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INTRODUCTION 

I, the Chairman of the Public Accounts Committee, as authorised by 
'tiljc Committ«!e, d,o present on their behalf this Hundred and Forty-
ninth Report of the Public Accounts Conunjttee (Sixth Lot Sabha) on 
paragraph 38 of the Report of the Comptroller and Auditor General of India 
for the year 1976-77, Union Government (Civil), RcvenueRCCCipts, Vol. I 
Indirect Taxes. 

2. The Report of ~ Comptroller and Auditdr General of India for 
the year 1976-77, Union Government (Civil), Revenue Receipts, Vol. I, 
Indirect ~  was laid on the Table of the House on 12 April, 1978. T,he 
Public Accounts Committee conside'red and finalised this Report at their 
sitting held on 28 April, 1979. 

3. A statement cpntaining main conclusions/recommendations of the 
Committee is appended to this Report (Appendix). For facility of refere-
nce these have been printed in thick type in the body of the RCport. 

4. The Committee place on record their appreciation of the assistance 
rendered to t.1-tem in the examination of this paragraph by the Comptroller 
and Auditor General of India. 

5. The Committee would also like to express their thanks to the Ministry 
of Finance for the cooperation extended by them in giving information to 
·the Committee. 

NEW DELHI: 
April 30, 1979 
--------
Vaisakha 10, 1901 (S) 

(v) 

P. V. NARASIMHA RAO, 
Chairman, 

Public Accounts C.mtmitteJ. 



REPORT 

PROCESSED WOOLLEN FABRICS AND WOOLLEN YARN 

Audit Paragraph 

i.l. Bya notification issue=! in April 1962 as amended, processed wool-
len fabrics falling under tariff item 21, if woven in a factory other than a 
composite mill and processed by an independent processor ~ duitable at 
rates lower than those applicable to other processed fabrics. The term 
'indepe,dent processor' means a manufactUrer who is engaged exclusively 
in the processing of woollen fabrics with the aid of power and who. has DO 
proprierary interest in any factory engaged in the spinning of yarn or 
weaving of cloth. 

1.2. D.1ring the course of Clxamination of cases of concessional rates of 
duty enjoyed by private limited concerns, it was noticed that, in two 
collectorates, six manufacturing units processing woollen fabrics were as-
sessed at lower concessional rates of duty applicable to fabrics processed by 
independent ~  even though each one of these units has proprietary 
interest in other factories engaged in the spinning of yarn and weaving of 
woollen fabrics as well. In these cases, the shareholders of each of the 
units were the members of the same family and also the Directors of the 
corresponding factories. . 

1.3. Owing to the separate legal existence of these six units and the 
corresponding factories, the duty was levied at the lower concessional 
rates on processed woollen fabrics. 

1.4. This was not appropriate because separate constitution of the ~ 

pective units in such cases would tantamount to av.oidance of dutY which 
would otherwise be leviable at higher rates as for composite mills. This 
resulted in an escapement of duty of Rs. 30.421akhs during the period 1972-
73 to 1973-74 in respect of the six units mentioned above. 

1.5. The paragraph was sent to the Ministry of Finance in October. 
1977; reply .is awaited (January 1978)· : 

[paragraph 38 (a) of the Report of Comptroller and Auditor 
General of India for the year lfiI76-77, Union Government (Civil), 
Revenue Receipts, Volume I, Indirect Taxes] 

1.6. Under Notification No. 50/62, dated 24-4-1962 as amended from 
time to time, the rate elf duty leviable on W'oollen fabrics and woollen yarn 
processed by an independent processor is lower than that leviable on such 
fabrics and woollen yam processed by a composite mill. The terms 
"Independent Processor" and "Composite Mill" have been specifically 
defined under notification No. IIS/62-CE and n6/62-CE both dated 13 
June, 1962 as under: 

"Indepeooent Pr.ocessor m:eans a manufacturer.wh0.is ~ ex-
clusively in the procesSlng of woollen fabrlcs WIth the 8ld of 
power and who. ~  no proprietary/interest in. many factory 
engaged in the splnmng of woollen yarn or weavmg of woollen 
fabrics. . 
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ClComposite Mill" means a manufacturer who is engaged in tJte 
spinning of woollen yarn all sorts or weaving or precessing 
of woollen fabrics with the aid of power and has proprietary 
I interest in at least two of such manufacturing activities". 

1.7. The effective rates of duty leviable on woollen fabrics· processed· 
by an independent processor and a composite mill from time to time are 

given belOw : 

Period· 
Rate of Duty 

CompoIite Mill 

Buic Excise Addl. Excise Buic Addl. 
Exci.e E:&ci.e 
Duty Duty 
(ad-Valorem) 

Duty Duty 
(ad-valorem) 

(i) 13-6-61-1&'3-711 3-1/9% 3-1/9% 5% 5% 

(ii) 17-9-7l1-li0-7-79 4% 4% 6% 5% 

(iii) 111-7-73-"G9"8-76 . 1'5% to 4% 1'5% to 4% 6% 5% 

(iv) ~  9% to 5% 9% to 4% 6% 5% 

(v) 13-1I-16to date 11% to 11'5% a%to2'5% 4% 5% 

I .8. ~  Committee desired to know the rea$OQS for prescribing lower 
rates of duty in respect of woollen fabria processed by an independent 
processor as compared to composite mills. T.he Department of Revenue 
in a wrinen note have stated : 

"Independent processors normally belong to the weaker section of the 
Textile industry when compared to composite mills: They 
mostly process fabrics manufactured in the decentralised sector 
(i.e., on power looms and handlooms) and therefore need some 
protection in the matter oflevy of processing duty as·against the 
composite mills. Otherwise the bulk of the woollen fabrics 
produced in the decentralised sector is likely to be diverted to 
the composite mills for purposes of processing, Hence k",er 
rates of duty have been presaibed for the processing units". 
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1.9. The Committee desired to know the particulars of composite mills 
and their corresponding processing units referred to in the Audit para-

~ The Department of Revenue in a written note have furnished the 
following details 

--------------
SI. Name of the 
No. Collectorate 

Name of the Year in 
composite mills which it 

Name of the Year in 
correspondiug pr(l- which it 

referred to in the was cata-
Audit para bli.hed· 

cessing unit referred wu CIta-
to in the Audit bli1hed 

para 

1 Chandigarh Lal Woollen &: Silk 1949 
Mills(P) Ltd., 

Lal Textilf' Fini- 1956 

Amritsar. 
shing Mills (P) 
Ltd., Amritsar. 

2 Cochin Chakol81 Spg. &: 1938 
Weaving Mills, 

Shri Chltra Mills 1938 

Kalamassery. 

3 Formerly 
Chandigarh 
New Dclhi. 

Aryan Woollen 
Milb, Panipat. 

IgfiO Aryan Finishers. 1973 
Panipat. 

Amba Wo)llen Mills, 1971 Amba FinUhe.... 19711 
Panipat. Panipat. 

SW8ltik Woollen 1959 Swutik Finishers, 1973 
Mills, Pampat. Panipat. 

(a> Goela Eng. &: 
Woollen Works. 
Panipat. 

(b) Haryana Woollen 
at General Mill. 
Ltd., Panipat. 

1964] 

1961 t 
J 

Goela Finishers, 
Panipat. 

19711 

I. I o. Tpe Conunittee desired to know the necessity of separating these 
proce3sing units and enquired whether it was done with a view to availing 
of the concessional rate of duty. The Committee farther asked int was 
so, why suc,h. a situation leading to legal avoidance could not be foreseen at 
the time of the issue of the notification'. The Department of ~  
.in a note have stated : 

"Processing duty on woollen fabrics was imposed in the year 1958. 
The scheme of granting concession to independent processors 
came into effect in te.eyear 1962. It will besCe& ftomtlteabove 
Table (Para 1.9) that whereas the processing units mentioned' 
at S1. Nos. I and 2 oft)le Table, came into existence long before 
the concession to processing units was announced, t1te remain--
ing four units mentioned against S1. No. 3 to 6 of the Table 
were established only in the year 1972-73, i.e., ten years after 
the said concession was evolved. It cannot, therefdre, be 
construed that the segregation of the processing .units from 
composite mills took place only with a view ~ taking advantage 
of the lower ratesofduty prc;scribedfor independent processors. 
There is no conclusive evidence available to show legal avoid-
ance of payment of duty at higher rates was the sOle considera-
tion that motivated these composite mills to set up sepanlte 
independent processing units, altt.ough this could have 
b.en one of the reaSODS. 



From the reports received from the Collectors it is (oeen t,hat setting 
, up of such independent processing units by ~  the 
processing operation from ~  composite woollen mills was 
only in six instances, i.e., those reported in tl' e Audit para. 
This is itself would-show that Government's policy in prescrib-
ing slightly lower rate of duty to woollen fabrics processed by 
independent processors vis-a-vis ccmposite mills (with a view 
to affording protection to the weaker sector of d:e indus-
try against competition from the organised sector) has not been 
working unsatisfactorily and that there has been no widespread, 
large-scale or deliberate evasion (avoidance) of duty resorted 
to by composite mills by way of disintegration or segregaticn". 

I.II The Committee desired to know if the partners/directors cftl'ese 
composite mills had any relati<,oship with thepartners/direct<'rs of the manu-
facturing units. In reply, the Department of Revenue have furnished a 
note whic,h is placed at (Appendix I). It will be seen from the Annexure 
that (I) MIs. Lal Woollen & Silk Mills (P) Ltd., Amritsar, (2) MIs. 
c,hakolas Spinning and Weaving Mills, Kalamassery (3) M/s. Aryan 
Woollen Mills, Panipat, (4) MIs. Swastik Woollen Mills, Panipat, (5) M/s. 
Amba Woollen Mills, Panipat, (6) MIs. Goele Engineering and Wc-cIlen 
Works, Panipat, and (7) MIs. Haryana Woollen ard Central Mills (P) 
Ltd., Panipat separated tte functions of pre'cessing (f wcollen fabrics by 
creating new units having partn!ers as themselves, their clcse relat'cr.s 51:(h 
as husbands, wives, sons, daughters etc. Tl:ey declared 1hefe ~  

units as independent units ,and having legal entity presumably with the . 
objective of availing of the benefit of the concessional rate <'of duty on 
processed woollen fabrics admissible to independent processing units. 
This bifurcation seems to have been effected to circumvent the provisions 
of law and to avoid duty at higher rates applicable to c(lmposite mills as'-' 
has been collaborated by the statement of the partners of MIs. Amba 
Furnishers, Panipat recorded by Income-tax Officer, A Ward, ~ 

reproduced at Annexure II. It. 
~ 
~ 

1.12 In reply to another query the Department of Revenue have stated 
tpat there composite mills supplied the goeds after spinning and weav-
ing to their respective processing units as sh '\\n in the Table (Para 1.9). 

1.13 The Committee asked if any enquiry had been conducted by the 
Department into the status and working of these manufacturing units 
and the composite mills and jf so what were the findings. In reply, the 
Department of Revenue in a note have stated as under: 

"Detailed enquiries were conducted into tl'e status of the workirg 
of the four composite woollen mills vis-a-vis the correspcndinp: 
processing factories, in Panipat as far back as 1972-73 wheJl ~  
composite mills applied for separate licences (14) as inderen-
dent processors .• The partnership deals of both the proceSSing 
and weaving units were also duly scrutinised. 

The matter was exam,ined from t,he income-tax angle also. 
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~  ~  we1.e ~  to be made regltrding the con-
stltutllOnof the respectIve uDltS. Theresultof theseenquiries/ 

~  was that the procc:ssing units were separate 
entItles, and that they had no ostensIble proprietary interest in 
the corresponding weaving and spinning units. 

Even the Audit has concede<l the separate legal existence of th,ese 
units. The enquiries did not reveal any evidence to show 
that the finishing (processing ) units were not independent of the 
corres,ponding weaving units and therefore there was no reaSOll 
to deny the concessional rate applicable to the independent 
processors. 

There has therefore been no loss of revenue in t he cases cited in the 
Audit para. " 

I.14 The Committee desired to know til esteps taken or proposed to be 
taken by the Government to plug such loop holes so as to avoid the recurr-
ence 9f suer legal avoidance of duty in future. The Department of 
Revenue in a note have stated : 

"Before granting ~  on exciFeb1e C("rom( dities the various 
practical aspects governing ~  ~  are carefully 
examined by the Government. Care and due precaution are 
invariably taken based on the detailed studie!. made to ensure 
that these concessions actually go to 1hose sectors for v.;hr·m they 
are intended. 

However, in the very nature of things when Budgetary Exercises 
have to be undertaken wit,h the utmost secrecy, it is (and can) 
not always (be) possible to foresee the possible legal avoidance 
that might be resorted to later by sharp characqcrs. HG\\'ever, 
if and when any deliberate, wideS'pread and large-scale cases or 
1 egal avoidance comes to lig;bt, necessary rectificatory steps 
(wherever possible) are taken by the Government. 

Stray and isolated instances of legal avoidance (evasion) of duty 
in the scheme of commodity taxation, cannot always perhaps 
be avoided. But these instances may not be justification enough 
for fhe withdrawal of a concession itself, which is granted after 
a good degree of careful consideration, and in view of the larger. 
interests oft,he weaker sectors of the industry". 

1.15 The Committee note that under notification No. 50/62. datc4" 
2.4 April, 1962. as amended from dme to dme wooDen fabries and 
woollen yarn proeessed by an independent ~  are sub,eeted 
to rate of ezeise duty lower than that leviable on sueh fabriel and 
woollen yarn proeessed by a composite mm. Siz compolite mUla . 
manufacturinl woollen fabrics. vIz., (I) Mrs. Lal Woollen & Sill 
Mills (P) Ltd., Amritsar, (2.) Chuol.. SPI & "eninl Mill. 
Kalamassery, (3) Aryan Woollen Mills, Penipat, (4) Amba Woollen 
MUls, Panipat, (5) Swastik Woollen Mills, Panipat, (6) (a) Goela 
Enll.& Woollen Works, Panipat and (b) Baryalla Woollen" Genera" 
Mills Ltd., Panipat separate their proceasinl funetions aad 
formed independent processing Unitl. While MIa. Chuolal; 
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:SPI. II: Weavial Mills, Kalama.aery and MIs. Lal Woollea &: Silk 
MiIlI(P) Ltd., Amrit*ar hael established separate processiag units 

o almOit .hll1dtaaeoUlly, ia other cases the processing units came into 
o eDsteace ."em years after'their owa establishment. 

1.16 The audit paragraph and the material made available to the 
'Committee had abUDdantly brought out the faet that partners of 
the bifurcated processing UDitS were members of the same family 
or close relatives and for all intents and purposes they had pro-
peritary interest in the manufadurial units as well as factories. 
Whlle the two units enumerated at SI. No. I and 2 above came into 
existence muck before the concession to processing units was an-
nOUDced in '1962, the remaininl four units, Aryan, Amba, Swastik, 
an-dGoela Finishers, all located at Panipat, came into existence in 
the years 1972 and 1973. Presumably this was done by those 
m_ufa:turers with the sole objective of escaping the incidence of 
higher rate or duty levied 08 composite mUls. The Ministry of 
Finance in their reply have also admitted that "this could have "een 
one of the reasons". This impression or the Committee has been 
strengthened by tile facts mentioned by Income-tax Officer, Office 
of the Income-tax Officer, A ward, Panipat in his cLo. letter No. 
2S7 dated 25 April, 1975 addressed to the Inspecting Assistant Com-
missioner oflncome-ta-, Am"ala Cantt. and the statement made by 
one of the partners MIs. Amba Finishers before the above 
said' officer that "Composite units are to pay more excise duty 
than the non-composite units and as composite units cannot com-
pete the non-composite units in the matter of supplies of barrack 
blankets to DGSIrD because the rates quoted in the tenders are in-
clusive of excise duty and, therefore, this made the assessee to sep-
arate finishing units from the woollen 'mills". This separation of 
the 6 processing units Irad resulted in an escapement of duty of 
RI. 30.43 lakhs during the period 1972-73 to 1973-74. The Committee, 
therefore, urge the ~  of Revenue to examine the 
matter carefully and take _gent rectifjcatory steps to plug the 
loopholes for future so that legal avoidance of -duty as has happened 
in the instant case does not recur. 

Audit Paragraph 

1.17 A unit in a collectcrate started ~  wootlen yarn 
and woollen fabrics in September 1972. Tt-e unit opened a gctlown 
outside the factory and fbuT sale offices at different stations to pre,mt-ete 
sales. A test check of rece.rds of the units (February 1976) revealed tJ'!'at 
the following modus (lperandi was adopted by ~  unit for clearance of 
fabrics to avoid duty :-

m The unit transferred the manufactured goods to the godownl 
sale offices by declaring the rates lower than those at which 
thesegocds were actually sold. 

(ii) The manufactUred goods were accounted for in lesser qU'1Qtities 
in the steck regh,ter of production than actually cleared. 



'7 

.1.18 TJfis irregular procedure resulted in evasion of duty of Rs. 3 ~ 
~  1.53 lakhs (ilnderstatement of rates) and Rs. I.80·lakhs (non-

accountal of mnufactured goods) during the period November 1972. 
to February 1976. 

1.19 On this being pointed out by Audit (March 1976), the Assis-· 
tant C:>llect.>r intimated (August 1976) that two show cause notices for 
. the recovery of differential duty of Rs. I. ~  lakhs were issued in June 
IV76 and an Offence case for Rs. 1.80 lakhs relating to evasion of duty 
had been registered against the assessee. 

1.20 The paragraph was sent to t·he Ministry of Finance: in June 1977 j: 
reply is awaited (January 1978). [paragraph 38(b) ofth Report of the Ca-
. Jllptroller & Auditor General of India for the year 1976-77, Unkn (k,vern-· 
ment (Civil), Revenue Receipts, Vol. I, Indirect Taxes). 

I.21 MIs. Padamshree Textile Industries Ltd. Khar.ar (Assessee)' 
~  at K,liarar and falling under GhandigaJ'h ~  started 

manufacture of yarn and fabriCS in September, 1972. The assessee' 
opened a duty-paid godown outside the factory premises and four sales 
offices located at Ohandigarh, Ludhiana, New Delhi and Calcutta to pro-
mote sales. The Committee enquired. if this fact was known to the Pe-. 
partlllCnt before it was pointed out by Audit. T}:e l)epa!1Jllent ()f Re-
venue in a note have stated:-

"This fact dBes not seem to have been within the knowledge of the 
Department before it has pointed out by Audit." 

1 .22 ~ C;)mmittee desired tb know 1he articlesLgcods manufactur-
ed by the assessee. The Department of Revenue in a note.t.ave stated: 

"Tbe assessee was manlliactUring woollen yam, yarn N.E.S. and 
woollen fabrics viz., ~  Barrack, -Hospital, check and 
Diplomat), Tweed Cloth, Toosh Shalws, Ladies Shawls, 
Serge Battle Dress, Cloth· Drob Mixture, Cloth Twill Khaki, 
Cloth BlanI.;et Bmer, SwLing Cloth and Cloth Woollen Lining 
Brown. In addition, the assessee was also manufacturing 
cotton yearn." 

1.23 The Audit para states that a test check of records of the assessee' 
in February 11976 revealed that the unit evaded duty of RI. 3.33 lakhs 
by adopting the following procedure :-

(i) the Unit transferred the manufacturtd goods to the godownl 
sales offices by declaring the rates kwer than those at which 
these goods were actually sold. 

(Rs. 1.53 lakhs) 

(ii) The mlnufactured goods were accounted for in ICl8cr quan-
tities in the stock register of production than actually cleared. 

(Rs. 1.80 lakhs) 

1.24 In this connection ~ Committee desired to kn(.,w the ~  
exercised by the Department at the time of apprOval of the price list. In 
reply the Department of Revenue have stated that broadly, the folkwing 
Checks are exercised at the time of approval cf the price lists: 

"(i) Whether information furnished bytbe assesaee is cc·mplcte· 
in all respects? 



il "I 
'(ii) Whether the tariff description/classification of the exciseablc 

goods, shown in the price lists conform to that in the appro-
val classification list? 

. (iii) JVhether the particulars of trade discount, sales tax and other 
taxes are correctly furnished? 

(iv)'Whcther the discounts are in accordance with the normal prac-
tice of the trade? 

(v) Whether the pattern of sale w; through sole selling agents, 
distributor, dealer etc. is indicated? 

(vi) Whether. deductions on account offreigh charges, cost ofpack-
ing are also indicated in the price lists? . 

(vii) Whether the dass of buyers or class of related persol)S has 
been indicated correctly'" 

1.25 The Committee inquired if such checks are fool proof ,and if 
'it was so then how the. Department could not detect the undervaluation 
'in the ~  case at t he time of approval of the price list. The Depart-
.ment of Revenue in a note have stated: 

"Before according approval to the price lists, the declaration fur-
nished by the assessee regarding price, discount etc. are veri-
.fied with reference to the current invoices selected' at random. 
At the initial stage, when the price list is approved by the 
Department it is not possible to verify w:hether the assessee 
has mis-declared or under-declared the value of tte goods. 
It is only subsequently when tpe prices declared and duly 
approved by the Department are verified with reference to the 
, actual sales transactivns over a periro of time, that it will be 
. known whether the assessee had mis-declared or under-declar-
ed the value. --In the instant case, the price were approved initially, .on the basis 
of rate contracts. Since no sales invokes were available 
at the time of approval of the prices, no checks could be ex-
ercised at tltet stage, with the result ~  the under-valuation 
could not be detected." 

1.26 The Committee enquired about the raw material used by the 
assessee in the production of woollen yam. In reply the Department 
~  that the raw material used by the assessee were Indian wool, 
'wool tops, viscose tops and nylon tops. 

1.27 Asked if any input-output ratio had been laid down between 
'sucp raw material and woollen yam fJis-a-fJU woollen fabrics. The 
',Department of Revenue in a note have replied: 

"The input-output ratio between the raw material and woollen 
yarn and between woollen fabrics have been laid down by the 
Directorate of Inspection (Customs and Central ~  "ilk 
its letters F. No. S03/52/69 dated 24-4-1971 and 24-4-1972. 



The ratios laid down in these letters were only intended to 
serve as broad guidelines. According to these 'the ratio in 
respect of wool top and worsted wo.ollen "am was fixed at 90% 
with tolerance of 10% and between raw ~  and other yams 
as 80%, with tolerance of 20%. 

As regards woolle'n fabrics, the ratio between yam and woollen 
fabrics was fixed at 95% to 99% and for grey fabrics to finjsp-
ed fabrics (for processing units) as 100% with notolerancc." 

I .28 The Committee desired to know as to how many times the fac-
tory had been visited by the Internal Audit and Inspection Group of the 
Department to check the records of th'e assessee during the period 1973 
to 1976. T;he Department of Revenue replied: '..uI 

"The Internal Audit Party did not visit this Unit during the years 
1973-76. The details of the visits by Inspection Groups were 
as follows: 

I. 7-7-1973 

2. 10-1-1974 

3· July, 1974 

4· 27-1-1975." 

1.29 The ~ enquired if they conducted any reconclliation 
of the records ~  by the assessee and tlte Central Excise records main-
:tained by the Department. The Department in a note have stated: 

"The Inspection Grcup does' nCot appear to have ~  the 
prices duly approved with the relevant sole invoices. The 
explanations of rpe officers concerned have already been called 
for and action will be taken on their receipt and processing." 

1.30 The Committee enquired about the provisions in t,be Act or 
Rules to prevent clandestine removal of goods by an assessee. The 
Department of ~  in a written ndte have ~  

"The entire scheme of the Rules is framed to collect appropriate 
duty and prevent its ,evasion thereof. The following rules 
can, however, be mentioned as containing specific prdVisions 
for preventing clandestine removal of goods by an assessee:-

(i) Rule 5:z-A which required that goods would be delivered 
only on gate pass; 

(ii) Rule 51 regarding packing and weighment of goods; 

(iii) Rule 53 regarding maintenance of daily stock account; 

(iv) Rule 173-G regarding pr«edureto ti'e followed by the assessee; 

(v) Rule 173-GG regarding storage of duty paid goods near the 
factory premises; 
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(vi).RWe 173 .. FF regarding removal of goods during !hours fixed 
:by :tbe ,Collector; 

(vii) . Rules 197, 198, '199, 200; 201 and 202 regarding powers of 
-Central Excise Officers to visit and inspect premises, detain 
persons, stop and search conveyances. 

(viii) Rule 226.regarding proper maintenance of account· boots! 
registers. " 

1.3[. The Committee learnt that the Collectorate issued two demand 
~  notices to the party in June 1976-one for Rs. 1.52,237.91 

under Rule loA ofthe Central Exciae;Rulcs 1944 in respect. of the ,period 
upto May 1975 Andt.hc other for Rs .. 420 .90 under. Rule 10, in respect 
,Gf'l,he,.,.riod:from June 1975 to February 1976. These demands were 
confirmed by the Colleetorate on 14th JanlWTY, 1977. 

1.32 The Committee further learnt t1'&t d:e Collectorate also booked 
:in June 1976 an oifet!Jcc C8fC against the assessee for .nasion of duty 
amounting to Rs. 1.80,146.21 due to non account al ,of woollen fabrics 
and yearn used in statutory records-subsequently, a sh()w cause memo 
dated 28th December, 1976 was isued. The demand has been confirmedp 
and a Personal panalty of Rs. 250/-was also imposed on 4th April, 1977. 
In this connection the Committee desired to know the present position 
of the demand and whether the amount had been recorvered. The De-
partment of Revenue in a note have stated: 

"An offence case sas booked against the assiCssee for contraventicn 
of rules 9, 52-A, 173-F. The case was decided by ttle Assis-
tant Collector,Central Excise, Ludhiana tndt his order-in-
original No. 31/eE/77 issued fJide C. No. SllS-18 dated 
4-4-1977. rrhe assessee went in appeal against the decisic-n of 
Assistant Collector to the Appellate Collector of Central 
Excise, New Delhi who rejected the appeal as being time bar-
red. The .dues are stUl ·pending recovery. 

A demand-cum-show cause notice forRs. 1.52,237.91 was issued 
on 14-6-76. This was confirmed by the Assistant Collector, 
Central Excise, Ludhiana tnde his order-in-original No. I-CE 
Demands/77-issued under his C. No. V(21)(21) 1/76{6B4 
dated 14-1-1977. The assessee went in appt:al against tJ-is de-
cision of the Assistant Collector to the Appellate Collector 
of Central Excise, New Delhi, wl":o accepted the appeal of tt:e 
party and set-aside the order in-original. 

A demand-cum-show cause notice for Rs. 420.90 was issued on 
14-6-1976. This was ccmfirmed by the Assistant Collector, Central 
Excise, Ludhiana vide order-in-original No. 2-CE/Demandsl77 
under his C. No. V(21)(21) 2/76/698 dated 14-1-1977. The 
demand is still pending recc.very." 

1.33 Tile Committee note that Mfs. Padamsllree TntileIndus-
tdes Ltd. located at ·Darar and falling under .Chandigarll Collec-
torate started manufacture of woollen yarn and woollen fabrics 
ii. September 1972. The assenee evaded eJtclse duty amounting 
to Rs. 3.33 lakhs by adopting the following procedllre : 
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(I) TLc firm transferred the manufactured'goods to the go_ 
down/sales offices by declaring the ratei lower than those 
at which these goods were actually sold. (Duty involved J 
in under-assessment of rate-Rs. 1.53 lakhs). 

(z) The manufactured goods were accounted for in 11;: 
quantities in the stock register of production than actually 
cleared, (Duty involved in non-accountal of manu-
factUll"ed good-Rs. 1.80 lakhs). 

1.34 The evasion of duty by mis-declaration and unde'1'-decla-
ration of the value of goods could not be detected till it was 
pOinted out by Audit in March 1976, i.e., 31 years after the unit 
started manufacturing the yarn and fabrics. This happened in-
spite of the fact that specific provisions exist in the Central Excise 
Rules to ~  such evasion of excise duty. Strangely, the De-
partment was trot even aware of the fact that the assessee had 
opened a godown outside factory premises and four salell o1i,ces 
at Chandigarh, Ludhiana, New Delhi and Calcutta ·till the Audit 
brought out the fact to the notice of the Department though the 
Department maintains a large contingent of field formation and 
a full fledged Directorate of Revenue Intelligence. This is a aud 
commentary on the fUDCtioning of the Department of Revenue. 
The Committee would like the matter to be examined throughly 
and responsibility fixed for the lapses on the part of excise officiahl 
at all levels. ~~  iltbll11 .. ~ ••• " 
1.35 The Committee are perturbed to note that Internal Audit 

did not visit the factory during the period from 1973 to 1976. The 
Inspection Groups visited the assessee to check the records during 
the years 1973 to 1976 only four times on 7 July 1973, 10 January 1974, 
July 1974 and 17 January 1975. It is distressing that during these 
visits Inspection Groups could not detect evasion of duty by the as-
sessee nor did it conduct any reconciliation of records kept by the 
assessee and the Department, The Committee take a serious view 
of this lapse and would like the Department of Revenue to take 
deterrent action against the erring officials. 

1.36 The Committee note that appeal filed by the 8Ue5llCe in 
the offence case booked against him for contravention of ndc .. 9, 
5Z-A and 173-F has been rejected by tbe Appellate ColJ'ector of 
Central Excise, New Delhi but the dues are still pending ncovery. 

'!"" The Committee desire that steps may be taken to recover the 
dues from the assessee. 

Audit Pragraph 

1.37 Woollen yam containing not less than sixty per cent of wool 
and not more than five per cent of virgin wool, commonly known as 
shoddy is assessable to duty at a concessional rate. ~  Central Board 
of Excise and Customs clarified in August 1969 that admixture of ~  
wool wastes in shoddy VllIOol should not be more than IS per cent to quahfy 
as shoddy wdollen yam. 
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1.38 A unit manufacturing woollen yam cleared it at the concessio-
nal rate of duty classifying it as shoddy woollen yam. The collect orate 
noticed (May 1974) that the yarn manufactured and cleared during tbe 
period May 1973 to February 1974 as shoddy yarn could not be classi-
fied as such since it did not conform to the compositicn cf sl oddy yarn 
and recovered a differential duty of Rs. 83,565 during ~  pericd May 
1974 to April 1975. It was noticed in audit (January 1976) that 2,71,748 
kilograms of woollen yam manufactured and cleared during August 
1969 to April 1973 as $oddy woollen yam also did not conf<'fm to the 
comp,osition of shoddy yarn, which resulted in an under-assessment of 
Rs. 1,39,543. The collectorate intimated that a show cause notice for 
the necovery of the above amount had been issued (December 1976). 

1.39 The paragraph was sent to the Ministry of Finance in August 
1977 reply is awaited (January 1978). ' 

[Paragraph 39 (c) of the Report of the Comptroller and Auditor 
General of India for the year 1976-77, Union Government 
(Civil), Revenue Receipts, Vol. I, Indirect Taxes). 

1.40 The Audit para states t.hat 'sl10ddy' yarn was asses!'able to 
duty at a concessional rate of duty. The Committee desired to know as 
to bow tIB: shoddy yarn was defined for the purpose of levy of excise duty. 

The Department of Revenue in a note have stated : 

"Prior to 1977 Budget, for the purpose of levy of excise duty • shoddY 
yam' was defined as 'woollen yarn' containing not less than 60% of 
wool and not more than 5 % of virgin wool, commonly known as 'shoddy' • 
Since 18t;h June 1977, i.e., a:fter the 1977 Budget, any woollen yarn 
containing not more than 5 % of virgin wool, is treated as 'shoddy 
yarn'." 

1.41 The concessional rates of excise duty ~ to shoddY yam 
and all other yarns from August 1969 onwards is given below: 

51. Period Notification No. Concessional rate of Conceaaional ratr-of 
No. 

I. August 59 to May ',I 194/66 dt. g-11l-66 as 
amended 

2. May ',I to March ',ll 76/71 dt.Il9-5-71 

duty (shoddy yarn) duty applicable (All-
others) N.O.S. 

BED 0'40 per ~  BED 0'60 per K,. 
SED 33-1/3 of Basic SED 33-1/3% 0 
Excise Duty BED 

BED 5' 5% of Tariff BED 7' 5 % ofTarifl' 
value SED 1133-1/3% value SED 33-113% 
of BED of BED 

3. March'711toApril'7354/711dt,17-3-711 as BED7'5%ofTarifF BED 10% of Tarift' 
amended value SED 99-1/9% value SED 93-1/3% 

of BED. of BED 

:' TariH values were fixed at RI, 7' 50 per Kg, in respect of 'shoddy yarn' and'at RI. 13' 50 
per Kg, iD respect of 'all others not otherwise specified' vid' notification No, 77/71 dated 
119-5-71• 
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1 ·42. The Central Board of Excise and Customs in their letter F. No. 
'I O!I!69-CX-III dated I August, 1969 (Annexure IV) clarified that 
soft wool wastes could not be termed as shoddy wool. but in case admixture 
of soft wool wastes in shoddy wool was below 15 per cent the yarn plIO-
duced out of such admixture could be termed as shoddy yarn. 

I ,43. It is learnt from Audit that MIs. British Indian Corporati,on 
Ltd. New Egerton Woollen Mills located at Dharwal in the jurisdiction 
of the Collectorate of Central Excise, Chandigarh used more than 15% of 
110ft wool waste or more than 5 per cent of virgin wool in the manufacture 
of yarn and cleared it at the concess ional rate of duty classifying it as shod-
dy woollen yam. The Committee learn that at the instance of Audit 
the Department recovered differential duty amounting to Rs. 83.565 in 
respect of the clearances made during the period May 1973 to February 
1974. However no action was taken by the Department of Revenue 
for the recovery of differential duty of Rs. 1,39,543.27 on the clearance 
of 2,71,748 kgs. of yarn by fhe assessee during the period August 1969 to 
April 1973, till it was pointed out by Audit. 

1.44 The Cpmmittee have further learnt that a demand for the afore-
said amount of Rs. 1,39,543.27 issued in December 1976 was confir-
med by the Assistant Collector in September 1977. 

1.45. Asked aDout the present positi0n of tr.ecfmar:d It.e Depart-
.ment of ReVenue in a note have stated: 

"The demand was confirmed by an order passed by the Assistant 
Collector on 7.9.1977 but t.ll.is order was later set asid-e by an order 
passed in appeal by the Appellate Collector of Central Excise, 
on the ground that the demand was time barred." 

1.46. In ano1(her note the Department of Revenue have stated: 

"'In his appeal filed before the Appellate Collc=ctor, tbe assessee had 
disputed the decision of the Assistant Collector confirrnif1g the 
demand, that the yarn manufactured and cleared by him during the 
relevant period contained more than 5% of virgin wool. Tl:e ~ 
had argued tjhat the Department had wrongly calculated tbe per-
centage of. virgin wool contained in t he yarn manufactured and 
cleared by him, as being more than 5%. by taking into account tfJe 
soft and hard wool wastes such as noils etc., which cannot be 
treated as virgin wool. In his order in appel,ll the Appellate Col-
lector had accepted this contentIon of the ~  that the wool 
wastes could not be regarded as virgin weo!. He had accordingly 
set aside the order of the Assistant Colle ctor and remanded the 
case back ttl him for de-noffo adjudication. Since the matter is under 
examination afresh by the jurisdictional Assistant Collector, it will 
be premature to hold the view that the .assessee had ~  evaded 
the duty. The final replies on these pOlOts can be furnished only 
after detailed examination of the matter." 
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I .47. The Committe .. are perturbed to nOle that the Department 
of Revenue had failed to detect that Mis. British India COl'poration-
Ltd. (New Eluton Woollen Mills located at Dhariwal) were usinl 
more than 15 percent of soft wool waste or more than 5 per cent of' 
virlin wool in the manufacture of yarns and lot it cleared at the 
conce.ional rate of duty clasaifyinl it shoddy woollen yarD. 
The Collectorate noticed (May 1974) that the yarn manufactured 
and cleared durinl the period May 1973 to February 1974 as shoddy 
yarn could not be classified as such. They therefore recovered duty 
amountinl to Rs. 83,565 in respect ~  the clearance made durinl 
the period May 1973 to ,February 1974. But the Department did 
not take any action, for the recovery of di1l'erential duty 
of Rs. 1,39,543.27 on the clearance of 2,71,748 Kgs. of yarn, 
made during 'the period August IS69 to April 1973. The 
related demand raised and confirmed by Assistant Collector 
in September 1977 was set aside in appeal by the Appellate Col-
lector on the Iround that the demand was time barred. It is amaz-
inl how the Department could not detect the misclatlSification 
durinl the earlier period, VIZ., August 1969 to April 1973. The 
Committee desire that responsibility for the lapse should be fixed 
to take action against the errinl officials. 

1.48. The Committee further note that Appellate Collector 
has accepted the plea made by the assessee tll.at the Department 
had wronlly calculated the percentage of virgin wool contained 
in the yarn manufactured and cleared by him as being mcre tllan 
five percent by taking into accct.nt the soft and hard weal wastes 
such as noils etc. which cannot be treated as virgin weol. The Com-
mittee further note that the Appellate Collector has remanded the 
case back to the Assistant Collector for ae-r.ove adjUdication ad 
the matter is under examination afresh by the Jurisdictional Assis-
tant Collector. The Committee would wait for the decision of the 
Jurisdictional Assistant Collector in this case and the views of the-\ 
Department on that decision. 

NEW DELHI; 

A.pril 30, 1979 

Vaisakha 10, 1901 (S) 

P. V. NARASIMHA RAO, 
Chairman, 

Public Accounts Committee. 



Appendiz I 

(vide Para I.II) 

1. Lal Woollen & Silk Mills Ltd., Amritsar 

~  in the yelr 1949 as a partnership concern for weaving of 
woollen fa ,des only. L'lter, merged with Lal Worsted Spinnin¥. Mill, 
,Chheharata under the name and style of "Lal Woollen & Silk Mills (P) 
V:d." with tpe following Directors and shareholders for spinning and 
~  of woollen yam Ifabrics:-

I. S;hri Madan Lal Mehra. sID Slvi Durga Dass Mehra 
2. Shri Hira Lal Mehra s/o -do-

3. Shri Harbans Lal Mehra slo -do-
4. Shri Ravi Kumar Mehra slo -do-

Tile Directors and Partners of L'il Te(tile Finishing Mills which 
~  ilto e'l:istence in 1956, as a private Ltd. com,any, ~ ~  
4ngaged in the processing of fabrics, are as follows: 

Directors: 
I. Shri Durga Dass Mehra 
2. Shri Hira Lal Mehra 
3. Shri Madan Lal Mehra 
4. Charan Dai 

Shareholders 
S/Shri 

Father 

Son 
Son 
MotherofS/Shri Hira Lal and Madan 
Lal Mehra (S1. Nos. 2 & 3) 

I. Smt. Usha Rani WIO Hira Lal Mehra 
2. Sml. Nirmal Mehra w/o Madan La! Mehra 
3. Harbans Lal Mehra slo Durga Dass Mehra 
4. Ravi Kumar Mehra slo Durga Dass Mehra 
S. V.P. Vij (not related) 
6. Om Prakash Aggarwal (not related) 

Thus two of the Directors orLal Woollen & Silk Mills are also Di-
rectors of Lal Textile FiniShing Mills. Fbur of t,he ~  oldeu (' f lal 
. Textile Finishing Mills·P. Ltd.,. Amrluar are related tQ the Directors 
. of Lal Woollen and Silk Mills. . 

2. ~  Spinning & Wetl!ling Mills: This Unit came into exis-
-tence in the year 19S6. As per the Annual Report of the Company for 
;the year 1976-77 the following ~~ the Directors: 
I. S.hri Chakkola Lonappan Lana 
2. &hri. C. K. Devassy .. 
. 3. Sbri John J. Chakkola. 
4. ; Shri TbommY P. Chakkola 

..... S. Sbri John·P. Chaldtow·." .. 
IS . r 

-.... 
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The partners of Shri Chitra Mills, KalernaSf.elY ale 11 e f(!\ V'J f ~  

I. Shri Chakkola Lonappan ~  

2. Shri John P. Chakkola 
3. Shri John J. c.hakkola 
4. Shri Thommy P. Chakkola 
5. Shri Joseph J. Chakkola 

Four oftbe partners are common to bath Ct. akkcla Wu.viJ g & Spinn-
ing Mills and Shri Qlitta Mills. 

3. Aryan WooUen Milll, Panipat 

This Unit was established in the year ISfo as a fartr.enlip ((r.ceul' 
for the manufacture of woollen yarn. 'ne ~  He 1h. ~  
of this firm: 

I. Shri Ganga Ram slo Shri Brij Nath) 
2. Shri Bhan Prakash slo Shri Jiyalal 
3. $hri Ramesh Chand slo Shri Sumer Chandl 

s. SrtJastik Woollen Mills. Panipat 
Established in the year 1959 as partnen,hip C(r.celJ'l. 'I I e f<lk ~  .. · 
ar the partners : 
I. Spri Ram Lal slo &hri Bali Ram 
2. Shri Madan Mol1an slo Shri Ram Lall 
3. Shri Gurcharan Dass slo Shri Ram Lall 
4. &hri Dilbagh Rai slo Shri Kailash Chand 

Swastika Finishers established in 1973 for processing cf ,,"coIleD' 
fabrics has a partner Smt. Nirmal Kanta who is the wife of ~  GUll" 
Charan Dass. a partner in Swastik Woollen Mills. 

6. Goel Engineering & Woollen Works 

Established as a partnership concern in the year IS64 for ~  elf 
\Wollen yam. Tlie following remained the partners at cne tiu.e ~  ,li., 
other : 

I. Shri Sumar Chand s/o Sltri Jai Narajn Goel 
2. ~  Rljinder Kumar sio ~  1,( Nltain' dOeI 
3. Sllri ~  s/o Shri JMlNarain Gotl 
4. (Three sons of Shri Sumar ChandY" . 

s: Wife of ShriStiriiir Chand 
...... , ~ . .. " ... ' .; r ~  . ••.. 

The partners in both the firms were related, thus: 

spri Rajinder Kumar Goel, a partner in Geel Woollen & Eng. Worb" 
has his wife, Smt. Darshna Devi as a pattner;iD ~  Shri. 
ABhok Kumar Goel. a partner in GoeHmia.'& ~ . .- ,'b .. ~  wife-
Smt. Sushila Goel as a partner in ~  "Shri -;S1I'" ,thend. 
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had his one son as a partner in Goe! Engg. and Woollen Works. His 
other son is a partner in Goel Finishers. The wife of Shri Sumar Chand 
;s a partner in Goel Engg. & W 0:011 en Works. Her son Master Parveen 
is a partner in ~  Finishers. 

Two of the partners of Aryan Finishers are related to the rartners 
of Aryan Woollen Mills. (I) ~ Wati, Partner of Aryan Finishers 
is the wife of Shri Bhan Prakash partner of Aryan WooIJ.en Mills, (2) 
Asha Rani partner of Aryan ~  is tJ',e niece of Shri Ganga Ram 
partner of Aryan Wool1en Mills. 

4. Amba Woollen Mills, Panipat 

Amba Wool1en Mills came into existence in 1968 as a partnel'ihip 
concern. Tile following are t'le partners of tpis firm: 

I. Shri Ravinder Garg s/o S'hri La! Chand Garg 
2. Shri Pawan Garg s/o ~  Lal Chand Garg 
3. Shri ~  Kumar s/o S.hri Devi Dayal 
4. Slhri Siri Chand s/o Shri Telu Ram 

S. Shri Jatinder Kishore s/o Shri Munna Lal ~ 
6. Smt. Ravinder Sodhi wlo Surinder Singh 

Some of the partners of this firm are related to the partnez:s' of AlIlba 
FinisHers. For instance Smt. Ravinder Sodhi a partner in Amba Woollen 
Mills has her husband Shri Surinder Singh as a partner in Amba Fi-
nishers. Shn Siri Chand partner of Amba WoolltD Mills has bis wife 
Smt. Shanti Devi as partner in Amba ~  Shri Pawan ~  

partner in Amba Woollen Mills has a son Gaurava Garg as partner in 
Amba Finishers. Shri'Ravirider Garg partner in Amba Woollen Mills 
has a son Aunit Garg as partner in Amba Finithm. 



APPENDIX II 

(fJide para 1.I1) 

Copy of D.O. letter No. 25 dated 25th April, 1975 from Shri G. O. 
Arora, Income Tax Officer, Office of the Inccme Tax Officer, A. Ward, 
Panipat to Shri Balwant Singh IRS, Inspecting Asm. Commissioner 
of Income Tax, Ambala Cantt. 

SUBJECT: -CE Processed Woollen Fabrics bifurcation of composite 
units to avail concessions granted under notification No. 50162 
CE dated 24-2-62. Legal position of the new segregated units. 
Question regarding. 

The enquiries entrusted to me pertain to the follwing concerns: 

I. MI •. ~  Woollen Mills (Parent Unit)1 Bifurcated in 
MI •. Goe Finilhen. (Finishing Unit) june, 1972 

II. MI •. Swastika Woollen Mills (parent Unit) Bifurcated in 
MIa. Swastika Finishers. (Finishing Unit) july 1979.) 

3. MI •. Ashoka Woollen Milia irarent Unit) Bifurcated in 
MI •. Ashoka Finishers. ( inilhing Unit) july 1972. 

4. MI •. Amba Woollen Milia ~  Unit) Bifurcated in 
MI •. Amba Finilhen. Finishing Unit) july 1972. 

5. MI.· A")'an Woollen Milia ~  Unit) Bifurcated in 
MI', A")'an Finiahen. Finishing Unit) September 1973. 

There are two types of units functioning in Panjpat: 

(i) Composite units having process of manufacturing of woollen 
fabrics i.e. Barrack Blankets and also having an arrangement 
for finishing the same. 

(ii) Finishers i.e. only doing finishing of woollen fabrics (Barrack 
Blankets etc.) 

There has been dispadty between the incidence of excise duty borne 
by composite units and finishers where as processed woollen fabrics 
woven by a factory other than a composite unit and processed by an in-
dependent finishers were ~ to a concessiona) rate of duty  at an 
aggregate of 8 % of tariff value but th e same fabrics if processed by a com-
posite unit, were chargeable to duty at higher rate i.e. at an aggregate rate 
of II %. The excise duty payable by composite unit works out to 
RS.4.47 p. per blanket where as the excise duty per blanket, if the Same 
is finished by a Finishing Mill works out to Rs. 2/-only. 

2. The whole supplies of Barrack Blankets are made through the Oi· 
rector General, Supplies and Disposal, New Delhi as per tenders invitpd 
by tqem. While Panipat Mills meet 112 of the demand of Government with 

.,. _. ___ • __ •• t_. __ ..... '" • __ • .• ______ _ 18 



19 

regard to supplies of Barracks Blankers, the rest of the supplies are made 
by:-

I. M,s. Everen Woollen Mills, Ludhiana. 

2. MIs. Shafton, Mirzapur. 

3. Khadi ~  

~  In v,iew of the ~  in. the ~ of Excise duty by Com-
pos.lte Unlts and. FlOlshing l\:llils, ~  units stopped finishing 
~  product and ~  ~ sc:ttlOg their prod';1cts finist:ed frem Finis.hing 
Mtlls, they ~  theIr lOdependent finlSihing units. 

4. As directed action under section 133A was taken in the above noted 
ClseS and my report in respect of eac,h group as under:-

(i) MIS. Haryana Woollen & General Mills (Pvt.) Ltd. with their 
registered office at Asaf Ali Road, New Delhi. 

The firm MIs. Gaela Finishers, Panipat was constituted under instru-
ment of partnership deed dated 1-6-72 with the following constitution:-

----_. __ ._--_ .. _--
I. Smt. Urmila Devi . 

a. Sh. Suraj Bhan Gupta. 

Sbare of profit 

1/3 

lis 

S. Sh. AJay Kumar minor Bon of Shri ~  
Kumar ••••• 1/6 

4' Sh. SanjayKumar, minor 10nofSh.Rajin- 116 
der Kumar. ----------

Share in cue ofloa 

a/s 

lis 

Shrl Sura; Bhan Gupta and Smt. Urrnita Devi were examined. It 
appears that Shri Sura; Bhan and Urmita Devi are not genuine partners 
and in turndeed of partnership dated 1-6-72 did not bring a genuine 
firm into existence. Further t;he case of MIs. Haryana Woollen and 
·General Mills (Pvt.) Ltd. Panipat having ¢eir registered office at Asaf All 
Road, New Delhi is assessed by ITO. Delhi and similarly the case of MIs. 
Goela Engg. & Finishing Works, E-SS3, Industrial Area, Panipat wit1t 
their Regd. office at Timarpur, Delhi is also asse&&ed by ITO, Delhi. 
Enquiries are liccordingly required to be made from the ITO's con-
cerned. The information gathered through examinatipn of Shri Tara 
-Chand, Manager, ~ slo ~  Sura; •. an. J:!artner. Shri ~  Bhan, 
partner & Smt. Urmtla DevI WIll be utlhsed 10 the completion of asSC8S-
:m':nt of M!.s. Goela Finishers. Panipat. 

(li) MIS. Swastikli Woollen, Mill, Panipat & 
MIs. Swastika Finishing MUls.Panipat. 

The firm MIs. Swastika ~  ~  was cO!lsti.tuted Under pait-
net'ship deed dated 2-7-73 with the follOWIng constItutIOn. 

I. Sh.Sunil Kumar,S/OShriKundanLal. • lis 

R. Smt. Kuta Mahajan W/o Shri ~  I/S 

·s. Smt. Nirmal Kumari W/o Shri Gurch8l'll1 0.. I/S. 
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ShIl Sunil Kumar was examined while applying provisions of Section 
133A• 

Shri l(undan Lal (fatter of Shri Sunil ~  Partner) is reported 
to be doing some contract werk on a small scale at Pathankot. Spd 
Kundan Lal ill brotI-.er-in-law of Smt. Nirmal Kanta, Partner. 

MIS. ~  Finishing Mill did not have an independent electric 
connection and had been using electric connection of Swastika Woollen 
Mills, although Swastika Woollen Mills charged Rs. 1500J-per month .. 
but basis of this charge could not furnished by the assessee. 

Shri Sunil Kumar partner has no experience. He was an Agent 
of LIC and has only been enjoining some commission from LIC. ~ 

was paid satary at the rate of Rs. 300/-per ~  for 9. mont,hs and 
Rs. 14,447/ as his share of profit. Apparently because he has no ex-
perience he has been paid m11ch more than his work. This find support 
from the fact that w.e.f. 31-3-74 Smt. Kanta Mahajan is s hQwn to have 
been retired afld the ~  of Shri Sunil Kumarreduced frem 1/3 to 150/0-

Smt. Kanta Devi partner did not invest any amount as her share on 
investment upto 4-3-74 and the investment of Rs. 10,000/- on 5-:3-74 
has again been mace after Withdrawing the same from her account with 
MIS. Swastika Woollen Mills. It needs consideration how Smt. Kanta 
Devi could enjoy share of rofit to the ~ of Rs. 14,747 when she did 
not join as working partner and did not make any investment for prac-
tically the whole of the previous year and invested Rs. 10,OCOJ-only for 
27 days. Smt. Kanta Mahajan need be examined so as to come to the 
conclusion whether she is a genuine partner. 

l'1le above eyidence is to be stret1gthened by some further evidence 
to be ~~ in th.ecourse. of assessment proceeding· of MIs. Swastika 
W.oollQl ~  ~  . Swastika Finis,hing Mills. 

(iii) .My, ~ !n ~  of ~~  Altboke Woollen. ~ ~  
~ . ~ ~  Am.ba ~  and ~ ~  IS 

atta¢liec;t. It ~  that ~ aforesaid firm have ~ legally 
~ ~  

s. To sum up, you .wi11kindlv. find'from the ,above ~  ~  'S 
very difficult to hold tbat the..liDiShq UDits, ~ ~ ~ ~ cpJl&li,.. 
tuted but still efforts can be madein,fhe cu,e.ef·M/ •. ~  

Swastika Finishing ~  t9,hoI4: that .. ~~  .. ~ ~  ~~ .and 
efforts can also be made to hold thit there'is dlvemon WprofiHrQlli G,'oela 
Engineering & WoolJen ~  SWlltiu"WQO!kn Mills to· 
~ Firm.Qe!8 ~  ~ ~  

Report regardir:tg 

(i) MIs. Ashoh Fmishers, Panipat 
(ii) MIS. Amba Finishers, Panipat· 

(iii) MIs. Aryan FiAishcts, PaDIipIr--" 
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1. MIs. Ashoka Finishers 
, 

The firm MIs. Ashoka Woollen India, Panipat ",as cCr5tituted a. 
under:-

Shri Himat Rai 311% 

Sbri Vi.hnua Dutt. 111% 

Shri U ttam Chand • 311% 

Shri Jiwanada Ram. 13% 

Shri Kesho Ram. 11% 

The said firm was dissolved on 31-12-73 due to losses. The assets 
and liabilities were also divided amongst the partners. The firm with· 
two partners i.e. S,Shri Himat Rai & Uttam Chand were allowed to re-
tain the same name and to carry on the business till June, 1974, as 
per terms of dissolution deed dated 31-8-74. The firm constituted with 
two partners was dissolved on 30-6-74. Wbile Shri Himat Rai retired 
from the business all togetl':ered Shri Uttam Chand joined his son Shri 
Ashoka Kumar and started a new firm under the name and style of' 
NagpaJ Textile Mills. 

2. Shri Kt!sho Ram joined MIs. Ashoka Finishers. The capital of 
Shri Kesho Ram was given in the form of Land & Building, which feU 
to his share on dissolution of the firm MIs. Ashoka Woollen India.' MIs. 
Ashoka pinlshers came into ~  w.e.£. 1-4-74, prior to which Shri 
Hira Nand slo Shri ~  Ram WIlS ~  of this ,concern in his 
individual capacity. SI Shri Vishnu Dutt and Jiwanda Ram started ~  

independent business under the name and style of M,S. Yashoda Woo.llcQ. 

Mills. 

3. As you will kindly find from the above, M,s. Ashoka Woollen Mills 
have completely been dissolved and the assets including land and buil';' 
ding· have :beetJ' divided .amongst the partners and ,they ,hav.e stltled II: eir 
independent buihiess.' Tile ~ MIs: Ashc)ka Finishers has been legally 
constituted and there does not apPeal' ,to be ~  of profit ,fllQlD .MIs. 
~  W.,ollen Mills have·beeD ~  wound up. 

II. MIs. ~ ~  

This firm came into existencew.e;f. ~  I97!4· ~  machinery 

~ ~~~ ~ ~ ~~ ~~ ~~ ~  ~~ ~ ~~ ~ 
~  ~ ~~~~  .. ~  
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jnonth.  The partners made theifollowinginvestments with tj:eir shaies 
of profit noted against eaci.

The facts are the same as stated in respect of 
appears tjiat the firm M/s. Aryan Finishers has

Name Investment Share of Share in 
Rb.  profit.; case of 

loss.

S/ShriS.S.Sodhi 

Vipin Kumar 

Ashan arg.

Kiran arg.

Raj Rani . 

Prera Kumar (M)

1,

1,

6,

6,

1,

1,

9

19

12

12

19

19

23

23

5

i6

23

2. The building owned by M/s. Amba Woollen Mills has been com
pletely partioned into two portions and Amba Finishers are having their 
independent entrance.  The business is looked after by Shri S. S. Sodhi, 
partner.  During the course of action under section 133 it was also 
examined whether Amba Finishers are doing finishing job of M/s. Amba 
Woollen Mills  only or others also and it came to notice that M/s. Amba 
Finishers had been  during  Finishing job of M/s. Sawhney Woollen 
Mills, Firner Woollen Mills and M/s. Raj Woollen Mills and the rates 
charged for finishing are the same for all including Amba Woollen Mills. 
During the course of examination  it was also  en uired as to what 
was the object of separating the finishing unit from M/s. Amba Woollen 
Mills, to which the assessee immediately replied that composite units are 
pay more excise duty than the non-composite imits and as composite 
units cannot compete the non-composite units in the matter ctf supplies of 
barrack blankets to D..S. & D. because rates uoted in the tenders are 
inclusive of excise duty and therefore, this made the assessee to se
parate finising unit from the woollen mills.

3. From the above it appears that the firm M/s. Amba Finishers has 
been legally constituted.

III. Mjs. Aryan Finishers

The firm M/s. Aryan finishers was constituted vide partner ship deed exe
cuted in September, 1972, with the following constitution;

Kumari Asha d/o h. Ramawshar Dass 1/2

Smt. Pupsha Wati w/o Sh. hanu Parkash   1/2

2. The firm M/s. Aryan Finishers has taken land and building with 
machinery on lease from M/s. Aryan Woollen Mills, at Rs. 1 /- per month 
The building owned by the parent firm has been completely partioned. 
into two portions ad M/s. Mryan Finishers are having their independent 
gate for entrance.  The business is looked after by Shri MukehsfKumar
s/o Shri hanu Parkash, who has been appointed at Rs. 4 /- per  month.

Copy of the D.O.No. JJ/UD/75-76/665 dat. 
Singh, Inspecting Asstt. Commissioner, Office 
Commissioner of Income Tax, Ambala Range, Aj 
Sliri Seth, Collector, Central xcise Collectora 
to the Commissioner of Income Tax, Patiala, alon 
from I.T.O.  for  his information, with refer 
244 dated 2-4-75.

Sub.  C.. processed Woollen  Fabrics b 
units to avail concessions granted un( 
62-C dated 24-4-1962 Legal position 
un its uest ion regardin g.

Kindly refer to your D.O. letter No. 26296 d 
in sending the report of the Income Tax  Ofl 
books  of accounts  as  well  as recording 

persons under section 133A of the Income Ta 
The report alongwith the annexures is being 
perusal.

2. I have gone through thfe report and to tl 
detailed and has touched the important issue  
bifurcation of the original mills.  I shall be gn 
get the same examined from the point of Kccise 
any suitable action is re uired in the matter



owinginvestments with tjieir shaies The facts are the same as stated in respect of M/s. Amba Finishers. It 
appears that the firm M/s. Aryan Finishers has been legally constituted.

Investment Share of  Share in 
Rs.   profit.   case of 

loss.

10,000

10,000

6,000

6,000

10,000

10,000

19%

19%

12%

12%

19%

19%

23%

23%

15%

16%

23%

mba Woollen Mills has been com- 
nd Amba Finishers are having their 
is looked after by Shri S. S. Sodhi, 
3n under section 133 it was also 
E doing finishing job of M/s. Amba 
id it came to notice that M/s. Amba 
ing job of M/s. Sawhney Woollen
i. Raj Woollen Mills and the rates 
 all including Amba Woollen Mills. 
 was also  enquired  as t,o what 
ling unit from M/s. Amba Woollen 
ely replied that composite units are 
composite units and as composite 
ite units in the matter of supplies of 
luse rates quoted in the tenders are 
Fore, this made the assessee to se- 
1 mills.

the firm M/s. Amba Finishers has

_ Copy of the D.O.No. JBJ/UD/75-76/665 dated 7-5-1975 from Balwant 
Singh, Inspecting Asstt. Commissioner, Office of the Inspecting Asstt. 
Commissioner of Income Tax, Ambala Range, Ambala Cantt. addressed to 
Sri Seth, Collector, Central Excise Collectorate, Chandigarh and c py 
to the Commissioner of Income Tax, Patiala, along with a copy of the report 
from I.T.O.  for  his information, with reference to D. O. letter No. 
2044 dated 28-4-75. 

Sub.  C.E. processed Woollen  Fabrics bifurcation  of composite 
units to avail concessions granted under Notification No. 50/ 
62-CE dated 24-4-1962 Legal position of the new segregated 
units question regarding.

indly refer to your D.O. letter No. 26296 dated 21-4-75.  The delay 
in sending the report of the Income Tax  Officer after examining the 
books  of accounts  as  well  as  recording  the  statements  of the 
persons under section 133A of the Income Tax Act, 1961 is regretted. 
The report alongwith the annexures is being submitted for your kind 
perusal.

2.   I have gone through thte report and to the view that it is fairly 
detailed and has toucjied the important issue of real  ownership after 
bifurcation of the original mills.  I shall be grateful if you could kindly 
get the same examined from the point of excise  duty and inform me if 
any suitable action is required in the matter.

'I  . 
i  I

mstituted vide partner ship deed exe- 
following constitution

Dass

arkash

1/2

1/2

has taken land and building with 
ollen Mills, at Rs. 1000/- per month 
rm has been completely partioned. 
lishers are having their independent 
aked after by Shri Mukehsf umar 
appointed at Rs. 400/- per month.



APPENDIK III 

("ide para 1.42) 

WOOLLEN YARN-YARN MADE OUT OF SHODDY WOOL-
ASSESSMENT OF-INSTRUCTIONS REGARDING 

As per instructions contained in the Board's letter F.No. 32/6/62-Crx. II . 
dated the 23rd June, 1962, 'shoddy wool' has been defiried to mean wool 
retrieved from w,oollen rags, cuttings etc. A doubt has been raised as 
"to wheijl.er or not the wool retrieved from various types of wool wastes 
such as 'sweepig waste, soft waste, rovinf waste etc., is also classifiable 
as shoddy ¥:ool for the purpose of determmaticn of duty liability of shoddy 
yarn. 

2. The matter has been examined in consultatien with tl"e Chief 
.chemist and the Textile Commissioner and the Board is advised that-

(I) Wool retrieved from various types of wastes (other than -tioft 
~ obtained ~  spinning, weaving, ~ ~  

operatIons by  subJectIng the wastes to the process -Of pulltng 
or garnetting is classifiable as shoddy WOOl 

(2) Soft wool wastes do not require any pulling JiUld ~ such ~~ 
termed as shoddy wool. But in case ~  of soft wool 
wastes in shoddy wool is below I ~~ ,be yean produced out of 
such admixture can be ~  as 'shoddy yarn'. 

[Central Board of Excise & Customs F. No. IO/I/69-CX.II dated 
:I-8-1969) (Circular letter No. Yarn/7i79).] 

'. 
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