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INTRODUCTION

I, the Chairman of the Public Accounts Committee, as authorised by the
Committec, do present on their behalf this Fifty-sixth Report on action
taken by Government on the recommendations of the Public Accounts
Committee contained in their Fifth Report (Tenth Lok Sabha) on Customs
Receipts — Non verification of end-use.

2. In their original Report the Committec while examining the two cases
of incorrect application of custom notifications granting import of goods at
concessional rates of duty had observed that the Ministry of Finance
despite repeated recommendations made in the past had not so far evolved
any effective monitoring mechanism for watching the fulfilment of exemp-
tions under Customs Act. The Committee had also pointed out that though
the administrative Ministry cannot be absolved of their responsibility in
this regard, the ultimate responsibility lics with the Ministry of Finance.
The Committce had, thercfore, recommended that the Ministry of Finance
should consider a proposal whereby the bencficiaries of the exemptions
were required to send periodical reports regarding utilisation of matcrial
imported at concessional rates to both thc Ministry of Finance and the
administrative Ministry to enable better monitoring. In this Report, the
Committce have obscrved that there is no proper system of monitoring
cither in the Ministry of Finance or the administrative Ministries for
watching the fulfilment of objectives bechind the grant of exemption and
that there is lack of effective co-ordination between them. The Committee
have cxpressed their concern over this unsatisfactory state of affairs and
desired that an effcctive monitoring system should be evolved by the
Ministry of Finance in consultation with all the administrative Ministries
with a vicw to review pcriodically the extent to which the objectives behind
the grant of excmptions have been achicved and also for ensuring that
there was no misusc of the concession.

3. The Committec had noted in their carlicr rcport that while all
notifications issucd under sub-scction 1 of Scction 25 of the Customs Act,
1962 granting exemption from custom duty in gencral arc laid before
Parliament it is not obligatory on the part of the Government to lay copies
of orders granting ad-hoc exemptions under Scction 25(2). In the interest
of financial accountability the Committec also rccommended placing of
notification granting ad hoc exemption as highly imperative. The Commit-
dcc however, do not agree that placing of copics of such ad hoc cxemption
orders will not be possible as thesc cover import of items of stratcgic,
sciikitive and secrct nature as bulk of thesc orders rclatc to import of itcms
of commercial naturc. The Committce therefore have recommended in this
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(vi)

report placing of all exemption orders before Parliament with the excep-
tion of those pcrtaining to import of strategic and secret nature and are.of
an individual or personal in nature.

4. This Report was considered and adopted by the Public Accounts
Committec at their sitting held on 24th November, 1993. Minutes of the
sitting from Part-II of the Report.

5. For facility of reference and convenience the recommendations of the
Committee have been printed in thick type in the body of the report and
have also been reproduced in consolidated form in Appendix to the
Report.

6. The Committee place on record their appreciation of the assistance
rendered to them in the matter by the Office of the Comptroller and
Auditor General of India.

NEew DELHI; BHAGWAN SHANKAR RAWAT,
December 7, 1993 Chairman,

Agrahayana 16, 1915 (Saka) Public Accounts Committee.




CHAPTER I
REPORT

1.1 This Report of the Committee deals with the action taken by
Government on the reccommendations and observations contained in their
Fifth Report (10th Lok Sabha) relating to Customs Receipts — Non-
verification of end use based on paragraph 2.71 of the Report of the
Comptroller and Auditor General of India for the year ended 31 March
1989, No. 5 of 1990, Union Government (Revenue Receipts — Indirect
Taxes).

1.2 The Fifth Report which was presented to Lok Sabha on
17 December 1991 contained 10 recommendations and observations.
Action taken notes have been received in respect of all the recommenda-
tions and observations and these have been broadly categorised as follows:

(i) Recommendations and observations which have been accepted by
Government:
Sl. Nos. 1 to 4 and 8 to 10

(i) Récommendations and observations which the Committee do not
desire to pursue in the light of the replies received from Government:
-Nil-

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

Sl. Nos. 5 to 7

(iv) Recommendations and observations in respect of which Government
have furnished interim replies:
-Nil-
1.3 The Committee will now deal with thc action taken by Government
on some of their recommendations.

Non-verification of End-Use

1.4 Exemptions from customs duty are grantcd by the Central Govern-
ment under sub-sections (1) & (2) of Section 25 of the Customs Act, 1962.
Exemption under sub-section (1) of Section 25 is granted by the Central
Government by way of a notification which is published in the Official
Gazette, on being satisfied that such an exemption is in public interest.
The exemption could be either unconditional or with certain conditions to
be fulfilled before or after clearance of thc goods by the customs
authorities. Similarly, exemptions under sub-scction (2) of Section 25 are
granted by the Central Government by a spccial order in each case after
having satisfied that such an exemption is in public interest. The exemption

»
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under sub-section (2) of Section 25 could be partial or whole and granted
under the circumstances of exceptional nature which are to be mentioned
in the order granting such an exemption.

1.5 In their Fifth Report (10th Lok Sabha), the Public Accounts
Committee had examined two cases of incorrect grant of exemption in
terms of two notifications (numbers 29/83 and 30/83 both dated 25.2.1983)
issued under Section 25(1) of the Customs Act, 1962 with end-use
conditions — one case involving short levy of duty of Rs. 77.86 lakhs
(Maruti Udyog Ltd.) and the other Rs. 5.03 lakhs (Karnataka Scooters
Ltd.). The cases had revealed non-verification of end-use by Customs
authorities and absence of a clear-cut monitoring mechanism after allowing
the clearance of goods imported at concessional rates for specified
purposes.

1.6 The issue of grant of Custom exemptions had engaged the attention
of the Public Accounts Committec on several earlier occasions. In their
Fifth Report (10th. Lok Sabha), the Committee had pointed out that
despite the repeated concern expressed by them earlicr, the administration
of the grant of exemptions under the Customs Act continued to suffer
from serious shortcomings. Emphasising the nced for having an effective
system of monitoring for ensuring fulfilment of the objectives bchind the

grant of exemptions and also for preventing misuses, the Committce in
Para 1.39 had recommended as follows:

“The Committee regret to note that the Ministry of Finance have not
so far evolved an effective monitoring mechanism for watching the
fulfilment of objectives behind the grant of cxemptions despite
recommendations to this effect made by the Committee on sevcral
occasions in the past. Even the limitcd monitoring of end-use bonds
prescribed at Collector’s level only is far from satisfactory. In fact,
during evidence Secretary (Revenuc) admitted that the existing
system of monitoring required improvement and it was capable of
improvement. After due deliberations, he promised to send a note
after evolving a suitable system in consultation with the administra-
tive Ministries. However, nothing concretc has emerged so far. The
Comnmittee reiterate their earlier reccommendation and are of the firm
view that a monitoring system should be cvolved to review pcriodi-
cally how far the objectives behind the grant of exemptions have been
achieved and there was no misuse of the concession. The Committee
feel that though the administrative Ministry cannot be absolved of its
responsibility in this regard the ultimate rcsponsibility lics with the
Ministry of Finance.”

In para 1.40, the Committee had furthcr recommended:—

“The Committee would also like the Ministry of Finance to consider
a proposal whereby the beneficiaries of the exemptions are required
to send periodical reports regarding utilisation of material imported at
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concessional rates to both the Ministry of Finance and the administra-
tive Ministry so as to enable a better monitoring.”

1.7 In their action taken notes furnished in respect of the recommenda-
tions made in para 1.39 and 1.40, the Ministry of Finance (Department of
Revenue) have stated as follows:— .

1.39 “Exemptions or concessions in duty are often given at the instance
of the administrative Ministry concerned with the industry for
whom relief is sought. The concerned administrative Ministry
recommends such a concession having regard to the state of a
particular industry, competitiveness vis-a-vis imported goods, cost
of production, escalation in the price of inputs, profitability, etc.
The Department of revenue considers such recommendation keep-
ing in vicw, inter-alia, the overall rcvenue position. The role of the
Department of Revenue is thus to accord or not to give the
concession sought, keeping in view revenue and other considera-
tions. Once the concession has becen given for the objective statcd
by the concerned administrative Ministry, it is for that Ministry to
monitor the impact of the concession they had sought and see
whether the stated objective has been fulfilled or not. For instance,
if the objective is that the consumer should have the benefit of the
conccssion, it is for the administrative Ministry both to ensure this
and in case the benefit is not passed on to the consumer, inform
the department of Rcvenue about the position for considering
whether relief should continue, be modified or withdrawn.

2. Sometimes, it is fclt that the rate of duty on a particular
commodity is unduly high. Reduction in such cases has no objective
exccpt to make the duty fair and reasonable. The question of
monitoring will not, therefore, arise in such cases.

3. For example, a large numbcr of duty conccssions and
excmptions are given at the requcst of the Commerce Ministry in
the interest of export promotion. Since cxport promotion is mainly
the concern of the Commerce Ministry, monitoring of the fulfil-
ment of the objective of export promotion is with that Ministry.
Other such examples are duty reductions in respect of textile
scctor, steel, drugs and medicines, etc. The distribution and pricing
mcchanism lies with the concerned Ministty, in situations of price
control.

4. The Dcpartment of revenue has ncithcr any mcans nor any
jurisdiction or authority to look into the cfficient functioning of the
market system or into pricing, marketing. ctc. of commoditics. It is
just not in a position at all to monitor or watch the fulfilment of
objcctives leading to the grant of excmption.

5.If,however, by the expression ‘objective’ verification of ‘cnd-usc’ is
intcnded, which is quite distinct from ‘objective’, this is done by the
Dcpartment of revenue whenever a notification makes it a condition,
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mostly by means of certification by concerned agencies. There is a
fairly effective mechanism for this purpose. It may, however, be
stated that the mechanism of ‘end-use’ notifications is now not
favoured and the Department of Revenue is trying to move away
from the regime of such notifications.

6. As regards the monitoring of end use by the administrative
Ministries concerned, a note containing comments of nine adminis-
trative Ministries’/Departments, which have responded, is enclosed
(Annexure-IT)". The other nine Departments have not so far sent
their views (Annexure-III).”

1.40 “Post-import overseeing is not generally the function of the
Customs department. Where, however, the notification itself
requires the importer to produce a duly authenticated consumption,
certificate, Customs authorities monitor the compliance. As stated
in reply to para 1.39, the mechanism of end-use notifications is now
not favoured and the Department of Revenue is trying to move
away from the regime of such notifications. In this background, the
Ministry feels that it would not be advisable to prescribe such
statcments to be furnished by the beneficiaries to the Ministry of
Finance. The administrative Ministry would, technically and juris-
dictionally, be more competent to monitor the end-use.”

1.8 From the comments furnished by nine administrative Ministries/
dcpartments in reply to the Action taken Note on the recommendation
containcd in Para 1.39, it is seen that most of the administrative Ministries
cithcr did not have any system for monitoring of the end use of the
matcrial imported at concessional rates of customs duty or were yet to
introduce monitoring or had passed on the responsibility for the same to
some other department. For example, Directorate General Technical
Development (DGTD) maintained that cnd-use monitoring should con-
tinue to be done through central excise ficld formations (falling under the
Ministry of Finance—Department of Revenuc). The Ministry of Petroleum
and Chemicals have in respect of certain notifications with end-use
conditions issued in 1982 stated that neccssary checks were now ‘being
introduced’ and in respect of certain other notifications of 1986, 1988 and
1989 stated that no test check of end-use was bcing done but will now be
donc. The Development Commissioner, Small Scale industries has stated
that the existing system of monitoring and control by the State/Union
Territory DIs was the most appropriate system. Similarly, the Ministry of
Home Affairs have stated that end-use was bcing monitored by State
Government. The Department of Chemicals and Petrochemicals have
stated that it was not possible to monitor the end-use and the Department
of Non-Conventional energy sources have maintained that vigorous
monitoring was not called for. The*Department of Electronics have stated
that there were no chances of misuse of end-usewand that vigorous

*Reproduced in Chapter IV.
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monitoring will not be cost effective; however utilisation reports will now
be asked from units availing duty concessions.

1.9 Further, the observations made by the Ministry of Finance (Depart-
ment of Revenue) on the comments of the administrative Ministries in
certain cases also indicate that presently there did not appear to be any
effective co-ordination between the Ministry of Finance and the adminis-
trative Ministries in respect of monitoring of the end-use. For example, the
Ministry of Information & Broadcasting while offering their comments to
the Ministry of Finance stated that presently there was no regular system
for monitoring the end-use of items imported at concessional rates of
custom duty and had asked the Ministry of Finance to suggest a system for
the purpose. Responding to the same, the Ministry of Finance have stated
that as the administrative Ministry was not in a position to monitor the
cnd-use, the continuation of the notifications concerning them may perhaps
needed to be reconsidered. Similarly, while the DGTD in their comments
held that the Central Excise Department should do end-use monitoring,
the Ministry of Finance responding to the same have observed that the
mandate for Central Excise department for monitoring end-use was
selective and suggestecd that DGTD should build up a mechanism for the
purpose.

1.10 In their earlier Report while examining two cases of incorrect
application of Customs. notifications granting import of goods at conces-
sional rates of duty, the Committee had observed that the Ministry of
Finance had not so far evolved any effective monitoring mechanism for
watching the fulfilment of objectives behind the grant of exemption despite
recommendations to this effect made by the Committee on several occasions
in the past. While reiterating the need for evolving a monitoring system to
review periodically the extent to which the objectives behind the grant of
exemptions had been achieved and ensuring that there was no misuse of the
concession, the Committee had pointed out that though the administrative
Ministry cannot be absolved of their responsibility in this regard, the
ultimate responsibility lies with the Ministry of Finance. The Committee in
this context had also recommended that the Ministry of Finance should
consider a proposal whereby the beneficiaries of the exemptions were
required to send periodical reports regarding utilisation of material
imported at concessional rates to both the Ministry of Finance and the
administrative Ministry so as to enable better monitoring. In their action
taken reply the Ministry of Finance have stated that exemptions or
concessions in duty were often given at the instance of the administrative
Ministry concerned with the industry for whom relief was sought. Once the
concession had been given for the objective stated by the concerned
administrative Ministry, it was for that ministry to monitor and see whether
the stated objective had been fulfilled or not. According to them, the
Ministry of Finance (Deptt. of Revenue) were just not in a position at all to
monitor or watch the fulfilment of objectives leading to the grant of
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exemption. As regards the monitoring of end-use, the Ministry have stated

"that it was being done by the Department of Revenue . whenever a
‘potification made it a condition, mostly by means of certification by
concerned agencies. In this connection, the Ministry of Finance have also
furnished comments of nine administrative Ministries/other agencies;
according to the Ministry of Finance nine other departments were yet to
furnish their views. The comments of the administrative Ministries indicated
that most of them either did not have any system for monitoring or were yet
to introduce it or had passed on the responsibility for the same to some
other department/agency. From the reply of the Ministry of Finance and
the comments offered by the administrative Ministries it is evident that
there is no proper system either in the Ministry of Finance or in the
administrative Ministries concerned for watching the fulfilment of the
objectives behind the grant of exemption. The observations made by the
Ministry of Finance on the comments of the administrative Ministries in
certain cases also indicated lack of effective co-ordination between the
Ministry of Finance and the administrative Ministries. The Committee
cannot but express their concern over this unsatisfactory state of affairs.
They, therefore, reiterate their earlier recommendations and desire that an
effective monitoring system should be evolved by the Ministry of Finance in
consultation with all the administrative Ministries with a view to review
periodically the extent to which the objectives behind the grant of
exemptions have been achieved and also for ensuring that there was no
misuse of the concession.

Laying down:of ad hoc exemption orders before Parliament

1.11 The Committee in para 1.4 of the Report had noted that the
amount of revenue foregone on account of exemptions of customs duty
under sub-section 25(2) in respect of commerical and non-commercial
imports during the years 1987-88 to 1989-90 as follows:—

Year Revenue forcgone in Rs. crores
Non-commercial Commercial

1987-88 39.27 674.76

1988-89 47.55 1351.64

1989-90 41.35 661.05

1.12 Stressing the need for an effective enforcement of financial
accountability of the Government to Parliament in the matter of grant of
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#3d hoc exemption under section 25(2) of the Customs Act, the Committee
In para 1.41 of the Report had recommended as follows:—

“The Committee also note that an amount of Rs. 702.40 crores was
granted during the year 1989-90 as ad hoc exemptions from customs
duty under section 25(2) of the Customs Act, 1962. The correspond-
ing figures for the preceding two years were Rs. 1399.19 crores and
Rs. 714.03 crores respectively. The Committee further note that in
terms of provision of Section 159 of the Customs Act, 1962, all the
notifications issued under sub-section (1) of section 25 of the Customs
Act, 1962, granting exemption from Customs duty in general are to
be laid before Parliament. However, it is not obligatory on the part
of Government to lay copies of exemption order issued under sub-
section 25(2) before Parliament granting ad hoc exemptions. Thus,
Parliament is presently not kept contemporaneously informed of the
ad hoc exemptions granted by Government. The Committee strongly
feel that in the interest of financial accountability of the Government
to Parliament placing of notifications "granting ad hoc exemption is
highly imperative. They, therefore, recommend that suitable amend-
ments should be brought out in the Statute so as to make the laying
of ad hoc exemption orders on the Table of the House mandatory as
practised in the case of notifications issued under Section 25(1).”

1.13 In their Action Taken Note the Ministry have replied as follows:—

“The Government attaches greatest importance to openness and
transparency in its policy making. The Government, therefore wel-
comes the Committee’s recommendation that copies of ad hoc
exemption orders should also be placed on the Table of the House.
Suitable amendments can also be made in the law to make it
possible. However, “ad hoc exemption orders cover imports of
strategic and secret nature affected by intelligence and other agencies
besides essential imports on Governmcnt account for public distribu-
tion system etc. In the former case, Government feel that it would
not be in public interest to disclose the contents of imports. In the
latter category of imports, immediate issuc of ad hoc orders at short
notice becomes unavoidable.

Considering the sensitive nature of many of such orders, Govern-
ment are of the view that it may not be possible to lay copies of ad
hoc exemption orders on the Table of thc House.”

1.14 In their earlier Report the Committee had pointed out that as per
the existing provisions of the Customs Act, 1962 while copies of all the
notifications of general nature issued under sub-section (1) of Section 25
granting exemption from custom duty were required to be laid before

»erllnment, it was not obligatory on the part of Government to lay coples of
the specific exemption orders issued under sub-section (2) of Section 2§
before Parliament granting ad hoc exemptions. Pointing out that as
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substantial amount of money was involved every year in the grant of ad hoc
exemptions from castom duty, the Committee had expressed the view that
in the interest of financial accountability of the Government to Parliament
placing all copies of orders granting ad hoc exemption before Parliament
was highly imperative. They had, therefore, recommended suitable amend-
ments in the Customs Act so as to make laying of ad hoc exemption order
on the Table of the House mandatory as practised in the case of
notifications issued under Section 25(1). In their Action Taken Note the
Ministry of Finance while welcoming the Committee’s recommendation in
this regard have stated that suitable amendments could be made in the law
to make it possible. However, according to the Ministry since ad hoc
exemption orders covered imports of strategic and secret nature effected by
intelligence and other agencies basides essential imports on Government
account for public distribution system etc. it may not be possible to lay
copies of ad hoc exemption orders on the Table of the House considering the
sensitive nature of many of such orders. The Committee do not agree with
this view. From the data of ad hoc exemptions relating to the period 1987-
90 made available to the Committee it was abundantly clear that bulk of the
ad hoc exemption orders covered import of items of commercial nature only
and, therefore, it is evident that the orders pertaining to the import of items
of a sensitive nature are very limited. The Committee, therefore, recom-
mend that Government may consider placing of all exeniption orders on the
Table of Parliament with the exception of those pertaining to import of
strategic and secret nature and are of an individual and personal in nature.



CHAPTER 11

RECOMMENDATIONS AND OBSERVATIONS WHICH HAVE
BEEN ACCEPTED BY GOVERNMENT

Recommendation

Exemptions from customs duty. are granted by the Central Government
under sub-sections (1) & (2) of Section 25 of the Customs Act, 1962.
Exemption under sub-section (1) of Section 25 is granted by the Central
Government by way of a Notification which is published in the Official
Gazette, on being satisfied that such an exemption is in public interest.
The exemption could be either unconditional or with certain conditions to
be fulfilled before or after clearance of the goods by the customs
authorities. Similarly, exemptions under sub-section (2) of Section 25 are
granted by the Central Government by a special order in each case after
having satisfied that such an exemption is in public interest. The exemption
under sub-section (2) of Section 25 could be partial or whole and granted
under the circumstances of exceptional nature which are to be mentioned
in the order granting such an exemption. The issue of grant of exemption
under the:Customs and Central Excise law had constantly engaged the
attention of the Public Accounts Committee for more than 20 years. The
Committee have time and again emphasised the need to exercise this
delegated power sparingly by the Executive.

[SI. No. 1 (Para 1.35) of Apbcndix I to Fifth Report of PAC
(10th Lok Sabha)].

-

- Action Taken

The Government have taken due note of the observations of the

Committee and would assure the Committec that exercise of this delegated

' power for granting exemption would continue to be used as sparingly as

possible, only where necessary in public intcrest and keeping in view the
requirements due to changes in economic situation.

[Ministry of Finance (Deptt. of Revenue) F. No. 521/14/92-Cus. (TU)
-dated 17.8.92]

Recommendation

The Audit Paragraph under examination highlights two cases relating to
import of components at concessional rate of customs duty in terms of
notifications issued under Section 25(1) of Customs Act, 1962. In one case

LMaruti Udyog Ltd. imported components for use in the manufacture of
fuel efficient motor car of engine capacity not exceeding 1000 cu. cms.
lued at Rs. 54.45 lakhs; but these components were found damaged and
were, therefore, not put to the desired use and compensation for such

9
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damaged components was received from the insurance company. In the
second case, Karnataka Scooters Ltd., also imported components required -
for manufacture of fuel efficient two wheeled motor vehicles which were
assessed to concessional rate of customs duty on the certificate given by a
Chartercd Accountant though the law required end-use certificate from the
Assistant Collector, Central Excise, in whose jurisdiction the factory
manufacturing such motor vehicles was located. The differential duty on
the said components amounting to Rs. 77.86 lakhs (Maruti Udyog Ltd.)
and Rs. 5.03 lakhs (Karnataka Scooters Ltd.) was not recovered, even
though the conditions specified in the notifications were not fulfilled. The
Ministry of Finance have admitted the audit objection and informed the
Committee that necessary follow-up action had been taken.

[Sl. No. 2 (Para 1.36) of Appendix II to Fifth Report of PAC
(10th Lok Sabha)].

Action Taken

Out of the two cascs cited, the case regarding Karnataka Scooters Ltd.
has been regularised. In addition to the certificate already produced from a
Chartercd Accountant, another End-Use certificate from the jurisdictional
Assistant Collector of Central Excise has also bcen produced on 14.8.1990.

Regarding recovery of duty from M/s. Maruti Udyog Ltd. on the
imported components which were not used in the manufacture of fuel
efficient cars as stipulated, due to the said components having been
received in damaged condition, it was already stated that the Department
had issued Dcmand Notices in the month of August, 1987 itself, while the -
Revenuc Audit raised its objection on the issue only after its inspection
during May, 1988. Only the recovery action was kept in abeyance for a
short while since the importer had becn representing to the Ministry for
relief in this regard. Once the representation was rejected, recovery action
was vigorously pursued. Though audit had pointed out that Rs. 77.86 lakhs
was to be recovered as differential duty on thc components, an amount of
Rs. 99.70 lakhs have been recovered till datc as duty on the components
not used in production.

[Ministry of Finance (Department of Revenuc) F. No. 521/14/92-CUS.
(TU) dated 10.2.93]

Recommendation

The examination of the Audit Paragraph has rcvealed that despite the
repcated concern expressed by the Committee thc administration of the
grant of exemptions under the Customs Act continues to <nffer from
serious shortcomings. .

The cases highlighted in the Audit Paragraph involved non-verification
of end-use and abscnce of a clear cut monitoring machanism by the
Customs Authorities after allowing the clearance of goods imported at
concessional rates for specified purposes. During evidence, the representa-

~_
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tive of the Ministry of Finance stated that the verification of proper
utilisation of the Customs Duty exemption with end-use was presently
#earried out through .the cancellation of end-use bond executed by the
importers. End-use bonds are executed in those cases where the imported
goods are exempted from payment.of customs duty partially or fully,
provided those goods are used for specific purpose. From the information
made available to the Committee after evidence, it is seen that 7337 such
bonds in nine Custom Houses were pending cancellation beyond their
validity period as on 30th November, 1990. The heavy pendency of end-
use bonds beyond their validity period clearly shows that the Customs
Authorities have not in reality reviewed the bonds in time and taken steps
to cancel them or realise the differential duty.

[Sl. No. 3 (Para 1.37) of Appendix II to Fifth Report of P.A.C.(10th
Lok Sabha)].

Action Taken

The Committee’s recommendations on the need for a proper monitoring
mechanism in the verification of end-use has been taken due note of. Out
of the 7337 end-use bonds which were shown as pending as on 30.11.1990,
as many as 4716 bonds have already been closed. In other words, about
65% of the pendancy pointed out has been liquidated. Every effort is
being taken to finalise the remaining bonds also.

[Ministry of Finance (Department of Revenue) F. No. 521/14/92-CUS.
(TU) dated 15.4.93].

Recommendation

The Committee are informed that thc field officers of the Customs
Department presently monitor the end-use exemption. According to the
Ministry of Finance, it is the responsibility of the administrative Ministry to
see whether or not the objective behind issuc of a given notification have
been obtained.

[Sl. No. 4 (Para 1.38) of Appendix II to Fifth Report of P.A.C. (10th
Lok Sabha)].

Action Taken

The para does not contain any recommendation. It only reproduces the
stand of the Ministry regarding the responsibility of the Administrative
Mlmstry in monitoring the fulfilment of the objective behind issue of a
given notification. As such, no action is called for, in rcspect of this para.

[Ministry of Finance (Department of Revenue) F. No. 521/14/92-CUS.
(TU) dated 15.4.93].
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Recommendation

The Committee find that 752 notifications issued under Section 25(1) of
the Customs Act, 1962 were in operation as on 30th November, 1990.
However, no data was maintained for revenue foregone in respect of
imports effected during a year in terms of these notifications issued under
Section 25(1) of the Customs Act though such figures are maintained by
the Ministry in the case of Central Excise. The Ministry of Finance have
indicated that it is feasible to collect similar figures of customs revenue
foregone for each notification with the help of the computers. The
Committee recommend that necessary steps be taken to compile such data
in order to make a periodical assessment of revenue foregone through
grant of such exemptions.

[Sl. No. 8 (Para 1.42) of Appendix II to Fifth Report of P.A.C. (10th
Lok Sabha)].

Action Taken

The Government would like to inform the Committee that efforts are on
to suitably adjust and adapt the existing software for compilation and
maintenance of notification-wise revenue foregone in respect of imports, so
that this data could be available at least for exemption notification relating
to basic customs duty.

[Ministry of Finance (Department of Revenue) F. No. 521/14/92-CUS.
(TU) dated 17.8.92).

Recommendation

The Committec note that in responsc to the recommendation made in
their 195th Report (Seventh Lok Sabha 1983-84), the Ministry of Finance
had becn indicating the major exemptions issucd during the yecar alongwith
the total number of exemptions and rcvcnue foregone thereon under
Scction 25(2) in their Annual Reports of ycars 1986-87 and 1987-88.
However, it is noticed that during the years 1988-89 and 1989-90, this
information had not been included. The Committce take a serious note of
this and desire that such lapses should not rccur in future.

[SI. No. 9 (Para 1.43) of Appendix II to Fifth Report of P.A.C. (10th
Lok Sabha)].

Action Taken

The Government have taken due note of thc observations made by the
committce. The Government would assurec the Committee that this
information would be invariably furnished in the Annual Reports in future.

[Ministry of Finance (Department of Revenue) F. No. 521/14/92-CUS.
(TU) dated 15.4.93).
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Recommendation

bThe Committee further desire that the Ministry of Finance should in
future incorporate a separate Section in their Annual Reports on exemp-
tions granted under Customs and Central Excise Laws. Apart from the
details of orders, the Annual Report should also indicate the total number
of exemption notifications in force during the year, the number of
notifications under various Descriptions/Chapters in the Tariff and esti-
mated revenue foregone on account of the notifications.

[SI. No. 10 (para 1.44) of Appendix II, to Sth report of the PAC (Tenth
Lok Sabha)].

Action Taken

Fairly dctailed information about major notifications issued during the
year is contained in the Annual Report. For example paras 2.3 and 2.4 of
the Annual Report for 1991-92 contain information relating to major
changes made in central excise and customs duties and the commoditics
affected. Only notification numbers are not shown. All such notifications
are placed on the Table of the House alongwith explanatory memoranda.
These details are, therefore, not repeated in the Annual Report which
seeks to convey a summary of various activities undertaken during the year
by all the Departments in the Finance Ministry. If details of individual
notifications alongwith description of commoditics etc. were to be incorpo-
rated in the Report, the Report would become unwicldy. Besides, the
additional information may not be found very useful. A specimen of the
information that would get incorporated in terms of Committee’s recom-
mendation is, however, enclosed (Anncxure-I). Earnest cfforts will,
nevertheless be made to compile this information as desired, though
serious difficulties are envisaged. Government would like to assure the
Committee that the information about the number of notifications in force
during the year would be furnished in the future Annual Reports.

[Ministry of Finance (Department of Revenue) F.No. 521 / 14 / 92—Cus.

4 (TU) dated 19.2.1993).



ANNEXURE-I

CUSTOMS
(Rs. Crore)
Notf. No. Date Chapter Revenue
foregone
41 1.4.91 27
42 29.491 GENERAL
43 3.5.91 89
44 30.5.91  Deemed Import
45 27.6.91  H.B.J. pipe line
46 25.7.91 1 -744.52
47 25.7.91 12
48 25.7.91 12
49 25.7.91 15
50 25.7.91 17
S1 25.7.91 25,26,28 or 38
52 25791 26
53 25.7.91 27
54 25.7.91 8, 15
55 25.7.91 12,29,33
56 25791 28
57 25791 28
58 25.7.91 28 or 38
59 25.7.91 29 or 38
60 25.7.91 28,29
61 25.7.91 29,27,38 & 15,28, 34
62 25.7.91 29 or 30
63 25.791 29 or 30
64 25.791 28 or 29
65 25.7.91 28 or 29
66 25.7.91  28,29,30 or 39
67 25.791 30
68 25.7.91  32,33,34
69 25.7.91 32
70 25791 39
71 25.7.91 39
n 25.7.91 28 or 39
73 25.791 44
74 25.7.91 44
75 25.7.91 48 v
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CUSTOMS
(Rs. Crore)
# Notf. No. Date Chapter Revenue
foregone
16 25.7.91 48
i 25.7.91 54 or 55
78 25.7.91 55
79 25.7.91 58
80 25.7.91 73
81 25.7.91 GENERAL (ELECTRONICS)
82 25.7.91 74
83 25.7.91 84
84 25.7.91 84
85 25.7.91 84
86 25.7.91 84,39,69,85 or 90
87 25.7.91 85
88 25.7.91 89
89 25.7.91 84,85
90 25.7.91 85
91 25.7.91 84,85
92 25.7.91 85
93 25.7.91 84
94 25.7.91 84,85
95 25.7.91 84
96 25.7.91 84,85 or 90 (Electronics)
97 25.7.91 84,85 or %0
98 25.7.91 GENERAL (ELECTRONICS)
99 25.7.91 Rescinding
100 25.7.91 Electronics
101 25.7.91 Electronics
102 25.7.91 General (Life saving Drugs)
103 25.7.91 87
104 25.7.91 64,90,85,84,96
105 25.7.91 95
106 25.7.91 98
107 25.7.91 98
108 25.7.91 Auxiliary duty
109 25.7.91 Auxiliary duty
110 25.7.91 Auxiliary duty
111 25.7.91 Kandla-Foreign Trade Zone
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15.11.91

39,69,82,84,85 of 90

CUSTOMS
(Rs. Crore)
Notf. No. Date Chapter Revenue
foregone

112 25.7.91 Santacruz-Free Trade Zone
113 25.7.91 Falta-Free Trade Zone

114 25.7.91 Madras-Free Trade Zone
115 25.7.91 Noida-Free Trade Zone

116 25.7.91 Cochin-Free Trade Zone
117 26.7.91 Aux. Rescind

118 26.7.91 84,85,87

119 31.7.91 74

120 1.8.91 Auxiliary duty

121 1.8.91 84,85,90

122 21.8.91 84,85

123 21.8.91 Auxiliary duty

124 30.8.91 Import from Nepal

125 11.9.91 29 or 30

126 11.9.91 29

127 11.9.91 37 -20
128 11.9.91 82,84,85 or 90

129 11.9.91 Medical Equipment

130 13.9.91 44

131 13.9.91 Auxiliary duty

132 16.9.91 39

133 17.9.91 95

134 24.9.91 CG (Para 206 ii)

135 24.9.91 Auxiliary duty

136 26.9.91 29 or 38

137 22.10.91 100% EOU

138 22.10.91 Electronics software

139 22.10.91 Auxiliary duty

140 22.10.91 Electronics software

141 22.10.91 Auxiliary duty

143 1.11.91 26

144 1.11.91 29

145 7.11.91 30

146 8.11.91 Santacruz-Free Trade Zone
147 8.11.91 Cochin-Free Trade Zone

148 8.11.91 Noida-Free Trade Zone

149 8.11.91 Falta-Free Trade Zone

150 8.11.91 Madras-Frec Trade Zone
151 8.11.91 Jhandewallan-Free Trade
i Zone
y 152

)
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CUSTOMS
(Rs. Crore)
Notf. No. Date Chapter Rcvenue
forcgone
153 2.12.91 GENERAL (CSIR)
154 2.12.91 Auxiliary duty
155 5.12.91 85
156 15.12.91 Auxiliary duty
157 16.12.91 Computer
158 16.12.91 84,85,90 or 98
159 16.12.91 General (Powecr trans, sys. for
Earth moving Equip.)
160 16.12.91 18
161 27.12.91 15
162 27.12.91 15
163 27.12.91 92
164 30.12.91 GENERAL HBJ PIPELINE
1 2.1.92 Intcgrated guided missile -31
programme
2 2.1.92 Auxiliary
3 2.1.92 29 or 30
4 2.1.92 98 -40.91
5 2.1.92 Gencral (Light Commcrcial
Aircraft)
6 2.1.92 Gencral (Aircraft for -0.61
Training)
7 2.1.92 Auxiliary
8 3.1.92 Advance licences
9 3.1.92 CG for 100% EOU
10 3.1.92 Santacruz-Gem & jewcllary
11 3.1.92 Cochin-Gem & jew
12 3.1.92 Noida-Gem & jew
13 3.1.92 Falta Gem & jew
14 3.1.92 Madras-Gem & jew
15 3.1.92 Jhandcwallan 100% EOU-
Gem & jew
16 3.1.92 Gem & jew
17 7.1.92 Project Import Regulation
18 15.1.92 Advance licence
19 15.1.92 Auxiliary
20 16.1.92 Components for 87
21 16.1.92 72 -500
22 16.1.92 Auxiliary
23 3.2.92 Imports for Nepal
24 5.2.92 Nepalese industrial products
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CUSTOMS

(Rs. in Crore)

No. Notf. Date Chapter Revenue
foregone
25 7.2.92 29 or 30
26 1.3.92 General (Peak Tariff) i
27 1.3.92 1
28 1.3.92 2
29 1.3.92 3
30 1.3.92 S
31 1.3.92 6
32 1.3.92 7
33 1.3.92 8
k7 1.3.92 8
35 1.3.92 9
36 1.3.92 9
37 1.3.92 11
38 1.3.92 12
39 1.3.92 12
40 1.3.92 13
41 1.3.92 14
42 1.3.92 15
43 1.3.92 17
4 1.3.92 23
45 1.3.92 12,15,5,1,6,7,8 etc.
46 1.3.92 27,25,26,28 or 38
47 1.3.92 28,
48 1.3.92 29 or 38
49 1.3.92 29
50 1.3.92 84,29,38,28,27,15 etc.
51 1.3.92 29
52 1.3.92 28,29,30
53 1.3.92 General (Drug and Medic-
ines)

54 1.3.92 36,37,38,87,90,39 etc.
55 1.3.92 32
56 1.3.92 34
57 1.3.92 34
58 1.3.92 36
59 1.3.92 38
60 1.3.92 39
[ 1.3.92 39,28 or 29
62 1.3.92 30,39,68,69,70,71
63 1.3.92 40
64 1.3.92 40
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CUSTOMS
» (Rs. in Crore)
No. Notf. Date Chapter Revenue
foregone
65 1.3.92 40
66 1.3.92 43
67 1.3.92 Fur skins
68 1.3.92 44
69 1.3.92 44
70 1.3.92 48
7 1.3.92 48
iy 1.3.92 48
73 1.3.92 48
74 1.3.92 Textiles (50—63)
75 1.3.92 72
76 1.3.92 Metals (72—81)
m 1.3.92 72 ’
78 1.3.92 73
19 1.3.92 75
80 1.3.92 78
81 1.3.92 82
82 1.3.92 Machinery (84-85)
83 1.3.92 84
84 1.3.92 84 & 85
* 85 1.3.92 84
86 1.3.92 84
87 1.3.92 84
88 1.3.92 Machines for dying
89 1.3.92 84
90 1.3.92 82 or 84
91 1.3.92 84
92 1.3.92 84,39,69,85 or 90
93 1.3.92 85
94 1.3.92 Raw material for electronics
95 1.3.92 49
96 1.3.92 Electronics
97 1.3.92 Raw material etc. Silicon ‘wafers
98 1.3.92 85
24 1.3.92 85
100 1.3.92 85
101 1.3.92 Parts for wind operated elec.
generator
102 1.3.92 86
¥ 103 1.3.92 87
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CUSTOMS
(Rs. in Crore)
No. Notf. Date Chapter Revenue
foregone
104 1.3.92 General (Crash fire tender)
105 1.3.92 Helicopter parts etc.
106 1.3.92 Dredger parts
107 1.3.92 90
108 1.3.92 90
109 1.3.92 90
110 1.3.92 90
111 1.3.92 90
112 1.3.92 90
113 1.3.92 93,96,95.90.91,84 ctc.
114 1.3.92 92
115 1.3.92 97
116 1.3.92 98
117 1.3.92 98
118 1.3.92 Rescinds
119 1.3.92 Rescinds
120 1.3.92 Auxiliary
121 1.3.92 Auxiliary
122 1.3.92 Auxiliary
123 1.3.92 Auxiliary
124 1.3.92 Auxiliary
125 1.3.92 Auxiliary
126 1.3.92 Auxiliary
127 1.3.92 Auxiliary
128 1.3.92 Auxiliary
129 1.3.92 Auxiliary
130 1.3.92 Auxiliary
131 1.3.92 Auxiliary
132 1.3.92 Auxiliary
133 1.3.92 Export duty
134 1.3.92 Export duty
135 1:3.92 Export duty
136 1.3.92 Export duty
137 1.3.92 Export duty
138 1.3.92 18, Aircraft fro training: items
for newspaper etc.
139 4.3.92 28, 29
140 5.3.92 Advance licence
141 9.3.92 Imports from Nepal

142 10.3.92 Project Import regulation
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. CUSTOMS
’ (Rs. in Crore)
Notf. No. Date Chapter Revenue
foregone
143 10.3.92 25
144 11.3.92 Auxiliary
145 26.3.92 Fuel efficient LCV compo- -30
nents
146 26.3.92 Fuel efficient LCV compo-
nents
147 26.3.92 87
148 26.3.92 Auxiliary
149 26.3.92 63 -30
150 26.3.92 Auxiliary
151 26.3.92 84,98,85,90 -185
152 26.3.92 84
153 26.3.92 84 & 85
154 26.3.92 Auxiliary
155 30.3.92 Gem & jewcllary import by
EPZ
156 31.3.92 90
-1582.04
*** The revenuc gain/loss will
be for the year 1992-93 hcnce not
reported.
’
CENTRAL EXCISE
14 1.5.91 Genceral (armed forces)
15 3.5.91 General (for rcpair of Ch. 89)
16 25.7.91 4 1440.94
17 25.7.91 15
18 25.7.91 15
19 25.7.91 20
20 25.7.91 21
21 25.7.91 24
22 25.7.91 24
23 25.7.91 24
24 25.7.91 25
25 25.7.91 25
26 25.7.91 General (fuel briquettes)
27 25.7.91 7.16.20.21.11.17
28 25.7.91 17
29 25.7.91 28
30 25.7.91 28
31 25.7.91 28
r 32 25.7.91 29
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CENTRAL EXCISE
(Rs. in Crore)

Notf. No. Date Chapter Revenue
foregone

33 25.7.91 29

34 25.7.91 28

35 25.7.91 28 or 29

36 25.7.91 28 or 29

37 25.7.91 30

38 25.7.91 28,64,70,69,68

39 25.7.91 39

40 25.7.91 40

41 25.7.91 40

42 25.7.91 40

43 25.7.91 40

44 25.7.91 40

45 25.7.91 44

46 25.7.91 48

47 25.7.91 48

48 25.7.91 48

49 25.7.91 55

S0 25.7.91 53,56,57 or 63

S1 25.7.91 54,55

52 25.7.91 52.55,58.59,54

S3 25.7.91 51,52,54,55,53,56

54 25.7.91 58

55 25.7.91 Genceral EOU

56 25.7.91 53,54,59,52

57 25.7.91 Rescinding notification

58 25.7.91 54,55

59 25.7.91 Rescinding notification

60 25.7.91 68

61 25.7.91 69

62 25.7.91 Chulhas

63 25.7.91 72,78.76.83,72,29 ctc. (con-
nccted with metals)

64 25.7.91 72

65 25.7.91 Rescinding

66 25.7.91 82

07 25.7.91 84

68 25.7.91 84

6y 25.7.91 84

70 25.7.91 85

71 25.7.91 85
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CENTRAL EXCISE
(Rs. in Crore)

Notf. No. Date Chapter Revenue
foregone
72 25.791 85
73 25.7.91 85
74 25.7.91 87,34,37
75 25.7.91 87
76 25.791 90
7 25.7.91 96
78 25791 90
79 25.7.91 MODVAT Scheme
80 25.7.91 General (Rural area)
81 25.7.91 EOU’s
82 25.7.91 General (SED)
83 19.8.91 54
84 30.8.91 55
85 11991 21 -0.15
86 11.9.91 21
87 11.9.91 22 -9
88 11.9.91 25
89 11.9.91 28,29
90 11991 34
91 11.9.91 39
92 11.9.91 85
93 11.9.91 85
94 11.9.91 85
95 16.9.91 87
96 16.9.91 General (Trailers)
97 7.10.91 General (EOU)
98 9.1091 11 55
99 1.11.91 25
100 1.11.91 64
101 15.11.91 39
102 11.12.91 General (Earthquake donations)
103 16.12.91 General (Armed Forces)
104 16.12.91 32
105 16.12.91 46
1 2.1.92 25
2 2.1.92 25
3 2192 22
4 1.3.92 21 ver
S 1.3.92 General (Good vended through

automatic vending. m/c)
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CENTRAL EXCISE
(Rs. in Crore)

Notf. No. Date Chapter Revenue
foregone

6 1.3.92 21

7 1.3.92 25

8 1.3.92 27, 34, 2§

9 1.3.92 24

10 1.3.92 28

11 1392 28

12 1.3.92 30

13 1.3.92 34

14 1.3.92 39

15 1.3.92 39

16 1392 39

17 1392 40

18 1.3.92 40

19 1392 40

20 1392 4

21 1392 4

22 1.3.92 52

23 1.3.92 General (50-63) Samples etc.
relating to textiles

24 1.3.92 General (Prison)

25 1.3.92 52, 54, 55

26 1.3.92 68

27 1.3.92 68

28 1.3.92 68

29 1.3.92 69

30 1.3.92 70

31 1.3.92 70

32 1392 72

33 1.3.92 SSI (72, 73, 84, 74, 76, 98)

34 1.3.92 72, 713

35 1.3.92 74

36 1.3.92 78, 79

37 1392 84

38 1.3.92 85

39 1.3.92 85

40 1.3.92 85

41 1.3.92 87, 35, 32, 34

42 1.3.92 88

43 1.3.92 91

“4 1.3.92 94
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CENTRAL EXCISE
(Rs. in Crore)

Notf. No. Date Chapter Revenue
forcgone

45 1.3.92 96

46 1.3.92 SED

47 1.3.92 SED

48 1.3.92 SED

49 1.3.92 SED

50 1.3.92 Rescinds

51 1.3.92 Rescinds

52 1.3.92 22

53 10.3.92 72

54 10.3.92 73, 84, 85, 86, 87

55 31.3.92 SSI MODVAT

56 31.3.92 25

***The revenue gain /loss will be 1437.29

for the year 1992-93 hence not reported.



CHAPTER III

RECOMMENDATIONS AND OBSERVATIONS WHICH THE
COMMITTEE DO NOT DESIRE TO PURSUE IN THE LIGHT OF
THE REPLIES RECEIVED FROM GOVERNMENT

—NIL—



CHAPTER IV

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

Recommendations

The Committee regrct to note that the Ministry of Finance have not so
far evolved an cffective monitoring mechanism for watching the fulfilment
of objectives behind the grant of exemption despite rccommendations to
this effcct made by the Committce on several occasions in thc past. Even
the limitcd monitoring of cnd-use bonds prescribed at Collector’s level only
is far from satisfactory.

In fact, during evidence Secrctary (Revenue) admitted that the existing
system of monitoring rcquired improvement and it was capable of
improvement. After duc delibcrations, he promised to send a note after
evolving a suitable system in consultation with the Administrative
Ministriecs. However, nothing concrcte has cmerged so far. The Committee
reiteratc their earlier recommendation and are of the firm vicw that a
monitoring system should be cvolved to revicw pcriodically how far the
objectives bchind the grant of excmptions have been achieved and there
was no misuse of thc concession. The Committcc fccl that though the
administrative Ministry cannot bc absolved of its responsibility in this
regard thc ultimate responsibility lics with thc Ministry of Finance.

[SI. No. 5 (Para 1.39) of Appendix-II to 5th Report of the PAC—(Tenth
Lok Sabha)].

Action Taken

Exemptions or concessions in duty are often given at the instance of the
administrative Ministry concerncd with thc industry for whom rclief is
sought. The concerned administrative Ministry rccommends such a
concession having regard to thc state of a particular industry,
compctitiveness vis-a-vis importcd goods, cost of production, escalation in
the pricc of inputs, profitability, etc. Thec Dcpartment of Revenue
considers such rccommendation keeping in view, inter alia, the overall
revenue position. The role of the Department of Revenue is thus to accord
or not to give the concession sought, kceping in vicw revenue and other
-considcrations. Oncc the concession has becn given for the objective stated
by the concerned administrative Ministry, it is for that Ministry to monitor
the impact of the concession they had sought and scc whether the stated
objective has been fulfilled or not. For instance, if the objective is that the

27
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consumer should have the benefit of the concession, it is for the
administrative Ministry both to ensurc this and in case the bencfit is not
passed on to the consumer, inform the Dcpartment of Revenue about the
position for considering whether relief should continue, be modified or
withdrawn.

2. Sometimes, it is felt that the rate of duty on a particular commodity is
unduly high. Reduction in such cascs has no objective except to make the
duty fair and reasonable. The question of monitoring will not, therefore,
arise in such cases.

3. For example, a large number of duty concessions and exemptions are
given at the request of the Commerce Ministry in the interest of export
promotion. Sincc export promotion is mainly the concern of the Commerce
Ministry, monitoring of the fulfilment of the objective of export promotion
is with that Ministry. Other such examples arc duty reductions in respect
of textile sector, stcel, drugs and medicines, etc. The distribution and
pricing mcchanism lics with the concerned Ministry, in situations of price
‘control.

4. The Department of Revenuc has ncither any means nor any
jurisdiction or authority to look into the efficicnt functioning of the market
system or into pricing, marketing, etc. of commoditics. It is just not in a
position at all to monitor or watch the fulfilment of objectives Icading to
the grant of exemption.

5. If. however, by the expression ‘objective’ verification of ‘end use’ is
intended, which is quitc distinct from ‘objective’, this is done by the
Department of Revenue whenever a notification makes it a condition,
mostly by means of certification by concerned agencics. There is a fairly
effcctive mechanism for this purpose. It may, however, be stated that the
mechanism of ‘cnd use’ notifications is now not favoured and the
Department of Revenue is trying to move away from the regime of such
notifications.

6. As rcgards the monitoring of end use by the administrative Ministrics
conccrned, a note containing comments of nine administrative Ministries/
Departments, which have responded, is enclosed (Anncxure-II). The other
pinc Dcpartments have not so far sent their views (Anncxure-III).

[Ministry of Finance (Dcpartmcnt of Revenue) F.No. 521/14/92-CUS.
(TU) dated 27.8.1992]
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ANNEXURE 1

List of Ministries/Departments who have not sent their views on Monitoring
of end-use

Department of Mines.

Ministry of Health & Family Welfare
Department of Youth Affairs & Sports
Department of Fertilizer

Department of Steel

Ministry of Agriculture & Cooperation
Ministry of Food Processing

Ministry of Commerce

Department of Textiles

oSN rh L~

Recommendation

The Committee would also like the Ministry of Finance to consider a
proposal whereby the beneficiaries of the exemptions are required to send
periodical reports regarding utilisation of material imported at concession
rates to both the Ministry of Finance and the administrative Ministry so as
to enable a better monitoring.

[SI. No.6 (para 1.40) of Appendix II to Fifth Report of PAC (10th
Lok Sabha)].

Action Taken

Post-import overseeing is not generally the function of the Customs
departmcnt. Where, however, the notification itsclf requires the importer
to produce a duly authenticated consumption certificate, customs
authorities monitor the compliance. As stated in reply to para 1.39, the
mechanism of end-use notification is now not favoured and the
Department of Revenue is trying to movc away from the regime of such
notifications. In this background, thc Ministry fcels that it would not be
advisable to prescribe such statements to be furnished by the beneficiaries
to the Ministry of Finance. The administrative Ministry would, tcchnically
and jurisdictionally, be more competent to monitor the cnd-use.

[Ministry of Finance (Department of Revenue) F.No 521/14/92-
Cus.(TU) dated 23.9.1992)

Recommendation

The Committee also note that an amount of Rs. 702.40 crores was
granted during the year 1989-90 as ad-hoc exemptions from customs duty
under Section 25 (2) of the Customs Act, 1962. The corresponding figures
for the preceding two years were Rs. 1399.19 crores and Rs. 714.03 crores
respectively. The Committee further note that in terms of provision of
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Section 159 of the Customs Act, 1962, all the notifications issued under
sub-section 1 of Section 25 of the Customs Act, 1962, granting exemption
from Customs duty in general are to be laid before Parliament. However,
it is not obligatory on the Part of Government to lay copies of exemption
orders issued under sub section 25 (2) before Parliament granting ad-hoc
exemptions. Thus, Parliament is persently not kept contemporaneously
informed of the ad hoc exemptions granted by Government. The
Committee strongly feel that in the interest of financial accountability of
the Government to Parliament placing of notification granting ad-hoc
exemption is highly imperative. They, therefore, recommend that suitable
amendments should be brought out in the Statue so as to make the laying
of ad hoc exemption orders on the Table of the House mandatory as
practised in the case of notifications issued under Section 25 (1).

[Sl. No.7 (para 1.41) of Appendix II to the Sth report of the PAC
(Tenth Lok Sabha)].

Action Taken

The Government attaches greatest importance to openness and
transparency in its policy making. The Government, therefore welcomes
the Committee’s recommendation that copies of ad hoc exemption orders
should also be placed on the Table of the House. Suitable amendments can
also be made in the law to make it possible. However, ad hoc exemption
orders cover imports of strategic and secret nature effected by intelligence
and other agencies besides essential imports on Government account for
public distribution system etc. In the former case, Government feel that it
would not be in public interest to disclose the contents of imports. In the
latter category of imports, immediate issue of ad hoc orders at short notice
becomes unavoidable.

Considering the sensitive nature of many of such orders, Government
are of the view that it may not be possible to lay copies of ad hoc
exemption orders on the Table of the House.

[Ministry of Finance (Department of Revenue) F.No. 521/14/92-
Cus(TU) dated 27.8.1992).



CHAPTER V

RECOMMENDATIONS AND OBSERVATIONS IN RESPECT OF
WHICH GOVERNMENT HAVE FURNISHED INTERIM REPLY

—NIL—

NeEw DELHI;
December 7, 1993 BHAGWAN SHANKAR RAWAT,

Chairman,
Agrahayana 16, 1915 (Saka) Public Accounts Committee.

45



APPENDIX

Conclusions and Recommendations

S. Para Ministry/ Conclusions/Recommendations

No. No. Deptt.
Concerned

2 3 4

1 1.10 Ministry of  In their earlier Report while examining two
Finance cases of incorrect application of Customs
(Deptt. of notifications granting import of goods at
Revenue)  concessional rates of duty, the Committec had

observed that the Ministry of Finance had not so
far cvolved any cffective monitoring mechanism
for watching the fulfilment of objective behind the
grant of cxemption despitc rccommendations to
this cffect made by the Committce on several
occasions in the past. While reiterating the need
for ecvolving a monitoring system to review
periodically the extent to which the objectives
behind the grant of exemptions had been achicved
and ensuring that there was no misuse of the
concession, the Committee had pointed out that
though the administrative Ministry cannot be
absolved of their responsibility in this regard, the
ultimate responsibility lies with the Ministry of
Finance. The Committee in this context had also
recommended that the Ministry of Finance should
consider a proposal whereby the beneficiaries of
the exemptions were required to send periodical
reports regarding utilisation of material imported
at concessional rates to both the Ministry of
Finance and the administrative Ministry so as to
enable better monitoring. In their action taken
reply, the Ministry of Finance have stated that
exemptions or concessions in duty were often
given at the instance of the administrative Ministry
concerned with the industry for whom relief was
sought. Once the concession had been given for
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the objective stated by the concerned
administrative Ministry, it was for that Ministry to
monitor and see whether the stated objective had
been Afulfilled or not. According to them, the
Ministry of Finance (Deptt. of Revenue) were just
not in a position at all to monitor or watch the
fulfilment of objectives leading to the grant of
exemption. As regards the monitoring of end-use,
the Ministry have stated that it was being done by
the Department of Revenue whenever a
notification made it a condition, mostly by means
of certification by concerned agencies. In this
connection, the Ministry of Finance have also
furnished comments of nine administrative
Ministries/other  agencies; according to the
Ministry of Finance nine other departments were
yet to furnish their views. The comments of the
administrative Ministries indicated that most of
them either did not have any system for
monitoring or were yet to introduce it or had
passed on the responsibility for the same to some
other Department/Agency. From the reply of the
Ministry of Finance and the comments offered by
the administrative Ministries it is evident that there
is no proper system cither in the Ministry of
Finance or in the administrative Ministries
concerned for watching the fulfilment of the
objectives behind the grant of exemption. The
observations made by the Ministry of Finance on
the comments of the administrative Ministries in
certain cases also indicated lack of effective co-
ordination between the Ministry of Finance and
the administrative Ministries. The Committee
cannot but express their concern over this
unsatisfactory state of affairs. They, therefore,
reiterate their earlier recommendations and desire
that an effective monitoring system should be
evolved by the Ministry of Finance in consultation
with all the administrative Ministrics with a view
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2

1.14 Ministry of
Finance
(Deptt. of
Revenue)

to review periodically the extent to which the
objectives behind the grant of exemptions have
been achieved and also for ensuring that there was
no misuse of the concession.

In their earlier Report, the Committee had
pointed out that as per the existing provisions of
the Customs Act, 1962 while copies of all the
notifications of general nature issued under sub-
section(1) of Section 25 granting exemption from
Custom duty were required to be laid before
Parliament, it was not obligatory on the part of
Government to lay copies of the specific
exemption orders issued under sub-section (2) of
Section 25 before Parliament granting ad hoc
exemptions. Pointing out that a substantial amount
of money was involved every year in the grant of
ad hoc exemptions from Custom duty, the
Committee had expressed the view that in the
interest of financial accountability of the
Government to Parliainent placing all copies of
orders granting ad hoc exemption before
Parliament was highly imperative. They had,

therefore, recommended suitable Amendments in . .

the Customs Act so as to make laying of ad hoc
exemption orders on the Table of the House
mandatory as practised in the case of notifications
issued under Section 25(1). In their Action Taken
Note, the Ministry of Finance while welcoming the
Committee’s recommendation in this regard have
stated that suitable Amendments could be made in
the law to make it possible. However, according to
the Ministry since ad hoc exemption orders
covered imports of strategic and secret nature
effected by intelligence and other agencies besides
essential imports on Government account for
Public Distribution System etc. it may not be
possible to lay copies of ad hoc exemption orders
on the Table of the House considering the
sensitive nature of many of such orders. The
Committee do not agree with this view. From the
data of ad hoc exemptions relating to the period
1987-90 made available to the Committee it was
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abundantly clear that bulk of the ad hoc
exemption orders covered import of items of
commercial nature only and, therefore, it is
evident that the orders pertaining to the import of
items of a sensitive nature are very limited. The
Commiittee, therefore, recommend that
Government may consider placing of all exemption
orders on the Table of Parliament with the
exception of those pertaining to import of strategic
and secret nature and are of an individual and
personal in nature.




PART II

MINUTES OF THE 14TH SITTING OF THE PUBLIC ACCOUNTS
COMMITTEE HELD ON 24 NOVEMBER, 1993

The Committee sat from 10.30 hrs. to 11.30 hrs.
PRESENT
MEMBERS
Lok Sabha

Shri Nirmal Kanti Chatterjee (in the Chair)
Dr. K.V.R. Chowdary

Shri Jagat Veer Singh Drona

Smt. Krishnendra Kaur

Smt. Geeta Mukherjee

Shri Mrutyunjaya Nayak

Shri Satya Pal Singh Yadav

Rajya Sabha

NovE LN

ad

Shri S. S. Ahluwalia

9. Shri Somappa R. Bommai
10. Shri Anant Ram Jaiswal
11. Miss Saroj Khaparde

SECRETARIAT
1. Shri S.C. Gupta — Joint Secretary
2. Smt. Ganga Murthy — Deputy Secretary
3. Shri K.C Shekhar — Under Secretary
REPRESENTATIVES OF AUDIT
1. Shri S.H. Manghani — ADADI (OAB)
2. Shri Vikram Chandra — Pr. Director (Reports)
3. Shri Sunil Verma — Pr. Director
4. Shri V. Srikantan — Pr. Director of Audit (ESM)
5. Shri P.K. Brahma — Pr. Director (INDT)
6. Shri R.K. Paul — Director (OAB)
7. Mrs. Ruchira Pant — Director (Custom)

2. The Committee in absence of the Chairman requested Shri Nirmal
Kanti Chatterjee to act as Chairman for the sitting under Rule 258(3) of
the Rules of Procedure and Conduct of Business in Lok Sabha.
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3. The Committee considered the following draft Reports and adopted
the same subject to certain modifications and amendments indicated in
~  Annexures I*, II* and III.
i) xxx XXX Xxx
i) xxx XXX XXX
iii) Draft Report on Action Taken on 5th Report of PAC (10th Lok
Sabha) regarding Custom Receipts-non-verification of end use.

4. The Committee authorised the Chairman to finalise these draft
Reports in the light of verbal charges and minor modifications/
amendments arising out of factual verification by the Audit and present
the Reports to both the Houses of Parliament.

The Committee then adjourned.

*Not appended.



ANNEXURE-1II

AMENDMENTS/MODIFICATIONS MADE BY THE PUBLIC
ACCOUNTS COMMITTEE IN THE DRAFT REPORT ON ACTION
TAKEN ON STH REPORT OF PAC (10TH LOK SABHA) RELATING
TO CUSTOMS RECEIPTS—NON VERIFICATION OF END-USE

PAGE PARA LINE AMENDMENTS/MODIFICATIONS

12 1.14 Last add after ‘secret nature.’
line
“and are of an individual or personal in nature”.
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