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1, the Chairman of the Public Accounts Committee as aulhorised by 
the Committee, do  present on their behalf this Forty-Fourth Report of the 
Public Accounts Committee (Fifth Lok Sabha) on Chapter 111 of Audit 
Report (Civil), Revenue Receipts, 1970 and the Report of the Comptroller 
and Auditor General of lndia for the year 1969-70. Central Government 
(Civil)--Revenue Receipts. 

2. Audit Report (Civil), Revenue Receipts, 1970 and the Report of the 
Comptroller and Auditor General of lndia for the year 1969-70-Central 
Government (Civil)-Revenue Receipts were laid on the Table of the 
House on the 19th May, 1970and 7th June, 1971, respectively. The Commi- 
ttee examined the Reports at their sittings held on the 30th October and 1st 
November, 1971. The Committee considered and finalised this Report at 
their sitting held on the 25th April, 1972. Minutes of these sittings form 
Part Il* of the Report. 

3. A statement showing the summary of the main conclusions/re- 
commendations of the Committee is appended to the Report (Appendix Ill). 
For facility of reference these have been printed in th ick type in the body 
of the Report. 

4. The Committee place on record thcir appreciation of the assistance 
rendered to them in the examination of Audit Reports by the Comptroller & 
Auditor General of India. 

5. The Committee also like to express their thanks to the officers of 
the Ministry of Finance (Department of Revenue and Insurance) for the 
cooperation extended by them in giving information to the Committee. 

NLW DL LHI; 

April 26, 1972. 
vaZakha6,-i894 (S). 

ERA SEZHIYAN, 
Cltairrnan. 

P11hlic. Accounts Con~t~riftru. 

-- - - - -- - --- - - - - - - -. - - - - - -- 
*Not printed (One cyclostyled copy laid on the Table of the House and five copies 

placed in Parlianient Ltbrary). 

( "  



UNION EXCTSE 

.4 udit Paragraph 

The receipts under Union Excise duties during the year 1968-69 were 
Rs. 1,320.67 crores registering an increase of Rs. 172.42 crores over that of 
the previous year. 

1.2. The receipts during the year 1969-60 were Rs. 1524.31 crores. 
The receipts for the last five years together with the number of commodities 
sul+xted to excise levies are given below : 

Receipt under Number of 
Union Excise commodities on 
duties (crores which dutii 

of rupees) were leviable 

1.3. Ln the year 1969-70 the accounting of receipts under minor heads 
opened for each commodity was discontinued. Instead the commodities 
were grouped and total receipts groupwise shown. 

[Paragraph 18 of Audit Report (Civil), 1970 on Revenue Receipts; 
and 

Paragraph 16 of the Report of the Comptroller and Auditor General 
of 1 ndia for the year 1969-70-Central Government (Civil)-Revenue Re- 
ceipts.] 

1.4. The Committee enquired how many commodities were brought 
under the excise levy. The Secretary stated that now there were "1 15 com- 
modities". The Committee desired to know the commodities which yielded 
revenue less than Rs. 25 lakhs, between Rs. 25 to Rs. 50 lakhs. between Rs. 
50 lakhs to Rs. 1 crore, between Rs. 1 crore to Rs. 10 crores, between Rs. 
10 crores to Rs. 25 crores per annum during the three years ending 1970-71 . 
The statement furnished by the Ministry is shown at Appendix I. I t  will 



be seen from the data furnished that the following commodities have yielded 
revenue less than Rs. 1 crore during these three years: 

S. Commodity Revenue 
No. - 

1968-69 1969-70 1970-71 
- 

(In lakhs of rupees) 
. . . . . .  1.Mechanicallighters 
. . . . . .  2. Cigars and Cheroots 
. . . . .  3. Lead unwrought 

. . .  4. Slotted angles and channels 
5. Sparking plugs . . . . . .  

. . . . .  6. Safety razor blades 
. . . . . .  7. Gramophones 

. . . . .  8. Power driven pumps 

. . . . .  9. Safes, strong boxes 
. . . .  10. Optical bleaching agents 

. . . . .  11.Pilferproofcaps 

1 1 
8 6 

12 10 
- 1 

Negligible 
- -do- 
18 15 
16 28 
- Negligible 
45 55 
4 60 

12. Gluwse and dextrose . . . .  - 5 77 
13,Synthelicrubber . . . . .  1 85 

. . . . . .  14. Confectionery 106 47 57 

. . . . . .  15. Glycerine 17 19 18 

1.5. The Committee desired to know the cost ofcollection of the various 
commodities. The witness replied : "We will have to study and furnish 
the statistics. At the moment, we do not have any such figures which can 
indicate how much is the cost of collection in respect of each commodity 
separately." However. subsequently the Ministry stated in a note that "it 
is impracticable to work out the cost of collection commodity-wise." 

1.6. In this connection the Central Excise Reorganisation Comnltttee 
(1963) (Chanda Committee) have observed as under : 

"We had attempted to analyse the incidence of cost of collection of 
Central Excise duty commodity-wise but came up against a blank 
wall. The system of accounting is such that it is not possible to 
allocate costs to commodities with any degree of accuracy. We 
are unable. therefore. to say what economies, if any, are 
possible i n  the levy and collection of excise duties. .. .bearing 
the foregoing considerations in mind and also the fact that the 
revenue from excise duties is likely to expand enormously 
over the next twenty years, it seems to us that in the interests of 
efficiency and to avoid future waste, steps should now be taken to 
develop a fully integrated system of cost control. This suggestion 
is in harmony with the declared policy of Government to control 
and economise administrative costs." 

1.7. The Committee then referred to an observation made by the Cen- 
tral Excise Re-organisation Committee (Chanda Committee) that "the 



iwrease in yield has not been commensurate with the number of items which 
have been added to the list of excisable goods" and that the "cost of ad- 
ministering such levies would he disproportionate to the yield if the standard 
procedure were to be applied." They asked whether this observation had 
been studied. The witness replied : "A specific study as such has not been 
made." The Secretary added : "I note your point that when the amount 
to be collected is small in terms of the totality, it is desirable to make a study 
before deciding whether that item is to be retained or not, what are the ad- 
ministrative eXpedseS and the procedure involved, whether they justify the 
effort. 1 think it is desirable that where the yield is less than 25 or 50 lakhs, 
there should be a specific study and a conscious decision taken to retain the 
item or not.". 

1.8. The Committee enquired how a commodity was chosen for bring- 
ing under the excise levy and whether any guidelines were laid down for this 
purpose. The Secretary replied: "It is not ad-hoc. It is preceded by a 
very detailed study of different commodities, their likely yield, the impact 
on the economy, the number of units that would be affected and so on." 
He added : "1 do not know whether it would be possible to list them. It 
is very difficult to codify a subject like this but I can tell you that all a s w t s  
are carefully studied before a decision is taken on any particular commodity. 
We do  go into detaikd studies. We have got tax research units which go 
on examining the trends of production, the impact they are having, the kind 
of value that they have and so on. They are examined commodity by com- 
modity. Every year one examines them to see the level of tax which a com- 
modity is bearing and wh-ther it should be increased or reduced." 

1.9. The Committee note that the number of excisablecommodities 
has increased from 76 in 1965-66 to 115 at present. There are quite a few 
commodities which are not yielding substantial revenue. During the years 
1968-69, 1969-70 and 1970-71, the number of commodities which yielded total 
revenue of less than Rs. 50 lakhs in each year was 8, 13 and 9 respectively. 
The Chanda Committee expressed tbe view as early as 1%3 that "the increase 
in yield has not been commensurate with the number of items which have been 
added to the list of excisable goods." The Committee feel that taxing com- 
modities with yields less than Rs. 50 lakhs a year particularly those produced 
by small units dispersed throughout the country is not worthwhile as they would 
involve disproportionate cost of collection. 

1.10. The Committee deem it necessary that in order to formulate the 
taxation policy on a rational basis Government should develop a fully integrated 
system of costing so as to find out the cost of collection commodity-wise. 

1.1 I .  The Committee desired to know the percentage of cost of col- 
lection and how the cost of collection under the Self Removal Procedure 
compared with that under the normal prow dure. The Ministry stated : 
The Self Removal Procedure scheme was introduced in rt-swct of a few com- 
modities with effect from 1-6-1968. It was later extended to all commodities 
with effect from 1-8-69 except unmanufactured tobacco. The cost of wllec- 
tion for earlier years (viz. 1966-67 and 1967-68) when the scheme was not 



in force and the cost of wllection during the years 1968-69 and 1969-70 when 
the scheme was in force are as follows : 

-. --- 
Year Receipts Net ex- Cost of 

penditure collection 

(In croras of rupcts) 
1966-67. . . . . . . . 1033.77 11.53 1.1% 
1967-68 . . . . . . , . . 1 148.25 12.28 1.07% 
1%8-69 . . , . . . . . 1320.67 12.84 0.97% 
1969-70. . . . . . . . 1524.31 12.78 0.84% -- 

1.12. It would be observed from above that the cost of collection has 
come down during the years 1968-69 and 1969-70 as compared to earlier years 
when the Self Removal Procedure was not in force. This fall in the per- 
centage cost of collection is not solely attributable to the introduction of 
Self Removal Procedure but is the cumulative effect of various other factors 
also, such as progressive increase in revenue receipts, reduced expenditure 
in printing etc. 

1.13. As the expenditure is not booked in the accounts on the basis 
of diffwent excisable commodities. it is difficult to guess as to what exact 
effect Self Removal Procedure has had on the downward trend in the cost of 
collection. 

1.14. With the extension of the Self Removal Procedure from 1-8-69 
to all commodities except unmanufactured tobacco, the Self Inspection Unit 
was requested to suggest yardstick for redetermining the staff requirements 
for the various collectorates of Central Excise. On the basis of the reports 
received from Staff Inspection unit after prolonged and detailed study suggest- 
ing revised norms for the posts-Self Removal Procedure staffing set up. 
the following number of posts has been found surplus : 

I .  Sub-Inspectors . . 384 
2. Sepoys . . 1715 

1.15. On the basis of formula followed by the department in working 
out the cost of the posts. the estimated savings in this behalf come to Rs. 
48.5 lakhs per annum. It would suggest that but for the introduction of 
Self Removal Procedure the actual expenditure, on collection of Central 
Excise revenue would have been up by further Rs. 48.5 lakhs. 

1.16. The Committee note that the cost of collection hns come down 
f p w  1 .07 % in 1967-68 to' 0.97 % in 19M(a9 and to 0.84 % in 1%9-70 after 
the introduction of Self Removal Procedure. However, ns admitted by the minis- 
try, &is fall is not solely attributable to the introduction of Self Removai Pro- 
cedure but is the cumuhtive effect of various factors like progressive increase 
in revenue receipt% etc. Under tbe existing accounting system followed in 
tbe Excise Department it is difficult to bring out the actual impact of Self 



BemovaL Procedure, on t8e Cost of cdlectiion. Atter the introduction of 
Self Reaaovd Promdare, the StaiF Ipepectloa Unit of the Min&try of Finance 
have after prolonged a d  detailed stdy  fond 384 posts of subinspecton d 
1715 pwta of sepoya surplus. The Committee suggest that the impact of the 
system of Self Removnl Procedure on the cost of oollectlon may be kept under 
wetcb. 

1.17 The Committee enquired whether Government had studied the 
working of Self Removal Procedure which was in operation for more than 
three years. The Secretary replied : "We made a departmental internal 
study of that." The Member of the Board explained further : "We have 
not gone by revenue alone which may go up, as you said, either due to an 
upward revision of the rates of duty or due to  some other causes. But we 
are conducting the studies in two ways. One is, we watch the production 
trends which have shown an increase in most of the cornmoditits. We have 
also conducted in terms of revenue where we have tried to compare our re- 
venue with our budget estimates and as you know the Budget Estimates 
always take into account the rate of growth, so that it provides for any ex- 
pansion or any growth in respect of that particular industry. So, in the light 
of these two studies, as the Finance Secretary was explaining, there have 
been about eight to nine commodities where in the beginning there was a 
downward trend in production, but in the following year, it picked up." 
At the instance of the Committee the Ministry furnished a copy of the depart- 
mental study Report (Appendix 11). About the increase in revenue after 
the irtroduction of Self Removal Procedure the Departmental Study Report 
says that "there has been an overall increase in the revenue realisation after 
introduction of Self Removal Procedure. These realisations by themselves 
may not, however, correctly refl~ct the effect of the new procedure, for the 
reason that itcrease in rrvenue could be due to a number of factors such as 
normal growth of the industry, increase in rates of duty etc. Therefore, a 
detailed commodity-wise analysis of fluctuations not only in revenue but also 
in production during the above mentioned years has also been undertaken." 
About the production aspect, the Departmental Study Report has stated : 
"It is found that during the year 1968-69, as compared to 1967-68, out of 59 
commodities that were brought under the new procedure with effect from 
1-6-1968 there was fall in production, when compared to the previous yzar 
1967-68, in respect of cigars and cheroots, sodium silicate, cosmetics and 
toilet preparations, jute manufactures and lead. Taking into account those 
comniodities also which were brought under Self Removal Proctdure with 
effect from 1-8-1969, it is found that during the year 1969-70, when compared 
to the previous year 1968-69, there has been fall in production in respcct of 
cigarettes, ccgars and cheroots, V.N.E. oils. jute manufactures, steel ingots, 
footw~ai, matches, synthetic fibre and yarn, woollen yarn, steel furniture, 
confectionary, cotton fabrics and inner tubes of tyres." The Study Reprot 
further says that "in respect of cigarettes. V.N.E. oils, synthetic fibre and 
yarn. woollen yarn and cotton fibres, the fall in production during the year 
1969-70 as compared to the previous year 1968-69 is marginal only. This 
may have been due to normal trade fluctuations. labour troubles or disturbed 
conditions particularly in West Rengal." Giving its assessment about the 
revenue. the Reports reveals that "during the year 1968-69 there was 
fall in revenue realisation as compared to the year 1967-68 in respect of sugar, 
cigars and cheroots, sodium silicate, iron in crude form, tin plates. wireless 



receiving sets and cotton fabrics (produqd on powerlooms unde~normal 
procedure). During the year 1969-70 on the other hand, revenue reali- 
sation has been found to be less than in the previous year 1968-69 in respect 
of tea, cigars and cheroots, copper and copp r  alloys, iron and steel prpdwts, 
zinc, motor vehicles, footwear, films, gramophbnes and parts thereof, matches 
lead, cotton yarn, woollen fabrics. woollen yarn, confectionary, cotton 
fabrics produced in mills and motor tubes." Analysing the offences de- 
tected during  he Pre-self Removal Procedure year and thereafter the Study 
Reports says that "the number of offences detected, does not by itself in- 
dicate that introduction of Self Removal Procedure has led to evasion of 
duty. Position regarding production needs to be watched more closely for 
the reason that so long as all that is produced gets accounted for, the due 
amount of duty will no doubt get realised." 

1.18 From the production figures given in the aforesaid Study Report 
following are some of the commodities wherein production has declined 
in 1969-70: 

- -- - - --- - 
S. Commodity -- Production - %age of 
No. 1968-69 - 1969-70 decline 

1 2 3 4 5 
----- ~ -. 

L. Cigarettes (Mn. Nos.) . . . . 6141 1 61026 0 . 6  
2. V.N.E. Oil (000 tonne) . . . . 136 131 3 . 7  
3. Hair lotions (000 Kgs.) . . . . 612 516 18 .6  
4. Steel ingots (000 tonne) . . . . 7162 6876 3 . 9  
5. Footwear (000 pairs) . . . . . 76 67 11.8 
6. Flourcscent tubes (000 metres) . . . 6393 t 3245+ 4 9 . 2  

2873 3068 
7. Matches (000 gross boxes of 50's) . . 64145 62298 3 . 0  
8. Rayon and synthetic fibre and yarn (000 mm. 

Kgs.) . . . . . . . 193 192 0 .5  
9. Woollen yarn (mm. Kgs.) . . . . 22.6  22.5 0.4 

10. Steel furniture (Nos. 000/000 kgs.) . . 23951- 22215 7 . 2  
I I .  Confectionery (000 Kgs.) . . . 16172 14021 13.3 
12. Cotton fabrics (rnrn. metres) . . . 4218 4189 0 . 7  
13. Meter tubes . . . . . . 3210 3042 5 .7  

1.19 During evidence it was pointrd out that in respect of plastics 
(N.O.S.) the production and the quantity taxed during 1967-68 (not included 
in the Study Report) were 58,000 and 20,000 tonnes respectively, prior to 
the introduction of Self Removal Procedure but those during 1968-69 were 
4,47,629 and 98,000 tonnes respectively under the Self Removal Procedure. 
The Committee desired to know why there had not been proportinate in- 
crease in the quantity taxed to match the ratc of increase in production, 
The Secretary replied : "We will find out the reasons." Subsequently in 
a note the Ministry stated : "It is clear from the figures that both production 
and quantity under reference and both production and quantity cleared on 
payment of duty have registered significant increase after the introduction 
of Self Removal Procedure." 



1.2Q During evidence the Secretary stated that "in the Department 
we have made a study of the different individual corpmodities about the 
trends, of both production and yield. Generally we have made that study, 
but as you are mentioning, there has been a complaint that there is. probably 
an evasion under Self Removal Procedure and the evasion has increased. It is 
in pursuance of that complaint that the Finance Minister desired that we 
should set up a Sub-committee to go into this matter to find out whether 
there has bten an evasion and if so, to what extent or whether the cornpalints 
are justified or not. We have received some complaints on this kind of 
evasion from somc other quarters. We are going into thi: mattcr." About 
the terms of reference of the sub-committee, the Secretary stated: "The 
terms are fairly wide. They refer to the extent to which the objectives set 
out when the Self Removal Procedure scheme was introduced have been 
achieved; whether it has afforded a greater scope for evasion and if so, to 
assess the extent of evasion to recommend changes necessary in the rules or 
procedure for plugging the loopholes; to examine, other than tobacco, 
whether they are suited to S.R.P.; to examine the organisational and ad- 
ministrative set-up of the Central Excise Department for this purpose and 
to make any other recommendation. 

1.21 When it was suggested that a representative of Audit might be 
invited to the meetings of the S. R. P. Review Committee, the Secretary 
stated that personally he saw no objection and added that the matter would 
be placed before the Committee. 

1.22 The Committee note that Government have made a departmental 
study of the working of S.R.P. on certain commodities particularly with 
reference to their production and revenue. This study reveals that 
after the introduction of S.R.P. the production of some of the commodities 
like cigars, cigarettes, cheroots, V.N.E. oils, sodium silicate, cosmetics and 
toilet preparations, steel ingots, footwear, matches, synthetic fibre and yarn, 
woollen yarn, cotton fibre etc. has shown a perceptible decline. The study also 
reveals fall of revenue in respect of some other items. The Committee have 
been informed that Government have received complaints from different quar- 
ters about the possible evasion of duty and have set up a committee with wide 
terms of reference to go into the working of S.R.P. to find out whether the 
scheme has achieved its purpose and to what extent it has afforded scope 
for evasion, to recommend measures to plug loopholes and also to examine 
the organisational and administrative set up of the Excise Department. The 
Committee feel that it would be helpful if a representative of Audit is also asso- 
ciated with the Committee. 

1.23 The Committee would like to be apprised of the findings of the Com- 
mittee and action taken thwon. 

Treatment of Protinules as Food Product 

Audit Paragraph 

1.24 A product being ~ d d  under a brand name, manufactured by a 
phafmaceutical factory in a collectorate, was treated as medicine and char- 
ged to duty under tariff item 14E from April, 1961. On a representation 



from the licensee, the department after consulting the Drugs Controller 
decided (March, 1963) that it was essentially a food product and hence not 
excisable and refunded Rs. 1.68 lakhs collected as duty on the products 
during April, 1961 to 16th May, 1963. The levy was discontinued 
from 17th May, 1963. In September, 1967, it was, however, held by the 
Government of India in consultation with the Drugs Controller that it was 
a medicinal preparation eligible for reimbursement under the Medical 
Attendance Rules applicable to Central Government servants. When 
asked how an item the cost of which is reimbursable as part of medical ex- 
penses is not a medicine for purposes of levy of duty, Government cited the 
opinion of the Drugs Controller that "it is essentially a food item and there 
is no justifiable reason to consider the products as excisable only on account 
of its being admissible for reimbursement of medical expenses." 
[Paragraph 40 (iv) of Audit Report (Civil) 1970 on Revenue Receipts] 

1.25 During evidence the Committee enquired whether protinules 
was an item of drug or food and why it had been differently 
interpreted at different times. The Secretary, Ministry of Finance ex- 
plained: "There are some drugs which are not reimbursable and there are 
some food items which are reimbursible. I personally am not clear about 
the inter-connection between these two .... I am not quite sure whether such 
a sharp distinction between 'drug' and 'food product' is possible." When 
the Committee sought the opinion of the Drugs Controller, his represen- 
tative explained that "this product protinules is a kind of dual purpose item. 
It is primarily a food item. When the question came up in 1963, we had 
seen the composition and we felt that this preparation contained proteins, 
carbohydrate, milk, sugar, vitamins etc. and it was more a food item 
than a drug item." 

1.26 At the instance of the Committee the Ministry furnished copies 
of the representation dated 28-7-1962 made by the manufacturing firm 
and the opinions of the Director, Drugs Control Administration, Gujarat 
State and also the Deputy Chief Chemist, Bombay obtained thereon. In his 
representation the firm claimed that protinules is a protein-carbohyderate- 
vitamin food of high biological value. It comprises of predigested milk 
proteins, carbohyderates derived from cane and milk sugars, various vita- 
mins, Niacinamide B.P., Calcium Pantothenerte U.S.P., Inositol N.F. and 
Biotin. He also, in support of his claim, stated that Golernment had 
already declared Threptin granules of another company as exempted from 
duty from 1st February, 1962. In his report dated the 4th January, 1963, 
the Director, Drugs Control Administration, Gujarat had stated that "there- 
apeutic claims are made for the product protinules on its lable and the lit- 
erature and therefore it is a drug within the meaning of section 3 (b) of the 
Drugs Act, 1940". But the Deputy Chief Chemist in his reprt dated the 
8th April, 1963 declared that in view of the Board's letter No. F. 719161- 
CXVIl dated the 26th April. 1961, he was "of the view that protinules is 
exempted from Central Excise duty." 

1.27 The Committee asked whether Government had ensured that 
RE. 1.68 lakhs refunded to the pany as excise duty collected from April, 
1961 to May, 1963 had been passed on to the consumers. In a note the 



Ministry stated: "The amount refunded has not been passed on to the 
consumers. The Central Excise Act and Rules, 1944 as they stand do not 
provide for enforcing suoh refund to the consumen." 

1.28 The Committee enquired when protinules was considered a food 
item in 1963 how the Drugs Controller declared it as a medicinal item and 
reimbursable to Central Government employees in 1967. The Deputy 
Dru s Controller replied: "In 1967, the question was never referred to us. 
We a ave never given an opinion that it was a drug item. We have always 
held from the Drug Controller's point of view that this is a food item. The 
representative of the Directorate General of Health Services, however, added : 
"From the records I find that in 1967 the Assistant Director General of 
Health Services was consulted. We have here a list of inadmissible medi- 
cines and the case was referred to him for bringing these into the admissible 
category. From a perusal of the record I find that he declared this admissible 
in 1967." When asked whether a reference was made to the Drug Con- 
troller and whether his opinion was sought, the representative of the Direc- 
torate General of Health Services replied: "That is not available in the 
file." In a written note submitted subsequently the Ministry stated that 
"the then Assistant Director General (Medical) and the Drugs Controller 
(India) in the Directorate General of Health Services, New Delhi who had 
dealt with this case have since retired. It has, however, been found from 
the records available in the Directorate General of Health Services, New 
Delhi that the item 'Protinules was shown in the list of inadmissible medi- 
cines issued on 17-2-67. The decision was reach in July, 1967 to delete the 
item 'Protinules from the list of inadmissible medicines for the purpose of 
medical reimbursement. This decision was not taken in consultation with 
the Drugs Controller (India) in Directorate General 6f Health Services. 
However, it appears from the records of the Directorate General of Health 
Services that the item'Protinules' was made admissible on the basis that 
though the product contains proteins, carbohyderate and vitamins it has 
definite therapeutic value in certain disease conditions like malnu- 
trition, chronic diarrhoea, burns etc,. when prescribed by a doctor as a medi- 
cine. It is very difficult to categorise an item and to draw a definite line 
whether that item be treated as food or medicine, as certain products like 
predigested foods act as a medicine and are prescribed to patients in disease 
conditions." 

1.29 The Committee enquired how the decision taken in 1967 by the 
Assistant Director General (Medical) in the Directorate General of Health 
Services that protinules was admissible to Central Government employees, 
was reversed again in 1970. The representative of the DGHS replied 
during evidence: "Though it is primarily a food item, in certain conditions 
when protein is deficient (like liver enlargement and other cond.tions) it can . be given to the patient. But in the case of reimbursement, we have to look 
to the overall picture also. Moreover, it was also pointed out to us that it 
was being excised and was considered as a food item. We then reconi- 
dered the matter and we put it in the inadmissible category. Subsequently 
in a wrltten note the Ministry stated that 'the item'hotinules' was deleted the 
from list of inadmissible modicines in the year 1967 itself vide amendment 
No.1 bearing No. 41-1167-MG dated the 12th July, 1967. b 1970, when 



the Ministry of Finance forwarded a draft Audit para on  treatment of 'Pto- 
tinules' as a food item the opinion of the Drugs Controller was sought 
for." The opinion given by the Drug Controller on 16-3-70 and agreed to 
by the Ministry of Health is reproduced below: 

" 'Protinules' which is a protein-+arbohyderate vitamin food cannot 
be considered as a drug item. Patients, under c e r t a i ~  conditions, (where 
they are not able to digest normal food) may have to be prescribed the food 
supplement but this would not mean that the item should be considered 
a drug." 

1.30 The Committee desired to know the expenditure incurred on reim- 
bursement of cost of protinules to Central Government employees from 
September, 1967 to March, 1970. The Ministry stated in a note that "reim- 
bursement of cost of medicines is being allowed to the claimants by their 
respective administrative offices/departments. Only cases involving 
Clarifications of kchnical nature and relaxation of rules are referred to the 
Ministry of Health and Family Planning, Department of Health for necessary 
action. Hence the information pertaining to estimated cost of expenditure 
for reimbursement to the Government servants for 'Protinules' from S e p  
tember, 1967 to March, 1970 is not available." 

1.31 The Committee asked whether there was proper co-ordination bet- 
ween the Ministries of Finance and Health to avoid the manufacturer deri- 
ving double benefit by getting a product treated as food item not assessable 
to excise duty in the Ministry of Finance and also getting it included in the 
list of medicines reimbursable to Central Government employees in the 
Ministry of Health for increasing its sales. It was also pointed out that 
Audit para had gone to the Ministry long back and even now the facts had 
not been verified properly nor had the relevant references been gathered for 
proper examinatio~i by the Committee . The Secretary, Ministry of Finance 
said: "I accept this point that there has not been a proper examination 
of this case when it was received in the draft Audit para and thcre are many 
facts which are not clear and I am sorry that this situation has arisen ... l will 
g-t the files from the Ministry of Health and Drug Controller also .... I accept 
there is a mistake on our side .... It is the organisation which is at fault." 

1.32 The Committee referred to a letter dated 22nd March, 1963 written 
by the Drug Controller of India to the Central Excise Department in which 
he had stated that as the protinules product was similar to the other product 
(which had already been classified as food item and exempted from excise 
duty) the policy adopted for these two preparations should be same. They 
asked how 'cornplan' and 'protenex' were treated from time to time for the 
purpose of excise levy and reimbursement of cost of treatment to the Central 
Government employees. In a note the Ministry stated: "The list of in- . 
admissible medicines acts as a guideline to Authorised Medical attendants 
and Ministries/Departments. The levying of excise duty on a pasrticular 
product/item and the question of admissibility of that product to Central 
Government servants under the Central Services (Medical Attendance) Rules 
have different object in view. Ministry of Health are not concerned with 
the rules regarding excise levies. I t  may also be mentioned that such matters 



' as admissibility of a certain product as medicine for the prirposc 6f reim- 
bursarpent $o the Ccntral Government servants are considerad by t&le Corn- 
mittas qppoiated by the Director General Health Services,' * 

s .  & 

1.33 " 'Complan' is treated principally as a food product and as such is 
not allowed for reimbursement purposes since its introdu~tion in the market. 
It is not in thz list of inadmissible medicines. It is assessed to duty under 
Tariff item No.lB prepared and preserved food. Appealable order had been 
issued by the Assistant Collector in September, 1971 confirm in the above 
classification." (1 

1.34 "As far as Central Services (Medical Attendance) Rules are con- 
cerned, 'Protinex' was inadmissible in theoriginal list published in February, 
1967. it was made admiesible vide amendment No. 2 dated 23rd August, 
1968 and was made inadmissible again as it was a similar pepatation like 
'Protinules'. M/s ... (manufacturer) have represented on 8th November, 1971 
and 3rd December, 1971 to Directorate General of Health Services for making 
their product 'Protinex' admissible for reimbursement to the Central Govern- 
ment employees. 'Prontmex' is being assessed to duty as 'pqknt' or 
'Proprietary medicines' under Tariff item No. 14E. AG's Audit party, 
however. have raised query vide their letter dated 9-1 1-71 as to why the said 
product is not being assessed under Tariff item 1B. The matter is presently 
under examination by the Assistant Collector." 

1.35 The Committee find from the representation made by the manufac- 
turer of Protinex that they demand this produuct to be included in the list 
of admissible medicines to Central Governmcnt Employeeq on the ground 
that Government have already included in such list the 'Provitex' which is 
an identical product. 

1.36 The Committee regret to o h e  that &ere was la& d wadi- 
nation between the Central Excise Department mul the Ministry 4 H&h 
in the cladficatioo of the product 'Protiwles'. The prodpet wrrs tndal 
as patent and proprietory meaicine by the Ministry of Heal* and as 'foeP pro- 
duct' by the Excise Department. The product which was w i d d y  dul.ged 
to duty as medicine from April, 1%2 was on the representation from the liecase4 
dedded in March, 1963 to be essentially a food product and hence aot excisable 
after consulting tbe DNgs Controller (Ida). Am unount of Ra 1.68 la& 
collected as duty was refunded to this party. Subsequently in July, 1%7, 
the Director Caeml of Healtb Services deciW to treat it as a medicid 
prepadop eligible for reimbu9ement d r  Medical A + d m c e  Rules 
coMe to Central Goverpleest Servaats but witbeut cansultilg tbe Drugs Car- 
troller (India). The Ministry of kkdtb r e f e d  .the matter to tbt - 
Controller (India) only on receipt pt a draft Audit pn f m  the MiaSstry a€ 
Finonce when it was  decided not to treat this as drug. 'Ik failure of tbe Ministry 
of Health to cousult the Drugs ColltroUer (W) in $967 when 
the preparation was included in r e i m h b l e  list of medicioes, is regrettable. 
Tbe Cumnittee mggest W t  senw ~ocedyPe sLolJd be hid 4vwn w k & y  
opidons of tln Drsge Gmtrdlas an vuiolls 4)B4idnd )reprotior k er&s 
referred to by the Exrise DepubPeat are up& eroUrb% to tk DiMctor Gem4 
of H d t h  Services and vice versa so tht there is *formi@ h -t of 
products as drug or food products. 
7LSS172-2 



1.37 An unsatisfactory sspect of the caw is tlut tlrC mama&tmer 
received a r e f d  of Excise Duty ameunting to Rs. 1.68 lsktrs al(HLOISlOb b bad 
already passed on tbe barden of duty to consumers. Etscnhere ik thhs report tbe 
Committee have discussed the question of desirability of making refunds in such 
crets. lRe Osmraittee desire that at the least the Incorneta% authorities 
shauld be informed nbout the income of tbe mmfadurers in tbis regard. 

1.38 From the information given, the Committee understand t b t  the 
products dt .  Complan, Protinex and Provitex are being treated differently. 
Complan is being assessed to duty as preserved food under item lB, Protinex 
is assessed as medicine under item 14E. Audit had raised a point that Protinex 
a h  should bk awessed as preserved food u&r item IB. While Protinex is 
incluQed in the list of inadmissible medicines. Pnovitex is digible for reimburse- 
ment under the Medical Atteedunce Scheme. The Committee desire that the 
treataeet of these a d  similar other preparntims like Protiaulce botb for medical 
rdmlwmment nod for excise levy should be carefully examined. 

Short levy of duty on dispersed organic pigmeats 
Audit paragraph 

1.39 A factory was manufacturing dispersed oarbon black wed  
for textile printing. Thk was being assessed as "pigments. colours, pain~s 
and enamels, not otherwise specified". In September, 1964 the depart- 
ment decided that it should be assessed as 'd~spersed organlc pigments ordi- 
narily used for printing of textiles' at the higher rate of duty; but in Derem- 
bcr, 1964 this decision was reversed and assessment was made at the lower 
rate applkable to the original category. It was pointed out (July, 1967) 
that since the product was used in printing of textiles and similar product 
manufactured by another factory was being assessed as dispersed organic 
plgment, the assessment should be at the higher rate as decided in Septem- 
ber, 1964. Accepting this, orders were ~ssued by the department in Octo- 
W, 1967 .to as Ss such products as, dispersed olt$anic 
"ndl&*sessm"$onlraccount oP5nimrrect clarsificat~on of 
1st Mar&, 1964 t o  18th Octobef, 1967 h o u p t e d  to RS. 14.11.697. The 
M h h r y  have! stplttd in Febntary, 1970 that f"hl question whether or not 
dearand mlCl be rhised for the amount is under consideration of the dc- 
pamrnent.' *ill . 4  

[Paragraph 21 of Audit lY&@rt (Civil). 1970 on ~ & e n u e  Receipts.] 

I d 4 3  Acocard:ng to Audit ''ditipersed organic pigments ordinarily 
for the prioting of Wiles ,  were propod for assessment at Rs. 2.50 

pa Kg. By.ihtmdurr:ng a .separate sub-item in the Central Excise Tariff 
by the Finance Aot; 194%. Prior to this hey we* assessed to duty a6 'Paints 
and. Varnishes not otherwise spe&ied:" 

i '  J q  > 

' , The budget memorandum set out tfie object of tht  levy 9s' under:- 
< ., 

''CMain F)Ppes of dkiprso8 organic p~gments are k i n g  indnasingly 
u d  for m t l b  printing id pi&ce bf zlomf othkr o it. dyestuff which bear 
a Mgher inoidena of dwty (1 50/,4td wbrm). ;s"" he probosal will remove 
the: a-aly and rdIw *Id somobaddi t i~na~ revenue.'' ' 



1.41 In another case, according to Audit, a similar product was anal- 
ysed by the Chief Chemist and declared as organic pigment on the 9th March, 
1966. The Committee asked during evidence how this incorrect assessment 
was continued even after the receipt' of the Report of the Chief Chemist. The 
witness replied, "The Chief Chemists' report was re-test over the report given 
by the Chemical Examiner. In the first mstance, three products of company 
were tested. At that time the Deputy Chief Chemist, Bombay, certified them 
to be inorganic products falling under 41 l(5). On that basis the Assistant 
Collector first took the decision to assess under 41 l(5) (with lower rate d of duty). But  he made enquiries and found that this pro uct was also used 
for textile printing." To a question as to why, after he took a decision, 
he made enquiries, "the witness replied, "In respect of another product 
of another firm described differently, a sample was drawn and tested by the 
Chemical Examiner who certified it to he an organic product. Accordingly, 
assessment was made of it under 14 1 (4a) at the higher rate. They repres- 
enkd saying that a similar product of the other company (mentioned above) 
was being assessed at a lower rate under 14 I(5). This was the situation 
jn which a sample of latter company was sent for re-test to the Chief Che- 
mist by the Bombay Collectorate. The Board was not seized of the matter 
a t  all at that stage. The Chief Chemist on re-test confirmed the opinion 
of the Chemical Examiner with the result. so far as Bombay Collectorate 
was concerned, the Deputy Chief Chemists' opinion (given in the case of the 
products of the former company) was over-ruled. The Committee enqui- 
red why, when the Chief Chemist gave his opinion in March, 1966 , it took 
the Assistant Collector about one and a half year to issue demands in Octo- 
ber 1967. The Secretary to the Ministry replied, "Apparently the Assistant 
Collector attempted to reconcile the views of the Deputy Chief Chemist and 
the Chemical Examiner. There was a very sharpdifference of opinion between 
them. But when the audit para came (in July 1967) he immediately raised 
the demand (in October, 1967). The Committee asked what was the need 
.of reconciling the two different views of the Chemical Examiner and the 
Deputy Chief Chemist when the Chief Chemist had given his opinion 
which should have been final. I t  wois pointed out that "The Chief Chemist 
sent a copy of his report to the Deputy Chief Chemist at Bombay. The 
Deputy Chief Chemist then forwarded it to the Assistant Collector say- 
ing ' l  have given this opinion in regard to the other company. Rut the Chief 
Chemical Examiner has expressed his views in regard to a similar product." 
The Committee desired to know why. after receiving a clear cut techni- 
cal opinion from the Chief Chemist through the Deputy Chief Chemist, 
the Assistant Collector did not raise the Demand first and then start recon- 
ciliation, if at all necessary and why did he delay the raising of demand for 
another one and a half year. The Secretary replied, "I agree he should 
have followed that procedure immediately on getting the report of the Chief 
Chemist, he should have raised the demand and thereafter attempted the 
reconciliation." The Committee asked when the Assistant Collector re- 
ceived the findings of the Chief Examiner in March, 4966 and he wrote to 
the (latter) firm confirming the higher rate, why did he not raise a demand 
immediately for the differential duty. The Secretary replied, "Simultane- 
ously, he should have done that." " 

1.42 The Committee desired to know the amount that could have 
been collected had the demand been issued immediately receipt of the Chief 
Chemists' opinion in March, 1966. In a note the Ministry stated, "The 



Chief Chemists' opinion dated 9-3-66 was received by the Assistant Collec- 
tor on 14-3-66. Had action been immediately taken the demand could 
have been issued for the three months prior to 14-3-66 (i.e, for the period 
from 15-12-65 to 14-3-66). The demand for differential duty for the period 
from 18-7-67 to 17-10-67 had already been raised. The demand for the 
differential duty that could have been raised from 15-12-65 to 17-7-67 would 
have been Rs. 7.01.275.30 including the demand already issued for the period 
from 18-7-67 to 17-10-67, the total amount of differential duty from 15-12-65 
to 17-10-67 would have worked out to Rs. 8.26.437.54 including special 
excize duty." 

1.33. The Committee enquired what demands have been raised so 
far. The Secretary replied. "Two demands have been raised. one For Rs. 
1.25,W for the period 17th July (1967) to 16th October (1967) and other 
demand for Rs. 14 lakhs for the period prior to 17th July (1967). The 
party has objected and has filed an application". Subsequently the Com- 
mittee asked what was the present position of the demands raised. In a 
note the Ministry stated. "The . . . .demand for Rs. l,25,162.22 had been 
issued for the period from 18-7-67 to 17-10-67. The amount has not yet 
been realised. The party has preferred an appeal against the demand which 
is under consideration. No demand was issued for tht earlier period as 
the Branch Secretariat of Ministry of Law a t  Romhay opined that the de- 
mand for the earlier period would be time barred." 

1 44. The Committee enquired whether there were any other manu- 
facturer$ in the same as well as other Collectorates manufacturing similar 
products and ~f so. how were they assessed during the period 1964-67. 
The Ministry stated : "M/s.. ..in Poona Collectorate stated production 
of Printamar Rlack R in January. 1965. The item was classified under 
14-1 (4.4). The party protested against the classification. The Deputy Chiel' 
Chemikt reported that the sample was classifiable under Item No. l4-1(3). 
At the same time another product viz. Black Stainer ADC manufactured 
by the party was also tested by the Deputy Chief Chemist and was classi- 
fied under item No. 14-l(5). Accordingly both the products wereclassi- 
fied under Item 14-1(5k Subsequently on receipt of a Report from Assis- 
tant Collector, Central Excise. Bombay that the similar products were 
being classified under item 14-I(4A) in that Division. the items were re- 
classified under the sale Tariff item with effect from 15-1 1-1967." 

1.45. The Committee asked what action had been taken against the 
Assistant Collector. The Secretary replied, "His explanation has been called 
for the delay. It was done in October, 1970." When asked when his 
explanation was received and what action had been taken on that. the Sec- 
retary replied, "The information 1 have got here is that the explanation 
of th t  Assistant Collector has been forwarded to us. Rut the 
Collector of Bombay ha9 not been able to send his comments. I d o  
not think that was a satisfactory position. But this file had 
been called for by the Board last year (1970) a t  the time of 
the P.A.C. meeting (which was cancelled because of dissolution of the 
House). They should have returned the file to the Collector alongwith 
the other tmaterial fot taking further action." Subsequently the Committee 

asked wha was the present progress of the action taken or proposed to be 



taken. In .a note the Ministry stated that the "matter was under examina- 
tion." 

1.46, The Committee are perturbed over the lapses revealed in this 
m. Tbe dispersed Carbon Black orlnarily used for printing of textiles 
which was assessable to hi@r rate of duty from March, 1964 continued to 
be assessed as pigments colours, paints a d  enamels. Not otherwise specifjed 
at lower rate upto 18th October, 1967 resulting In an under assessment of 
Rs.14.12 Iakhs. Even after the Assistant Collector concerned received on the 
14th March, 1966 the final opinion of the Chief Chemist that the prodwt was 
an Organic pigment which over ruled the earlier opinion of Dy. Chief Chemist, 
the Assistant Collector did not take any action to raise a demand till the receipt 
of audit objection in July, 1967. The delay of 18 months in taking action re- 
sulted in raising the demand for only Rs. 1.25 lakhs from 18th July , l%7 to 
17 th October, 1%7. Had the Assistant Collector raised the demasds im- 
mediately after the receipt of the final report of the Chief Chemist on the 14th 
March, 1966, a sum of Rs. 7.01 lakhs more could have been recotered. The 
Committee note that the explanation of the Assistant Collector has been obtain- 
ed in October, 1970, but no further action has been taken as the file is stated 
to be lying with the Board for one year. Tbe Committee are unhappy orer the 
delay in taking action. They desire that the matter should be fmalised exprdi- 
tiously. 

Loss of Revenue due to incorrect assessment of unmanufactured 
tobacco 

Audit paragraph 

1.47. Unmanufactured tobacco, other than flue cured and not actually 
used in the manufacture of biris, is assessabk under tariff item 4 (1)-5(iv) 
at Rs. 1.75 per Kg  plus 20 per cent thereof as special excise duty. 1F such 
tobacco is used in the manufacture of biris it will be assessable at a higher 
rate viz. Rs. 2.50 (plus 20 per cent as special excise duty) under sub-item (6) 
of tariff item 4-1. In terms of an Explanation insertzd under tariff item 
4(1)(5), Government could by issuing a notification, s cify the varieties of 
tobacco which would attract higher rate of duty for t hP" eir use in the rnanu- 
facture of biris. Consequent on the deletion of this explanation with effcct 
from 1st March, 1968 the reassessment of tobacco, initially assessed at 
lower rates but used for manufacture of biris, became obligatory from that 
date. 

1.48. It was, however, noticed tbat no differential duty was charged 
on tobacco used in  the manufacture of biris on or after 1st March, 1968 
and they continued to bear the lower rates of central excise duty. The 
actual amount under assessed has yet to be intimated. 

[Paragraph 18 of C&AG's Report for 1969-70 on Revenue Receipts.] 

1.49. During the evidence, the Committee enquired as to how 'h: 
differential duty was collected. Tht witness stated, "It can be classified into 
three categories. One catogory of tobacco is meant for hookah and tbt= 
second category is meant for chewing purposes and the third categor. is 
meant for biris. The tobacco which is meant fo- chewing purposes that ' 



is not generally used for manufacture of biri and it is on this type of tobac- 
co that a lower rate of duty is paid. Sometimes it is used for manufacture 
of biri instead of being used for the purpose of hookah and chewing. We 
have to kmp a watch on these biri manufacturers in different areas and 
we find out from their stocks what sort of tobacco they are getting. It is 
now duty paid except in small quantities which move under sale notzs. 
Their premises are being continuously checked. Wc are able to find out 
whethtr there is any mixing going on." 

1.50. As far back as 1967, the Committee had, in their 2nd Report 
(Fourth Lok Sabha) (Pages 67-68) reported that omission to levy higher 
duty on tobacco cured in whole leaf form but used in the manufacture of 
birrs had resulted in a loss of revenue of Rs. 168 lakhs during the years 1963 
and 1964. During the evidence then (December, 1966) the ministry ad- 
mitted that in so far as operative part of the present item 4 (1) (5) was con- 
cerned, "the position was not fa1 from doubt" and that they "should 
hake taken the earliest opportunity to rectify legislation if it was not work- 
able." The Committee desired to know the procedure that was laid down 
to detect and levy duty on tobacco used for biris when the Government 
decided to delete thc 'Explanation' under T.I. 4 (1) (5) n2.e.J March 1968. 
The Ministry stated in a note: "Guidelines regarding the procedure for 
detection and levy of duty on tobacco used for biris were laid down in the 
instructions issued by the Ministry on the 5th Match, 1968 which itlter alia, 
enjoined them to keep a close watch on the tobacco used in the manufac- 
tur. of biris and initiate action in races where tobacco assessed at the lower 
rate, were actually used in the manufacture of biris." During the evidencc 
the witness explained, "When we deleted the 'Explanation' we never anti- 
cipated that there would be a large scale diversion because by and large tht 
taritr itself-even the physical form when it was framed- took into considera- 
tion the possible use and therefore while adopting the physical form we had 
framed i t  in such a way that the majority of what is really tobacco get ex- 
cluded automatically from sub item (5) and assessed under sub item (6) 
(of 4-1 of C. & E.Tariff ) ; nevertheless we envisaged the possibility of de- 
liberate curing of Tobacco in the whole form and getting it assessed at a 
lower rate and later divesting it for use as biris tobacco". The Secretary 
to the Ministry, however, stated, "ln this particular case, we made enqui- 
ries from the Collectors and they confirmed that there has beeh no loss of 
revenue and that the tobacco is not being used for thc purpose of making 
biris. Secondly. Sir. we addressed all Collectors and asked them to re- 
port whether there was any instance of such diversion for biris and all 
of them reported that there was no large scale diversion according to their 
knowledge; but they wanted that some procedure should be devised." 

1.51. Explaining the background of th' introduction of the new rule 
in Tariff, the Ministry stated in a note : "After the deletion of the 'Expla- 
nation' to the tariff item in 1968 budget the matter as to howa nd from whom 
the differential duty should be collected was examined in consultation with 
the Ministry of Law. In the absence of a specific rule to meet such a con- 
tingency it was decided to frame a new rule for levy of differtntial duty 
from th: actual users under Notification No. 180169 dated 12-7-1969 by 
inserting a new rule in Rule 40-A. Accordingly lower ratcd tobacco cleared 
at any time under item No. 4-l(5) of C.E. Tariff but actually used in the 



manufacture of bids or smoking mixture of cigarrettes etc. on or after 
12-7-69 attracts levy of differential duty under the said ,rulew. 

1.52. At the instance of the Commlttae the Ministry furnished a chrono- 
logical statement of action taken from the date of deletion of the 'expla- 
nation' under T.1.4(1) (5) riz. 1-3-1968 to the introduction of new rule 40A 
i n  July 1969 with explanation for the delay at each stage. 

1.53. From the aforesaid statement, it is, however. obscrved that it 
look the Ministry over 5 months to saek opinion from Collectors and appro- 
;~ch the Law Ministry with their proposals. When the Law Ministry did 
not agree with their proposals it tmk  the Ministry another 4 months to  
\end a draft notification to the Law Ministry. AAer it Has received back 
from the Ministry on 27-12-1968, the rcvieed drafi notification was sent 
to the Law Ministry on the 3rd June, 1969 after about 5 months during 
which the notification was pending for further discussion with the Chairman 
of the Board. 

1.54. During evidence the Secretary to the Ministry added: "The 
main issue has been finalised by December but thereafter. unfortunately, 
there was a delay". 

1.55. The Committee asked about the total loss of revenue in all the 
colkctorates in respect of tobacco used in manufixture of biris on or after 
1st March, 1968 till the introduction of new rule. The Ministry stated in 
their note, "Since there was no provision for rehasation of differential duty 
before 12-7-1969 no action could be taken far the earlier period and it was 
dko not practicable to ascertain the quantity of such tobacco actually 
L I W ~  in the manufacture of biris by licensees scattered in thousands all over 
ihe country." About the under-assessment after the 12th July 1969 when 
new rule (40-A) was notified the Ministry stated that "446 cases have been 
detected after the introduction of the rule, involving an amount ,af 
Rs. 79,873 out of which an amount of Rs. 36,843 hasso far been realised. 
Subsequently, however, the Ministry :stated that, "a further sum of 
Rs, (about) 12,000 has s ine  &en mlised leaving a baiance of Rs. 30,778 
yet tb be matisod." 

1.56. The Committee enquired how the diffi?ren&l duty was cake- 
teJ i s  cases of blending of lower rat& tobacco with higher duty mbem 
for manufacture of bicis. In a n w  tha M~niartry stated, "Ruk 40 (A) of 
the Central Excise Rules provides for rcl~o~a~y. of difkrantid duty Frlbin the 
actual users of the tobacco. Movement of duty-paid tobacco is regulated 
by transport documents in the form T.PJ. ot Sale Notes, as the cttse may 
be. These documents give full data& mglorrding the tariff item nuthber, 
the quantity of tobacco aad the rate of duty aatuaily paid. Dimtential 
duty tb qua* of lower rated tobacca useol in  'the manuFactum of 
biris either ~xclusiwly or in admixtune with higher llated tobacco i s  to be 
re-covered from the Mual umrs &o ths,exteat of the lower rated tobacco 
used therein". During evidrtPce tho witaces explained further, "Whenver 
we fmd that any var&y#f tobacoo which ha8 pdd the lowar rede, is My; 
mixed or bend& with bigbr rated ~~. we Mwc a &mand rfw And- 
ing auL this mixtvre and then wc release the demand. The h r l  diem- 



our preventive organisation does go round these biris manufacturing pm- 
mises, do lind out their stocks and other things and check their accounts." 

1.57. The c o p l m i ~  e~quired in how many cases penal provisions 
of this new rule (40-A) were invoked during the past two pa r s  and what 
was the amount of penalty reconred. The Ministry stated in a note, ''In 
34 cases provisions under Rule 40-A were invoked during the past two years. 
The amount of penalty imposed and realised is Rs.2451-." 

1.58. lnviting attention of the witness to the importance df tobwco 
i n  the country from the point of view of its revenue as weli as its foreign 
exchange earning ,capacity .the Committee asked whether there should not 
be a Commission,, to go into the pattern of excise duty on it. The wit- 
ness said, "On that point, I may mention that the Finance Minister 
announced the other day his decision to set up a Committee to go into 
the tobacco question in d e t d "  

1.59. The Committee drew attention to the following percentage of 
tobacco us-d in the manufacture of its various products as in 1968-$9 as 
reported in a leading journal: 

. . . . . . . . . . . .  Cigarettes 2 8 . 5 ; ;  
Biris . . . . . . . . . . .  29.5% 
Chewing. . . . . . . . . . . .  22U/, 

. . . . . . . . . . . .  Hookah 11 . I  :; 
Cigars & Choorths . . . . . . . . .  . 7 %  
Snuff . . . . . . . . . . . . .  I .9 7; 

The Committee asked whether this Rule 40-A provided satisfactory mach- 
inety to prevent diversion of tobacco for manufacture of biris. The Secre- 
tary to the Mimstiy stated: "the Committee which the Finance Minister 
has already announced to look into tobacco excise may look this point 
also. We will try and include (this ) as a special terms of reference." 

1.60. As far back as 1%7 the Committee had drawn the atteotion of tbe 
Government to a 1088 9 1 s .  468 lakbs in 1963 and 1964 dame as a W t  of 
omission to levy higher duty on tobacco cured in whole leaf form but used in manu- 
fad&e of Mris a d  Gavemuwent haB admitted then that the position was not 
fret f r a ~  doabt d they h a d  have takeh the earliest opptd ty  to rectify 
leghhtiaa if Y wa8 Uot wrL.We. The Cemmittee regret to mte tbrt Govern- 
m& did not rectify the pritton t#I Jdy, 1969, . -. 7- 

-I 1.61. An explurstion under F r a  Item No. 4(i)(S) was deleted w.e.f. 
 mud^, 1968 wiriMorrl mdting a dtmble paovlsion under tbe Ralts to levy Wer- 
ePtW Bwdy on the tobrcco uesred inltiallp at l e m  rate but nsel for manafac- 
hre ef MrLa, wbkh attracted h i g h  duty, on the plea that Qaverc~ncat did not 
addpate u y  luge sclle dhdon.  'Ibe mbteke wls r e d i d  and a aew RnJe ' 
49-A waa LPJerted to CQTW this d i v a d m  b.t only on 1% July, 1969 aome 15 
nwllPtk after the deledm of the exphnsdon. U6lataaatdy tbe loanr of revenue 
d e  tbe period. Mucb 1968 to 11th July, 1969 ooaM llet be rscertaiaed rs 
acambg to C o v ~  dwrc wrs no p~Wu&n fer a$stsment of differeatid 
duty prior to 1 W July, 1 9 6 9 d  it was not practicable 16 determine the qalllity 



of such tobacco adujrlly diverted to biri manufacturer by Iianaets scattered 
in thousands all over the country. The delay in inserting new Rde 40.A bas 
been admitted, It took for the Finance Ministry 5 months to seek opinion 
from the Collectoratesr and aaother 4 montbs to send a draft Notification to 
the Ministry of Law for vetti.g and BlnnUy this draft notikatjon was peuling 
with the Board for discussion with the Chairman for 4 months, the delay wbich 
is quite indefensible. The Committee need hardly stress the need to act with 
promptitude. 

1.62. The Committee find that due to the importance of tobacco from 
the point of its revenue as well as I t s  foreign exchange earning capacity Govern- 
ment hne decided to set up a Committee toso into tbc question of levy on tobacco 
in detail. The Ministry agreed to the suggestion during the course of evidence 
that the question whether present Rule &A is adequate to check diversion of 
tobacco for biri manufacture would also be referred to the Committee. It 
;is s$nificant to int out that according to an unofficial estimate, tobacco 
consumption in 1 r 68-69 for manufacture of biris constituted 29.5% of the total 
production in the country. The problem of evasion of excise duty on stocks 
.of tobacco diverted to biri making merits serious consideration. The Commit- 
tee bope that the proposed Committee will be set up soon. They would like 
to be informed of the findings of the Committee in due course. 

1.63. Io the meantime, the Committee hope tbat the new rule will be care- 
f d y  applied by tbe Collectom and loss of revenue avoided. 

1.64. Tbe Committee note tbat out of under asmmnmt of Rs. 79,873 
detected after. the introduction of Rule 40-A a sum of Ra 48,843 JIM been rea- 
Jised. Tbe Committee desire tbat efforts sbauld be made to relise the balrulce. 

Non-realisation of duty on stock deftdeocies 
Audit paragraplt 

1.65. According to rule 223-A of the Central Excise Rules, if any short- 
age is detected during the course of annual stock-taking of excisable goods 
in a factory, the owner of such goods shall be liable to pay thc full amount 
of duty chargeable on such goods as are found deficient and also a penalty 
which may extend to two thousand rupe.s. 

1.66. It was noticed in a Central excise collectorate that in respect of 
deficiencies found during stock verification conducted in a stecl plant during 
1965 to 1968, Central Excise duty amounting to Rs. 63,16,955 remained 
unrealised (March, 1970). 

Thc Ministry have stated (February, 1970) that adjudication proceed- 
ings have been instituted. 

[Paragraph 40 (iii) of Audit Report (Civil), 1970 on Revenue 
Receipts.] 

1.67. The Committee was informed by Audit that Durgapur Steel Plant 
was brought under Central Excise Control from 1962. Audit, in course of 



their inspection during 1965-66 stressed upon the recovery of duty but no  
steps h d  been taken by  Government. 

1.68. The Ccmmittee desired to have a statement regarding duty in- 
volved for deficienci-s for each of the yeam 1%5 to 1968. The Ministry 
furnished following information:- 
-. - - - - - - - - -- .-- -- - 

STEEL INGOTS STEEL PRODUCTS 

Q ~ Y .  Amount of Q ~ Y .  Amount of 
Year deteclcd duty involved detected duty involved 

short (Rs.1 short (Rs.1 
(MT) a (MT) 

1.69. The total amount of duty involved thus works out to 
Rs. 38,72,332.88 and not Rs. 63,16.955 as reported in the Audit para. 

1.70. The Committee desired to know the prosress made in adjudi- 
cation proceedings, the years and items in respect of which a d j u d i ~ t b n  
had been finalised so far and the duty realised. The Ministry stated m 
a note that, "Adjudication in respect of eight cases of Iron and Steel Pro- 
ducts as well as Steel Ingots for the years 1964-65 to 1967-68 have been 
finalised. The licensee has not deposited duty and has come up in appeal 
against the Collector's order-in-original". 

1.71. During evidence the Committee asked whether same procedure 
for stock verification was followed in the case of public as well as private 
sectors. The Secretary to the Ministry replied, "There has been some 
diffic~lty about the Durgapur Unit, but the proccduie to be followed is the 
same, and we admit this audit para." The Committee asked what was the 
difficulty experienced ? The Ministry stated that the "main difficulty . 
in Durgapur Steel Plant was the continuous labour trouble resultin in 
serious dislocation of work from tirnc to time. Moreover. in this L t ,  
different methods were being adopted to arrive at the weight of digrent 
products. This gave rise to variations during the annual stock taking." 
The Committee enquired about the position in this regard in Plants at Rour- 
kela and Rhilai. The Ministry stated, "No stock-taking could be attempted 
in the Bhilai Steel Plant for the fol1owir.g reasons:- 

(a) stocks were huge and spread over in various heaps and stocks 
at different sites and workshops; 

(b) manifold methods were adppted to arrive at the ,weight of differ- 
ent products; 



(c) the weight arrived at were theoretical as it was not possible t o  
actually weight the goods; 

(d) factory's programme of stock verification was spread over two 
months and a team of about 18 to 20 persons was engaged solely 
for this purpose; 

(e) in Rourkela Plant also similar difficulties were experienced.." 

1.72. The Committee asked what was the position in respect of pri- 
vate units. The Ministry stated, "In the TISCO Plant, the stock taking done 
in the past years revealed wide variations and the causes for the variations 
were similar to those obtaining in other steel plants. In Burnpur Plant 
also the position was similar." Finally, the Ministry stated that "Consi- 
dering the difficulties faced by almost all the Steel Plants in some form or 
the other, instructions have been issued on stock-taking in steel plants under 
Central Board of Excises & Customs, New Delhl's letter F. No. 1/73/70- 
CX-6 dated 12-4-71 ." 

1.73. The Committee are concerned to note that after bringing Darga- 
pur Steel Plant under excise control in 1962 Government have failed to recover 
so far Rs. 38.72 l akb  on account of shortages detected in onooal stock taking 
of excisable goods during 1%465 to 1967-68. The Committee have been in- 
formed that adjudication in respect of 8 cass of Iron & Steel products as well 
as steelingots for tbe year 1964-65 to 1967-68 have been Pnalised but the licensee 
has not deposited duty and has gone in appeal. The Committee desire tbat 
the remaining cases should be finalised expeditiomdy. 

1.74. While wide variations have been revealed on stock verikntien i3 
TISCO plant, no stock verification has k e n  attempted so far in Rourkela and 
Bhilai Plants. It is significant that tbere ba no syqteou~tic procedure evdved so 
for stock verification in respect of both poWc as well u private sector steel 
plants. The Committee, bowever, find that the Board have i d  ~WNC- 
tions on stock taking in steel in April, 1971. Tbe Committee hope that there 
would now be no difficulty in getting the stock verilhtion done in public a d  
private sector plants. The Committee would like Government to keep this 
matter onder constant watch and report the results to the Committee. 

Clearance of duty free samples In excess of 5 per cent of duty paid patent 
or proprietary medicines 

1.75. Aaording to a notification issued by Government of India in 
April. 1961 clinical samples issued by any manufacturer of patent or proprie- 
tary medicines were exempt from the whole of the duty of excise leviable 
thereon provided such clearances were limited to a quantity no$ exceeding 
five per cent by value of the total dqty paid clearances of medicines during 
the preceding month. Thr restriction of five per cent limit was not cor- 
rectly applied in the following case. 

1.76. A principal manufacturer of atent or proprietary medicines 
was clearing duty-free samples of his me t icines by reckoning the duty-paid 



clearances of patent or proprietary medicines manufactured on his behalf 
by a loan-licensee as his own. Under the Finance k t ,  1964 the term 'manu- 
facturer' was amplified to includz not only a person who employed hired 
labour in the production or manufacture of excisable goods but also any per- 
son engaged in production of manufacture on his own account. The 
loan-licensees were, therefore, to be treated as manufacturers, requiring 
separate Central Excise licences and thc. clearance of 5 percent duty-free 
clinical samples in their behalf had to be regulated separately with reference 
to theduty-paid clearances of medicines manufactu~d by them individually 
during the preceding rnol*, The duty-paid clearances accountable to 
the loan-licensees was not to be added to the duty-paid clearances of the 
primipal manufacturer for regulating the clearances of 5 per cent clinical 
samples of the latter. The principal manufacturer cleared samples valued 
at Rs. 11,15,650 from November, 1966 to December, 1968 in  excess of the 
permissible limit. The loss of revenue amounted to Rs. 83,531. The 
Ministry have stated that loan-licensees were brought under Central Excise 
licensing purvlew with effect from the 18th October, 1968. 

IParagraph 22 (i) of Audit Report .(Civil), 1970 on Revenue Receipts.] 

1.77. During the evidcnce the Cornmi- enquired whether the pro- 
d u c e  had been revised. The Secretary stated that "after considering the 
Law Ministry's advice, revised instruction\ were issued by  he Board In 
October, 1968 about the question of loan licensee." To a question whether 
instructions were now being followed correctly, the witness said, "lnstruc- 
tions have been issued and the conect procedure is now being followed." 
The Committee asked why it took more than 4; years to determine the Cen- 
tral Excise status of loan licensee. In a note the Minist~y stated, "In 
the ysar 1968 whik reviewing the p i t i o n  with t b  Ministry of Law. in an- 
other case, it came to light that loUl licansees were le@ly to be construed 
as manufacturers and the concessions which are being given to principal 
manufacturers regarding clearance of samples etc. could also be given to 
them. Accordingly, earlier instructions were revised and the loan licensees 
were brought under Central Excise Control with effect from 18-10-1968". 

1.78. The Committee desired to know about the total amount of re- 
venue foregone by Government due to exclusion of loan licensees from 
licensing purvipw during these 42 years. The Ministry stated, "The total 
amount of revenue foregone by government due to exclusion of loan licen- 
sees from licensing purview during 46 years as reported by the Collectorc 
(except C.C.E. Delhi, Bombay and one Division in Baroda Collectorate) 
is Rs. 1,86,292-58 paise. The C.C.E. Bombay has, however, reported that 
revenue loss on account of licence fees from 1964 to 1967 would amount 
to  Rs. 9,300 and revenue loss on account of clearance on duty free sample 
in excess of 5% quota for the period from Nov., 1%6 to December. 1968 
would amount to Rs. 1,38,562. He has, however, stated that the figures 
for the earlier period are not available." 

1.79. The Committee asked whether the loan licensees of patent and 
proprietary medicines have been brought under licensing control and if so. 
from what date and whether Government have reviewed the effect of the 
revised definition of manufacturer on other commodities. The Ministry 



replied, "Yes. All the loan licensees of P or P medicines have been brought 
under licensing control. No spt(;ial review has been initiated to assess the 
effect of the revised definition of manufadtore on other commodities." 
I t  is observed from the details furnished that after issuing the clear insttuc- 
tions in October, 1968, many loan licensees were brought under licensing 
control in 1969, 1970 and some were brought under its purview as late as 
in  December, 1971. 

1.80. Tbe Committee consider it unfortunate that inspite of a dear pp- 
vision introduced by Finance Act, 1964 amplifying the term 'rn~ufactuikm' 
to include not only any person who employed hired labours in the produdoe or 
manufacture of excisable goods bat also tay person engaged in production 
or manufacture on bis own mecount: loan liceaeeerr were not treated as mum- 
facturers by the Central Excise Deprrtmeat requiring separate 124Eases- 
The mistake was fond  oaly when the Law Ministry gave r ruling in 1968. 
The result was that tbe duty paid clearances accountable to loan licensee were 
added to the duty paid ckarances of the principal mmufacturer for re@* 
ting the clearance of 5% clinical samples of the latter. The total toss of re- 
wenue on this account amounted to Rs. 3.34 laths. The Committee mote that 
Government bave now revised their earlier instructions and brought the loan 
licensees of Petrol Proprietary medicines under Licensing Control w.e.f. 18th 
October. 1%8. From the dab furaishtd to the Committee tbey find that 
loan licensees have been brought under licensing control by the cdlectors 
during the per-iod from 1968 to 1971. The Committee hope that nooe of the 
loan manufacturer is now left out of excise control. 

1.81. The Committee have been informed that Government bave not SO 
far reviewed tbe effect of the revised definition of the manufacturer on con+ 
modities other than patent and proprietary medicines. They would suggest 
that Government should consider whether there is need to uiuiertake m h  
a review. 

Irregularities in the Personal Ledger Acconnt 

1.82. Para 97 of the Basic Manual of Departmental Instructions 
on Excisable Manufactured products permits the operating of an account 
current with the Collector of Central Excise by any manufacturer of ex- 
cisable goods. The amount credited b ~ t h e  manufacturer is directly credited 
to the head "[I Union Excise Duties". The final witwrawal from the 
account current would arise only when the account current is closed, due 
to closure of the factory or, if the factory is exempted, from payment of 
duty on the excisable products. However, in a Collectorate withdrawals 
from Personal Ledger Accounts aggregating to Rs. 90,000 were allowed in 
two cases by debiting the payments to the head "11-Union Excise Duti:s- 
Deduct Refunds" which was unauthorised. 

[Paragraph 28 GI) (a) of Comptroller and Auditor General Report 
for 1969-70 on Revenue Receipts.] 

1.83. The Committeeenquired during tbe evidence why the withdrawals 
were allowed from the personal Ledger Account. The Secretary to the 



Ministry replied : "There has been no loss of revenue. In this case a 
party puts certain money for Wing adjusted from time +o time according 
to the dues that may arise against him. Either his production falk or some- 
thing happens and the money becam excess deposit. The withdrawal 
should .be governsd by the normal financial rule because after all the money 
is still his. Though it has been placed in the personal ledger account of 
the Collector of Central Excise, it has not been adjusted against demands 
due from him. It is not yet a demand on him, it is not money which has 
bi=en,assessed as due from him." When asked on what grounds this money 
was refunded, the witness stated that "In one case it was financial strin- 
gency, in other case they built a bigger factory and they waded to hans- 
fer it." The Committee enquired whether there were any other bimilar 
cases in other Collectorates where money had been refunded from Personal 
Ledger Account. The Ministry stated in a note that '"here were two simi- 
lar cases in Baroda and Delhi". From the said note it appears that in  
Baroda a party was dlowed withdrawal of Rs. 5040 out of Rs. 5,583.12 
a t  their credit in the P.L. Account, and in Delhi anofher party was allowed 
withdrawal OF Rs. 57,100 from Rs. 57,751.37 as bdance in their Pe~sonal 
Ledger Acoount. 

1.84. The Committee desired to know the revenue in the Budget 
month as compared to other months. The Ministry furnished following 
figures : 
----- --- 

Year Revenue roali- Average mon- 
sed in March thlv realisation 
ending with foi the prwd-  

ing eleven 
, ~ months 

. _ -_.- - - 
1 2 3 

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

(Crores Rs.) (Crores Rs.) 
3968-69 . at,. , ,+ . . . . . .  118.64 109.82 
1969-70 . . . . . . . .  130.32 126.72 
1970-71 . . . . . . . .  159.11 147.59 

~ ..... .. 

1.85. The Committee enquired whether the credits in P.L.As in the 
budget months wcre unusually heavy. The Ministry replied in a note t h a ~  
"it is not possible to state whether ~redi ts  to Personal Ledger Accounts 
in the Budget months are un-usually heavy generally unless detailed scru- 
tiny of all Personal Ledger Accounts is made. It may take some time 
before the infortnation is available from the Collectorates who would have 
t~ examine a large number of P.L.As." 

1.86. The Committee askad whether it would not be desirable to regu- 
late credits so as to limit the amount to probable clearance for a fortnight 
or so. In a note the Ministry replied, "Rule 173-G(i) requires an asseswe 
to keep the balance in his account cnrrent sufficient amount to cover duty 
on the goods intended to be removed at any time. Apart from the fact 
that regulating deposits in 'Personal Ledger Accounts may ,not serve any 
uwful purpose so far as the 'Department is concerned, it would not also be 



possible to impose any restrictions on the amount to be credited in the Per- 
sonal Ledger Accounts a6 in respect of certain commodities like air-condi- 
tioners, fans, electlic heaters, etc.; the demand being seasonal, during cer- 
tain months there are likely to be comparatively heavy clearances. Even 
otherwise, the clearances normally depmd on the supply and demand posi- 
tion and manufacturers have to cltar the goods at short notice. Restric- 
tions on the amount that could be deposited in the Personal Ledger Accounts 
would, therefore, tend to hamper smooth clearance of goods." 

1.87. The Committee find that in these two cases withdrawals from the 
Personal Ledger Account of Assessees were allowed by Government on the 
ground of financial stringency and transfer of funds for building another fac- 
tory. As deposits made in the Personal Ledger Accounts are credited to 
Government account, withdrawals therefrom, if at all necessary, can be per- 
mitted only after making suitable provision in the Rules. 

Results of Test Audit in General 
Audit Paragraph 

1.88. A test audit of the records maintained in the offices of the Chief 
Accounts Officers of the Central Excise Collectorates and in the Range 
Offices revealed the following types of irregularities involving under assess- 
ments and loss of revenue during the years 1968-69 and 1969-70. 

(Amount in lakhs of rupees) 

1968-69 1969-70 
- - - - - - - -- - - - - - -- -- 

Under assessment 
(I) O ~ I S S I O ~  of levy duty . . . 2 07 0 96 

(11) Incorrect class~ficatron and apphcatron of In- 
corract rates of duty . . 56 07 1 80 

(111) Incorrect determinatron of assessable value . 2 I8 1.72 
(iv) Irregular exemptions and concessions . . 62.42 1.71 
(v) Irregular and unauthorised refund . . . 25.03 4 .07  

(vi) Other omissions or failures . . . . 82.94 39.03 

1.89. With effect from August, 1969, the system of assessment and 
collection under self removal procedure was extended to all commodities 
other than unmanufactured tobacco. The commodities coming under 
the Central Excise levy for the first time in the Finance Act, 1970 were asses- 
sed as per normal procedure. 

[Para 19 of Audit Report (Civil), 1970 on Revenue Receipts. Para 17 
of CBrAG's Report for 1969-70 on Revenue Receipts]. 

1.90. The Committee enquired about the system of internal audit 
obtaining in Central Excise Department. In a note the Ministry stated as 
under : 

"The %ope of Internal Audit is confined mainly to text audit of re- 
venue accounts. For this purpose, the duties of Audit Parties 



hav.: been optlined in standard schedules drawn up commodity- 
wise. Apart from seeing that the provision of Central Excise 
Act, Rules and Notifications and Boards, and Collectors ruling, 
orders are properly implemented, th,e Internal Audit has also 
to examine and comment upon the correctness, validity and lep-  
lity of any ruling or instructions issued by the Collector, B w d  
or the Government. All matters, including loopholes in the Rules 
or in any exemption Notification. or procedural Instructions 
which need to be plugged so as to prevent any possible evasion or 
unintended benefit, are required to be brought to the notice of 
the Collector, and if necessary through him to the Board, for re- 
medial action. A half yearly programme of work is prepawl 
in December and June every year detailing the formations to be 
taken up for audit month by month. While preparing the pro- 
gramme, the prescribed frequency of audit of various formations 
i.e. MOR s once i n  2 years and isolated ranges once in 3 years is 
kept in view. The AC (Audit) has to ensure that the audit parties 
adhere to the schedule of work. All draft audit reports are per- 
sonally studied by the AC and issued under his signatures. Seri- 
ous irregularities including those having vigilance anglc are 
brought to the notice of the Collector by AC (Audit) for necessary 
action. The Asstt. Collector (Audit) is also responsible for watch- 
ing the receipt. disposal and pendency of all audit notes relating 
to revenue receipts, ceceived from the Accountant General's audit 
parties. For this purpose. apart from looking into the objections 
at his personal level, he, under the dlrect and personal supervision 
of the Collector. coordinates and pursues the various points with 
the concerned officers of the Collectoratc to enwre their expedi- 
tious disposal." 

1.91. The Committee asked what are the percentage of audit checks 
prescribed in  internal audit for various levels of officers. The Ministry 
stated : 

"The main duties of internal audit parties after the introduction of 
Self Removal Procedure are:- 

(i) audit of factories and ranges under physical control system 
(unmanufactured tobacco); 

(ii) test audit of work of Inspection Groups in respect of select- 
ed factories; 

(iii) dealing with major defects arising out of reporta,of Inspection 
groups ; 

(iv) Looking into reports of concurrent audit parties of Accoun- 
tant general. 

1.92. The ipternal audit parties are required to carry out checks in 
accordance with the general guide lines laid down in the Audit Manual. 
They are required to audit, if desired by Collector, factories where important 
ddects/irregularities have been brought to light by Inspection Groups and 
where found necessary in regard to any important issue, they are required to 



conduet a full inspection. Examiners of Accounts are also required to re- 
audit at least 24 % documents/ entries checked by the Audit parties while 
Assistant Collector (Audit) is required to carry out recheck ranging from 
1 % to 24% depending upon the importance of the units visi@d. 

1.93. The Committee asked whether internal audit looked into the 
undermen~ioned cases reported in Audit Report (Civil) Revenue Receipts, 
1970 prior to the audit by C.A.Ss party and if so were the mistakes found by 

When the dimensions of the sieve in use was not tested by the 
Department (para 20 of Audit Report); 
when the Assistant Collector changed his decision regarding correct 
classific3tion of dispersed pigments (Para 21 of Audit Report) ; 
when the excisable medicinal products were cleared as non-ex- 
cisahle (Para 24 of Audit Report); 
when the manufacturer was deducting in his own way appreciable 
quantities of yarn from monthly production of cotton yarn every 
month on account of dryage during the period from 1961 to 1967 
(Para 404 of Audit Report); and 
when revenue amounting to Rs. 0.98 lakhs was lost due to opera- 
tion of time bar (para 29 of C.AGs Report for 1969-70 on Reve- 
nue Receipts). 

1.94. The Ministry stated as under: 
(i) The unit was inspected by the Internal Audit Party of the Collect- 

orate Headquarters - but they did not raise any doubt about the 
dimensions of the sieve. 

(ii) The internal audit party audited the records of the factory in 1966 
but they did not go into this case presumably because the decision 
of the Assistant Collector to classify the product under item 14-1 
(5 ) ,  on the basis of which assessments were being made during 
the per:od, was taken up after study of authoritative works on the 
subject and was supported by Deputy Chief Chemists report. 
The internal Audit party again audited the records of the factory 
in November, 1968. The matter being subjudice and review of 
other units in  the Collectorate being already completed by the 
Assistant Collector no further action by the Internal Audit party 
seems to have bmn considered necessary. 

(iii) Internal audit party audited records in August, 1965. Mistakes 
pointed out in Audit Para were not found by Internal audit party. 

(iv) No. 
(v) None of the case was detected by lnternal Audit parties. 

1.95. At the instance of the Committee the Ministry furnished a classi- 
fied statement showing the nature and type of mistakes pointed out 
by internal audit, demands raised and recovered year-wise during 

7LSS172.-3. 



the three years 1%6-67 to 1968-69. An abstract of the statement 
is given below : 

.. - .  ---- -- 
Ycar No. of Amount No. of Amolmt. 

demands involved demands rcaliscd 
raised realixd 

1 2 3 4 5 

1966-67 . . . . . 1621 10.97,478 753 4,21,157 
1967-68 . . . . . 2574 72.78,636 892 15,39,444 
1968-69 . . . . . 1976 88,63,594 653 8.07,911 

- --- - - -  - - - . 

1.96. The nature and type of mktakes pointed out are as under: 

Short assessment. 
lncorrect valuat-on and classification of goods. 
Procedural irregularities. 
Wrong interpretation of law, notification and cxccutive orders or 
instructions. 
Short accountal of production of excisable goods. 
Erroneous sanction of refunds. 
Incorrect credits afforded i n  R.C. -33 on returned goods. 
Short realisation of duty against lobs cases. 
Shorl recovzry o f  licence fees. 

1.97. From the aforesaid statement i t  i i  observed that the demands 
realised are considerably lower than the demands raised in all the ycars. 
The Committee asked the reasons thercror. The Min:stry stated as under: 

"The information relating to dc~nand raised and realkcd was collected 
from the various Collec!ors for the specific purpose of furnishing it 
to the PAC. Precise reasons for the widc variation between the 
demands raised and realiscd In the cases ic question. were not 
furnished by the Collectors and are not rcadily available. This 
difference can be generally due to the fo!lowlng factors:- 

(1) Demands were generally bein3 issued on the bask of the 
observations made by the Audit. Concerned parties have the 
right to represent against the demand to the Assistant Collec- 
tor. In some cases, the Assistant Collector might have found 
that the demand was untenable and consequently ordercd 
its withdrawal. 

(2) In those cases where the Assistant Collector had upheld the de- 
mand, the Party could hzve recourse to Appeal and Revision 
Petition and in the event of the ordcr in appea and revision 



being in favour of the Party, the damknd~wsuld have been 
dropped. A number of the demands raked may be time- 

' barred, though otherulnise justified and hence these might have 
been withdrawn on appeal. 

(3) Since the procedure relating to appeal and revision petition is 
necessarily time consuming, sbme of the demands might 
have been pending only for want of final decision. 

(4) In some cases the party being aggrieved by the Departmental 
decision, might have approached the Courts of Law. En- 
forcements of such demands hate to pend till the decisian of 
the Courts. 

(5) ~ & n e  trmes the party does not have the resources to pay up 
the amount nor can the amount be recovered by attachment of 
the excisable goods belonging to him. In such cases, certi- 
ficate actjon is taken under Section I1 of the Central Excise 
and ?ah Acl, 1941 requesting the Rcvenue Authorities of the 
State to realise the amount as arrears of land revenue. 
The State Revenue Authorities have their own difficulties 
in effecting the recovery with the result rhat the demand 
remains unrealked for very long period." 

1.98. The Committee find that during the year 1969-70 as a result of 
mistakes pointed out by internal audit the Excise Department raised demands 
amounting to Rs. 88,63,594 as against Rs. 72,78,636 in 1967-68 and Rs. 10,!H,- 
478 in 1966-67. But the recoveries made by the Department against these 
demands are not encouraging. Out of the demands amounting to Rs. 88,- 
63,594 raised during 1968-69. the amount realised is only Rs, 8,07,992. The 
Committee desire that necessary efforts should be made by the Department to 
recover expeditiously the amount under-assessed. 

1.99. With the introduction of Self Removal Procedure the Cammittee 
feel that the responsibilities of the lnternal Audit Department to cheek irreg3la- 
rities have become greater. The Committee suggest that it should be carefully 
examined by the Central Roard of Excise & Cuslcms to what extent the 
Internal Audit Department should be strengthened so that it should be more 
effective, in preventing loss of revenue to the Exchequer. 

Imss of revenue due to belated revision of assessable Value 

A udit paragraph 

1.100. According to tariff item 29 A refrigrating and air conditioning 
appliances and machinery are assessable to Central excise duty with reference 
to their value, Section 4 of the Central Excise Act provides infer alia that the 
value shall be deemed to be the wholesale cash price for which an article of 
like kind and quality is sold in the nearest wholesale market. According to 
departmental instructions, the price paid by the sole selling agent to the manu- 
facturer would not be acceptable as assessable value. 



1.101. A O m  ~laasrufaaturing room air oonditioners declared (April, 
1962) the price chargad by it to its sole selling agent as the value for levy of 
Csntral excise duty. ,which was approved by the department (May 1962). 
Subsequently, on verification the-department found that the sole sellingagent 
was selling the air conditioners in the nearest wholesale market at higher 
prices and raised supplementary demands for Rs. 1.40.332 in March, 1966 
towards differential duty on the air conditioners cleared during April, 1964 
to May, 1965. On an appeal by the firm, the High Court held that the de- 
mands could not be enforced as they had been raised more than three months 
after the date on which the duty was or;e,inally paid and were thus time 
barred under Rule 10 of the Central Excise Rules, 1944, Accordingly the 
demands were withdrawn. Rs. 7.033 collected from the firm earlier in res- 
pect of two other similar demands for the period April, 1962 to November. 
1962 had also to be refunded. The loss of revenue of Rs. 1.47 lakhs could 
have been avoided, had the department ascertained the wholesale price of the 
air conditioners before accepting the value declared by the firm. 

[Paragraph 38 of Audit Repcrt (Civil). 1970 on Revenue Receipts.] 

1.102. The Committee asked how the prices of the room air conditioners 
were intially approved contrary to Rules. The Ministry stated. "The Assis 
tant Collector (Hyderabad) did not suspect correctness of the prices declared 
by the manufacturer and approved the price list. He, however, simultane- 
oulsy asked the Range Officer to get the price structure and market struc- 
ture verified. This being the first price list submitted by the manufacturer. 
the Assistant Collector could have got the prices verified before according the 
approval." The Committee then asked when the Assistant Collector in 
Bombay was asked to verify the prices and when the report was received 
from him. From the note furnished by the Miriistry it is observed that the 
Collector/Assistant Collector, Bombay was asked to verify priceslinvoices 
in three cases on 16-5-1962. 28-3-1963 and 29-3-1965 and he sent the report of 
ver~fication on 19-9- 1962. 28-7-1963 and 12-4- 1966. 

1.103. According to Audit the factnry concerned resisted in this case 
to have provisional assessments when told in November. 1963. The Committee 
asked whether the matter was brought to the notice of the Roard for re- 
medial measures. The Ministry state that the matter was "not brought" 
to their notice. 

1.104. The Committee also learnt from Audit that the party concerned 
had been persirtantly not cooperating with the Department in giving complete 
information for verification of prices. They asked as to what alterratives 
were open to Government in such a sjtuation. The Mirlistry stated in their 
note: 

"With &he amendment of Rule 173 C vide notification No. 175171 dated 
25th September, 1971, the goods can be cleared only after approval 
of price lists by the proper officer. In case the proper officer is of 
the opinion that on account of inquiry to be made in the matter or  
any other reasons to be recorded in writing, there is likely to be delay 
in according the approval, he is required, on a written request 
made by assessees to allow assessee to avail of the procedure under 



Rule Y (B) for provisinrl a68c89sMnt of goods. Thus if thC 
assewe does not wopeaatcl he will not be abk to cleaqhis poods." 

1.105. Tbe Colnndttee mgr& to note a loas of reveaue noousting to 
Ra 1.47 hlcb on ntm md r l t L c o a d i  apphnces mmsmbte to 
excise iluty wkh refccceoce to their vdme, dw to incorrect .pclovd of pkas 
initially and inordilute &lay in follow-up to verfiy prices. Tbc 
Assedtg OJiicer in this case approved in fiy, 1962 the prkm durgod by tbe 
manufact';uw to its mk selling .gent as tbe d u e  fnr rrseeslacat witbut v d -  
fying tbe achul sale price io the wholearle market. WMle the Committee rro6c 
that he simult.neously asked the R a w  O%lcers to get the market rtroeFuro a d  
price structure verified, the Committee feel that jmndirrg such vertfleatlap the 
Assessing oflicer b u l d  bave d e  pvisieRIJ assaEwnt. Tbe faHure ot thc 
Assessing Ofier is repreheoefble. 

1.106. The Committoe are surprised that it took four yeam for the Assess- 
ing OfRcer to fix tbe price. Tbe Committee have already suggested eke- 
where in this Report that some time limit should be prescribed for fixing of grC 
ces. The Committee suggest that responsibility may be fixed for lapses t b t  
occured in this case. 

1.107. Tbe Committee understand that the party bad been adopting Ma- 
tory tactics in this caw in giving infomation about tbe price to the Asccssimg 
Officer. The Committee would like the Board to examine whether pry action 
can be taken against snch parties. 

1.108. Electrical steel sheets are different from ordinary steel sheets 
and are liable to central excise duty at the tariff rate instead of at the conce- 
ssional rate laid down for the ordinary steel sheets. In a collectoratc, the 
electrical sheets were, however, assessed at the concessional rate during the 
period from 17th May, 1962 to 30th September, 1962. On realising the 
m~stake the department raised demands for Rs. 1,44,287 on 9th Novcmber, 
1962 for the entire period and the amount was recovered in full in May, 1963. 

1.109. The Government of India, on revision'application by the party. 
confirmed i n  June, 1966 the levy of duty at the tariff rate but an amount 
Rs.l,44.082 was refunded as the prescribed time limit for raising the demand 
was over. 

(Para 37 of AuditReport (Civil) 1970 on Revenue Receipts) 

1.1 10. The Committee asked when the Board came to know of the 
incorrect assessment. The Ministry replied: 

"30-7-1972". The Committee asked about the reasons for issuing clari- 
ficatio~l on 268-1962. The Ministry stated that "One of the import- 
ers of such sheets represenfed that whereas the excise duty on 
Electrical sheets was charged at the specific rates. countervailing 
duty was being charged on ad valorem basis. The correct position 
was. therefore, clarified on 20-8-1962". 

1.1 11. The Committee asked why no demand was issued immediately on 
receipt of Board's instructions dated 20-8-1962. The Ministry stated, 



"On receipt of the bard 's  instructions the Deputy Superintendent concerned 
immediately advisad the factory to pay duty at 74 %. The factory objected 
to the decision and asked for a copy of the relevant notification. The demand 
on the goods already o l d  was issued~'(m9-91-62, imm&iately after the 
necessary data were gathered." The W m i t t e e  askeid why bovisionak 
assessment mas not made at least from the date of receipt of B~pk-d*'s order, 
if there had been any doubt. The Ministry replied: "On the $obds already 
&ared,qsessment at @he ltifier rate could be made only by rais~ng demands, 
for which purpomthe lodal officer #aired for the fuildata till 9-11-1962". 
When askd as to what wowM have been the amount'of loss of revenue if 
demand had been issued on 248.1962 whent he Deputy Superintendent came 
to the conclusi6n tlwt the jKoduct shodd bk assessed at higher rates. the 
Ministry replied: "the amount of loss. of rwenue ad a consequence of the 
demand not having been issued on 24-8-1962 is Rs. 17.528.31". 

1.112. This  cesc is indicatlve of defect'ive drafting of notifications 
Way in raisig f demands which cost tbe Public Exchewer Rs. 1.44 lakhs. 
electrical steel 9 hkets to be chaqged at Tariff rate were charged concessional 
rnte laid down Por ordinary steel sheets from 17th May to 30th September,. 
1962 res.dting in under-assessment of Rs. 1.41 lakhs in a collectorate. Tbe 
mistake was notified by the Board only on the representation made about levy 
of coontervajling daty by another manufacturer and a clarification wns issued on 
the 20th August, 1962. The Committee have already suggested in para 1.209 
of their 111th Report (Fourth Lok Sabhnl that Govarnment should ensure that 
the notifications precisely translate Government's intention. 

I 
1.113. The Stlperintendent concerned who received the clarification on 

the 24th August, 1962 raised the demands only on 9th November, 1962 taking 
about 3 months to collect data. Had he raised the demands immediately on 
receipt of clarification the duty amounting to Rs. 17,528.21 only for the period 
from 17th to 24th May, 1962 would have been lost instead of Rs. 1.44 lakhs for 
the period 17th May to 9th August, 1962 which was refunded by Government in 
in June, 1966 on account of time bar, on a revision petition preferred by the party- 
The Committee hope that such costly delays will be avoided in future and the 
officers responsible far these lapses will be dealt with suitably. 

Incorrect determination of asses..able value 
Audit Paragraph 

f.114. Ctntral Excise duty on glass and glassware fallrng under tarifl' 
item 23-A of the Cental Excise Tariff Schedule is charged on the basis of 
value. According to instructions of the Central Board of Revenue issued 
in April, 1963 and September, 1963, if goods awxsable on the basis of value 
are not marketed but are consumed by the manufacturer the assessable value 
for purposes of assessement should exhibit the total cost of poduction and 
that cost should also include a suitable margin of profit. 

1.1 15. A glass factory in a collectorate started producing bottlds for 
its own use in Septembx, 1965. The assessable value of bottles did not in- 
clude all the elements of total cost of production and suitable addition for 
margin of profit w b  not made to arrive at the assessable value. 



I .  116. On k i n g  pbiatad a t  k audit ia November, 1968 the statement 
of' cost of productian of the manufactwar was revised in SeptMabet, 1969 
and in January, 1970 demand k r  cemal exoibe duty af Rs. 76,842 w a s  raised 
by the Department to cover the differenaial duty for 1%7-68. 

[Para 25 of C.&AGqs ~ e ~ o ; t  for 1969-70 on Revehue Receipts]. 

1.1 17. The Committee enquired why the wllectorate did not t a b  into 
consideration the instructions issued by the Board in 1963 for the addition of 
profit margin in the cost of production for determining th: value for purposes 
of assessment. The Ministry replied in a note: "The assessments in this 
case, for all the items had been made at the beginning on the basis of the whole- 
sale price of similar goods produced by other manufacturers. When a 
statement of cost of production indicating prime cost and debit price as 
received, assPssments were made on the basis of debit price which was mote 
than thr cost price. On receipt of the audit objection. the statement of cost 
of production was called for and the question of addition of the margin of 
profit arose at that stage." 

1.1 18. The Committee asked what factors were included in prime cost 
and debit cost and what are the Board's instructions for determining the cost. 
The Ministry replied: "There is no indication about the factors included in 
prime cost and debit price in tht statement of the prime cost and debit price 
submitted by the party for the year 1966-67 duly certified by th-ir Chartered 
Accountant. The party, however, submitted a revised cost statement for the 
year 1966-67 alongwith the cost of ingredients (copy attached.) The sale 
PI ice shown in that cost statement is found to agree with the debit price shown 
in their statement of prime cost and debit price. Ther: ar: no specific in- 
structions of the Board for computing the cost." 

1.1 19. The Committee desired to know th: present position of the 
demand. The Ministry stated that "the demand is pxtding for realisation. 
The case is being examined de novo." 

1.120. The Committee enquired about the rem-dial measures that 
existed if the products are under-cost by Company auditors. The Ministry 
stated that "the instructions in force requires that the costing duly certified by 
the Chartered Accoutants or Cost Accountants may be accepted. There 
has k e n  no occassion to doubt the g-nuineness or correctness of the certi- 
ficates issued by company auditors." 

1.121. The Committee regret to note that although the factory in this 
case started producing bottles in September, 1965, the necessary statement of 
cost of production was not obtained by the Collectorate till the receipt of Audit 
objection in November, 1968. Earlier, the assessments were made on the basis 
of the debit price indicated by the factory which was more than the cost price. 
In view of the fact that instructions of the Board issued in 1963 provided in- 
clusion of suitable marginal profit in the cost of production, the failure of Co- 
llectorate to initiate necessary action is regrettable. 

1.122. The Committee have been informed that the demand raised by the 
Collectorate in this case is still pending and the case is being examined de novo. 
The Committee would like to be informed of the outcome. 



Under 8 w e m ~ M  due to application of lower rate of duty 

Audit Report 

1.124. According to a notification issued by Government in June, 
1962, certain patent or proprietary medicines such as quinine and its salts 
were eligible for assessment at the concessional rate of 24 per cent ad valorem. 
It was clarified by the Board in Octobx, 1962 that preparations containing 
the notified drugs as principal active ingredients would also be eligible for the 
concession. 

1.125. A certain medicine was being cleared by a factory on payment of 
duty at the concessional rate, as it was held by the department that the medicine 
contained quinine as active ingrediznt. According to the clinical pam- 
phlet tht addition of quinine was for intensifying the therapeutic effect of 
certain other basic ingredients in the medicine. As the concessional rate of 
assessment wuld be applied only if quinine in the drug was the principal 
active ingredient, the depa'ttment was requested to re-examine this issuz. On 
a reference from the department the Drug Control Administration held that 
quinine was not the principal active ingredient the case. Consequently a 
demand for Rs. 89,556 being the differentid duty rc coverable for the period 
from June, 1962 to June, 1968 was issued in March, 1969. The demand 
has not yet been realised. 

[Para 19 of C&AG's Report for 1969-70 on Revenue Receipts]. 

1.126. The Committee enquired on what consideration was the medicine 
t~eated as eligible to concessional rate of duty and whether the Assistant 
Collector was not required to consult technical opinion, literature, etc. The 
Ministry replied: "The Assistant Collector seems to have formed his judge- 
ment based on the composition of the medicine. He was under the impression 
that the medicine was mainly meant for the treatment of malaria and, 
therefore, the quinine salt therein could be the active ingredient. The 
Assistant Collector could have obtained the technipl opinion before classi- 
fying the medicine. He, however, referred the matter to the Deputy Drugs 
Controller on 16-9-1 968". 

1.127. The Committee enquired why, when the Audit objected to this 
assessment, in July, 1968 the demand was raised as late as in March, 1969. 
The Ministry replied: "The audit objection was received by the Assistant 
Collector on 8-7-1968. The Assistant Collector did not accept the audit 
contention and sent his reply to the audit on 22-7-1968. When the Audit 
reiterated their views on 21-8-1968, the Assistant Collector directed the 
Superintendent to raise demand for the differential duty on 10-9-1968 and 
simultaneously made a reference to the Deputy Drug Controller to ascertain 
if quinine was an active ingredient in the preparation. The Superintendent 



concerned adviped the factorj on 25-9-1968 to supply thc production and 
clearance figures to enable him to issue the demand. The factory was in a 
position to supply the information only on 5-2-1969 and the demand in ques- 
tion was raised on 14-3-1969.'' The Committee ask2d whether the 
Assistant Collector could not issue the demand immediately for a period of 
3 months under Ruk 10 so that that much amount could have bxn  saved 
within the time limit. The Ministry replied: "Yes, he could have done so 
after getking the figures of clearance." 

1.128. The Committee enquired how the instructions were interpreted 
in various collectorates and whether the Board was apprised of the practice 
at any stage. The Ministry stated: "Most of the Collectorates interpreted 
it as meaning the "main" ingredient though there were individual cases of 
disputed classification. The practice in all the Collrctoratts came up for re- 
view when the continuance of the concession in a modified form was taken up 
with the Ministry of Health and Drugs Controller." 

1.129. The Committee enquired whether a r:view of all similar cases of 
claims of life saving drugs as principal active ingredients was undertaken 
and if so, with what results? The Ministry replied: "The entire concession 
relating to life saving drugs contained in notifications issued form time to time 
upto 8-10-66 came up for review in a comprehensive way on the basis of a 
detailed note recorded by the Drug Controller on 27-7-1967. The draft para 
in question was also circulated to all the Collectors for information and for 
submission of report on similar cases. The reports received from the Collec- 
tors revealed that there were only three similar cases in Calcutta & Orissa 
Collectorate where demands for an amount of Rs. 33,512.06 were raised. 
The demands have been disputed. As a result of review, the original noti- 
fication was recast and made self-contained and fully explanatory wide noti- 
fication No. 116169 dated 3.5.69". 

1.130. Tht Committee asked why it was not considered necessary to 
clarify the extent and scope of the term, 'Principal active ingredients' when 
instructions were issued in October, 1962. The Ministry replied: "In case 
of doubt local officers were expected to refer to the State Drugs Controller 
for clarification." 

1.131. The Committee regret tbat although according to clinical pun- 
pblet quinine was not the principal ingredient in the drag in th& a s e  a cmcedon 
of duty was allowed in disregard of the notification issued in June 1962 lad 
subsequent clarification issued in October, 1962. Even after Audit nised 
an objection in July, 1968 the Assistat Collector did not take any action to nise 
a provisional demand for dsffereotial duty. Only after A d t  reiterated the 
objection that a reference wm made to tbe Drugs Controller but tbe demand for 
differential duty was r a i d  only in March, 1969. The Committee desire that 
in case of audit objection normal procedure of r d u g  demlods immediately 
sbould be follewed to avoid lom of revenue. Tbe Committee w W  .Eso Hke to 
k m w  about tbe recovery of the demad of Ra 89,556 raised in this errre .d 
thee otber danads llaouatiag to Ra33,512 in similar other cases. 



hregdar set off Illlowed in respect of aopper &bce 

1.132. Under a Notification issued by the Government of India in 
December, 1963 as subsequently amended, p i p s  and tubes of copper and 
copper alloys, if manufactured from duty paid copper or copper alloys 
in any crude form are exempt to the extent of the duty already paid on copper 
or  copper alloys in crude form. 

1.133. It was observed that a licensee, manufacturing pipes and tubes of 
copper alloys was allowed a set off of duty on the gross weight of the copper 
alloys. The alloy tubes contained besides copper other metals on which 
duty was paid at a lower rate (on nil) than that at which the final set off was 
allowed. 

1.134. The excess set off allowed to the manufacturer on this account 
for the period from June 1968 to August 1970 is tstimated at Rs. 4.07 lakhs. 
On being pointed out the Department raised a demand of Rs. 45,375 for the 
period from June, 1968 to September, 1969. which is pending realisation. 
For the remaining period the action taken has not yet been intimated (Dece- 
mber, 1970). The Ministry while admitting the fact have stated that the legal 
implications of various notifications on this are being examined. 

[Para 26 of C&AG's Report for 1969-70 on Revenue Receipts.] 

1.135. According to Audit the procedure of getting sct off of duty on 
copper content was changed to getting set off on the gross weight on the 
strength of Board's circular of 30th March, 1968. On inviting the Ministry's 
attention to it, they stated that "This circular did not authorise payment of 
set-off OD the gross weight of the copper alloy irrsespxtive of the amount of 
crude stage excisc duty (or countervailing duty) paid on the crude. The 
reference in para 2 of t.he said circular to the concept that duty liability in 
respect of crudes is to be limited to thc copper content of the alloy wasapplied 
specifically only to those notifications in which this position was spelt out 
clsrly - viz. Notifications Nos. 74/65, 118166 and 119166. This concept 
was never applied to the Notification No. 213163 as amended. Even in 
respect of notification No. 74/65 this concept was specifically made inapplica- 
abk to ore-bawd manufacturers who could have virgin copper. It would 
thus appear that neither Notification No. 213163, as amended nor this Minis- 
try's circular letter F.No. 411166-CX.111 dated the 30th March, 1968 authorised 
any set-off of duty in excess of the duty actually paid on the virgin copper 
as in %his case. It was a case of mis-interpretation of the instructions of the 
Ministry at the level of the field officers. The matter was clarified. after 
it came to Board's notice, by the issue of the letter F.No. 41/9/61-CX-4 
dated 10th September, 1971. 

1.136. The Committee enquired why, when the Conllector concerned 
made a reference to the Board in June, 1969, i t  took more than two years to 
issue the clarification in Sleptember, 1971. The Ministry stated : "In this letter 
dated the 13th June. 1969, the Collector of Central Excise, Delhi men- 
tionad abo4t the audit objection and expressed a view that prima-facie 

.the audit objection appears valid. He had only indicated that the Ministry 
may consider amending notilkation No. 213163 dated the 28th December, 



1963. Whether it needs to be amencied at all was taken dp for examinatim 
promptly by the Board. Even if t.he notification RebBdd an amendment, it 
would not have had any retrospscbive e&t and would not have altcrad the 
position in so far as the audit objection is concerned. If the demands raised 
by the field officers pursuant to the audit objection were disputed by the 
affected parties, the dispute being quasi-judicial in character, it would have 
been an impropriety if any instructions were issued in this behalf to the ad- 
judicating authority. The affected party also had referred its case to the 
Board in their letter dated the 6th December, 1969. It became necessary to. 
secure some information from the Collector regarding the process of manu- 
facture of pipes and tubes and as the factory was reported to be closed on 
account of a labour strike there was some delay in getting this information. 
Subsequently a critical analysis of several notifications issued in 1965 and 
1966 referred to in the Board's earlier letter dated the 30th March, 1968 had 
to be undertaken to sort out the technical and legal issues involved. A 
stage by stage analysic had to be made to bring out the kgal effect 
correctly. There is no denying the fact that there was some 
avoidable delay at one or two stages in thz sections of the 
Board's office and these delays had been brought to the noticz of the 
Branches and Sections concerned. It is also seen from the lecords that the 
Deputy Collector, Jaipur had rejected as early as 14-6-1971, an appeal filed 
by the party against one of the demands that had been raised pursuant to the 
audit objection. This would go to show that the clarification eventually 
isued by the Ministry was not really material for dealing with the audit ob- 
jection. The drlay is however regretted." 

1.137. The Committee desired to know the total amount of under- 
assessment involved in this case, whether demands had been issued in all the 
cases and the present position of thei, realisation. The Ministry stated: 
"The total amount of under-assessment from June, 1968 to November, 1970. 
works out to Rs. 4,59,579.21. Demands have been issued in all the cases. 
The demands are pending realisation. The party has filed a Revision peti- 
on on 5th August, 1971 against the Deputy Collector's orders, which is 
pending." 

1.138. The Committee regret to point out that this is yet anotber case 
where there was delay in issue of clarification of the Central Board of Excise & 
Customs on a reference made by the Collector in June, 1969. It took the Board 
more than two years to issue clarification in September, 1971. The delay in 
issue of clarification resulted in under assessment of Rs. 4.60 lakhs for tbe 
period June. 1968 to November, 1970. The demand have been raised but tbe 
party has filed revision petition against the Deputy Collector's orders wbicb is 
pending. The Committee would like to be apprised of the outcome. 

Delay in verification of proof of export 

.4 d i t  Paragraph 

"1.139. According to the Central Excise Rules, 1944 and the orders 
issuzd the reunder: where any person who has removed excisable goods for  



a p o r t  under bond, fails t o  export or to furnish proof of such export to the 
satisfactson of the CDlWor within the maximum period of two yeen (in- 
cluding extensions) atkr the date of mmovai from the producing fstory, 
he shall upon a written demand being made by the proper officer, forth with 
pay central excise duty leviable thereon. 

1.140. In the course of audit !t was noticed that though in many cases, 
the exporters had not submitted the necessary proof of export in respect of 
goods cleared under bonds during the years 1962, 1963,1964, 1965 and 1966, 
no steps had been taken to realisc duty leviable thereon by raising necessary 
demands. This resulted in non-realisation of duty to the extent of Rs. 30,06, 
967 (upto 14th January, 1970). 

LPara 28 (IV) of Comptroller & Auditor General's Report for 
1969-70 on Revenue Receipts.] 

1.141. The Committee das~red to know the period allowed for exporters 
to export goods, when they are removed for export. The Ministry stated 
thst "Notification No. 197162 dated 17.1 1.62 (as amended) issued under 
rule 12 of Central Excise Rules, 1944, provides that the goods should be ex- 
ported within 4 months from the date on which the goods were first cleared 
for export from the producing factory or within such extended period, as 
the Collector may in any particular case allow. Extension beyond 4 months 
permissible under notifications issued under Rule 12 may be permitted by 
the appropriate authoricy as a special case on the merits of each individual 
case upto a maximum period of two years." The Committee asked what 
action had been taken in the cases reported in the Audit Paragraph and when. 
The Ministry stated: "On receipt of the audit objection the Collector initiated 
a thorough scrutiny of the Running Bond Account to find out whether the 
goods removed for export had actually been exported or not. The report 
submitted by the Collector reveals that there has been no such case where 
goods were not exported. The cases were shown pending as the Running 
Bond Account could not be brought to date in the absence of the connected 
documents which were not readily available or had been misplaced. 

1.142. The Committee desired to know the number of cases in all the 
Collectorates during the lasf three years ending 1970-71 in which there had 
been diversion for home consumption after having been removed under bond 
for exportrng them. The Ministry stated that "2416 cases of diversions" 
had been noticed in all the Collectorates during these three years and "duties 
were demanded in respect of all the cases." 

1.143. The Committee enquircd about the state of Running Bond Ac- 
counts in the various Collectorates. The Ministry stated that "Reports nf 
all the Collectorates indicate that in most of the cases, entries in the exporter's 
Running Bond Account have been kept upto date except in Bombay. Madras 
and Cochin Collectorates. About 25% entries against Running Bond Ac- 
count maintained in Bombay are in arrears. 2286 entries in Madras and 
3624 entries in Cochin are in arrears." 

1.144. The Committee enquired whether the Running Bond Acvunts 
were audited by the Internal Audit. The Ministry replied: "No, except in 
Ahmedabad Collectorate." 



1.146. Tbe Committee, however, fisd that 24.5% entries rg.laot rwPiap 
bond accounts maintained in Bombay, 224% a t r i a  in MiQrru rad 3624 eutries 
in Cochin are in arr- Tbe Committee desire that the reasolls for tbe a- 
re- may be looked iato and necessary acteon Wren to bring tbem up-to-date 
in tBere Collectomtew. 

1.147. The Committee haw been infomed that except in Ahmedalmd 
Collectorate, Running Bond Accounts are not aodited by tbe I n t d  Audit 
Department. The Committee suggest tbat the scope of Internal ABdit Depart- 
ment should be extended to && the records in other Cdlectorates dm. 

1.14. The Committee have been informed that 2416 cases of divemiom 
had been noticed in all the Collectorates during the three years ending 1970-71 
and duties were demanded in respect of all the cases. The Committee trust 
that recoveries have been made in d l  these awes. 

Loss of revenue due to incorrect interpretation 

1.149. A factory in a collectorate had two separate manufacturing units. 
In one unit it manufactured P.V.C. resins in powder form and in the other 
P.V.C. compounds out of duty paid P.V.C. resins. A portion of these com- 
pounds was internally used in the manufacture of finished plastic articles and 
the rest was sold in the market. 

1.150. Tdl March. 1964 when the tariff item was amended. the com- 
pounds made out of duty-paid resins attracted further duty. This position 
was also clarified by the Board in May, 1965. Meanwhile, the compounds 
cleared from 1st March, 1961 to 29th February, 1964 were not charged to 
duty by the Department and demands for Rs. 25,02,899 raised after March, 
1964 Tor recovering the duty on these clearances upto February, 1964 were 
also ordered by the Collector to be writhdrawn in March. 1965 as he held 
that the compound? made out of duty paid resins did not attract further duty. 
The case was reported in September 1969 to the Ministry whose reply is still 
awaited (March, 1970). 

[Para 26 of Audit Report (Civil), 1970 on Revenue Receipts.] 

1.151. The Ministry stated in a note. "Plastic all sorts were brought 
under excise control for the first time w.e.f. 1.3.1961. In the executive in- 
structions issued (14.3.1961). the scope of the levy was clarified to the effect 
that all raw materials that went to make plastic articles should pay duty a t  



.one stage, i.d. at the &%t &a$p whm raw materials attrnot duty fbr first 
tme. When the la& *om was tnlargdd to andude a rssiduary sub-ikm 
nrrmaly, 'pbstics nat. otberwiw spaafied' i t  was reiterated (28.1 1.1962) that 
.all stmght synthetic =sins in the pure form being raw materials attract duty, 
but the other modified $arm b e i q  used as raw mawials for plastic industry 
doas not attract duty.'' Ag to whether the instructions issued in March, 
1961 and November, 1962 were char enough, the Ministty stattd that they 
"were c b r  enough" and "no clarification was sought for from the Board in 
regard to the dutiabilitypf PVC compound by any Collectorate before March, 
1964." The Committee were informed that, "The question regarding the 
asseaability of P.V.C. compounds was first decided by the Assistant Collec- 
tor of Central E~cise itlchtirge of Bombay Division in March, 1964. The 
Party preferred an appeal to the Collector. The Collector, in his order-in- 
appeal dated 25th March, 1965, decided that P.V.C. compounds made out ' 

of duty paid on P.V.C. resins does not attract duty of excise again. He or- 
dered the demand issued In respect of duty on P.V.C. compound made out of 
duty paid should be withdrawn. It has been reporbd that the Collector 
allowed the appeal in view of the Board's instructions of 17th February. 
1965 after the tariff was amended. According to these instructions "Only 
PVC resins in its pure and straight form is to be assessed. Thereby. even in 
integrated factories producing PVC compound, duty will be leviable at the 
resin stage. PVC compounds made out of duty paid PVC resins would not 
attract duty again." These instructions superseded the earlier instructions 
issued after amendment of the tariff in March, 1964 that, "Differential Duty 
was also to be collected from manufacturers making PVC compound out of 
duty paid PVC resins." As regards the circumstances leading to the Issue 
of instructions in may, 1965, the Ministry stated, "In 1961 Budget. the scope 
of item 15A, relating to plastics was changed considerably with effect from 
1.3.1964. As already Indicated. .. . ..Assistant Collector of Central Excise, 
Bombay Division V had taken a decision rhat PVC compounds are ]!able 
to excise duty. There were representations from the industry /trade. The 
matter was examined in consultation with the Ministry of Law and their 
opinion was communicated to the Collector of Central Excise, Bombay in 
Board's letter F. No. 10/9/64-CXVI dated 27.5.1965." 

1.152. The Committee were informed by Audit that consequent to'one 
.of the clarifications by the Board in May, 1965, demands vacated earlier 
were reissued and the actual payment of refund involving Rs. 16.52 lakhs 
was withheld, in order to adjust the same against the outstanding demands 
for Rs. 25,02,899 for the earlier period. Under section 11 of the Central 
Excise Act the Government is empowered to rea1:ze Government dues by 
adjusting against money payable to the licencee. The party thereafter 
filed a petition, in June 1966 in the Bcmbay High Court praying for order 
for immediate refund of Rs. 16.52 lakhs. The Government were advised by 
the Law Ministry to settle the matter out of court in view of unambiguous 
order issued by the Collector in March, 1965. 

1.153. The Committee enquired how far loss of Rs. 25 lakhs, which was 
justifiably due to  Government is attributable to incorrect appeal order to 
defective drafting. The Ministry stated, "It was only when the Law Ministry 
gave their opinion on 27th May, 1965 leading to the issue of Board's letter 
dated 29th May, 1965 that the position was clear about the duty liability of 
PVC compound for the period prior to 1.3.1964. The order-in-appeal was 



by the C o 1 W ~ ' o n  25th Mmh, 1965 long before the Law Mloistry's 
opinim was communicated to him. It could not, therefore, be said that 
there was any defect in the order itself or in the drafting thereof." 

1.154. The Committee enquired whether the consumers in the mean- 
time would not have been charged duty in the intervening period. The 
Ministry replied, "No Central Excise duty on PVC compounds has been 
recovered from the manufacturers during the period from 1.3.61 to 29.2.1964. 
The demands issued for the period were withdrawn. Duty paid by the manu- 
facturer on the clearances of PVC compounds during the period from 17.4.64 
to 10.6.64 and from 23.7.64 to 23.2.65 was also refunded. However, during 
the jxriod from 17.4.64 to 10.6.64 and from 23.7.64 to 23.2.65, it appears, 
that since the manufacturers had paid duty at the time of clearances of com- 
pounds duting the periods they have passed on the incidence of duty to the 
consumers. This is only a presumption based on the letter dated 11.4.66 
from the party in which they have claimed a refund of Rs. 10,730.16." 

1.155. The Committee find that according to the opinion given by the 
Ministry of Law in May 1965, the P.V.C. compound was liable to payment of 
additional duty during the period 1st March, 1961 to 29th February, 1964 i.e. 
before the tariff was amended. There was failure to raise any demands for 
additional duty in this case during the period 1st March, 1961 to 29th February, 
1964. The demands raised by the Assistant Collector after March 1964 were 
ordered by the Collector to be withdrawn in March 1965. When the clari- 
fication from Law Ministry on this point was received in May 1965, it was 
too late and it was not possible to enforce the demand. The net result was loss 
of duty amounting to Rs. 25 lakhs for the period prior to 1st March, 1964 which 
is regrettable. 

1.156. The Committee feel that the instruction initially issued by the 
Board should have mentioned about the further duty payable on P.V.C. com- 
pounds. The Committee stress that the instructions of the Board should clearly 
bring out the intention of the Government. 

Loss of revenue due to improper allowance of benefits 
of special procedure to power loom units 

.4 udit Paragraph 
1.157. According to Central Excise Rules a manufacturer who produced 

cotton fabrics on power looms without spinning units might be permitted 
to pay Central excis: duty at compounded rate under the special procedure 
on fulfilment of conditions specified therein. The concession was not admis- 
sible to a manufacturer who commenced production for the first time on or 
after 1st December, 1960 by acquiring the power looms from any other per- 
son who was or had been a licensee. 

1.158. It was, however, noticed in one collectorate that a factory had 
220 looms, but in order to avail of thc concession envisaged under the com- 
pounded levy scheme it reduced the looms to 49 in April 1962 and in 1963 
distributed 171 looms to cight units under separate sales agreements. The 
units were granted separate Central excise licenses in February 1965 and 
May 1965 and allowed to pay Central excisz duty at the concessional rates. 



As these eight units mmcMlad productioa after 1st Jhcmtber, 1960 and w- 
q u i d  the looms from a manufacturer who had been a liam, the pm- 
mission grantad to tham to avail themselves of the special procadure and pay 
Central Excise duty at the compounded rate instead of at the standard rate 
was irregular. The revenue lost was Rs. 7,47,092 during the period from 
5th May, 1965 to 19th August, 1966. 

[Paragraph 33 of Audit Report (Civil), 1970 on Revenue Raceipts.] 

1.159. During the evidence the Committee enquired whether th: facts 
given in Audit para were accepted by the Government. The witness stated : 
"We have not admitted the objection raised in the para." The Committee 
asked whether Government had informed the Audit about it. The witness 
replied: "Even in the draft stage, we sent a reply stating that we are not ad- 
mitting the objection nor the loss involved. Ths objection is based on the 
interpretation of a proviso to rule 96(I), which proviso was deleted on 20th 
August, 1966. As may be seen from the audit para, the loss has been com- 
puted upto the date of deletion starting from 5th May, 1965 when production 
commenced earliest. No doubt, strictly speaking this came within the purview 
of the proviso. But there is another point which unfortunately we had not brou- 
ght to the notice of Audit. Before the notification was issued on 20th August, 
1966, we had issued a1 etter dated 24th April, 1965 addressed to the Collector 
of Central Excise, Madras, who raised this very point, namely in such a case, 
in view of the proviso, can he allow such units to operate under the com- 
pounded levy scheme or not. We briefly replied to him ... that in the context 
of the 1965 Budget get changes, the proviso to Rule 96(I)(i) of the Central 
Excise Rules, 1944, has been rendered inoperative and need not be acted 
upon. Action to amend the Rules suitably is being taken separately." To 
a question whether the Board was competent to issue a letter which had the 
effect of deleting a Rul:: without actually amending the Rule, the witness 
replied: "We said we were amending the Rules." When it was pointed out 
that the Rules were amended much later and until the Rule was formally 
amended the Board should not have prevented the levy which was in fact 
leviable, by executive instructions; the witness stated: "I would submit that 
this is a concious change made as a result of the Budget proposals. It is 
also  elated to the fact that we were very considerably reducing the incidence 
of duty on the fabrics produced in powerlooms by substantially transferring 
the duty burden on yarn. In this situation the application of the proviso 
to Rule 96 (I)(i) became of no material importance at all. When the com- 
pound levy rates were high, you naturally had to take all the precautions to 
ensure that there was no fragmtntation, but when you have reduced the 
duty on the compounded levy itself to such a low level that it is not worth- 
while going on policing it, it was more or less in the nature of a levy designed 
to maintain a sort of licensing control over the powerlooms rather than 
trying to collect by way of compounded levy duty on thc fabric as such, 
when you have transferred a substantial burden to yarn. In the Budget it- 
self suitable provision to this effect was made and it was in pursuance of that, 
in anticipation of the amendment of the Rules, that the instructions were 
issued." "I have already conceded that for the period from 5th May upto 
the date we formally amended the rule, they (the Audit) are technically cor- 
rect." The Secretary to the Ministry added: "Between this date and 1966 
when the Rule was formally amended, there is a technical violation, but the 
whok Budget scheme had been changed." When the Committeee pointed 



out that this technical violation had resulted in a loss of Rs. 7.47 lakhs, 
the Secretary stated: "The Rule should have been am2nded immediately. 
I agree that the amendment of the rule should be made as quickly as possible. 
But there is a littk time lag between the presentation of the Budget at the end 
of February and the final passing of the budget proposals by Parliament by 
May or June. In the present case till June the budget proposals were still 
being debated in Parliament and the final shape had not taken place. The 
amended rules were issued in August, 1965. I agree with the general pro- 
position that the executive instructions, if at all should be replaced by a rule 
as quickly as possible and within a reasonable period, and one year is not a 
reasonable period." 

1.160. At the instance of the Committee the Ministry furnished the fol- 
lowing details iegarding the persons to whom the looms were sold and their 
relation with the seller mill: 
--- 
S. Name of Purchaser No. of looms Relationship with the seller. 
No. purchased 

1 2 3 4 
- 

I .  Shri.. . . . . . . . . .  22 looms Shareholder of (seller) Mills 
2. Shri.. . . . . . . . . . .  20 looms Shareholder of (seller) Mills 
3. Shri. . . . . . . . . . .  221ooms Shareholder of (seller) Mills 
4. Shri.. . . . . . . . . . . .  20looms An employee of the firm (selkr 

mills) from Feb. 62 to Nov. 
1965. 

5. Shri.. . . . . . . . . . . .  lOlooms No relationship could be ascer- 
tained. 

6. Shri.. . . . . . . . . . . .  22 Looms -do- 
7. Shri.. . . . . . . . . . . .  24 Looms -do- 
8. Shri. . . . . . . . . . . . .  22 Looms -do- 

- - 

1.161. The Committee desired to know the dates from which the 8 new 
units were granted Central Excise licence and the dates fiom which they 
wet.e allowed to come under the compound levy scheme. The Ministry re- 
plied: "The eight new units were granted Central Excise licenses between 
18.2.65 to 24.5.65. The new units sought permission for working under 
Compounded Levy Scheme on 29.5.65. Accordingly permission was given 
to them and they started production between 5.6.65 and 1.11.65 on payment 
of duty on the basis of the number of looms installed for the year 1965- 
66." 

1.162. The Committee enquired whether the fact that tne new units t 
commenced production after 1st December, 1960 and acquired the looms 
from a manufacturer who had been a licensee was specifically considered by 
the Collecto~ and if so, how permission was grantzd to them to avail them- 
selves of the special procedure. The Ministry replied: "The not: recorded 
by the Collector does not indicate that the point regarding the cornrnence- 
ment of ploduction after 1.12.1960 was specifically considered. However, 
the Collector was of the view that the lower rate of duty pertained to the 
rate of duty under the Compounded Levy Scheme." 
7 LSS172-4 



1.163. The Committee asked whether it was not a deliberate move on 
the part of the manufacturer to reduce 220 powerlooms to less than 49 by 
distributing some of them to 8 different persons most of whom  we^ either 
share holders or employees of the same firm and all operating in the S? 
premises to get the benefit of the lower rate of duty. The witness replicd: 
"I would agree that he had very cleverly thwarted his cleverness by changing 
the Budget scheme itself, by reducing the duty incidence on powerlooms to a 
negligible amount." 

1.164. The Committee asked whether, after knowing that for enjoying 
conwssional duty a ceiling of 49 powerlooms was prescribed and the manu- 
facturer had reduced his 220 powerlooms to 49 looms, did the Collector not 
suspect that it was a deliberate move to evade tax and th:n how did he grant 
the licence to the new units. The Secretary replied: "Under the Licen- 
sing rules, Rule, 174 sub-Rule 2 says: 'Provided that with effect from January, 
1961, no licence shall be granted to an applicant unless he holds written 
permission of the Textile Commissioner for the installing and working of 
powerlooms for the manufacture of cotton, rayon, artificial fabric.' SO, 
the rules provide that he must obtain the written permission of the Textile 
Commissioner, and in this particular case, the written permission of the Tex- 
tile Commissioner was given." The Committee observed that the permis- 
sion of the Textile Commissioner was only an additional condition and re- 
ferred to Rule 97(I)(i) which inter alia says that "Provided when a manu- 
facturer who commences production etc., makes an application under this 
Rule, the Collector shall not grant permission unless it is proved to his satis- 
faction that the powerlooms in respect of which the application is made have 
not been acquired from any other person who is or has been a licensee with 
a view to paying duty at lower rates." The Committee asked whether an 
enquiry was made by the Collector in this regard. The Secretary replied: 
"In this particular case an enquiry was made by the Collector. The Collec- 
tor was accompanied by a number of people, including the Secretary of the 
West Bengal Powerloom Factories Association. He went into all the re- 
cords of sales of these parties and came to the conclusion that the transac- 
tions were bona fide. When a suspicion was created in the minds of the 
local officers they did make enquiries and they consulted the Textile Commis- 
sioner, who said 'no, this partition or division was bona fide; the sales on 
enquiries were found to be bonajde.' So, on that basis it was not possible 
for the Collector to refuse the licence." 

1.165. At the instance of the Committee the Ministry furnished a copy 
of the letter dated 20th May, 1965 from the Textile Commissioner, Calcutta 
addressed to the Collector. The Committee find from this letter that the 
Textile Commissioner had written that his office had "no objection to instal 
those 171 looms by eight purchasers in the same loomshed of the seller along- 
with the seller's 49 looms by erecting half partitioned wall for demarcation of 
separate units." The Committee also asked for a copy of the report of the 
Collector. The Ministry replied: "No report was received from the Collec- 
tor but a note of his visit to the unit on 4.5.1965 was recorded in the Collec- 
torate file. The Collector has recorded in his note that "the transactions 
are bomfide and this has been also accepted by the Textile Commissioner, 
who has consequently given permission to the 8 partits to operate their 



looms. These 8 new units have also been satisfactorily walled from the pre- 
mises of MIS ...... AS things stand, and in law, we cannot refuse to grant 
licences to these 8 parties who have applied for them." 

1.166. Tbe Committee note that the Board issued executive instmctIons 
in April, 1%5 that the prod80 to Rule %(I) to Central Excise Rules, 1964 
has been rendered inoperative and need not be acted upon by the! Collectors. 
Accordingly, the Collectors could allow smd size d t s  producing cotton fabrics 
on power looms to be a d  under the compounded levy system even tboagb 
these came into existence after 1st December, 1960. The Committee, however, 
regret that the formal amendment to this Rule deleting the Proviso was issued 
by the Board after about 16 months. In the meantime the concession to the 
manufacturers on the basis of the executive instructions was continued. The 
Committee have in their earlier reports (Para 3.16 of 24th Report, Fourth Lok 
Sabha) objected to making exemptions through executive instructions. 

1.167. The Committee hope that the delay in issuing formal notification 
will be avoided in future. 

Loss of revenue due to short-levy of additional excise duty on tobacco dust 
not confirming to specifications 

Audit Puragraph 

1.168. According to a notification issued by Government in March, 
1963 dust of flue cured tobacco passing through a sieve conforming to the 
specifications prescribed therein is assessable to additional excise duty at 
a concessional rate of 6 paise per Kg. The sieve used by a cigarette factory 
in a collectorate was not, however, got tested by the proper technical authority 
and the department did not also maintain a master sieve to ensure that the 
dust cleared under the concessional rate conformed to specifications pres- 
cribed. When this was pointed out in audit in January, 1967, the sieve, then 
in use in the cigarette factory, was got tested by reference to National Test 
House, Alipore. It was found that the sieve did not conform to the speci- 
fications notified. The dust in question was, therefore, liable to the higher 
rate of duty @ 44 paise per Kg. Two supplementary demands for Rs. 8,- 
46,291 were accordingly issued in June, 1967 for the differential duty for the 
period from March, 1968 to 17th June, 1967. Out of this Rs. 29,070 were 
recovered. The balance demand of Rs. 8,17,221 was cancelled as the Col- 
lector held that it was not enforceable. 

1.169. The Ministry have stated in February, 1970, that the matter is being 
looked into to ascertain how the omission occurred. 

[Paragraph 20 of Audit Report (Civil), 1970 on Revenue Receipts.] 

1.170. During the evidence, the Committee asked whether the Govern- 
ment had examined the full facts of the case and if so, how this omission 
involving a loss of revenue amounting Rs. 8,17,221 which had been declared 
as enforceable. The witness stated: "Whereas the facts stated in the para- 
graph are correct, the loss of revenue is not-we have now gone into it in 
greater detail-as much as has been indicated there. There has been some 



misunderstanding a t  the earlier stage. We did not go into these details,' 
but now that we have studied it, we found out the actual position." 

1.171. The Committee asked when the Audit raised objectionin Jan- 
uary, 1967, what action was taken. The Secretary replied: "After the 
first Audit para was received, the Collectorate sent the hieve for examination 
to the Controller of Weights and Measures in Hyderabad who said this was 
all right. Then it was sent to  the National Test House Laboratory where 
they said it was not all right." The Committee then pointed out that after 
cons.der.ng all these facts the Collectorate raised demands for Rs. 8,46,291 
and the Collector passed orders on January, 1969 saying that "The Report 
of the National Test House Alipore is conclusive." The Commktee asked 
what were the reasons for revision of an earlier order passed by the appellate 
authority and whether the party had objected to these demands. The 
witness replied: "They had gone to the Collector earlier in appeal and what- 
ever was not timebarred. the Collector admitted. The major portion of it 
had become time-barred. In respect of Rs. 29,000 which the factory has 
paid and which we have collected that was within the time. Two demands, 
as you have correctly stated, were issued; one related to the three months 
whlch had not become ~ime-barred while the other related to more than 3 
years old period. That appeal was admitted because the demand had be- 
come time-barred; the other was rejected". The Secretary added further 
"The Board has not reopened the questions. The demands relilised by the 
Colleclorate Lire there. The party has paid and they stand. The Collecto- 
rate has not pursued those that became time-barred; they could not do so. 
That point remains as it is and the audit para, to that extent has been fulfilled. 
The demand was realised and correction was made as far as the sieve was 
concerned to see that in f u w e  this kind of loss does not occur. When they 
examined otherwise as to what was the total loss on this particular matter and 
went into the whole manufacturing process ~f this company. it was felt that 
the loss would not come to this amount but would be much less hecause of 
the actual manufacturing programme or  the company. There is nc modi- 
fication of the Collectorate's order. The Board has not passed any order on 
this matter. The demand has been collected. The party has not made any 
appeal." 

1.172. The Committee asked what steps had been taken by the Board 
to see that such cases do not reoccur in future. Thc Secretary stated: "The 
other cdlectorates were asked to get their sieves in their charges tested by 
the examiner and they have all been found to be of correct specification. 
The audit objection has been brought to the notice of the collectorates." 

1.173. The Committee a s k d  what action could he taken if the manu- 
fa~turer gave a wrong declaration. The witness replied: "He doe5 not 
give a declarat.on. But he does declare that the dust conforms to the spe~i-  
fication and if this is e wrcng declara~ion, we can proceed against him under 
the rule, and we can also take him to the court for fu~nishhg false info~ma- 
tion. Section 9 and rule 9 cover that." The Committee enquired whether 
any action was taken in this case. The witness replied: "No. They iust ra~sed 
the demand." The Secretary added "He s h ~ u l d  have taken adon . "  When 
asked why no such action was taken against the manufacturer, the Ministry 
stated in a note: "The Collector has reported that all these clearances of 



tobacco were pffected under the supervision of the C.E., Officers. In the 
circumstances lt was not possible to establish any charge under section 9 of 
the Central Excue and Salt Act, 1944 against the manufacturer. 

1.174. m e  Committee are unhappy over the negligence of Customs and 
Excise officials who allowed a concessional rate of duty on flue cured tobacco 

checkfng the correctness of the sieve through which it was required to 
pass for entitlement of concessional rate of duty. This practice continued for 
about 4 years from March, 1963 till January, 1967 when Audit pointed out the 
mistake. The mistake resulted in under-assessment amounting to Rs. 8.46 
lakhs out of which only Rs. 29,000 could be recovered and the balance of 
Rs. 8.17 lakhs was irrecoverable being time-barred or unemforceable. 

1.175. It is regretted that although the clearances were made under the 
supervision of the Central Excise officers tbey failed to check tbat the sieve 
used was not of prescribed specification. The Committee desire tbat necessary 
action should be taken against the officers concerned for their negligence. 

1.176. The Committee note that the Board have issued instructions for 
checking the sieves. Tbe Committee trust tbat the instructions will be fol- 
lowed by the colledors. 

1.177. The Committee would also like Gavermnent to examine the feasi- 
bility of maintaining a master sieve in all the collectorates or ranges as might 
be convenient so as to facilitate testing. 

Frauds and evasions 
Audit Paragraph 

1.178. The following statement gives the position relating to the num- 
ber of cases prosecuted for offences under the Central Excise law for frauds 
and evasions together with the amount of penalties imposed and the value 
of goods confiscated during the year 1968-69 and 1969-70. 

1968-69" 1969-70.' 
- p~ -- -- 

I. Total number of o f h c e s  under 
Ccntral Excise law p r o s e c u l ~  
incourts. . . . . 17 21 

2. Total number of c a x s  resulting 
inconvictions. . . . 10 

3. Total value of goods seized . Rs. 85,54,788 Rs. 91, 71,000 
4. Total value of goods confiscated Rs. 33,18,191 Rs. 4,000 
5. Total amount of penalties im- 

posed . . . . . Rs. 5,35,847 Rs. 7,79,000 
6. Total amount of duty asscssed 

t o  be paid in respect of confisca- 
ted goods . . . . Rs. 18,19,678 Rs. 37.36.000 

7. Total amount of find adjudged 
in lieu of confiscation . . Rs. 6,38,222 Rs. 9,38,000 

.- --- 



8. Total amount settled in com- 
position . . . . Rs. 54,092 Rs. 48,000 

9. Total value of goods destroyed 
after confiscation . . . Rs. 29,965 Rs. 24,000 

10. Total value of goods sold after 
confiscation . . . . Rs. 87,640 Rs. 62,000 -- -- - 

[Paragraph 44 of Audit Report (Civil), 1970 on Revenue Receipts 
and Paragraph 32 of Comptroller & Auditor General's Report for 
1969-70 on Revenue Receipts.] 

1.179. Comperation f gures regarding frauds and evasion ending 1969-70 
are shown as under :- 

I. Total number of offences pro- 
secutedinconrts , , . 

2. Total number of cases resulting 
in convictions. . . . 

3. Total value of goods seized . 
4. Total value of goods confisca- 

t e d .  . . . . 
5. Total amount of penalties im- 

p o s e d . .  . . . 
6 .  Total amount of duty asstss~d 

to be paid in respect of cmfisca- 
tedfoods. . . . . 

7. Total amount of fine adjusted 
in\ieu of confiscation . . 

8. Total amount settled in compo- 
sition . . . . . 

9. Total value of goods destroyed. 
10. Total value of goods sold after 

confiscation . . . . 

10 

6 

Rs. 79,23,564 

Rs. 16.662 

Rs. 3.49.301 

Rs. 53,50,886 

Rs. 4,47,386 

Rs. 1,02,221 
Rs. 37,366 

Rs. 53,066 

17 

10 
Rs. 85,54,788 

Rs. 33.18.191 

Rs, 5.35.847 

Rs. 18.19.678 

Rs. 6.38.222 

Rs. 54,092 

Rs. 29,965 

Rs. 87,640 

30t 

8 
Rs. 91.71.000 

Rs. 4,000 

R* 7.79.000 

Rs. 37.36.000 

Rs. 9J8.000 

Rs. 48,000 
Rs. 24,000 

Rs. 62,000 

1.180. The Committee desired to know whether the amounts shown 
against item Nos. (5) to (8) above for the year 1968-69 had been realised as 
on 31.3.70. The Ministry furnished incomplete information and stated fhat 
"this information is interim as the information from certain field formations 
is still awaited" and on receipt of the information, a complete information 
will be furnished. However, the information has not been furn~shed by the 
Ministry for the last more than a year. The Committee desired to know the 
reasons for poor recovery, the Ministry stated: "The realisation reported 

*Figures provisionally furnished by the Ministry of Finance. 
**Fig- furnished by the Ministry of Finance. 
f& Ministry have misad the earlier figure of 21. 



relate to the recovery within the ear the amounts were adjudged. The Cob 

amount recovered. 
r lactors have also reported the fo lowing reasons which have a bearing on the 

(i) Parties are inclined to agitate the matter in departmental appeal/ 
revision and courts of law and await the final decision. In some 
cases the amount of penalty and fine is reduced in Appeal/Revision 
and in some cases AppeaJs/Revisions are admitted. 

(ii) most of the cases relate to un-manufactured tobacco seized from 
parties who did not claim the goods subsequently. 

(iii) amount of fine adjudged in lieu of confiscation and the amount of 
duty involved cannot be realised where the option given is not 
exercised. Where goods are not redeemed those are disposed of 
by auction or by destruction. 

(iv) realisation of amount settled in composition is possible only in 
cases where parties avail of the offer of-compounding the offence." 

1.18 1. The Committee also desired to know the value of goods which 
had been sold out of the goods valuing Rs. 33.18 lakhs confiscated during 
1968-69, the disposal of the remaining goods, the value of goods fixed at the 
time of confiscation and the price actually fetched at the time of selling. ln 
this case also complete information has not been furnished for the k t  over 
one year. From the limited information in respect of only a few collectorates 
furnished, it is observed that the actual sale proceeds are only 23% of their 
value fixed at the time of confiscation of goods as would be scen from the 
following table. 

- -- - 
Value (Rs.) of goods at the time 

of 
CoUectorale 

confiscation Sale (achnl) 
-- 

1 2 
- -- --- - 3 

Shillong . . . . . . . .  46,295 5.133 
Hyderabad . . . . . . . .  36,368 6,759 

. . . . . . . .  Bangalore 12,692 6,254 

. . . . . . . .  Chandigarh 2,804 2,804 
Baroda . . . . . . . .  2,092 1.730 
Nagpur . . . . . . . .  1,327 1,198 
Kanpur . . . . . . . .  267 1 24 

1.182. The value of goods redeemed, destroyed and released is Rs. 1-58 
lakhs, Rs. 1.07 lakhs and Rs. 0.87 lakhs respectively. 

1 .l83. The Committee enquired about the reasons for fetcbing such a 
low price at the time of sale particularly in Hyderabad and Bangdore. The 



Ministry stated: "The information furnished was provisional. Tho Collec- 
tors subsequently reported the correct figures regarding value of the goods 
at the time of confiscation and the amount of sale proceeds as under:- 

----- 
Value of the goods at the time of 

Confiscation Sale 

Hyderabad. . . , . . . . 26,930 7.806 
Bangalore . . . . . . . . 15,363 6,521 

1.184. The reasons for the low price fetched have been reported by the 
Collectors' as under: 

Hyderabad Collectorate: Difference between the value the time of 
confiscation and the price at which the goods were actually sold is due to low 
bids offered in auctions which necessarily have to take place long after the 
seizure and the extent of-deterioration of tobacco during the period inter- 
vening seizure and disposal by auction. 

&mgalore Collectorate: In 90 cases the goods (tobacco) valued at Rs.7,508 
at the time of confiscation were sold for Rs. 3,312 on account of dterio- 
ration in quality while in storage. In 3 cases the goods valued at Rs. 1.510 
at the time of confiscation were sold for Rs. 516 as the goods (tobacco) were 
of inferior quality. No bidders came forward and goods had to be sold 
under private treaty for agricultural purposes. In 8 cases goods valued at 
Rs. 5,585 at the time of confiscation were sold for Rs. 1,836 on account of 
excess valuation at the time of seizure. In I I cases goods valuedat Rs. 760 
at the time of confiscation were sold for a higher price of Rs. 857." 

1.185. The Committee desired to knowithe number of cases that relate 
to those under self Removal Procedure out of the 21 cases of offences pro- 
secuted' in courts in 1969-70. The Ministry replied in a note that "The 
number of prosecution cases reported in the Audit Para are 21. Those figures 
were provisional. Subsequently some of the Collectors revised their earlier 
figures and the number of prosecution cases now comes to 30. Out of 30 
cases, 25 cases relate to physical control and the remaining 5 cases relate to 
those under self Removal Procedure." 

1.186. The Committee asked about the reasons for increase in the fine 
adjudged in lieu of confiscation from 1967-69. According to the Ministry 
following are the main reasons for this increase: 

(i) Due to imposition of heavier fine. 
(ii) Due to increase in the value of the goods confiscated. 

(iii) Due to increase in the number of caws adjudicated. 
(iv) won after the introduction of Self Removal Procedure w.c.f. 

June, 1968 violations were viewed leniently and when the asstsdces 
had had sufficient time to familarise themselves with the scheme, 
offences were dealt with more severely." 



1.187. 'I& Committee find that dPriog tbo year 1S70, proroartioar 
were lmmched in 30 awes as against 17 in 196&69 md 10 ia 1967-68. Out 
of Caere 30 25 related to the cormnodltier which u e  under physical cab. 
trol and 5 to those ooder Self Rcmovd Procedme. Alhmgb tbe oulnba of 
offences prozlecuted has increased tbe Committee are not satisfied with the figure 
for the wbole country pdcolarly considering that tbere are 115 commdtks 
rmdw excise control. The Committee are anxioos that the Department &odd 
laancb prosecutions in preference to imposing ftws and penalties eo that the 
Department's a c t h  acts as sufecleat deterrent a g h t  evldoa 

L 

1.188. Tbe value of goods confissated during 1%9-70 Es stated as 
Rs. 4,000 re against Rs. 33J8.191 in 196869. Tbe Committee desire tlmt 
Department sbould look into the reasons for tbb low figure dorlag & year. 

1.189. From the figures given to the Committee, they fiod tbat the nle  
proceeds of confkated goods represented oaly 27 % of tbeir vdw at tbe tfme 
of coufhcatioa. Ow of the reasons stated by tbe Department is deterioration 
in goods and low bids offered by bidden. Tbe Committee desire that wecssuy 
steps sbould be taken to dEspose of the con5scated goods expeditiously a d  to 
improve tbeir storage condition. 

Audit Paramph 
1.190. Rayon yam is assessable to central excise duty on the basis of 

its deniers declared by a manufacturer. In doubtful cases samples are drawn 
and tested by the Department. The Central Board of Excise and Customs 
darified in their letter dated 28th November. 1968 that in the case of yarn 
found on chemical test of its sample to fall in a lower denier group, attract- 
ing higher rate of duty. not only the consignment in question (of which 
the sample formed part) but also the production from the date on which the 
sample was drawn should be subjected to the appropriate higher rate of 
duty till the date, a fresh sample was drawn for chemical analysis and was 
found to fall within the category declared by the manufacturer. 

1.191. In a factory manufacturing rayon yarn three samples of rayon 
yarn wcre on analysis found to be of lower deniers and consequently higher 
rates of duty were leviable on such yarn. Differential duty was however, 
demanded only on the particular lots from which samples were drawn and 
that too only in respect of two cases. Even in those two cases differential 
duty was not demanded on the entire production between the dates of drawal 
of samples which were found on analysis to be of lower denier youp  and the 
dates of drawal of subsequent samples found on analysis to fall under the 
correct category declared by the manufacturer. 

1.192. The department accepted the omission and raised demands for 
Rs. 2.10.45Q (Rs. 300 in July, 1969 and Rs. 2,10,150 in December, 1969). 

[Para 24 of C.&A.G.'s Report (1969-70) on Revenue Receipts] 

1.193. During evidence the Sccretav to the Ministry deposed: "We 
admit that them has been a mistake. 1 do nol Want to say anything on this 



particular point because having found that the company was not reporting 
the correct denier and having charged them at the corract rate, then a@n 
accepting their own return was not satisfactory." The Committee enqmred 
how did the department actually become aware of the omission. Tbe wit- 
ness replied: "We ourselves came to know of the omission. In that parti- 
cular period samples were drawn every fortnight to check up whether the 
correct denier was declared by the factory or not. It was during these checks 
that we found that the comct denier was not being declared. They were 
declared as a coarser varitey of rayon, whereas it belonged to the next group 
and they should have paid a higher rate of duty. The internal audit also 
detected it, but they restricted the demand only to that particular lot. It 
was after the visit of the Audit and in the light of the instructions which 
were subsequently issued in 1968. ..... that the revised demand was issued 
subsequently." The Committee enquired when was the test made and ornis- 
sion detected, when the internal audit also found it. when were the demands 
issued and what was the time lag in between. The Secretary to the Ministry 
replied: "As I mentioned the wrong in this thing, has been actually this. 
Even when they detected it, they raised the demand only for a limited period 
or for a limited lot and did not correct it for subsequent assessments." When 
the Committee pointed out that the omission was not limited to a particular 
lot alone but the assessment at the higher rate had not been made till the 
date when next sample was drawn and found of the correct specification, 
the Secretary stated: "That is why we accept this point. We will go into 
this matter. We have called for the explanation of the officers concern- 
ed. 

1.194. The Committee desired to know why the demand was confined 
to the particular lots only in the first instance. The Ministry stated in a 
note that "the local officers lost sight of the relevant instructions in this regard." 
The Committee asked whether this omission was a deliberate action 
on the part of the officers concerned. The witness replied: "That is what 
we have to investigate." To a question as to what action was being taken 
against the oficers concernad. the Ministry stated in a note that, "the offi- 
cers concerned have asked for perusal of the records. Further action will 
be taken on receipt of their replies." 

1.195 The Committee enquired about the present position of demands. 
The Ministry stated in their note: "The demands are still outstanding. The 
party filed an appeal to the Deputy Collector. Kanpur, which was rejected 
in September, 1971. The party thereupon filed a Revision Application 
to the Governrnmt of India and the same is under consideration.'' 

1.196. The Committee asked whether Government could prosecute 
the party concerned for misdeclarations. The Secretary stated: "We shall 
examine that possibility also. Subsequently, the Committeeenquired whether 
the possibility of prosecuting the party had since been examined. The 
Ministry stated in a note that it was "examined by thc Colla-tor in con- 
sultation with the District Government Counsel (Civil), Kanpur. Further 
action is in progress." 

1.197. The Committee enquired whether there was any machinery to 
check deliberate misdtclaration by the a m s .  The secretary to the Min- 
istry stated: "Under the Self Removal Procedure the basic responsibility 



of the Excise Staff is to makC surprise checks and visits and inspections to 
the units and see whether everything is aocording to their declaration, ac- 
cording to their programme of manufacture. The whole purpose of with- 
drawing the staff from physical verification is that today we depute one man, 
another man tomorrow and so on, so that there can be no collusion and 
independently detailed inspections can be carried out and action can be taken 
against them. We draw samples from time to time, check their books of 
account and not leave it to only one person, but a whole party may go under 
the supervision of a senior officer. That is the intention under Self Removal 
Procedure." The Committee enquired whether there was any provision to 
remove a party from the Self-Removal Scheme as a punishment. The 
witness stated: "We cannot withdraw the Self-Removal Scheme, but the 
new Committee will probably go into this question. The scheme has be- 
come applicable to all the commodities except tobacco." The Serretary to 
the Ministry added further: "I am told by the Chairman that on the contrary 
several parties wish to go back to physical verification because then subse- 
quently no blame can be put on them, whereas if they are retained in the 
Self-Removal Scheme and prosecuted for violation, that is probably a greater 
dcterrent." 

1.198 Tbe Committee are mpriaed bow tbe ot&xn failed to follow tk 
imtructionar of tbe Boud &at on detsrcloa of yam to be in lower denier, tLc 
hlgber rate of doty was to be cbmgd till a fiab sampk? was tested lad fo l l l  
to fall withlo tbe ategory declared by the d r c t u r e r .  Tbc Commi#rw 
find the demands for Wereadd duty (Rs. 2.10 W) have been rrbed kt 
tbe party hw filed a r e v h  application rrhicb Is under the coddcmtiaa of 
Coverameat. Tbe Committee wooid like to be infonned .boat the outcome of 
the revisloa petftiou. 

1.199. TheConunittee .Iso rwlerstlad that the qucstioa of posccotiog 
tbe tswseee for rnIsdacfnntioa is being examined by tbe CoUcctor. TLe Com- 
mittee would like to be informed about tbe actioa taken .g.hrst tbe -. 

Refund of Central excise duty resolting in fortdtom bendit to 
~ n o r a ~ e l  

Audit Paragraph 

1.200. According to tariff item 14E patent or propaetary mcidcines 
other than those whch are -xclusively ayurvedk, unani, sidha or hornoc* 
pathic, are liable to c x c ~  duty. The let). of duty on the medicines 
was introduced from 1st Ma.ch 1961 . In  a collectorate a factory mnu- 
facturing unnni prcparst~on\ w a s  brought under exciw control from 1st 
Much, I961 and duty Has levied on the mrdicines prepared. The licensee 
pad the duty under protest and the Collector decided (Scptembrr 1966) 
that the mcdicinc wab not excisable and accordingly the rnlire amount of 
Rs. 6.61.471 collwted towards Central cxctsc d u t  from March. 1961 to 
Scptcmba. 1966 was tefundcd in October, 1967. Meanwhitc, thc Iictnsce 
was collecting duty fiom thc consumers. It  was statd by Governmnt 
(January 1970) that thc licrnwc had refunded Rs. 1.00 1akh to the custo- 
met s. 

\Para 23 of Audit Repon (C~vil), 197C on Revrnur Receipts] 



1.201. During evidence the Committee enquiicd as to how the Party 
was required to pay duty even though the Tariff itrm was made clear 
even on 24-4-1962 that unani pleparations are to be excluded and then when 
the palty paid duty under protest continuously for 5 years why did the 
offiar himself not take up the matter with higher authorities. The Secre- 
tary replied: "The officer was considering that what he was doing was right. 
Normally, these documents remain with the Assistant Collector. They 
leave it to the aggrieved party to file an appeal and it is only on an appeal 
that a decision can be taken at a higher level. If a man chooses not to file 
an appeal, what can b: done ?" When asked how the party did not file 
an appeal, the Secretary stated : "With so many appeals coming and so many 
people coming. whether in the present cilcumstances, he should have felt 
he was harassed or not, but the number of assessment cases ale so many, 
numbet of units arc so many and so many appeals are filed before the Col- 
lector ; 't becomes very difficult ." The Committee then asked how was 
the refund sanctioned. The Secretary replied : "He has not gone on appeal 
and it was when the Collectot went again on a second tour that he happened 
to sec this and got the matter clarified and issued instructions." 

1.202. TheCommittee asked whether the Board was app~ised of such 
disputed assessments either through periodical rcports from the Collccto- 
rates or othciwise and what was the procedure followed in such cases. The 
Ministry repllkd : "Field officers of the rank of Assistant Collrctor and 
above are tequired to decide disputed assessmcnts in exe~cise of their quasi- 
judicial funcfons and the Board/Ministry cannot interfere with 01 influence 
the decision in individual cases. For this reason details of the disputcd 
assessments coming up for decision at the various levels in the Collectors 
are not called for by t h ~  Board/Ministry either through periodical state- 
ments 01 otherwise . The Board. however, comes to know of the disputed 
assessments when either the T~ade  makes a represcntation or the oflkers 
of the Department seek clarification or guidance from the Board on the 
general issues involved." 

1.203. The Committee invit~d the attention of the hliniktry to a note 
furnished by them to Audit that "there may yet he cases ofdiverseierroncous 
assessment practices in  respect of the same goods in the same Collectorate 
or in diffelent Co'lecto~ates. . . . . . . . In order to ensure unit'olmity in 
assessment practice all over the country, it is proposed to set up a classifi- 
cation and valuation cell at the Hcadqua~ters." Thc Committee asked 
whether such a cell had been set up. The Ministry replied : "At the 
Combined Conference of Collectors of Customs and Central Excise held 
in December 1970. it was decided that in view of the increasing complexi- 
ties of valuation and classification problrms, a valuation cell should be 
set up at Collectorate Headquarter. In some of the Collcctorates, such 
cells have already been set up." 

1.204. The Committee asked whether out of a total refund of Rs. 
6.61 lakhs made to the Party, Rs. 1 lakh rcprtcd in the Audit para to have 
been refunded by the Party to the customers had gone to thc correct sources. 
The Secretary ~eplied: "It has not gone to the individual cnnsumels, but 
some of the p ~ i n c p l  customers have got back this money." About thc 
balance of Rs. 5.61 lakhs. the Scc~etary stated; "Some amount is still 



left with him which he says he cannot refund. Such a situation should not 
have been allowed to occur, but I do not want.. . . . . . . . . . . . .". When 
asked that was the procedure for disttibuting the refund to the customers, 
the Secretary stated that "if thele are only a few customers, refund is possi- 
ble, but where hundreds and thousands ale there.. . . . .If they are identi- 
fiable, there is no problem but where they are not identifiable, it takes time 
to sanction the refund. Administratively I would find it Pasible of the 
number of persons identifiable are not too largc but if the number of persons 
who paid is very large, then there ma bc some administrative difficulty. 
For instanc-. cloth bar been n M tc mi16ons of people, it will not c known. 
Rut if it is a motor car, WP know exactly who arc the purchasers of the motor 
car. etc and in this case we can make thp, wfund." 

1.205. The Committee asked befm making the refund did the Govern- 
ment make any study as to how the money is going to be distributed Thc 
Secretary stated: "We can aek the man what he has donc with this on- lakh, 
but I do not know whether there is any legal provision for making him tell 
us how he distr;buted it. Wc have asked him, and he has given ur some dis- 
tribu'ion points, but I do not know whether we can force him to tell us rhe 
details." The Secretary added furth-r : "I th'nk it might solv. the pro- 
blem. . . in the new Central Excisr Bill which we are proposing to submit 
b:forc the Parliament we are providing a clause to permit the Collector 
to review suo motu ir each caw if this case is under t h ~  nature of protest." 

1.206. The Committee invited the attention of the witness to their 
earlier recommendation in  a similar caw made in para 1.25 of their 95th 
Report (Fourth Lok Sabha) that Gov!-rnment should consider whrthrr. 
as suggested by Audit, it would be pcssihlr to incorporate a suitable provi- 
sion i n  the Ccutral Excise Bill on thc lines of wclion 77(1) of the Bombay 
Sales Tax Act. s*) that Trade does not get fortuitous benefit of cxccss collec- 
tions of tax rcaliaed from the consumers. The Cornmittec enquired what 
action had been taken on this sugpcstion. Thc witness replied: "That 
partic~lar provision in the Bombay Sales T a x  Act has. I think. been chal- 
lenged and the Supreme Court has struck it down." The Spcretary added: 
"And of course. the r-commcdntion made by P.A.C. has been sent to the 
Srlect Cornmittec by us for considemtion." To a suggest:on that i t  might 
have been struck down of the form in which i t  was worded. 
the Srcrcatary replied: "In the new bill we are propsing we placed this 
mcttcr again bfor r  t h~ Select Committce a~;d suitable draft can he 
i ncorporatrd. 

1.207. The Committee enquired whether Income-tax authorities 
had been informed of the facts of this caw for nmssary action. The Minis- 
try rcplicd : "Cylkctor of Central Excise has stated that the Income-tax 
aulhorrties arc now king inlarmal." 

1.208. Evjdeatfy, in tUs cur, tbe oi&rcr failed to make cotrccrt asses- 
meat of duty lnltLIly and tko did aot take due wtice of the p.~pWtp BUdC 
under protest by the p u t y  for 5 long y w a  M k n  tbe mistake ww re8lised 
t b d w b k r ~ e o r ~ t o f R . . & B l h k b m a r s i v e d c d t o t k ) u t y .  Tbeporly 



p.stiedoadyRs.1lakbtosomcoftbeprted~clatoaMm.ndgothimrdffor- 
toitioPs badit of Rs. 5.61 I.lrb& Go-mt have no power to iaL the pvty 
to pa oo entire *moluat to actad ~ 0 1 1 1 8 ~ m e h l ~  were overchgd. It b 
nlao mot possible for the party to distributes the refad to tbomda of cue- 
tu?oers after 8 lapse of so m y  yeam. nbe Committee are not B.ppy o w  thls 
podtion. Thc C d e e  bpst that at least the Income Tax 8uthoritiu have 
been informed about the refund of Rs. 5.61 Iakb  to the aarnofictrrm 10 #IS 
use. 

1309 Ia para 135 of their 99th Report (Follrtb Lok S l b b )  tbr Pubk 
Accomta Committee bad recommended that Govemmeat ebould COOS&% 
whether it would be possible to incorporate 8 suihble proviqioa in Central 
Excise Bill on the l k s  of Section 37(1) of the Bombay Sales Tax Art no that 
trade does not get fortuitous benefit of .excess collection of Tax rerlised from 
conmmm. Tbe Committee were given to uaderataod during evidence that the 
refevant provision of the Bombay Sales Tsx Act had beem muck dorm by 
tse Sopremc Cm rt. The Committee desire that tbe matter be e x d o c d  
im tbe l i t  of the judgement of t&e Supreme Court witb 8 view to idud- 
ing 8 suitable provision in the Ceatarl Excise BUI when it ie reiotroduced in 
Pariiunent. 

1.210 The Committee w k n t a d  that in the new Cenbnl Excise Bill pro- 
posed to be submitted to Puliuwat, Goveniment is going to provide 8 clsaee 
in the Bill to permit tbe Collector to review suo motu in en& case if the payment 
is made noder protest. In any case, the Committee bope that in future the 
paymeats under protest will not be ignored and suitable instructions will be 
issued for reporting such cam to the bigher sotborities for review. 

of 4 5 c i . l  lentber clotb as presxcise stock nitboat payment 
of duty. 

Audit Paragraph. 
121 1 A new tariff item 22B "Textile fabrics impregnated or coated with 

preparations of cellulose derivatives or of other artificial plastic materials" 
was introduced from 1st March, 1968 by the Finance Act, 1968. Artificial 
leather cloth which was hitherto assessable under tariff item 19 "Cotton 
fabrics" came under this now item from that date. On the basis of budgt 
instructions issued by Government in February, 1968 artificial leather cloth 
lying with the manufacturers in fully manufactured wndition at the mid- 
night of 29th February, 1968Jlst March. 1%8 was treated as preuxcise 
stock and was allowed to be c k m d  without payment of Central Excise duty. 
Since such cloth did not bccomc excisable for the first time on the 1st 
March. 1958 but was a.wa&k as 'cotton fabrics' before that date, the 
exemption from payment of Central Excise duty allowed as on 'precxcise 
stock' in respect of swh clotb was not wmct and had multcd in loas 
of duty amounting to Rs. 90,374 in two collectorates. 

I 

1.212. nK Ministry have replied in February, 1970 that though the 
Ministry of Law have a d v i d  that enhanced duty was lcviabk on the pre- 
excise stack, the matter is proposed to be gone into in grater  detail with 
that Ministry. 

[Panagnpb 36 of A d t  Report (Civil), 1970 on Revenw Rdpts]  



1.213 Tbe Committee desired to know the loss of revmue due to non- 
levy of duty on such stocks of leather cloth in respect of all the collectotlltes. 
The Ministry repliod: "The amount of duty involved on such stocks which 
were permitted clearance without payment of duty in accordance with the 
budget instructions was Rs. 7,21.871.07". 

1.214 The Committee asked what was the purpose of introducing new 
Tariff Item 22B. The Ministry stated that the object was to levy higher duty 
of 25% ad valorem on all textiles fabrics coated or impregnated with plastic 
material-commonly known as artificial leather. 

1.21 5 During evidence, the Committee asked about the points for fur- 
ther discussions with the Ministry of Law. The Secretary to the Ministry 
replied: "There is a very small point in this particular case on which the Law 
Ministry haw not advised. There has been a difficulty in interpretation 
whether the levy should be under item 19 or item 22(b) and it was not clear 
to us under what particular item it should be levied. We were proposing 
to sort it out but unfortunately the matter could not be finalised. 1 think 
we shall shortly be discussing this matter as demands have been raised by 
the Collectors." To an observation of the Committee that by having doubt 
over its inclusion either under item 19 or under item 22 (b) the result has 
been that it has not been included in either of the two, the Secretary replied: 
"There is doubt on that also, unfortunately, and I think we will have to 
make some amendment to our Rule because out Rule also gives scope for 
an interpretation whether it is leviable at all. We think this should be put 
beyond doubt and we have to take up a corresponding amendment to the 
Rule also." When the Committee pointed out that the Law Ministry had 
already agreed that the duty was leviable and that they had stated that "in 
this case. Audit is right". the Secretary replied: "There is a difference, 
because the duty should be under 19 but the Law Ministry thinks it should 
be under 22. In the note which they have given us, they have mentioned 
22(B). Demands have been raised and unfortunately, in this case, since 
there is a dispute, some wllectors raised the demand under 19 and some 
under 22(b). We will have to confirm. after we sort it  out with Law." 

1.216 Subsequently, the Committee enquired whether the dispute 
had since been resolved in consultation with the Law Ministry. The Minis- 
try stated that "the matter is under consideration." 



in conwlbtion with the Ministry of Law so that tbew b uairdty In tbe 
assmsment of doe. Tbe Committee also ~lOgeet that any .mendascat 
Wted in the Central Exciae Rules m y  ilso be made. 

Clearance of duty free samples in excess of 5 per cent of duty paid 
medicine8 

Audit Paragraph 
1.219 In a few collectorates the quota of five per cent was worked 

out on the value of samples after deducting the prescribed ad hor. discount 
allowed for clearance of medicines on their list prices. The clinical samples 
meant free distribution among the medical profession are distinctly stamped 
'Not for sale'. These were, therdore, not eligible for the ad b c  discount. 
The reckoning of discount in arriving at the quota of duty-free clearances 
resulted in the factories getting larger quota of duty-free clearances than 
they would be otherwise entitled to. The revenue lost to Government 
on this account was Rs. 9,65.583 during the period from May 1962 to August, 
1%7 in respect of eight collectorates. 

[Para 22(ii) of Audit Report (Civil), 19701 

1 .UO During evidence the witness stated: "The ad hoc discount 
has been given for the purpose of determining their value and the value so 
determined applies also to the limit of 57: for clearance of samples duty 
free". The Committee desired to know the considered view of the Ministry 
in this regard and whether they had consulted the Ministry of Law. The 
Ministry stated in a note : "The Ministry are of the view that for the pur- 
pose of determination of quota of 5 %  and for the purpose of assessment 
of samples in excess of this quota, the act hoc discount prescribed in noti- 
ficatio~ No. 161/M dated 8-I('-1966 should he taken into account. Once 
the manufacturer has exercised his option for one of the two modes 
of assessment prescribed under the said notitication determination of value 
of all the clearances effected whether on payment of duty or othcrwise, 
has to be with reference to mode of assessment opted for by him. Were 
it not so the very purpose of simplifying the assessment by the aforesaid noli- 
fication would have been thwarted. Ministry of Law was not consulted." 

1.221 During evidence the Committee asked wbethcr the Ministry agmd 
with the Audit stand. The witness replied : "We have wid while rcplying 
at the draft stage that we were not admitting the objection.. . ." To a 
question when the draft audit a was received by the Ministry, the witness 
replied we received it on 6 1  1-6y We bad q u e s t e d  that if (audit) was not 
did to agree with this Ministry's view, it was suggcstcd that a joint 
discussion in this matter might be arranged with the Ministry of Law along 
witb this Ministry". When asked who wns to take iuitiative in arranging 
a joint meeting between the Ministries of Finance and Lhw and tbc Audit, 
the Secretary to the Ministrq replied : "A joint discussion with the Ministry 
of Law was necosrary to resolve this problem and the Baard has to titkc 
the initiative in such cases". The Commirtae asked why this hrrd not becn 
done during these four years. The Secretary repiied : "The lkpnrtmenl 
sums to have been under the impmion that ofter we get tbc 'go-ahead' 
from the Audit, we will mange the consultntions. They perhaps had tbe 



m n t .  is wW, f & k  report car comc to .thA Public Accounts Com- 
mit- That was dono only r l e t  ago. T h e  paro many puttfaphs 
where differences can be resolved if the discussion contipuca qucn it has 
been included for Public Accounts Committee meeting. At the draft stages 
them is ma difliolrlty. Bkt PolllLILiacs &by occuro. Now tbst it bas been 
darifitd, for future wo wiH dp so". , 

1.224 Ruk 9(b) of the Centmi Ex& R u b  pavide fix pmvhbml 
asscssmtm to mtral cxcisa duty being made in -in ctrrumstanoes a 
for examples, value pending ddcrmirurtioa on variAclrtion of the i n v h  
campletion of any o h m i d  or 0 t h  M or vtrificarioo afthe ead use of tbe 
product deartd. The Cwtral Board of Ex* and Cwtoms Mllmd in- 
tions in Au st, 1964 for tkm speedy Bnalition of all the provisional as- 
sessments. require that :- 

(i) mscr d routinu typa should be f idsed within thncc m o n k  
(ii) c a m  which u h  chemical test rtprts from the Chemical Em- 

r n k s  5 h o 3  be finalid within 6 months. 
(9 verbtion of thc p h  should be carried out on priority basis so 

tbat tbc Aluersing, Of6cers cm wrmdly finalix assessment within 
8 fortnight or so. 

7 L W - 5  



1.2245. At the instaaoa of lthi tELe Minioay rubmittad a 
detailed statement showing the number of proviaid armbtsmanta yadsr 
Rule 9 (B) pending finalisation as on 31st December, 1971. Following 
is the a b s p  of the data furnished : - 

1 *, ufaur 
prdir =3 

1 3 - 2 
@gbtfllXlll163moQths. . - . . E0.m s 
( r g ' I l a w a m J t o 6 ~ t h t .  . . . . l&Z@O * b 
@ i ~ 6 b ~ 2 s l o n t b  . . . . %4So W 
( i i ) F o r m o r a i h o a a t y a r .  . . . . 13,220 17 

T m .  . 78,319 
---- 

b m  Ph-3 78,319 mats 2,0873 (27%) ouw am far wut ob 
iddaa fanr Ehcl hmmii 

ii 

1.227. The Committee enquired whether the instructions issued by the 
Board in August, 1%4 for speedy finalisation of provisional assessnmm 
WE being follotvlcd in 4 the Calk@ '-I The Ad,jniotry stated W "The 
instructions issued in kner F. No. 2/3/64- X-1 dattd August, 1964 and 9th 
September 1964 for speedy finalisat~on of the provisional -nts were 
to be foUowA in all tk Colkctorates. The time schedules prcmibai 

t i n  tb ktndons ireusd in August, 1964 coald sol, however bo complied 
witp in pOQ81 of implcmc&n." Th, Committee aekbd whatbor my 
m m w  was d u a t o d  rspnmling the oonsplianoo of Board's iasvuctions 
Jod if ro witb wbrt ~srwkr Th: Minim *tottd that the "nvicw woc con- 
ducal in this bh.11 in July and &, 1910. 11 was found that the 
aumbar ofases of provkionrl urc#nsnu moQ under Rub 9B WIC rising. 
Th Collectoratcs where numbers of cases were higb were, thcnfore, asked 
for the reasons of such high pendency with a suggestion to discounrlgc the 
tendency on tha part of some of the oaksan M y  rrtrorting to the povhrional 
afaesrmnts." Q e  Ministry har asrigmi tho following masons for the 
pendency of providonmtl amcwwnts : 

"'(a) &lay in obtaining taw reports from tbe Cbcmical Examiner; 



(d) delay on the put of g o ~ ~ t d  in nrpaW of 8om 
cornmoditloo wbane p r k  fixntisns am promptly reported. 

1.228. The Committee asked whether Government conk9aplatc any 
measures to reduce the numbel of provisional assessments. The Ministry 
replied : "The Government is always anxious to reduce the p e g  provisio- 
nal assessments to the barest minimum. One of the measures taken has k n  
the revkw of the pondency position and issue instructions to the Collccto- 
rate concerned to get provisional asJeumtnts Rnalised with expedition. 

1.229. Tho Colkctor~ have contendxi that more and mom items are 
to be assessed on an ad valorem basis more cases of provisional assessments 
become inescapabk. Some Collectors have pointed out that yean ago 
while each A.R.I. was considered to be one case, afrar introduction of S.R.P., 
each gate paso on which goods are ckared under provisional assessment 
has begun to be considecd as the unit with the result that tbc number of 
cases shows an appruent increase. 

Rule 173C of Central Excise Rules was amended in October, 1971 
to makc prior approval of price list as a necessary condition before goods 
can be removed from the factory. But where the assessee does not agree, 
the option to the ascmtx to clear goods under provisional agsessmcnt could 
not be denied." 

1.23l. AP*Lbrrrl r-- - )  - a r r y a ~ d l l l ) a Y ) s w i t b t k a m  
T k y u e ~ t o . B c d t k ~ f a n a s c  Tkkanr- 
w i i l ~ ~ d ~ ~ t o ~ d ~ a s a e c d  
i f r e f m r d c d l u e r w U l . o ( ~ a t o t k c a r u w r .  nkCoadtCrc,tLadac, 
fecJthltitbbigbtfwrbBtpn,vbknul.~edw~tiaredncedrotbe abudmle 

~ t k ~ o f ~ R w t i l ~  
ddrriflcrtk. .ad pdca h t h t p F e c a d i k  for 

ck.rubc of In (Lb corcctla (bt Cmmlttcn n d  suggtst that- 



(d) A pesiodlcrl review at the hlpbcr level sbould be prescribed to mtch *- 
Audit Paragmph 

1.232. Rule 9 of the Central Excist Rulss, 1944 stipulates that no excis- 
able goods shall be removed until the excise duty kviabk thcrmn has been 
paid. Where duty is paid through personal ledger account, the rule further 
q u i r e s  that the account holder shall periodically make deposit thelnin suffi- 
cient to cover the duty due on the goods. In course of test-audit, the 
following irregularities due to non-observance of the rule were notied :- 

(i) In a Collectorate cheques paid in discharge of central excise duty 
on tea clearrd from a factory duri the period from August, 
1966 to November, 1966 were not?orv.rdcd by the .Centrat 
Excise Officer in-charge to th.: Chief Accounts Officer for onwad 
transmission and encashment. Though the irregularity was 
pointed out in audit in Novrmbcr,l966 the practice continued 
upto December, 1%7 by which time there was an accumulation 
of as many as 187 cheques representing a total duty liability 
for Rs.1.12.516 during tbe period from August, 1966 to December, 
1967. 

As the cheques had meanwhik been b a r d  by limitation. 
the Ccnml 'Excise Olficct-in-Chaw mumod in March. 1968 
all the 187 cheques to tbc factory for issue of fresh cheques. Tb6 
factory issued 12 Fresh cbcques for the total whera duty liability 
of Rs. 1.12.516 and tbcse cheques wrre forwarded to the Chicf 
Aamunts OflBccr for eacashment. 

(ii) A cheque dated 25th November. 1967 for Rs. 50,000 prrseatcd 
by a mill in a Collalorrte. &it for which was afforded in tbe 
personal kdger account was rcceiW by the Chief Accounts 0fth;cr. 
bul was not presented to tbt Bank, as it was lost. The mill issucd 
cheque in lieu them$. In the mult t h  was an ovardrawal 
to the extent of Rs. 13,888 on 29th November, 1967 in the 
Ptrsonal La@ Account. 

(iii) Two cbaqws for the amount of Rs. 40,000 wen Itotsd to haw k c o  
rent to the Chid Accounts Oflictr in a Coltactorate and t h  c d i t  
was taken in Personal Lodger Account on 3rd May, 1968 by the 
Licensee. This credit was objected to by the Chicf A m u n t s  Olftcer 
as the cheques stated to have bocn m t  to his o h  wen not 
received by him. The lianscc was diroclod to issue frcsb 



ws in lieu of the carlior oms. Accordingly the Mill cre- 
hl t . 8 ~  amount by fmh cbques oa 3rd Au 1968 which '73 
ivcm dourd at tb Bank an 8th August. 1 9 6 ~ 7 M s  resulted 
in the overdrawal in the personal I r account for Rs. 14093 
for tho period 3rd May, 1968 to *iR 8 August. 1%8 and for 
Rr. 3,471 for the period 3rd May, 1968 to 27th July. 1968. 
[Para 28 (ti) @) of C&AG's Report for 1%9-70 on Revenue 

Receipts.] 
1.233. During evidoaoe, the Committee referred to 187 cheques amount- 

ing to Rs. 1.13 lakb that were collected as excise duty but not passed on 
to the Chief Accounts Ofticcr for encashment for more than a year. The 
Sec~etmy of the Ministry stated : "Then can be no excuse for this and we 
have taken action against the inspector. His pay has been reduced for two 
years." 

1.234. The Committee en uired whether Suprintendents wele re- 
quired to check a percenh o f t  c assessment every month and if so. did 9" 7, 
they notice non-cashment o chques over a considerable period and whether 
the Superintendents checking assessments were required to verify duty pay- 
ments also. The Ministry replied in a note : "Yes, but in the instant case 
the Superintendent failed to conduct thc scrutiny of the monthly and periodi- 
cal returns and A.R.1.s nccived in his o h  during the period in question. 
The Colkctar has reported that Mccs-wry action against the Superintendent 
is in progress." 

1.235. The Committee referred to a case subsequently reported by 
Audit where a factory paid 32 chcqws amountia to Rs. 1.88 lakhs which 
were not encashed for about a year. The &tay stated: "That 
factory has issued fresh chequ:~. But we admit them has been a lapse on 
the part of offkc and we have taken action." 

1.236. The Committee then refetrcd to cases at (ii) and (iii) in the Audit 
Paragraph and enquired whether the dtpammntal instructions that Rang  
o k r s  should take up the matter with the C.A.O. immediately if the tinal 
challan of cmlit was not toaid by them within lodays, wcrt fdhzd  in 
these cases. Tht Ministry stated in a note that "them was some &lay 
in  initiating action by the Ran@ Officer in both the cases. 

1.237. The Comm~tk then invited the attention of the uitncss to 
anotbcr case r t p d  by Aubt subscqucncly where a manufacturer had 
ckarcd goods without sufficient ha l am in thz Personal L e d ~ r  Account 
and this ckarann uirhout payment of duty from April, 1970 to May, 1971 
had amounted to Rs. 4.58 lakhs in terms of excise duty. The Secretary 
replied : '"Thir is a scrjou~ ofhm. We will pursue it." 

1.238. The Committaa enquired uhec&tr ma~nttnaMle of P.L. Account 
was not r Oovlcnrmcnt fun&- vrrd if so why thrs work w a .  entrustad to 
liccnsccs. Ihc witness mpliod : " That is one of thc bow pspccls of 
Self Removal Roo#lum. O ~ h e r w i ~  he (the license) will not be abk to 
cleat the goods by himself. We insist that he must have a suffidcnt amount 
of duty akukcsd by him. If he dam any goah whcn there is not suffi- 
c h t  dcp& in h n a l  Wlpr Amount, it IS a scrlous oRUrOE WU$O: 



it is tantamount to cloarin goods without pe nt of duty," When asked 
bow Government could c&ck abetber the had rud*ient babmre 
in the Pcrsonal Ledger Account and whether he was clearin$ goods after 
duly debiting the duty particularly whcn Ooxemt~~~t l t  was not aware about 
the daily transactions and came to know about them only at the end of the 
month, the witness replied: "We get the return at the end of the month. 
We have stparate valuation. Our Chief Accounts OfEicers have copies of 
Personal Ledger Accounts. Every consignment is adjusted against 
it,." To a question as to how the Chief Accounts Oficer could not 
notice for about a year the non-encashrnent of ch ues referred 
to in cases (i) of the Audit paragraph the Ministry stated in "R t ir note that. 
"the irregularity could not be detected by the Chief Accounts Offfccr due to 
the fact that the P.L.As. through T.R.3 returns for the period from December, 
1966 to December, 1967 wen not forwarded by the Inspector concerned," 
The witness further explained that "no consignment can be cleared unless 
he (licensee) has suficient money in his Personal Ledger Account and, 
secondly, unless the goods that he wants to clear have already been classi- 
fied in consultation with the Central Excise authorities thirdly, each consign- 
ment must be accompanied by a gate pass." The Committee asked how did 
the gate pass help whcn it was issrtcd by the licensee himself. The witness 
replied : "The only thing I can submit is that in case of bigger factories where 
the stocks a n  high, concurrent inspection is going on from day to day and 
the gat8 pasm are checked with the item No. of Personal Ledgcr Accounts 
to which it has been debited." 

1.233. Tk cases k & t  oat la tk Adi t  paragraph indicate chaotic 
state of a.8jrs so far as woe trrlr~ictiow in tbe Excise Drputment are 
cosarpel. As many as 187 cheques Involviag (be revenue cdkrtlon 
of Rs 1.13 lakhs remmined uncrskd for more than a year. Another 32 cbe- 
ques amowthg to Rs. 1.88 I.lrhs paid by a factory remained uncaled for about 
a year. In otkr two cucs the ckques issued by the awessees were either 
lost or mot received by the CLief Accounts OBicer. In all these cases tbe 
arwwees had already t&tn credit in tbeir Personal Ledger Accouats and there- 
fore it smoantd to &mace of goods worth lakb of rupees by them duty 
f m  till tkg hued i red  dmques and tbe s e r e  were e d e l .  

1.240. Ia yet aadLcr case a party c k d  goods w1tho11t sufficient balaocc 
in Ys P-nd Ledger Aecotmt and tbis clcuraoe witbout payment iavdved 
dety o l R n  458 I r k  Tk Fisua Secrduy ddttd t L t  'it wm 8 
serloas otlaec ......... n 



1 ' 

~ d n a o r a r d r ~ d  a w  

A d i t  Paragraph 
1.244 Sulphuric acid is assessable under tariff item 14G bpt such 

portion of the acid as is used within the factory by a manufacturer for drying 
air in the air tower is exempt from excise duty. Sulphuric acid used inter- 
ndly for other purposas is not so exempt, 

1.245. A factory manufacturing Zinc was also producing sulphuric 
acid as a by-product. A portion of the sulphuric acid produoed by the 
llcenm was being used for drying the acid tank and also for extraction of 
the mettalic compound. As such cases are nth c o v d  by the exemption 
orders, duty was payabk but the licensee did not pay arly duty thtmd 
The dtpartment raised a demand for dut in August, 1961 on the quantity 

\o far been honoured by the licensee. 
B of acid so consumed within the factory ti that date. The &mand has not 

1.246. A scrutiny in audit of the connected wcords of the factory re- 
vealed that even after the issue of the denand in August, 1967 the l i a n s ~  
continued ro uae thk mid innrnany for the same purpose. This remained 
i~ndetoctcd and mrultcd in now1evy of duty on the wid consumed within 
the factory from August. 1967. The duty mvolved in this case during the 
period August, 1967 to August, 1970 is Rs. 96.438. 

(P.rqr.ph 21 af  Comptroller & Audilor Gumai  d India's Repart 
for 196&10 on R~VMUG Raxipts.) 

1.247. Duringc\~dence thc Secretary to  the Mlnlstry & p o d :  "This 
15 a somewhat oomplicatcd matlcr. Thq (tho firm) @art& ( p E o d ~ o n )  
in January. 1967.. . . We have checked from the npom of' t b  -r 
about the sulphurw: acid which IS flowing out of the \torage tanh that ia 
payin6 duty. Th duty a bt~ng c o k t d  from the party cowrned. 
This is om part. Tbcn 1hbl.e is a complicated internal production w k r c  
\ome suiphugic acid goef from th: wrqe tank to the kactung ripct@~ 
Sow OCOCJ to (h: drying towers, In the drying towcr, the cozaccrrtrnlron 
of suldw$c acid coma down From the dryin# chamhf, ~hisQilutod 
r u l p h 6  acid to tbc Wn# L F x ~ m  tbc kPr;hgnp bnk w papdy 
from urot&rl. it g ~ c s  to tbc i$worp! 't" oa b w t r  where k iocmawj in ~nrrtr+ 
tration. It b &a& that is thia inkr@ pmcw pmhtJy gamo ad@tionsl 

uricaciddbrthu d p b u i s  dd h alw pasntoQ in ad+n to lgc 
PO( out of tbc storage unk aner paymg duty. n asked w W t  



1.248. About payment of duty on the sulphuric acid, the Snt tary  
stated, "The position after 7-8-1967 is that whatever releases were made 
to the drying acid tank fram the lapin atow tank mrc only afttr pay- 
ment of duty. That means the acid which is going out. What I subm~tted 
was that a portion of the acid in this company is paying duty. But the 
uestion at doubt is whether the total acid is paying duty or not. I accept % point that the total acid is perhaps not paying duty baause some pan 

of the sdphunc acid is not coming to the main tank.. . . it is a very com- 
plicated process and 1 would certainly advise the Board to send somebody, 
really competent on these matters to go into this thing carefidly and give 
a special report about the working of this plant and not depend only on 
tk local Collector. 

1.249. The Cammittbe asked whether there was any history of sus- 
picion against the party conotrned. The SecWary replied: "Not to my 
knowkdp." Thc Committee enquid  whether the Central Excise 
Offictr was stauoned in the fwory prior to the introduction of Self Removal 
System and if so how was the acid allowed to be removed without pay- 
ment of duty. In a note the Ministry stated that the Central Excise 
Officer was stationed in the factory but the "Assessmcnl of Sulphunc Acid 
escaped ascsmcn t  as ;he process of manufacturer was complicated and 
t k  staff could not appreciate the fuU facts. The Chemical examiner who 
visited this factory on 24-6-67 also could not give any clear advia." 

1.250. After the Committtx took evidceoe d the Ministry. the Deputy 
Dimtor of inspection visited the factory on l ith November, 1971 and 
dm Chief. .Chmist visited it on tbc 17th and 18th Nowmbar. 1971. A 
wpy each of the re rt of the two officrrm wasfurrrirhed to the Commiw 
by the Ministry o rF inam.  

1 . 2 9 .  Thc Deputy Director of Inspection has ma& the following 
danvatfons in his report: 

'This factory started manufacturing ZLnc from Imported zinc con- 
aentrate with dact from 1-1-67, The Sulpburic acid rnanufktud in 
this piant i s  a by-product. its mks to outsidcn on payment OF duty arc of 
the order of abut IS M.T. r month q, almost dl the sab ur, muk 
to FACT duty Fne. 7hcy d z  ymc a pordod of the Sulphutic Acid in tbc 
plw itself for cirnsbrrioa in'* d m  tower a d  for cxnrdion of zinc 
In their W a g  ptPm." "In' addition to tk uantity of dptturic acid 
sbmhg the R'.G.[.Mfi ~aa i rds  li#nuri ~ i n c  t Id. haw i t  a- a d  
637.0114 MT of rdd dplkLa,* pariod OF 1-1-67 to 7-8-67 on whidr duty 
n pgabk." I 



"*% did not show it tkdt reamdm the quantity of suaphm'Jc 
acid consumed in the leadhg pbrnt for lrvhich tbcy w t n  maintahh 
separate log bb. ~ b c  log book or the stock mgism for t b  ycu id 
had baen supprossad and had not been produced. It was, howcvar, able 
to recover it during the interrogation and d w  to insistent persuasion. 
Then has been some compondena  between our Chemical Exminor 
and th factory and the factory have explained in their letter dated 25-10-71 
to the Chemical Examiner that tbey have no log sheets or record for th: 
period 1-1-67 to 31-12-67." 

"The assessment of Sulphuric Acid whether consumed in the Drying 
Acid tank or in the leaching plant escaped assessment as process of manu- 
facture was complicated and the staff could not appreciate what is the real 
issue and the Chemical Examiner who visited this factory on 24667 also 
could not give any ckar unambiguous advice and directions to the statf." 

I 

"Although the ratio of Sulphuric Acid consumed in the manufacture 
of Zinc for the period 1-1 -67 to 7-3-67 i s  too high if 637.094 MT is also 
charged to duty in addition to 251-755 MT already assessod but this may 
be d w  to teething troublrs and various shut downs etc. during the initial 
period. It is for the factory to explain this." 

"The quantity of 54.387 MT has been short assessed in the demand 
already issued on 29-7-70 for Rs. 4320-63. The A.O. Ernakulam has 
already issued the show cause notias to the manufacturers asking them 
that demands should not be raised against them on the quantities mentioned 
above." 

1.252. The Chief Chemist in his Report has observed, "The factory 
is using sulphuric acid for the drying of sulphur dioxide and not air. 
H e m ,  the acid used for this purpose is not eligibk. for exemption of duty. 
The qnantity of sulphuric acid drawn from th: Drying acid circulation 
tank to the leaching plant is assessable to duty. . . . the Chemical Examiner, 
Custom Houx. Cochin told me that he has recommended for the instal- 
lation of an immcdiato calibrated tank between the drying acid circula- 
tion tank .ad kncbing tanks. Tb rrid issued to the Leaching sbcaion can 
be arrived at from this new tntennadiatc tank. The factory tokl me that 
tbey wwa not awan during t k i r  corwrwtian of tho works that rulpburio 
acid woukl ba dutiable. Hod tkzy known this, thty would have put up 
an intermediate tank during the erection of the factory. They said they 
will consult the technical experts in Canada and would do the needful in 
emtiog er, ncw calibrakd tank for measuring the acid taken to the ksching 
section." 

1.253. T k  Committee asked whether the plan of the factory was 
rcquirad to b: ap roved by tht De nt, if so who had y;r3vtd it. 
In a rrirtcn reply t& Ministry stated an of Ur factory u approwd 
by ibr l i n l  olliorr who is Avntant CoLtor... 

1.W. In a note tba Ministry have intimat4 thu. "tba total mount 
of duty i nvdd  is Rs. 1.44,1#)7.17. it may k statad that a sbow-cau9c 
nor& in rutxxt of a fbrrhet quantity of 637.094 M.T. and U,387 M.T. 
of Sulphuric hcid hts bcm isswd conscqucnt on investigation by Ibc 
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Audit Paragraph 
1.261. The Government of India exempted by a notification issued 

in March, 1960 motor vehicles fittcd with duty paid internal combustion 
engines from so much of the excise duty kviable thereon as was equivalent 
to the amount of duty already paid on such engines. 

1.262. The duty referred to above is the basic duty fie. the duty 
ytmjfid in the First Schcdule to the Central Excises Act). Special ewise 
duty mas introducad under spew1 enactment under the Finance Act 1963. 
11 ws not coverad by the txcmption order mentioned above. Govern- 
ment of India on 1 lth March. 1967 isuad a noufwtion granting a e m p  
tion of spaial excise duty also and the exemption is operative from that 
datc only. 

1 3 3 .  It wnb n o l d  in four factories manufacturing motor v&icles 
that exemption in respect of special excise duty was allowed on the duty 
pad internal combwt~on engines used even though there was no sprcific 
order in this regard. This resultad in 1- of revenue to t k  extent of 
Rlr. 14.30 iakhv during the period from the 1st March. 1963 to the Urd 
July. l%5 in four collcctornta. 

[Paragraph 40(I1) of Audit Report (Civil). 19701 

1.264. The Comntittcc desired to have a note on thc practicx followed 
i n  different colktorates prior to 11th March. 1967 in rcqxct of 81til-q 
wt off for oforma crodirs of spacial excix duty covxing all similar com- 
modities. From the reply furntrhcd by the Ministry it i s  obYrved that 
no crtdits w m  allowed in Baagalore, Goa, Nagpur. h tna ,  West B:n@ 



1WIo Shilbng. C r d h  wnrc dbwd in Bombay, Codti4 Cabusta and, 
QrJBsa,Hydarbd,ICMpuraad M d n o ~ h n u m b a o f ~ & ~ ~ ~ w ~ ~ ~ u &  
indicated. Credits were also allowed in respect of 1 case in AUahobad, 
5 cases in Poona and 92 casts in Baroda but the other details particularly 
the amrrunts invoivtd were not inbiaad. 

1.265. The Committee k m  from Audit that the problem of giving 
set off excise duty was rcfermd to the Board on 27-7-1963 by the Collector 
of Central Excise, Bombay. The Committee asked when the issue was 
decided and the reasons for delay in arriving at a decision. In a note the 
Ministry stated: "Board's orders were issued on 4-3-1967. A certain 
amount of avoidabb dtloy occumd in the coutsc of obtaining complete 
reports from the various field formatibns concerned. discussions internally 
and with the Ministry of Law." 

1.266. The Coamhte regret that tbc Board took 34 years toghe a 
c l sS lb .onarefcraamadrtotLcrnaalk27tbUy 1963bybrBomby 
CWmcbmte tk pmbkm of met ddspechl ex* duty oa inter- 
rl roabuJeh. - used k wbr wehida It ms only im MucL, 1967 
#rt C e ~ t  l s a d a I l . r i & d o r g u d i . g ~ p t b d s p e c W e x c i s e  
daty .)so. In the meantime dItrdCtd rrsrr fallowed by tbe CoHsr- 
torates for aUowing credit for spedal excise duty paid on engLns The Com- 
mittee feel &at 8 time limit of 3 to 4 month is reafm&k for giving ruling 
in sucb matters. The Commitice desire that a s u W e  time lhalt should 
be 5xed for thb purpose. 

Sbrt-Levy of Duty on Chmnms of C u t - P i  of Cotton and Art Silk 
Fabrics as Feats 

Audit Paragraph 

1.267. Cut-pieces of cotton fabrics known as 'fents' are assessable 
to concessional rates of excise duty based on the weight of the fabrics. 
Such cut-pieces of art silk fabrics which are also known as 'fents' and 
containing defects in the body of the fabrics are, however. compkwly 
exanpt from duty. Government had also fixed the maximum length of 
such cut-pieces of cotton and art silk fabrics at 2 .  I and 2.7 metres rt~pecti\ely. 

1.268. With effect from the 20th March, 1968, Gowrnment by i w ~ c  
of notifications fixed the kngh of such fents of cotton and art silk fabru 
as not to ex& I . 5  metres. Consequently. such cut-piaxs exceeding 
1.5 metres in kngh became ineligible for comyssional/niI rates of asses- 
ment. On 18th April. 1968. notifications mere issued by Government 
authorking cleeramxs of fents of cotton and an silk fabrics not exceeding 
2.1 metres or 2.7 metres in length respectively which were in a fully pncked 
condition before the 2Olh March, 1968 at tho same concessional/nil rate, 
of duty. 

1.269. It was noticed that in four units cut-piaces of cotton and,'or 
art siik fabrics utoeoding 1.5 metmi of kngth were ckarcd even afta  the 
20th March, 1968 at the c o ~ n a l / n i l  rates of duty. As the notifica- 
tions issued on the 18th April, 1968 bad only oapative dact.  the ckorancc 

cut-picces d i n g  1 .S  metres in kngt R from the 20th March, 1%8 



to 17th April,,J%8, should have bqm asswad ,to 4ut at tb ntbs appli- 
cablo 10 standard fabrics. Tk &rmad notices far d i & d  duty zwsqs- 
ing them as standard fabrics r a W  in respect of two of the above wts 
wem withdrawn and in the case of remaining two units tho h written up, 
wera not issued in view of tbc notificatioas isucd on 18; '? April, 1968. 
The short-levy of duty in nine wllcctoratcf workcd out to Rs. 4,11337- 

[Para 31 of Audit Report (Civil), 1970 on Revenue Receipts] 

1.270. The Committee desired to know how Government regulated 
the assessment of fents packed prior to 20-3-1968 and cleared after 20-3-68 
but before 18468. The Ministry stated: "The clearance between B3-68  
and 18-4-68 was covered by the executive instructions dated 14-10-68 k d  
on the advice of the Ministry of Law". 

1.271. The Committee asked as to why the question of packed fents 
on 20-3-68 was left out of consideration at the time of issue of Notification 
dated 20-3-58. The Ministry stated: "At the timc of issue of notification 
dated 20-3-68 it was not possibk to anticipate the extent of difficulties 
involved in regulating clearance of fents already packed before issue of 
notifications. Between the 23rd March 196b and 6th April. 1968, 52 rep- 
resentations from the trade including Chambers of Commerce and Mer- 
cantile Association representing against the hardships involved in opening 
the already packed bales for the purpose of segregating the fents according 
to the revised definition were received." 

1.272. The Committee asked why Government delayed issue of noti- 
fication by a month if they did not intend to. grant this concession. The 
Ministry stated: "The intention of the Government was all along to give 
the bcnefit of the concession to fents in fully packed condition before 20th 
March. 1968. This was made clear in  the executive instructions issued. 
Sincc it was not possible to issue notifications with retrospective effect the 
executive instructions issued with the approval of the Min~ster were mzant 
to cover such cases." However according to .Audit the Attorney General 
of  India has opined that under the Excise Law the Government of India 
has no power to allow any co~s ion i th rough  executive instructions or 
notifications retrospectively. 

1.273. The Committee asked whether there was any case when such 
fcnts packed prior to ,B-3-68 were denicd e bcnefit of lower rates and 
if so. how refunds have been allowed in n 'P I such cases. The Ministry 
stated: "In cases where demands had already been issued they were subst- 
quently withdrawn. Where the demands had already been honoured, 
rcfunds were authorid.  The benefit of lower rates was not, therefore, 
denicd to any party." 

1 . m .  rn c-ttn - i t  d-tt lhrt at t ~ r  thac af hllllr 
of llotiltn(ioo of 2lhb Much, 1968 rcdwhg the leagtb of feats for coacts 
fiiooll */ell dory, the Boud rbwld not bavc coo&h?d 8bout tbe poasi- 
W t y  of o x k h g  f d s  ~ ~ n f o m i q  to the p v i o a s  specif)atiom already packed 
bcforc I& 20th hlYdr, 19611 rad mrdt asitrble provlrloo for their deullace- 
l ~ c k  of ford@ is rrpcthbk. 



1.276. The total amount of demands outstanding witbout ramvery 
on 31st March. 1969 in respect of Union Excise Duties was Rs. 2,347.87 
l a b  aa @van &low:- 

(In lakb of Rupees) 

Fanding for Psading for 
maathrn I K ) ~  mom Total 
o m  yar thanayat 

Died dJ N.O.S. . . . 120.20 25.M 145.89 

Rdrimt ing  and Aircoodi t ion- 
i n g m a c h i n c r y . .  . . 42.30 7.43 49.73 

----- 
1633.88 713.99 2,347.87 

-- - - 
**Figurer provisionally furnished by thc Minirtry d F i .  



U7P. "Eha kotJ w of dempdr - withbout ncony 
on 3Lt March, 1970 in respect of Union Ex-was Rs. 3,773.fJU 
Jakhr as given below: 

(In lakha of Rupba) 

UnmnufbctursdWmaa . . . . . .  Motorbplrit 
Rrdtaed Dissel Oil and nporhing oil 
D i  Oil N.O.S. . . .  
Plut ia ,  all sorts . . .  
Papor. . . . . .  
Raymyam . . . .  
CottonFrbrica . . . .  

. . .  IronorStal Rodwts  
Tin PUa . 
RdriOpltinn and' Air kadiiiani& 

P o Q a i  for 
n d  mom thon . Y= 

380.64 
68.24 
43.79 
24.49 

142.57 
21.82 

5.13 
95.62 
m.14 

[Rrr. 40 of Audit Report (Civil). 1970 on Revcaw Raccipts and Pan 30 of 
S & AG'r Rcport for 1969-70 on Revenue Reaipts]. 

1.278. The Committee find that the arrears of Union Endsc Duty rur: 
mounting year after ycar and in 1969-70 them has been an increase of about 
80 per cent over the prcvious ycar as will be observed from the following 
table: 

-- -- 
AS on 31-%I%7 . . . . . . . . . . .  1,606.68 

I -  . . . . . .  h129.45 
h on 31-3-1969 . . . . . . . . . . .  2.347.87 
Ason31-3-1970. . . . . . . . . .  *4212.00 

*Pi- (Rs. 3,773.86) fumiibad by the Ministry of F i  and imEludal in tho 
Audit Paryrrrph bava r ina  ban muad by tho Mintstty. 

1.279. The Committee had dcsirtd to know the names of the 
period to  which the amam relate, the amount of amars  and reasons for 
the a m m  in the casc of Motor spirit and d k v l  oil (Rs. 376.25 lakhs). 
Rayon yarn (Rs. 359 .O3 lakhs), cotton fabrics (Rs. 387.86 lakhs) and Ttn 
Pltitcfi (Ra 249.26 lakhs ) during the year 1968-69 in respcct of those whose 



arnars an Rs. 50,000 and above. Tht partiadam firnbhed 9 the 
Ministry i n d i m  that- , 

(1) In some cases the arrears relate, to the year 1950. 
(2) By far a large number of cases arc held up in appeal _at various 

stages, i.e. with the Assistant Collector, Collector, Board, Govern- 
ment of India. 

(3) Thirty &s involving an amount of Rs. 234.92 Ipkb (including 
4 cases amounting to Rs. 10.31 lakhs pertaining to the y W  
1965-66) are pending for action at Board's level. 

(4) A good number of cases are sub-judice. 

(5) There are only a few cases where decision has baen taken i.e. 
demands have been set aside or ordered to be enforced. 

1.280. The Committee asked what steps have been taken to e x w t e  
the aforesaid cases. In reply tbe Ministry stated: 

"Out of the 60 cases shown as pending in adjudication. appeal and 
revision application, 18 cases have since been disposed of. The authorities 
concerned have been asked to ensure speedy finalisation of other cams." 

1.281. The Committee desired to know how much of the arrears at 
the end of March. 1970 are due from Government departments, statutory 
Corporations and Departmental Undertakings and Private persono. The 
Ministry replied : 

''According to the revised figures received, the arrears of revenue 
as on 31-3-70 were Rs. 42.12 crores and not Rs. 37.73 crores as reported 
carlkn. 

The break up of the figum is as under: 
(i) G o m m t n t  Department. Statutory Corporations and Dcptt. 

Undrrtakings . . . . . - . . . Rs. 11 .80 crorcs 
(id) Rivata pa-xms . . . . . . . , . Rs. 30.32 uons 

1.282. The Committee desired to know whether the need for further 
rrvhbr~ in t& exist@ instructions in rcspxt of realising the arrears has 
been examined. The Ministry replied: "No revision as such, of the existin 
instructions regarding liquidating the amars of revenue has been fe f t 
ma%%q. The position of arrears of rcvenue has always been under 
constant watch. Whenever naccssary the inadequacy of the efforts put 
in, in realising the arrears of revenue are pointed out impressing on the 
need for organising special drives for realisation of amars. 

Tbe following steps have Iattly been taken:- 
(i) The Chairman, Gntral Board of Excise and Customs and the 

Member concerned have =iterated through D.O. letters to all 
the Collectors that it is imperative that tho arrears art liquidated. 



(ii) Spbcial f o r t n a y  mports have k n  prescribed to watch th8 
progem miid* in the Coktorates, 

(iii) The Divisional ORicers, Deputy Colltcbors and the CbUcetof8 
have been personally made responsible for individupl items of 
different magnitude. They are to critically examine each such 
item, contact defadtcrs where .necessary and take such 0 t h  
steps as are warranted to real% the arrears. 

(iv) Arrcar Collection Squads have been constituted in Collectorates 
to liquidate as large an amount as possible at an early date. The 
performance is reviewed in the monthly meetings heid by tbe 
Finance Secretary. 

(v) The Chief Sacretaries to all the State Governmnts have bcen 
demi-officially addressed by the Joint Sacretary in tbe Ministry 
to render all possible asfiistance in the liquidation of such ~~T&WS 
referred to them. 

(vi) In rclation to matters which are pending before the Courts of 
Law, Collectors have bcen asked to move the cour?s through 
Departmental Counsel for early finalisation. 

(vii) In relation to caws pending on account of appcals/rev~mn 
applications wlth the Departmental Adjudmtton Tribunals, the 
adjudicet~ng authorities (includrng Joint Secrctanes-m-charge of 
Rev~vion Appl~cat~ons) have been ~mp-d of the need to findisc 
the caws on a top prtor~ty basrs givmg attentton to those rnvolving 
high stakes. 

I t  is expected that these measures are likely to go a long way 
i n  substantially liquidating the amam*'  

1.W.3. It is n matter of rgrct that tbt u ~ w s  of exeire duty me sbodq 
am over-Incr~.~btg treod. In tbe year under Report .loor, them Lrs ka 
am increme of h u t  80%. In tbeir s o c d r e  Reports tbe Committee LW 
been expmmkg concern ova tbe k v y  ammadation of ureu~ be! t h e  
appeus to be no sign of improvemeet. Tbt arrars which smoatd to 
Rs. 16-07 emns in 1966-67 rase to Rs. 21 29 crores in 196748, 
Rs. 23.48 c r o w  in 19611-69 4 finally to RS. 42.12 crated) in 1969-70. 

1 . W  A part of the arrears relate to Lbe periods .s euly .s 1950 i.e. 
more Lhnn 12 yeus. '&re are thirty cases involving an ~ l ~ r o o ~ t  of R9.234.92 
l a b  wMcb are pealing for action at the B w d  level. Tbcse inch& fo~r 
crecs invoiving an amoant of Ra 10.31 IaW pertiiaing to the year 196664 
5 years old. Ibe rerwoas for pcodewy of tbesc crser siould be ioolrtsl hto 
aad aocearruy adon takcn in tbe matter. 

1.M. Tbc? C'ommittw natr that mcuurcs bavc bren t . P a  by Gown- 
wd ta liquidate tbC an-. Ihe Committee desire that in view of moaiathg 
ureu~ vigorous .dl ctmcrted cBo& are required to c k u  the .nan, 
Tbe Commfttce would wrtcb t k  progress made in this regard thr- f.trtrrre 
Audit Reports. 

1.286. Tk Gwualtlee Arrd that a large number of case of a r r m  uc 
bold up in appclll at vulom stqes,  i.tW. with the Ashdaot Cdkrtor, Cdkctor, 
?I.SS, 72-6 



Loar of revewe doe to tbe abse~x of legal prorisioas to r- defecte i8 
appelhte ordcr 

A d t  Paragraph 
1 .XU. Central excise duty on plywood and hard boards was introduaed 

with effect from 24th April, 1962 under the Finance Act of 1962. Re- 
excise stock which was in a fully manufactured and ready for delivery 
condition on the midnight of 23rd/24th April, 1962 was eligible for duty- 
free ckaranot. Stocks of plywoods and hardboards lying in an unpacked/ 
uncratcd condition on the crucial date with a manufacturer in one colkc- 
torate were, in the first instance, allowed to be cleared f m  of duty. Later 
from July, 1%2, such stocks were permitted to be ckared only on payment 
of duty and demands for differential duty were also issued in ce~pect of 
previous ckarancts. A vtd by this, the party filed a writ petition which 
was dismissed by the F= ~ g b  Court. However. on the basis of a ditedive 
issued by the High Court the question was reexamined by tk CoUector 
who permitted in March, 1%5 ckarana of unpackui/uncratod stock with- 
out payment of duty, withdrew the demands already issued and refunded 
tha duty amounting to Rs 74,000 already paid. 

1.288. On subsequent examination of the refund claim it was found 
that an amount of Rs. 10,608 alont was eligibk for refund. The balance 
amount, pi;. Rs. 63,392 represented excise duty paid on hardboards w h i h  

subfccttd to trimming and cutting operations after the crucial date. 
According to the instructions issued by the Central Board of Rcwnue in 
JdY,  1963, the stock of plywoods and hardbaards on the crucial date. 
wbkb required cutting and trimming before clearana, was not to be treated 
as pncxcise stock and was liabk to kvy of Central excise duty. The 
b a h x  amount of Rs 63,392 was not, therefore. refundabh. But the 
entire amount had to be refunded in May, 1968 as the ordera passed in 
a p p d  on the refund claim were final and could not be rectified. 

[Paragraph 28 of Audit Report (Civil) on Revenue Reaipts] 

1289. In a written note the Ministry stated that "in this case, as per 
t k  maudions of tbt Assistant Collector the factory otlkxr issued the 
dcrmaads. On receipt of the demands the factory filed a writ petition in 
the High Court Tbe Higb Court whih dismissing the writ petiuon, i d  
a dkvxtion to tbe Calkctor to consider afmb the various objections raised 
by the firm and take a docision after giving due opportunity to them to 
explain thcir stand. Thereupon, tbc case was decided by tbc Cdltctor." -- I .BO. The Committat asked whet kr it is not the duty of thc adjodka- 
tiag authority to go into tbe details of the demand. Tho Ministry r c p M  
in af8nnative. Tbe Committee asked how then the adjudicating ofker c ~ m a  
to tbe conclusion that the demands should bt withdrawn in fun when ha 
had decided that the plywoods and hardboards fully manufactruad (cut 
into standard sites) if they were uncratcd or unpacked are not libk to duty. 



T n Q ~ o t r o e d : " T h e C o ~ r ' ~ o r d s n f o r ~ f l w t b a ~ o T  
Rs. 73,999.87 mms to haw been parsed un&r &be imprescrim tL.L tha 
plywoods and hardboards pertaining to that amount w m  ready for deliwry 
Pttar bcig cut aod trimmed. Th amount seems to have b#n hoed on 
a work sheet and figures forwarded by tbe factory through the Cantral 
Excise Ofticers concerned." 

A d i !  Paragraph 
1.292. A variety of surf= coatad allopJmne known as moisture 

proof cellophane manufacturad by a factory was being ns&arsed to daty 
on the weight of the anchored cellophane i.e. at a semi-finished stage before 
moisture proofing is done. The assessment shuM have been made on the 
wight of the final product after moisture prooliry. The correct p r d u r e  
was followed from 6th August. 1961 on the basis of a clarification issued 
by the Central Board of Revenue in July, 1961. No action was, however, 
taken to recover the duty shortlevied prior to 6th August, 1961. A dcmand 
for tb differential duty amounting to Rs. 53,619 in respect of the past 
assessments was issued but, it could not bc collected owing to time-bar. 

[Paragraph 27 of Audit Report (Civil'), 1970 on Revenue Receipts.] 

1.293. According to the information furnished by the Ministry at 
the instance of the Committee the actual amount of revenue forgone in 
this case is Rs. 98,305 . "At the initial stage assessment of moisture proof 
and heat sealing allophane (MST) was done at the enchovcd s t a s  by the 
I m l  officers due to a misconception that the duty was kviable ody on base 
film. Tht assessment prior to 7-8-1961 had been made on the basis of 
declared valutd provisionally approved." According to Audit, however, 
the actual loss due to operation of time-bar is Rs. 1,32,412. 

1.294. The Committee desired to know what would bc the amount 
that could have hen retrieved had action been taken to follow the correct 
procedure immediately on receipt of Board's clarification. The Ministry 
replied, "The amount of Rs. 33,617 61 could have been retrie~ed had action 
been taken immediately on receipt of Boards' clarification." 



1.297. Under a notification issued by the Government of Indiaoa 
Stb Sep&~~'bef, 1967, the tlrst 1000 metric tonnes of paper, all sorts, dtW 
by any manufact0 r for, Borne consumption during any financial year, 
a conccssi~nal rate 8du t96 f  25 per cent ofthe standard rate was amonnaed. 
The exemption, however, was not admissible for straw-b6ard, mill b a r d  
and some othcr specified varieties of paper. By a notification issued on 
37th September, 1967 tht words 'straw-board, mill board' were substituted 
by the words 'paper boards'. It was also clarified by the Board in Novem- 
ber. 19b7 that the term "paper-boards" included all types of boards including 
straw-board. mill board etc. Thus no type of paper board would be en- 
titled (to kxempbon under the aforesaid notification. 

1.298. Government lost revedue to the entont of Rs. 1,70,835 fbr the 
period mbering 8th Septemtier, 1967 to 26th September. 1967 in six CoUcc- 
torates. by entending the midtended concession to certain categories of 
paper boards ncft'cowred by the original notification. Loss of revenue 
in respect ot' other Collectorates is being ascertainrd (January, 1971 ). 

[Paragraph 23 of the Report of the Comptroller and Auditor General 
of India for the year 1969-7&Ctntral Government (Civil)--- 
Revenue Receipts] 

1.299 The Committee enquired about the objective of' ibsuing noti- 
fi~atiun of 8th September, I967 and whether Ciovcrnment realiwd that this 
object was def'iittod by the vcry wording of the notitication. Thc Ministry 
stated that i t  "was mainly to give relief to the Small Scale operators manu- 
facturing paper fjom pulp as opposed to mtluufaciurcrs of' paper Board 
of orbgr converlora. T'be defect in the wording of the said Notiliation 
was rectified within a period of 20 days by issuing Notitication No. 2 3 / 6 7  
d a ~ d  27-9-1967." The Committee asked at what stage ttic dcf'eci wa\ 
detected. The ;Ministry stated: "Within 10 days of issue of the notifica- 
tion No. 208/67 &tad 8-9-67, the Ministry itself rcalixd that the same 
needed further amendmcnl in view of the fact that-.- 

fi) In  the c35e of P factory which was owned by different manufac- 
t u r m  at diflercnt timzs of a financial year, each manufacturer 
could c 'm the, bcn:lii of July reductkn iu rc\ml ol' tbe fin1 

' ,1003 +&#:, rfmoycd by him; i y d  
' 

(h) the duty kdrictjbn also "ticcame applicable to aU corrugated boards 
and othctr p3pipsr cbnvsrlrions because none of the upits manu- 
fi3uring sutth bosrds had a bamboo pulp plant." 



I 1.300 Acmding 40 the @as hrnirw by the Mhtktw, tb8 total 
smooat of remrb lost is &I. 1,73+731. .. 1 I 

, u o a n * * y ~ - - . ~ ~ w a e ; ; L * l e t i ~ ~ c ~ .  
notification issued by the k d .  AltbougL Government i- @ give 
relM to only small wale operators rrrrmpfactaring p.per from pdp, tbe delec- 
4 i v t w o r ~ i a t h b 1 3 d l B a t l o n d a t e d ~ s k p b t n r b a 4 ~ 7 ~ t b P ~ o p e  
d rellef t6 othar, ~s well resdhg in kas of r- .Imacptiw to,& 1-73 
i.Lhs. ' b e  CO.tBitt& h v e  k e n  repertsdly atg@ C;ovdllPCot tht wed- 
n i o n a D d d r r l t y d e & ~ L d . g I k w r r y  Mllseofc of.IIklpland&.or- 
t r y d e c u m e a t r q ~ o f w 6 I B a t & n a b p b l b c $ v e n ~  a r c  ud 
~lrpecs imt l i s ; i egard~betakmrcr iogatc . f .  

II . 
Audit Paragraph. f 

1.302 From 1st March, 1964 insulated capper wircs and cables, 
any core of which has a sectional area of kss than 8.0645 s m.m., are 
a r s e ~ ~ b k  at 15 per a n t  ad rizloren~. Wires ahd cables of ~~ rnclah 
and alloys such as aluminium are to be classified by equating their conduc- 
tivity to the copper wire. 

1.303. The converted sectional area of alumiHium wire in termjof 
that of the copper wire of equivalent conductivity is to bo compared with 
standard copper conductor and the nearest coppar conductor size as laid 
down in the specification of the Indian Standards institute ksued in 1964 
was to be adopted for classification. This was c)atifwd by ~ h c  Central 
Board of Excise and Customs in an instruction i~~ in October. 1965. 
In one Collectorate the conwrsion was made on the basis of a specification 
411. the lndian Standards Institute issued in  1960 resulting in certain cate- 
gories of aluminium wires being asmltcd to  duty at 5 per cmr 'arJ rabrem. 

l..W1 This was pornled out tn Audit in Qctc4m; 1966. Tho Central 
Board of E x c k  and Customn in thoir letter of AEpnt, 1968 also a p e d  wdh 
the view of Audit. The depnrtment issued ckhahd~ #iw Rs. 90.145 In 
resped of anc unit m a Collectante covering tbc period from March. IW 
to  Febnury. 1%. The prtlculan; of realisation arc awaited ( J a n u q .  
1971). b 

"L1, 

[Rrig.ph 22 of ik Repon of the ComptraNI ao;) ri.du Merd  
of India for the ycar 1969-70--ChHtl 6-t &1\-11b - 
Revenue Rccctpts] 11 I 

1 3 5 .  Thc CommrUcx cnq wl ,p LQ how ,*, q @ k q x u r r z d .  
~a ~ ~ ~ l i f  reply thc ~rnratry  stotc~ 1 & t %vhik e g  t k  wtmr in quqstron 
tht departmental o k r s  made the convapbo on the basis of tbt l d i n  
Standards Institut~on swification determined in 4960 instead of 1964 
yxcification of the lndian Standards Institut~on. They were under the 
ampmaw? that ttm ~~ Standads Imtmtutlon s tondrdd  1460 &odd 
he taken Inlo account for determining rhc nearest equivalent topper zan- 
ductors, as the smallest s iu  of a standard copper conductor in the IW 
ia was .$a~ thick to b wnshbred as a substiwt Ear the alumt- 
nium rtudard coPducton under danna." Whan asked wbdhcr rhts 



' U O I I ~ I J U ~ ~  pmss! ~ J F W  aql J ~ U G  smaL !I 'J-! 
'6961 'aanf PJEZ uo p J a q  a q ~  01 731384 1 9 1 1 ~ ~  aq) pauajv J O J ~ J O ~  a q ~  
3961 ' ~ d v  938 q t  UO SJapJO b0183IJ~813 V S S I  PJEOa aqJ U q M  'OSlV 
's11)uom w!u ~ q p  .a.! ' ~ 9 6 1  ' ~ q m a ~ o ~ 1  q l t  a q ~  uo Xpo p -1 4 Jansm "48 ysrc ;:w&y~$q;;Pn;$ & ~ ~ J T & d ~ & ; ~ ; J 1 ~ ~ ; ~ ~ ;  

'~961  muof of ~ I I  1 a o  i!pnv aqi A q  papntmq SUM trodaa nop3ldsu~ 
l8ql paumqa s! I! AJIS!U!M 31 Aq pw!wqns s ~ u a ~ o  JO wq3 p@qoaoiq~ 
aql WOJd .,'L9-P-21 uo PUP L9-E-8 '99-1151 UO P S S I  3Jw SPQEmaP 
L m ~  - a u g  sum mj J O Y D ~ ~ P ~  3q) JO ~ ~ u u y n w  Japun s e ~ l  iataaru 
3ql 'mS3U03 J O W 1 0 3  )UB$S!SSV UlOJJ 33UaJOJaJ 1qI J0 3dp.I UO 
wq3 smadd8 q,, :plow pus wg 03 rrq8 m y  wqm U o ! m  %u!l&?lptlf 

8 P0qelrrm.J bW!m!J4 -1 J!lpt UI 'm A- 
JOJ mmBwJ oqS AQaq 0-8 m log- 1P.L 'MI '.#9-'0 pt P J W  
191 4 msm 8- -!w.fa la* PI1. L%1 *roq- U! 4~ Pao(l 
w 09  J- =+3 pnwP rapqlo3 ?yl =-I 9%1 'Jalw43 lm i!pnV 4 
p o r J o d a r ~ ~ ~ ~ l l ~ m ~ l ' - w ~ ~ o p a ) u w t ~ ~ ' 9 0 e ' l  



thc#aaemrssotcmmd by theitam 14EoftheCantral ExoirreToriff. The 
Aaubtrnt Cdhctor of Central Excii ahr v d k a t i o n  of the label, approved 
t b  medicinas as non-axchbk in Ootober, 1%2 and again in Mr , 1963. 
4 -tiny of t&e lab& by Audit dimbed Uut the name d c c d b y  the 
d a c t u m r  was diffarent from the name of that preparation ampearins in 
tb various oditlons of the relevant pharmacopoeia. The name gim to it 
by tbb manufoOturw wuld, therefore, be considered as a trade name only 
and oormequcntly rpproptiote Central excise duty obould have berm charpi. 

tbe department was apprised of this posiuon, tbe labels wen Mnbcd 
again and the Aeciotant Controller of Central Exciao instructed t k  mnndae 
turtt that the medicine would be chargcabk to Central c x c k  duty at fW1 
effcctivt rates. A demand for Rs. 49,027 being the Central excise duty on 
cfeataocas from September, 1962 to December, 1966 was m k d  in Fabwr)., 
1968. On a representation from the manufacturer, the Asistant Colbcior 
rcc01l~idmd the issue and withdrew the demand in question in March, 
1968. 

1.31 1 Subsequently in May. 1968 tbe Central Board of Excise Pad Cus- 
toms nrLd tba? such products having names different from tbase given in 
otecml pharmacopoeia ahould be assessed to Central axcite duty under the 
~aatmg tariff' item 14E. The withdrawal of demand by the Amistant Collec- 
tor rtaulted in loss of m n w  of Rs. 49,027. 

e rag raph  24 of Audit Report (Civil), 1970 on R m n u  Raccipts) 
1.312 The Committee asked how this medicine escaped notice twice 

in October, 1962 and May. 1963 at the time of scrutiny of its labels. The 
Ministry stated that "the Superintendent who approved of tbe label in 1962 
wao miskd by the appreviation 'I.P.' occurring after the name of the drug 
" L i d  Extract crude" and a c a ~ t e d  the declaration of the rtartv as correct 
xnd treated the product as pharmacopoeial preparation. H C  ihould bave 
verified whether thc medianc was included in the I.P. The Assistant C o l h o r  
~o-ncxl who subscquenlly revsewed the label d d  not go into the &&on 
a\ to whcthcr the product was a pharmawpotial preparation or not but only 
cxamin#i whetbcr the partkular label could be m d e r c d  as high lighting 
tho name of product. The Committee tnquind whether the B d  b v e  
corn across any imilar types of cases in the same or any otber Chktmae. 
Tbe Ministry stand that two similar aues h v a  be4a rqmtal m Cahtra 
and Orissa and Hyderabad Colkctoratw. The amount involved hPs bstJP 

whik the case in W u t t a  ood Of& Collac- 

1.313 Tbe Committa desired to know &a typos d a&h an& by 
t k  asatssing ofBars befora deciding a msdicma to be n- Tkr 
Ministry stated that the assessing otKcars arc guided by the fnstnrcticrrr hid 
down in 2 to 4 of the Suppkment to the Manual of Departmnt 1- 
tmm on E-bk Product-"P or P mcdicim" An extract of the itlobuc- 
r km kucd on 27- 12- 1962 is reproduced below : 

This omcodad definition considerabty widens the scope of the ly. 
Under tba new definition m y  drug or medicinal preperation which is mukct#l 
tiidc- a brand name, or any name other than that specified in a moaoqrph 
In 3 PhtmLolOpoek. Fonnuluy or other publication notitied for tbe papocs 



(vSde Notification No. 47163-Central Excise, dated 1-3163) or with a trada 
matk, whether registerad or not, or other direct or f n d M  indication in the 
pmparation itself or its container, literature accompanying it, otc., by a sym- 
bol monogram, invented word, signature or other distinctive mark of the manu- 
facturer other than the mere name and address o'the MdnYfmturer will bt tia- 
ble to duty. In other words, all non-pharmacopoeial preparations (i.e. propara- 
tions which have not been recognised in approved pharmacopoeia) as well 
as pharmacopoeial preparations marketed under brand names of marks 
including manufacturers special marks, symbols etc., have bacn made,liabk 
to duty. To illustrate, the following categories of drugs and medicinal pre- 
parations will inter-alia attract the duty : 

(I) All non-pharmacopoeia1 preparations, 
(ii) A pharmacopoeia1 preparation (1.e. a preparation recogaised in 

an approved pharmacopoeia) if it is sold under a brand name or 
any other name besides the pharmacopocial name (c.s. Aspro. 
Cibazol etc.), 

(iii) Any prupafation whether described under pharmacopoeia1 name 
or otherwise, which bears a distinguishing name, either preceding 
or following such name e.g. 'J.C.I. Sulphadiazine, Soda Mint 
Boots', 

(iv) Any preparation whethor described under a pharmacopoeia1 name 
or otherwise which bears on ~tself or on its container any mark or 
symbol which is a distinctive mark of the manufacturer, e.g. Cy- 
clainc. Hydrochloride, manufactured by Burroughs Wellcomc if 
it or its container bears the mark of 'Unicorn'; tablcts Sulphadiaz- 
inc bearing the distinguishing marked of May & Baker, ri:. 

0 
B I M  

1 
1314. 'Ilis case i d v m  a laes of Rs. 49,027 due to wmag witbdnnrl 

ef tk &maad for duty an& the orders of tbc Adstnnt Collector. It k ur- 
pi&g tht tLe Assisbnt Cdlcctor applied bis o m  bterpetrtioa whicb r u  
mltrr te tLetu id ldtbci .s t rur t iwsiesuedbytLoBWIiaDcc*Pkr ,  
1- 

1.315. It b.s beca nported tb.t f e ~  sud, O C P ~ V ~  i. W,COUCC- 
tmteg Tbe Coinmltta .ate tbat Bovd have i d  r ddlatloo la May, 
1)68 tbt me& pwducb h v b g  ~unes differeat froma & h e  given ln afRcial 
Ibrucq.d. r h d d  be r#ltd to doty. l k  ComuUcc bope that slrch 
~ n l B W n c a .  

April 26.1972 
v01LY31)YI. 1894 (S) 

Chairman 
Public Accounts Cornmiltee 



APPENDIX I 
(Pam 1.4 of Report) 

Sfafenlmf   show in^ the Commodity-wise break up of the Revrrrire rralised for 
r 

the period 1968-69, 1969-70 and 1970-71 

Commodity Revenue 

P. & P. Foods. . . . . . . .  2 -- .. - 
Aerated Water . . . . . .  .- 14 - 
Glucose & Dcxtrosc . . . . .  - 5 - 

. . 
Cigars & Cheroots . . . . .  8 6 7 
Chemical . . . . . . .  - 12 
Glyccrinc . . . . . . .  17 19 1 X 
loadUn~vrou&l . . . . . .  12 10 7 
Power I)rlvcn Pumps . . . . .  16 . - . - 
Electnu1 Applmces . . . . 1 - - 

. . . . . .  Office Mach~aes - 13 - 

. . . . . .  Gramophones 18 15  -- 
. . . . .  Mcchunial Lighter\ 1 1 1 

PilferProoiC'up\ . , . . , . 4 -- - 
Wool Top . . . . .  'el! 
Sparklog plugs . nci3 I I 
Safety K Y ~  Bladec . . .  '"x I4 
Flollcd Angles & Channels . - 1 8 
\nfcs, stronl bone . . . .  n~ 
St nthettc Rubber . . . . 1 - 

'TOTAL . ?9 10: 66 
....-........-.... -- ...- 

( i i )  .%rr than Rr.  2 5  fal hc attd Irxs than Rs. SO I d  hs 

CoPIodTcxtU.fabr~cs . . . . .  - 38 - 
Puuw Lkiven Pump . . . . .  - 28 - 



(iii) Mom t h  Rr. 50 h k b  but less than RS. 1 c m  

Confactionory . . . . . .  
P.&P.Food. . . . . . .  
Gkr;os&De%trosc . . . . .  
V.N.E. Oils . . . . . . .  
Soda Ash . . . . . . .  . . . .  OptiorlBlachi~gAgmts 
Acids . . . . . . . .  . . . . . . .  Fertiliaers 
m i c  Surf- Active Agents . . .  

. . . . . . . .  Embroidery 
' k r l f c r p r 0 0 f c . p ~ .  . - - 
b t d c Q @ ~ .  . . . . .  
SyntWic Rubbar . . . . . .  

( I \  ) More rknn R J .  i crow and less f h m  Us. 10 rrores' 

Confcclioncry . . . . . .  106 .- 
P . B P . F o o d .  . . . . . .  -.- -- 3 0 5  
Food  product^ . . . . . .  - .- U 1 
Aen(edWater . . . . . .  -. . -. . 286 
colkt . . .  3 1 334 345 

. . . .  Aspb.l!& Bitumen & Tar. 510 598 923 
. . . .  tttrdeum Products N.O.S. 658 891 - 

V.N.E. Oil . . . . .  -. . 4 187 
Va@abbRodllCtJ. . . . . .  18 7 - - 
? a i n l s & V a m ~ .  . . . . .  $61 632 6SL 
%&Ash . . . . . . .  - 102 197 
Qlniu l  . . . . . . .  - - I 3 0  
co~iicsod.. . . . . . .  12a 1 n 347 
S o d i v n S i t i c l u c . . . . . .  124 161 119 

. . . .  Sy~thaicotpnicDycSluf f  439 rn 61 2 
CoJmatia . . . . . . .  342 38Jl 4Q9 
Glva . . . . . . . .  109 1 19 111 
Ad& . . . . . . . .  - 1011 I l l  
!hip . . . . . . . .  642 774 87s 
orpricSumccAc(ivcAprtr . . .  - - 118 
Cekumm . . . - . . .  141 113 1% 
Rubbaprodwts . . - . . 5% 735 
Plywood. . . . . . . .  199 216 



1 - 2 3 4 
.... 

. . . . . .  WoollenYnrn 439 MO 327 
Woollan Fabrics . . . . . .  275 262 346 
ArtSilkFabrics . . . . . .  364 492 . 
CoPtad Textile Fabrics . . . . .  2U2 . 1- 

. . . .  CLsa&Glus-war0 , 492 MI 626 
C%bwaras & Pornlainwatcs . . . . .  , 21 1 238 351 

. . . .  AabP.(osCanmt Products 140 199 253 
. . . . . .  Iron in crude fonn 384 4% 439 

Steel Ingots . . . . . . .  I 0 1  208 145 
. . . . .  Copper & Coppr Alloyr 42B 405 449 

Zinc , . . . . . . .  158 144 133 
Tin Platw . . . . . . .  1% 203 237 
1.C. Engines . . . . . . .  12s 1 38 158 
Refrigerating & Air Conditioning machi- . 637 76U . 

. . . . . .  kkctricMotors 41 3 53 1 6% 
. t;lccMcBattorics . . .  , , 654 725 742 

F1a;tricBulbs . . . . . .  28 2 366 447 
t:ktric Fans . . . . . .  222 264 376 
Wirulcss Receiving wtl  . . . . .  310 375 401 

. . h r t s  of W R Setr . . . . . .  1 89 1 29 160 
l.luclric Wirn  & cable\ . . . .  739 772 8119 

. . . . . .  OtTicrmvchioes .... . 131 
t-ool-war . . . .  . . .  219 2 0 5  2W 
( toemtograph t ih \  . . . . 139 138 133 
wxl Furniture . . . . .  2 b  262 M4 

. . .  <.rma cork3 . . I 1 0  140 146 
\ + c ~ l  lop6 . . . . . . 160 252 

.... .-.. .. 
TOTAL . , IS368 14388 - 15985 

.... 

{v )  Mow than RT . 10 rrorrJ end L.s.~ than Rs . 25 r r o r r ~  

Ihauc; oil N.O.S. . . 2203 2337 2% 
. . . .  Palrdcum Roducl> K.O.S. . .. 1717 

Vwtab la praiwls . , . . . .  .. 1050 I383 
P.P. Medrciam . . . . . .  1073 1254 13U 
brt~litcrs, . . . . . .  . 1701 MI9 
P h l l c s  . . . . .  . . 1238 two 
prpcl. . . . . . . . .  2147 2333 #I I 
4rt Silk fatuii . . . . . .  . . . 2150 
ldaM.Mf.cturer .  . . . . .  1438 1955 2145 
4luminium . . . . . . .  1 3 2  1127 . 
R c f r w w  a& Air Coaditioaing mPchiom . .. . . 1203 
hfotorVd&b . . . . . .  . 243 1 . 
Hetulcontriwt . . . . . .  . . loa! -. 

TOTAL 9371 16688 19629 



(vi) Afore t b n  Rs . 25 C m s  . 
Sugar . . . . .  
Tea . . . . .  
Unmanufactured Tobacco . 
Cigarettes . . . .  

. . . .  Motor Spirit 

. . . .  Rcraseac 
Refined Diesel Oil & Vap . oil . 

. . . .  Furnancc Oil 
Tyrcs . . . . .  
Rayon & Sydthctic fibre & yarn 
Cotton Yam . . .  

. . .  CottonFabrics 
. . . . .  Cement 

Iron & Slael Products . . 



APPENDIX I1 

(Para 1.17 of Report) 
Self Removal Procedure-Note on tbe working of, during the yeus 196868 

a d  1%9-70 

1. INTRODUCTION 

The Central Government took over the Central Excise Administrat~on 
i n  I938 and between 1938 and 1943 there was no physical supervision over 
Pdclories producing excisable goods except match factories, where residential 
staff was posted. Assessments were made on the basis of monthly returns 
of issues furnished by the manufacturers. The returns and accounts main- 
tained by the factories were checked by Inspectors of Central Excise by pcrio- 
dical visits to the factories. Physical control was introduced under the Central 
Excise Rules. 1944. The Rules envisage that excisable goods should first 
he asscssed to duty by the proper Central Excise Officer and then the duty 
\o assessed should be paid either in cash in a Treasury, or adjusted in the 
P.L.A. before the goods permitted to be cleared from the factory. At the 
rime of clearance of excisable goods. the manufacturers are required to issue 
a Gate Pass, which should be signed by the owner of the factory and also 
i~~unter-signed by the proper Central Excise Officer after verifying that the 
goods to bc cleared tally with the description as given in the Gate Pass and 
lbe  duty thereon i s  paid. I n  cd,zs, where residential s t a r  was actuallv avail- 
irblc, checks were also exercised on production packing and storage of cxcis- 
able goods. 

2. I I I  th: yxir 1952 il pnriid reaxation of th: abave mentioned pro- 
c,:.l,.irc \v.~s mldc by i n ~ r d u t i n g  Audit Tyw of Control for a fcw selec~cd 
i3.n n 3Jiti:r lrke 1ro;i & StcA Products, Ccmcnt etc. Thc t-ssencc of thib 
\i!l:m> ~ 1 s  that n ~ i n u f ; L ~ t i ~ r i r ~  C J ~ J  clesr thr excisable goods without 
pr:.,: a%:;sm?nt by th: Cmtra! Etciic OBiwrs, and without countersignature 
\):I 111: gate pas>. Thi, ~ ~ O C C ~ L I F C  WAS. however optional and allowed to cer- 
uin selected factories. 

3. Wn'k introJ:wng thc Budget for 1968 in the Parli:rment thc then 
D : , m y  Piimj Ministcr annojnccd that he had been exercised over the admi- 
nii!r.itivc b~lrdcn oa th: excis: D:plrtm:ut and the complaints of abuse asso- 
c.l!i.l whh th: tb:n c x i h g  system of' physical control. He accordingly 
d:;;fe.i to axtond th: syitem of S31f Aw$ssm:at by the mmufacturen to 
all m i~uf i t c !~ r t r i ,  big and smlll nuking excaptions in respect of a few exci- 

1911. c ,.n n ) l i t c ,  only whkh preiented compl idons  in assessments or 
\~:l:it t h 3 ~  W.IS subitantial mwomtnt in bond. Thr assert= of the system 
w l r  to r e p m  a lug; 111:a~urc of trust In the mmufacturcn. their dcclarations 
;I 1.l thtir accmnls. Uly to day veri&icrtiun of clcwance by Central Excise 
0 fi:.trs was to bs di.cp:ni:J with and replaced by periodical checks of the 
s?IT anwsod docum;nts and accounts to ensure that the amounts due to lhc 



Government have been properly assessed and paid. This procedure was 
introduced with effact from 1-6-1968 on a compulsory basis in respect of all 
excisable commodities except 14, namely, 

1. Khandsari sugar. 
2. Unmanufactured tobacco (except tobacco in Warehouses attached 

to Cigarette factories). 
3. Motor Spirit. 
4. Kerosene. 
5. Relined Diesel Oil and Vaporising oil. 
6. Diesel Oil N.O.S. 
7. Furnace Oil. 
8. Asphalt, Bitumen and Tar. 
9. Petroleum Products N.O.S. 

10. Paints and Varnishes. 
1 1. Paper. 
12. Cotton Yam. 
13. Cotton Fabrics. 
14. Jute Manufacture. 

4. The new scheme was also not extended to the following operations 
o n  which physical supervision by the Central Excise Otficcrs was continued : 

1. Removals for export whether under bond or under claim for rebate 
of duty; 

2. Remwak and receipts in bond; 
3. Removals for destruction of goods unfit for consumption without 

payment of duty; 
4. Removals of unmmufactuml tobacco for agricultural usc without 

payment of duty from warehouses attached to cigarette factories; 
5. Rccdpt of duty paid damaged goods for re-processing or rcpairs; 

and 
6. Receipts of duty paid raw materials or components for use in the 

manufacture of hished goods subject to proforma credit of thc 
duty paid being given to the assesset. 4 

5. As a d Of expefiQYT g i d  in w o r m  of tho scheme for 
about a year w.e.f. 1.6.1968, the proccdw waa extended from 1-8-69 to 
aU commodities except ~ u f a c t u d  tobncoo and to all the o p  
mtioru, listed above and which ~t~lia required physical supcrvlsroa by 
Ceotral Excise m. In short with elfax from 1-8-1969, asaxmat and 
clura nces of all the existing excisable commoditim except unmanufac(urtd 



tobwco (but including to- in w a r c h o w  attachad to cigarette factorid) 
and dl other opwations W abova have been brought under the scope of 
the S.R.P. and the ~~ssesaa is free to c k r  the goods from thc facmy receive 
them into the factory or warehouse witbut asking for physical supervision 
or verification at any stnp from any Cmtral Excise O&x, but snbjcct to 
observance of formalities prescribed in Rules 1944 included in Chapter VII-A 
of the Central Excise Ruks, 1944. All the Rules in connection with the 
S.R.P. and also general instructions regarding their implementation have been 
incorporated in a Hand Book on S.R.P., which has bcm issued for the gui- 
dance of the trade free of charge. 

6. A study has rtvcaled that out of total gross revenue collection of 
1249 crores during 1968-69 from manufactured excisabk goods nearly 
Rs. 749 crores, that is 60% was collected from 125 factories which indivi- 
dually paid more than Rs. 1 crore of revenue per year. The number of such 
factories during the year 1969-70 rose to 179 and the amount of reven* col- 
lected from them came to nearly Rs. 972 mores, that is, 67% of the total 
grosa revenue collection of Rs. 1446 crores. Further breakup of these fac- 
tories in respect of both the years is given below : 

--.. .. - -- 
Number Revenue in Crora Pcrantagt to Total 

revenue 
Factories pay* annual 1968-69 1969-70 1968-69 1969-70 1- 1- 

(b) ercasdtng Rs. 5 
erom but not 
UJlocQrU 10 
mom . . ?I  29 115.43 195.29 12.5 13.4 

(c) exCCMli~ Rs. 2 
crMa but not 
exuding Rs. 5 
crorm . . 16 127 84.53 292.90 7.0 a . 3  

( d )  cxcmlim Rs. l 
crac &It not 
sxcssding Rs. 2 
cram . . 56 75 95 

lo this connection, it may be of inter& to obame that thc number of 
foctorics during the years 1968-69 a d  1969-70 was about 20,(i00and 22,800 
respctivtly. This number is exclusin of those factories which work under 
simplifted procedure for levy and cwkdon of duty, commonly known as 
.om undtd kvy scheme in rcapcct of Khand Sari Sugar, cotton fabrics A on padooms,  pul. of o*arr twttmia. grain ptyur~ad 
and embratcday.) As against such a large numb of factories. t ! ~  number 
of factark from which about 2/3rds of the total gross mmue g a s  reah& 
rs kas rhnn rvcn 200. 

7. The working of the scheme has been kept under constant review 
with a view to diminate unnecessary documentary work on rbe part of the 



assessee and keeping in view at the same tinit safety of revenue. In order t o  
examine the problems and difficulties arising from the S.R.P., a small sub- 
committee consisting of trade representatives from the following four organi- 
sations was sct up in the 13th Meeting of the Customs and Central Excise 
Advisory Council held in New Delhi in December, 1968. 

(i) Federation of Indian Chambers of Commerce & Industry. 

(ii) The Associated Chambers of Commerce & Industry of India. 

(iii) The All India Manufacturers' Organisation. 

(iv) Federation of Association of Smill Industries of India. 

.A number of suggestions made by the Sub-commitkc for simplification 
of procedure or maintenance of accounts have been accepted and incorpora- 
ted in the rules or instructions. 

8. (i) The impact of the S.R.P. on revenue realisation is kept under close 
watch. Statistics of total revenue receipts from commodities which were 
within the purview of the new procedure with effcct from 1st June, 1968 
durinc the years 1967-68. 1968-69 and 1969-70 are as followv : 

(In crorc< of rupee\) 
1967-68 1968-69 1969-70 

-- - -- - .-- - -  - --P 

543 00 629 33 736 44 

(ii) Similarly with regard to the commodities brought under the new 
proced~~rc with effect from 1-8-1969 the position is as  under :- 

(iii) The above statistics will show that there has becn an overall increase 
in the revenue realisation after introduction of S.R.P. These realisations 
by themselves may not, however, correctly reflect the etrect of the new pro- 
cedure, for the reason that increase in revenue could be due to a number of 
factors such as normal growth of the industry. increase in rates of duty ctc. 
Theref~re, a detailed commodity-wise analysis of fluctuations not only in 
revenue but also in production during the above-mentioned years has also 
been undertaken and the results of which are givcn in paras 21 to 25 below : 

(iv) It may be added in this context that at the time of formulating 
Sanctioned Budget Estimates the normal rate of growth expected in respect 
of different excisable commodities is duly taken into account. A comparison 



of the figures of S.B.E. with revenue realisation may, therefore, provide a 
useful study. The position in this regard is as under : 

(In Crores of rupees) 
- - -- - - - - - -- - - - - . - - -- 

1967-68 1968-69 1969-70 
- -- 

(pre-S.R.P. Years) (Years during which S.R.P was introduced). 
- . -  - - -  . - -- - - - - - - - - - - 

S.B.E. . 586.13 677.87 736.48 
R.B.E. . 546.97 615.35 756.41 
Actual . 513.00 629.33 736.44 

(b) In respcrt of all rkoie cow nsdiries rhat were under S.R.P. with eflect from 1-8-1969 

S.R.E. . . . . . .  1128.28 1194.33 1426.12 

R.B.E. . . . . .  1083.45 1227.60 1432.73 
Actual realisations . 1082.32 1248.08 1421.62 

( 4 . 1 % )  (+4.3%) (-0.32%) 
- - - -- - - - - 

(c) Gros.~  r o ~ d  for all corn~nodities 

S.R.E. . . . . .  1194.73 1273.71 1508.39 
K.R.E. . .  1152.61 1308.25 1512.75 

Actual realisations . . .  1153.76 1326.61 1523.17 

(v) lt will be observed from the above comparison that the performance 
of actual realisations during the years 1968-69 and 1969-70a compared to the 
Sanctioned Budget Estimates (please see figures in brackets) has been consi- 
derably better than what it was during the pre S.R.P. year 1967-68. 

L 

9. A study about trend of production in the various industries has re- 
vealed that out of these commodities, which were brought unJer S.R.P. 
from 1-6-1968, there has been substantial increase in production in n large 
number of industries, and although there was some short-fall in the case of 
some of the commodities the revenue realisation on those very commodities 
has exhibited an upward trend. The Board are fully alive to the need of 
studying the impact of S.R.P. on the production and trend of the revenue 
receipts and have for this purpose asked all Collectors to study the trend 
of production and revenue from all factories. This study is now being 
undertaken at different levels depending upon whether the factory is yielding 
a small or a sizeable amount of revenue. 

7 LSS172-7 



10. (i) The position regarding offences detected during the pre- 
S.R.P. year and thereafter has also been studied. The position is as  under : - - - - -- -- --- -- - - - - 

Descript~on 1967 1968 1969 

1. In 'respect of commodities brought under S.R.P. 
with effect from 1-6-1968 . . . . 2665 3022 4399 

11. In respect of conimodities under S.R.P. with effect 
froml-8-1969 . . . . . . 4853 4283 5562 

111. Othcrs (Unmanufactured products) 16976 14072 13297 
-- --- - 

TOTAL of I1 & 111 21829 10155 1x859 
- -- - - - - - - - - -- 

(ii) Commodity-wise break up  of the above tigures (Statement I )  is 
enclosed. These figures show that in respect of certain commodities the 
numbcr of offences detected during the year 1968 is more than during the ycar 
1967. Similarly. in respect o f  certain commoclitie.; the numhcr of offences 
detected during the year 1969 is more than durinp the year 1968. There are. 
however. cases in which the number of on'ences has decreased. It has bccn 
found that in respect of cotree, cosmetics, woollen fabrics furnace oil. caustic 
soda. cotton yarn. cotton fabric\ (po~\erloonis), :~r t  silk fabrics, iron and steel 
products, tin piates, wireless rcceivinc sets. motor vehicles. iron in crude 
form and alun~inium, the nurnhcr of  ofli.nces tictccted during 1969 was less 
than that detected during 1907. that i5. bel'ore t!ie introduction of S.R.P. 

( i i i )  Statistically, there was an increase 10 the extent of 45",, in respect 
of con~modities mentioned at category 1 above. and 29"(, in respect of the 
con~modities mentioned at I1 above during the year 1960. Somc of [!lie in- 
crease is accounted for in t!ic first instance bv those commodities u!Iich were 
brought urlder Central Excise net for thc fird time d ~ ~ r i n g  1900. and in the 
second instance by those commodities in rc\!xct of which there was rw ofknce 
during the previous ycar 1968 (namely e1oph;ilie. gr:tmophonc and parts, 
glycerine. caustic soda. soda ash and cig;irettcs). In this connection it may 
be added that apart from the normal wperviiio~l at the Range level. we have. 
in the new proccdurc, crcatcd inspection groups with the task 01' critically 
scrutinizing the account:; of asscssecs. M'c havc ri!so placed greatcr cmphasis 
on preventive work. I t  is, therefore likely that, with the improved m;~c.hinery 
for detecting offences. the number of offence5 detected has increased. 

(iv) A study with reference to the ::mount of duty involvccl in respect 
of offences detected during the year 1969 has shown that the number of 
cases with rcvenue potential of more than Rs. 1,000 is round-about 280 only. 
In other words, the bulk of the offences arc for petty amounts. A detailed 
study of these 280 or so offence cases has also indicated that about 23?! are 
of procedural nature only. and that about 38',',; are those which pertain to  
incorrect maintenance of personal ledger account by the assessees, o r  not 
keeping adequate credit in their accounts in respect of goodc cleared by them. 
The percentage of those offences which are of more serious type, involving 
unauthoriscd or  illicit production. or clandestine removal are found to be of  
the order of about 39% only. Apart from this, the number of offences 
detected. does not, by itself indicate that introduction of S.R.1'. has lead t o  



evasion of duty. Position regarding production needs to be watched more 
closely for the reason that so long as all that is produced gets accounted for, 
the due amount of duty will no doubt get realised (A study about the trend 
of production has been made elsewhere in para 22 of this note.) 

11. All manufacturers are required to submit under Rule 173B classi- 
fication lists of all excisable goods produced in their factories to the Superin- 
tendent of Central Excise incharge of their range for his prior approval. 
This classification list contains the description of each product alongwith 
the item No. of the Central Excise Tariff which applies to it, particulars of 
exemption notification applic:iblc, if any, and the rate of duty leviable 
thereon. Similarly the manufacturers also file with the Superintendent 
incharge of their range for his prior approval a list of prices of goods, which 
are assessable to duty on ad miorern basis (Rule 173C). It has been decided 
that cln\dication list in respect of certain complicated items should be 
approved by senior otticers of the rank oi As4stant Collectors. It has also 
been decided that Assistant Collectors should approve principles of valua- 
tion in case of each type of assesbee. Thesc changes will not only narrow 
the lield of disputes and quicken the pace of disposal of the fairly important 
ikms of work. hut will also cnsure that initial determination of duty is done 
at  a fairly senior Icvcl. With this end i n  view. the Divisional charge of Ass- 
istant Collectors is proposed to bc made smaller so that he can personally 
attend to such work and also excrcisc more effective supervision over his 
charge. 

13. Aftcr thc classification and price lists have been approved as above, 
the mariuf:lcturcr i~irnsclf determines his liability under Rulc 173F for the duty 
due on thc cxci~;lblc goods intcndcd 1 0  be rcmovcd under each gate pass and 
cannot remove such goods unles5 hc h:~s paid the duty so determined. Pro- 
cedure to be followcd by an assessee for payment of duty 
and clearance of his goods is laid down in Rule. 173G. Fvery assessee 
pays duty compulsorily through a Personal Ledger Account, in which he 
periodically m:~hes credit cntries a f t ~ r  c:ich payment o i  t h e  :mount into the 
Treasury or after sending a cheque or Ietwr of authority to the Chief 
Accounts Oiticer ofthe Departnicnt so as to keep the balance in such account 
current sulficisnt to cover the duty due on the goods intended to be rernqved 
i t  :u1y time. The ascssee pays the duty determined by him for each cons~gn- 
mcnt by dcbit to such account current before removal of the goods. 

13. The rnanufwturer also submits a monthly return to the Superin- 
tendcnt-in-chargc of his Rangc alongwith copies of gate passes and P. L.A. 
The range stair checks thc accuracy of duty in respect of each gate pass and 
ensures that i t  has bccn correctly paid. The rangc staff also visits factories 
for drawing samples of goods for tcst, according to prescribed figures, where 
the rate of duty dcpcnds on the Chc.mic:il & Physical properties of the goods. 
The range stair can also visit factories for any other important investigations 
in connection with verifica!ion of classitication/price lists clearing of returns 
etc. 

14. In addition to the checks, which are exercised in the range as 
stated above, production. clearances, raw material accounts and other 
accounts of the manufacturers are checked periodically. once 
every half year or so by a party of Officers known as 111spcction Groups. 



These Oficers visit the factories for examination of records. In addition 
to the half yearly visits mentioned above, inspection groups are also expected 
to pay a short surprise visit to each factory once a year for the purpose o f  
authenticating their records and conducting stock challenges. 

15. In addition to Assessment Ranges and Inspection Groups, which 
exercise documentary checks on the duty paid by the factories and on their 
production and clearances separate preventive and intelligence terms have 
been constituted, which work independently of the above units to exercise 
preventive and intelligence checks. As apart of the checks which they 
exercise, these teams pay surprise visits either to the factories or to the market- 
ing centres to detect surreptitious removals. They also visit the Octroi 
Posts and Railway Stations to examine their records in order to see that 
movements of excisable goods are properly accounted for by assessees. 
They also exercise checks on goods in transit, visit factories by surprise to  
verify their accounts and stocks and also make surprise raids on suspected 
units. 

16. Simultaneously, with the grant of a full freedom to the, manufac- 
turers to clear their goods at their convenience without any phys~cal super- 
vision by any Central Excise Officer whatsoever subject to observance of 
the prescribed procedure, penal provisions have been made more deterrent. 
The maximum penalty that can now be imposed has been raised from Rs. 
2000 to an amount not exceeding three times the value of the excisable 
goods in respect of which any contravention under S.R.P. Rules has been 
committed or Rs. 5000, whichever is greater. Provision for confiscation 
of goods has also been made more stringent in so far as if now provides 
for confiscation of- 

(i) any land, building, plant machinery, materialc, conveyance, an- 
imal or any other thing used in connection with the manufacture, 
production, storage, removal or disposal of such goods, and 

(ii) all excisable goods on such land or in such building or produced 
or manufactured with such plant, machinery, materials or thing. 

17. In addit1011 to the above provicmns for impobing a deterrent punish- 
ment for deliberately evading payment of duty, Collectors of Central Ex- 
cise have also been delegated powerb under rule 173E to nominate an officer 
not below the rank of an Assistant Colleclor to determine the normal pro- 
duction of a factory. After taking into account all factors such as in\talled 
capacity of the factory. raw materials used, labour employed, power con- 
sumed etc., if a factory's production during any time is found to be below 
the 'norm' arrived at, the assessec may be called upon to explain any short- 
fall in production during any time as compared to the norm. If thc short- 
fall is not accounted for to the satisfaction of the proper oflicer, thc said 
officer may assess the duty thereon to the best of his judgement after giving 
the assessee an opportunity of being heard. 

18. The production of a factory, which may once be determined in the 
manner indicated in the preceding paragraph may be revised later by the 
proper officer after further enquiry that may be considcred necessary if re- 
asonable grounds exist to show that any factor affecting the production 
of such factory has undergone a material change. 



19. Physical supervision has been withdrawn w.e.f. 1.8.1969 from 
removals and receipts in bond, removal for destruction of goods unfit for 
consumption, receipts of .duty paid on damaged goods for reprocessing or 
repair and receipts of duty paid on raw materials on components under 
proforma credit scheme. In place of physical supervision, selective checks 
by Central Excise Officers at random have been introduced and in order 
that they may be carried out, an obligation has been cast under Rules 173K, 
173L and 173N on the assessec of informing the proper officer the particulars 
of the goods received and the date of receipt. This information is required 
to  be furnished within 24 hours of the receipt of the goods. So far as des- 
truction is concerned information about the quantity of goods and the pro- 
posed date of their destruction has to be supplied seven days in advance 
under Rule 56A as modified by Rule 173K, Rule 149 as amended by Rule 
173N and Rule 195 as amendcd by Rule 173P. The period of 24 hours 
and seven days for giving prior information will enable necessary veriti- 
cation to be conducted by the proper officer in respect of goods rcceived or 
proposcd to be destroyed. instructions have also been issued that all 
cases of destruction involving remission of revenue over Rs. 1,000 each 
should be personally verified and supervised by the Superintendent Incharge 
of the Range. 

20. Physical Supervision in respect of exporters has been retained 
with the difference that an exporter has been given the option eithcr to avail 
of the existing procedure of getting his goods examined and scaled by the 
Central Excise Oficers as at present or alternatively he can despatch the 
goods directly to the port of cxport without any such supervision, in 
which case the goods for export will be examined by the Customs Officer 
at  the port. Exporters, who intend to have the goods cxamincd by the 
Central Excise Officer have to pay necessary supervision charges. A pco- 
vision has been madc in sub-rule (3) of Rule 185 amended by Rule 173-0 
for authentication by thc proper officer of export documents like the gate 
pass and AR4/AR4A. 

21. Statement showing production, clearance and revenue realisation 
from those commodities mhich have been brought under Self Removal 
Procedure, for a period of 5 years from 1965-66 to 1969-70 is enclosed. 

22. (i) Taking up the production aspect first, it is found that during 
the year 1968-69 as compared to 1967-68, out of 59 commodities that were 
brought under the new procedure with effect from 1.6.1968. there was fall 
in production, when compared to the previous year 1967-68. in respect 
of cigrirs and cheroots, sodium silicate, cosmetics and toilet preparations, 
jute manufacturss and Icad. Figures of production in respect of these co- 
mmodities and the position in respect thereof during the years 1967-68, 
1968-69 and 1969-70 are given below:- 

1. Cigars and Cheroots (000 NOS.) . . . . 31511 24721 21811 
2. Sodium Silicate (000 quintals) . . . 2148 2033 2350 
3. Cosmetics & Toilet Preparations (600 Kgs.) . . 2425 8142 9393 
4. Jutemanufactum(000tonnes) . . . . 1186 1110 1045 
5. Lead (000 tonnes) . . . . . . 2335 1854 1892 

----.- - - - -- 



(ii) It will be observed that the production in respect of sodium silicate, 
cosm:tics and toilet przparations and lead picked up during the year 1969-70. 
Cigars and cheroot> and jute manufacturzs, however, continued to show 
downward trend. 

(iii) Taking into account those commodities also which werc brought 
under Self Removal Procedure with effect from 1.8.1969 it is found that 
during the year 1969-70, when compared to the przvious year 1968-69, 
there has been fall in production in rzspcct ofcigarzttes, cigars and cheroots, 
V.N.E. oils, jute manufacturzs. steel ingots, footwzar, matches, synthetic 
fibrc and yarn, woollen yarn, steel furniture, confectionery, cotton 
fabrics and inner tubes of tyres. Figures of production in respect of 
t h s e  commodities during the years 1967-68. 1968-69 and 1969-70 are 
given below:- 

1. Cigarettes (Mn. Nos.) . . . 
2. Cigar and cheroots (Ob Nos.) . 
3. V.N.F. Oils (000 tons) . . 
4. Jute manufactures (-do-) . . 
5 .  Steel Ingots (-do-) . . . 
6 .  Footwear (000 pairs) . . . 
7. Matches (000 glass boxes) . . 
8. Synthetic fihrc and yarn (Mn. Kgs.) 
9. Woollen yarn (-do-) . . . 

10. Stal Furnitures (000 Nos.) . . 
11. Confcctioncry (000 kg\.) . . 
13. Cotton fabrim (Mn. L. Metres) . 
13. Tubes WO Nos.). . . . 
- - ~ 

(iv) It will be observed from thc abovc lipursz that i l l  rsspcct ofcommo- 
dities marked ( M )  thc fall in  production during thc year 1969-70 as comparcd 
to the previous year 1968-69 is marginal cmly. This may have been due 
to normal trade fluctuations. labour troublcs or distul-hed conditions prlrti- 
cularly in West Bcngal. it will also be obcrved that therc are several co- 
mmodities in respect of which even though the production during thc year 
1969-70 is lesser than that of 1968-69 yet it is more than what it was during 
the year 1967-68. for instance, in  repecl of sled ingots. footwear, matches 
and also innx  iubzs of tyres. 

23. (i) Taking up thc revenuc aspect. i:  iz  I b~ i l J  that during the ycar 
1968-69 there was fall in  revenue reslisati,>rl a\  c,,mp:il-od to the year 1907-63 
in respect of sugar. cigars and cheroots. sodium silicate. iron i n  crude I'orrri 
tin plates. wireless receiving sets and cot!on fabric> (produced on power- 
looms under normal procedure). 1h.ing thc year 1969-70, on the other 
hand, revenue realisation h a s  been found to be lesser than in the pre\,iouz 
year 1968-69 i n  respect of tea, cigars and cheroots, copper and copper alloys. 
iron and steel products, zinc, motor vehicles. footwear. films, gramophone\ 
and parls thereof, matches, lead. cotton yarn, woollen lihrics, woollen yarn. 
confizti:)nery, cotton fabrics produced in mills and motor tubes. 



( i i )  As stated elsewhere i t  is the production, the position regardirrg 
which needs t o  be watched more closely. However, comparative figures of  
revenue realisation in respect of commodities mentioned in sub-para (i) 
ab.)ve during the years 1967-68, 1968-69 and 1969-70 are given below for  
informations. 

(Rupees 100000) 

I .Sugar.  . . . .  
? . T e a  . . . . .  
3. Cigars & Cheroots . . 
4. Sodium silicate . . .  
5. Iron in crude form . . 
6 .  Copper and copper alloys . 
7.  lron & Stcel products . . 
8 .  Zinc . . . . .  
9.  Tin platcs . . . .  

. . .  10. Motor vehicles 
1 I .  Footwear . . . .  
12.  Films . . . .  
13. Gramophone & parls thereof 
14. Wireless Receiving Scts . 
15.Matches . . . .  
16. L.cd . . .  
17. Cotton yarn . . .  
I N .  Woollen fabrics . . .  
19. Woollcn yarn . . .  
20. Confcstionery . , . 

21. Cotton fabrics (C.M.)  . . 
'I?. Cotton fahricr (PI2-NP) . 
23.Motorcabcs . . , 

-- - . - -- 

24. Possible re:tsons for fiucluations in production and revenue reali- 
s:ltion in respect of some of the commodltiec mentioned In paras 22 and 23 
ahovc are : 

(a) Cotton texrilrs--The fail in production. clearance a s  well as  revenue 
i n  respect of cotton fabrics during the year 1969-70 as  compared to the 
p r e v ; ~ u s  year appears to  have resulted from the communal disturbances 
during September. 1969 in Ahmedabad. which i s  an important cotton teitile 
centre and where the production was considerably affected. 

(b) . lr i tc  Matrt~firctwrs - -~ l.abour trouble and industry-wise general 
\trike during Augus~.  1969 has resulted in fhli in production. Further. 
h l l  in demwtl for csrpet packiog from U.S.A. is also considered to have 
affected adv:rsely tht. pr<xltrctim of these goods. 



(c) Teu-Fall in revenue during the year 1969-70 as compared to the 
previous year may be accounted fcr by abolition on of special excise duty 
with effect from 13-5-1969. 

(d) Confectionery-Considerable drop in revenue during 1969-70 
as compared to  the previous year 1968-69 could be party due to reduction 
in the rate of duty from 80 paise per Kg. to 30 paise per Kg. with effect 
from 1.3.69 and partly due to adverse effect in production during those months 
in which the price of sugar was quite high. 

(e) Cigars and Cheroots-Re-imposition of duty with effect from 
1.3.1968 may have. it seems, brought about cmsumer's resistance and aff- 
ected production adversely. 

(f) Wireless Receiling Sets-Fail in  revenue ic accounted for by changes 
in the rates of duty with effect from 1.3.1969. 

(g) Steel ingots and Iron Steel products-Fall in productjon at TISCO 
and IISCO is the apparent reason for fall in production and revenue of these 
goods. 

(h) Footwear-Change :n the pattern of production of leather shoes 
as also disturbed conditions at some important centres of production of 
footwear appear to have resulted in fall in production and also '11 : revenue. 

(i) Matches-There was drop in production in the initial months of 
the year 1969-70 i n  respect of Wimco factory of Bareilly. Further 
about 600 factories remained idle in Sivakashi and Tlrunalvelli, during the 
same period. 

25. As stated in the salient features of the scheme the penal provisions 
under the Self Removal Procedure have been made more stringent 
to provide for deterrent punishment for deliberate evasion of duty. The 
penal provisions are contained in Rule 173 Q of Chapter VIIA. 

26. Again as already stated in the salient features of the scheme, a new 
rule namely 173E has been introduced empowering Coliectors of Central 
Excise to nominate an officer (not below thc rank of an Assistant Collector 
to prevent misuse of powers) to determine the normal production of a 
factory wherever there is a prima facie case of showing low production. 
In determining normal production, all factors such as installed capacity 
of the factory, raw materials used, labour employed, power consumed alld 
other relevent factors should be taken into consideration. 

If the short fall is not accounted for to the satisfaction of the proper 
officer, he may assess the duty to the best of his judgement after giving the 
assessee an opportunity of being heard. This is a new provision to check 
evasion of excise revenue. 

27. The responsibility pf checking whether or not the manufacturers 
have accounted for all the exctsable goods that they have in fact manufactured 



rests on the Inspection Groups, who carry out inspections of the factories 
once every half year or at  more frequent intervals, If need be. In addition, 
preventive parties have been Further strengthened. At divisional level one 
Superintendent is in direct charge of preventive work while in the circle, 
preventive work is directly under the Circle Officer. Instructions have been 
issued that in order to improve the quality of preventive control, personnel 
For preventive parties should be very carefully selected. A list of checks 
which should be exercised by the Preventive Parties has been drawn up and 
circulated. They may briefly be recapitulated below: 

(i) Checking the removals made by the assessees with the help of 
octroi records, railway records and road transport agencies' 
records. Excisable goods found in transit should be traced back 
to the gate pass issued by the manufacturer. The removals act- 
ually made from the factories will be available from the range 
staff papers. 

(ii) Pay surprise visits to the marketing centres, neighbourhood of 
factories and to the factories if necessary, for detecting surre- 
ptitious removal of goods and other serious breaches of law. 

(ii;) When visiting a factory by surprise. to physically verify (a) contents 
of packages and markings of goods in the packing and store- 
room and (b) \erification of actual stocks in the factories with 
book balance. 

(iv) Surprise raids on suspected units. 

Preventive Officers have been specially instructed to collect intelligence 
by recruiting informers and from competitors of assessees and distributive 
channels in the wholesale market. Senior Officers like the Assistant Coll- 
ectors and Superintendents have instructions to pay their closest personal 
attention to the performance of Preventive Parties and Inspection Groups 
to ensure that their checks are fruitful and productive. 



STATEMENT 1 
No. of oflnre '-uses clererted durinf 1967, 1968 om/ 1969 in resperf of roniniodilies 

bwrcght under S. R.P. t~'.c. f. 1-6-1968. 
/- - . .. ___ ._ _ _.I-.--- -- 
SI. Commodity 1967 1968 1969 Remarks 
No. _ _ . . - . _ -- - 

].Sugar . . . . . 43 41 n9 
2. Coffee . . . . . 755 695 667 
3. Tea (Loose & Package) . . 288 256 351 
4. Cigars & Chcroots , . . I 3 4 

- 5. Cigarettes . . . . I -- 1 
6. V.N.E. Oils . . . . 27 19 29 
7. Veg. Products . . . . 4 7 X 
8. Soda A s h .  . . . . I I 
9. Caustic Soda . . . . 3 - I 

10.SodiumSilicale . . . 78 10 122 
11. Glycerine . . . . -... I 
12. Synth. Org. Dycstun' . . 5 5 19 
13. Bleaching Agents (opclcul) . . 

14. P. 8: P. Mcdicina . . . 60 6 6 137 
15. Cosmetics . . . . 48 18 26 
16.Acids . . . . . 6 9 10 
17. Gases . . . . . 3 I0 I3 
18.Soap . . 
19. Plastic5 . . 
20. Org. Sur. Agent\ 
21. Ccllophanc . 
22. Tyres & Tubes . 
23. R u b t c r  Product\ 
74. P I \ . l ~ ~ o i i  . . 
1 5 .  Rayon Yarn 
26.  Woollen yarn . 
27. Silk fabric5 . 
28. Woollen fabric\ 
29. Art Silk fabri,:\ 
30. Artificial Leather cloth . . - - 1 New 196s 

Ilxcirc. 
31. Ccrnent . . . . . 10 10 33 
32. Cilasskarc . . . . 4 5 63 I05 
33. Chrnawarc . 
34 Asberto.; Cement 
35 \!her . . -- 



36. Iron & Crude form (Pig. Iron) * 
37. Steel Ingots . . 
38. Copper & Coppcr:Alloys 
39. Iron &:Steel Products 
40. Zinc . . . 
41. Alurnini~lni . . 
42. Lead . . . 
43. Tin Plates . . 
44. 1.C. Engines . . 
45. Refrigerating Machinery 
46. Elec. Motors . . 
47. Flec. Batteries . . 
48. I k c .  Rulbs . . 
39. tlec-. Fans . . 
SO. W.K. Sets . . 
5 I. ElcqWires &Fables 
72. Motor Vehicles . . 
'3. C'ycles . . . 
54. Fcwlucar . . 
5 5 .  C .  FiIn1.s . . . 
56. Grarnophoncs . . 
57 .  Matches . . . 

5X.  Mcch. 1.ightcrs . . 
59. Confwtioncry . . 

60. IIrnbroidery . . 
61 Ccrtam Parts of W.R Set5 
62  Stecl Furn~turc . . 
63 C'rown Corks . . . 

Tor41 
- --- - -- 

2 
13 

222 
118 

6 
25 
-. 

- 
132 
190 
126 
40 
75 
29 

145 
$5 
no 
- 

34 
2 
4 

398 
14 
12 New 1968 

Excise. 
6 -do- 

- - d o  - 
497 -do- 

6 -do- 

11. firo~~hr.r of oJlcrrcc- rases ulrtec~ed drrrirtq 1967, 1966 and 1969 in re.\prc./ 
o/ ronr~tu~dilie~ brou.~/rl rmder S.K.P. w.e.j: 1-8-1969 

I Khandurl . . . . .  96 96 98 
2 Motor S p ~ r ~ l  . . . I I I I 9 

1 3 Keroscne . - I I 3 
4 Kcfined l>lcscl 0 1 1  . . J I 4 

- - - - -. - - 



5. Diesel Oil N.O.S. . 
6. Furnace . . .  
7. Asphalt, Bitumen & Tar 
8. Petroleum Products . 
9. Paints & Varnishes . 

10. Paper . . .  
11. Cotton Yarn . . 
12. Cotton Fabrics . . 

13. Jute Manufacture 

.(ii) New 1969 Con~ntodiiies : 
14.Fertilizers . . . . .  
lS .P&PGoods  . . . . .  
16. P.D. Pumps . . . . .  
17. P.P. Caps . . . . .  
18. D.E. appliances . . . .  
19.WoolTops . . . . .  

TOTAL OF I & 11 . 
TOTAL OF (i) & (ii) . 

-- - - 

Number of offence cases detected during 1967, 1968 a d  I969 in respect of 
unmanufactured Tobacco. 

- -. .--. - 
Commodity 1967 1968 1969 

Un-manufactured Tobacco . . . .  16976 14872 13297 
-- - ---- 

GRAND TOTAL OF I, 11 & I11 . . 21829 19155 18x59 



APPENDIX III 

Summary of main RecommendationslConclusions 

Sr. Para No. MinistrylDeptt. Recommendations 
No. Report of Concerned 

1. 1 .9 Finance (Deptt. of The Committee note that the number of 
R & I) excisable commodities has increased 

from 76 in 1965-66 to 11 5 at  present. 
There are quite a few commodities 
which are not yielding substantial 
revenue. During the years 1968- 
69, 1969-70 and 1970-7 1, the number 
of commodities which yielded total 
revenue of less than Rs. 50 lakhs 
in each year was 8, 13 and 9 res- 
pectively. The Chanda Committee 
expressed the view as early as 1963 
that "the increased in yield has 
not been commensurate with the 
number of items which have been 
added to the list of excisable goods." 
The Committee feel that taxing 
commodities with yields less than 
Rs. 50 lakhs a year particularly 
those produced by small units dis- 
persed throughout the country is 
not worth-while as they would in- 
volvc disproportionate cost of 
collzction. 

2. 1.10 -do- The Committee deem it necessary 
that in order to formulate the taxa- 
tion policy on a rational basis 
Government should develop a fully 
integrated system of costing so a s  
to find out the cost of collection 
commodity-wise. 

3. 1.16 Finance (Deptt. of' The Committee note that the cost of 
R & I) collection has come down from 

1.07% in 1967-68 to 0.97% in 
1968-69 and to 0.84% in 1969-70 



----- 
1 2 3 4 

- . - ~  

after the introduction of Self Re- 
moval Procedure. However. as 
admitted by the Ministry, this fall 
is no* solely attributable to the 
introduction of self Removal Proce- 
dure but is the cumulative elfect of 
various factors like progressive in- 
crease in revenue receipts, etc. Under 
the existing acco~inting system fol- 
lowed in the Excise Department 
it is difficult to bring out the actual 
impact of Self Removal Procedure 
on the cost of collection. After 
the introduction of Sclf Keniovnl 
Procedure. the Staff Inspection 
Unit of the Ministry of Finance 
h:we after prolonged and detailed 
study found 3x4 posts of sub-ins- 
pection and 1715 posts of scpoys 
surplus. The Committee huggest 
that the impact of thc 3ystcm of 
Self Removal Procedure o n  the cost 
of collection may be kept under 
watch. 

-4. 1 . 22  Finance (Deptt. of The Comniittw nntc r hat Govcrnmcnt 
R &I) have made a departmental study of 

the working of Self Ue~no\~:ll Proce- 
dure on certain comnioditi~s parti- 
cularly with rckrcncc to their pro- 
duction and rx l iue .  'This :,tudy 
reveals that :tter the introduction 
of Self Removal Procedure, the 
production of wme of thc com- 
odities like cigars. cigarettes, 
cheroots, V.N.E.  oils. \odium sili- 
cate. cosmetics and toilet prcpnra- 
tions, steel ingots, footwcm-, rnatchcs, 
synthetic fibre and yarn. :voollcn 
yarn. cotton fibre ctc. ha\ hewn 
a percep:ible decline. The study 
also reveals 1111 of revenue i n  res- 
p c t  of some other ittins. The 
Committce have been informed that 
Government have r~ccived com- 
plaints from difrerent quarters about 
the possible evasion o f  duty and 
have set up a committee with wide 
terms of reference to go into the 

~ - -- - --- .- - - -  ~ - -  - ..... - -. 



working of Self Removal Procedure 
to  find out whether the scheme has 
achieved its purpose and to whar 
extent it has alfordrd scope for 
evasion, to  recommend mcawres to  
plug loopholes and also T O  exa- 
mine the organisational and ad- 
minidrative set up of the Excise 
Department. The Committee feel 
that it would he helpful if a rcpre- 
sentative of Audit i s  also iissoci:~ted 
with the Committee. 

5.  1 .'3 do- The Committ-e would like to  be 
appr iwl  of the findmgs of the 
Cornmittcr ' ~ n d  action tdkcn there- 
on. 

6 .  1 .3h t;inance (Deplt.  of Thr  C'on21n;ttec r c ~ r e t  lo  o b e r v e  that 
R &  I )  Health thcrc was lack of co-ordination 

hetween tile Central Excisc Depart- 
ment ;tnd the Ministry of Health 
i n  the classification of tht. p i d u c t  
'Pro',inulcs'. The p r o d ~ c r  \vas 
trcatcd as p:!tent alxl prriprietory 
mcdicine hy the Minktry of Health 
end a\ 'food product' by t k  EX- 
sise Ikp3rtr:len1. Tht: pradurt 
wh~ch  u a s  originctlly charged to 
dui? as medicilw from April. 1967 
\vab o n  the rcprzrent,ition from the 
liccnsec decided in Ma-ch. 1963 
to be c,.xntially a food product 
:~nd  hence not exci.;ahiz after con- 
sulting the Drug:; Controller 
(India). .4n amount o i  KJ. 1 .68 
I:~khb collcctcd a3 duty was; rtfun- 
ded to this part). SuSsequzntly 
in July, 1967, t ! x  Dircsiur ticneral 
of Hc;ilth S;.rvice, dciidcd to treat 
it 3s a medicinal prepar.ltion eli- 
gible fur r~inlbursement under 
Medicill Attendance Rule5 appli- 
cable to Central Governmznt Ser- 
vants but without consulting the 
Drugs Controller (India). The 
Ministry ol' Health rckrred the 
matter to the Drugs Controller 

~.~ 



(India) only on receipt of a draft 
Audit para from the Ministry of 
Finance when it was decided not 
to treat this as drug. The failure 
of the Ministry of Health to consult 
the Drugs Controller (India) in 1967 
when the preparation was included 
in reimbursable list of medicines, 
is regrettable. The Committee 
suggest that some procedure should 
be laid down whereby opinions of 
the Drugs Controller on various 
medicinal preparations in cases re- 
ferred to by the Excise Department 
are made available to the Director 
General of Health Services and vice- 
versa so that there is uniformity in 
treatment of products as drug or 
food products. 

7. 1.37 Finance (Deptt. An unsatisfactory aspect of the case 
of R&l) is that the manufacturer receiv- 

ed a refund of Excise Duty 
amounting to Rs. 1.68 lakhs al- 
though he had already passed on 
the burden of duty to consumers. 
Elsewhere in this report the Com- 
mittee have discussed the question 
of desirability of making refunds 
in such cases. The Committee de- 
sire that at least the Income- 
tax authorities should be informed 
about the income of the manufac- 
turers in thi\ regard. 

8. 1 .38 Financc (Deptt. of From the information given. the 
R&I) Health Committee understand t h a ~  thc pro- 

ducts viz. Complan, Protincx and 
Provitex are being treated different- 
ly. Complan is being assessed to 
duty as preserved food under item 
1B. Protinex is assessed as medicine 
under item 14E. Audit had rais- 
ed a point that Protinex also should 
be assessed as preservcd food under 
item 1B. While Protinex is in- 
cluded in the list of inadmissible 
medicines Provitex is eligible for 
reimbursement under the Medical -- . -. - -- .. .. . 



1 2 3 4 

Attendance Scheme. The Committee 
desire that the treatment of these 
and similar other preparations like 
Protinules both for medical reim- 
bursement and for excise levy should 
be carefully examined. 

9. 1.46 Finance (Deptt of The Committee are perturbed over the 
R &I) lapses revealed in this case. The 

dispersed Carbon Black ordinarily 
used for printing of textiles which 
was assessible to higher rate of 
duty from March, 1964 continued 
to be assessed as pigments colours, 
paints and enamels N.O.S. at lower 
rate upto 18th October, 1967 result- 
ing in an under assessment of Rs. 
14.12 lakhs. Even after the Assis- 
tant Collector concerned received 
on the 14th March, 1966 the final 
opinion of the Chief Chemist that 
the product was an Organic pigment 
which overruled the earlier opinion 
of Dy. Chief Chemist, the Assistant 
Collector did not take any action 
to raise a demand till the receipt 
of audit objection in July, 1967. 
The delay of 18 months in taking 
action resulted in raising the de- 
mand for only Rs. 1 .25 Iakhs from 
the 18th July, 1967 to 17th October, 
1967. Had the Assistant Collector 
raised the demands immediately 
after the receipt of the final report 
of the Chief Chemist on the 14th 
March, 1966, a sum of Rs. 7.01 
lakhs more could have been re- 
covered. The Committee note that 
the explanation of the Assistant 
Collector has been obtained in 
October, 1970, but no further action 
has been taken as the file is stated 
to be lying with the Board for one 
year. The Committee are unhappy 
over the delay in taking action. They 
desire that the matter should be 
finalised expeditiously. 

10. 1.60 -do- As far back as 1967 the Committee 
had drawn the attention of the 

7 LSS172-4 



Government to a loss of Rs. 168 
lakhs in 1963 and 1964 alone as a 
result of omission to levy higher 
duty on tobacco cured in whole 
leaf form but used in manufacture 
of biris and Government had ad- 
mitted then that the position was 
not free from doubt and they should 
have taken the earliest opportunity 
to rectify legislation if it was not 
workable. The Committee regret 
to note that Government did not 
rectify the position till July, 1969. 

1.61 Financz (Deptt. of An explanation under Tariff 
R & I )  Item No. 4(I) (5) was deleted 

w.e.f. March, 1968 without making 
a suitable provision under the Rules 
to levy differential duty on the 
tobacco assessed initially at lower 
rate but used for manufacture of 
biris, which attracted higher duty, 
on the plea that Government did 
not anticipate any large scale diver- 
sion. The mistake was realised 
and a new Rule 40-A was inserted 
to cover this diversion but only on 
13th July, 1969 some 15 months 
after the deletion of the Expla- 
nation. Unfortunately the loss of 
revenue during the period March 
1968 to l lth July, 1969 could not 
be ascertained as according to Go- 
vernment there was no provision 
for assessment of differential duty 
prior to 12th July, 1969 and it was 
not practicable to determine the 
quality of such tobacco actually 
diverted to biri manufacturer by 
licensees scattered in thousands all 
over the country. The delay in 
inserting new Rule 40 A has been 
admitted. It took for the Finance 
Ministry 5 months to seek opinion 
from the Collectorates and another 
4 months to send a draft Notifica- 
tion to the Ministry of Law for 
vetting and finally this draft 



noti6cation was pending with the 
Board for discussion with the Chair- 
man for 4 months, the delay which is 
quite indefensible. The Committee 
need hardly stress the need to act 
with promptitude. 

12. 1.62 Finance(Dcptt. of The Committee find that due to the 
R & 1) importance of tobacco from the 

point of its revenue as well as its 
foreign exchange earnin capacity 
Government has decid 2' to set up 
a Committee to go into the question 
of levy on tobacco in detail. The 
Ministry agreed to the suggestion 
during the course of evidence that 
the question whether present Rule 
40-A is adequate to check diversion 
of tobacco for biri manufacture 
would also be referred to the Com- 
mittee. It is significant to point 
out that according to an unofficial 
estimate, tobacco consumption in 
1968-69 for manufacture of biris 
constituted 29.5 % of the total 
production in the country. The 
problem of evasion of excise duty 
on stocks of tobacco diverted to 
biri making merits serious 
consideration. The Committee hope 
that the proposed Committee will 
be set up soon. They would like 
to be informed of the findings of 
the Committee in due course. 

In the meantime, the Committee hope 
that the new rule will be carefully 
applied by the Collectors and loss 
of revenue avoided. 

The Committee note that out of under 
assessment of Rs. 79,873 detected 
after the introduction of Rule &A 
a sum of Rs. 48,843 has been rca- 
l i d .  The Committee desire that 
efforts should be made to realise 
the balana. 



-- 

15. I .  73 Financa (Deptt. Q1G The Committee are concerned to note 
R $ I) that after bringing Durgapur Steel 

Plant under exoise control in 1962 
Government have failed to recover 
so far Rs. 38.72 lakhs on account 
of shortages detected and annual 
stock taking of excisable goods 
dudng 1964-65 to 1967-68. Tho 
Committee have been informed that 
adjudication in respect of 8 cases 
of Iron & Steel products as well as 
steel ingots for the year 1964-65 to 
1967-68 have been finalkd but the 
licensee has not deposited duty and 
has gone in appeal. The Committee 
desire that the remaining cases 
should be finalised expeditiously. 

While wide variations have been re- 
vealed on stock verification in Tisco 
plant, no stock verification has been 
attempted so far in Rourkela and 
Bhilai Plants. It is significant that 
there is no systematic procedure 
evolved so far for stock verifica- 
tion in respect of both public as 
well as private sector steel plants. 
The Committee, however, find that 
the Board have issued instructions 
on stock taking in steel in April, 
1971. The Committee hope that 
there would now be no difficulty 
in getting the stock verification 
done in public and private sector 
plants. The Committee would like 
Government to keep this matter 
under constant watch and report 
the results to the Committee. 

17. 1.80 d o -  The Committee consider it unfortu- 
nate that inspite of a clear provision 
introduced by Finanob Act, 1964 
amplifying the term 'manufacturers' 
to include not only any person who 
amployad hircd labours in the pro- 

< \ 

duction or manufacture of excisable 
goods but also any parson engaged 
in production or manufacture on 



- 

his own account; loan licensees were 
not treated as manufacturers by 
the Customs & Excise Department 
requiring separate licenses. The 
mistake was found only when 
the Law Miniotry gave a ruling m 
1968. The result was that the duty 
paid  clearance^ accountable to loan 
licensee were added to the duty 
paid clearances of the principal 
rnanufaoturer for regulating the 
clearance of 5 %  clinical samples 
of the latter. The total loss of 
revenue on this account amounted 
to Rs. 3.34 la*. The Committee 
note that Government have now 
revised their earlier instructions and 
brought the loan licensees of 
Patent and proprietary medicines 
under licensing Control w.e.f. 18th 
October, 1968. From the data furni- 
shed to the Committee they find 
that loan licensees have been brought 
under licensing control by the col- 
lectors during the period from 1968 
to 1971. The Committee hope that 
none of the loan manufacturer is 
now left out of excise control. 

18. 1.81 Finance (Deptt. of The Committee have been informed 
R&I) that Government have not so far 

reviewed the effect of the revised 
definition of the manufacturer on 
commodities other than patent and 
proprietary medicines. They would 
suggest that Government should 
consider whether there is need to 
undertake such a review. 

19. 1.87 -do- The Committee find that in these 
two cases withdrawals from the 
Personal Ledger Account of Asse- 
sees were allowed by Government 
on the ground of financial stringency 
and transfer of funds Tor building 
another factory. As deposits made 
in the Personal Ledger Accounts 
are credited to Government account, - 
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withdrawals therefrom, if at all 
necessary, can be permitted only 
after making suitable provision in 
the Rules. 

20. 1.98 Finanoe (Deptt. of The Committee find that during the 
R& I) year 1969-70 as a result of mistakes 

pointed out by internal audit the 
Excise Department raised demands 
amounting to Rs. 88,63,594 as 
against Rs. 72,78.636 in 1967-68 and 
Rs. 10,97,478 in 1966-67. But the 
recoveries made by the department 

against these demands are not en- 
couraging. Out of the demands 
amounting to Rs. 88,63,594 raised 
during 1968-69. the amount rea- 
lised is only Rs. 8,07,992. The 
Committee desire that nece-ry 
efforts should be made by the De- 
partment to recover expeditiously 
the amount under-assessed. 

22. 1.105 d o -  

With the introduction of Self Removal 
Procedure the Committee feel that 
the responsibilities of the Internal 
Audit Department to check irre- 
gularities have become greater. The 
Committee suggest that it should 
be carefully examined by the Cen- 
tral Board of Excise & Customs 
as to what extent the Internal Audit 
Department should be strengthened 
so that it should be more effective, 
in preventing loss of revenue to the 
Exchequer. 

The Committee regret to note a loss 
of revenue amounting to Rs. 1.47 
lakhs on refrigerating and air- 
conditioning appliances assessable 
to excise duty with reference to their 
value, due to incorrect approval of 
prices initially and inordinate de- 
lay in  follow-up measures to verify 
prices. The Assessing Officer in 
this case approved in May, 1962 
the prices charged by the manufac- 
turer to its sole selling agent as thc 



value for assessment without veri- 
fying the actual sale price in the 
whole sale market. While the Com- 
mittee note that he simultaneously 
asked the Range Officers to get the 
market structure and price struc- 
ture verified, the Committee feel 
that pending such verification the 
Assessing Officer should have made 
provisional assessment. The failure 
of the Assessing OfIieer is reprehen- 
si ble. 

23. 1.106 Finance (Dtptt. of The Committe are surprised that it 
R&I) took four years for the Assessing 

Officer to fix the price. The 
Committee have already suggested 
elsewhere in this Report that some 
time limit should be prescribed for 
fixing of prices. The Committee 
suggest that responsibility may be 
fixed for lapses that occurred in this 
case. 

The Committee understand that the 
party had been adopting dilatory 
tactics in this case in  giving infor- 
mation about the price to the Asses- 
sing OfFicer. The Committee would 
like the Board to examine whether 
any action can be taken against 
such parties. 

This case is indicative of defective 
drafting of notifications and delay 
in raising of demands which cost 
the Public Exchequer Rs. 1.44 lakhs. 
The electrical steel sheets to be 
charged at tariff rate were charged 
concessional rate laid down for 
ordinary steel sheets from 17th 
May to 30th September, 1962 
resulting in under-assessment of 
Rs. 1 .44 lakhs in a Collectorate. 
The mistake was noticed by the 
Board only on the representation 
made about levy of countervailing 
duty by another manufacturer and 
a clarification was issued on the 

~ - . . ~. . . . . - . . . - . - 
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20th August, 1962. The Committee 
have already suggested in Para 1.209 
of their l l lth Report (Fourth Lok 
Sabha) that Government should 
ensure that the notifications pre- 
cisely translate Government's in- 
tention. 

1 .I13 Finance (Deptt . 
R&I) 

of The Superintendent concerned who 
received the clarification on the 
24th August, 1962 raised the de- 
mands only on 9th November, 1962 
taking about 3 months to collact 
data. Had he raised the demands 
immediately on receipt of clarifica- 
tion the duty amounting to Rs. 
17,528.21 only for the period from 
17th to 24th May, 1962 would have 
been lost instead of Rs. 1 .44 lakhs 
for the period 17th May to 9th 
August, 1962 which was refunded 
by Government in June, 1966 on 
account of time bar, on a revision 
petition preferred by the party. The 
Committee hope that such costly 
delays will be avoided in future and 
the officers responsible for these 
lapses will be dealt with suitably. 

-do- The Committee regret to note that 
although the factory In this case 
started producing bottles in Sep  
tember, 1965, the necessary state- 
ment of cost of production was not 
obtained by the Collectorate till 
the receipt of Audit objection in 
November, 1968. Earlier, the assess- 
ments were made on the basis 
of the debit price indicated by the 
factory which was more than the 
cost price. In view of the fact that 
instructions of the Board issued in 
1963 provided inclusion of suitable 
marginal profit in the cost of produo 
tion, the failure of Collectorate 
to initiate necessary action is ngret- 
table. 



28. 1.122 Finance (Deptt. of The Committee have been informed 
R&I) that the demand raised by the Collec- 

torate in this case is still pending 
and the case is being examined de 
novo. The Committee would like 
to be informed of the outcome. 

do- 

The Committee suggest that the Board 
should examine whether some uni- 
form percentage of marginal profit 
could be fixed so that this margin 
may not be left entirely to the 
discretion of the Collector and that 
it may not differ from factory to 
factory. It should also be examined 
whether it can be spelled out in 
clear terms as to what constitutes 
cost. 

The Committee regret that although 
according to clinical pamphlet qui- 
nine was not the principal ingre- 
dient in the drug in this case a cun- 
cession of duty was allowed in dis- 
regard of the notification issued in 
June, 1962 and subsequent clarifica- 
tion issued in October, 1962. Even 
after Audit raised an objection in 
July, 1968 the Assistant Collector 
did not take any action to raise a 
provisional demand for differential 
duty. Only after Audit reiterated 
the objection that a reference was 
made to the Drugs Controller but 
the demand for differential duty was 
raised only in March, 1969. Tbe 
Committee desire that in case of 
audit objection normal procedure 
of raising demands immediately 
should be followed to avoid loss of 
revenue. The Committee would 
also like to know about the recovery 
of the demand of Rs. 89,556 raised 
in this case and three other demands 
amounting to Rs. 33,512 in similar 
other cases. 

31. 1.138 -do- Thecommittee regret to point out 
that this is yet another case where 

- 



there was delay in issue of clarifica- 
tion of the C.B. C&E on a reference 
made by the Collector in June, 1969. 
It took the Board more than two 
y:ars to issue clarification in Sep- 
tember, 1971. The delay in issue 
of clarification resulted in under 
assessment of Rs. 4.60 lakhs for the 
period June, 1968 to November, 
1970. The demands have been rais- 
ed but the party has filed revision 
petition against the Deputy Collec- 
tor's orders which is pending. The 
Committee would like to bc appris- 
ed of the outcome. 

32. 1.145 Finance (Deptt. of The Committee note from the infor- 
R&I) mation furnished that according 

to the Collector there has been 
no case where goods removed for 
export under bond were not ex- 
ported. The cases were shown pen- 
ding as the running bond account 
could not be brought upto-date in 
the absence of connected documents 
which were not readily available 
or had been misplaced. The Com- 
mittee are, however, surprised how 
in the absence of connected docu- 
ments it has been claimed by the 
Collector that all exports have been 
made. The Committee hope that 
all documents which were not availa- 
ble or had been misplaced are now 
available. 

The Committe, however, find that 25 7; 
entries against running bond accounts 
maintained in Bombay, 2286 en- 
tries in Madras and 3624 entries 
in Cochin are in arrears. The 
Committee desire that the reasons 
for the arrears may be looked into 
and necessary action taken to bring 
them up-to-date in these Collecto- 
rates. 

34. 1 .I47 d o -  The Committee have been informed 
that except in Ahmedabad Collec- 
torate, Running Bond Accounts art 

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



not audited by the Internal Audit 
Department. The Committee 
suggest that the scope of Internal 
Audit Department should be ex- 
tended to check the records in other 
Collectorates also. 

1 .I48 Finance (Deptt. of 
R W  , 

The Committee have been informed 
that 2416 cases of diversions had 
been noticed in all the Collectorates 
during the three years ending 1970- 
71 and duties were demanded in 
respect of all the cases. The Com- 
mittee trust that recoveries have 
been made in all these cases. 

The Committee find that according 
to the opinion given by the Ministry 
of Law in May 1965, the P.V.C. 
compound was liable to payment of 
additional duty during the period 
1st March, 1961 to 29th February, 
1964 i.e. before the tariff was amen- 
ded. There was failure to raise 
any demands for additional duty 
in this case during the period 1st 
March, 1961 to 29th February, 1964. 
The demands raised by the Assis- 
tant Collector after March, 1964 
were ordered by the Collector to bc- 
withdrawn in March, 1965. When 
the clarification from Law Ministry 
on this point was received in May. 
1965 it was too late and il was not 
possible to enforce the demand. 
The net result was loss of duty 
amounting to Rs. 25 lakhs for the 
period prior to 1st March, 1964 
which is regrettable. 

The Committee feel that the instruc- 
tion initially issued by the Board 
should have mentioned about the 
further duty payable on P.V.C. 
compounds. The Committee stress 
that the instructions of the Board 
should clearly bring out the inten- 
tion of the Government. 
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38. 1.166 Finance (Deptt. of The Committee note that the Board 
R a )  issued executive instructions in 

April, 1965 that the proviso to Rule 
96(1) to Central Excise Rules, 1964 
has been rendered inoperative and 
need not be acted upon by the 
Collectors. Accordingly, the Col- 
lectors could allow small size units 
producing cotton fabrics on power- 
looms to be assessed under the 
compounded levy system even 
though these came into existence 
after 1st December, 1960. The 
Committee, however, regret that 
the formal amendement to this 
Rule deleting the Proviso was issued 
by the Board after about 16 months. 
In the meantime the concession to 
the manufacturers on the basis of 
the executive instructions was conti- 
nued. The Committee have in their 
earlier reports (Para 3.16 of 24th 
Report, Fourth Lok Sabha) objected 
to making exemptions through exe- 
cutive instructions. 

The Committee hope that the delay 
in issuing formal notification will 
be avoided in future. 

The Committee are unhappy over the 
negligence of Customs and Excise 
officials who allowed a concessional 
rate of duty on flue cured tobacco 
without checking the correctness of 
the sieve through which it was 
required to pass for entitlement of 
concessional rate of duty. This 
practice continued for about 4 
years from March, 1963 till January, 
1967 when Audit pointed out the 
mistake. The mistake resulted in  
under-assessment amounting to 
Rs. 8.46 lakhso ut of which only 
Rs.29000 could be recovered and the 
balance of Rs. 8.17 Iakhs was irrc- 
coverable being time-barred or un- 
enforceable. 
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41. 1.175 Finance (Deptt. of 

R & I) 

42. 1.176 d o -  

43. 1.177 do- 

44. 1.187 do- 

It is regretted that although the clear- 
ances were made under the supervi- 
sion of the Customs & Excise 
officers they failed to check that the 
sieve used was not of prescribed 
specification. The Committee de- 
sire that necessary action Should be 
taken against the officers concerned 
for their negligence. 

The Committee note that the Board 
have issued instructions for cheo 
king the sieves. The Committee 
trust that the instructions will be 
followed by the Collectors. 

The Committee would also like 
Government to examine the feasi- 
bility of maintaining a master sieve 
in all the CoUectorates or ranges 
as might be convenient so as to 
facilitate testing. 

The Committee find that during the 
year 1969-70, prosecutions were 
launched in 30 cases as against 17 
in 1968-69 and 10 in 1967-68. Out 
of these 30 cases 25 related to the 
commodities which are under phy- 
sical control and 5 to those under- 
Self Removal Procedure. Although 
the number of offenas prosecuted 
has increased the Committee are 
not satisfied with the figure for the 
whole country particularly consi- 
dering that there are 1 15 commo- 
dities under excise control. The 
Committee are anxious that the 
Department should launch prosecu- 
tions in preference to imposing 
fines and penalties so that the 
Department's action acts as suffi- 
cient deterrent against evasion. 

The value of goods confiscated during 
1969-70 is stated as Rs. 4,000 as 
against Rs. 33,18,191 in 1968-69. 
The Committee desire that Depart- 
ment should look into the reasons 
for this low finure during the year. 



-- - 

46. 1.189 Finance (Dtptt. of From the figurcs given to the Commit- 
R & I) tee, they find that the sale proceeds 

of confiscated goods represented 
only 27% of their value at the time 
of confiscation. One of the reasons 
stated by the Department is deterio- 
ration in goods and low bids offered 
by bidders. The Committee desire 
that necessary steps should be taken 
to dispose of the confiscated goods 
expeditiously and to improve thew 
storage condition. 

The Committee are surprised how the 
officers failed to follow the instruc- 
tions of the Board that on detection 
of yarn to be in lower denier, the 
higher rate of duty was to be charged 
till a fresh sample was tested and 
found to fall within the category 
declared by the manufacturer. The 
Committee find the demands for 
differential duty (Rs. 2.10 lakhs) 
have been raised but the party has 
filed a revision application which is 
under the consideration of Govern- 
ment. The Committee would like 
to be informed about the outcome 
of the revision petition. 

The Committee also understand that 
the question of prosecuting the 
assessee for misdeclaration is being 
examined by the Collector. The 
Committee would like to be infor- 
med about the action taken against 
the assessee. 

Evidently, in this case, the officer 
failed to make correct assessment 
of duty initially and then did not 
take due notice of the payments made 
under protest by the party for 5 
long years. When the mistake was 
realised the whole amount of Rs. 
6.61 lakhs was refunded 
to the party. The party 
passed on only Rs. I lakh to some 
of the principal customers and got -- -- 



- 
himself fortuitous benefit of Rs. 
5.61 lakhs. Government have no 
power to ask the party to pass on 
entire amount to actual consumers 
who were overcharged. It is also 
not possible for the party to dis- 
tribute the refund to thousands of 
customers after a lapse of so many 
years. The Committee are not 
happy over this position. The Com- 
mittee trust that at  least the Inwme 
Tax authorities have been informed 
about the refund of Rs. 5.61 lakhs 
to the manufacturer in this case. 

50. 1 .209 Finance (Deptt. of In para 1.25 of their 95th Report 
R & I) (Fourth Lok Sabha) the Public 

Accounts Committee had recom- 
mended that Government should 
consider whether it would be possi- 
ble to incorporate a suitable pro- 
vision in Central Excise Bill on the 
lines of Section 37 (1) of the Bombay 
Sales Tax Act so that trade does not 
get fortuitous benefit of excess wl- 
lection of Tax realised from consu- 
mers. The Committee were given to 
understand during evidence that the 
relevant provision of the Bombay 
Sales Tax Act had been struck 
down by the Supreme Court. The 
Committee desire that the matter 
should be examined in the light of 
the judgement of the Supreme Court 
with a view to including a suitable 
provision in the Central Excise Bill 
when it is reintroduced in Parlia- 
ment. 

The Committee understand that in 
the new Central Excise Bill pro- 
posed to be submitted to Parlia- 
ment, Government is going to 
provide a clause in the Bill to permit 
the Collector to review suo motu 
in each case if the payment is made 
under protest. In any case, the 

Committee hope that in future the 
payments under protest will not be 



ignored and suitable instructions 
will be issued for reporting such 
cases to the higher authorities for 
review. 

Finance (Deptt. of The Committee take a serious view 
R& I) of the lapse resulting in a total lose 

of revenue amounting to Rs.7.22 
lakhs. Artificial leather cloth 
which was assessed under Tariff 
item 19 upto February, 1968 was 
brought under higher levy under 
Tariff item 22-B with effect from 
March. 1968. The stock in fully 
manufactured condition at the mid- 
night of 29th February/lst March, 
1968 was treated as pre-excise stock 
and allowed free clearance as if the 
item had come under levy for the 
first time. 

Another regrettable feature of this 
case is that even after about 4 years 
the Government are still in doubt 
whether it should be assessed under 
Tariff item 19 or 22 B and in this 
confusion some collectorates are 
assessing it under Tariff item 19 
and others under 22B. The Com- 
mittee desire that the question re- 
garding classification of this item 
should be expeditiously decided in 
consultation with the Ministry of 
Law so that there is uniformity in 
the assessment of duty. The Com- 
mittee also suggest that any amend- 
ment necessitated in the Central 
Excise Rules may also be made. 

54. 1.222 -do- The Committee find that according 
to the view held by Audit an ad 
hoc discount allowed for clearance 
of medicines on their list price 
should not be allowed on clinical 
samples which are meant for free 
distribution among the medicinal 
profession and not for sale and are 
allowed duty free under Notifi- 1 
cation No.161166 dated 8.10.1966. 



Government, however, feel that for 
the determination of quota of 5% 
duty free clinical samples and also 
for the purpose of assessment of 
samples in excess of this quota the 
ud hoc discount should also be 
taken into account. This difference 
of opinion involves Rs.9.66 lakhs 
of revenue from May, 1962 to 
August, 1967 in respect of eight 
Collectorates alone. 

55. 1.223 Finance (Deptt. of The Committee regret to note that 
R & I) the differences between the Minis- 

try and audit have not been resolved 
for the last four years. The Com- 
mittee desire that the matter should 
be examined in consultation with 
the Audit and the Ministry of Law 
expeditiously. They would like to 
await the outcome. 

The Committee are concerned to note 
that there were more than 78 
thousand cases of provisional assess- 
ments pending finalisation out of 
which more than 13 thousand (17% 
were pending for more than a year 
at the end of 1971 inspite of the fact 
that according to existing instruc- 
tions the maximum period for finali- 
sation of such cases is 6 months 
only. The reasons for such pen- 
dency are stated to include delay 
in ( i )  obtaining test reports from 
the Chemical Examiner (ii) getting 
the end-use verification report (iii) 
getting price fixation through various 
Government agencies and (iv) pro- 
duction of invoice\ etc. by the asses- 
sees to approve the price list. 

Provisional assessments carry a state 
of suspense w ~ t h  them. They are 
likely to affect the Budgetary fore- 
casts. The lower assessments will 
postpone real~sat~on of rightful dues 
to Government and higher assess- 
ment if refunded iater will not pass - --- ---- - -- - - - - - - - - 
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on to the consumer. The Committee, 
therefore, feel that it is high time 
that provisional assessment is re- 
duced to the absolute minimum 
particularly after the introduction 
of  Self Removal Procedure under 
which approval of classification and 
prices is the pre-condition for clear- 
ance of good$. In this connection 
the Committee wauld suggest that- 

(a) Provisional assess~netlt should be 
resorted to as exception rather 
than rule; 

(b) It should be examinecl whether 
a limit can be provided in the 
Rules itself for finalisa!ion pf 
these assessments. with bui!! In 
safeguards against dilatory tactics 
of asscssees like dclay in produc., 
tion of' invoices and other required 
information; 

(c) A strict l imc l~rnjt s h o ~ ~ l d  be laid 
down for the chemical examiner 
and such officers to furnish test 
reports and price lists and il '  
necess'lry thcse organisatio~is 
should be strenp~hcned qualita- 
tiwly as well as quantitatively; 
and 

(d) A periodical review at the higher 
level s h o ~ ~ l d  bc prescribed to watch 
the progress. 

58. 1.239 Finance (Deptt. of The cases brought out in the Audit 
R & I )  paragraph indicate chaotic state 

of affairs so far as  cheque transac- 
tions in the Excise Department are 
concerned. As many as  187 che- 
ques involving the revenue collec- 
tion of Rs. 1.13 lakhs remained un- 
cashed fbr morc than a year. An- 
other 32 chcques amounting to Rs. 
1.88 lahhs paid by a factory rc- 
mained uncashed for about a year. 
In other two cases the cheques issued 

_ _  .- - ~ - ~ .- . - ~~. -- 
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by the assessees were either lost or 
not received by the Chief Accounts 
Officer. In all these cases the asses- 
sees had already taken credit in their 
personal Ledger Accounts and there- 
fore it amounted to clearance of 
goods worth lakhs of rupees by them 
duty f re t i l l  they issued fresh cheques 
and the same were encashed. 

59. 1.240 Finance (Deptt. of I n  yet another case a party cleared 
R & I )  goods without sufficient balance 

in his personal Ledger Account 
and this clearance without payment 
involved duty of Rs.4.58 Iakhs. The 
Finance Secretary admitted that "It 
was a serious offence.. ." 

The Committee note that action 
has been taken against an inspector 
and that action against the Superin- 
tendent is i n  progress. The Com- 
mittee would like to be apprised 
o f  the action taken against all the 
ofticcrs conccmed and also the penal 
action taken or proposed to be taken 
against the party for clearing goods 
without sufficient balance at credit 
in his personal Ledger Account. 

All these instances indicate that there 
is a serious laxity of control in clear- 
ance of cheques within the Excise 
Department. The Committee would 
like the Government to devise a 
fool proof procedure to regulare 
collection and clearance of cheques 
to avoid recurrence of these lapses 
in future. 

These cases raise doubts about the 
dependcnce on the present proce- 
dure of allowing the assessees them- 
selves to maintain thcir own Personal 
Ledger Accounts particularly whcn 
under the Self Remobal Procedure 
the assessce can remove goods at 
his will without any on-the-spot 
check. The Committee therefore 



desire that it should be examined 
whether the responsibility of main- 
taining Personal Ledger Account 
should not be undertaken by the 
Department. 

63. 1.256 Finance (Deptt. of The Committee regret to note that 
R & 1) in this case the factory has been 

since it started production, escaping 
excise duty on sulphuric acid con- 
sumed in the leaching plant and 
the drying acid tank. What is more 
serious is that while the Department 
were aware of the acid consumed 
in the drying acid tank they have no 
knowledge of the acid being diverted 
at an intermediary stagc to thc 
leaching plant. 

Although the plan of the fx tory  is 
required to be approved by thc 
Assistant Collector, no notice seems 
to have been taken of the process 
of flow of the acid at an interme- 
diary stage before it rcachcd storage 
tank. The Chemical Examiner who 
visited the factory in 1967 also did 
not notice that the acid flowing to 
the leaching plant was not being 
accounted for in the production of 
the factory and he did not give any 
guidance on this point to the staff. 
The Committee regret that scrutiny 
of the original plan of the factory 
and the inspection by the C'hcmical 
Examiner were perfunctory. The 
Committee desirc that this qucs- 
tion should be examined and reme- 
dial steps taken for future. 

The Comm~ttce note that denlands 
for Rs.1.65 lakhs have been ~ a w d  
but the party has filed a revisron 
application bcfore the Government. 
A show cause notice in respect of 
a further quantity of' 637.094 M T  
and 54.387 M.T. of acid has been 
issued consequent on ~nvestigation 

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



by the Deputy Director of Inspec- 
tion. The Committee would like 
to know about the recoveries made. 

66. 1.259 Finance (Deptt. of The Committee find that the Chief 
R &  I) Chemist is of the view that sul- 

phuric acid is used in drying sul- 
pher dioxide and not air and hence 
not exempted from duty. The 
Committee would like Government 
to examine it and if the view is 
confirmed, to recover the duty on 
such acid expeditiously. 

67. 1.260 -do- The Committee understand that the 
question regarding penal action 
against the party is under exami- 
nation. The Committee desire the 
examination should be completed 
expeditiously. The Committee hope 
that Government will take serious 
note of the suppression of certain 
records regarding consumption of 
acid by the assessee. 

68. 1.266 -do- The Committee regret that the Board 
took 3: years to give a decision on 
a reference made to them on the 
27th July, 1963 by the Bombay 
Collectorate regarding the problem 
of set off of special excise duty on 
internal combustion engines used 
In motor vehicles. It was only in 
March, 1967 that Government issued 
a notification granting exemption 
of special excise duty also. In the 
meantime different practices were 
followed by the Collectorates for 
allowing credit for special excise 
duty paid on engines. The Com- 
mittee feel that a time limit of 3 to 
4 months is reasonable for giving 
ruling in such matters. The Com- 
mittee desire that a suitable time 
limit should be fixed for this pur- 
pose. 

69. 1.274 -do- The Committee consider it unfortu- 
nate that at the time of issue of 

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



notification of 20th March, 1968 
reducing the length of rents for con- 
cessional duty/nil duty, the Roard 
should not have considered about 
the possibility of existing Senls 
conforming to the previous specifi- 
cations already packed before the 
20th March. 1968 and made sui- 
table provision for their clearance. 
Lack of forecight is regrettable. 

70. 1.275 Finance (Deptt. of The Committee have in the past criti- 
R & 11 cally commented upon the prac- 

tice of allowing el emptions retro- 
spectively by execu ive instructions 
or notifications. 'The Attorney 
General of India has also opined 
that under the Excise Law the 
Governnient have n o  power4 
to allow concession\ retrcqxctively 
through executive instructions or 
notifications. The Committee hope 
that such cases will he avoided in 
future. 

It is a matter of regret that the arrears 
of excise duty arc showing an over- 
increasin~ trend. In the year un-  
der Report alone. there has been an 
increase of about go",,. In their 
succcssi\e Reports the Commit- 
tee have bcen expressing concern 
over the hcavy accumulation of 
arrears hut there a;)pcars to he no 
sign of improvement. The arrears 
which amounted to Rs. 10.07 crores 
in 1966-67 rose to Us. 21 2 9  cram 
in 1967-68, Rs. 23.48 crores i n  1968- 
69 and finally to Rs. 42.12 croreh 
in 1969-70. 

A part of the arrears relare to the 
periods as early as 1950 i.e. more 
than 12 ycmx There are thirty 
cases involvtng an amount of Rs. 
234.92 lakhs which arc pcnding for 
action at the Board levcl. These 
include four cases involving an 
amount of Us. 10.31 lakhs per- 
taining to the year 1965-66, 5 years 

- . - . . . - .- - - - - ~ - -- . -- 



old. The reasons for pendency of 
these case4 should be looked into 
and nccey\ary action taken in the 
matter. 

73. 1.285 Finance (Deptt. of The Committee note that measures 
R & I )  have been taken by Government 

to  liquidate the arrears. The Com- 
mittee desire that in  view of moun- 
ting arrears vigorous and con :erted 
efforts arL. required to clear the 
arrears. Thc Committee would watch 
the progresx made in this regard 
through l.uture Audit Reports. 

The Committee find that a large num- 
ber of cascs of arrears are held up 
in appeal at v;~rious stages. i.e. 
with the Assistant Collector, Collec- 
tor. Board and C;overnment of 
India. In this connection the Com- 
mittee have already suggested in 
para 1.20 of their 31st Report 
(5th Lok Sabha) that Government 
should examine tht. feasibility of 
making p:lynicrit ( I S  dutq obliga- 
tory before filing an appcal in dis- 
putcd nssewnent\. 

The Commi:tce arc informed that 
the Collector M hile pa\,ing the 
order for refund of July did no1 
order for rel'und of dut!, did not go 
into tile details of the claim and 
erroneousl! refunded dut> paid on 
the stock of hard hoard which were 
not fully manufactured and ready 
for deliverv at the time of levy of 
duty and ivhich could not be trea- 
ted as pre-excise stock. This omis- 
sion resulted in loss of' Rs. 63,391. 
'The Committee are. however, glad 
to  note that in the Finance Bill. 
1972, Go\crnment ha\.e proposed 
to m:~ke provision in thc Central 
Excke and Siilt Act to have a re- 
medy against an? crrone~)tls orders 
passed. 

- - 



76. 1.295 Finance (Deptt. of The Committee are unhappy over the 
R & I )  loss of Rs.1.32 lakhs owing to in- 

correct assessment of excise duty 
on Cellophane at anchored stage 
i.e. before ap,dication of surface- 
coating materials instead of asses- 
sing it after it was impregnated with 
surface coating. This practice con- 
tinued t i l l  5th August, 1961 even 
after the Hoard iss~~ed clarification 
in July. 1961. Had the correct 
procedure been followed immedi- 
ately after the receipt of Board's 
clarification an amount of 
Rs. 33,617.61 could still have been 
realised. 

77. 1.296 -do- The Committee desire the Board to 
stress the need for taking prompt 
action on the rulings of the Board. 

78. 1.301 -do- This is yet another case of lack of 
forethought in drafting the notifi- 
cation issued by the Board. AI- 
though Government intended to 
give relid' to only small scale opera- 
tors n~anui'acturing paper from pulp, 
the defective wording in the notifi- 
cation dated 8th September, 1967 
enlarged the scope of relief to others 
as well resulting in loss of revenue 
amounting to Rs.1.73 lakhs. The 
Committee have been repeatedly 
urging Government that precision 
and clarity of expression being the 
very essence of all legal and statu- 
tory documents, drafting of notifi- 
cation should be given special care 
and lapses in this regard should be 
taken serious note of. 

79. 1.308 -do- The Committee regret that the alumi- 
nium wires were wrongly assessed 
to duty with reference to formula 
laid down under the Indian Stan- 
dards Institution Table, 1960 Edi- 
tion instead of assessing it on the - - - - -- .- - - . - -- -- - - 
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basis of formula prescribed in their 
1964 Edition as required under the 
instructions issued by the Central 
Board of Customs and Excise. 
This resulted in under-assessment 
of Rs. 90,145. What is more serious 
1s the inordtnate delay of about 3 
years In tssuing the clar~fication in 
October, 1969 after the Audit rai- 
sed the object~on in 1966. The 
Assistant Collector took 5 months 
to put up the Aud~t  objectton to the 
Collector. The Collector took 9 
months to refer the matter to the 
Board. the Board took 4 months to 
glve clar~ficatton and thc Collector 
took 15 months to refer the matter 
back to the Board. Thc delay at 
all stages IS regrettable. 

80. 1.309 Finance (Deptt. of The Committee note that the demands 
R &  I )  for Rs. 90.145 have been r u e d  but 

the case is still pending in Reviqion 
Application. The Committee 
would like to know the outcome. 

81. 1.314 -do- This case involve4 a loss of Rs. 49.027 
due to wrong withdrawal ot' the 
demand for duty under the orders 
of the Assistant Collector. I t  is 
surprising that the Assistant Cullcc- 
tor applied his own interpretation 
which ran counter to the tarin' and 
the instructions i s ~ e d  by the Board 
i n  Dcccmber. 1962. 

8 2 .  1.315 -do- It has been reported that few such 
cases occurred in other Collectora- 
tes. The Committee note that 
Board have issued a clarification in 
May, 1968 that such products having 
names different from those given in 
official pharmacopoeia bhoi~ld be 
assessed to duty. The Committee 
hope that such n ~ i s ~ a k c ~  will not 
recur. 




