 

Operational Exigency 





Do. 

Do. 

Dc 

Do 

Do. 

Do 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Da 

Do. 



h. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 
Do. 

Mls Burrnah-Shell 
Durn Durn . 

M/s CaltC. Budge 
Budge. . 

Do. 
MC *w, 
Ram a& . . 

Do. 

Do. 
Do. 
Do. 

Do. 



M/s Caltex, Ram Nagar 64-73 

M/s Caltex Paharpur 28-1b70 

Do. 6-3-72 

M/s 1.O.C. Budge 
Budga . 13-4-70 

DO. 26-11-70 

Do. 18-1-71 

Do. 25-5-72 

DO. 33-6-72 

Do. 31-3-72 

Do. 3-3-72 

M/s I.OE. 
Mourlgoau . 25-3-71 

DO. 26-5-71 

DO. 19-7-7 1 

Do. 19-7-71 

Do. 19-7-71 

DO. 12-4-7 1 

Do. 25-5-71 



Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

h11s I.C.O. Haldia 

h I k  I.O.C. Paharpur 



hlk I.O.C. :Pabarpur 21-3-71 

DO. 10-3-71 

DO. ,29-6-72 

Do. 22-2-72 

Do. 22-2-72 

Do.! 23-9-72 

hI/s I.O.C. Durn Durn 16-3-71 

Do. 25-3-71 

Do. 8-10-71 

Do. 4-4-71 

DO. 1-3-72 

Do. 13-3-72 

Do. 30-3-72 

Do. 1-6-72 

DO. 23-8-72 

Do. 23-4-73 

M/s Essc Budge Budge 19-4-71 

Do. 7-7-71 





.\I s Burmah Shell 
Durn Durn . 30 1 1  74 4-12-74 30-11-74 

DO. 30-11-74 4-12-74 30-11-74 
Do. 30-11-74 11-12-74 30-11-74 

h1:s Caltex 
Budge Budge . (I 4-12-74 6-12-74 5-12-74 

DO. 12-11-74 14-1 1-74 13-11-74 

M,'s I.O.C. hlourigoan 30-8-74 
Do. 27-5-74 
DO. 11-11-74 
Do. 26-5-74 

Do. Haldia . 10-3-74 
Do. 10-3-74 
DO. 1-1-74 
Do. 28-12-73 
DO. 28-12-73 9-1-74 29-1-74 

M/s I.O.C. 
Budge Budge , 23-7-74 2-8-74 23-7-74 

hljs I.O.C. Durn Durr 28-5-74 3-6-74 28-5-74 

M / s  Hindusthan 
Budge Budge . 3-12-74 6-12-74 5-12-74 

DO. 26-8-74 29-8-74 28-8-74 
-..- ---- - 



APPENDIX VII 

(Vide Para 1.26) 

Nme showkg the details of the  debonding of oil tank by Caltex 
( Ind ia)  L t d .  

On 1.11.1973, the Terminal Superintendent i:l Charge cf the 
Wadala Installation to M I S  Caltex (India) Ltd. applled to the Assis- 
tant Collector of Central Excise. Bombay I1 Divis~on for pern~ission 
to debond tank No. 207 on thc ground that they had mlmcdiatc plans 
to convert the said tank into different product srrvicc. 

2 Permission was granted by the Asstt. Coilector o! Central 
Excise. Bombay I1 Division u n d e ~  his office letter No. V (6) 13-5/73 
dated 2.11.1973. T h ~ s  pel-miss~on was subject to the condition that 
the debondin? of the tanks should takc place under csrijc supervi- 
sion aqd duty realised before debonding. 

3. On 2.11.1973, the dip mras~lremcnt of the s t o r a p  tzlrk No. 207 
was taken under the supcrvision of an Inspector oL' Cent:,,>! Escise. 
On the samc datc, i.e. 2.11.73. !Vl/s. Caltex (India) Limitcd dcpwited 
in thc Central Excise Trcnsury an amount of Rs.  ''7 1aki.s I'or pav- 
n:t.nt of the basic excise duty and Es. 2,20.000 o:1 a:~ol.lr.t of ai?di- 
tional excise duty, u n d c ~  their cheque No. B. 38841 dated 2.11.1973. 

4. Based on the dip mcasur~en?ent of tank No. 207 a! I f  hourc on 
2.11.1973. the Company p r c p a t d  the> c 3~1.t-tarn N;,. 151 ; , S  2.11.73. As 
per this out-turn, the quantity of motor spirit in lank No 207 work- 
ed out to  607.056 R.I,s. at 15°C. Thc duty on this quantity came to 
Rs. 6,07,056.00 (basic) and Rs. 129.505.2 (addition.!). Thc::', amounts 
were debited in the company's Personal Ledger Arcount at E.No. 345 
of 2.11.1973. 

5. Ordinance No. 3 of 1973 issued by the Govt. of India on 2.11.73 
enhanced the effective rate of basic excise duty on motor spl-it from 
Rs. 1,000/- to Rs.  2,000/- per K.L. at 15"C, with effwt from 3.11.73. 
An announcement to that effect was made on the radio and also on 
the television in the evening news of 2.11.73 

6. On 3.11;1973 morning, the Range Superintendent wrote to all 
his sector Officer calling for reports whether any of the licensees 
had effected clearances of motor spirit and superior kerosene oil 



on payment of duty a t  the old rates after the mid-night of 2/3.11.73. 
All the Inspectors reported that there were no such clearances, ex- 
cept a t  Santa Cruz Airport installations where the dlgerential duty 
was subsequently recovered. On receipt of the reports, the Superin- 
tendent sent round one of his Inspectors to verify these reports. 

7. On 33.11.1973, the Inspector brought to the notice of the Superin- 
tendent that M/s. Caltex (India) Limited had deposited an un- 
usually large amount (Rs. 29,20,000) in the Personal Ledger Account 
on 2.11.73 and effected clearance of exceptionally large quantity of 
motor spirit from tank No. 208 to tank No. 207 between 14.00 and 
19.60 hours on that day. This created suspicion in the mind of the 
Superintendent, and after making enquiries, he reported the facts 
to the Asstt. Collector on 26.11.1973. The Assistant Collector directed 
that all t h ~  relevant documents shmld be examined and detailed, 
if necessary. 

8. During the course of enquiry, it came to l i g h ~  that after de- 
bonding tank No. 207. MIS. Caltex (India) Ltd. had shown as clear- 
ed a total c;uant,ity of 2006.881 K.L. at 15" C of motor spirit from 
tank No. 206. Out of the total quantity of 2006.881 .K.I... a quantity 
of 1826.513 K.L. at 15" C was indicated as by transfer to tank No. 207 
and the balance of 180.369 K.L. at 15" C was accounted for by local 
despatches as on the records. It was also found 'that the quantity 
of 1826.519 K.L. a i  15' C transferred from tank No. 208 to tank No. 
207 was shown as having been transferred on 2.11. 1973 before 20.00 
hours and the amount of basic duty was debited in the Personal 
Ledger Account a t  the rate of Rs. 1,000/- per K.L a t  15" C. Consi- 
dering the pumping facility available for clearance from tank No. 
208, it n.as felt that it was rather improbable that a total quantity 
of 2006.881 K.L. at 15" C could have been cleared from Tank No. 208 
within a period of about five hours, i.e. from 15.50 hrs to 20.00 hrs. 
on 2.11.1973. 

9. In the course of further investigations, the '?Vigir5ht Custodian 
Register' (~; f  M/s. Caltex (India) Limited was examined. In this 
register. there was an entry by the Night Custodian on 2.11.73 to 
the efiect that at 09.30 P.M. on 2.11.73, tank to  tank transfer from 
tank No. 208 to tank No. 207 was in progress. This entry revealed 
that the posilion as on other records of the company, viz. the Dip 
Ticket and out turn certificate, that the pumping of the product-motor 
spirit-from tank No. 208 to 207 was completed before 20.00 hrs. on 
2.11.73 was not correct. 

10. Accordingly, statements of the Terminal Mmager and his 
assistants were recorded. wherein i t  was stated that the quantity 



197 

c$,(nptw srri@ iPcvjestion was cleared &fore 20.00 hours end pmpar 
duty was debited for clearance effected b&fere 20.00 hours. An+ 
entry was also made in the RG.1. register to this effect. 

11. While the investigation was going on, M/s Caltex (India) 
Limited by a letter dated 3rd December, 1973 stated that they had 
concurrently enquired into the matter and they had found certain 
inconsistencies, and agreed to pay the differential duly on the balance 
quantity. 

12. Accordingly, the Assistant Collector of Central Excise, Bom- 
bay I1 Division, vide his ofice letter No. 11/39-50:'73 dated 3.12.73 
requested M/s  Caltex (India) Limited to intimate to him the quan- 
tity on which they were agreeable to pay the differential duty. 

13. MIS. Caltex (India) Limited again, under their letter dated 
3.12.73, informed the Assistant Collector of Cent:al Txcise, Bombay I1 
Division that they were prepared to pay duty on a quantity of 
1486.861 K.L. a t  15°C. The Assistant Collector permitted the com- 
pany to pay the differential duty on that quantity on 5.12.73 without 
prejudice to the ultimate decision in the case. M/s Caltex (India) 
Limited paid the amount of Rs. 14 lakhs accordingly. 

14. In the course of' further invest~gation, the shore 13g Book 
maintained by Sewree/Wadala Installations was produced by the 
Manager, Marketing Operations together with torn pieces of page 
No. 78 of the said book, which was reportedly missing from the book. 
On arranging the pieces of the said page No. 78, the entry therein 
revealed that clearance from tank No. 2C@i to tank No. ,307 was in 
progress until the morning of 3-71-1973 up to 09.00 A.M. This fact 
was further confirmed by the Manager in his statement. Thus. an 
attempt had been made to destroy written evidence by tearing away 
paqe No. 78 of the Log Book. 

15 A notice to   how cause on the basis of these allegatlons was 
issued to M!s Caltex ( I n d ~ a )  Limited, Bombay by the Collector- of 
Central Excise. Bombay under his letter No. II/3Y-50/73 dated the 
16th Aprll. 1!'74 directing them to explain as to why duty should not 
be recovered from them under rule li30 of the Central Excise Rules, 
1944 at  the ].ate of Rs. 2.000/- per K L at 15'C (the effective rate 
i iom 3-11-1973) on the full quantity ol' 2006.881 K. L. of motor spirit 
and also as to why a penalty h o u l d  not be imposed on them under 
rules 151 and 173Q of the Central Excise Rules. 

16. Under their letter No. AD/JPT dated 19th April, 1974 M/s  
Caltex (India) himited requested the Collector of Central Excise for 
copies of certain documents and also to grant one month's time for 



m m f t t i n g  the reply to the show cause notice. These requtsts of the 
company were granted. 

17. As requested by the company, the Collector of Central Excise, 
Bombay granted a personal hearing to them on 14-6-74. Considering 
,the circumstances and the facts of the case, the Collector found that 
the company was guilty of the contraventions alleged in the show 
cause notice and was liable to penal action under rule 173Q of the 
Central Excise Rules. He. therefore, ordered that the duty on the 
entire quantity of motor spirit said to be transferred from tank No. 
208 to tank No. 207 during the period 2nd to 3rd November, 1973 be 
recovered at the enhanced rate. He also imposed a penalty of Rs. 20 
lakhs under his adjudication order No. II/3950/73 dated 10-7-1974. 



APPENDIX WII 

(vide Para 3.19) 

Statement showing the total crude oil run in each refinery, % age of 
product used as fuel and '?(, age of losses, during in years, 1970 to  1979. 

TABLR I-BURMAH SHELL 

Year 
Cr'ude run Refinery Losses Total 

000' Fuel rcfinerv 
tonnes o/ I o $6 fuel & losses 

TARLE IV---(:\SSA?.Q OIL COMPANY,! 



Year 

.--- 

TABLE V-(GAUHATI) 

TABLE VI-(BARAUNI) 

1969-70 . 3197'9 5'5 1 . 6  7' 1 

1970-71 . . . 3463.0 5'8 2-0 7.8 

1971-72 . 3642'7 s e 8  1 ' 1  6.9 

1972-73 - . 3728-5 5'8 1'4 7'2 

' ~ A B L C  VIII-ICOCHIN REFINERIES LTD.) 

1970 . 2592.0 4. 20 1-47 5-67 

I971 . . 2439' 0 4'20 1-58 5-78 

1972 . 2348- 7 4.20 1-97 6-27 

1973 . 196S.4 4-20 2-32 6.52 

TABLE IX-(MADRAS REFINERIES LTD.) 



(Vide Para 3.22) 

Note from the Ministry of Petroleum and Chemicals on a cornpre- 
.hert$ivt study made of losses in fuel consumption as compared t q  

the refineries abroad 

FUEL EFFICIENCY IN INDIAN REFINERIES 

Refinery fuel and losses in quantitative terms and as percentages 
,of crude refined from 1960 to IS72 are given in the attached tables 
for each refinery, and for all India in Table I. There has been a 
marginal increase in the total refinery fuel and losses during the 
period 1960-1972 though, as will be seen from the 'tables, the 'losses' 
have fallen and 'fuel' has gone up. A major cause of this has been 
the increased complexity of the later plants and the manufacture of 
lubricating oils in India especially in the Barauni and Madras 
refineries. 

2. The losses reported by the refineries have generally came down 
over the years and in 1972 we have the lowest figure reported. only 
1.18 per cent. This is the result of the efforts being put in by the 
Technical Audit Deptt. in the IOC refineries. and similar organisa- 
tions' in the other refineries. 

3. The use of coal as refinery fuel has also been under considera 
tion. Because of the requirement for close temperature control and 
the need to shut down heating instantaneously in cases of stoppages 
in oil flow, from the technical point of view ~t is essential to fire the 
refinery fvl-naces with oil or gas The designs of the refinerv furnaces 
also do not permit the use of coal. The other main use for fuel in a 
refinery is for production of electricity/steam. The general practice 
in refineries ha\-ing t h d r  own power stations is to r a~se  steam at high 
pressure, expand the high pressure steam through turbines to produce 
electricity and use the low pressure steam for processing. The sys- 
tem improves the total thermal efficiency. On the other hand, re- 
fineries without power stations would raise low pressure steam in  
stearn borilers. For raising steam it is not particularly necessary that 
oil 06 gas fuel should be used and there is scope for substitution b3' 
coal. Unfortunately, the designs of the existing boilers in refineries 
am that they hrinut be easily converted from oil to ma1 . 



without large investment. Shortage of space for handling and stor- 
age of coal in the refineries is also a serious bottleneck. Nevertheless, 
we have recently taken a decision to go in for coal firing also in the 
captive power station attached to the Mathura refinery. Even though 
the furnaces in this refinery also wciuld continue to use oil and gas, 
use of coal in the power station is expected to have approximately 
100,000 tonnes of oil per year. 

4. The Managing Director, IOC (Refineries & Pipelines Division) 
has recently written to all the refinepies stressing the need to exercise 
maximum care in the use of energy and to achieve savings by im- 
proving operations and thn maintenance schedules. The Technical 
Audit Departments in the TOC (Refineries) which have been working 
for the past few years are in charge of this effort. and they are being 
suitably strcnghtened. 

February 19, 1974 

Dear Sh:i Pandc. 

Kindly refe! to your demi-official letter No. 62/5/15/73-EC of 
Deccmbei. 21, 197.2 on the subject o f  fuel effkiency in our refineries. 

2. The ficurcs relating to consumption of refinery fuel indicated 
in the 'Indian Petlo!eum & Chemicals Statistics 1973' published by 
this WnistrY and quoted in the enclosure to your letter have been 
found to  b p  w l ~ m g .  especially f o ~  the earlier years. In many cases 
in these yc.ai.s not 311 refineries i.epo~.led the actual consumption of 
refinery i'uel, and ihis was 0velloukcd in working out total avcraC'2s 
for Irdia. I h a w  now had these figures rechecked and the  col-rcdcd 
refinery fuel a?d losses in qu;~nlitati~.le terms and as percentages of 
crude resncd El.:un 196C1 to 19it '  a1.e given in the attached tables for 
each refiner?;. and P ) I .  all-India in Table I. You will notice that there 
has been a mr?l.ginal increase in the total refinery fuel and l o s ~ ~ s  
during the pel-iod l!)M ---I972 though. as will be seen from the tables, 
the 'losses' h a w  lallcn anci 'fuel' has gone up I am told that a major 
cause of this h2:; heen the increased coxpiexity of the later plants 
and the nmr~uiacture o f  lubricating oils in India especially in the 
Barauni and Madras refineries. 

3. The lcsses reported by the refineries have generally come down 
over the years and in 1972 we have the lowest figure reported, only 
1.18 per cent. This is the result of the efforts being put in hy the Tech- 
nical Audit Deptt. in the IOC refineries, and similar o r g a n i ~ ~ t i o n s  
in the other refineries. 



4. The use qf coal as refinery fuel has also been unda considera- 
tion. Becauy of the requirement for close temperature control and 
the peed to shut down heating instantaneously in cases of stoppages 
in  oil flow, from the technical point of view it is essential to fire the 
refinery furnaces with oil Qr gas. The designs of the refinery fur- 
n a q  also do not permit the use of coal. The other main uw for fuel 
in a refiiery is for production of electricity/steam. The general 
practice in refineries having their own power stations is to raise 
steam at high pressure, expand the high pressure steam through 
turbines to produce electricity and use the low pressure steam for 
proqessing. The system improves the total thermal efficiency, On 
the lother hand, refineries without power stations would raise low 
pre&ure steam in steam boilers. For raking steam it  1s nlot parti- 
cul&ly necessary that oil or gas fuel should be used and there is 
scope for substitution by coal. Unfortunately, the designs of the 
existing boilers in refineries are such that they cannot be easily 
conferted from oil to coal firing without large investment. Shortage 
of space for handling and storage of coal in the refineries is also a 
serious bottleneck. Nevertheless, we have recently taken q decision 
to go in for coal firing also in the captive power station attached to 
the Mathura refinery. Even though the furnaces in this refinery also 
would continue to use oil and gas, use of coal in the power station is 
expected to have approximately 100,000 tonnes of oil per year. 

5. The Managing Director. I.O.C. (Refineries & Pipelines Divn.). 
has recently written to all the refinenes stressing the need to exercise 
maximum care in the use of energy and to achieve savings by 
improving operations and the maintenance schedules The Technical 
Audit Departments in the IOC (Refineries) which have been working 
for the past few years, are in charge of t h ~ s  effort, and they are being 
suitably strengthened. 

Yours sincerely, 
Sd. P. K. DAVE. 

Shri B. D. Pande, 
Cabinet Secretary, 
New Ddhi. 
Encl: As above 





BURMAH S H E U  

Year 
Crude "Sq Lasses ' ?OW 
'000' 

tonnes r e e r g  fuel & losses 
% % % 

Note :-The losses indicated is high partly on account of the k t  that Bur&-Sbrll 
has an acid treating unit for treating kerosene and this urit Ic!! er c i l  1r th 
form of acid sludge. 



TABLE-III 
ESSO 

Crude run Refinery Losses Total ' 
Yee~  (000 tomes) Fuel refioery fuel & lossu 

% % % 

1973 . . .  2912 4'3 0-2 4.9 

TABLE-IV 
CALTEX 



ASSAM OIL COMPANY 

Year 

Total 
Refinery 

Crude run including LoFes fuel and 
(000 tonnes) power /o lot ses 

station % 

- - - -  - - 

NOTE : The  refinery fuel used i s  lugl hecause of : 
ji) Low capacity of the refinery; 
tii) inclusion of units such 3 s  coker and lube plants which are [kc large 

consumers of fuel. The AOC refinery also includes 3 p c w r  rtation 
unlike the other three private sector refineries. 

TABLF--VI 
GAUHATI 

1962 . . .  . . . 235'2 

1963 . . .  351.4 
1964 . . . .  . . 755'9 
1965 - 790.8 
I 966-67 -42'9 
1967-68 . . 8 1 1 7  
1968-69 . . S02.7 
1969-70 . . . -63.8 
1970-71 . . . 685.7 
1971-72. . . 796.0 
1972-73 . . . . 793.1 

NOTE : The high fuel consumption is on account of: 
\i) Captive power station ; 
(ii) small capacity of th,e plar t ; 
(iii) the high loss reported is :cttlihuted to present of the cokir .~ ui it atTd t t  e 

sulphur dioxide extraction w i t  for treating kerosere which ul its per rrvlly 
show hlgh losses ; and  I _  . 

(iv) the conserkitive design of th.e refinery. 



Year 
Ciudt'rt~~ ' Refinery Total 

(000 tonn es) fuel Losses refinery 
including fud and 
power losses 

station 
% % % 

- 
Note :-The high rehnery fuel consumption is accounted for by : 

(i) Captive power station ; 
(ii) lube plmt ; and 
(iii) conservative design of the refinery. 

1965-66 . . . 409'4 7'0 2.5 9'5 

1966-67 . . . 1411.7 6. o 2'2 8.2 

1967-68 . 1923'4 6.6 3'3 3'9 

1968-69 . - 2958. o 5'7 1'9 7'6 

1969-70 . . 3397'3 5'5 1.6 7 '1 

1970-71 . . 3~63.0  5.8 2.0 7.8 

1971-72 . . 3642.7 5'8 1.1 6 9 

1972-73 . - 3728 . 5 5 ' 8  1'4 7'2 

Note :-The comparatively high fuel consumption is accounted for by : 
(i) conservahve design of the refinery; 
(ii) captive power station. 



(s? e r u n  Refinery Total 
Pohnes>' -^ fuel Lasses refinery 

fucl losses 
' r. {@L. ., % % % 

Nota :-The high loss reported in 1973 is avmatter of concern. The refinery has 
explained that it was because of the large number of shut-downs and start-ups 

*& durirrg-~973 in  thecourse of expandingthe capacity of the refinery. 
r - '  , - , # '  I - ". L ' i  , . 

' 1- , 

TABLE-X 

MADRAS I&FINERIES LTD. 

1969 - . .  870 8 . 0  1'5 9.s 

rgla  - 2065 11-1  0- 9 12.b 

1971 . . . . 2145 10.5 1.2 1n.7 

ig72 . . . . 2630 10.2 0.8 11.0 

I973 - . . 2505 9'4 1.9 10.4 

Note : The  high refinery fuel consumption is eccounted for by 
(i) captive power station; 

(ii) the refinery has a large lubricative oil plant whic h consumes a large 
amount of fuel. 

(iii) The refinery has additional processir g u ~ i t s  to remove sulphur from diesel 
oil and- kerosene. 



(Vide Para 6.19) 
: C m  o j  the opinion given by the Chief Chemist 

Collectors' Conference held a t  Delhi 27-29 Mag, 1970. 

Art silk Twine and thread-levy of counterva5ling duty thereon. 

13. The Conference noted that in the Board's ruling contained 
in its letter F. No. 15/3/67-Cus.1, dated the 6th June, 1968 the 
reference is only to Item 47(2) and it was agreed that accmding 
to this letter only such yarn as is assessable under Item 47 (2) 
I.C.T. is to be charged to countervailing duty under Item 18 of 
C.E.T. The conference felt that yarn falling under Item 47(8) of 
the Indian Customs Tariff should also be assessable to tounter- 
vailing duty under that item of the Excise. To this extent the 
,said letter of the Board needs to be modified. The conference 
was also of the view that where certain yarns, as for example those 
of 4000 deniers or more, are l o  be assessed under Item 53 of the 
I.C.T. as per Board's ruling of. 19'62, they would not be 'yarn' and 
hence no countervailing duty would be leviable. Under the 
Central Excise Tariff, duty is collected a t  the yarn stage and thus 
levy is zttrac!ed on t h ~  yarn contained in twine. If the intention 
of the Government is to levy countervailing duty on twine above 
4,000 deniers also, a Notification may be issued under Section 
2A(2) of the I.T. Act, 1934 to bring twine of above 4000 deniers 
within the purview of countervailing duty. 

14. As regards the specific problems of the Calcutta Custom 
House as to whether assessment of Art Silk thread and twine should 
be on the basis of denierage of the basic single yarn or on the 
total denierage of multiplied yarn the conference noted that the 
trade practice as evident from literature was the former and as- 
sessment should be made accordingly. 

Collectors' Conference held at Bombay on 28/30 June. 1971. 

TV. LEVY OF COUNTERVAILING DUTY ON NYLON FISH NET 
TWINE 

11. This issue was discussed in the Conference of '  Collectors 
held in Map, 1970 and certain recommendations were made. The 
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matter has since been examined in the Board's office and Med- 
b r  (Tariff) has indicated that twine could not be accepted as an 
excisable article even though it is nothing but a collection of yarn 
which is excisable yarn as is commonly known in the trade is dis- 
tinct from twine. The Board desired that the question of classifica- 
tion according to the denier and the need for invoking section 
2A(2) of the Indian Tariff Act, 1934 and the I.T.C. classification 
should all be discussed in this conference. 

12. Twine is distinguishable from both thread and yarn grouped 
together under Item 47(2) ICT in that it is made up of one or 
more strand of yarns. The twisting of the yarn is also in a dlrec- 
tion opposite to the one employed for making the yai'n. Fulther 
yarn or thread is used for weaying or sewing whereas twine is not 
ordinarily so used. Thus viewed from the manner of manufacture 
or actual use a twine is distinguishable from a theard or a yarn. 
Item 47(2) I.C.T. confines itself only to yarn and thread. hence a 
twine distinguished in the manner set out above should be cs- 
cludecl from the scope of item 47(2) 1.C 'I?. It's correct classification 
would be under Item 53 ICT irrcsoective of. the total denierage of 
the var~ous yarns used in the manufacture of twine. 

13. Item 18 C.E.T. refers only to fibres and yarns and excludes een 
thread. Hence twine will not be assessable to countervailing duty 
at  all. However, twine is imported, will compete with that produced 
in the country. The indigenous i7r0duct would have already attra- 
cted levy as a fibre or a yarn. It is, therefore, only rational that we 
invoke the provision of Section 2A(2) of the Indian Tariff Act, 1934 
in the case of imported twine. 

14. Board's rulings both 0.: the Cus tms  and Central Excise side 
fixing the denierage 'or purpxes  of assessment of yarn require t o  be 
modified suitably. 

The issue raised in :his rile pertains l o  the determ~nati=.n of denier 
.of crimped plied qylon y3rj1 n ~ d  boil: it should be reported for pur- 
poses of levy of C. Ex. duty. 

The denier of yarn is expressed as the number of grams in a skein 
of 9000 metres. The fcrmnla of calculating the denier from !ength 
and weight determination would be 

n - 9000 x W 
.- 

L 
Where D == Denier, W = Weight at standard regain in grams and 

L = length in metres. 
The length of yarn is usll3lly obtained b:u t h ~  uw of yam : eel, 

and in the case of crimped yarn it is necessary to estimate the straigh- 
tened length by taking into accou1:t the crimp percentage. 



The books available in this Laboratory do n?t give the plocedwc 
in detail for determination of denier of crimped plied nylon j a w &  

the denier is to be specifically reported, i.c. as to whet&r*l$ 
be on the basic yarn sr on the sample as'sich. In d i s  c% 

w o n  a reference from page 363 of ASTM Part 24 is of signihc'ance 
+pd is reproduced below : - 
'""in the conventional designation of a plied yarn or cord include a 
statement in parentheses, giving the resultant liner density ex;pli: 
citly, that is, the observed or determined, not the calculated n u m b .  

Example: . 

Denier 1650: F 720: z 13x2: S tpi (R denier 3800 or 420 tex). 
From the above it would be seen that implied yarn the denier of the 
basic single yarn is giving primary importance and the iesultint - >. 
denier is added only as information in parent #eses. 

The book Textured Yarn Technolocy, Vol. I.cited by the party is 
not available in any of the libraries in Delhi including the Shri Ran) 
Resqarch Institute, Delhi whlch is especially connected with the work 
on te~tiles.  I t  is seen from page 8 of the affidayit filed by the party 
before the Joint Secretary, Gov~r~1rner.1 of India, that,this book is the 
exclusive publicafjon of M/s. Monsa~ ;c. Co. of U.S.A and the methpd 
of determination of yarn denier cited from this book at pages 276 and 
277, a copy of which has been given to me, does not specifically men- 
tion that the method is applicable for the plied yarns as well. In  
this connection the Head tif the Textile Division of Shri Ram Research 
Institute, Delhi, was also consulted by one of the Officers of this 
Laboratory and the former cpined that the denier of the crimped yarn 
would appropriately be the denier of the basic single yarn, because 
this is first manufactured and later processed to give the two-ply 
c rhped  yarn. He could not, however, furnish any literature other 
than ASTM cited above lo  support his opinion. 

It is true that in the -pork sheet of the Chemist in this laboratory 
file the denierage of the sample is given as 183.4 but the ChernicaI 
Examiner does not seem to have given credence to this in view of the 
facts that length of the y a m  would be subject to great variation with- 
out the use of necessary apparatus for determining the crimp percent- 
age and the declaration rlf the party on the T.M. is specific that the 
yarn sent for examination "is 90 Denier synthetic yarn". The Che- 
mical Examiner had. rherefore, called for the basic yarn used in the 
manufacture of crimped :;am. Tn this connection, it is of interest to 
mention that a sample cf crimped yarn ''MODJPON" received for test 
bore the lable "Nylon-6, 105-24-2-503" and the basic yarn from 



which the above was stated to hatre been made bore the label "la5-- 
24--0--0--502", '106' is the denier of the basic sin le ~ ~ ~ ' 2 4 '  js the 
d h a k r  'bf A i d t ~ t s  Ins the bask sidgle $am, '2' is t a & r~umber of plies 
&d '503' gndt '502' ap&ar' t'6' h5 'lot Nm.' of the %intifacture. T& 
'hdicates that the trade practfce is guided by the 'deni'&a& o f  'tge 

. ., L . . .  . I basic single yarn csnty. 

It  is' alsb of re1e"a'abce to mention that in the case of crimped yarn 
manufactured by certair~ other factories, the C. Ex. officers have been 
requested to forward basic single yarns which go into manufacture of 
crimpe$ 'yarns and. the factories concerned have been satisfied with 
the reporting of denierage of the basic single yarn and no protest has 
b ~ e n  received so far. 

It is of relevance to take into consideration the method of manu- 
facture of the crimped yarn under reference as given by the party in 
the afidavit ibid, namely, the following statement is of significance- 
"& emerging from a fals&wfst sp<nndlc the yarn has an inherent 
torque ~n either S or Z direction depending on direction of rotation 
of spindle The applicant company imparts S and Z twists and to 
overcome torque single stretch yarn of equal and opposite torque are 
applied together". This would show that the single stretch yarns 
have already been manufactured befors the plied yarn is made and 
for C. Ex. purposes, the ringle stretch yarn (basic single yarn) would 
attract C. Ex. duty. 

In this connection the decision on the levy of c/v duty on Art silk 
Twine and thread taken at the Co1lec:or's Conference held at Delhi 
from 27th to 29th May, 1970, and at Bombay from 28th to 30th June. 
1971, respectively are enclosed-(these may have a bearing to the 
example of Nylon twine and corn cited by the party). In the former 
conference it was decided that the de!lier c.f the basic single yarn 
should be taken into account for assessment. In the latter, however, 
it was decided that twine will not be assessable to c/v duty but that 
twine which is imported will compete with that produced in the 
country. The indigeneaus prodwt would h::ve already attracted levy 
as a fibre or yarn and th~ls  it is o d y  rational that provisions of Sec- 
tion 2A(S) of the Indian Yrriff Act, 1934, is invoked in the case of im- 
ported art silk twine. The Board have subsequently isssed Tariff 
Advice No. 19/71 dated 17th September, 1971 that nylon and other 
art silk twine would be classifiable under Item 53 I.C.T. ( v i z .  Textile 
manufacture, not otherwiye specified) and not under Item 47(2) I.C.T. 
viz., "Art silk yarn and thread". The Tariff Advice also mentions 
that 'Act silk twine' would be outside the purview of Item 18 of the 



-K!, Ex. Tariff, which covers only 't~ayon and synthetic fibres atrd 
yarns". These decisions would show that Nylon cord/twine would 

'not merit to be compared on par with crimped yarn which is only 
a yarn and not a textile manufacturer, other than yarn. 

This office file C. No. 87-Chem. Yarn. Di65 is retained here. 

s d  L- 
V. S. RAMANATHAN, 

3rd April, 1972. 

Min. of Finance (Deptt. of Rev. & Ins.) u/o 
- - ---- 

C.R.C.L. u/o C. 41-Ex. C/72-I dated 3-4-19??, 



APPENDIX X I  

(Vide Para 622) 
Circular letter No. Yarn/1/73 

F. No. 50/14/70-CX-2 

New Delhi, the 22nd Feb.. 1973 

Shri J.P. Kaushik, 
Under Secretary, Central Board of Excise & Customs. 

To. 

All Collectors of Central Excise, 

All Appellate Collectors of Central Excise, 

All Deputy Coll~ctors of Central Exise, 

Deputy Commissioner. Andaman & Nicobar Islands, Port Blair. 

Sir, 

SUBJECT : --Cenlra.l Excise--Rayon and S y ~ ~ l h e t i c  fibre and yarn 
,J Arglon Multiple fold yarn--Duty liability thereof-Clari- 

Jication regarding. 

I am directed to say that a doubt has been raised as regards the 
itage at which duty shou:d be recowred under Notification NO. 51172- 
dE dated 17-3-72 in respert of n y ! ~ ~  filament muitiple fold yarn, also 
kiown as plied crimped yarn. 

,. 2. It  has been reported to the Bcard that single filament yarn 
which is the raw material for manufacture of plied crimped yarn, 
is in a fully manufactured condition immediately after undergoing 
the process of stretching on the ?rawing machine. A major part of 
this yarn on cops is cleared, as such. on payment of duty; a ma11 



percentage of it, however, is t ahm to another section where it is 
subjected to the process of crimping. After crimping, such yarn is 
either cleared from the iactory on payment of duty as single crimped 
yarn, or it is taken to mother machine called doubling machine, 
where two single crimped'yahs are 'combined for subsequent clear- 
ance on payment of duty as double plied crimed yarn. 

2. The question under consideration has been whether in SUCH 
cases duty should be collected at the stage when the basic single yarn 
is manufactured, or later, when after. crlmpmg, it is cleared as double 
plied yarn. The matte: has been exammed in consultation with the 
Ministry of Law. The Board has been advised that there is no objec- 
tion to levying and collectmg duty on single filament yarn when it 
comes off the drawing machine 'and beiork i t  iS takeh for use in the 
further manufacture of crimped yaibn. "Excise duty is on the pro- 
duction/manufacture of excisable goods an3 not on their sale. Since 
the single filament yarn, 1:s such, 1s jn a fully nlanufactured condition, 
and is also marketed as such, it is immaterial for the purpose of levy 
of excise duty whether ?; is removed, as such, outside the factory df 
taken to another portion of the factory for further manufacture of 
crimped yarn." "Under rule 9(1) of Central Excise Rules, 1944, no 
excisable goods shall be removed froin any  place where they are 
manufactured, whether fcr consumption or manufacture of any other 
commodity, in or outside such place, until the excise duty leviable 
thereon has been paid at such place. It has already been held W 
the Courts that removal cf excisable goods for further manufacture, 
is "removal" for purposes of excise levy and d::tg can be collected 
before the goods are so removed." In view of the specific provision 
in the Rule's. the Board is advised that duly may be collected as ssC3n 
as the single filament yarn is manufactured and deferment of collec- 
tion to a later stage would not appear to be in order. 

4. In view of the above, excise duty on nylon single filament yarn 
may be levied and collected before such yarn is taken for further 
manufacture of crimped yarn. 



5. You may advise the field staff suitable in the matter so that the 

practice of assessment of Wch yarn is brought in line with the above 
instructions and the pending cases decided accordingly. 

6. The receipt of this letter may please be acknowledged. 

Yours faithfully,*: 

Sd/-J. P. KAUSHIK. 

Under Secretary, Central Board of Excise & Customs. 



APPENDIX xu 
F. No. 50/&/73-CX-2 

Xezo Delhi, the Ylst May, 1973 

From, 

Shri J. P. Kaushil;, Under Secretary, Central Board of Excise. 
& Customs 

A11 Collectors of Central Excise. 
All Appellate Collector!: of Cmtrsi Excise, 
All Dcputy Collectos of C211tral Excise. 
Deputy C~mmisiouer ,  Andaman S; Nicobar Islands. Port Blair. 

I 

Sir, 

SUBJECT: -Rayon and Synthetic Fibre yarn-Nylon filament yarn. of 
single ply i n  nzanufacture fir crimped yarn and or nylon 
multiple Fold yarn-Duty liability of-Raising of the 
demands for t h r  past ;-,eriod--Instructions regarding. 

I am directed to refer to Board's letter F. No. 50/14/70 CX-2 dated 
the 22-2-1973, in which it was advised that nylon filament yarn of 
single ply should be assessed and duty collected before such yarn is 
taken for further manufacture of crirnnc-d yarn. 

2 The cluestion of collection of duty on clearances of such yarn in 
the past has been examimd and ~t has bcen decided that demands in 
respect of past c l e a ~ a n c ~ s  of nylon filament yarn of single ply taken 
for manufacture of crimped yarn without I;ayment of duty should be 
raised under Rule 10-A ar,d the euty realised. 

3. Please acknowledge receipt. 

Yours faithfully, 

Sd.1- J. P. KAUSHIK, 
Under Secretary, C e ~ ~ t r a l  B o a ~ d  of Excise & Customs. 



(Vide Para 6.28) 

Note showing the facts of the case of B h r a t  Carpets Ltd. Delhi 
M l s .  Bharat Carpets Limited, Delhi 

F. No. 195 j803/'71-CX-V Revision Application No. 1508 
dated 26-7-1971. 

This revision application against the Order-in-appeal No. C.V(21) 
2/66-CE/69 Pt.120549 dated 1-5-1971 of the Collector of Central Excise, 
Chandigarh, was allowed by the Joint Secretary (Revision Applica- 
tion), Shri D. N. Kohli. The brief facts of the case are as under:- 

MIS. Bharat Carpets Limited, Faridabad, manufacture car- 
pets with tuftin machines worked by power. They were inform- 
ed, during discussions with the Assistant Collector of Central 
Excise, Faridabad on 30-9'67, that excise duty was leviable under 
item No. 21 of the Central Excise Tariff on Woollen Carpets 
manufactured by them. On representation by the firm that these 
carpets are not assessable under item 21-C.E.T. as Woollen Fabrics, 
the Assistant Collector held, under his letter C.No. V(21) 3/2/CE/ 
6'7121170 dated 4-11-68 that the party's contention was not accep- 
table, and that excise duty was levjabit. on the cmpets under 
item 21 C.E.T. read with Notification No. 50/62 as amended. The  
party appealed to the Collector ol Central Excise, Delhi, in January, 
1969 and a reply was sent to them by Shri C.L. Beri on behalf of 
the Collector stating that the party had already approached the 
Government of India in the matter, and the Ministry vide their 
letter F. No. 14 1468-CX-I1 dated 9-1 2-68 had already conveyed 
their decision to the party that the tufted carpets in question were 
assessable under item 21 C.E.T. and in the circumstances the decision 
of the Assistant Collector stood merged with the above decision 
of the Government and hence the Collector was not in a position 
t o  give a decision ovrr the decision of the Government of 
India. The letter accordingly stated that the remedy for the 
party would lie with the Government of India. The party filed 
:I Revision Application on 6-6-69, and the then J.S. (RA) Shri A.V. 
Vmkateswaran, held under his order No. 421 of 1970, that the 
Collector had failed as the Appellate authority to exercise his in- 
dependent judgement and give his considered decision, and ac- 
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cordingly set aside the Collector's order and remanded the case 
t o  him for dealing with the appeal in accordance with law. The 
matter was then taken up by Collector of Central Excise, Chandi- 
garh, Shri G. Sankaran and decided on merits under his order 
dated 1-5-1971 already referred to. 

The description of Item 21 of the Central-Excise Tariff, a t  the 
material time, reads as under:- 

" Woollen Fabrics : 
'Woollen Fabrics means all varieties of fabrics manu- 

factured wholly of wool or which contains 40 per cent or 
more by weight of wool and includes blankets, lohis, 
rugs, shawls and embroidery in the niece, in  strips or 
in motifs. Provided that in the case of embroidery in 
the piece, in strips or in motifs, the percentage referred 
to above shall be in relation to the base fabrics which 
are embroidered : 

(1) Wcollen Fabrics other than embroidery in the piece. 
in strips or in motifs. 

(2) Embroidery, in the piece, in strips or in motifs, or 
in relation to the manufacture of which any pro- 
cess is ordinarily carried with the aid of power. 

Explanation: 'Base Fabrics' means fabrics falling under sub- 
item (1) of this item which are subjected to the process of embroi- 
dery. 

N.B.--In addition. there shall be levied and collected on 
all woollen fabrics a duty of excise under the khadi and other 
Handloom Industries Development (Additional Excise duty on 
Cloth) Act, 1953, read with Section 28 of the Finance Act, 1955 
and as subsequently amended by the Central Excises (Conversion 
to Metric Units) Act, 1960, a t  the following rate: 

Provided that no such duty shall be levied on cloth which is 
exported out of India. 

Woollen Fabrics . . . . . . . . . . . . . . . . . . . . 
The basic issue for consideration was whether tufted carpets 

manufactured by the party and the predominant constituent of 
which was admittedly wool, fell within the scope of the said tariff 
item. The party's contention was that the term 'fabric' would 
refer only to woven, knitted, felted or bonded material, and the 
tufted carpets in question did not satisfy this and their process 
of manufacture does not involve any warp or weft and they are 
made in running lengths and in rolls. I t  was further contended 
that carpets have not been specifically mentioned, unlike certain 



ather  specific items like lohis, rugs, shawls, etc. It was further 
maintained that the mention of the item rugs, preceded and fol- 
.lowed by certain other specific items in the tariff entry like blan- 
kets, shawls, etc. would show that the term "rugs" would cover 
only body wraps and not carpets. I t  was further submitted that 
the words "Carpets" and "rugs" have different meanings. It 
was also contended that the Sales Tax Authorities do not regard 
Woollen Carpets, as woollen fabrics, and it would lend to an 
untenable position if a different view was taken for Central Excise 
,purposes. 

The Collector rejected the plea that the scope of the term 
"fabrics" was restricted as contended by the party and held that 
its scope was wider and the tufted carpets (in which the predo- 
minant material is wool) made by the process of manufacture 
employed by the party fell within the meaning of "Woollen Fab- 
rics". In reaching this conclusion, he relied upon the meanings/ 
clarifications contained In authorities like Websters Third New 
International Dictionary, the Modern Textile Dictionary by 
George E Linton, Manmade Textile Encyclopaedia by J. J. Pres. 
He also referred to the B.T.N. heading 58.02 to support his view 
point and held that the tufted carpets are, in the international 
usage and Custom, considered as textile fabrics. He also pointed 
out that, apart from the above, the expressions "rugs" and "car- 
pets" are interchangeable as the meanings assigned to them in 
the "Fairchilds Dictionary of Textiles" would show. He rejec- 
ted the plea that the word "rugs" in view of its juxtaposition with 
blankets, lohis and shawls, would cover only body wraps, and 
held that even assuming that this contention of the party is 
plausible, the carpets in question would be covered by the generic 
item "Woollen Fabrics". A s  regards the party's submission that 
the Sales Tax Authorities do not regard woollen carpets as woollen 
fabrics, he held that the authorities cited by the party do not war- 
rant such an inference, as some of the authorities specifically ex- 
clude carpets from the meaning of the expression "Woollen Fab- 
rics" for the purpose of levy of sales Tax, and this would show 
that but for the specific exclusion, they would fall within the mean- 
ing of the expression "Woollen Fabrics". In any case, he had 
held that the question beEore him was regarding the scope and 
meaning of item 21 of Central Excise Tariff and the reference to 
States Sales Tax Acts and Schedules were of no help in this con- 
text. In the result, the appeal was rejected by the Collector. Re- 
ference is invited to the copy of the order-in-appeal for a com- 
plete appreciation of the reasoning of the Collector. 



The party filed a revision application on 26-7-71 against the 
abwe  order. A personal hearing was granted to the petitioners 
by JS(RA), Shri D. N. Kohli on 1-2-72 when Shri T. C. Seth 
(Retired Member of CRE & C) accompanied by Shri B. M. Gupta, 
Managing Director of nlIls. Bharat Carpets and Shri R. N. Gupta, 
Director of the firm, appeared before him. The party had, inter 
alia stated in the course of the personal hearing that the Govt. of 
India had, in their letter No. 1414168-CX 11, dated 9-12-68, informed 
the petitioners that the tufted carpets manufactured by them are 
woollen fabrics and liable to duty as such. J S (RA) called for this 
file also and examined it, as also the various contentions of the 
petitioners and allowed the revision application. The Order-in- 
revision is detailed and may be seen for a proper and full apprecia- 
tion of this decision. He held that from the process of manufac- 
ture of the carpet it was clear that a woollen pile, called a tuft is 
raised on jute fabric and hence the carpets under dispute could be 
aptly called as wool tufted jute fabric. For anything to be ter- 
med as woollen fabrlc, an  essential factor would be that the fibres 
are laid one upon the other and if this criterion were applied, the 
sort of tufting that is done in the carpeting in question would not 
constitute a base fabric or wool The tufting or rhising of the pile 
would be similar to embroidering, and hence, on the analogy of 
embroidered fabric read with the Explanation figuring under item 
21 C.E.T., the percentage of wool in the case 01 carpet would have 
to be determined in relation to the base fabric. to decide whether 
it is more than 40 per cent to bring it within the scope of item 21 
of the Tariff entqy. As the base fabric in the case of the tufted 
carpet is jute, it was held by JS(RA) that it cannot fall under 
item 21. He also held that the specific items mentioned under the 
tariff item in addition to the generic i t e ~ i  of woollen fabrics, is not 
merely illustrative but includes all the articles to be levied to duty, 
and that the term 'rugs' used therem would refer only to wrap 
material. on the principle of ejus dem gcwris. 

He has also referred to the Exemption Notification No. 50162 
under which unprocessed fabrics arr  wholly excmpt, and has held 
that. even assuminp for the sake of argument that the carpeting 
in  question is woollen fabric, the process of "tufting" cannot be 
termed as proccssinq of the base fabric. He has a accordingly 
maintained that either the car~ct ing remains unprocessed fabric 
in which case it is excmpt from duty, or in the event it is held to 
be not covered bv the exemption, it falls outside the scope of the 
tariff entry itself, in which case also no duty is leviable. He 
has also rejected the Collector's view point that the terms 'rug' 



ahd 'eaipets' Are intei-changeable, and has accepted the petitioner's 
contention that one has to be guidsd by the ordinary and com- 
mercial meaning of the term and has gone by the certificates 
and affidavits produced by them from the dealers in woollen fab- 
rics that carpets are not treated as woollen fabrics. 

In the result, he has held that in the absence of a specific men- 
tion in the tariff, it is difficult to maintain that the running lengths 
of carpeting are covered by the terms 'rugs' within the meaning of 
item 21 or the generic term "Woollen Fabrics", and has according- 
ly allowed the Revision Application. 

In this order, the Government of India allowed the Revision 
Application dated the 26th July, 1971 of MIS. Bharat Carpets hold- 
ing inter alia that "in the absence of a specific mention of the word 
.'carpet' in the Tariff it is difficult to hold that the running lengths 
of carpeting are covered by the term 'rugs' within the meaning of 
Item 21". 

In pursuance of this, M/s. Bharat Carpets vide their letter 
No. BCL(L) 539/72 dated the 3rd J u b ,  1972 filed with ACCE, 
Faridabad, a refund claim for Rs. ?,45,534.14 in respect of central 
excise duty paid on the said goods during the period 29th Novem- 
ber, 1967 to 20th April, 1972 and relied in support of their claim 
o n  the R.A. order. 

ACCE, Faridabad in his letter No. V(21)18/4/72/1562 dated the 
1st September, 1972, in para 6 thereof, ordered refund of an amount 
-of Rs. 14,381.06, in respect of central excise duty paid on the said 
goods during the period 29th November, 1967 to 27th March, 1968. 

In the same letter dated the 1st September, 1972 the said M/s. 
Bharat Carpets, were asked to show cause as to why the balance 
amount of refund should not be rejected an the following gtouhds:- 

( i )  that the said order-in-revision of the Government of 
India is applicable only in respect of the consignments 
of woollen tufted carpets in respect of which the duty 
was paid under protest upto 27th March, 1968. 

'(ii) that the said order-in-revision of the Government of 
India does not specifically supersede an earlier order 
contained in letter F. No. 1414168-CX-2 dated the 9th 
December, 1968, addressed to MIS. Bharat Carpets, 
holding that woollen tufted carpets are correctly assess- 
able to Central Excise duty under Tariff Item No. 21. 



(iii) the question of classification of post-27-3-68 consignments, 
is still to be determined. 

The balance refund claim was rejected by ACCE, Faridabad 
vide his order dated the 31st March, 1973. 

By another order dated the 31st March, 1973 he ordered a de- 
mand for Rs. 61,695.11, in respect of duty on clearances of woolleh 
tufted carpets, for the period 12th May, 1972 to 31st July, 1972. 
Against the aforesaid orders of ACCE, Faridabad, the party filed a, 
writ petition in the Delhi High Court. This was dismissed by a. 
judgment of a Single Bench of the Delhi High Court, comprising 
Hon'ble Justice Rajinder Sachar, on the 7th June, 1974. 

Thereafter the party has filed an L.P.A. (Letters Patent Appeal) 
against the Department in the Delhi High Court, and also submit- 
ted a stay application No. CN 1001/74 in L.P.A. No. 62/74. An in- 
terim stay was granted vide order dated the 8th August, 1974 of 
the Delhi High Court passed by the Divisional Bench consisting of 
Hon'ble Justice V. S. Deshpande and B. C. Misra. The secoveqy 
of the existing demands made by the Department till the disposal 
of the appeal was stayed subject to the condition that MIS. Bharat 
Carpets would furnish security of immovable property of the ap- 
pellant company plus two personal bonds of the two Directors of 
the Company for the amounts demanded, to the satisfaction of the 
Deputy Registrar of the Delhi High Court. The recovery of the 
future demands was stayed subject to furnishing of similar security 
for the amounts that may be due. Thus, in this manner, the 
revenue interests of the department were fully safeguarded. 

The balance of the refund claim that was rejected by the Assis- 
tant Collector of Central Excise, Faridabad amounted to 
Rs. 7,31,153.08. For recovering this amount, with interests M/s. 
Bharat Carpets filed a Civil Suit (No. 142 of 1973) also in Delhi 
High Court. Written statement in defence of that suit was filed in 
the High Court on 8-8-1973. The list of documents relied upon by 
the Government has been filed in the High Court on 26-9-1974. The 
suit has not yet come up for hearing. 



APPENDIX XIV 

(Vfde Para 6-43) 
Details of caws represented by the retired Officers of the Deptt of Central Excise 8; Custcms. - --.- - -- . -. . -- 

Brief Particulars of each case Amount of Final dec's'on given inc!uding duty date of re- Time gap between Whether the oficen 
duty involved remittances. tirement of their retirement and wereg:ven permis- 

these first appearance for sion and if so, howit 
officcrs Revkion/Appeals. was given immedi- 

ately after retire- 
ment particularlv 
when it  was likely 
that these officials 
had thrmselves hand- 
led these cases. --- 

1 2 3 4 5 6 - 
SHRI D.E. BOATHWICK (RETIRED 
OFFICIAL REPRESENTING T H E  
CASES) VI 

T h e  .appellants had imported crown 
wheels and Pinion for Mercedes 
valued at Rs. 6r,957!- ad Rq. 
57,9071- in theqe two case*.. The 
Collector of Customs, Calcutta, 
who adjudicated these two casts, 
held the importation in each case to 
be unauthorised a<, according to 
him,thelicence, icsucd specifically 
for' Gears, Sprockets and Shaft?, 
against which the goods, imported 
were sought to b: cleared was not 
valid for the gcods imported. Ac- 
cordir?gl y,he impwed fines of Rs. 
74,0001- and Rc. 70,000'- respec- 
t ively in  the two clces in I ieu I f con. 
fiscation of the goods imported. 

It was clarified by the Chief Con- 
troller of Imports and Exports 
that "crown wheel and pin'on" 
were technically covered by the 
broad nomenclature "Gears, 
Sprockets and Shafts." In view of 
this clarificat'on. the Board allowed 
the appeals and remitted the fin€ 
in ful l  in each cncc. 



2 .  On prior information, the residence The Board dismissed the appeal. 
of the appellant was searched by the 
* t o  Cwtoms su a result of which 
cameraaccessories offoreign origin woe. at Rs. r,os~/- (C.I.P. and d a bnef case conta~niq  m u n  acu- 
m a n  wmeseized. The ap llant 
u n s  also found guilty by the &kc- 
tor of Customs, Calcutta, of (i) 
h v i a  traded in goods of foreign 
orif in and (ii) being concerned 
in oelliag, purchasi*. ,uki dealing 
in goods of foreign orlgla wlth the 
k n o w l a e  or having ,-sons to 
believe that these were liable to con- 
fismion under the Cbstoms Act, 6 2  
The &lkctor of Customs, Calcutta, 
deosed the goods seized but im- 
posed a penalty of Rs. ro,ooo/- 
upon the appellant. 

3. The appelIants had importedpis- 
ton rings below 6 "diameter valued 
at Rs. 16,7781-. The Collector of 
Customs, Calcutta, held the impor- 
tation as unauthorised as the1 icence 
produced was not found to be valid 
for the goods im rted. We a w r d -  
i q l y  imposed s !%e of Rs. 58,000/- 
in lieu of confiscation of the goods - 
a 

4. The appellants had imported 187 
m l s  of Canadian newsprint valued 
at Rs. 65,5061- (C.I.F.). the Col- 
lmor  of Customs, Calcutta, held 
the impmarion as unauthorised as 

The Board observed that the !m- 
ponation took place in pursuance 
of an aruernent between the State 
Trading Corporation of InJia and 
the foreign suppliers for the 

The appeal was rejected. 



the licence produced was valid for 
roto&qmm quality of newsprint 
whcrtqs the goods were found to be 
s w  newsprint and not of~oto- 

qualw- A ~ ~ W Y ,  ee- d a fp of R s . 6 ~ , p , ~  in 
& Z G a f i s a l o n  of the gtp& ~ m -  
p o r t 4  apd dso ordered that the 
liepa qg)linst which the goods were 

t to be clopred be debited 
wit the v&x of the goods. "'T 

G. The appellants had imponed men- 
thol crystals valued at Rs. I .79,7Ip!- 
andclaimed clearance the reof against 
5 licence;, 0% of which was A w l  
Users Raw material llicena bear~ng 

a specific endorsement for men$ol 
crystals (other than pha-coplal 
grade) Pnd the other 4 Iicerces were 

purchase of a bulk quantity out 
of which a quantity of 50 tons was 
allocated to the qpdlants by 
the Registrar of Newspapm and 
the specifications of the goods 
imported were as per the  aid 
Agreement. No. malaiida on 
the part of the appellants was 
indicated. Evidence was produced 
to show that previously similar type 
of paper was imported and used 
in the publication of the weekly 
published by the appellants. 
Further, i t appeared that the appel- 
lants had not played any active role 
in the placing of the order in  any 
negotiation with the supplier, 
these functions seemed to have 
been performed by the local agents 
of the suppliers. The Board, 
therefore, accepted the appellants 
contention that they were not di- 
rectly responsible for the goods 
importad. In view of these con- 
siderat~ons and the facts that the 
appellants were Actual U~er s  and 
the goods imported were capable 
of use for the purpose for which the 
lience was issued, the Board 
reducpd the fine from Rs. 65,0001- 
to Rs. 650ci-. 

The specifications for technical grade 
of menthol were not available in 
any standard book and also the 

specifications for pharmacopial 
and non-phannacopial grade of 
menthol were not markedly diffe- 
rent in certain cases especially for 
I-menthol. It was observed from 



Actual User (Registered Exporters j 
1 i cences. The clearance against the 
Actual User (Registered Exporters) 
licences was cla~med under the Sene- 
fit available as per paragraph 38 of 
the relevant I T C  Policy, Vol I1 on 
the strength of the Actual Users raw 
materiallicence. The goods impo- 
rted were, however, on examination 
hy the Customs found to wnfirm 
to the spec;fications of menthol 
of pharmacopial grade. In vicw of 
the fact that the goods imported were 
menthol of phannacopi a1 grade, 
neither the Actual Users raw mater~al 
licence nor the Actual User (Regd. 
Exporters) licences were valid for 
the goodr imp3rted. The Collector 
of Customs, Calcutta, therefore, 
held the importation as unautho- 
rised and imposed a fine of Rs. 
1,80,mo/- in lieu of confiscal ion of 
the goods imported. 

6. T h e  appellants had imported 74 
reels of printing paper valued at Rs. 
60,211 \- and claimed c l e a r a n ~  
thereof against a licxnce which was 
valid, interalia, for the import of 
photographic negatives and printing 
pa er. As the licence produced thus 
d i g  not ap ear to  cover the goods 
imported, 8 e  Collotor of Customs. 
Calcutta held the importation as 
mauthorised and imposed a fine of 
Rs. 63,2301- i n  lieu of conficcation 
of the goods Imported. 

ISI. No. 3134-1955 that speci- 
fications for menthol as perfumery 
chemical were the same as those 
prescribed i n  pharmawepial of 

India. Distinction between phar- 
mawpial grade of Menthol and 
technical grade of Menthol was 
difficult and the India standards 
specifications also showed that the 
technical grade of Menthol had the 
same specif idons as that the phar- 
macopial grade. Futher in a 
similar earlier case, the Board had 
allowed the appeal after consulting 
the Cheif Chemist. Having rrgard 
to all the aspects, the Board gave 
benefit of doubt and allowed the 
appeal. (On a reference made by 
the Board, the C.C.I. & E changed 
the subsequent policy in this re- 

gard) 

The  Board held m e  Collectors' action 
in confiscating the goods as correct 
in law. However, having regard 
to the following mitigatingcircums- 
t anes ,  it took a lenient view ar d 
reduced the fine from Rs. 60,zool- 
to Rs. IO,W/-:- 

( I )  In their application for import- 
licence, the appellants had not 
applied for photographic print- 
ing paper; they had applied for 
three items-(a) Wood free 



White glazed board (b) Photo- 
graphic Negative and (c) Print- 
ing Paper (Coated) (S.No. 157- 
160/1V): The goods imported 
were Prmtlr g Paper (Coated). 
There appeared to be force in 
the appellant's contention that 
tbelicensing authorities clubbed 
together the items of "Photo- 
graphic Negative" and "Printing 
Paper" without specifying di- 
fferent serial numbers. 

(2) The end product indicated on 
the limn ce was "Waxed Printed 
Cartons and Lables". Theore- 
tically, photographic printing 
paper could be used for printing 
of labels, but it would be far too 
expensiveand commercially not 
feasible. On the other hand 
the goods imported were suita- 
ble for the manufacture of label- 
one side for pasting and the 
other for printing. 

(3) Thelicence was an Actual Users' 
licence; 

(4) The goods had incurred consi- 
derable demurrage. 

(5) Para 1q2) of the I.T.C. Hand- 
book of Rules & Procedure 
helped the appellants ; 

(6) The margin of profit on the 
goods imported did not appear 
to be more than the margin on 
photographic paper permitted 
under the licence. 



- A- + - 
I 2 3 4 5 6 

On search of the export baggage of - The Bwrd found tkst the passen- 
the appellants, diamond jcwellery gers were en route to Hongkong 
and gold jewellery collectively valued and baAeta~ed in .Colcuttatta only for 
at RE. 42,2801- was recovered as t h e w  and that (1) exceptmgjewe- 
the jewellery had not been declared llelg, wxth Rs. 2,3~o/- the @we- 
and also as the appellants had not lleip was used; (ii) a substantial 
produced any pennit from the Re- part of t h ~  used jewellery was acc- 
serve BPnkof India for their mport. 

Or%' 
g to jewellery exports' opinion, 

m e  ~ollcctor of Customs, Calcutta, suc as was not very common in 
accordingly, imposed a fine of Rs. India. This was, therefore, consi- 
~O,OOO\- in lieu of confiscation of dered to have been brought Gem 
the jeweffery and also imposed a abmad by the appellants for being 
penalty of Rs. s,o001- upon each of taken b& out of India. The Board 
the two appellants. also observed that un dar Notifica- 

cati~n No. FEBA I 17153-RB, dated 
21-7-53, as amended upto 13-3-63, 
any p p o q  other. than a person 
doa)ldcd 4n In&a could take out 
wi any preci~usstbnes brou- 
g h a y  b i n t o  India witj~outlimit. 
Similarly, he could take out with 
him any 'ewellery made maiply or 
wholly odgold pmvid@?t the time 
of import the pcmusslpn of the 
Customs Officer had not been 
obtained. For the above reasons, 
the B w d  observed that the charge 
in respect of jewellery brought 
from. abroad was merely of non- 
declaration. Takh all these 
factors ints  consikration the 
Board reduced the fine in lieu of 
confiscation of the jewelk born 
RP. zo,oc~l- to Rs. t,-T- and 
also reduced the penalty wposed 
upon each ~f the two appellants 
to Rs. 2000l-. 





Rs. 1223.20) without any account- 
lng. Further they had removed 
261.503 M.T. of cold rolled strips 
including 21 m.t. shown as baling 
hoops in  a manner otherwise than 
as provided in the C.E. Rules, 
1944. 

Collector of Central Excise, Cal- 
cutta and Orissa imposed a penalty 
of Rs. IW/- under Rule 173-4 of 
the C.E. Rules and confiscated 556 
kg. of cold rolled strips subject to 
an option for payment of a fine of 
Rs. Wl-. Differential duty on 
261,503 tonnes of cold rolled strips 
(at the rat: equal to difference bet- 
ween the rates of duty on C.R. 
and hot rolled strips) was also 
demanded. 

SHRI PESHAURI LIIL(RET1RED 
OFFICIAL REPRESENTING 
THE CASE) 

The app-llants were alleged to hsve 
removed 7423 maunds and 489 
mawxis of sugar without papmew 
of duty. The Csllector of Central 
Excise. Allahabad In his order Nos. 
2/58 and 3/58, dt. 7-3-53 dernand- 
ed duty on the above quant~ties of 
sugar and imposed a p-nalty of 
Rs. 2000,'- ineachofthe cases. The 
appellants preferred appzalz agalnq , 
the C dlecror'c ~rdt.r but  he Boaid 
.n  its order NOS. 10 59 and I I 59 
1 

33.030 .CO The Board after rec~ndder 'ng the 19-4-72 
appr,7uirnately appesls noticed that there had 

'wen villation .of the principles 
of natural just~ce in as much as 
the zhow cause notices did not 
mention about the recovery of 
duty on sugar held to be clandes- 
tinely removed and the appellants 
were not given an opportunity of 
~howing  cause on that point. 
In a c~rnilar cace the demand 
for duty and penn!ty had been 

Full permission 
except in  areas of 
Warangal and 
Delhi. 



both dated 5-2-1959 rejected 
the appeals. The  appellants there- 
after filed a writ ps i t ion  in Delhi 
Highcourt  whichobserved that the 
Board's orders were not rcasoned 
orders and directed the Board to 
rehear  the appeals after giving due 
opportunities to the appellants 
and to pass reasoned orders. 

S H R I  BHARAT DAS (RETIREU 
OFFICIAL REPRESENTING 
THE CASE) 

The  appellants were found in posses- 
sion of 55 bag; of Red Chopadia 
Petti tobacco weighing 1285 kg. 
aliegcdly In contravention of Rules 
40 and 226 of the C.E. Rules, 1941 
i.e. bring ing tobacco without proper 
permit and without accounting for 
it  properly in  C.E. records. On 
adjudication. the Collector imposed 
a penalty of Rs. 2,0001- and confis- 
cated the tobacco under Rule 40 of 
the C.E. Rules. The  tobacco was 
redeemable on payment of a fine of 
Rs. 2,000/-. 

set aside by the BoardIGovern- 
ment of India without pre-judice 
to the Collector's right to impose 
a further penalty. Further, In 
these cases the Collector who 
passed the orders did not hear the 
parties, although specifically 
requested to do so. 

This was against the principles 
of natural justice. The Board 
therefore did not go into the 
merits of the cases but set aside 
both the orders of the Collector 
leaving him at liberty to read- 
judicate the cases after complying 
with the principles of natural 
justice. 

3,700.03 The C~llector's order was set a d e  IS-1-72 
approximately on the ground that the principles 

of natural justice were not 
followed as the .~ppellants 
were not supplied with a , copy 
of the chemical examiner's 
test reportwhich was used 
against them, and they were also 
denied the right of cross-examina- 
tion of the Chemical Examiner. 
The Collector wac directed to 
readiudicatc the case after the 
appellants were allowed to cross- 
examine chemical experts concer- 
ned and if necessary after carryi* 
out a retest of samples from the 
goods. 

Permission given 
for doing chamber 
practice only in 
all areas. 



SHRI L. AT. KAI'L. R E T I R E D  
OFFICIAL IIEI'RESEN'I'ING 
THE CASE) 

The a p p & s ~ t  wri: allcgcd t,) luve 
removed 1831-5 c,>i!s of 
valuedat RE. 1,S7,r;5 10 involving 
duty of I:.. 28070.26 during 
N~vember,  1967 to Alay. 19GS and 
49950 coils and 8 kg. of cut pieces 
of wires and cables valued at Rz. 
5,84,379.88 involvillg duty of Rs. 
87656.94 during Jmtc. 1963 to 
December. I970 withollt pa3ment 
~f duty and wit1i:)ut Rare paa-sc.;, 
contravening the prcrv:sions of 
Rules, 52-.% and ,173-G of the C.E. 
Rule?. Col!cctor ~mposed a penalty 
of Rs. 5.000:- under Rules g(z) 
and 173-Q and demanded duty 
amou?ting to Rs. 1.15.727.20 on 
quantltles of nbles  held to have 
bern removed in contravention of 
the C.E. Rule;. 1944. 

T h e  special stock taking conducted 
from 13-10-65 to 16-11-65 In the 
appellants factory revealed a short- 
age of 6,32,134 06 Iln,ar metres ot 
Md. A verlcty and 2.90.303 63 
Lin. .Metres of coar e varlery of  
cloth. There \vaz alt 0 an  euceqs of 
3,3?,zzo 08 L. Mrr.. In Sled. R .  
variety of cloth. 

j 2 The Board upheld the C~llector's I -6-7 I 
fillding that certain quantities of 
cables had been removed without 
payment o f  duty, and upheld the 
penalty lmposed by him. The  
basis for the calculatic>n of duty 
was disputed 1.:. the appellants, 
\vho urged that the ratc chould be 
129; and not IS?;, and rhat in  
respect of some items the duty 
amount wa.; very high as 
compared to the values of the same 

items approved by ths Depart- 
ment in their price lists. As this 
aspect was not examinmi by the 
Collector, he Was directed to 
determine the duty amount after 
applying his mind to the facts and 
~ubmissions of the appellants In 
this regard. The appeal was 
othcr-w~se reiected. 

1.69,980 71 The  Board rejected the appellant's 
car stated by arguments on the merits of the 
the appellants; cacc and d-d not accept t h e ~ r  plea 
exact amount to ret aside the demand for duty 
not grvenln amounting to about Rs. r .70,000. 
the Collectors' The  tvn personal penalt~es of R s .  
Order' p/- wcrc however set aqide. hav~ng 

regard 111 tbe fact that the dlqcre- 
parlcics related to the period 
hefore the hiill came under the 

Permitted to prac- 
tice as consultant 
at Delhi subject to 
the condition that 
he w~llneither take 
up cases of Baroh 
and Ahmedsbad 
Collectorates nor 
a p M r  before dep- 
artmental & a r s  
of these Collec- 
torates. I 



The Collector deman~led d u e  on the 
\hnrtages ment oncd ablve under 
Rnle 223-3 nC the C.E. RIIIc\. He 
a130 Imposed a panalty of Rs. 500'- F under Rule 22)-A a*d Rr. 510 - - under Rules 226 ibid. P1 

SHRI T. C. SETH ,RETIRED 
OFFOCOAL REPRFSENTING 
THE CASE) 

The  Ce! tral Excise staff h d  noticed Rs. I 1 ~ 6 1 . ~ 6  
excess stocks of 6r bobbings, 188 
bobbirs a ~ d  657 b0bbir.s (176+- 
4F r )  a ~ d  shortage of 657 bobbins and 
224 buhbi~ s on stock takirg c o ~ d u c -  
ted i r l  Nov. 1971. The appel- 
lants were cl-arged with contraver- 
tion of Rules I53-F, 173-G(2), 
173-EI ar.d 226. After examna- 
tion of the case and appellant's 
submissiors Collector was satisfied 
about proper accounting of 48 
bobbins & ordered confiscation of 
the remairirg bobhirs u r  der Rules 
173-Q and 226 of the C.E. Rules 
w t h  an option for payment of a 
fine of Rs. I lakh. As regards 
shortages, the Cmllector was satisfied 
about the alleged shortage of 487 
bobbins out of 657 bobbins. He, 
however,d~dnot accept the explana- 
tion for the shoratgeof 224 bobbins. 
A penalty ,of Rs. r lakh was 
therefore ~mposed under Rule 
173-Q of the Central Excise Rules. 

as repreeer ted 
bq the appel- 

lants ; c'sact 
amour t r :~ t  
stated in the 
Collecto~'~ 
order) 

Present (Prlbl ic) management. 
The appeal was otherw lse rejected. 

rn their appeal and the personal 
hearing the appellants were able to 
further accow t for a part of the 
excesses Pc shortages in respect 
of which action was taken by the 
Collector. The Board accordir g- 
ly set aside the cor fiscation of 
130 bobbirs. The  finein lieu 

of confiscation was reduced to 
Rs. ZO,OOO/- and correspondingly 
the penalty was also reduced to 
Rs. zo,ooo/-. The  appeal was 
otherwise rejected. 

No permission 
granted. There 
are no restrictiocs 
on practice, after - 
tb.e expir) of 2 
years from the 
date of retirement. ul 
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fen& by cutting sound fabrics. On 
adjudication the Collector imposed 
a penalty of Rs. I lakhs and 
confiscated the goods involved 
(IIW pieces) valued at Rs. 35,0001- 
with the optiod to pay fine of 
Rs. 35,0m/- both under Rule 
173-4 of the C.E. Rules. 

The appellants were alleged to have N.R.A. 
deliberately cut 2880.5 mtrs. of 
terene suiting into p i a s  ("fents") 
of 1.05 to 1-25 rne:res with the 
intention to evade duty, and gave 
false and misleading information 
that they had received the goods 
back from dealers for reshaping, 
restamping etc. The  appellants 
were charged with contravention 
of Rules, 52-A, 198 and 226 of 
C.E. Rules. T h e  Collector im- 
posed a penalty of Rs. ~,SO,OOO/- 
and fine of Rs. I,SO,W/- in lieu 
ofwnfiscation of the mods involved 
(2880.5 5 mtrs.) un&r Rule I ~ ~ - Q  
of the C.E. Rules. 

The motter concern-d the imparta- 
t i m a t  M d r a *  of a w n s ' g n m m  of 
Nylon twine by M/S Champion 
C-~rpxarion,  Bombay, in 1965, 
and the duty wa; a~sessed at the 
cone-ssional rate in  term? of Noti- 
fication 27/64 dated 1-3-64 under 
item 53 Indian Cu?toms Tariff. 

The Boxd rejected the appellantsi 
submissiors on the merits of the 
case. However, it was found that 
the Collector had erroneously 
taken the value of the offending 
goods as Rs. 1,6?,ooo which 
included the value of other goods 
for which he ultimately held, that 
offences were not established 
w!~ereas the value of the offending 
goods was orly about Rs. ~O,OOO/-. 
The fine of Rs. 1,5o,ooo/- on 
these goods amounted to absolute 
confiscation and the penalty of 
Rs. 4,5o,ooo/- was in excess of the 
statutory limit of 3 times the value 
of the offe-ding goods. The 
Board accordingly reduced the 
fine to Ps. 40,0001- and the 
penalty to Rs. 2,40,~/-. The  
appeal was otherwise rejected. 

The varioui contentions put forth 
by h i m  during the pxsonal hearing 

were found not acceptable by 
thz G~vernrn-nt and the Appellate 
CAlector's order wac set asid:, 
and the Order-in-original of the 
A~sistant Collector of Customs 
restored. 



I 2 3 3 5 6 
- - -- - -- - -- - -- - - -- -- ----- 

The impc\rt:rs claim for refund 
- .  

ofcountervail ng duty was rcjected 
by the Asstt. C,)llector of Crlstoms, 
Madras, on the ground that the 
assessment made was in order. 
T h e  importers appeal against 
this order to the Appellate Collector 
of Custom%, hladras, was, however, 
allowed and the Appellate Collector 
directed that the countervailing 
duty n>!lected on the subject goods 
should be refunded. This order 
created an anomalous situation. 
because there wac, in fact, no 
countervailing duty charge on 
t h e ~ e  good.;. and a\ suc!~  the qucs- 
t ion of refund o f  G N I V I ~  c-r\.ail ing 
duty di i nor arise. T h c  mattcr 
war. th~wfc.rc. rcfcrrcd by the 
C:lli.c'..r i l l '  Cu\tcm;. tt, thc 
Governn~c~~t  f.'r rc\.iew of the 
App;.l!ate C ~llcctcir'~ imler. in 
terms of Scct;cm 131(3')  of thc 
Cu-tom.: Ac:. Rcv lc .1~ proceeding.: 
were acc )rding:y :nitiatcd h y  the 
Governmmt, and Sh. T.C. Seth 
on bchall'of the Importer5 appeared 
for the pcr ma1 hcaring. 

SHRI G. P. DUIWIKAJ (RETIRED 
OFFICIAL REPRESENTING 
THE CASES) 

On 15-10-70 tht. police officers 
attached t o  the C'>imbatore Railway 
station intercepted and searched 
Sh. T.V. Gsvinddn on the Railway 

. . Appeal reiected. Perm; ttcd to practice 
wi thoat 
rs t r~ct ions.  any 



Station premises. They recovered 
Rs. 54,100 from his person. A 
little later they searched Shri 
Balan alias Balakrishnan at the 
same place and recovered ,Rs. 
33,0001- from his possession. 
Since both :hese perwns were not 
able to accoa?t for the large amounts 
of Indian currency found with 
them, the police handed over the 
Indian currency and the t h o  
persons to the Central Excise 
iuthoritiez. It appeared to the 
D q a m n m t t h a t  the Indiancurrency 
waf the sale proceeds of smuggled 
gold, Sh. T.V. Kunhirarnan, the 
brother of Shri T.V. Govindan, 
claimed that he had sent the money 
t h r o ~ h  Shri Govindan hi:. brother 
and Balan alias Balakrjshnan his 
servant to Coimbatore for the 
parpose of purchasing two lorries 
at Coimhatore. The Collector of 
C m r a l  Exc'se, Madras, confiscated 
the Indian currency seized under 
secrion 121 of the Customs Act, 1962. 

On I 8-3-72, the C-ntral Excise officer 
acting on information searched a 
wwly built h o u ~ e  at Jarak Bande 
Kswal, a suburb of Yeswantpur, 
Bangqlore and recovered 21,600 
re:ls of m=tallic yarn of foreign 
or~ginvalued at Rs. 4,32,000/-. The 
g mds w x e  seized in the belief thxt 
they were I {able to confiscation. On 
the bls is of evidence on record the 
Cdlector dec:ded the case by 
cx$scat.ing the se'zed goods under 
secrlon I rr(d) of the Customs 
Act, 1962 and by lmpnsing a 

-- --- -- 

The Board found that on the basis 
of the evidence adduced the appe- 
llant Shri Thimrniah was not 
proved to have any a~sociation 
with the house or to have control 
over the house at any time. The 
on1 y evidence against Sh. ( Thim- a 

miah was the statement of Shri 
Venkata , Raiu who had claimed 

that S h r ~  Thimmiah brought an 
unknown Marwari who had 
recommended that the house 
might be given to the Marwari 
gentleman on rent. As this was 



penalty of Rc. ro,oaa/- each on 
.S/Shri M e s h  Raiuand Thirnmiah 
under sect :on I rz iMd. 

SHRI W P A L  PRASAD (RETIRED 
OFFICIAL REPRESENTING 
THE CASE) 

On 23-1 1-73 the Customs Officer, 
Kanpur, searched the residential 
prernlseq of Shri Dsya Ram and 
recovered synthetic fabric of 
Japaaese and Briti h or:gin of 
a total value of Rr. 30,860/-. As 
the appellant wac not able to show 
t b t t h e  goods Werelegally imported 
iuto indm the sme wme s e i ~ e d  for 
mther action under the (3rPstoms 
Act, rq6a. On the h i s  of 
evidence adduad  durim the 
proc~cdmgs the Collectm h i d e d  
the crrse by confisc~i* the seized 
goods and by imposing a penalty of 
Rs. j,oaol- on the appeilant under 
sectmn I I X ( ~ )  and Sectton 112of 
the C ~ t o m s ,  Act, 1962, respectively. 

not supported by any evidence on 
record, the Boerd found that t h e e  
was not sufficient evi&adc to 
w a n t  the impocitionof a personal 
p-lty on the appellant Shri 
Thimmiah. Accordingly his 
appeal was allowed. 

. . Appeal rejected. He retired as Acntt. 
Secretary, SRP 
(Cx) Review 
Committee. Prior 
to that he was 
working as In?- 
peaing Officer, 
Claqs I in the 
Directorate of 
Incpect'on and as 
A~stt. Collector of 
Central Excise 
Farrukhabad (this 
is dur'ng three 
years preceding 
his retirement). 
He was debarred 
from setting up 
practice in areas/ 
cases of Farrukha- 

- bad Division. He 
was &anted 
pem'ssion for 
Chamber practice 
in allother areas, 



APPENDIX XV 
(Vide Para 6.43) 

Details of the cases represented by the retired Officers of the Department of Central Excise and Cusroms 

kfc f  Pettirulers df such c s e  Amoun: of dutv imotved F!nal dec's'on given Date of re- T h e  gap Whether the o8icers w e  
i tcluding duty rz- t irement of between their given perm's: ion and if 
mi tted le~hanced these offic-rs retirement and so, how i t was given imme- 

first appearance diately after ret i rernent 
for revision/ particularly when it  was 
appeals I ikely that t h e  olgoiPls 

had themselves handled 
these ca-es. 

I 2 3 4 5 6 

Shri L.  hf. K a d .  Consultant Date of personal 
hearing 

1ndu:trial Oxygen . . Rc. 18,040 Allowed 1-6-71 17-9-74 

Aluminiun~ . . . . Not available in the file Rejected 
a i  the case records have 
been returned to the 
Appellate Collr. 

Permitted to practice as 
cmsultant at Delhi 
subject to the condition 
that he will neither cake 
up  a ' e s  of Bar& and 
Ahmedabad Collec- 
torates nor appear 
before departmental 
officers of these Cdlec- 
torates. 

Do. Do. Rejected 17-4-74 - - 



I 2 3 4 5 6 

Shri T .  C. Seth (consultant) 
M/s Hind Rubber- 

works footwear. 
1-1-68 27-12-73 No pxmksion @antedm 

There are no restrlc- 
tions on practice, after 
the expiry of 2 years 
from the date of retire- 
ment. 

Shri  G .  P .  Durairal (consultant) 

Shri K.  Val j Saheb Storags lois Not available in the file as Allowed 
of tobacco. the cass records have 

been returned to the 
Appellate Collector. 

MIS. T. R. Mills (P) Ltd. Non- Do. Rejected 
payment of the duty on < I  balec 
of cotton fabrin. 

Sugar Fixation of who!esale price Do. 

Shri Bharar Das (Conrrrltant) 

M(s. New Prahlad Mills Ltd. Not available in  the file Rejected 
as case records have 
been returned to Ap- 
pellate Collector. 

MIS. Power Conductors Benefit of Do. Rejec~ed 
proforma credit. 

Perm: tted to practice 
without any restrictions. 

He was refused pmnis- 
sion to practice as he 
held All India Juris- 
disction as ,D.R.I. bt- 
fore hrs retjrement.. 

Permi~sion given for 
doinlf chamber pramice 
only in  all areas. 





- 
I 2 

Iron & Ste4 . Do. 

Do. Do. 

Do. Do. 

Do. Do. 

Tobacco . . Do. 

Dc. Do. 

Do. Do. 

Do. Do. 

Tobacco . . . .  Do. 

Do. Do. 

Do. 

Do. 

Do. 

Do. 

Transportat'on of goods wirhout Do. 
peyrneut of duty. 

Drugs violat;on of drug Control Do. 
Rules. 

Compre-.sors/oo!d storage . DO. 

Iron Steel . ?  Do. 

-- 
3 4 5 6 

-- --- -------. 
Rejected 10-9-64 

Allowed 

Rejected 

Rejected 

Rejected 

Reixted 

Rejected 

Rejected 

Rejected 23-8-74 

Rejected 

Rejected 

Rejected 

Rejected 

Rejected 

Rejeteted 

Rejecied 

R:jected 



Match . . . . DO. Rejected IF-1-74 

F&& . . 1 . .  Do. Rejected 24-7-74 

fabace~ . . . . Do. Reiected 15-7-74 

Do. Rejected 

Mjs. E.I.D. Ltd., 
Qar hondioxide gas 

Rejected 
(Rs. 14341-) 

s T.,S. Zndus* Do. 
s. Harish Tradlrg Corporation 

R c j d  

MIS. M.M. Warible Co., Do. Rsjccted zx-1-74 

MS. Ehor Industries (P) 
Limited. 

Do. Rejected 

Do. Rejected 

Do. Ryccttd 

a h i n  Refineries Ltd. Do. Rejected 12-3-74 

Shri G.D. Banka & others Do. Three R.A. rejected and 
one allowed 

MIS. Kzrrlz Metal m c  Do. Allowed 2 1-3-74 



Syed Narshin Pasha Qudir 

MIS. J.K. Rlyon Kanpur 

M/s. Shree Cold Sotrage 
Cornpier sors 

MIS. Fezdez Production 

MIS. Gcnge Private Ltd., Cor- 

M%'EZ~ potteries 

MIS. Chaubay fiaders tobac~o 

M s. Western India Vegetable 
broducts Limited. 

Mls, Asbestos Cement & lndus- 
tries. 

Mls. AP Sundaram Chettier 
Tobam, 

MIS. h4.V. ~ u t h i a  Pollai, 
Tobacco 

Kasthuri Swami Eiaidu 
Tobam. 

Sh. Kasthuri Swami, 
New Delhi 

MIS. Rashtriya Metal Industry 
Mills, Billets. 

Not available as the case 
records are returned to 
the Collector. 

Do. 

Do. 

Do. 

Do. 

Do: 

DO. 

Do. 
DJ. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Rejected 

Rejected 

Allowed 

Rejected 

Allowed 

Partly allowed 

Atlowed 

Rjected 

Rejected 

Rejected 

Rejected 

Rejected 

Rejected 

Rejected 

Rejected 





APPENDIX XVI 

(Vide Para 8.4) 

CIRCULAR LETTER MO. C.F. 22/64 

F. No. 12/66/64-CX-I1 
Government of India Ministry of Finance 

(DEPARTMENT OF REVENUE .QND COMPANY LAW) 
New Delhi, t11.e 21st October, 1964. 

From 
Shri N. B. Sanjana, 
Under Secretary to the Govt. of India. 

All Cullectors of Central Excise (including Pondicherry, Cochin 
& Goa) The Deputy Collector of Central Excise, Amritsar, 
Jaipur/Trichy. 

:Sir, 
SUBJECT : --Cotton fabrics-Price and Production Control-Checks 

by Central Excise Ofticers-Orders reg. 
I am directed to icvite your attention to the Notification Nos. 

S.0. 3656, S.O. 3657 & S.O. 3658 (CER/l-3-64) dated the 13th October, 
1964, issued by the Xinistry of Commerce, Office of the Textile Com- 
missioner, Bombay (Copy enclosed) regarding the price and produc- 
tion control that has been enforced on "DHOTI" "SAREE ', "LONG 
CLOTH" and SHIRTING" produced by a manufacturer of Cotton 
fabrics in a factory having a spinning plant. 

The above control came into force at 00 hrs. On the 20th 
October, 1964, and has given rise to the question as to what would 
be the consequential changes in the existing central Excise control 
over the manufacturer of the "controlled cloth", and the checks that 
the Central Excise Officers would be required to exercise in that con- 
text. 

2. A copy of the telegram that has already been sent to you is en- 
<closed. As indicated in that telegram : - 

(i) Central Excise Officers are required to ensure that all the 
four varieties of 'controlled cloth', viz. Dhoti' Saree, Long 
cloth and shirting before these are packed get stamped in 



RED INK, according to ths provision af the abo-ted 
notificatioas so as k> indicate that (a)  it Is 'contfolled 
cloth', (b) it is DHOTI or SAlUiX or LONG CLOTH or 
SHIRTING as the case may be, (c) its ex-factory price, 
(d) its retail price, (e) the amount of Central Excise 
duty to be levied and (f) octori duty etc; 

(ii) the 'controlled cloth' is required to be accounted for in 
R. G. I. and E. 9. 4 accounts (in a separate opening), baled 
and store, separately, the bales containing such cloth also 
being required to bear appropriate markings; 

(iii) the 'controlled cloth' is required to be cleared on separate 
A. R. documents; 

(iv) a monthly statement giving the qu&nti:y of such cloth 
manufactured and cleared (separately for each type of 
controlled cloth, viz., for Dhoti. Saree, Long cloth and 
Shirting) out of the factcry is required to be sent to the 
Textile Commissioner, Bombay, under intimation to the 
S & I Branch; 

(v) voluntaky prke marking which was hitherto obtaining 
having been dispensed with, cotton fabrics other than 
the 'controlled cloth' are not to bear any price markings; 

(vi0 fabrics other than Dhoties, Salees, Long cloth and Shirting 
must not have the descriptjsn of any of the four cvntrolird 
varieties a ~ d  on these fabrics therc should not be any 
marking of any k;nd ill red ink: 

fvii) a watch is required to be kept on the 'controlled cloth' 
receieved by independent processors to ensure that such 
cloth is duly stamped after being processed; and 

tviii) any irregularity that may come to notice is required to be 
promptly reported (under registered post) to the Regimal 
Office of the Textile Commis;loner under intimation to the 
Enforcement Branch of the Textile Commissioner's Head- 
quarters at Bombay. 

3. It may ulease be noted that the function of Central Excise offi- 
cers posted to composite mills is to ensure that there is marking of a 
price and other items 09 ;I fabric described by them as one of the 
four varieties of controlled cloth, as is required vide para 2(i). Our 
officers must not enter into controversy whether a fabric is Shirting 
or Long cloth or Dhoti or Saree. It is not the function of the Central 
Excise Officer to check whether all 'controlled Cloth' produced by a 



manufacturer has been declared as such or whether the price in- 
tended to be stamped on the 'controlled cloth' in accordance with 
the provisions of the above-cited notifications, or such other orders 
that may be issued by the Textile Commissioner on the subject. In 
other words the only check required to be exercised is that such 
fabrics as are declared by the manufacturers to be 'controlled cloth' 
bear requisire markings in red ink. If any Central Excise officer has 
any information of any malpractice prevailing with regard to price 
control, he has to pass on the information to the Textile Commis- 
sioner. 

4. Action is being taken separately to authorise Central Excise 
officers to exercise necessary checks under the Cotton Textile (con- 
trol) Order, as well as to seize the 'controlled cloth' for violation of 
the provisions of that Order. 

If and when it may be found to be unavoidable to affect seizure 
of the 'controlled cloth' the matter is required to be IMMEDIATELY 
reported to the Regional Office of the Textile Commissioner under 
intimation to the Textile Commissioner and this Ministry. 

5. The working of the above procedure may be carefully watched 
and any difficulties found or eavisagf2d to be experienced should be 
referred to  this Ministry demi officially. 

Yours faithfully 

(N. B. Sanjana) 
Under Secretary. 

Copy forwarded to : - 
As usual. 

Copy of the Govt. of Tndia, Ministry of Finance (Department of 
Revenue and Company Law) telegramt F. No. 12/66/64-CX-11, dated 
the 20th October, 1964, addressed to all Collectors of Central Excise. 

To assist enforcement of statutory production and price control 
on mill-made repeat mill-made Dhoties, Sarees, Long Cloth and Shirt- 
ings, Central Excise staff posted in composite miIls should ensure 
that all cloth of these four varieties produced from 00 Hours October 



:twentieth hears stampings in red ink as under:- 
Controlled cloth; 
Dhoti or Saree or Long cloth or Shirting, as the case may be; 
Ex-factory price; 
Retail price; 
Excisc duty: 
Octroi etc. 

Vo1untai.y price marking simultaneously discontinued and no repeat 
no cloth other than these four varieties produced hereafter shall bear 
any price markings. 

Dhoties. Sarees. Long cloth and Shirtings required to be price 
marked should be bale marked and stored separately and cleared 
on separate AR Documents and a inonthly statement giving the 
quantity of such cloth raleared s ~ n t  direct to the Textile Commis- 
sioner with a copy to S&T Branch. 

Kindly issue necessary instructions immediately. Detailej letter 
follows. Steps bcaing taken to delegate necessary powers under Tex- 
tile Control Oldel.. 



APPENDIX XVII 

(Vidc Para 8.4) 

F. NO. I/26/66-CX-I1 

GOVERNMENT OF INDIA 
MINISTRY OF FINANCE 

(Deptt. p i  Revenue & Insurance) 

New Delhi, the 29th April, '67 

From 

Shri Daya Sagar, 
Under Secretary to the Govt. oi India. 

To 

All Collectors of Central Exciw, 
(including Pondicherry, Cochin & Goa) By Name 
All Deputy Collectors of Central Excise, (By Name) 

Sir, 

~ ~ U R J F C T  : --Cotton jabrics- Controlled Cloth --Checks bg Central 
Excise Oficers- 

I am directed to refer to this Ministry's letter F. No. 12/66/64- 
CX. 11, dated the 21st October, 1964 on the subject referred to above. 

2. The instructions contained ir. the letter cited above were issued 
a t  a time when the "controlled" varieties did not enjoy collcessional 
rates of excise duties. However, w.e.f. 28.2.65 "controlled" varieties 
of medium and coarse fabrics are enjoying concessional rates. Some 
instances have now been brought to the   lot ice of this Ministry that 
certain var~eties of cloth which do not conjorm to the specifications 
of 'controlled' vwieties have been cleared a t  concessional rates by 
declaring them as "controlled" varielies. For example sarees of 
less than 4.15 metres each in length (the lower limit prescribed for 
the "controlled" Saree) have been declared as 'controlled' and cleared 
at  concecsional rates. Similarly, Shiring which. in construction, did 
not conform to the specifications laid down for "controlled" shirting 
br brop cleared as "controlled". This will amount not only ta' 



contravention of notification S.O. 3656 issued under the Gotton Tex- 
tile (Control) order, 1948 but also of Central Excise Act and Rules 
in that there is loss of revenue due to the uncontrolled variety being 
cleared as "controlled". 

3. I am to request you to immediately alert the officers about ibis 
possibility. As and when such irregularities are brought to light 
they should also be immediately reported to the Textile Commis- 
sioner for immediate action in addition to action being taken against 
the licensees for evasion of duty under the Central Excise Law. 
Past assessments should also be scrutinised and appropriate action 
taken wherever necessary. 

4. The circular letter F. No. 12/66/64-CX-I1 dated the 21st OC~O- 
ber, 1964 may be deemed to be modified to the extent indicated 
above. 

5. A report to this Mi-31stry may also be sent regarding the result 
of the review of past asses:;ments and the action taken on this letter. 

Yours faithfully, 

Sd/- (DAYA SAGAR) 
Under Secretary to the Govt of India. 



APPENDIX XVm 

Report of the Directorate of Inspection (Customs & Central Excise) 
Directorute of Inspection 
Customs & Central Excise. 

The matter has been examined in detail. The cases of removal of 
uncontrolled cloth as controlled fabrics, are few and far. between. 
In fact, bigger and reputed mills would not resort to clearing un- 
controlled varieties as ,,ontrolled cloth because their cloth has a 
premium in the market. They can alwavs get better price for their 
uncontrolled variety of cloth and, therefore, the Central Excise con- 
cessional rate of duty would not be to their advantage. The problem 
may relate to only some stray small units. 

2. The existing C.E. s~pervision over the manufacture and clear- 
ance of controlled cloth of cotton fabricr is exercisec' in Collectorate6 
in terms of Board's letter F. No. 12/66/64-CX-11, dated 21.10.64. 
Technically ill-equipped as our s t ~ f f  is. it would be unfair to place 
on them the burden of deciding what is a controlled sort. Moreover. 
any attempt in the direction mag conflict with the Tcxtile Commis- 
sioner's a~ithority to ~ssut. deviation orders. Thcreforc-. the respon- 
sibility in this regard, ,must be allowed to rest fully with the Textile 
Commissioner. 

3. However, to safeguard our rfvpnue interests it is suggested that 
the samples of all varieties of cmtrolled cloth should be drawn. 
sealed and despatched to Textile Commissioner's vifice in the presence 
of Central Excise Officer and the results, when received should also 
be shown to Central Excise Oficer. This, it is hoped, would pro- 
vide for closer supervision by the Central Excise Staff over clearance 
of contrclled varieties of fabrics. 

Sd 1- Director of Inspeciion 



APPENDIX xm 
(Vide para 8-13) 

Starmmt shming the malpractices discoewcd in  declaration of Corr, i l - J  Cloth 
-- 

S1. Chllectoratc Kame of the firm Period Amount Kheher realiseL' I Brief reascm for the om- Whether 
NO. involved of duty SO prt'culs: ission 

if any penality 
involved bposed 

X. Nagpur . MIS Indore Malwa United 8-10-69 5021.60 Paid in S.B.I. Irdore Cleared zccPC.4 Sq. Mfs. of No penatly 
hlills Ltd. Indore. to on 4-10-73. decor.trolled cloth as con- imposed. 

13-1-71 trolled cloth. 

MIS Swadeshi Cotton & Flour Aug-Sept. 425.52 PaidinS.B.1. Indore Cleared 17021 Sq. Mts. of Do. 
Mills, Ltd. Indore. 1970 on 20-7-72 decontrolled cloth as 

contr lled cloth. 

M/sNandlal BhandariMills, 27-5-70 to 388.80 Paid in S.B.I. Indore Cleared 15552 Sq. h4ts. of 
Indore. 

Do. 
2-7-70 on 26-8-72. decontrolled cloth as 

I 
controlled cloth. 

M/s Deepchand Mills, ujjain April '72 3985.~8 Xot realised. The Clearances were effected Do. 
to April as controlled cloth but on 
'73 chemical test, they did not 

conform to the structural 
s ecifications laid down by 
tge Textile Commissioner. 

MIS Binod Mills Co. 
Ujjain 

Ltd. March 
'71 to 
May '71 

2204'77 Not realised. The clearances of cotton fa- No penalty 
b r in  did not conform to imposed. 
the minimum number of 
picks as prescribed in 
table below note 2 to Sche- 
dule 11 to Textile Com- 
missioner's Notification 

No. TCS/I ,~O,  dated 
22-9-49. 



6 ,  PJagpur- contd. M/s Deepchand Mills Ujjain 'Feb '71 to 494.82 Not realised. The clearances of cotton fa- Do. 
May '71 brics did not conform 

to the minimum number 
of picks as prescribed in 
table below note 2 to Sche- 
dule I1 to Textile Com- 
missioner's Notification 
No. TCS[r/zo dated 
22-9-49. 

l i ra  Mills Ltd. Ujjain . Sept '73 233' 63 Not realisd. Minimum difference between Do. 
reads and picks not main- 
tained by the MiUs as 
per t h e  chemical test 
report. 

Mjs R.S.R. Mills Hinganghat . . 315.36 Paid in S.B.11. Hin- Cleared 7834 Sq. Mts. of Do. 
ganghat on r 1-9-67. decontrolled cloth as coh- 

trolled cloth. 

M / s  P.C. hlills, Pulgaon . Oct. '66 20.35 Paid in S.B.I. War- Cleared 814 Sq. Mts. of Do. 
dha on 2-11-67. cotton fabrics without 

opening and repacking. 

M/s J.C. Mills Gwalior . March'65 1831~84 Not redised Controlled sarees of less than No penalty 
to Feb. 94 cm. in w~dth were not impcd .  
'68 entitled to concessional 

rate of C .  Ex. duty. 

Do. , . Do. 3898.47 Do. Do. Do. 

Do. Do. 942' 72 Do. Do. Do. 

Do. Do. 10485'03 Do. Do. Do. 



3 : .  

I 6. 

17. West Bengal 

18. Do. 

Do. 

Do. j 

M/s Rampooria Cotton hlills 
Ltd. Serampore Hooghly. 

&No offence case was bookd 
against the mills differen- 
tial duty realised and no 
penalty imposed. 

Do.] 

~ a r c h ' 6 5  1 3 8 d e  67  NO^ realised. 
to  

Feb. <65 

Do.3 

Do.] 

16-9-67 
t 0 

2-12-67 

1-3-65 to 
18-9-67 

Differential duty of 
Rs. 592' I I has 
been realised agai- 
nst AR-I No. 
CE,'1227 dt 

29- I 2-67 and ad- 
justed into PLA 
No. 1qCloth/65 dt 
19- I 2-67. 

Differential duty of 
Rs. 1,883.32 has 
been realised against 
AR-I NO. CE1284 
dt. 10-5-69 and 
Adjusted into 
P.L.A. wo. 141 
cloth/ 55 dt. 
10-5-69. 

Printed sarees having warp &. 
22, weft 28, reed 32 and 
pick 36 were cleared as 
controlled cloth although it 
was not in confirmity with 
the definition of controlled 
sarees. 

Do. Do. 

Do. : Do. 

Non-controllid variety of 
cotton fabrics cleared as ? 
controlled vsiety of the I 
same subsequently detec- > 
ted 8r differential 
charged ~nd.  redired. j 

Short width sarees cleared as 
controlled cloth during D o .  
the period in have subse- 
quently been detected as 
non-controlled variety in 
terms of Tex. Commis- 
sioner's Notification No 
SO. 3656 dt. 13-10-64 and 
hence differential duty 
was charged and rea- 
lised. 



19. Madurai . MI: Lcyn' Tex!ilcs L+d.Kovi- (iJ4-11-65 4322.66 Realysed under 3-2-e (;? Ccntrol!ed c!oth was 7 
daplrl Tirun?ve!li Divisicn, to 28-4-66 ndnk C4a!!an S o .  trea-ed a? non-contro!led I 

6 dt. 1-8-73. clcrh s i ncc they were c1 car- ! Informa- 
rd for industr;al  0urp:ies ' tron await- 

*Inf rmation awaited from t e ~vithout stamp ng  rhe ) ed from 
Collector word; "for in,ius;rial use ! the Col- 

only-not for sale." ] lector. 
J 

( 1 ; )  22-12-68 4117 .07 Rdalised under S ,*e (,iil Contro!l~ d clcth packed 
to 4-1-69 Baqk C'la'lall S >. prkor  to 20-12-68 t e  clear- Do. 

7 dt. 1-8-73. ed aker zo-12-68 should 
be treated as ncn- 
c5wvo!!cd cloth. These 
ps:n;s unf~r iunl te ly  es- 
c q c d  the nJr:ce i.f the 
officx. 

ZC. Bombay . hlis hirdcrn Ai;lls Nc. 2 25-6-66 37716 81 A demand for +'- The  hl:ll h2d cleaxd long 1 @ 
Bcmbly-I I t o duty was c fi;- c l e h  as cLon:mlled c!oth 

25-12-67 med borh at during ?!lc pxioc! shown in 
original and ay:>.a- C'sl. No. 4. The  cldth 

N peralty impmxl  on 
I 

llare leve! I-u a.  had a n ~ ~ v c ~ e i  the dcscrip- I 
defau , t in~  firms pcr the Gr:. of tion cf ~(-:1~ri.l'ed 10% 1 

1ndi~ 's  ordcr N I .  c l ~ h  a: 'dcfincd b? the J 
1664 cf 2;-:2--3 T-.x Cymmi..joner under 
the demand p i r the T a x  cmtrol order 
to 20-11-67 waq 1943 and ; t  w-a; stamped 
treated a i  t m. - ar ,.uch and przsenred for 
barred. H-15. r - r  a szrsment as Ivng c m -  
in  pur.,uanc.: to trollc-d cloth. A< the c!oth 
the abov- rev'; on- in  qucsticn fliifilltd thy 



cry order a frech rcquiremen:~ as conta- 
demznd for R-.  i n d  in pwa ? of the Mi- 
5336.23 wac i , 11- ~ l ' r t ry ' c  !etter F. No. rzj?/ 
ed and i t  n:; - 61-CX-11 of 21-10-64. ~t 
nnurc-d,by rye A! 11 \ ~ a -  a cesced acmrd'ngly. 
by payng i t  I:.. ' t r  S::bcca!lcntly. i t  a.a\ ncrtc- 
Challan Ko. Snl 27 ed i h ~ i  most of the cloth 
dt. 19-4-74, in q i s t ' cm was %l~pplied 

1.y tke A i ' l !  fo  Embroideq 
Aianl1fac urt-rs al:d as for 
T ~ C  T ~ x .  C.rmm:ssmer's 
d;:e:ticnc, controlled cloth 
g7;ng f<>r manufacturs of 
er.b -o:dxy i; net el'gible 
to be pric-d ~tampzd for 
thc  pxry0.e of the Tax. 
C nar : crder, mentioned 
~ ! T c v ~ .  A: p-r the Text. 
Cmun's..irner'i directions 
c-n:nir.-;l ;n his circular 
N?. CCT:ch/Poli15 dated 
27-2-65, i t  i q  the A . i i l l  
r:,pm:;l ib:!:ty tc mark tke 
c311rro:'el clot:i g ~ i n g  
f.ir i? '~;tr 'al  u-e as "For 
I~?.lu~:rjal u,e-h'ct for 
r ~ d e ' '  an4 not to clear 
cnnrr ,]led cloth. Though No penalty 
the Ai;nistrp's letter dt. imposed. 
21-10-64 wac modcficd 
bv th,?ir 1etterF.hTo.1/z6/66 
CX-I1 dt. 29-4-67 the 
in-trucf.onc c~rtained In 
the letter wr :  in respect 
cf cottcn fabric< which 
did not confvrm to the 
+~cc:fic;.t'cn. laid down 
by :he T.,xt. C7mrni-snner 
in the Tax-control order. 



21 Bombay . Jam Manufacturirg Co. 12-1-68 7305.86 to 
13-7-68 

There was no irregu- 
larity and no a s c  
w a s  regis~ered againet 
the mill. 

The demand was 
confirmed both 
at original and 
appellate level. 
However, in re- 
visionary order 
No. 66917 of 
)e4-74 tL dc 

I n  this particular case, 
:he cloth in question did 
conform to the specifica- 
tions for long cloth laid 
down by the tex. Comm- 
issioner. I t  is only by 
issue of Notification No. 
g1/7r-CE dt. 1 5 - 5 y r  

that a spec'fic prov~slon 
has been made that the 
exemption on the controtled 
cloth aupplied to an Jndus- 
trial concern is not ad- 
missible unless such 
concern certifies that :he 
cloth will be used ex- 
clusively for wholesale 
purposes and not fcr any 
purposes. I may also be 
stated that in the revision- 
ary order, the Govt. of 
1nd:a hold that the lower 
levy was on account of 
this statement by the 
Mills. 

The cloth involved in this 
case as controlled drill gone 
in to the manufacture of 
umbrellas. The clothin 
question did m S W h  t~ the 
specifkatons laid own for 
drill by the Text Commiss- 
ioner, marked & stamped 

No penalty 
imposed 



ftiand was with- accordingly. 'The position 
drawn as tune- stated agairst S. No. I 
barred. applies to this case also. 

, M/s Madhusudm Mills Ltd. 9-11-65 1808*30 Adjusted in P.L.A. Duty was immediately re- Do. 
Worli. at entry No. 5 j  at covered on recelpt of re- 

entry No. 544 &ted ference from thc Text- 
10- 12-68. Commissioner, Bombay, 

by the Inspector ijc of the 
mills. 

23. Madras . Ails A.F.T. hlills Pondicherry March'68 B.E.D. Yes, on 7-5-54 in The factory cleared the cloth 
to 533.22  PLii No. C f i I / ~ 6  as coritroiled as per instru- 

Oct.'68 on M,s A.F.T. ctions of the Textile Com- 
M~lls  Ltd. Pondi- mlssloner ba subsequently 
cherry. the mills pointed &t to 

the Textile Commissioner 
that cloth was only un- 
controlled. This has been 
accepted. by the Textile 
Commmioner. 

24. Kanpur MIS ~Modi Cotton Spinning 1969 2419.20 Realised vide T.C. One lot of cotton fabrics was] Duty already 
& Weaving Mdls, Aiodl- No. 14 dated declared as controlled but dewit& 
nagar. 30-5-72. from the derer~ption of No. ( 

of reeds & picks it was ) 
4 found to be non-controlled 1 

Demand of duty has been 1 
confirmed. J 

2 j. J o .  , M/s J.K. Cotton Spinning & 1-1-69 to 14,35,209.36 . . Case is pending adjudication. Case not 
Weaving Aiiils, Kanpur. 12-4-72 The m u f a c t u r e r  had been yet Beqded 

showing dfierent composi- 
k' @du-y not yet c afirmed tion in Central Excise record 

position is in c-1. '. and different particulars 
were discovered from their 
private records. 

d 



. - 
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76. Kanpur M/s Athertone West 8i Co. Ltd. 21-4-72 9,585'55 . . Composition of fabric could Duty not 

to not be checked at the time confirmed 
22-12-72 

27. Chandigarh . M/sBhimaniTextilehlills . 1965-1967 885.23 

28. Chandigarh- M/s T.I.T. hlill, Bhiwani . 1965-1967 3,362.98 
contd. 

29. DO. Do. 

30. Baroda . Shri hlanjusl~ri Textiles, Ah- 
medabad. 

31. . Do. Do. 

G.  TOTAL 

Do.' 

30-10-65 
to 

30-5-67 

Do. 

No. 

4 ~ 0 . 8 4  D~rnand not raiscd 
as the recc8r$s a r c  
with the High 
Court. 

1,052' 87 Realised in the 
month of Feb. '67. 

of approval of classifica- positi m is 
tion list. S h o ~  Cause in col. 7. 
notice has already been 
issued-Casc is pending 
adjudiatcaion. 

Printed sarees manufactured No. penalty 
and cleared as controlled imposed on 
cloth and warp yarn of the default- 
lesser count than that pre- ingfirms. 
scribed by the TexSile Co- 
mmissioner. 

Printed sarees manufactued 
and cleared as controlled 
cloth at warp yarn of lesser 
count than that pescribed 
by the Textile Commis- 
sioner. 

Manufacture of sarees of short No penalt 
width than those pres- imposed on 
cribed by Textile Comrni- the detaul- 
ssioner. ting firms. 

Bricf reasons could not be No penalty 
m:de availsble as the Mills imposed. 
records are in 'he possession 
of High Ccurt, Gujarat 
Ahmedabad in connection 
with C.B.1, inquiry. 



APPENDIX XX 
(Vide Para 8.4) 

F. NO. 19/47/69-CX-8 
Government of India 
n4inistry of Fmance 

(Deptt. of Rev. & Insurance). 
New Deihi, the 16th May, 1972. 

From 
Shri K. L. Mukherji, 

Under Secretary. 

All Collectors of C.E. 
All Deputy Collectors of Central Excise. 

Sir, 
SVBJECT: --Cot 10;7 fabrics controlled cloth -Levg of Central ex cis^ 

duty-Evolning oLf a procedure to check malpractices h!, 
Textile mills- 

I am directed to enclose herewith a copy of minutes of the dis- 
cussion held on the 11th April, 1972 with the representatives of the 
Ministry of Foreign Tradc and the Textile Commissioner's Organi- 
sation on the question of e-mlving a procedure to check cases of mis- 
declaration of non-controlled fabrics as 'controlled' by the textile 
mills for your information and nxessury action. Necessary instruc- 
tions may please be issued by you to the Central Escise staff on the 
basis of the decisions as contained in paras 3, 4 and 5 of the minutes 
for compliance. 

Thc earlier instructions contained in this Ministrys letters F. No 
12/66/64-CX.11 dated 2 -10-64 and F. No. 1/26/66-CV.11 dated 29-4.67 
so far as these relate to the checks to be exercised by the Central 
Excise staff ill respect of mntrolled fabrics may be deemed to have 
been modified in the context of the decision contained in para 4 of 
the above said minutes of discussion, that is, it is now a part of the 
responsibility of the Cen?.rd Excise officers to draw samples of con- 
trolled fabrics for purposes of test in order to ensure that the fabrics 
<conform to the specifications prescribed for controlled fabrics. 

2. The receipt of this Ietter may please be acknowledged. 

Yours faithfully, 
Sd 1- (K. L. Mukherji) 

Under Secretary. 



'APPENDIX XXI 
'(Vide Para 9.5) 

Nc. 5(l?T) 171-Met-I 
Government of India 

(Bharst Sarkar) 
Ministry of Steel & Mines 

(Ispat Aur Khan Mantralaya) 
Deptt. of Mines 
(Khan Vibhag) 

New Delhi, the 18!22.12.71. 

As per list attached. 
SUBJECT:-Levy of regulatory emise duty on a,Zuminium and its pro- 

ducts-Revision of Control Prices. 

Dear Sir, 

I am directed to say that with effect from 13th Dec., 1971, a regu- 
latory dirty @ 25 per cent of the basic excise duty has been imposed 
on aluminium and its products. The Notification fixing the revised 
prices of aluminium and its products giving effect to the regulatory 
duty wili be issued shortly. Pending issue of the Notification, you 
may provisionally add the regulatory duty to the sale prices fixed by 
Govt., vide Notification No. S.O. 2055 dt. 24th May, 1971, as amended 
from time to time. 

Yours faithfully, 
Sd/- 

(hl. S .  BHATNAGAR) 
Under Secretary to the Govt. of India 

LIST OF ADDRESSEES 
1. M/s  India Foils Ltd. 

4, Mangoe Lane (7th Floor), 
Calcutta. 

2. MIS Metal Rolling Works Pvt. Ltd , 
104, Sion-Metunga Estate, Sion, Bombay-22. 

3. M/s Hooseni Metal Rolling Miil Pvt. Ltd.. 
67-68. Narayan Dhuru Stlect. Bombay-3 DD 



4. M/s Barlco Metal Industries Ltd. Gupta Mills Estates, Dam- 
khana, Reay Road P.R. No. 62,15, Bombay-10. 

5. M / s  Mysore Premier Metal Factory, 
124, Mint Street, 
Madras-1. 

6. M/s Rastriya Metal Tndust:,~es Ltd., Kurla Road, 
P.O.J.B. Nagar, Anderi Bombay-59. 

7. M/s  Shri M,ahesh Mc.!a! Works, P.O. No. 4, Madan Ganj, Kishan 
Garh (Rajasthan 1. 

8. M/s Shibu Metal V,7~?rk;;, 
Jagadhari, Haryana. 

9. M / s  Naran Lala Metal X o ~ k s ,  Near Railway Station Nayasari, 
Gujarat. 

10 M / s  Agarwal Metal Works Pvt .  Ltd. Rewari, Haryana. 

11. M!s Popular Metal Works & Rolling Mills, Sion, Bombay-22. 

12. M/s Bombay Metal & Lllloys. 
Manuacturing Co. (P)  T,;d., 
off. Mangzine Street, Near Reay Road Station, Bombay-10 

13. M/s Jeswanlal (1929) L i ~ i t e 3 ,  Crown Aluminium House, 
23 Braboune Road, Calcutta-1. 

14. N. M. Metal Industries, 
20, Dedseth. Agiery Lane, 
Bom ba y-2. 

15. M/s. I-Tindustan Metals Works, 
Hatras (UP) 



APPENDIX XXII 

(Vide Para 9.6) 

No. 5(127) 71-Met-I(i) 

Government of India 
Ministry of Steel and Mines 

(Ispat Aur Khan Mantralaya) 

(Deptt. of Mines) 

(Khan Vibhag) 

New Delhi, the 25/30.3.72. 

As per list attached. 

SUB.: Ievy of regulatory cxclse duty on aluminium and its pro- 
ducts-R ev~sion of Control Prices. 

Gentlemen. 

I am directed to say that in the Central Budget proposals for 
1972-73. thr  rate of the  rcg111ato~-y dutv on Aluminium and its pro- 
ducts has with tftrci I'1.om l ' i - b - 7 2 b ~ e n  ~ncreased from 25 per cent to 
333 per cent of basic excise duty xvhich is 30 per cent ad valorem. 
There is no s ~ e c i a l  duty on basic excise dutv. The Notification fix- 
ing the reviwd prices of aluminium and its products giving effect 
to the increased regulatoly duty will be issued shortly. Pending 
issue of this Notification you may provisionally add the increased 

regulatory duty to the sale prices fixed bv Government vide notifica- 
tion No. S.O. 56(E) dt .  21st Jan., 1972. 

Yours faithfully, 
'(Sd /- 

(K. B. SAXENA) 
U n d e ~  Secretary to the Gout. of InsEicr. 



LIST OF ADDRESSEES 
1. M/s India Foils Ltd., 

4, Mangoo Lane (7th Floor), 
Calcutta. 

2. Mjs  Metal Rolling Works Pvt. Ltd., 
10-1, Sion-Metunga Estate, Sion, Bombay-22. 

3. M/s Hooseni Metal Rolling M i l  Pvt. Ltd., 
67-68, Narayan Dhuru Street, Bombay4 DD 

4. M/s Barlco Metal Industries Ltd. Gupta Mills Estates, Daru- 
khana, Reay Road P.B. No. 6215, Bombay-10. 

5. M/s Mysore premier Metal Factory, 
124, Mint Street, 
Madras-1. 

6. MIS Rashtriya Metal Industries Ltd., Kurla Road, 
P.O. J.B. Nagar, Anderi, Bombay-59. 

7.w M/s Shri Mahesh Metal Works, P.O. No. 4, Madan Ganj, 
Kishan Garh (Rajasthan). 

8. M/s Shibu Metal Works, 
Jagadhari, Haryana. 

9. I l l s  Naran Lala Metal Works, Near Railway Station Naysari, 
Gujarat. 

10. M/s Agarwal Metal Works Pvt. Ltd., Rewari, Haryana. 
11. M/s Popular Metal Works & Rolling Mills, Sion, Bombay-22. 
12. M/s Bombay Metal & Alloys 

Manufacturing Co. (P) Ltd., 
off. Mangzine Street. Near Reay Road Station, 
Bombay-1 0. 

13. M/s Jeswanlal (1929) Limited, Crown Aluminium House, 
23, Braboune Road, Calcutta-1. 

14. N. M. Metal Industries, 
20, Dedseth, Agiary Lane, 
Bombay-2. 

15. M/s Hindustan Metals Works, 
Hatras (UP) 



APPENDIX XXITI 

(Vide Para 12.8) 
Extract from the speech of Finance Minister made on 29-2-68. 

"Representations have also been received from the smaller 
producers of ahminiurn that the effect of the Buget pro- 
posals of last year has affected their profitability adversely. 
I t  is proposed to afEord some relief to these smaller pro- 
ducers by reducing the effective duty to the extent of Rs. 
150 per tonne; this concession will be available only to 
those ore-based producers whose clearance of aluminium 
and products made out of aluminium had not exceeded 
12,500 tonnes in the previous financial year. The revenue 
effect of this concession will be a loss of about Rs. 25 lakhs 
in a full year.' 



Conclusions/ Recommendaticns 
- - -. -- - 
S1, No. Para No. Ministry concerned Recornmendatid 

1 1 ° 3 3  Ministry of Finance From the information furnished by the Ministry of Finance, the 
(Deptt* of Revenue & Committee find that as against the Budget estimate of Rs. 2442.75 Banking) crores, the actual realisation of union excise duties during the year 

1972-73 was Rs. 2326.20 crores, thus indicating a serious shortfall of 
Rs. 116.55 crores. The Committee were informed that the shortfall fe 
was accounted for by (i) decline in realisations vis-a-vis estimates 
Erom 8 major revenue-yielding items and (ii) higher grants of re- 
funds and drawbacks of the order of Rs. 26.48 crores. 

As regards the major portion of this shortfall (Rs. 95.52 crores) 
in respect of 8 major revenue-yielding commodities viz. tea, unmanu- 
factured Tobacco, cigarettes, motor spirit, kerosene, furnace oil, 
aluminium and matches, the Ministry explained that in the case of 
Tea, injunctions obtained by Tea gardens in 1970, which continued 
throughout the year 1972-73, adversely affected the revenue realisa- 
tion. As regards unmanufactured tobacco, the exports had reached 
an all time high and this factor, coupled with an unprecedented 



-- .---- -- --- - - -- - 
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drought, affected the purchasing power of the consumer within the 
country and thereby resulted in lower realisation. Substantial 
decline in the clearance of cigarettes and a shift in their production 
pattern were said to be responsible for lower realisation of revenue 
in the case of cigarettes. In  the case of petroleum products, the 
actual production in 1972-73 did not come up to the level commen- 
surate with the expected growth rate of 5 per cent and was even 
less than the production in the previous year, because of repeated 
shut-down at  Cochin refineqy and lower imports of crude on account 
of foreign exchange constraints. In regard to aluminium, the short- 
fall in production was reported to have been caused by severe power 3 
cuts in U.P. and Karnataka, and also labour strike in the Belgaum 
Alumji~ium Factory. The production of matches registered marked 
decline, because of shortage of raw materials like potassium chlorate, 
wood-splints and veneers as well as such events as strike and lock- 
out in Wimco Factory a t  Madras. 

The Committee are not convinced by this attempt at explaining 
away the decline in revenue. I t  was not alone in the year 1972-73 
that there had appeared serious gaps between budget estimates and 
actual realisation of Union Excise duties. Indeed, in paragraph 1.5 
of their 90th Report (1972-73), the Committee had expressed their 
concern that in respect of some of the commodities the shortfall in 
pctual collection ef duties had become a "recurring feature." The 



Ministry of Finance was then asked to adopt all necessary m e a s m a  
to ensure that budget estimates were framed carefully and more 
realistically in future. In reply, however, the only reply vouchsafed 
by Government was that the observations of the Committee had 
been 'noted' (vide p. 12 of 98th Action Taken Report of P.A.C.) (5th 
Lok Sabha). The Committee wish urgently to reiterate that budget 
estimates should be drawn up cautiously and more realistically so 
that, as far as possible, there is not much of a gap between expecta- 
tion and realisation of revenue. 

d t .34 Ministry of Firiance The Audit Report point out that the refunds exhibited under the 
minor head-'Miscellaneous' during the years 1970-71 to 1972-73 

Revenue A Banking) (1970-71-Rs. 16.44 crores, 1971-72-Rs. 22.15 crores, 1972-73-Rs. 26.54 3 
crores) far exceeded the amount of collection (1970-71-Rs. 2.81 c-. 

crxes ,  1971-72-Rs. 1.75 crores, 1972-73-Rs. 4.43 crores). The Minis- 
try 's  explanation that there being no separate sub-head before 1 
April 1974, for drawbacks under Central Excise, drawback sanc- 
tioned under that head had to be included under the Minor Head 
'Miscellaneous' and shown as 'Refunds' appears to the Committee 
somewhat bland and b~ no means satisfactory. 

The Ministry of Finance, it seems, had issued instructions on 
12-4-58 to the Collectors of Customs that the Central Excise portion 
of the drawback granted should be properly shown in the accounts. 
Accordingly, these figures were regularly reported to the Accoun- 
tants General concerned, but in some cases these figures do not 

--- - . . - -. - - - -. 
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appear to have been included in the departmental returns. Later, 
the Ministry of Finance issued further instructions on the 3rd 
January 1970 in cmsultation with the ChAG to all the Collectors of 
Central Excise providing for the correct accounting of "Refunds 
and drawback" under a combined. Head "F-Deduct Refunds and 
drawback with a further breakup under Minor Head such as Basic/ 
Special Excise Duties. The Committee are surprised that in spite 
of the instructions issued in April 1958, there had been cases where 
the figures reported regularly to the Accountants General were not 
included in the Departmental returns with the result that estimates 
of Refunds and drawbacks continued to be depressed to that extent ta 

and psesenled a misleading and distorted picture. An analysis of 
the figures maintained by the Accountants General under "Croup 
Minor Heads" and "Minor Heads" for 1970-71 showed that refunds 
against "Miscellaneous" Head were higher than the receipts under 
that head. I t  showed that the Central Excise portion of drawback 
was perhaps inadvertently shown against "Miscellaneous" Head in 
contravention of the instruction of 2r.d January 1970. The Com- 
mittee are constrained to observe that if lapses such as these occur 
in spite of absolutely clear and categorical instructions, i t  reveals a 
sorry state of affairs and detracts from the efficiency of our tax 
adminictration. The Committee recommend that responsibility for 
such lapses may be fixed and proper action taken against persons 
found guilty of violation of tho instructions issued on the subfeqt, 



Ministry of Finance 
1.53 (Department of 

Revenue & Banking) 

The Committee find 4 hat there was an overall increase of Rs. 177.73 
crores in revenue realized during the year 1972-73 as compared to the 
Year 1971-72. Out of this amount. the surn of RY. 107.38 crores was on 
account of the introduction of new levies i ~ ,  the Budget of 1972. Gov- 
ernment found themselves unable to state how muc!l of the balance 
of the additional revenue (viz.  Rs. 70.35 crores) was on account of (1) 
increase in production and (2) incrca~e in prices, on the ground that 
hn commodities assessed ad .z;alorem the increase in production and 
increase in prices get inter-locked, and their impact cannot be sepa- 
rately identified. 

The Committee are not convinced of t h ~ s  difficulty. They feel 
that it is very essential t.1 study the impact of the additional revenue 
realised in a year over and above the revenues of the preceding year 

rn to find out whether and how lor the same arc attributable to the intro- 3 
duction of new levies, to increase in production or to increase in 
prices. Such details are required in order that constant vigilance 
could be maintained on the continuance or otherwise of (an incmase 
or decrease in) the rate of duty levied on various commodities from 
time to time. The Committee recommend that Government should 
ensure that such statistics are collected in respect of all the affected 
commodities and utilised for the regulation of imports in future. 

Another feature which compels attention is the lack of an agency 
in Government to carry out  an analysis of the reasons for the varia- 
tion between the Budget estimates and the actuals of duty realised 
from different excisable commodi~,ies. The Committee have been in- 
formed that the Tax Research Unit has been entrusted with the work ' 
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of formulation of Budget estimates for excisable commodities. The 
Directorate of Statistics and Intelligence assists the Tax Research 
Unit in its work. The Tax Research Unit collects data not only from 
the Directorate of Statistws and Intelligence but also from other in- 
dependent sources and holds Inter-Ministerial meetings every year 
to keep a watch on the actual trend of revenue realisation. But 
during evidence when the Committee wanted to know whether any 
important recommendation of the Tax Research Unit had been imple- 
mented, the representative of the Ministry of Finance stated that the 
Unit was not a full-fledged Directorate concerning itself with the 
entire gamut of economic operations, but that its scope was "very h) 

limited" and it neither engaged in studying price trends nor submit- 2 
ted any report to Government. When the Committee pointed out 
that excise having become the largest portion of the revenue, there 
was special need to strengthen researsh effort in quantity as well as 
quality, the Secretary, Ministry of Finance deposed, "We could not 
agree more that the tax research unit has to be strengthend. We 
would certainly welcome an increase in the strength and irnprove- 
ment of the tax research unit." The Committee, therefore, urge 
that the said Unit should be adequately equipped for the task of 
scientifically studying the various aspects of a subject of great im- 
portance to levenue and of the expanding and deepening the range 
and the methodology of research in the field of taxation. 



1.37 Ministry of Finance The Committee note that out of 120 commodities on which excise 
(Department of duties were levied during 1972-73, 7 commodities alone accounted for 

& Banking more than 50 per cent of the total receipts. When the Committee 
desired to know whether it would be better not to tax commodities 
with a low revenue yield to avoid disproportionate cost of collection, 
the Secretary, Ministry of Finance deposed, "As a general rule, I do 
not think, Government is in a position to forego any revenues at all. 
The only point to be considered is whether some of these low yield- 
ing items are so troublesome in the matter of collecting excise or 
because collection charge is so high that it is not worthwhile to do 
so.11 

The Committee would like to drzw the attention of Government 
to paragraph 1.8 of their 83rd Action Taken Report (1972-73) in which 

4 the Committee had suggested that the cost of collection of duties on tn 

commodities yielding low revenue that :&re produced by a large num- 
ber of small units should be computed on some alternative and feasi- 
ble bask, so that it could be decided whether it was worthwhile taxing 
them in the normal way. The Committee reiterate their earlier view 
and recommend that Government should take effective steps to 
identify comnlodities which do not yield substantial revenue but in- 
volve disproportionate cost of collection. 

-do- The Committee understand that the Government of India have 
in July 1976 appointed a Committee with Shri L. K. Jha as its Chair- 
man, to review the existlng structure or Indirect taxes--Central, 
State and Local, and to advise the Government on the measures to be 
taken in the field. The terms of reference of the said Committee in- 

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



clude examination of the structure and levels of excise duties, the im- 
pact of these duties on prices and costs. the cumulative effect of such 
duties, their incidence on various expenditure groups, and the scope 
for widening the tax base and increasiilg the elasticity of the system. 

The Committee trust that this expert body will take note of 
various recommendations made by this Committee from time to time. 

7 1.39 Ministry of Finance The Committee find that expenditure on the collection of Union 
(Deptt. of Revenue & Excise Duties is booked under various heads of account. When the 

Banking) Committee desired to have a break-up of the expenditure on the ool- 5 
lection of Union Excise Duties on (i) assessment (ii) preventive func- 
tions (iii) audit and inspection and (iv) other expenditure, it was 
learnt that such a break-up of the expenditure w ~ s  not available 
because the expenditure was not booked on a functional basis. In 
this connection it was stated by Government that in the Collectorates, 
certain categories of Officers e.y. Dy. Collectors. Assistant Collectors, 
etc. were jointly looking after assessment preventive, audit inspec- 
tion, as well as other work not directly related to any of these func- 
tions. To a query if the cost of collection of excise duties on individual 
commodities was at all available, the reply came that in the Self-Re- 
moval Procedure, separate staff was not earmarked commodity-wise 
for individual units. The Committee feel that it should not be too 
difficult for Government to devise a system which may enable them 



to analyse the expenditure on collection of duties not only function- 
wise but also commodity-wise and intimate the results to the Com- 
mittee. 

The Committee learn that the scope of evasion is enhanced on 
account of the complexity of tariff under numerous classifications 
and sub-classifications. While in the interest of efficient collection of 
tax on any commodity and the classification and sub-~Iassification in 
items which have a large number of varieties with not only different 
forms but also varying prices may not be unavoidable, the Committee 
stress that the various classifications and sub-classifications adopted 
for the purpose should be as precise and unambiguous as possible. 
The Committee are not sure how far the present differentiation of 
rate structure is such as to rule out the possibility of abuse by unscru- 
pulous manufacturers. The question of rationalisation of the 
tariff structure. however. is said to be already under examination of 
Government and changes, wherever necessary, are expected to be 
made in the tariff after the S.R.P. Committee's Report has been 
examined. The Committee would like to be informed of the decision 
taken by Government on the basis of such examination and improve- 
ments are proposed to be effected to check misclassifications 
and evasion of taxes. 

9 2 . 3 3  -do- The Committee regret to note that a public undertaking of the 
stature of Indian Oil Corporation resorted to debonding of oil tanks in 
the pre-budget months in the year 1970 to 1973 and derived what may 
be termed unearned benefit to the tune of Rs. 28,32,734. There had 
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been 13 cases of such speculative clearance by the Indian Oil Cor- 
poration during the aforesaid period and these covered all products, 
namely, motor spirit, furnace oil, superior kerosene oil. In the in- 
stant case, permission for debonding one tank of furnace oil was 
obtained by Indian Oil Corporation in February 1970 on the ground 
that the tanks were required for immediate emptying for the realign- 
ment of pipelines. The tanks were, however, actually got emptied 
only in March 1970. Meanwhile, excise duties on these products 
were enhanced in the Budget of 1970 and the Oil Company derived * 

an unintended and fortuitous benefit of Rs. 4.08 lakhs. Again on 
21 February, 1973, the same oil company had one tank of motor spirit , 
debonded with the permission of excise authorities and derived a 2 
benefit of Rs. 39,568 on duty increases in the budget that followed. 
During evidence the Chairman, Indian Oil Corporation himself admit- 
ted that "there was a feeling in the organisation that i t  was not 
illegal. That is why to show more profit in order to get the 
organisation running efficiently in my opinion, they did that way." 
He further added "I personally do not have that feeling." This was 
why he had directed the Managing Director to stop this practice. 
The Committee welcome the reactions of the Chairman of the Indian 
Oil Corporation but at  the same time deplore that such basically im- 
permissible practice should have continued for quite some time. 

10 2'34 Deptt. of Revenue & The Committee find that not only the Indian Oil Corporation but 
Banking also other Oil Companies, viz. Burmah Shell, ESSO and Caltex had 



resorted to such debonding in pre-budget months or when changes 
in duty w'ere about to be made. While in the case of Indian Oil Cw- 
poration the amount involved in the debondings under question was 
only Rs. 39,568, anJ the total amount between 1970 to 1973 was 
Rs. 28,32,734, the amount involved during that period in respect of 
the other three companies (Burmah Shell, ESSO and Caltex) was 
Rs, 54,76,764. The Committee would like Government to investigate 
carefully all cases of pre-budget debondings during the last five years 
and determine whether they involved any lapse and adopt all appro- 
priate measures. 

The Committee find that this mode of debonding oil tanks to avoid 
payment of higher duty rates subsequently followed by an oil 
installation was brought to the notice of the Central Board of Excise 9 and Customs as early as August. 1970. I t  transpires that the Board 
had not taken adequate steps to prevent debondings of oil tanks just 
before Budget Day. The Committee would like to put it on record 
that if adequate steps had been taken the cases of loss of duty through 
debonding as reported above could have been avoided. 

The Committee note that according to the existing procedure the 
tanks are debonded immediately on payment of duty on the oil con- 
tained therein but there is no compulsion to clear the oil stored m the 
tanks. They learn also that the period between the dates of debond- . 

ing and actual clearance ranged upto 4 months. I t  appears also that 
most of the companies resorted to debonding on the plea of opera- 
tional difficulties. The Department, however, seems to have no - 
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machinery to make sure that debonding was resorted to for genuine 
reasons and the gap between debonding and actual clearance was not 
wide. The Committee consider this very unsatisfactory and wish 
that strict watch is kept on such debondings so as to ensure that the 
practice is not abused. 

Deptt, of Revenue & The Committee were informed during evidence that while there 
Banking was no legal provision to ensure that the time lag between debonding 

and actual removal was not large and that the Oil Companies might 
not be deriving fortuitous benefits by speculative debondings, Govern- 
ment were seriously thinking of withdrawing the concession which 
permits the oil to remain stored in the same tank after payment of 
duty. The Committee would like to know the action taken by the 
Government in this regard, since the current position is unsatisfactory. 

The Committee learn that if the rate of duty is increased after 
such payment and debondings, the Companies are not liable to pay 
the difference in duty but that they charge the additional levy from 
the consumer on removal of oil after the enhancement of duty. This 
results not only in evasion of excise duty at higher rates and ~rof i t -  
eering by oil companies but also the defrauding of the consumers. 

The Committee would like Government to make sure that all such 
contrived profits are taken fully into account in relevant years for 
each of the oil companies for the purpose of determining and recover- 
ing corporate tax. 



-do- f h e  Committee wanted to know whether the provisions of the rule 
could be so amended as to protect the consumer's interest and the 
Secretary, Ministry of Finance stated during evidence: "We will cer- 
tainly look into i t .  . . . . . . We welcome yous suggestions. They will cer- 
tainly be examined." The Committee would like to know the result 
of the examination made by Government and the action taken or pro- 
posed to be taken in the matter. 

-do- The Committee were informed that the provisions of Rule 224(3) 
of the Central Excise Rules are not invoked before the presentation 
of the annual budget because the restricted items can be taken as a 
clue by the trade as items likely to be affected by the Budget. Selec- 
tive operation 9f the Rule is considered, therefore, to lead to greater 
speculation and also to outright evasion. The Committee, however, 8 
note that even the non-operation of rule 224(3) has in fact led to spe- 
culative activities before the budgetary changes or when change in 
duty were made. The Committee have already recommended in 
paragraph 2.29 of their 72nd Report (1968-69) that the powers under 
Rule 224(3) may be invoked to impose restrictions on the movement 
of goods in pre-budget months. All that Government pointed out, 
however, after 9 years is that the Ministry has come to a tentative 
conclusion that restrictions under Rule 224 (3) are difficult to operate. 
On the other hand, the ~ommittee%bserve that on the occasion of the 
Supplementary Budget presented in July 1974 the Ministry of Finance - 

invoked Rule 224(3), and in spite of difficulties the Ministry had felt 
that "it was worthwhile." In these circumstances, the Committee do 



not feel convinced with the argument advanced by the Ministry that 
the invocation of Rule 224(3) can be taken as a clue by the trade of 
the items likely to be affected by the Budget. They would like to 
reiterate their earlier recommendation and stress the desirability of 
invoking the provisions of Rule 224(3) invariably in respect of all 
commodities before the presentation of the annual budgets so as to 
ensure that no scope is left for speculation or manipulation in any 
particular commodity in anticipation of the Budget. 

17 2'41 Dept-. of Revenue & It is further necessary to re-examine the rationale of proviso to 
Banking Rule 224(3) of the Central Excise Rules which allows clearance upto 8 

150 per cent of the normal clearance in the month of February. The w 

Ministry of Finance, regrettably were not able to locate the file from 
which the Amendment under reference was issued. They have mere- 
ly conjectured that the limit of 150 per cent was probably provided to 
take care of the vagaries of production (which might be affected by 
several factors such as strikes, lock-outs, shortage of raw materials, 
breakdowns etc. during the course of the years) and also to ensure 
adequate supply of essential goods to the consumers at  all times, - -  
particularly because there is no provision or grant of relaxation in ' 

the sub-Rule. The Committee would recommend the operation of 
Rule 224(3] to be examined with reference not onky to oil but other 
commodities during the last 3 years and ensure that no scope is left 
for sjxeulative clearance or fraud. 



The Committee observe that one of the foreign oil companies (~2;  
M/s Caitex Ltd., applied for permission to debond their oil tank on 
1st November. 1973 and werc granted the facility on the 2nd Novem- 
ber, 1953, i.e. a day before the duties on petroleum products were ,re- 
vised. The ?Jiilistry could detect the fraud but could only recover the 
duty that was payable. They have not been able even to recover the 
penalty as the party is stated to have gone in appeal agitinst the order 
of the adjudicating officer. The Ministry's contention appears to hav6 
been that if the authorities chose to prosecute the fraudulent party 
first, the ~ d e v a n t  papers had to be handed over to an investigajing 
agency Erst and it would then have been difficult to carry on revenue 
functions, and tha! it was therefore preferable to go in for adjudica- 
tion first in such cases. The Committee are distressed that Govern- 
ment seem not to be armed with prompt and legitimate powers to 88 
take action against companies found guilty of such patent frauds. 
Government could perhaps move on their own to withdraw bonding 
facilities and should adopt all appropriate measures for the instant 
recovery of heavy penalties which would be a deterrent to such 
fraudulent practices. 

-do- The Committee learn from Audit that prosecution has been launch- 
ed against Caltex Ltd. and would like to be apprised of the results 
thereof. 

-do- The Committee regret that  Governmeut appear not to have 
been able to appreciate the Audit point of view that since the Board 
had by an  order issued in May 19'69, clarified that classification of 



petroleum oils (including intermediate products) was required to 
be made on the basis of specifications laid down in the Central 
Excise Rules, the said products which had earlier conformed to the 
description in tariff Item 11A were to be classified under tariff 
Item 11. It is clear that duty was therefore payable in the instant 
case till 17 December, 1970 when full exemption from payment of 
duty was granted in respect of all petroleum products under tariff 
items 6 to 11 if used as fuel. The economics of using the inter- 
mediate product as a fuel or marketable product are not strictly 
relevant from the revenue angle, once such product was liable to 
duty according to classification during the aforesaid period. 

The representative of the Ministry of Finance seemed to suggest 
I 

that since the recovery of duty on fuel oil used by the Refineries 
would result in increased production cost and eventually affect the 
revenue from additional excise duty, it was fair that such fuel oil 
was exempted from excise duty. But when the Committee asked a 
specific question whether the pricing of petroleum products took 
into account the fact that the Refineries were using duty free fuel, 
he mentioned that "since the products used by the Refineries are 
generally of non-standard specifications and are not in a position to 
be economically marketed thme are no real revenue implications." 
If the likely loss of revenue to the extent of Rs. 1,40,32,171, as 

out in the present case is kept in mind the revenue i m ~ l i -  
pations of the case are certainly not inconsequential, as the Finance 



Ministry appears to imagine. The Committee would like this aspect 
of the use of intermediate product as fuel to be kept seriously in 
view. 

21 3.24 Deptt. of Revenue & The Committee have a feeling that Government appear a t  
Banking present to be rather complacently expecting that the Refineries 

would, on their own not use as fuel. products which could give better 
revenue after certain processing operations. The representative of 
the Ministry of Finance had stated that in his opinion the economies 
of the refinery and the overall public interest was not at variance. 
In spite of it. however, the Committee find that no specific study 
in depth had been made from the 'revenue' point of view in regard 
to each of the products allowed exemption from duty, with the 
result that one cannot be sure if any of such products could not be g 
converted by the refineries into better revenue earning items. UI 

The Committee are concerned to learn that different petroleum 
products are used as fuel in various Refineries in the country. For 
example, Refineries in Assam are reported to be using as fuel high 
speed diesel oil which is easily marketable. While agreeing with 
the Ministry that in the interest of 'operations at  optimum levels' 
and the country's need for different refinery products, certain in- 
evitable streams that throw themselves up in their operations have 
got to be disposed of and their use as refinery fuel is an easy way 
of their disposal. the Committee feel that some criteria could be 
devised so that such products as can be marketed should, in general, 
not be allowed to be used as fuel. The Committee recommend that -- * - 
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the economies of each of the intermediate products used as fuel 
in the Refineries be examined by experts with a view to ascertaining 
whether they should be refined or processed for something better 
than fuel to be consumed. In the context of the present high cost 
of, crude, this issue takes an additional importance and a sound deci- 
sion would also safeguard the interests of revenue. 

22 3.25 Deptt. of Revenue & The Committee note from the information f u r n i s w  by Govern- 
Banking ment in regard to the fuel consumed in various refineries and the 

percentage of fuel losses during the year 1970, 1971, 1972 and 1973. 
that the percentage of fuel consumption varied from one refinery 
to another by about 4 per cent to 12.5 per cent. The Committee 
also learn that a team of Russian experts visiting the various re- 
fineries had studied inter alia the question of improvement in fuel 
consumption and of reduction in costs. I t  appears that they sug- 
gested modification in the burners as well as the installation, where 
necessary. of a new type of burner developed in USSR. The Com- 
mittee would like to know of the action taken by Government on 
these suggestions and the results, if any, achieved in fuel efficiency. 

A studv conducted by the -Ministry of Petroleum and Chemicals 
reveals that there was a marginal increase in the total consumption 
of refinery fuel during 1960 to 1972, and that while the amount of 
10s.: sh9ivcd come decline, the trend was still disquieting. The Com- 
mittee were info) med that mstructions had been issued to all Indian 



Oil Corporation refineries by the h4anaging Director (Refineries anc 
Pipelines Division) to effect economy in fuel consumption by im- 
proving operations, and that action u-as also being taken to strengthen 
the Technical Audit Department in the I.O.C. (Refineries) to tone 
up such efforts. The Committee would like to know precisely the 
outcome of these exercises. 

The Committee stress that the feasibility of using coal instead 
of petrdeum-based fuel in the existing Refineries may be systematic- 
ally examined and where found practicable implemented as per a 
time bound programme. The Committee would like Government 
to ensure that in the expansion of existing Refineries and the setting 
up of new Refineries, coal instead of petroleum-based fuel may be 
used to the maximum extent possible, so that scarce petroleum 
stock could be put to best economic use. 

The Committee observe that according to the procedure in vogue 
raw naptha on removal for use in the manufacture of fertilisers 
is liable to duty on its quantity as determiced on the basis of dip 
readings of the bonded tanks from which the oil is pumped out. 
The Committee are distressed to find that C ~ n t r a l  Excise authorities 
deviated from this normal procedure, with effect from 30 March, 
1971, and  the quantity of raw naptha supplied by Indian Oil Cor- 
poration, Rajbandh was determined on the basis not of dip read- 
ings but of tank wagon measurement in spite of Assistant Collectur, 
Burdwan having been advised on 17 February, 1973 to follow the 
correct earlier procedure. This resulted in an escapement of duty 
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involving Rs. 9,25,776 for the period from 30 March 1971 to 28 
February 1973. 

The matter was referred by the Assistant Collector of Central 
Excise and Customs, to the concerned Collector in August, 1971 but 
the latter replied only in February, 1973 that the duty was to be 
charged on the basis of tank discharge system and not tank wagon 
dip system. The Committee deprecate the peculiar dlatoriness of 
the Collector who took 13 years to offer this simple clarification. 
Had the matter been accorded the desired attention and attended to 
expeditiousJy, the present short levy could have been avoided. 

The Committee cannot help expressing their deep dissatisfaction 
over the perfunctory manner in which this matter was pursued by 
the local excise officers and the different Collectors. The Committee 
are not satisfied with the mere warning said to have been issued 
by the Collectors of Central Excise West Bengal and of Patna to 
the erring officers. 

~ ~ ~ t ~ .  of Revenue & The Committee understand that the party had gone in appeal 
Banking against the demand and the same has been rejected. The Com- 

mittee would like to be apprised of the state of the recoveqy of the 
demand. 

-do- The escapement of duty due to the wrong method of measure- 
ment adopted by the Central Excise authorities at Rajbandh, as a 



result of which less oil was shown in the tank wagon also raises the 
question of the whereabouts of the oil which had escaped assessment. 
According to the dip measurements test, a higher quantity of oil 
appears to have been removed from the bonded tank. The Com- 
mittee wish that the whereabouts of the oil which escaped assess- 
ment may be investigated and the lapses, if any, either on the part 
of the excise staff or the staff of the two public undertakings, Indian 
Oil Corporation and Fertiliser Corporation, be fixed for appropriate 
action. 

-do- The Committee note that the Government issued two notifica- 
tions on the 1st March, 1964 regarding the grant of certain exemp- 
tion/concessions in duty to straw-board. pulp-board and paper- 
board units. By notification No. 35/64, slab concession rates of duty % 
were levied for the first 2500 metric tons of the straw-board and 
pulp board cleared by factories in a financial year. This concession 
was allowed to factories which were working on 9-11-63 in order 
that any tendency towards fragmentation of existing units could 
be prevented by the setting up of small-size units which depended 
mainly on this type of tax differentiation could be discouraged. 
Through the other notification No. 34/64, Government gave duty 
relief to new units and also the expanded capacity of older units 
for a period of 3 vears, a t  25 per cent, 20 per cent and 15 per cent of 
duty during the first. second and third year respectively, so that 
the production of paper and paper boards could be stimulated and 
self-sufficiency expedited during the Third Five Year Plan. 

-- ^ - 



The Committee are concerned to learn that the units in produc- 
tion prior to 9-11-1963 which enjoyed the concession contained in 
notification No. 35/64 were also allowed the concessions detailed in 
notification No. 34/64 which were meant primarily to compensate 
the new comers in the field on account of the higher cost involved 
in setting up new mills or foi the enlargement of their existing 
capacity. This shows the lack of care on the part of. the authorities 
concerned in not havjng examined, in the beginning itself, all the 
aspects of the case, with the result that losses have accrued to 
Government, because ot the unintended benefits to units in produc- 
tion from 9 November. 1963. 

Deptt. of Revenue & 
Banking 

The fact that concessions were availed of by certain manufac- 
turers under both the notifications came to the notice of the Gov- 
ernment only in the latter half of 1965, and the position could be 
rectified in 1966, by which time considerable revenue was denied to 
Government by way of duty. 

This unintended benefit occurred because at the time of the 1966 
Budget this notification was not reviewed. The Committee were 
earlier given to understand that "during forn~ulation of the budget 
proposals from year to v e x  tariff rates. both statutol:; as well as 
those fised, under exemption notifications are kept under review 
with a view to determininq whether any changes are necessary 
?r not." [Para 1.80 of 80th Report (Fifth Lok Sabha) refers]. The 



Ministry have now stated that all current exemptions under Rule 
8(1) ofa the Central Excise Rules are not regularly reviewed a t  the 
time of every budget. The Committee would like to be informed 
whether there has been any recent shift in the procedure. The 
Committee would als3 invite the attention of the Government to 
paragraph 1.25 of their l l l t h  Report (4th Lok Sabha) and suggest 
that all operative exemptions should be invariably reviewed a t  
budget time both from the point of revenue and from the adminis- 
trative angle, so that any lacunae might be removed and revenue 
augmented. 

The Committee are distressed that Government have not con- 
ducteci any study about the impact of the exemption and comes- 
sions granted apparentlv ad hoc to the paper industiy from time to 2 
time. The C ~ m m i t t e e  recommend that before the question of any 
such exemption/concession is considered there should be a thorough 
study of the  issue and especially of the revenue implications. The 
Committee also urge that adequate statistics about the impact of 
such concessions/exemptions are maintained for purposes of such 
study and of periodic review of the position. 

The Committee would like to draw attention to its recommenda- 
tion made in para 1 246 of their l l l t h  Report (4th Lok Sabha) to 
the effect that the Central Board of Excise and Customs should 
review the existing arrancements for drafting of notifications and 
entrust work in this regard to officers with a lagal background and 
a thorough understarlding of the Central Excise Law. The Minis tv  

- --__ -- -- - - - - - - - - -- - -- - . -- 



of Finance intimated in their Action Taken note on 27 Januany, 
1971 that the question as to how best the existing system could be 
improved in the  light of the observations made by the Public 
Accounts Committee was being examined in consultation with the 
Ministry of Law and the decision when arrived a t  would be intimated 
to the Committee. The Committee had made the recommendation 
more than five years' earlier and feel that the mistake of the type 
noticed in the instant case could have been obviated if their recom- 
mendations had been implemented. The Committee desire that 
conclusive action should be taken on their recommendations without 
any further delay. tu 

8 
Deptt. of Revenue & 
Banking 

This is a case where a firm was manufacturing crimped yarn of 
76,90,180 and 105 deniers but had been clearing it under the nomen- 
cla ture 7612, 9012, 10012 and 10512 respectively. Crimping involved 
stretching the basic single yarn an3 making i t  zig-zag with another 
such yarn and thereafter giving a twist to it. Assessment of Central 
Excise Duty cvas made on the basis of single yarn since duty is 
attracted a t  the time of manufacture and not clearance.   he firm, 
holvever, claimed that the assessment should be on the  basis of 
152. 180, 200 and 210 deniers, respectively, because the higher the 
deniers thc lower was the rate of duty. The claim of the firm was 



rejected by the Assistant Collector and, on appeal by the Colector 
of Central Excise concerned on the ground that:  

(i) by their own declaration in the case of sample forwarded 
for test the deniers were 76,90,100 and 105; 

(ii) duty was attracted a t  the time of manufacture and not 
clearance; 

(iii) crimped yarn fetched higher price; 
(iv) the Chemical Examiner's report indicated that the assess- 

ment may be made on the basis of single yarn. 

The firm thereupon went in revision to the Joint Secretary (RA), 
Government of India, who in order No. 543 of 1972 allowed the 
Revision Application. With regard to the point (i) the Revisionary 
Authority held that "there is no doubt that ordinarily the  peti- 
tioner's declaration does count, legally it has also to be established 
whether a tax is due and the conditions for the levy of such tax 
have been fulfilled". Referring to point (ii), i t  was pointed out 
that "it is a well established principle that while legally the goods 
become liable to duty on production the rules provide that the date  
of determination of duty is the  date of removal of goods from the  
factory." With regard to point (iii), i t  was stated "Crimped 
Yarn" falls under item 18 itself. and is therefore assessable in the 
same manner as the single straight yarn, a t  the time of clearance 
from the factory on the basis of the denier of the yarn in the form 
it is presented for clearances. As for the argument based on 

----- A - - -- 



. . 
the price factor, even if it wese in principle to be correct it'will not 
be correct in law to go behind the intention of a particular tariff 
item. An assessment can only be based on the language of the 
t a r 8  as i t  exists. As regards point (iv) viz., the Chief Chemist's 
conclusion that in the plied yarn, the denier of. basic single yarn 
is given primary importance and the resultant denier is added only 
as information in parenthesis, it was stated "it is evident that the 
conventional description follon-ed in the trade only show the parti- 
culars of constituent yarn. the number of filaments and twists etc. 
ostensibly to help those who manufacture further goods to judge 
the suitability of the yarn in all its aspects. and i t  is not the resultant 
denier of the yarn as  such." 

On the basis of this order the Collector granted a refund of 
Rs. 1.37 crores for the period from 1 January 1970 to 16 June 1972 
which was received by the Company during September/December 
1972. 

The orders of the Revisionary Authority of May 1972 have thrown 
up a number of important issues which in the opinion of the Com- 
mittee call for serious attention by Government. 

Deptt. of Revenue & The Company had been pressing for assessment of crimped yarn 
Banking on the basis of the denierage of the resultant yarn. It is pertinent 

to recall that on 22 Februarv 1973. the Board clarified to all Col- 



lectors of Central Excise that "excise duty is on the production/ 
manufacture of excisable goods and not on their sale. Since the 
single filament yarn as such is in a fully manufactured condition 
and is also marketed as such, i t  is immaterial for the purpose of levy 
of excise duty whether it is semoved as such outside the  factory or 
taken to another portion of the factory for manufacture of crimped 
yarn." The Board further clarified that "Under Rule 9(1) of the 
Central Excise Rules, 1944 no excisable goods shall be removed from 
any place where they are  manufactured whether for consumption or 
manufacture of any other commodity in or outside such place until 
the excise duty leviable thereon has been paid a t  such place." 

The C o n ~ n ~ i t t e e  feel that a n  authoritative ruling of the nature 
issued by the Board in February, 1973 should have in fact been 8 
circulated to all concerned much earlier. This would have obviated C" 

scope for any misunderstanding of the rate and incidence of duty. 
At any sate, when Government came to know in May, 1972 that in 
the revision orders certain interpretation was given in respect of the 
la te  and incidence of excise duty on crimped yarn, this clarification 
should have been processed and issued in a matter of dpys rather 
than taking nine long months over it. This would have made for 
earlier issue of the notice of recovery of Rs. 4.45 crores from J.K. 
Synthet~cs Ltd. in the light of the Government's clariftcation and 
there would have been no question of. granting the company a 
gratuitous refund of Rs. 1.37 crores as this would have been adjusted 
against the larger amount due from the company. The Committee 



- - - - - - -. - 
would like this aspect to be thoroughly investigated with a view to 
fixing responsibility for failure to take conclusive and timely action 
in 1972 to safeguard public revenue. The Committee would like 
to be informed of the precise action taken in pursuance of this 
recommendation. 

34 6.51 neptt. of Revenue & The Committee also note that J.K. Synthetics Ltd., got a fort& 
Banking tuous benefit of Rs. 1.37 crores by way of refund as the duty paid a t  

the higher rates had already been passed on by the manufacturers 
to the consumers. The Committee understand from Audit that the 
Company has not returned the sum of Rs. 1.37 crores as income in 
the Income Tax Return. This is a serious default. and the Com- 
mittee wish that the matter is immediately investigated by Govern- 
ment. Action taken against the company to recover the taxes due 
and impose penalty should be intimated to the Committee within 
three months. 

The Committee would also like to know why Government could 
not recover the amount from the balance lying in credit in the  Per- 
sonal Ledger Account as well as from securities furnished by the 
J.K. Synthetics Ltd. If this was done, at least part of the amount 
in arrears could have been recovered. 

The Committee need hardly point out that i t  is the bounden 
duty of the Board and the Collectorate of Central Excise and Cus- 



toms to pursue conclusively the question of the recovery of Rs. 4.45 
crores for which J.K. Synthetics Ltd., are stated to have obtained a 
stay order from the High Court. The Committee would like to be 
informed of the concrete steps taken by the Board/Collectorate 
in the matter and the progress made in effecting the recovery of, 
Rs. 4.45 crores. 

36 6.53 Deptt. of Revenue & It may be recalled that another company namely Modipon Ltd. 
Banking manufacturing multiple fold nylon filament yarn (crimped yarn) 

were paying excise duty on the basis of denier of the basic single 
yarn. After the revisionary order was passed in the  case of J.K. 
Synthetic Ltd.. Modipon Ltd., approached the Collector of Central 
Excise. Kanpur to assess their goods also on the basis of this deci- 
sion. Though this request was not acceded to, Modipon Ltd. have 
gone in writ petition to the Delhi High Court and got a stay order. 
Consequent on this, arrears of Rs. 57.48 lakhs are  stated to be pend- 
ing recovery. The Committee stress that early and firm action 
should be taken to have the stay order vacated and recover the 
arrears of Rs. 57.48 lakhs. 

-do- Another issue meriting attention is whether the excise duty 
should bear a relationship to the price fetched by the product. 
While the Collector and Assistant Collector of Excise took the fact 
of higher price fetched for crimped yarn as a justification for levy 

- 

of higher duty as for single yarn, the Joint Secretary (RA) held 
that "even if it were in principle to be correct it will not be correct 
in law to go behind the intention of a tariff item". This view 
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appears to be much too narrowly legalistic. If the yarn of a higher 
denier including crimped yarn carries a higher value there is no 
reason why it should not be subjected to a higher excise duty rather 
than a lower rate of duty. The Committee need hardly point out 
that in equity and in reason the rate of excise duty should be tangi- 
bly related to the price of the commodity. 

38 6.55 De~tt .  of Revenue & This case also throws up the need for fixing the excise duty on 
Banking ad valorem basis rather than on ad hoc basis so that there is a 

clear rationale for the differential in the levy of duty and there is 
no scope for technical grounds to be availed of and a lower duty 8 
paid even when the price realised per unit is higher. The Commit- 
tee would like Government to review the existing excise rates in 
order to place them as far as possible on ad valmem basis. - .  

This case also raises a very fundamental question in regard to 
the stage where Excise Duty is leviable. Under Section 3 of the 
Central Excise Act, 1944, liability for excise duty arises as soon as 
a product is manufactured and becomes identifiable under the 
relevant tariff description. However, the manner of levy and col- 
lection presclibed under Rule 49 of the Central _Excise Rules, 1944 
provides that duty is chargeable only on the removal of goods from 
the factory premises or from a place of storage. I t  means that 
duty shall not bc collected on exciseable goods manufactured in a 



-- 
factory unt i l  they nTere about to be removed. In other words, Rule 
19 does not determine the chargeable duty but allows postponemenr 
of the payment of duty till the removal stage. 

The Committee feel that the duty becomes chargeable as soon as 
an exciseable goods was produced and should be realised immediate- 
ly thereafter irrespective of the fact whether the same are removed 
imme&ately or after lapse of some time. While examining Para- 
graph 25(a) of the Audit R e p x t  (Civil) on Revenue Receipts, 1969, 
the Committee drew the attention of the Government to the Supreme 
Court judgment in the Union of India Vs. Delhi Cloth and General 
Mills in which the learned Judges had inter alia observed that 
'Excise duty is on the manufacture of goods and not on the sale'. 
The Cammittee in Paragraph 1.217 of their 111th Report (4th Lok 
Sabha) noted the assurance of the Finance Secretary that legai 
opinion will be taken on this question and had desired that the 
matter should be referred to the Ministry of Law immediately and 
corrective action. as necessary, taken in the light of the opinion. 
The Committee are unhappy to note that even after the lapse of 7 
years. na concrete corrective action has been taken so far with the 
result that duty due is evaded and unintended advantage derived 
by manipulating the provisions of Rule 49 as has happened in the 
instant case. The Committee consider this delav as highly regret- 
table. They desire that the Government should act with prompt- 
ness and apprise the Committee of the outcome of the action taken 
in the matter. 
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l o  6 .5 -  Deytt. of Revenue & I t  is ironical that in case a dcclsion comes to be given on a He- 
Harking visicn Application by a Joint Secretary ( R A ) ,  which, if implement- 

ed as in the prcsent case, \i~oald r e s ~ l t  in loss of revenue on an un- 
precedented scale. Government do not have powers to review such 
orders and if  necessary to revake them. The representative of the 
Ministry of Finance agreed during evidence that there Ivas need to 
have powers to revise. supersede or annul the decisions given by the 
Joint Secretary ( R A )  in excise cases. The Committee were inform- 
ed that this question was under the consideration of Government. 
The Coininittee would like ta know what follow-up action was taken 

W by Government after  realising this predicament as early as in 8 1972 on account of this judgement. The Committee also desire the 
Government to examine the feasibility of introducing suitable pro- 
vision in the relevant Statute to make it obligatory on the part of 
Revisionary Authority to bring the matter to the notice of the 
Minister before pronouncing his final order for the refund of the 
duty already realised. 

This case has given rise to another important issue. The corn- 
pany was represented by an  officer, who after his retirement as Col- 
lector of Central Excise on 28 February, 1959 had started practising 
as a Consultant Advisor. The Committee were informed that he 
was not required to obtain prior permission for this; as -Article 
531-BB of the Civil Service Regulations imposing restrictions on 



the scfling up of practiCe by Xe&nue Service Oflicers for a period of 
two iyears was notified only on 25 February, 1965. The Committee 
understand that in their letter dated 31 July 1972, the Customs and 
Central Excise Bar Association took objection to the retired Customs 
and Central Excise Officers taking to consultancy work or the work 
of appearing before the Cus tom and Central Excise authority. The 
Association pointed ou t  that these officers are not qualified as advo- 
cates and have not obtained a licence from the State Bar Council 
lor practising law. During evidence the Chairman, Central Board 
of Excise and Customs defended the practice saying that "these 
c~fBcerr are available t u  the various appellants and other trading 
cun~inunity much more reasonably and cheaply than the advocates 
and lawyers who are literally fleecing." A random sampling of the 
decisions of the Revisionary Authority in cases in which the de- g 
paidmental office]-s appeared before the authorities on behalf of 
petitioners has shown that in 12 out of 21 cases appeals were fully or 
partly accepted. In all these 12 cases, the penalties and fines wher- 
ever levied were either remitted in full or substantially reduced. 
These facts have a certain significance which, if it is not exactly 
sinister. is not particularly propitious. With all respect to the re- 
lrisionary authority. any suggestion of the likelihood of their being 
influenced b,y the appearance and advocacy before them of former 
high functionaries in their own line requires to be firmly and in a 
principled fashion guarded against. 

42 6 . 5 9  -do- The Committee find that the Income Tax Act stipulates certain 
- - -----------A- - ----- - -  _ -_I-- 
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restrictions on practice by retired Income Tax Officials*. During 
evidence the Finance Secretary assured the Committee, "We would 
certainly try to see whether a similar provision should be introduc- 
ed in the Customs and Excise also'. 

The Committee would like Government to take early action a t  
least, as a first step. to make a provision on the same lines as for 
Income Tax Officers so that the Customs and Excise Officers are not 
authorised under the law to represent any private party for a period 

W of two years from the date of retirement or resignation. 8 

A better lasting solution to the problems outlined above would 
seem to l i p  in the creation of Appellate Tribunals for customs and 
central excise cases on the model of those set up in the Income Tax 
department. In this connection the Committee would recall the 
- . - . - - - . _  .- _ _ -_ . 

+288. Notwithstanding anything contained in this section, if the authorised 
representative is a person formerly employed as an Income-tax authority, 
not below the rank of Income-tax Officer, and has retired or resigned 
f rom such employment after having served for not less than three years 
in  any capacity under this Act or under the Indian Inoome-tax Act, 
1922, from the date of his first employments as such, he shall not be 
entitled to represent any assessee for a period of two years from the date 
of his retirement or resignation, as the case may he. 



fullo\ving pe1.tirit.n t obse1,va t~aris ~i iade by tile Supreme Court in the 
case of Siemens Engineering and Manufacturing Co. of India Ltd., 
Versus the Union of India and others (Civil Appeal No. TI277 of 
1968) :-- 

In fact it xvould be desirable that in cases arising under 
Customs and Escise laws a n  independent quasi-judicial 
trlbunal llke the Income Tax Appellate Tribunal or the 
Foreign Exchange Regulation Appellate Board, is set up 
which would finally dispose of appeals and revision ap- 
plications under these laivs. instead of leaving the deter- 
mination of such appeals and revisions applications to the 
Government of India. An independent quasi-judicial 
tribunal w-odd definitely inspire greater confidence in the 
public mind. " 

The Committee also reiterate their own observations in para- 
graph 1.133 of their 111th Report (4th Lok Sabha)-1969-50, to the 
effect that Government should consider the question of setting up 
an Appellate Tribunal on the Customs and Central Escise side on 
the lines of Income Tax Appellate Tribunals". 

Early decision in the matter and intimation thereof to the Coin- 
lnittee is requircd within six months. 

43 7 .17  Deptt of Reven,:? The Committee note that a separate tariff item (item 22-B) for 
8r Ranking 'textile fabrics impregnated or coated with preparation of Cellulose 

derivatives or other artificial plastic materials' was introduced for 
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the first time w.e.f. 1 March 1969. A doubt arose whether 'poly- 
thene laminated or coated fabrics' would be covered by the descrip- 
tion impregnated or coated fabrics. On the analogy of the in- 
structions issued by the Board on 13 September 1969 and the opinion 
expressed by the Chemical Examiner, Calcutta in regard to ' Ju te  
f a b r x  laminated w t h  polythene film the local officers classified the 
proauct under 19-I(2) as 'Cotton fabrics processed in any manner'. 
The specific question of the classificat~on of 'polythene film laminat- 
ed cotton fabric was however considered further in consultation 
with the Chief Chemist and a clarification was issued by the Board 
to all the Collectors on 15 March 1970 confirming that such products 2 

cP were classifiable under item 19-I(2) as 'Cotton fabrics processed in 
any other manner'. 

The Committee are concerned that in spite of the  issue of these 
unambiguous instructions by the Board, the product continued to 
be classified differently in various Collectorates and this came to 
the notice of the Board only when a parby complained on 8 March 
1971 that a product identical to theirs was being classified in one of 
the Collectorates under item 19-111. Even thereafter, surprisingly, 
the Board spent nearly a year in ascertaining the practice obtain- 
ing in various Collectorates, and advised them on 9' February 1972 to 
classify such fabrics as "Cotton and impregnated or coated with 
preparation of Cellulose derivatives" under item 19-111. The re- 



classification order appears to have been issued in April 1972. The 
Member, Central Board of Customs and Excise admitted during 
evidence that  "there was some delay and this arose out of certain 
doubts". The Committee regret that this delay accounted for the 
additional demand for Rs. 1,78,259 for the period 23 July 68 to 8 
June 1971 being raised later on, and found unrealisable on account 
of being time-barred. 

44 7.18 Deptt. of Revenue & Banking The committee find that there are no standard criteria, precise- 
ly formulated, for the.  classification of different products by the 
various collectorates. The same product is found sometimes classi- 
fied differently in varims Collectorates in spite of the instructions 
issued by the Board on 15 March, 1970. The Committee, therefore, 
r e c ~ m m e n d  that  there should normally be a continuous exchange of 
information between the various Collectorates on important issues 
relating to classification, levy of duty, assessment etc., and also that 
the Board should ensure that its instructions are well thought out 
and precise and its inspecting machinery is strict and efficient. 

The Committee note that having regard to the recommendal:jons 
made by them in their 212th Report (5th Lok Sabha). Government 
have established in june. 1974 a Central Exchange for Assessment 
Data. The functions of this Central Exchange are broadly to as- 
certain the dix~erse practices actuallv obtaining in  regard to classi- 
fication in various Customs Houses and to bring about unifxmity 
to the extent possible. It may be worth while either to enlarge the 
scope of this Central Exchange to cover excise or to have a cell 



- .  - - -- - - -- 
1 2 3 4 

- - - - - -. - 
excius~vely for exclse, whichever may be a more effective and 
ecmomlc arrangement. The Comm~ttee \vould like Goveinment to 
cxamlne this matter and lntimate the declsion taken and concrete 
measures initiated wlth a view to uniformity in the classification of 
exclse matters in the Collectorates. 

46 7.20 L)eptt. uf ' l<c~cnue  & Hilnking The Committee note that the offence committed by the party was 
con~pounded under Rule 210A for a paltry sum of Rs. 150 only on 
the consideration that the duty involved was Rs. 1517.14 which 
lvorks out roughly to 10 per cent. The Committee need hardly point 
out that the quantum of compounding fee should have been co-relat- 
ed to the offence involved also and not merely the duty involved. 
As the Assistant Collector did not resort to the other alternative in  
this judgement of launching prosecution against the party, it is not 
clear to the Committee as to why a higher amount of fine permissible 
under the Rules could not be imposed. 

The S.R.P. procedure was extended to this iten1 with effect from 
1 August. 1969 and all offences under this procedure were to be pena- 
lised under the provisions of Rule 173-Q which inter alia provides for 
penalty not exceeding 3 times the value of exisable goods or Rs. 5000 
nhichever is greater. On an enquiry as to why the party was not 
penalised under Rule 173-Q. the Committee u e r e  informed that the 
('ollc.c.tor d id  not bool; a n v  sc~parntc~ offence under S.R.P. "presum- 
:il,ly duc to the fact that the p~l.ii;d ~ 3 5  covered by the compounding 



notice served on 27th October, 1969". The Collector did not obtain 
any  legal advice nor did he  reier the question to the Board for con- 
sideration. Subsequently, a t  the instance of the Committee, the 
Ministry of Finance consulted the Ministry of Law and they opined 
that  the manufacturer could have been proceeded against in terms 
of Rule 173-Q also for  the period from 1st August, 1969 onwards when 
the offence was committed af ter  the introduction of S.R.P. The  Com- 
mit tee a re  of the view that  the  Collector failed in  his responsibility 
since the  neither referred the matter  to the Board for advice nor 
obtained legal opinion before compounding in the d i c e .  Any recti- 
ficatory steps, if taken, in this regard should be intimated to the 
Committee. 

Another interesting aspect of the case is that even after  an 
offence case was booked against the pasty in March. 1969'. it continu- 
ed to manufacture goads before the re:eipt of licence. The S.R.P. 
was introduced for this item n.ith effect from 1 August. 1969. Since 
the commodity nras co\lered by the S.R.P. provisions both depart- 
m ~ n t a l  adjudication and proseci~tion could simultaneously be pur- 
sued. Had provisions of 173-Q bcwi applied, the penalty cc,i.;ld have 
been to the es ten t  of three times the value of the offendod excisa- 
blc goods or Rs. 5000. whicht.ver n-as g1,eatt.r. 

Th?  Cornmittco n o t e  that c v r n  iho~;qh  th r  charge of manufactur- 
ing excisable goads \{.ithout a liccl~ce i\.as booked against the party 
an the 26th M a i ~ h ,  1969. the compounding notice was issued onlv 
on the 27th October. 1969. I t  is surprising that  the  Department took 
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7 months to Issue the notice called for under the lules. The Coln 
mittee feel that the issuance of such notices should invariably be 
done without delay and would like to know the reasons for the gross 
delay in the present instance and also the action taken against the 
defaulting officials. 

5o 7,24 I>el>tt. of Revenue & Banking The C]ommittet. are concerned to note that the Government have 
been put to a substantial loss of Xs.  1.78,259 for the peri3d from 23 
January. 1968 to 8th June. 1971. in exclse revenue in th is  case on 
account of ivhat 1s called the operation of the t ~ m e  bar. The ,4p- 
p2llate Collector has set aside the demand without going into the 
merits of the case. In regard to similar cases. the C ~ m m i t t e e  in 
paragraph 19.9 of their 177th Report (5th Lok Sabha) had recom- 
mended that the Government should study the reasons for the losses 
due to the so called time-bar' and the reasons for not taking timely 
action to issue shaw cause notices/demands. The Committee reiter- 
a te  the desirability of expediting that study and of remedial mea- 
sures for avoiding losses in duty solely on the ground of technical 
lapse of time. 

The Committee learn that for the demand of Rs. 1.07.957 on 
account of differential duty for the period from 9 June, 1971 to 30 
April, 1972, the party had gone in  appeal against the order of the 
Assistant Collector. The Committee would like to be informed of 
the decision of the appeal in due course. 



Thc Co11~111itlec n o l c  t h t  :I sclit.t~-ne (.I! prices and production con- 
trol  of cotton fabrics manufactured by textile mills and introduced 
w.ith eRect f rom 20 O c t o h e ~  1964. The scheme envisaged praduc- 
tion of cloth for popular consunlption with the prices stamped on it. 
The role of the Central Excise Officers was then discussed by the 
then Chairman of the Central Board of Excise and Customs with the 
Ministry of Finance on the 21st October, 1964. These instructions 
inter din enjoined on the excise officials that "any irregularity that 
may come to their notice is required to be promptly reported (under 
Registered Post) to the Regional Office of the Textile Commissioner 
under intimation to the Enforcement Branch of the Textile Com- 
missimer's Headquarters at Bombay". While i t  is true that the 
excise officers were asked not to enter into a controversy whether a 
fabric is a shirting, long cloth, dhoti or saree, it was also laid down 
that "if any Central Excise m c e r  has information of any malprac- 
tice prevailing with regard to price control, he has to pass on the 
informatian to the Textile Commission. Besides, the Ministry had 
specifically stipulated that "the working of the above procedure 
m y  be watched and any difficulties found or envisaged to be expe- 
rienced should be referred to the Ministry demi-officially." When 
these instructions were issued, there was no concession in excise 
duty on controlled cloth. 

In February. 1965, concession in excise duty on controlled cloth 
was announced and in order to avail themselves of that concession 

- -  - - --.- __- _. -- - - - - - -  --- 
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some of the mills wrongly cleared as 'controlled cloth' certain non- 
controlled varieties of cloth. 

The Committee feel that the instructions issued in October, 1974, 
were fairly comprehensive and if the excise oflicers in the field had 
maintained the vigilance expected of them they would have pin- 
pointed the irregularities indulged in by the textile mills in declar- 
ing cloth which did not conform to the prescribed definition of con- 
trolled cloth for purposes not only of availing themselves of the 
concessional excise duty but also of notionally showing what was 
fictitious and false, namelv, that they were producing controlled 
varieties of cloth required fur the poorer sections of our people. 
The Committee cannot also see any reason why the Collectors, who 
had been asked to keep a careful watch on the working of the pro- 
cedure and to bring to notice the difficulties found or anticipated, 
did not discharge this responsibility by bringing to the notice of the 
Ministry at the earliest the afoi,ementioned malpractices which had 
crept into the procedure and by which the textile mills were trying 
:lot anly to pass off cloth ~vhich \vas not in conformity with the 
definition of cont!allel cloth ' o ~ t  als:, deprived the exchequer of 
legitimate excise duties. 



I ~ I I I  1 1 . 1 - 1 1  hl111,. N o .  I!. t ; l ) l l l lx~y.  c~lc- ;~ tc~l  ions clotll a s  co r~ t ro l l~d  clotll 
between 25th June, 1966 and 28th December, 1967. Subsequently, i t  
was noticed that most of the cloth in question was supplied by the 
mill tc embroidery man~tfacturers and was no eligible for being 
treated as controlled cloth or being stamped as such or be allowed 
the concessional excise duty. The Cornn~ittee would like to refer 
in this connection also to their 223rd Report on 'Controlled Cloth' 
wherein they have brought out how the social purpose underlying 
the scheme of controlled cloth was not fulfilled because of peculiarly 
contrived difficulties and deliberately devised malpractices by some 
textile mills and the trade generally. 

The Cvmmittee find that Government took more than two years 
after the introduction of the concessional duty on controlled cloth to 
issue instructions on 29th April, 1967, to alert the Collectors about + 

certain instances where cloth, which did not conform to the specifi- 
cations of 'controlled' varieties. had been cleared at concessionai 
rates by declaring it as 'controlled' varieties e.g. sarees of less than 
4.15 metres each in length. shirting which did not conform to the 
specifications laid down for this purpose, etc. The Collectors were 
in their turn directed to alert the officers to take suitable action 
and bring such irregularities promptly to the notice of the Textile 
Com~l~issioner for immediate action, apart from proceeding against 
the offenders for evasion of duty under the Central Excise law. The 
Collectors had also been asked to scrutinise the past assessments 
and take appropriate action wherever necessary. The Committee 



find that in spite of the issue of these instructions, conclusive action 
was not taken by Collectors to review the position and proceed 
positively against the parties that had evaded the excise duty by 
t ~ ~ o n g f u l l y  declaring the cloth as that of a controlled variety. Even 
now, action has yet to be conclusively taken against 31 mills to re- 
cover an amount of over Rs. 15 lakhs due from these mills for having 
illegally taken advantage of the concession on controlled cloth for 
varieties which did not conform to that description. Apart from the 
case of Modern Mills No. 2 Bombay, already mentioned, the Com- 
mittee take a serious view of another case, that of a leading mill, 
Messrs J. K. Cotton Spinning and Weaving Mills, Kanpur, against 

w whom there is a claim for Rs. 14.35 lakhs on this account. Accord- w 
ing to the Ministry, "the manufacturer had been showing different 
composition in Central Excise records and different particulars were 
discovered from their private rezords." The case is stated to be 
still pending adjudication. The Committee feel that when a mill 
of the dimension and standing of J. K. Cotton Spinning and Weaving 
Mills indulge in such fraudulent practice, not only should the amount 
of excise duty be forthwith recovered in full but further siern action, 
as  adlnissible under the lau-. should be taken againzt the mill, so 
that it acts  as a deteryeni to othel.. The Committee would like to 
be infor.~1led of' the action taken in this r e g a ~ d .  



stated to have again bee11 reviewed at a meeting held on the ll& 
April, 1972 between the representatives of the Ministry of Finance 
(Central Board of Excise and Customs), Ministry of Foreign Trade 
(now Ministry of Commerce), the Central Revenue controlled 
laboratoi lt-s and the Textile Commissioner's organisation. At this 
meeting it was made clear that "it  would not be proper for the 
Central Excise Officers to conlpletely divest themselves of the res- 
ponsibility of exercising checks tu ensure correctness of. their 
asaczssments. Thus i t  would be a part of the responsibility of the 
Central Excise 0%-cers to draw sainples of such cotton fabrics 
periodically a t  random and forward the  same to the Chemical 
Examiner for necessary test in order to ensure that  the particular 
fabrics conform to the specifications of controlled fabrics. Any 
instances of nliadeciaration coming to their notice could be brought w" 
promptly to the !lotice of the T c x t ~ l e  C'3mmissiuner f3r such 
re~;iedial action as deernyd fit .  The Commirtce have not been 
infvvmrd of the concrete io l lon-up  action t a k ~ ; n  in pursuance of 
thwe i n s t ~ , u c t i o ~ ~ s  th3ugh t h , ~  had asked for this information 
specificallv from the  h1ini:trv. 

The C o m l n i t t w  cannot 11ut wnclude that the ~ .ar ious  Depart- 
ments'Ministrics of  t h e  Gove~nmc~nt  of India an(? their field orga- 
nisations ha1.e not  actcr) i l l  nn intt.:!ratcd or  t1>7er! a reasonably 
cc~cl! t l i n a t d  Irliil!niti. ; i i ' ! i , t  t h ( ,  an!?c.~irnccnie~it ni" the scheme for 
~ ~ o ~ i t ~ ~ o i I e d  e1c:th in the i n te res t  of the weaker sectiolx of society, 
u.ith the result that  t h e  mills were able to exploit fullmy the short- 
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comings and loopholes In the govelnment arrangements by not pro- 
ducing the controlled cloth of  the requisite quallty or quantity 
and by diverting such cloth to other uses for which it had not been 
meant 

5 7 8.39 Deptt. of Revenue The Committee have dealt. in their 223rd Report on Controlled and Banking Cloth, with these shortcomings which have riddIcd the scheme from 
the very inception and defeated the basic and m ~ s ?  desirable objec- 
tive of making available cloth of acceptable qualitv a t  controlled 
prices to the poorer sections of our people. Thc Committee would 
like Government not only to  fix responsibi!jty for this lack of inte- , 
grated action but to learn a lesson from these costly and serious 
lapses. It is of the utmost importance that when a scheme of making 
available an essential commodity like controlled cloth to the weaker 
sectims of society is conceived. it should be worked out in meticu- 
lous detail in consultation with the Ministries/Departments and the 
field organisations concerned so that 110 1oopholt.s are left for sub- 
verting the scheme or defeating its purpo-;~.  The Committee wish 
that meetings should be held at least once every quarter between 
the senior representatives of he Ministry of Commerce, the  Textile 
Commissioner's organisation, the Ministry of Finance, Central EX- 
cise Officers, Central Revenue control laboratories, etc. in order to  
critically review the position and devise remedial measures for plug- 
ging the loopholes and rectifying s!?ortcornings. The Comnlittee 
urge that a high-level comprehensive review should be undertaken .. 



well before the conclusion of the financial year and the finalisation 
of the budget proposals, so that timely and effective action may-& 
taken to modify and improve the excise structure and its concom$imt 
arrangements and the underlying socio-economic objectives of our 
tax structure are fulfilled more faithfully. 

The Committee are perturbed at the considerable delay in raising 
demands for the differential duty to tho extent of Rs. 90,013 in the 
cases referred to in the Aadit paragraph. Thi4 lapse was pointed out 
by Audit as long ago as in April 1965. The demands were, however, 
raised only in November 1968 (ix. after 7 months) and in September 
1969 (i.e. after 1 year and 5 months). The result of the delay has 
been that the cases have been declared time-barred on appeal. The 
Ministry of Finance have admitted that the Assistant Collector # 
(Audit) wrote a D.O. letter on 13 April 1963 to the Assistant Collec- 
tor, Hyderabad to take immediate action on the irregularities. They 
have conceded that had immediate and mole careful action been 
taken on receipt of the aforesaid D.O. letter in April 1988, fur the^ 
erroneous assessments thereafter could have been avoided and de- 
mands for the past period issued in the month of Map/June 1968. 
The Committee find a chain of apparent lapses and failure in 'this 
case e.g. failure to ensure that at least after 18 April 1968 (date of - 
Internal Audit Party's visit) no uncontrolled cloth was cleared as 
controlled cloth, failure to ensure that demands in m p c t  of erro- 
neous assessment in March-April, 1968 did not get the-barred, 
failure to report correct position by the Assistant Collector's oBce to 
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the Collector's office and by the Collector's office to the Board after 
April 1967 in respect of past clearances, and failure to report the mat- 
ter to the Textile Commissioner. The Committee are also perturbed 
that the Collector's oflice file was destroyed even before its reten- 
tion period was over. During evidence, the representative of the Minisl 
try of Finance stated: "I am not satisfied with the answer given by 
the Collector. I am looking into this aspect." From subsequent 
replies the Committee learn that charge-sheets have been issued 
against 3 Superintendents of Central Excise and 2 Inspectors. The 
Committee are of the view that cases such as the present one where 
delays reduce or limit the prospects of realisation of demands on g 
account of differential duty should be a matter of grave concern to * 
the Government and should be at once probed thoroughly. The Com- 
mittee desire that the extent of lapses on the part of the supervisory 
officers, Assistant Collector and Collector should also be determined 
and appropriate action taken without delay. The Committee would 
like to be informed soon of the action taken against the defaulting 
officials. 

59 8.41 Deptt, of Revenue The Committee learn that a person who "enters any particulars 
and Banking in the Gate Passes which are, or which he has reason to believe to 

be false" in terms of sub-rule (5) of Rule 52A of the Central E m  
Rules, 1944 is liable to penalty not exceeding one thousand r~peeO 
besides the liability for the confiscation of goods. The Committe 



have been informed that orders for the collection of Gate Passes in 
cases of false declaration by the textile mills had been issued atxi 
that show-cause notices were being issued. The Committee would; 
like to be apprised of the outcome of this exercise and the amount 
actually recovered from the defaulting mills. 

The Committee take a serious view of the role unhappjly played 
by the Textile Commissioner's organisation. It  was clearly the duty 
of the Textile Commissioner to see that uncontrolled cloth was not 
declared fraudulently as controlled cloth. The Regional Offices of 
his organisation are charged with the specific responsibility of carry- 
ing out field inspections with a view to enforcing the provisions of 
the various modifications issued under the Textile Control Orders for 
regulating the manufacture of the textile mills. As stated in orie r, 
of the replies furnished by the Ministry, check on "non-stampw 
or wrong stamping of statutory markings on the controlled and un- 
controlled cloth and on the bale containing such cloth" was the 
clear responsibility of the Textile Commissioner's staff. The Com- 
mittee cannot, therefore, accept the plea that such irregularities are 
of a Yechnical nature which usually occur due to inadvertance." 
The Committee are surprised that the Ministry of Commerce appa- 
rently consider such lapses to be so minor that it was "not worth- 
while taking any serious action against the mills in such cases." In 
the Committee's view, this indifference towards malpractices in-- 
volving, detriment to the country's revenue and to the poorer consu- 
mer of an essential commodities cannot be countenanced. The Com- 
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mittee, therefore, ask for a critical review of the Textile Commis- 
sioner's role in this regard. If the Central Excise staff were not 
considered technically or professionally well equipped to determine 
whether a particular variety of cloth answered the specifications 
of controlled cloth or not, it was all the more necessary for the 
Textile Commissioner to have exercised the necessary check in this 
direction. 

61 5.43 Deptt. of Revenue Another distressing feature that has come to surface is that dur- 
& Banking ing the period March 1%5 and May 1968, the percentage of 'C' forms 

(wherein Mills submitted particulars of manufacture and the details 
of price calculations for each controlled variety) checked by the office & 
of the Textile Commissioner was not more than 20 per cent and i t  
was onlv fiom May 1968 that all the 'C' forms were subjected to a 
check. The Committee would like Government to investigate why 
it was not possible for the Textile Commissioner to conduct a more 
extensive, if not a 100 per cent check of such forms, because had such 
a check been exercised, it is more than likely that the scale at which 
the malpractice of passing off uncontrolled variety of cloth as con- 
trolled and availing of concessi.on in excise duty would have been re- 
vealed much earlier and provided an earlier opportunity to Govern- 
ment to prevent loss of revenue on this account. 

The Committee note that the statutory prices of aluminium are 
fixed by Government under the Aluminium (Control) Order, 197Q 



These prices are inclusive of duty and the assessable d u e  for biii. 
poses of duty is worked out after abatement of duty element included 
~n these prices. The Government of India imposed regulatory duty 
on aluminium at  the rate of 25 per cent of basic duty with effect 
from 13 December, 1971. The Department of Mines in its letter 
dated 18 December, 1971 allowed the manufacturers to add this duty 
to the prices declared under the Aluminium (Control) Order, 1070, 
till such time as a revised notification inclusive of regulatory duty 
was issued. The notification including this additional duty was 
issued on 31 January. 197'7. Subsequently under the Finance Act, 
1972. special excise duty was abolished and the basic duty was con- 
sequently enhanced, resulting in a higher quantum of regulatory 
duty with effect from 17 March, 1972. The manufacturers were again 
allowed to add the extra duty to the controlled prices under the 2. 
Department of Mines letter dated 30 March, 1972 pending issue of 
revised notification about the sale price. The Order fixing the re- 
vised prices consequent on budgetary changes was issued on 2 IM~Y, 
1972. 

A company, Power Cables Ltd., Baroda, had cleared 989.154 
tonnes and 752.949 tonnes of aluminium rods respectively during the 
period from 13 December, 1971 to 20 January, 1972 and from 17 
March, 1972 to 1 May, 1972 on payment of central excise duty on 
the assessable value fixed on the basis of the previous sale prices 
notified by the Department of Mines without taking note of the re- 
gulatory duty enhanced with effect from 13 December, 1971 and 
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30 March, 1972 respectively. However, while working out the assess- 
able values the element of additional regulatory duty was allowed 
to be abated in full during the aforesaid periods which resulted in 
the fixation of lower assessable values and consequent under-assess- 
ment of duty to the extent of Rs. 110.158. 

The first increase in regulatory duty with effect from 13 Decem- 
ber, 1971 had created doubts in the mind of local excise officials whe- 
ther regulatory duty was to be included in the sale price or not. The 
Superintendent concerned sought clarification from the Asstt. Col- 
lector, Baroda, on 15 January, 1972 who in turn referred the matter 
to the Collector on 9 February, 1972 for his orders, in the meantime 
the assessments were done provisionally. In reply the Collector 
directed the Assistant Collector on 30 March, 1972 to examine the 
matter in the context of the Gotification dated 21 January, 1972 issued 
by the Department of Mines about revised prices and also asked for 
report whether the query raised in his letter dated 9 February, 1912 
had been resolved or not. Even though the Superintendent of the 
concerned Collectorate had expressed an opinion on the file that 
the notification dated 21 January, 1972 issued by the Department of 
Mines did not apply to the period from 13 December, 1971 to 20 
January, 1972, "follow-up action was neither taken by the Assistant 
Collector of the Division nor by the Superintendent." The matbr 
was allowed to be dragged on until the clarification of the whok 
position was given by the Central Board of Excise & Custom itself 



in their letter dated 19 August, 1972. Had the Assistant Colle& 
acted with promptness and taken conclusive action to asoertain *e 
correct method of assessment at the time of increases in regulatory 
duty with effect' from 13 December, 1971 and 17 March, 1972, the 
avoidable under-assessment of Rs. 1,10,158 in revenue could have 
been avoided. There was evidently considerable delay on tHe 
of the officials of the Collectorate in taking action. The Committee 
recommend that appropriate action should be taken against thoee 
found responsible for the delay. 

63 9.15 D e W  of Revenue The Committee have been informed that the under-assessmenb 
& Banking arose because of the non-receipt by the Collectorate of Baroda d 

letters dated 18 December, 1971 and 30 March, 1972 issued by the 
Department of Mines (Appendices XXI & XXII). These letters, # 
were addressed to 15 Units in various Collectorates including one 
unit (Naran La1 Metal Works, Near Railway Station, Navsari, Guie 
rat$ located in the Baroda Collectorate. It is unfortunate that these 
were, not addressed to the company in question (Power Cables La; 
Baroda) in Baroda nor copies thereof were endorsed to the MhistrJr 
of Finance or any of the Collectorates of Central Excise. The Cqn\;. 
mittee would like Government to investigate as to why the copiee 
of the communications of the Department of Mines having a bear- 
ing on controlled prices were not endorsed to the Collectorates d 
Customs and Central Excise. The Committee recommend that rn ' 
ponsibility for this serious lapse should be fixed and appropriate 
action taken against the defaulting officials. z 
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64 9.16 Depn. of RWXW The Committee are also of the opinion that the mi- ia 
& Banking instant case could have been avoided if consolidated i- were 

issued by Government after consultation between the D q w b e n i  
of Mines and the Ministry of Finance (Central Board of &&so & 
Customs) The Committee desire that in the interest of avoiding loss 
of revenue and repetition of such cases, Government should advim ali 
the administrative Ministries/Departments concerned to endorse 
copies of all such instructions/letters to the Ministry of Financae 
(Central Board of Excise and Customs) and Collectors of Cu8brr~o 
and Excise etc. in the interest of ensuring timely action, by the con- 
cerned authorities. 0s 

The Committee note that Power Cables, Baroda, had filed revised, 
classification lists on both the occasions when the regulatory duty 
was enhanced. The first list was filed on 25 December, 1971, and 
the second on 18 March, 1972, which were approved by the CoUec- 
torate on 10 January, 1972 and 21 March, 1972 respectively. The a 
mittee need hardly point out that if the Lists were !+llbStcted b 
thorough and proper scrutiny, the under-assessment could haw:b&!~# 
avoided. 

The Committee also feel that it is not unlikely that mrajlar. cabet 
of under-assessment in respect of aluminium m s n u f a c ~ ~  w r s k  
could have occurred in other Collectorates as well. The C o e  



would like that all these cases should be reviewed and efforts made 
to recover the amount after proper assessment. 

The Committee note that Government issued two N o t i W i m u  
on 1 March, 1968, providing certain concessions in excise dut* in- 
regard to the assessment of aluminium. By Notification No. 24/@ 
duty concession of Rs. 27 per M.T. was allowed to firms manufm 
turing aluminium from ores. The concession was admissible, sub. 
ject to the fulfilment of the following conditions:- 

(i) A manufacturer who availed of the concession under an- 
other Notification No. 32/68 was not allowed to avail hirn- 
self of this concessions, 

(ii) Such aluminium was manufactured by the manufacturer, 
from bauxite or alumina or both; I 

(iii) Clearance of aluminium in whatever form by the said 
manufacturer during the preceding financial year did not 
exceed 12,500 metric tonnes. 

By another Notification N3. 32 j68 aluminium manufacturers were 
allowed a duty concession of Rs. 120/- per metric tonne. 

Government issued orders on 19 March, 1968, stating that the 
enefit of Notification No. 24/68 was not to be denied to primilcy 

ore-based manufacturers who also undertook conversion of duty- 
paid ingots of outsiders on job basis. 
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The Committee find that during the local audit of Madras Alu- 
minium Co. Mettur Dam, in October, 1968, i t  was pointed out to the 
Madras Collectorate of Excise that the concessions under both the 
notifications should not have been allowed simultaneously to the 
Company and that the concession allowed under Notification No. 
24/68 was not in order. The case was furthei examined in the light 
of subsequent clarificatory instructions issued by Government on 9 
January, 1969, and it was felt by the Collectorate that as the manu- 
facturer was mainly an ore-based manufacturer, the concession 
under Notification No. 24/68 only could be allowed and that the con- 
cession availed of under Notification No. 32/68 was not correct, but 
no conclusive action was taken to raise the demand against the 
Aluminium Company till September, 1972. 

The mistake in  allowing concessional excise duties simultaneous- 
ly under both the notifications resulted in excise duty to the tune 
of Rs. 76,344 not being levied in time for the period from 31 March, 
1968 to 28 February, 1969. The Committee are concerned at the 
avoidable delay of over three years in raising the demand fop Rs. 
76.344 by which time it became time-barrred and could not be IW 
covered. If the demand had been raised when the matter was first 
taken up by local Audit in October, 1968 instead of entering into (I 
protracted correspondence, revenue of Rs. 76,344 could have 'been 
saved. 



The Committee feel that after the objection was raised by local 
Audit in October, 1968 the mistake could and should have be@n set 
right if the Collectorate had taken conclusive action in consultation 
with the Audit authorities. The Committee desire that responsibility 
for this unwarranted delay should be fixed and remedial measures 
taken to obviate such delays in future. 

10.20 ~ ) e ~ t t .  of Revenue Notification Nlo. 24/68 had a clause to say that the concession 
& Banking would not apply to a party availing itself of the concession under 

Notification No. 32/68 but there was no corresponding prohibitive 
clause in Notification No. 32/68. The contention of Government that 
"an option of availing one or the other of the ex,ymptions could be 
read into the notification" is not convincing. If the intention was - 

w to give option to the manufacturer to choose between either of t6e  
two concessions the same should have been specifically provided in 
the notifications. The clarificatory instructions issued by Govern- 
ment on 19 March. 1968 stating "that manufacturers who were pri- 
marily ore-based but who undertook conversion of duty paid ingots 
from outsiders on job basis should not be denied the concession pro- 
vided by Notification No. 24/68 dated the 1 March. 1968". also did 
not fully clear the matter and instead left scope for  mis-interprets- 
tion of the underlying intention. 

The Committee are unhappy that Government's Notifications pro- 
viding for concessions in duty etc. are not very precisely worded as 
has happened in this case. As already recommended earlier in para 
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5.24, the Committee would like to reiterate the need to exercise 
greater care in drafting notficatiou and entrusting the work in this 
regard to officers with a legal background and a thorough under- 
standing of the Central Excise law. 

69 I 1 . 1 5  Deptt. of Revenue The Comnlittee find that by a not~fication dated 6 July, 1968, Alu- 
& Banking minium pipes of certain dimensions with wall thickness ranging 

from 0.050" to 0.058" and used in sprinkler equipment for agricul- 
tural irrigati.on purposes were allowed concessional rate of excise 
duty While ~ssuing a rewsed Notification on 1 March, 1970. to ex- 
pwss dimensions of wall thickness in metiic units, the dimensions 
(in inches) were merely described in millimetres without in fact 
cmvertmg them Into mlll~metres Though this mistake was rectified 
by issuing a Notification on 1 April. 1972. the delay resulted in a 
loss of central excise duty to the extent of Rs. 10.56,173 because df 
incorrect concession during the period 1 March, 1970 to 31 March, 
1972, in respect of two units. The representative of the Ministry of 
Finance avrricd during cvldence that if one went by the "intentiofi" 
behind the notification issued on 1-4-1972, there was no loss. The 
Committee feel that in fiscal matters the language of the notification 
is as impoltant as ekpressinri the intention behind the notificaticm. 
It is somewhat redeeming that the mistake was noticed by one of 
the Collcctols in whose juricdiction interestingly enough this kind 
of tube is not manufactured at  all. However, the error was rectified 
afker 2 years. The Chairman of the Board admittad,dEUjog-evidwe 



"this is a completely mishandled case." As regards the delay of 
two years in rectification of the mistake, the witness felt "first, there 
was obviously an error. Secondly, for rectifying tne error unduly 
long time had been taken." 

11.16 The Committee note from the chart furnished by 
Government showing the chronology of evenh/action t&en 
from the date of issue of the original notification (46i70) 
on 1-3-70 to the date of the issue of the corrective notification (1151 
72) on 1-4-72 that avoidable delay had occurred at  various stages. 
The Committee feel that when the mistake was initially brought to 
the notice of the Board by the Collector of Central Excise, Cochin 
in September, 1970, the Board should have acted promptly and taken 
conclusive action quickly. The Committee are distressed a t  #he 
casual manner in which the case involving revenue implications was ?& 
allowed to be dragged on under the apprehension that an amending 
notification may not be effective from the date of the original noti- 
fication. It is surprising that the routine movement of file without 
any action from one Section (CX-4) to another (T.R.U.) within the 
Ministry took 13 months and reminders were issued after a period 
of 2 to 6 months. The Committee cannot resist expressing its dis- 
pleasure over the manner in which this case was processed by the 
Board. They desire that drastic toning up of the working of the 
ofice of the Board of Customs and Central Excise is called for to 
ensure expeditious disposal of cases at  all stages. 

7O 12-19 -do- The Committee note that Notification No. 24/68 issued by the 
Ministry of Finance on 1 March. 1968 and amplified by their Notifi- 



cation No. 138169 dated 13 May, 1969 was meant for giving concession 
in duty to primary ore-based manufacturers subject to the fulfilment 
inter alia of the condition that "clearances of aluminium in what- 
ever form by the said manufacturers during the preceding financial 
year did not exceed 12,500 M.T." Explaining the rationale behind 
this condition it was stated by the Ministry of Finance that the con- 
cessions in duty were meant for relatively small ore-based manufac- 
turers to lighten the burden of the excise duty increases made in 
the Budget proposals of 1967 and it was not intended to deprive them 
of this concession by including the clearances of products made from 
duty paid aluminium ingots brought from outside. Madras Alurni- 8 
nium Co. Ltd. Mettur Dam, an ore-based Aluminium manufacturer, 
was also engaged in the conversion of duty-paid aluminium ingots 
brought from outside on behalf of outsiders, into wire rods etc. The 
total clearances of that firm during the year 1968-69 exceeded 12,500 
M.T. They were, however, allowed the concessions in duty because 
of the executive instructions of the Ministry of Finance contained in 
their letters No. FB2/69/CXI dated 19 March, 1968 and F. 1/33/68- 
CXI-I1 dated 9 January, 1969 which provided for the exclusion of 
the goods produced out of the excise-paid aluminium ingots brought 
from outside from the prescribed ceiling of 12,500 M.T. 



On an enquiry the Committee were informed that the Board 
was not aware a t  the time of issue of notification that such, conver- 
sion job was being undertaken by the primary manufacturers. 

The Committee feel that the Ministry should have carefully gone 
into the facts. especially when representations on the subject had 
been received by them from 1967 onwards to  ensure that the notifica- 
tion which was issued to give effect to the Finance Minister's announ- 
cement in the Budget Speech of February 1968 carried out the in- 
tentions unambiguously. In any case it would have been better to 
clarify the matter through a corrective notification rather than resort 
to clarificatory instructions so that matters having fiscal implica- 
tions are dealt with correctly in accordance with statutory require- 
ments. Besides, resort to a general notification under rule 8(1) to 
cover a particular case, when there is a separate provisions for exemp- 
tion Bor particular cases [rule 8 (2)], is by no means a proper exer- 
cise of statutory powers. In this case, admittedly, the notification 
was issued for covering the requirements of Madras Aluminium Co. 
and perhaps also Indian Aluminium Co. and the conditi~ns prescri- 
bed were tailored to fit in with those relating to Madras Aluminium 
Co. In the circumstances the notification should, if at  all, have 
been issued under rule 8(2) .  provided further that the conditions 
mentioned in the rule were satisfied. In this connection the Com- 
mittee would reiterate their earlier recommendation made in para- 
graph 1.294 of their 111th Report (Fourth Lok Sabha) wherein they 
had stressed that only an amending notification should be issued as 



and when i t  becomes essential to issue a clarification in regard to 
the cmtents of the original notification. The Committee trust that 
this practice would be now invariably followed in  future. 

Deptt. of Revenue For lack of time, the Committee have not been able to examine 
&Banking some of the paragraphs relating to Union Excise Duties included in - 

the Report of the comptroller-& Auditor General of India ior the 
year 1972-73, Union Government (Civil), Revenue Receipts, Volume 
I, Indirect Taxes. The Committee expect, however, that the Dew 
ment of Revenue and Banking and the Central Board of Excise and 
Customs will, in consultation with statutory Audit, take such reme- 
dial action as is called for, in those cases. 




