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INTRODUCTION 

I, the Chairman of the Public Accounts Committee, as authorised 
by the Committee, do present on their behalf this Hundred. and 
Thirty-fifth R~ of the Public Accounts Committee (Fifth Lok 
Sabha) on Chapter I of the Report of the Comptroller and Auditor 
General of India for the year 1971-72, Union Government (Civil)-
Revenue Receipts, VolUme I-Indirect Taxes, relating to Customs. 

2. The Report of the Comptroller & Auditor General of India for 
the year 1971-72. Union Government (Civil)-Revenue Receipts, 
Volume I, Indirect Taxes was laid on the Table of the House on the 
25th April, 1973. The Committee (1973-74) examined the paragraphs 
relating to Customs at their sitting held on 17th September, 1973 
(F.N.). The Committee (1974-75) considered and ftnalised this Report 
at their sitting held on 24th February, 1975 based on the evidence 
taken and further information furnished by the Ministries of Finance 
and Commerce. Minutes of these sittings form part II· of the Report. 

3. A statement containing summary of the main conclusionslre-
'Ommendations of the Committee is appended to the Report 

(Appendix). For facility of reference these have been printed in 
thick type in the body of the Report. 

4. The Committee place on record their appreciation of the com-
mendable work done by the Public Accounts Committee '(1973-74) in 
taking evidence and obtaining information for this Report. 

5. The Committee place on record their appreciation of the assis-
tance rendered to them in the examination of these paragraphs by 
the Comptroller and Auditor General of India. 

6. The Committee would like to express their thanks to the 
omcers of the Ministries of Finance and Commerce for the co-opera-
tion extended by them in giving information to the Committee. 

NEW DELHI; 
Febrtl.4rJ1 3, 1975. 
PhalguM 12, 1896 -(Scikay. 
--_._-------

JYOTIRMOY BOSU, 
ChlJirmcm. 

Public Account& Committee. 
.-------------.. 

-Not prin·ect· (On~ cyclo~ryl~d copy laid on the Table OJ the Houst ard five 
copies placed in the Parliamem Library) ---- (y) 
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Variation "between budget estimates and thte actuuls 

1.1. During the year 1171';72, the budget estUnate under the Major 
Head I-Customs was RB. 534 erores. against which the actual realisa-
tion' was Re. 695.67 crores, registering an increase of Rs. 161.67 crores. 
This, in terlDll ~ pereentage, comes to 30.28 which is the highest re-
gistered during the past ten years. The figures for the past ten years 
are given below:-

(In crorcs of rupees) 

Ycar Budget Actuals Variation Percentage 
Bstimates 

1961-62 • 189'64 212'25 (+)22'61 11'9 

1962-63 • 207'82 245' 96 (+ )38' 14 18'3 

1963-64 301'20 334' 75 (+)33' 5S 11'14 

1964-65 336'37 397' SoC + )61' 13 18'17 

1965-66 419'50 538' 97 (+ )119' 41 28'48 
~966-67 560'20 585'37 (+)25'17 4'49 

1967-68 640'13 513' 3S (-)126' 78 (-)19' 81 

1968-69 539'27 446'50 (-)92'77 (-)17'20 

1969-70 435'20 423'31 (-)n'89 (-)2'73 

1970-71 465'00 524'02 (+)59'02 u'69 

1971-72 534'00 695' 67 (+- )161' 67 30'28 

Explaining reasons for this increase, the Ministry of Finance have 
stated that it was:-

'(i) partly due to the introduction of levy of regulatory duty of 
customs on tmports with effect from 13th December, 1971; 

'(ii) due to increase in the export duty on carpet backing and 
other hessians from the same date; and 

,(iii) unanticipated imports of high-speed diesel oil, increased 
imports of kerosene oil, motor-spirit, lubricating oil, indus-
'irial £t1el (\i.ls, chemicals, drugs and medicines, motor vehicle 
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parts, machinery, iron, steel and other raw materials 
arising from increased demand and shortage in indigenous. 
supply. 

When in::J.ports of most of the articles mentioned in item (iii) 
above are regulated by licences or cana1ised through Government or 
quasl-Government agencies, the question arises whether the Ministry 
could nOit have a better appreciation of the estimate of imports likely 
to be made during the year and the duty leviable thereon. In motor 
vehicle parts, the duty realised in 1971-72 (Rs. 22.88 crores) was. 
nearly double of that realised in 1970-71 (Rs. 11.67 crores). In 
kerosene oi} the duty realised in 1971-72 is Rs. 20.78 crores, against 
Rs. 9.87 crores of the preceding year. In Iron &. Steel, the duty 
realised is Rs. 117.98 crores in 1971-72 against Rs. 56 crores in the-
preceding year. Ln respect of each of these three items, a better 
forecast of the quantities to be imported should have been possible. 
The Public Accounts Committee has repeatedly drawn the attention 
of Government to the need for narrowing the variation between the 
budget estimates and the actuals vide para 1 of Twenty-First Report 
and paras 2 to 4, 10 and 11 of Twenty-Seventh Report of the Public 
Accounts Committee (Third Lok Sabha). 

[paragraph 2 of the Report of the Comptroller and Auditor 
General of India for the year 1971-72, Union Government (Civil', 
Revenue Receipts-Vol. I-Indirect Taxes]. 

1.2. In a written reply, the Ministry of Finance furnished the 
following break up of the budget estimates and actuals for the year 
1971-72: 

Particulars 

1JIlI'"rt duties (gross)· 

:Export duties (gross) @ 

MilCeltaneous (gross) 

Total Customs revenue (gross) • 

Deduct Refunds & Drawback • 

Total Customt revenue (net) 

Budget 
BstJmlltes 

498,:21 

63,79 

8,00 

'70.00 
36,00 

534.00 

(Rs. in lakhs) 

Ali Variation 

_. -- ----
641,04 (-+ )142,83 

75,44 (-1 )11,65 

12,61 f (+ )4,61 --- ---
729,09 (+ )159,(9 

~ 
33041 (-I )2,59 

695,68 (+)16I,61t 
--------_._._--- - .. . - ---_ .. _._--._._ ..... 

--.includes receipts from Additional Duties. 
@Includes receipts fr(lIl\ Cess!:s on ExpClrts. 
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1.3. In their written reply the Ministry of Finance explained the 
exact details causing increase in the aduals as foUows:-

UL. IMPORT DUTIES: 

0) 'n!e increase in collections was partly due to the introduc-
tion. of levy of regulatory duty of customs on imports with 
effect from the 13th December, 1971. This was a post-
budget levy and the likely revenUe from this levy could 
not have ·been included. in the Budget ~mates for 1971-72 
Actual receipts on this account during 1971-72 were Rs. 14-
crares (approximately). 

(ii) The rest of the increase was largely on account of higher 
realisations, than budgeted, under some of the sub-heads 
under Import Duties as shown below: 

(Rupees in lakhs.) 

S.No. Sub-h.ead S.B.F. Actuals Increase 

(I) 

I. 

2. 

3· 

4· 

5· 

6. 

7· 

B. ,. 
10. 

---- --_.- ... _----- --_. ---.----- ----_ .... -- .. _. 
(2) (5) 

._._"-- - ------_.-- -- .... --.-- .. --------------~ -. 

Keroeene Oil 15,50 20,79 5,29 

Motor Spirit 5,44 8,28 2,84 

Batching, lubricating and olher rnineraluils lI,30 13,42 2,IZ 

H.S.D. Oil and vaporising oil 3 5.?3 5,70 

IndU&trw fuel oil . 5.40 13,78 8,38 

Motor vehicle parts J8.S8 22,88 4,30 
Machinery 99,00 IIB,B9 19,89 

Iron and Steel 70,90 1I7,99 47,C9 

Chemicals, drua~ and medicines 36,50 49,54 13:004 

AU ocher article. 159,65 204,75 4S,10 

-- ------------_._-
1.4:. The detailed reasons for increase are explained below:-

(1) .Petroleum Products: The Ministry of Petroleum and 
Chemicals has been consulted in the matter and the reasons 
for larger imports, than estimated, are as under: 

<a) in 1971-72 crude throughout estimates for refineries in 
the country were 19.98 million tonnes. Actual through-
out was, however, only 19.66 million tonnes. The loss in 
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throughout of nearly 320,000 tonnes had, therefore, to be 
met by increased imports; 

'(b) actual sales of petroleum products, particularly high 
speed diesel oil, light diesel oil, furnace oil and bitumen 
(whose production is possible at the cost of less produc-
tion of furnace oil) were more than original estimates. 
"This necessitated additional imports of high speed diesel 
on, light diesel oil and fUl"DJlc:e oU; 

(c) India had to supply some ~troleum products to Bangla-
desh which could not be anticipated earlier. Total ex-
port during 1971-72 including supplies to Bangladesh 
were as under:-

(In '000 Tonnea) 
.. ----.. -~--

Product Quantity 
------

Mops S4 
Naphtha so 
Kerosenc II 

H.S.D. 14 
L.D.O. 3 
Fumaceoil I 

Othcr products 2 

Total I3S 
'--'-

and (d) increased import of aviation gases and a higher level 
of product inventories was also necessitated during the 
year (1971-72) due to the prospect of war on Bangladesh 
issue. 

(2) Iron and Steel: In the case of iron and steel, anticipated im-
ports indicated by the Department of Iron and Steel and relied upon 
for estimatioll ,of likely revenue during 1971-72, WeTe Rs. 140 crores. 
Actual imports were, however, of the order of Rs. 245 crores. The 
Department of Iron and Steel has been consulted and the reasons 

'for higher imports are as under:-
(a) Shortfall 'in lndigenous production due to • major break-

down of coke oven batteries of the Bhilai Steel Plant in 
May. 1971. and roof collapse in the steel melting shop in 
Rourkela Steel Plant in July. 1971; 

(b) Additional import facilities granted towards the end of 
1970 to meet the needs of industries; 
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(c) Substantial increase in demand due to post-recession re-
vival activities: and 

(d) Higher utiHsation of back period import facilities through 
valid import licences. . 

(3) Other Commodities: The other commodities which mainly 
:accounted for higher realisation than estimates, were machinery, 
motor vehicle parts, chemicals and other industri'al raw materials 
and fertilisers. The reasons for the increase in imports leading to 
higher realisation are as under:-

(8) The polley of liberal allocation of impo",d raw materials 
and components to priority industries was continued during 
1971-72; 

(b) More liberal licensing facilities were accorded- to newly 
established units in the priority sectors if fixed investment 
needed to set them up did not exceed Re. 1 crore; 

(c) There was a significant increase in the value of import 
licences issued to small scale units and actual users in 
1971-72; 

'(d) Equipment imports significantly rose with growing internal 
demand for investment goods, mainly for electrical 
equipment; 

c(e) Because of the unsatisfactory working of fertiliser plants in 
the country, the demand had to be met by larger imports; 
and ( 

(f) There was a fall in the indigenous output of oU-seeds which 
resulted in significant increase in the value of import of 
oils and fats. 

'no EXPORT DUTIES: 
The increase in collections (Rs. 11.65 crores) w~ mainly due to 

increase in the export duty on carpet backing and other hessians by 
Rs. 400 per tonne with effect frwn 13-12-1971. This also being a post-
budgetary change, likely additional revenue on this account could 
not have been included in the budget estimates. As against thCl 
budget estimate of Rs. 12 crores for jute manufactures, the actual 
receipts were Rs. 22.18 crores during 1971-72. Apart from duty 
increase, exports of jute manufactures recorded a significant increase 
because of disruption of supplies to the world market from Bangla-
-desh. Value of exports hit the high level of Rs. 365.3 crores com-
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pared to Ra. 190.4 crores during the preceding ye8lr (1970-71). To-
ttacco exports at Rs. 42.3 crores were also excepyonally high, owing 
largely to heavy purchases of Indian Tobacco by the U.S.S.R. Ex-
ports of bides and skins attained an unusally high level of Rs. 9O.S 
Ct"ores as compared to Rs. 76 crores during 1970-71 because of better 
overseas demand" 

1.5. In regard to regulatory duty, the Ministry of Finance stated 
in a note as f<¥lows: 

"An enabling provision for the levy of regulatory duty of 
customs was first made in the Finance Bill, 1963 and a 
similar provision continued to be made in the subsequent 
Fm.ance Bills on a year to year basis. The main objective 
of introducing the regulatory duty of customs has been to· 
regulate the quantity of goods imported from abroad and 
to exercise restraint on imports. The provision was first 

invoked on 17-2-1965 to levy regulatory duty at a flat rate! 
of 10 per cent of the value on all imports with the excep-
tion ,of foodgrains, fertilizers, pesticides, books etc. The 
levy was, however, withdrawn with effect from 6-6-1966 
Th~ levy was against imposed on 13-12-1971 at a general 
rate of 2.5 per cent of the value of all imports with the 
exception of foodgrains, books and few oth~r special cate-
gories. A few specified items were also subjected to a 
higher levy at the rate of 10 per cent. of the value." 

1.6. The Committee desired to know the anticipated receipts and 
actual realisations from the regulatory duty commoditywise during 
the period 13-12-1971 to 31-~1972. The Ministry stated in a written 
~: I 

"A commodity wise e5timat~ of revenue from regulatory duty 
was not attempted. Such an exercise was not considered 
necessary as the bulk of the imports were to be subjected 
to a flat rate of 2-112 per cent of the value. The total 
revenue estimated from regulatory duty was Rs. 40 creres 
per annum. This worked out pro-rata to about Rs. 12 
crores for the period from 13-12-1971 to 31-3-1972, The 
actual realisation for this period amounted to about Rs. 14 
crores." 

1.7. The Committee desired to know (i) the aims and objects of 
the provision for levy of regulatory duty of Customs (ii) reasons for 

~ ..... ~...l'___ _ .~."""'- · 
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not enforcing the provision till February;, 1965 (iii) reasons for tts 
Withdrawal after devaluation in June, 1966. In a note, the Ministry 
of Finance stated: 

I '. 

t 

"The summer of 1962 witnessed a short deterioration in the 
country's foreign exchange resources. The foreign assets \ 
of the Reserve Bank. which had already been drawn upon 
heavily during the earlier years, declined further from 
Rs. 129.7 crores at the end of March, 1962 to Rs. f1l crores 
by tM end of June 1962. To the already stringent measures 
existing for restricting the quantum of imports, it Wal 
found necessary to add more decisive restraints ot a fiscal 
nature. Accordingly, in the 1963 budget additional customs 
levies were imposed ona number of items designed to 
ease the pressure on the balance of payments and to en-
courage domestic production of the import substitutes. .'!~ ....• ;i? 

:r ' Simultaneously, in order to be able to adjust fiscal policy 
promptly in response to changing circumstances, a provi-
sion was made in the Finance Bill empowering the Gov-

{', ~ 
\ ,'.~ 

., 

ernment to impose or enhance customs duty within 
specified limits in the course of the year. The Finance 
Minister, while introducing the provision relating to regu-
latory duty for the first time in the Finance Bill, 1963, 
stated in para 44 of this Budget Speech of 28-2-1963 as 
follows:-

·'44. In our pt'esent position, it is essential, to have also the 
authority to be able to act at short notice in order to 
check profiteering and to regulate resources and demand. 
Government has already powers to reduce Customs or 
Excise Duty. In the Finance Bill, it is also proposed to 
take power to enhance these duties or to impose a Cus-
toms Duty within specified limits in the course of the 
year. The limits proposed are 10 per ceJlt ad valorem 
for goods subject to Excise Duty and that rate or 25 per 
cent 0 fthe existing statutory rate whichever is higher 
for import duty. Given powers to vary Excise and 

Customs Duties within limits, it should be possible to ad-
just fiscal policy promptly in response to changing cir-
cumstances." 

..t'The provision relating to the regulat~y duty continued to be 
made in the Finance Bills of subsequent years in order to 
-enable Government to act at short notice to meet unfore-
seen circumstances, as and when necessary. 
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·'Though the provision for levy of regulatory duty of customs. 
was made in the Finance Bill, 1963, it was not found neces-
sary to invoke it till February, 1965. During 1964-65, 
however, there was a steady deelme in the foreign ex-
change reserves of the country as a result of various factors. 
(On 12th Februry, 1965, &S. '.79 C'IWes as against the mini-
mum requirement of RI. 200 crores of reserves in the form 
of gold and foreignaecurities). 111 such a situation, every 
possible measu.re had to be taken to bring about the utmost 
economy in imports and ODe of them. was the imposition of· 
a regulatory iruStoms duty of 10 per cent of the value of . tv...... " llD~ ....... 

1.8. As regards withdrawal of regulatory duty after devaluation 
the Ministry stated: 

"The inci~ence of regulatory duty of customs was only 10 per 
cent of the value. The effect of devaluation on imports 
was to increase their rupee cost by about 571 per cent. 
Therefore, it would be obvious that the devaluation by 
itself would act as a greater restraint on imports than the 
incidence of regulatory duty and hence the regulatory 
duty was withdrawn." 

1.9. The Committee asked for the reasons for imposition of regu-
latory duty in December, 1971, the Finance Secretary stated during 
evidence: "That was because the prices had gone up, the situation 
was worsening .... After 1969-70 the impOirts started rising. It is not 
a stationary sort of economy; it changes from year to year .... What 
bappens in a war situation is this. You have to import a great deal 
of equipment for defence. For that you have to flnd foreign ex-
change. Therefore, in a war, it is necessary to put a restraint on 
Civilian demand for foreign exchange." 

1.10. The Committee asked whether the re-introduction of this 
duty in December, 1971 achieved the objective and if so, how the 
realisation for regulatory duty for the period 13-12-1971 to 31-3-1971 
amounted to Rs. 14 crores against the budget estimates of Rs. 12 
crores. In a written reply, the Ministry of Finance stated: "The 
regulatory duty was imposed during the Indo-Pakistan conflict of 
1971. The value of imports is influenced by various factors. The 
2.5 per cent regulatory duty was intended to exercise a general rest-
raint on the demand for imports. In any case, as there is a time 
lag between the placing of orders and the arrival of goods, the levy 
had its limitations during the months immmediately following it." 
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1.11 .. T~e Ministry furnished the following figures of imports for-
the period 1963~64:-

Period 

1963-64 
19&4-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1973-73 

Value (Rs. Crores) 

1229 

1349 
1409 

207S" 
200S" 

1909" 
J5S2 " 
1634" 
I83S· 
1797" 

-----------------.--------------------------------"In poat devaluation rupees. 

1.12. The Committee desired to know the rates of export duty on' 
carpet backing and other hessians prevailing prior to 13-12-1971 and 
after 13-12-1971. In a note, the Ministry of Finance stated, the rate-
of export duty fixed in respect of hessians (including carpet backing) 
prior to as well as after December, 1971 has been Rs. 1476.30 per 
tonne. However, effective rate fixed by notification had been as 
follows:--
----------

Name of commodity Rate of duty 

Prior (0 From 
13. 12.71 13·12·71 

Rs. Rs. 
Per tonne Per tonne 

----
(a) Carpet blCking 300 700 

(b) Other hessian cloth and bags excluding jute specialities 200 600 

1.13. Explaining the reasons for raising the duty, the Ministry of 
Finance stated in their written reply: "the duty was raised on 13-12-
1971 with a view to siphon off the exeess profit accruing to the jute 
industry consequent on the buoyancy in the international markets 
for jute products at that time." Asked when the buoyancy in the 
market was detected by Government, the Ministry in their written 
reply sated "the buoyancy in the international market for jute pro-
ducts was a result of the diftlculties experlettced by the Bangladesh 
Jute Industry and impact of the shortages was felt by about the last 
quarter of 1971, more 01:' less at the time of the duty was raised by 
Government." 
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1.14. In a note, the Ministry of CODUlleI'Ce stated that "the ftoor 
prices ot Carpet backing (basic construction) were "raised from 
Rs. 3933 to Rs. 41331- per ton from 13-12-1971. The price was reviwed 
10 Rs. 45501- per ton with effect from 24-5-1972 which is still in force. 
No floor price of hessian were fixed during the aforesaid periods." 

1.15. The Ministry of Commerce stated in their written reply, 
'the minimum selling price of 'Carpet backing' was first, fixed in 

.June, 1964 at Rs. 2924 per tonlle' for basic construction (152" x 90z&-
I5x13). No floor price was fixed f~ hessian in view of the fact that 
it has a variety of uses, it is daily quoted in the market, its ex-
port is mainly in the hands of shiP~L the price of hassian cannot 
be delinked from prices of sacking and there is a sizeable domestic 
market tor hessian." 

1.16. The Committee asked in how many cases ~e exporter 
showed a value higher than the floor price fixed by Government, the 
Ministry ot Commerce furnished the following reply: 

" '" 

·'The exact number of cases in which carpet backing was sold at 
prices above the minimum is not available. However, 
according to sample study undertaken in 1971 and 197~ it 
has been estimated that in May, 1971. 58.45 per cent of 
contracts were registered above the floor prices. The! 
figures for August, 1971 is 67.18 per cent that for Sep-

__ . tember, 1971, 79.64 per cent that for January, 1972, 97.22 
'~r cent, February, 1972, 91.50 per cent, ~arch, 1972, 90.40 
pe~ cent and April, 1972, 100 per cent." 

1.17. The Jommittee enqllired about the steps taken to reduce the 
variation betfVeen the budget estimates and actuals. The Finance 
Secretary eJtplained: "At. the time o~ the budget ~reparation w~ try 
to get as m~uch information as poSSIble from vanous sources to see 
that our b",ldget estimates are realistic. Now, ...... the Collectors of 
,customs ywatch the trend of imports and the collections OIl import 
,duties th/roughout the year and specifically six-monthly and nine-
Jnonth~..y estimates are prepared. Then the Appraisers in the Cos-
-.tom~.:i HouSes keep in touch with the major importers and they try 
~_"get information from them as to what are going to be likely 1m-

~rts by them during the next year. The Collector calls a meeting of 
" -the Appraisers etc., to finalise the proposals about B.E. (Budget Esti-

mates). The Board of Excise and Customs gets in touch with other 
Ministries concerned. They ask for their demands for imports for 

l\e'Ct year. They get into touch with the Commerce MiniStry to find 
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()ut about their import policy and with the Economic Division of the 
Finan,ce Ministry. This is the usual procedure. Sometimes this 
usual procedure gets upset because of certain extrenous considera-
tions. There were these considerations earlier. as I explained, 
because of the war. In the earlier years it was because of industrial 
recession. Now, one thing which I would say is that we have accept-
ed the recomrr.endation of the Public Accounts Committee that we 
should set up an Expert Group to see what kind of procedure we 
should follow to make budget preparation a realistic one." 

1.18. The Finance Secretary added: "We have been taking very 
great care to see that the budget estimates are as realistic as possible. 
But, for one reason or another. there is a great deal of difference 
between the budget estimates which we have framed and the actual 
realisations. The Public Accounts Committee had suggested that 
we should appoint an Expert Group to go into this question and make 
recommendations. Government has accepted this recommendation 
and it is proposed to set up an Expert Committee consisting of not 
'Only the tax administrators but an economist who is also well-versed 
in imports and exports matters as well as a statistician to look-into 
this question. We shall be setting up this Committee very soon." 

1.19. As regards the other recommendation of the Committee 
that in the event of any unforeseen variations in the estimates, Parlia-
ment should be apprised of it, giving the reasons therefor, the witness 
stated: "this question wi11 have to be considered in great detail. The 
Government has not taken a decision on this. I would get the Gov-
ernment's decision as soon as possible and communicate it to the 
Public Accounts Committee." 

1.20. An Expert Committee to suggest ways and means of achiev-
ing a more accurate and scientific forecasting of Cl,lstoms Revenue 
was appointed by Government on 7th January, 1974. The Expert 
Committee submitted their report in June, 1974. In their Report the 
Expert Committee observed: 

"Para 3.29. It therefore, seems to us that a system which seeks 
to take as its quantitative base the past import levels of a 
large number of commodities, which do not display any 
reliable trend, and build on it qualitative judgment which 
again depends on "hunches" and infonned guess-work at 

. various levels of estimation, is not calculated to yield satis-
factory results. However much we may try to refine the 
present system, these basic and inherent limitations of the 
present system have to be borne in mind." 

3359 L.S.-2. 
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"Para 3.30-We have, therefore, considered an entirely new 
approach to the problem of estimation, based on well-
known and well-tried statistical methods, whkh might be' 
used to supplement the present method. We believe that 
such a statistical method for forecasting customs revenue 
can be used to provide a more accurate forecast of the 
likely level of total imports in the budget year as well as 
the likely level of customs revenue. When supplemented 
with informed judgment and information regarding prog-
ra,mmed composition of imports in major categories, the 
statistical method would constitute a considerab1e im-
provement over the present system." 

"Para 4.B.-We WOUld, thel'ej'o'/"('. '(I!CIJ)rlL1P·!d that the CentraT 
Board of Excise and Customs should give urgent thought 
to further examination of the possible statistical and eco-
nometric models for forecasting cu~toms reVE-nue. We 
must stress that statistical formulae mentioned by us do 
not provide ready answers to the problems but are indi-
cative of the direction in which further work can be insti-
tuted. It is our suggestion that, for the further prosecu-
tion of this work. the Central Board of Excise & Customs 
should have an Analytical Statistical Budget Forecasting 
Cell (as distinct from the present type of Statistical Com-
pilation Cell) where similar techniques could be tried and 
improved upon. The Central Board of Excise and Customs 
should also consider approaching a body like the Indian 
Statistical Institute and!or the Central Statistical Organisa-
tion for as!'istance in working out more refined 
statistical forecasting techniques, Although we have re-
frained from recommending a specific formula for fore-' 
casting of customs revenue, we believe that, given adequate-
technical assistance. a workable model can be deviesd for 
this purpose." 

1.21. The Committee are concerned to find that during the year 
1171-72 the variation between the budget estimates (Rs. 534 crores) 
and actuals (Rs, (1,%.67 crores) of the Customs Receipts amounted to 
Rs. 161.67 crores which work out to 30.28 per cent. In fact the per-
centage of variation is the highest recorded during the last 10 years, 
'nIe two post budret levies i.e. regulatory duty of customs imports 
and increase in export duty on carpet backing and other hessians 
aecounted for variation only to the extent of about Rs. 24 crores. 
The bulk of the variation was due to larger imports than expected 
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in respect of petroleum products, iron and steel and some other com-
lIIodities, viz. machinery, motor vehicle parts, chemicals and other 
industrial raw materials and fertilizers. Such a wide gap between 
the budget estimates and actuals points to the conclusion that the 
present system of estimating receipts of customs duty is seriou~'iy 
defective and undependable and that this has not even been realised 
shows lack of efficiency at tbe top. 

1.22. In pursuance of the recommendation made by the Committee 
in paragraph 6.1(c) of their 89th Report (5th Lok Sabha), Govern-
ment appointed an Expert Committee in January, 1974 to suggest 
ways and mean~ of achieving a more accurate and scientific forecast-
ing of customs revenue. The Expert Committee in the report sub-
mitted in June, 1974 have expressed the view that a system which' 
seek to take as its quantitative base the past import levels of a large 
number of commodities which do not display any reliable trend and 
build on it qualitative judgment which again depends on hunches 
and informed guess work at various hwels of estimation is not cal-
culated to yeild satisfactory results. The Expert Committee have 
suggested the use of a statistical method for forecasting customs re-
"enue to provide a more accurate forecast of likely level of total 
imports in the budget year as well as the likely level of customs re-
venue. The Expert Committee have suggested that the Central 
Board of Excise and Customs should give urgent thought to further 
examination of possible statistical and econometric models for fore-
casting customs revenue. The Committee desire that the necessary 
[ollow up action on the recommendations of the Expert Committee 
should be expedited and the progress reported to them. 

1.2:1. A significant fartor which came to the notice of the Commit-
tee was that with a view to regulating the quantity of goods import-
ed from abroad and for exercising restraint on imports, the Govern-
ment took powers from Parliament to impose regulatory duty of cus-
toms first in the Finance Bill, 1963 and a similar provision has con-
tinued to be made in subsequent finan~ Bills on year to year basis. 
The provision wa .. invoked only on 17th February, 1965, when regu-
latory duty at a flat rate of 10 per cent of thie value of all imports 
with the exception of foodgrains, fertilizers, pesticides. books, etc. 
was imposed. It was withdrawn with effect from 6-6-1966 conse-
quent on devaluation' a... it was considered that devaluation itself 
would restrain imports which was not correct. The levy was 81t'Rin 
Unposed on 13th December, 1971 because of the need to put a restl'aint 
on imports in the context of war with Pakistan. The Committee. 
however, note that the adual tealisation of regulatory duty wac; to 
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the extent of Rs. 14 awes as against the anticipated reVeIllie ef 
Rs. 12 crores during the year L971-72. U the cnabliDr.: provisioas 
were intended to impose a restraint OD imports, the reall..t:;.tion should 
show a lower figure than anticipated and not aD increase. In thi.s 
~nection the COIllJIlittee notice that the value of imports which wu 
Rs. 1582 crores in 1969·70 and Rs. 1634 c:rores in 1970·71 went up te 
B.s. 1825 erores in 1971·72. The Committee feel that the power of 
the executive to enhance the levy authorised by Parliament is some-
what extraordinary and the exercise of the power so granted can be 
justified only if the intention is fulftlled. This does n!)i appear to have 
happened. In order that Parliament may come to a proper appre· 
ciation of the position an evaluation of the imposition of regulatory 
duties on imports in the past should be given in every case. 

'Audit Paragraph 
Under-assessment due to adoption of incorrect value. 

1.24. In a major Custom House, the as.o;essable value of a consign-
me,t of 10.895 metric tonnes of cross rails, imported in July, 1963 by 
a public sector undertaking and a consignment of surface measuring 
instruments imported in December, 1963 by the same publL' sector 
undertaking was assessed to duty on assessable values of Rs. 1.257 
per metric tonne in the case of former goods and Rs. 2,801 per met-
ric tonne in the case of latter consignment. Similar other con!'ign-
ment covered. by the same contract were valued at far higher fig-
ures viz .. 7,150 in the case of cross rails and R.e;. 41.520 in the case of 
surface measuring instruments. As these were provisional assess-
ments, it was expected that adequent action would be taken within' 
a reasonable time for finalising the assessments on the basis of cor-
rect assessable values. Since it was not done for a period of over 
eight years, Audit pOinted out the discrepancy in the valuation and 
the under-assessment arising therefrom. On receipt Of the audit 
note, necessary rectificatory action was taken and a short levy of 
Rs. 33,~ was recovered by book adjustment. 

1.23. The Ministry. in reply have stated that these were provi-
sional assessments, and the c.i.f. value adopted at the time of provi-
sional assessment was to haVe been revised at the time of finalising 
the assessments. The fact, however, remains that the assessments 
were finalised only after a period of nearly eight years after Audit 
pointed out the discrepancies and su~h delays have inherent in them 
the risk of loss of relevant documents necessary for finalising the 
assessments. 
[Paragraph 4 of the Report of the Comptroller and Auditor Gem'ral 
of India for the year 1971-72, Union Government (Civil) Revenue 

lleceipts-Vol. I-Indirect Taxes) 
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1.26. The Committee wanted to know how different valuations 
happened to be adopted for the same machinery imported by the 
same party at two different times. In a note, the Ministry ex-
plained: 

"Audit pointed out that a consignment of steel cross rails for 
dOuble column vertical mill for boring and twinmg was 
valued at Rs. 1,257!- per metric ton whereas the correct 
value should haVe been Rs. 7,1501- per metric ton AS 8Dp-

licable to ma('hine tools on the analogy of another bill 
of entry in which drilling machine was imported. The 
Appraiser had applied the value for 'steel structurab' 
mistakenly. Apparently, he thought that since the goods 
were Cross Rails, they were to be given the value for 
'steel structurals'. The goods in the two bills of entry 
were not the some although the value relating to machine 
tools was applicable to both the bills of entry. 

"In the second bill of entry, audit pointed out that the ap-
praiser had valued a consignment of surface measuring 
instruments at Rs. 2,8011- per metric ton, whereas the 
correct value should have been Rs. 41.5201- per metric 
tonne applicable to instruments as seen from the bills of 
entry covered by another C.R.A objection. The descrip-
tion of goods in the other bills of entry was various types 
of instruments. The Appraiser had valued the consign-
ment of 'surface measuring instruments' at Rs. 2,801!- per 
metric ton applicable to 'miscellaneous non-standard equip-
ments', whereas the correct value should have been 
Rs. 41,5201- per metric ton applicable to 'laboratory equip-
ment. control and measuring instruments'. Apparently, 
the Appraiser adopted the value applicable to a wrong 
group head through mistake." 

1.27. The Committee desired to know the reason for delay of 8 
years in finalising the assessments. In a written reply, the Ministry 
of Finance stated: 

"Assesssment in these CaBeS is not yet finalised. As regards 
the time-lag, however, it has been reported by the Custom 
House that in such cases plant site authorities, after mat-
ching all documents with the relevant bills of entry, re-
quisition the services of the assessing officer for assess-
ment of the goods at the plant site. The importation in the 
instant case was made in the year 1963 and on getting 
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the requisition from the Plant Authority, an Assessing 
Officer took 171 bills of entry including bill of entry No. 

DI 781 dated 6.1.63 in respect of importation of cross rails 
to the plant site in October 1964 for plant site assessment, 
which was done in the same month. Again, another re-
quisition came from the Plant site authority and another 
Assessing Officer took 151 bills of entry which included bill 
of entry No. DI 3306 dated 2~12-63 in respect of importa-
tion of Surface assessment, which was done between the 
period from 18.1.66 to 4.2.66. 

"All the bills of entry had to be audited in Internal Audit De~ 
partment before realisation of extra dutiesirefund action 
as a result of assessment at the Plant site. Internal Audit 
Department raised some objections. These were duly 
considered and refund and extra~duty action taken. 
Thereafter, pos~auditing the paid vouchers was comp-
leted. All these actions took considerable time before 
the Special Proceedures files were forwarded to the 
C.RA.D. on 9.1.70 and 14-9-70 repectively ." 

1.28. Asked when Audit raised objections in these cases and when 
they were replied, the Ministry stated in their written reply: 

"In respect of Cross Rails the Audit raised the objection o. 
8.6.70 and in respect of Surface measuring instruments on 
3.3.71. These were replied by the Custom House on 9.6.71 

and 7.6.71 respectively." 

1.29. The Committee enquired when the contracts in this case 
were registered and whether they have been completed and if so, 
under lover assessments noticed in these contracts. The Ministry 
furnished the following reply: 

"The imports were made under contract Nos. (i) S37C-2616!61A 
and (ii) S37C-27161A which were registe~ed on 1.12.61. 
The imports against these contracts have been completed, 
but the contracts have not yet been finalised as the party 
has not submitted final reconciliation statements along-
with the payment certificates and other relevant docu-
ments. Ln view of this, the total underlover assessments 
noticed under these two contracts cannot be stated now." 

1.30. The Committee wanted to know the number of contracts re-
.liltered annually under the special contract procedure and how 
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many of them were still current. From the information furnished by 
the Ministry, the following position emerges: 

M.adras CWltom H O1L~e 

Of the 19 contracts registered with the Madras Custom House 
during the years 1969 to 1973, 12 are still current as shown below: 
_._----_ .. _-_._-----_._-----_._-- .. -----~;; -or- . --No-:---oi' 

Year 

1969 
1970 
1971 
1972 
1973 

contracts CXlI1'8ct. 
registered CU!reD! 

Bombay Custom House 

6 
6 
3 
3 

2 

3 
3 
3 

7 contracts were registered with Bombay Custom House prior to 
1972 (between 29--12-1962 and 29-3-1965). No such contract has been 
registered during the last two years. Out of the 7 contracts, in res-
pect of 2 contracts consignments continue to be imported. Two COII.-
tracts are the process of finalisation and the remaining cases are 
pendin~ fnT' want of document~. from the importer. 

Visnkhapatnam (:'ustom H01~se 

The number of contracts registered with the CustoIJ} House, Vis-
akhapatnam and those that are current are as below: 

Year 

1961 
1962 
lQl:3 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 I 

197:1j 
1973 ~ 

--_ ... - ._---

r .. 

N,). of N). of 
COD tractS CO" tract& 
regiatered I:urreat 

63 32 
94 66 
83 45 

113 54 
212 144 
110 67 
36 33 
26 17 
16 II 

34 28 
32- :II 
26 25 
22 22 

~- - - --------.~--~~ 
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Calcutta Cutom HOlJ.se 

The position regarding the special procedure contracts registered 
with the Calcutta Custom House is as follows: 
____ .0- ___ ~ ___ ~ .. 

Year 

1961 
I96z 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1910 
1911 
1912 
1973 

---_.- .. _---_ .. 
No. of contracts 

registered 
.•. _----- .. _----

No. of comrat·ts. 
(."\lrrent 

7 
15 
S 

IR No imporullion now against any 
of Il\eRe contract8 

l 

r 
Nil 
Nil 

Nil 
Nil 
Nil 

Cochin Custcnn House 
------. ----

No case of asses. .. ment of plant and machinery under the special 
Contract Procedure has been noticed. 

1.31. Asked about the difficulties encountered in the quick finalisa-
tion of the contracts and assessments and the remedial action taken 
in this regard, the Ministry explained: 

"The main difficulty in this regard is that the Govt. Undertakings 
do not furnish reconciliation statements immediately after all the 
imports under a contract are effected. Imports covered by a con-
tract is generally spread over a number of yearS and this compli-
cates the task because the older documents do not become readily 
available at the time of ftnalisation. For instance, against the con-
tract relating to Cross Rails. as many as 4205 consignments were 
imported spread over 8 years till 1969. In the case of contract for 
Surface Measuring Instruments al80, the imports were spread over 
7 years involvinlY ae; many as 4662 consignments. Preparation of re-
concilliatlon statements for such huge projects by the Project Au-
thorities takes a long time. In case of items which have to be assess-
ed on merit, it becomes difficult to ascertain values of individual 
items for the following reasons:-

(i) Being specialised items of import, there are no compar-
able goods; 
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(ii) Since the goods come from the rupee-payment areas, en-
quiry regarding value also becomes difficult. 

"The difficulties regarding assessment of plants have been 
sought to be remedied by introducing in September, 1965 a 
ne\'! . tariff item for project imports under which all im-
ports for a proje:t are assessed at the uniform flat rate 
generally applicable to machinery. With this new item, 
the classification of the goods under different tariff items 
is avoided. Even in regard to value, so long as the im-
ports for a project take place within a period during which 
the rate of duty on project imports had remained the same, 
less value of one article and correspondingly higher value 
of the other does not make any difference. Ultimately. 
there is a reconciliation statement for the entire value of 
the project. Secondly, in July. 1968, the Board clarified 
that mat:hinery contracts registered prior to August, 1965· 
may be re-registered under the Project Imports Regula-
tions to facilitate assessment and clearance. It was again re-
iterated in Fp.bruary, 1971 that it is not necessary that the 
registration of a project under the Project Imports Regul-
ations should precede the first importation under the con-
tract and such registration could be done at any time dur-
ing the currency of the contract. Thirdly, it has also been 
impressed upon the Colle:tors in April, 197"3 that every 
effort should be made to finalise the contract cases within 
one year of the date of import of the last consignment co-
vered by a contract. Fourthly, the Custom House, Cal-
cutta has augmented the executive staff posted in the 
Machinery Contract Unit Of the Custom House. The cases 
are now followed up closely with the Government under-
takings who have been directed to submit the reconcilia-
tion statements." 

1.32. The Committee wanted to know whether in all cases where 
contracts have been finalised the importers furnished the full recon-
ciliation statements, in how many cases discrepancy was noticed by 
the Custom House and whether the discrepancies were reconciled. 
The MiniBtry replied: 

"The ())1lec:tDr of C~st()mc:;, Calcutta has reported that in all 
cues where contracts have been finalised. reconciliation 
~ene:, weY'e submitted hy the importers. Thousand' 
Qt QmIIpmentls are imported under the machinery cont-
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ract procedures. In big contracts by Government Under-
takings the discrepancies are- very common. It is, how-
ever, not possible to say in how many cases discrepancies 
were noticed and how they were reconciled. The relative 
closed contract files may if necessary, be seen by Audit. 
However, whenever any discrepancy is noticed in the 
particulars furnished in the reconciliation statements. the 
importers are asked to provide necessary clarification 
with documentary evidence an dthe cases are processed 
on the basis of further information given by them.. The 
Collector of Customs, Calcutta has reported that finalisa-
tion of contracts results in realisati(t)D of extra duties in 
some cases and granting refunds in others. Where the 
contracts are very small and there is no provision for price 
variation clause, normally there could be no scope for 
discrepancy in reconciliation as regards value." 

1.33. The Committee asked about the procedure for endorsing as-
'sessment on contract Bills of Enetry and how the final assessment was 
,endorsed. In a written reply. the Ministry stated: 

"The Collector of Customs, Calcutta has reported that while 
assessing at the initial stage before clearance of the goods 
on the basis of the party's declaration (in the absence of 
adequate documents) the bill of entry is endorsed to show 
that provi~ional assessment on the declared value and 
quantity has been done and the Accounts Department is 
instructed to take deposit of provisional duty. The re-
levant contract file number is also endorsed on the bill of 
entry. After ,assessment at plant site on the basis ot 
inspection of documents and goods, the bill of entry is end-
orsed to show that the assessment is finalised and endorse-
ment of extra duty or refund is made on the Bill of entry. 
The assessment at plant site is subject to change at the 
time of finalisation of the entire contract. The endorse-

ment made in the bill of entry after plant site assessment 
is. therefore not correct since the assessment continued to 
be provisional till the contract case is finalised on receipt 
of reconciliation statement and the duty is finally adjusted 
after aU the consignments against the contract have been 
imported .... " 

1.34. The Committee are unhappy that in this case asseSsable val .... 
. .,f a consignment of cross rails imported in July, l~and surf ... 

. ' .. J •. '" 
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measuring instruments imported in December, 1963 by a public 
undertaking under special project import procedure was assessed to 
duty on assessable value of Ks •. 1,257 per metric tonnes and RB. 2,801 
per metric tonne respectively, although sifuilar consignment covered 
by the same contract were valued at far higher figures i.e. B.s. 7,150 in 
case of cross rails and &. 41,520 in case of surface measuring instru .. 
"11ents. At'lmlttedly the Appraiser concerned was not careful while 
assessing ,he goods initially. It is surprising that he could not db-
nnguish between rails and structurals. This rat..es the basic questiOil 
of adequacy of training of appraising staff in order that they may be 
effective and efficient. The Committee desire that this aspect should 
be considered by the Central Board of Excise and Customs with tI-.e 
seriousness that it deserves and the committee informed about th. 
outcome. 

1.35. The Committee are at a loss to understand how the mis-
takes could not be detected both at the time of checking the bills 
1It the project site in October, ],964 and January-February, 1955 and 
in the course of Internal Audit when RevenUe Audit could detect 
them which confirms the usefulness of Revenue Audit. Further, 
they see no reason why it should have taken a year to reply to the 
Audit objection in the first case which was raised in June, 1970. In 
this connection the Committee would remind the Government that 
they have time and again impressed upon the Board the need to 
take prompt action on Audit objections. They would, therefore. re-
quire suitableaC'tion against the delinquent offi-:eI'S feT' all: the 
above aspes after fixing the reiiponsibility partirularly in the higher 
cadres under advice to the Committee. 

1.36. Another unsatisfactory feature of this caSe is that there 
was undue delay in finalising the provisional assessment made under 
-spedal project procedure. The contracts were registered on lst 
December, 1961 and the imports against the contracts were sp.read 
over a period of 8 years m case of cross rails and 7 years in case of 
surface measuring instruments. The assessments have not yet beea 
finalised as the final reconciliation statements have not been submit-
ted by the impol'ter. The Committee are not satisfied with the delay 
of 5-6 years in finalisation of the assessments after the last impor.-
tanon. The Committee desire that this matter should be vigorously 
pursued with the Shte Undertakin~ concerned and the Committee 
apprised of the progress. A general review in thi; regard in all the 
Customs Houses also appears called for. For instance in Calcutt. 
Customs House, out of 00 contracts registered during the period 
1961-73, none is curtent at present and it is not at all clear whe.thft' 
all theprovisiona1 assessments relating to them have been fi.utllAe". 
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The Committee would, await the results of the review as well as' 
tbe aetion taken to stop repetitions. 

1.37. From the ficures furnished to the Committee they find that 
while the number of contra~ts still current in the major Custom 
Houses of the country is of a negigible order (12 in Madras Custom 
House, nODe in Caleutta Custom House and 7 in Bombay Custom 
House), the pendency of contracts in Visakhapatnam Custom House 
is abnormaUy high and out of 867 ~ontncts registered during the 
period 1961-1973, the number of contracts whi~h are still cunent 
is 572. Out of these~ as many as 143 contracts relate to the period 
1181-63. In the opinion of the Committee it would not be in the 
public interest to allow the contracts to continue for an indefinite 
length of time as it is always fraught with the risk of los8 of docu-
ments and Of goods becoming unidc~ltlfiable. The Committee, there-
fore, desire that a suitable time-limit, say 3 years, should be prescrib-
ed for the currency of such contracts under the special procedure. 

Short assessment due to applicatiOt~ of ttn'onq rate.; oJ e:l'change 

Audit Paragraph 

1.38. In a major Custom House, two bills of entry were presented 
on 8th September, 19'71 and 3rd December, 1971 for goods valued at 
43,00,000 Belgian franc and £2,92,487 respectively. While converting 
this into Indian rupees for the purpose of assessment, the Custom 
House appUed incorrect rates of exchange, resulting in a short 
assessment of Rs. 38.888 in both the cases. The Ministry haVe replied 
that in both the cases the bills of entry were given prior to the 
grant of "entry-inwards" to the ship, and llsince day-to-day fluctua-
tions in the rates of exchange of various fon'ign currencj~s are 
vf!!ly minor and since the difference between the rates of exchange 
ruling on the day the bills of entry were presented and the day on 
which the entry-inward was granted were so insignificant that the 
Custom House overlooked the need for re-assessment." Even though 
the variations in exchange value may be minor, in the rupee valua-
tion of large or heavily priced consignments of goods, the total amount 
of extra duty realisable-where the rates of exchange have gone u?-
could be substantial as in this case. 

[Paragraph 5 of the Report of Comptroller and Auditor General 
for the year 1971-72, Union Govemment (Civil) Revenue' 

Receipts-Volume I-lnd~rect Taxesl 

1.39. The Committee desired to know the system in vogue when 
the two bills Of entry were presented for review and when entry 
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inwards was grantp.d. 'The Ministry stated in a written reply: "The 
Collector of Customs, Bombay has stated that prior to 12-4-1972 the 
practice in the Custom House was to apply the exchange rate pre-
vailing on the date of presentation of the Bill of Entry in order to 
facilitate expeditious finalisation of the assessments and there was 
:no system of review because of day to day fluctuations in rates of 
exchange." 

1.40. The Committee drew attention to the Ministry's reply to 
'\udit that the Custom House did not issue demand on the ground 
that the fiuctua,iu: :.; in tne r;;.u.j of e...cchange were insignificant and 
:asked how the Custom House came to this conclusion when they did 
not calculate the differential duty amounts. In reply, the Ministry 
stated as under: 

"Under Section 15 of the Customs Act, 1962, the rate of ex-
change has to be determined taking the rate prevailing on 

the date the bill of entry filed for the date of entry inwards 
of the vessel. whichever is later. Prior to second half of 
1971. day to day fluctuations in. the rate of exchange of 
various foreign currencies were very minor, the rate of 
exchange was alm05t the same on both the date i.e. the 
date on which the bill of entry was filed and the date 
adopted under Section 15 of the Cuctoms Act, 1962, 
or the difference was so insignificant that there was no 
necessity for the Custom House to issue a demand. This 
was the reason for the absence of a procedure in the Cus-
tom House for review of th~ Bills of Entry filed under the 
prior entry system, when entry inwards was granted. This 
practice was prevalent during the second half of 1971 when 
the Bills of Entry in question were filed. Hence, no calcula-
tion of the differential duty inwlved was made by the 
concerned assessing officers." 

To a query whether there were similar cases in other Customs 
Houses, the Minister replied: "Other Custom Houses were asked to 
intimate if they had similar cases. The Collector of Customs, Calcutta, 
~adras and Cochin have intimated that during the period in ques-
tion no such case of application of wrong rates of exchange occurred 
at their ports." 

1.41. To a question ao; to the levels at which theaebills of entry 
were audited and reviewed and the responsibility 01 the Internal 
Audit in these cases, the Ministry replied: 

"The Bills of Entry in question were audited and reviewed 
by computists. audit clerks and audit appr.aisers. 
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"The Internal Audit Department is Tequired to check all as-
pects relating to valuation and assessment including the-
rates of exchange. The Collector of Customs, Bombay has 
stated that in his Custom House during the period in 
question, the Custom House including the Internal Audit 
Department used to follow the earlier oractice of holdin a 
the date of notingipresentation of the Bill of Entry as th~ 
crucial date, and hence, the error could not be detected. 

"In this regard the Collectors of Customs. Calcu tta and Madras. 
have stated that in their Custom Houses the Internal Audit 
Departments were ensuring that r;,o short levies occurred 
because of application of wrong rates of exchange." 

1.42. The Committee enquired whether any remedial measures 
were. taken to enSUre that in respect of imports by a vessel all entry 
bills were reViewed for correct conversions. In a note, the Ministry 
stated: . . 

"In order to bIke care of day to day fluctuations in the rates of 
exchange~ from July, 1969 onwards, the Govt. have been 
periodically issuing notifications under section 15 of the 
Customs Act, 1962 prescribing the rates of exchange fa. 
various foreign currencies for the purposes of valuation of 
goods under section 14 of the Customs Act, t962. 

"In accordance with Board's letter F. No. 15;11!67*Cus-VI dated 
26-9--69 except in cases where the exchange' rate is the 

• same on both the dates when the bill of entry is filed and 
). the date adopted under section 15 of the Customs Act. 1962. 
~ or the difference is so negligible that the norma) practice 

(~. would not permit issue of a demand for duty, the ('orrect 
\ rate of exchange is required to be applied. In order to 

prevent short levy due to incorrect application of exchange· 
;' rates ................ a procedure for re-assessment of bill 

,. of entry filed under prior entry system has been prescribed. 
,.. According to this procedure when the exchange rates pres-

.r' cribed by the Gcvt. are rescinded or revised or when ex* 
change ~ates are prescribed, all affected bills of entry flIed 
under the prior entry system on which duty has been aSSes-
sed but not yet paid are required to be returned by Cash. 
and Accounts Department for presentation to a Centralised 
Cell, earmarked for this purpose for re-assessment of the-
value and duty. Further, Bills of Entry for consignments 
On which duty has been paid but the goods have not been' 
cleared are required to be referred for re-assessment by 
the Shed Appraisers to the Centralised Cell. In all cases: 
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referred by ths Shed Appraisers to' the Centralised Cell for 
recovery of extra duty, instead of the usual procedure a 
simplified procedure for recovery of extra duty, against 
a post original bill of entry is required to be followed." 

1 .• 3. The Conunittee note that in both the cases the bills of entry 
were presented under the prior entry system, that is, presentation 
of documents before arrival of the vessel. Under Section 15 of the 
Customs Act, the rate of exchange applicable is the one prevalent 
on the date of presentation of the bill of entry or date of entry of the 
rates of exchanges had changed by the time of grant of entry inward, 
goods should haVe been revalued and differential ameunts should 
have been realised. The Committee regret that the correct procedure 
was not followed in these cases. The Ministry have explained that the 
omission was due ,to the fact that the Customs House treated the 
difference as insignificant and therefore did not issue the demand. 
The Committee would observe that this assumption is unwarranted. 
The exact quantum of duty depends.on the value and rate. Where 
these are high or even one of .the fadors is high, the difference would 
be appreciable. Tbe Committee understand that the normal practice 
is not to demand duty for a sum less than &S. 25. In the present 
cases, the difference of duty amounted to B.s. 38,888 whi'!h is not at 
all an insignificant amount. 

1.44. The Committee feel that the existing system for review of 
all bills of entry presented under prior entry needs examination. 
They have been informed that in the cases mentioned in the forego-
ing paragraph the bills of entry were audited and reviewed by com-
putists, audit clerks and audit appraisers. According to the Audit the 
duty paid was as. 3,65,916. Having regard to tbe amount involved 
there is difinitely a case for check at higher levels as well. In order 
to avoid recurrence of such cases of under-assessment, the Commit-
tee require that the Depal·tJnent should Jay down rigid guidelines in 
this bebalf. 

Audit Paragraph 

Short collection of duty due to ineo/'j'ee/ addition of Jrt!j~/il.(. 

1.45. A consignment of wire ropes and mooring buoys valued at 
Rs. 1.71,120.83 and imported by a Port Trust at. a major Custom House 
in February, 1966 was assessed to duty under items 63(24) and 63(28) 
Indian Customs Tariff at the rate of tiO per cent plus 10 per cent ad 
valorem. Customs duty amounting to Rs. 1.19,785 was collected on 
18th July, 1966. The freight declared by the importer in the bill' of 
entry and accepted by the Custom HOUSe for purpose of assessment. 
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was Rs. 30,392 whereas the freight actually payable by the Port 
Trust on the consignment was U.S. dollars 30.392 equivalent to 
Rs. 1,44,587 which amount was adjusted by book transfer, in the 

. accounts of the Port Trust for March, 1967. The incorrect declaration 
of freight in the bill of eiltry resulted in short collection of duty to 
the extent of Rs. 80,256. When this was pointed out in audit, the 
Custom House issued a demand letter for the short levy on 2nd 
December, 1969. An amount of Rs. 26,695 was recovered in cash in 

. August. 1970 and the balance was set off against sum held to be due 
to the importer on a revision applicati'on filed by the Port Trust. 

The Ministry have replied that the P.:)rt Trust declared the freight 
:as Rs. 30,392, instead of U.S. dollars 30,392 in the bill of entry, and 
as the amount of freight appeared to be fair. it was accepted as 
.correct It has further bee'll stated that the Port Trust did not inform 
.the Custom House even after they had come to know about it. 

[Paragraph 6 of the Report of Comptroller and Auditor General 
for the year 1971-72. Union Government (Civil) Revenue 

Beceip1:s-Volume I-Indirect Taxes]. 

1.46. The Committee desired to know the freight shown on .:he 
bills of entry and whether it was supported by a bill of lading or 
other documents. In a written reply the Ministry of Finance stated: 
"It is seen from the bill of entry that the freight was originally shown 
as $ 6,398.35 which was later scored out and the freight amount was 
shown as Rs. 30,392.15. The Collector of Customs has reported that 
the freight note submitted at the time Of assessment is not available 
in the Custom House file at this stage. From the copy of the freight 
invoice now obtained from C.R.A. it is seen that the freight was in-
dicated as 30,392.15 without indicating the currency." 

1.47. The Committee asked how, in the circumstances the Custom 
House admitted freight ('harges as correct. In a written reply, the 
Ministry of Finance stated: "The Collector of Customs has shted 
that since the amount declared appeared to be fair being about 20 per 
cent of the cost of the goods imported, it was accepted as correct." 

1.48. To a question whether the Custom House had called for 
invoi·ce and supply order before assessment, the Ministry replied: 
"According to the endorsement on the reverse of the original Bill 
.0£ entry, it is noticed that Freight Note & Invoice were produced at 
the time of assessment. The Collector of Customs, Cochin has stated 
that as the Customs signed Invoice and Freight Note are not readily 
.availabJe, it is not possible to state as to what was mentioned therein 
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abou~ freJght ....... From a copy of the freight invoice now obtained 
from C.RA. It is seen that freight invoice indicated the freight as 
3°1392.15 without indicating the currency." , 

1.49. The Committee asked when the Port Trust came to know 
that the freight charges were not the same as declared in the b1ll 
of entry. The Ministry replied: "The Port Trust have iniQrmed that 
the error was noticed only when the Accountant General, Kerala, 
wrote to the Financial Adviser and Chief Accounts Officers, Cochin 
Port Trust on 16-12-67 that although the Bill for freight showed the 
freight paid as Rs. 30,392.15, an amount of Rs. 1,144,509.65 was paid 
to the Pay and Accounts Officer, D.G.S. & D. in 7166 towards freight. 
The matter was at that stage taken up by the Port Trust with the 
Pay & Accounts Officer, Ministry of Works, Housing and Supply, 
Bombay, who explainEtd that the freight charges were correctly 
recalled in dollars." 

1.50. To a query why the Port Trust did not declare the actual 
freight to the Customs, the Ministry replied: "The Ministry did nof 
make any enquiry with the Port Trust as to why the actual freight 
was not declared to the Customs since enquiries in individual cases 
of assessment etc. are not made by the Ministry. The Custom House 
have now made enquiries from the . Port Trust who have stated that 
the declaration of freight in the Bill of Entry in rupees was made 
by them on the basis of freight invoice from which Dyson Shipping 
Co., New York, which showed the amount of freight as Rs. 30,392.15." 

1.51. The Committee desired to know the normal practice for 
addition of freight to the invoice value. In a note, the Ministry 
explained: 14ln cases where the invoice gives only f.o.b. or c. & 1. value, 
actual freight charges incurred as seen from the Bm of Lading and 
Freight notes are added to the invoice value. If the actual freight 
charges are not available, the Custom Houses attempt to verify 
the freight from documents such as freight memo or certificates 
from Steamer Agents. If documents indicating the actual freight 
charges are not available addition of 20 per cent for freight charges 
is accepted provided the goods are such that this addition appears 
reasonable. In case, it is felt that even 20 per cent would not be 
adequate to cover the freight charges, a higher addition may be 
made and provisional auessment .resorted to." 

1.52. According to Audit, invoice price of the goods in this case 
was Rs. 1,37,985. As agal~ this, ~ freight amounted to 
Rs.,1,44,587. The Committee. wanted to know the realGns fOI\"such 
biah freight. In a note, the Ministry stated: "Freight ~unt 
3359 LS-3. 
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normally depends on weight or measurement and also upon the 
nature of goods. In this case the goods were very heavy weighini 
about 118 tonnes, hence the freight amount was very high," 

1.53. To a question whether Government have analysed the types 
of goods that could have mch high incidence of freight, the Ministry 
replied: "In order to ensure that there was no short levy due to 
the flat rate addition of 20 per cent on account of freight and 
insurance it has been prescribed that a record of any class of goods 
in respect of which 20 per cent addition is found inadequate should 
be maintained. A list of articles was also drawn in respect of which 
the addition of 20 per cent for freight and insurance charges was 
found to be insufficient." 

1.54. The Committee asked what action could be taken against 
an importer if he did not report the actual freight or withheld any 
other relevant information and what action was taken against the 
Port Trust in the present case. The Ministry stated in a written 
reply: "In cases where an importer deliberately misdeclares the 
actual freight or withholds any other relevant information which 
comes to light subsequent to the filing of the declaration, in 
addition to the recovery of short levy which can be made upto 5 
years from the relevant date under proviso to section 28(1), action 
can be taken against the importer in terms of seCtions 111(m) and 
112 of the Customs Act, 1962, which provide for confiscation of goods 
and for imposition of penalty on the importer. No action was taken 
against the Port Trust because being a quasi-government body, it 
was not suspected to have misdeclared the freight deliberately." 

1.55. The Committee take a serious view of the Port Tnat not 
declaring actual freight to the Customs in this ease. The freight 
declared by the importer in the bill of entry and accepted by the 
Customs House for the!purpose of assessment was Its. 30,392, whereas 
the freight actually paid by the Port Trust on the consignment was 
U.S. dollars 3,392 amounting to Rs. J.t4,587. After the Port Tntst 
eame to know in December, 1967 that the actual freight was 
Re. 144,587 no actioa was taken by them to apprise the Custom 
Bouse of the actual position. Under-assessment caDle to notice 
when it was poiDted out by Audit iD December, 1969 whereafter 
adion was takeD to recover short collection of duty to the extent of 
RI. 80,256. The Committee ~t that neee5sary action should be 
taken to fix responsibUity of the oftleen of the Pori Tntst for DOt 
givin, eeessary information to the Custom House. 

1.51. The Committee ue surprised how the Collector 01 Customs 
aceepted the hiPt deelared to be fair beIDa' !O per cent of the 
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e06t of loods imported. when in this ease the iOods were very heavy 
weirhiDI about 118 toBDCfI. The Committee Dote that in ord_ to 
ensuretbat there is no short levy d~ to Oat addition of ZO per 
cent on secount of freight and insurance, it has been preseribed that 
a record should be maintained of any c:1ass of pods in respect of 
which ZO per UDt additiOll is inadequate. The Committee desire 
that the Board should ensure that such a list is maiDtained by all 
Custom Rouses and that it is kept up-to-date. 

Audit PararrapiL 

Short levy of additional duty 

1.57. In two Customs ports, bulk imports of rock phosphates were 
charged to additional duty on the basis of invoices produced. The 
values On the invoices were for 95 per cent of the weight of goods 
shipped. That the assessment on this basis was not correct was 
pointed out in Audit in January, 1970 in one port and in October, 
1970 in another port. The Custom Houses thereafter called for con-
tracts and scrutinised, when it transpired that the payment of 95 
per cent of weight of goods was proviSIonal and the balance of 5 
per cent was payable on importation. A short recovery of Rs. 19,757 
was realised. 

The Ministry have stated that the Custom House charged coun.-
tervailing duty under the impression that the invoices produced by 
the party were final. 

[Paragraph 8 of the Report of the Comptroller and Auditor 
General of India for the year 1971-72, Union Government (Civil), 

Revenue Receipts, Vol. I-Indirect Taxes]. 

1.58. In a note furnished to the Committee, the Ministry stated: 
"The reason for the under assessment was that the importers did 
not declare that the invoices were provisional. Another factor which 
led to under assessment w,as that even though the nature of the 
deduction was not indicated in the relevant inVOices, the concerned 
Appraisers and the Auditors in the Internal Audit Departrnent did 
not question t,he importers regarding the 'reasons for the invoice 
value being only for 95 per cent of the bill of lading quantity." 

1.59. The Committee enquired how the value of goods was nor-
mally checked and whether the procedure was followed in this case. 
lli their reply the Mini~try stated: liThe "Value of the goods is nor-
mally checked by the, ~ssessing officer with refer~nqe to the jnvoice 
and thepric~ a~' which' similar goods are imported by other ~m
pbrters. In case, ot doubt other documents like contracts, pri~ lISts. 
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and correspondence are examined. stnce the nature of the deduc-
tion in the invoice was not indicated, the Appraiser should have 
queationed the Party about Die reasons for the deduction. To this 
extent the procedure was not followed." 

1.80. The Committee wanted to know what the responsibility of 
the importers was in this ease. In a note, the Ministry stated: "It 
was the responsibility of the Importers to bring to the notice of 
the Custom House that the invoices were provisional, since the 
importers subScribe the following declaration on the Bill of Entry:-

IIWe declare that IIWe have not received any other docu-
ment or information showing a different price, value, 
quantity or description of the said ·goods and that if any 
time hereafter IIWe receive documents from the importer 
snowing different facts, IIWe will immediately made the 
same known to the Collector of Customs." 

1.61. To a query where any action was taken against the importers, 
the Ministry replied: "No action was taken by the concerned Custom 
Houses against the importers since they were a Public Under\.lking 
and the Custom Houses did not treat these as deliberate attempts 
to evade duty. The amount of short levy was paid by importers." 

1.62. Tl\e Committee desired to know whether the fact that the 
invoice value was only 95 per cent of the total was noticed by 
Internal Audit and they were informed that "the mistake in assess-
ment on the invoice value of only 95 per cent of the total was not 
noficed by the Internal Audit Departme!rt until Customs Revenue 
Audit DepartmeRt pointed it." 

1.63. The Committee regret to observe that in this case failure of 
the Custom Bouse to scrutinize ,the contract resulted In untler 
aase&Sment of tUStom. duty to the extent of as. 1.9,'15'1. The Customs 
had auelsed the eoocls on the basis of invoices in which thie valuM 
were for 95 per eent of the weight of goods shipped. The odel'-
assessmeltt was detected on the seru.tiny of the contracts at the 
iutaDce of Audit. The Committee are unhappy that Intemal Audit 
Department could DOt detect the mistake. 

1M. It was the duty of the importer to bring to the notiee of 
the Cutom House that iavolees were provisioaal. The Committee 
note that the importer in this cue is a public undertakina, and 
therefore DO action was taken apinst them. The Committee desire 
that correct proeedure should be followed by all Public: UDdertak-
I..... It Is the normal practice that goods should be eleared by .. 
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autlaorilecl ...-t. If that i. so, then tile Committee would ..... _ 
that aetion should be taken apiDst him fer his faUare In _ ..... 
ducm, the origiaaI COIltraet and bavoiees OD his cnm .eeord ..... 
adrice to the Committee. 

Audit Panpaph 

Non levy of additional duty 

1.65. ColJar stays are made from Polyester or P.V.C. sheets aud 
therefore they fall under the category ·plastic articles'. These were 
assessed to duty under item 87 of Indian Custom Tariff without levy 
of countervailing duty till 28th February, 1970, but from 1st March, 
1970 a new item viz., 82(3) was introduced in the customs tariff to 
cover items of plastic materials. With effect from the same· date a 
major Custom House changed the practice of assessment and classi-
fied thein under item 82 (3)(b) ; however, additional duty under the 
corresponding Central Excise Tariff item 15(A) (2) was not levied. 

It was pointed out in Audit that having classified the articles 
under item 82(3)(b), countervailing duty was also leviable on such 
articles under item 15(A) (2) of the Central Excise Tariff. On this 
basis there was an under-assessment in three cases pertaining to 
imports in February, 1971 amounting to Rs. 22,914. On receipt of 
audit objection demand notices were issued for recovery of this sum. 
At the same time the Custom House made a reference to the Board i11l 
November, 1970 seeking guidance as to the classification and levy. 
As no decision was communicated, an. audit paragraph was issued to 
the Board in July, 1972 pointing out non levy of duty amounting to 
Rs. 54,209 in six cases. After issuing a tariff advice on 18th August, 
1972 to the effect that collar stays were assessable under item 87 of 
the Indian Customs Tariff without levy of additional duty under 
item 15(A) of the Central Excise Tariff and not under tariff item 
82(3), the Ministry stated that the Custom House did not charge 
countervailing duty as they were of the view that a notification 
issued in March, 1964 authorised non-levy of additional duty under 
Section 2-A of the Indian Tariff Act. They have added that since a 
tariff advice has been issued classifying the goods under item 87, 
no additional duty is leviable. In the view of audit the notification 
of March, 1964, did not authorise non levy of additional duty, when 
the ptOQuct was classified under item 82(3) of the custom tarttr. The 
tariff advice issued has no retrospective effect nor has it any statutory 
basis. 

[paragraph 9 of the Report of the Comptroller and Auditor 
General of India for the year 1971'·72, Union Government (Civil), 

Revenue Receipts, Vol. I-Indirect Taxes]. 
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1.66. The Committee asked about the basis on which the Collector 
of Customs conce1'l:led classifled COllar Stays UDder tari1f item 
82(3) (b). In a written reply, the Ministry ot Finance stated: "Collar 
stays are fully finished products of plastic. At the time of intro(fuc-
Con of new item 82 (3) its scope was not clear enough whether it 
would also accommodate fully finished products, and hence assess-
ment under item 82(3(b) I.C.T. was resorted to." 

1.67. To a question whether it was not incumbent upon the Col-
lector to levy countervailing duty under 15A of the Central Excise 
Tariff having classified Collar stays under 82(3) (b), the Ministry 
replied: "Collector of Customs, Bombay has explained that Collar 
stays are not in the nature of sheets, foils or rectangular profiles 
or shapes which attract countervailing duty in terms of Notification 
No. 28-Customs, dated 1st March, 1964 and hence exemption from 
levy of countervailing duty was applied. It may, however, be 
mentioned that the articles which are held to be dutiable for the 
purpose of additional (countervailing) duty in terms of notification 
No. 28-Customs, dated 1st March, 1964, are me same as those listed 
in item ~2(3) (b) I.C.T. It, therefore, follows that any article falling 
under item 82(3) (b) I.C.T. will aWo be assessable to counter\'ailing 
duty in terms of the aforesaid notification as the wordings are identi-
cal." 

1.68. The Committee desired to know the reasons for delay in 
giving clarification by the Board on {l reference made by the Collec-
tor of Customs in November, 1970. The Ministry of Finance replied: 

"Item 82(3) rCT was created in the Tariff on 1st March, 1970 
and a file was started in Board's office to deal with prob-
~ems, if any, in the classification of goods under this new 
item. A letter had been issued to the Collectors in that file 
on 23rd May, 1970 explaining the scope of the new item 
and the class of articles which would fall within its word-
ing. On 8th April 1970 the Collector of Customs, Calcutta 
had made a reference on the question of the assessment of 
Nitro cotton and Methyl cellulose under the new item 
82(3) and the same was under' examination in the file 
referred to. It was decided that the question of the classi-
fication of Nitro cotton and Methyl cellulose should be 
first discussed by the Collectors of Customs in a Conference 
for a decision in the light of the principles laid down in 
the clarification issued by the Board on 23rd May, 1970. 
The papers had been kept aside for being considered in 
the Conference. 
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"A letter dated 6th November" 1970 was received from the 
Coll~tor of Customs, Bombay and this was.n omnibus 
reference dealing with the question of classification of 
several articles under item 83(3) lCT. This included, intn 
alia, the question of classification of Collar Stays and 
Polymeric Plasticizers. As the subject of the reference 
was the same as that being dealt with in the general file 
in which the question of a classification of Nitro cotton was 
pending for discussion in Conference, the reference was 
inadvertantly linked in that file instead of putting up the 
papers for action on the letter from Bombay Custom House. 
This letter thus got merged in the file and was lost sight 
of. 

"The reference from Calcutta regarding Methyl cellulose and 
Nitro Cotton was discussed in the Conference held in 
Cochin in January 1971 but the question of classification 
of Collar Stays and Polymeric Plasticizers was not discus-
sed for the reasons stated above i.e. it would thus be seen 
that the letter was inadvertently lying unattended in the 
tile and was therefore lost sight of. 

"On 16th July, 1971 a reminder was received by Telex from 
Collector of Customs, Bombay and the earlier letter in. 
question was then traced and found to be in file. It was 
included for discussion in a Conference of Collectors on 
Classification Matters and was discussed by the Collectors 
in 'the Conference held in Madras in February, 1972. 

Thereafter all the issues covered by the letter from Collec-
tor of Customs, Bombay dated 6th November, 1~70 were 
examined and a Tari1f Advice was issued in the case of 
Collar Stays on 18th August, 1972." 

1.69. Observing that the tariff advice classifying Collar Stays 
under item 87 of the Indian Customs Tariff was given effect to 
retrospectively and on the strength of which additional duty was not. 
levied, the Committee asked what was meant by a tariff advice 
and whether it could be made operative retrospectively. In a 
note furnished to the Committee, the Ministry explained: 

IIA Tariff Advice is an expression of opinion formed in the best 
judgment of the authority giving the advice, on a given 
set of facts and circumstances rather than being a ruling 
or a direction laying down the law for classification of an 
article. It interprets the Tariff so as' to determine' what; 



classiftcation or rate of duty is applicable to a particular 
kind of goods; such a ruling does not alter the law, but 
merely states what in the view of the authority issuing 
the ruling, the law ~8 already. 

"Strictly speaking, it has no legal force in the sense that there( 
is no legal provision by which the Board is authorised to 
issue such Tariff Advices which are legally binding on all 
authorities subordinate to the Board. 

"In so far as a Tariff Advice seeks to explain what the law 
already is, it applies to all cases which are pending and 
open at the time of its issue. The cases which are open 
and yet to be decided at the time of iss~ of a Tariff 
Advice (such as in the present case in respect of classifi-
cation of collar Stays which were under objection by the 
Audit Department) are decided in the light of the Tartff 
Advice and to this extent it has retrospective effect." 

1.70. The Committee cannot but deplore the baordinate delay on 
the part of the Board in Issuing clarification on the reference made 
by the Collector of Customs House, Bombay in November, 1970, 
seeking guidance as to the classification of inter alia. Collector stays 
aDd polymeric Plasticizers. The Central Board of Excise and Los-
toms issued the necessary clarification in the form of tariff advice 
on 18th August, 1972 (i.e. after about Z2 months). This is a dear ins-
tance of gross ineflkiency. The Ministry have stated that the refer-
ence from the Collector of Customs Bombay was inadvertently 
linked with. another case regarding classification of Nitro Cotton 
referred to by the Collector of Customs, Calcutta, in 
April, 1970 and was lost sight of at the time of discussion in the 
Conference of Collectors held in Cochin in January, 1.971. The 
reference was traced only on receipt of a reminder from the Collector 
of Customs, Bombay on 16th July, 19'71 and the question was dis-
cussed at the Collectors Conference held in Madras in February, 
1972. Thereafter tariff advice in respect of Collar stays was issued 
OD 18th August, 19'72. The Committee eonsider that the delay that 
has taken place is inexcusable and sunest that responsibility spe-
cially at the top level should be fixed for the delay and ,the Com-
mittee Informed about the action taka in this behalf. The Com-
mittee would like to reiterate the observation made in parag'raph 
1.33 of their llOth Report (4th Lok Sabha) that the Central Board 
of Excise and Customs are meant to give a lead to the lower forma-
tions In the matter of prompt decisions and it Is therefore impera-
tive that decwoas on questiOlls of tax liability are promptly taken. 
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1.71. It hal beeD &tated by the Mbdatry that the ..... CIINI uuI 
the aleS 'UDder Hjectiaa are decicled on the .... 1. of the tariff 
advice aad. to that 81deDt the tariI aclviee has retrospective eaeet. 
The c...mittee woader whether dais view eouId be -taiDed ia 
law. The COJIIDIittee desire that ,the lliatter should be examiaed 
arefaIIy. lDeld_taIIy, it is evident from the MiDistry's reply that 
... the ease UDder cliaeuuioll the IlOD-1evy of addittoDal duty durin, 
the period 1st March, 1170 to 17th Aucuat, 197Z was due to wroDC 
interpretation of the IlOti&catiGD dated lit March, 1_ by the Bom. 
bay Custom Bouse. 

Audit ParacraPh 
Excess payment oj drawback 

1.72. A company exported from a major port 3,202 metric tonnes 
of 'Galvanised Steel Wire Ropes' to Bulgaria in 1971 and claimed 
a drawback of Rs. 1,459.95. However, the Custom House paid a draw-
back of Rs. 13,031.82, taking the steel content as 26,254 metric tonnes, 
whereas actually the steel content according to the claim made by 
the exporter himself was 2.625 metric tonnes. When this was point-
ed out in March, 1972, the Custom House issued a demand for re-
covery of Rs. 11,728 paid in excess. Out of this, it was stated in 
November, 1972 that the party has paid back Rs. 11,641. The Ministry 
have replied that it was a case of omission and there was no evi-
dence of malpractice. 
[Paragraph 10 of the Report of C&AG of India for the year 1971-72, 

Union Government (Civil) ,-Revenue Receipts, Vol. I-,lndirect 
Taxes] 

1.73. The Committee asked how the over-payment of refund 
escaped notice at various levels. In a written reply, the Ministry 
stated that "it appears to be a case of human error, for which 
explanations of the concerned officials have been called for by the 
Collector." 

1.74. The Ministry informed the Committee that the declared 
market price of the goods exported was Rs. 9;762. and that draw-
back is not admissible in excess of the market price. To a question 
if it was not checked in this case that drawback should not exceed 
the market value, the Ministry replied: 

"In the case of drawback claims under Section 15, market price 
1s necessarily more than drawback amount as the former 
represents cost of manufacture plus duties leviable 

wherea, the latter represents the duties leviable only. 
Hence a specific check that the market price is higher 
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•. than the drawback amount is notneeessary: In this case, 
the mistake was one of calculation. 

Pre-audit is done at a level higher than that of audit clerk 
(i) in all cases where the claim value is more than 

. Rs. 5000 by the Deputy Office Superintendent (L.A.D.) (ii) 
irres~ve of value by the Assistant Collect01" loA.D. 
where any clarification is sought by Audit from the 

Assistant Collector Drawback. 

The arithmetical calculation of drawback amount is made on 
the comptometer by the comptist on the basis of data of 

quantity, contents, drawback rates etc. indicated by the 
examiner. These calculations are simultaneously checked 
by the comptist of the Internal Audit Department. The 
examiner!appraiser are also required to satisfy them-
selves regarding the correctness of the amount worked out 

by the comptist . 

• • • • • 
"The Internal Audit Department is required to counter-check 

all the aspects which are necessary for the disposal of the 
claims." 

1.75. The Committee wanted to know the total staff employed for 
drawback in the Custom House concerned and the number of 
drawback cases disposed of by this unit. The Ministry stated that 
"During the relevant year 1971-72 when the claims under Audit 
Para was sanctioned, this unit of the Bombay Custom House dis-
posed of over 1,22,300 claims." The strength of UDCs in the Internal 
Audit Department was 13 and on this basis each UDC had to check 
about 30 to 40 claims per day. 

1.76. Explaining the measures taken to avoid recurrence of such 
mistakes, the Ministry stated: "Instructions have been issued to the 
Collectors emphasising the need for proper calculation and checks 
at all stages. As a measure of further safeguard against such mis-
takes, the Collectors have been asked to introduce a column in the 
Drawback Payment Order, for filling the amount of drawback 
claimed by the exporter so that even at the sanctioning stage, an 
over-all check could be done conveniently." 

1.77. The ec.mmittee observe that in this case the Internal Audit 
Departmellt failed to detect even an ordinary arithmetical mistake 
l'esultillg in excess payment of drawback amounting to Rs. 11,728. 
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It is indeed regrettable that such a mistake should have 'been over.-
looked even aft,er reor,anisatiOD ef the Internal Audit Department. 
The Committee could suggest that the Ministry should lay down 
suitable norms of work that may be expected from a UDC and 
provide the staff accordingly. They make this suggestion as they 
6nd that in this case, there were only 13 UDCs in the Internal Audit 
Department of the Customs House at the material time and the 
number of drawback claims disposed of was over 1,22,300, which 
works out to 30 to 40 claims per day by a UDC which is indeed too 
much to be expected. 

1.78. The Committee find that in this caSe the drawback paid was 
more than the market price of the goods which is inadmissible. But 
according to the Ministry, a specific check that the market price is 
higher than the drawback amount is not necessary. The Committee 
maintain that it i!o necessary to ensure that the drawback amount 
does not! in any case eXCEl!ed the FOB prices; this is unquestionably 
sound in principle, and would also save Government from acquiesinjr 
in the absurd of situation of buying -foreign exchange at a premium. 

Audit Paragraph 

Loss ~ revenu.e due to incorrect compu.tation of assessable value 

1.79. Section 14 of the Customs Act, 1962 lays down that the 
value for purposes of assessment of duty in the case of exports 
should be the price at which the goods are ordinarily sold for deli-
very at the time of exportation. If the price of sale for export is 
inclusive of the foreign agents' Commission, assessment of duty 
should be made on that price. 

Export duty on coir yarn and cotton waste exported by a com-
pany registered in Bombay through another port was levied on the 
value of the goods inclusive of commission to foreign agents. 
Subsequently, on a claim preferred by the exporter that the foreign 
agent's commission should be excluded from the assessment, refunds 
were allowed by the Custom House relying on certain instructions 
Issued by the Board in March, 1957 based on the prOvisions of Sec-
tion 30 of the repealed Sea Customs Act. The matter was, however, 
referred to the Board by the Collector for clarification in April, 
1969. Before receipt, however, of the clari!ftcation, the Collector 
issued refunds to the extent of Rs. 68,030. In October, 1970, the 
Board cbrifted that the rulings of valuation basect on Section 310 
of the repealed Act should not be followed as a matter of routine, 
even if t hey have not been formally cancelled. As regards the 



amount ot .Rs. 68,030 already refunded, the II1nUUy have repUed 
that the cases could not be re-opened, u they had become tiJDe.. 
barzed. 

[Paragraph 11 of the Report of the Comptroller and Auditor General 
of India for the year 1971-72, Umon Government (Civil], Reve-

nue Receiptl-Vol. I Indirect Taxes]. 

1.80. The Committee desired to know whether the Board had 
advised its lower formations that the orders and instructions ia8ued 
under the Sea Customs Act would cease to be applicable when 
the new Act came into force. In reply, the Ministry stated 
as follows: 

"The Board had informed the Collectors of Customs in its letter 
F. No. 3128163-Cus-VI, dated 13th December, 1963 the extent to 
which the position in respect of valuation had changed with the 
introduction of the new Act as under: 

The object of Section 14 of the Customs Act was to spell out 
specifically our concept of 'real value' under section 30 (b) 
of the Sea Customs Act, 1878. It was recognised that 
the allowance of sole agency commission was not fully 
in accordance with the concept of a price as between two 
independent parties. Therefore, no special concession 
will be admissible under Section 14 of the Customs Act 
for sole agency commissions (and commissions for distri-
butors, indentors, branches, subsidiaries etc., which are 
of the same nature as sole agency commissions). With 
this exception however, the intention was not to affect 
the accepted basis of valuation under Section 3O(b) Sea 
Customs Act. It should not, therefore, be assumed that 
the various rulings of the Government of India and the 
Board issued with reference to Section 30(b) Sea Cus-
toms Act are automatically superseded. 

''Thus, instructions had been issued in 1963 to the lower forma-
tions informing them the extent to which the orders and instruc-
tions issued under the old Act would cease to be applicable when 
the new Act came into force." 

1.81. The MinistrY further stated that besides the instructions 
issued on 13th December, 1963, indicating the difference made under 
Section 14(1) of the Cust,oms Act, 1962, instructions were also issued 
by the Board on 24th April, 1965 on the treatment of indenting 
commi8lllon for purposes of assessment and on 14th October, 1970 
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regarding foreign "agents' Commission. The letter issued by the 
Board on 14th October, 1970 giving instructions regarding treatment 
of foreign agent's commission for purposes of assessment are 
reproduced below: 

"I am directed to refer to the enclosed copy of letter No. 1174168-
Cus., dated 18th April, 1969 from the Collector of Customs and 
Central Excise, Cochin on the above subject and to say that the 
question whether foreign agent's commission should continue to be 
allowed for purposes of assessment of export duty in terms of 
Board's instructions F. No. 23141155-Cus.I!VI dated 27th March, 1957 
has been considered by the Board. As these instructions were 
issued when assessable value was regulat~d by section 30 of the Sea 
Customs Act, their continued application after section 14 of the Cus-
toms Act, has come into force has to be considered in the light of 
the provision in the latter section. Section 14 broadly stipulates 
that the price at which the goods are ordinarily sold for delivery 
at the time of exportation without any relationship between the 
seller and buyer should form the basis of assessment. When the 
price of sale of export is inclusive of the foreign agent's commis-
sion and this is the price paid by the buyer abroad assessment of 
duty should be made on that price." 

"The Board desires that the rulings on valuation based on sec-
tion 30 of the Sea Customs Act, should not be followed as a matter 
of routine even if they have not been formally cancelled. These 
rulings should be carefully examined in every case to see whether 
the substance of the ruling is maintainable under section ~ 4 of the 
Customs Act. Such rulings should be followed only if the Collector 
is fully satisfied that they are consistent also with the provisions of 
section 14. If, however, the matter is not free from doubt, the 
Collector should invariably seek the clarification and for revision 
of the ruling from the Board." 

1.82. The Committee asked when the reference in this regard 
was made by the Collector and also whether any instructions were 
given to the Collector on the matter prior to this either verbally or 
in writing. The reply given by the Ministry is appended below: 

"Messrs. . . . . . . . .. had represented to the Board in September, 
1968 that Cochin Custom House had been disallowing commission 
paid by them to the Swiss Agents since 1966 in computing assess-
able value for export duty purposes. The Board called for a report 
from the Collector of Customs, Cochin on the 6th September, 1968. 
The Collector in a letter dated 18th September, 1968 (which wu 



to 
received on 8th October, 1968) enclosed an earlier report on the 
subject dated 18th March, 1968 which had Dot been received in the 
Board's ofRce. . 

"In 1969 the Member incharge of Customs of the Central Board 
of Excise and Customs had visited Cochin on tour and at that time 
the Member, on being informed that this case was pending for a 
decision, verbally informed the Collector of Customs, Cochin that 
the case may be decided by him on merits after considering the 
nature of the Agreement and all other relevant particulars. A 
letter in writing was also sent. The general instructions on the 
subject having already been issued by the Board after the enact-
ment of the new Act and particularly in 1965 regarding the treat-
ment of commission paid to various types of agents, Member 
,(Customs) had felt that it was for the Collector to decide the indi-
vidual case on its facts and circumstances as indicated in the earlier 
instructions of 1965. further because the Board is the Appellate 
Authority." 

1.83. The Committee enquired when the Board came to know that 
the Collector had started making refunds and whether the Board 
tried to stop it The Ministry stated that the Collector of Customs, 
Cochin intimated to the Board on 6th November,. 1969 that a aeci-
sion had been taken by him and that all pending refund claims are 
being finalised accordigly. This report was examined in the Board's 
oftlce thereafter. No instructions to stop payment of refunds were 
issued as it was not clear till the Board's final decision in the matter 
in its letter dated 14th October, 1970 that the Collector's decision 
was wrong. 

1.84. The Committee' wanted to know the considerations which 
weighed with the Collector in deducting the export agency com-
mission for computing the assessable value of the good,s. In reply, 
the Ministry stated that the Collector of Customs, Cochin after: exa-
mination of relevant documents such as agency agreement, etc., 
came to the conclusion that the export agency commission could be 
deducted in this case in computing the assessable value. 

1.85. The Committee desired to 'know the practice followed by 
other Custom Houses during the same period. In a wrtttenreply, 
the Ministry stated: "The practice followed in other Custom 
Houses is described by the Collector as follows: 

(1) Calcutta Cu.rtDm HOUle: "The practice followed in this 
Custom House in respect of, agency commisskID far aSSfflS-
ment purposes on export ceDSignments is that the assess-
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able value is arrived at without deduction of agency 
cOmmission. from the gross sale price." 

(ii) Bombay Custom H01UlIe: "The practice followed at thiI 
pPrt is to exclude foreign agent's commission for the pur-
poses of assessment to export duty." 

(iii) Madras Custom House: "No such cases have been 
noticed at t.his port." 

1.86. The Committee are indeed amazed to see the manner in 
which this caSe was handled by nO' less a person than the Member, 
Customs himself. The question whelther foreign agent's commis-
sion was to be excluded for the purpose of export duty had been. 
pending with the Board since as early as September, 1968, when the 
exporter wrO'ngly represented against inclusion of the commission 
by Cochin Custom House. While the matter was stlll pending and 
the Board would not arrive at a decision, the Member (Customs) 
made a visit to the Custom House at Cochin and directed the Col. 
lector to 'decidet the case on merits' and this was also followed by 
a letter which was highly improper, and gives rise to serious sus· 
picion. After the Collector allowed refund of duty amounting to' 
Rs. 68,030, evidently as a result O'f the Member's visit and directive 
to the Collector, the Board issued a clarification only in October, 
1970 that assessment of duty should be made on the price inclusive 
of f~eign agent's commission. The Committee cannot escape frOom 
the conclusion tbat the Wldue haste shown in refunding the big 
amount could have been only possible by this direct interv~Dtion 
by the Board Member. Further, the delay in giving a clarification 
by the Board was responsible for allowing the irregular practice to 
continue in Bombay and Cochin Custom Houses involving very 
heavy loss of revenue. 

1.87. Having regard to this huge loss of revenues the Committee 
desire that a thorough and expeditious probe should be carried out 
into the conduct of all the officials concerned, particularly the 
Member and the Collector, and that this probe should be entrusted 
to the Central Vigilance Commission. The Committee should also 
be informed of the outcome and action taken on this recommenda-
tion. 

Audit Paragraph 
Express levy of additional du.ty 

1.88. In a major Custom House, a consignment of 'Bundy Tubes' 
(Steel tubes·welded) imported il1· Jartuary, 19'71 was assessed \ to , 



duty under tariff item 63 (18) A Indian Customs Tariff read with 
item 26M, Central Excise Tariff @50 per cent ad valorem and on 
account 5 per cent ad valorem plus RB. 75 per metric tonne. 
The amount of additional duty @~ per cent ad V'41O'r'em. was wrongly 
worked out involving excess recovery to the extent of Rs. 20,423. 
On Being pointed out by Audit in July, 19'71 the department admit-
ted the excess levy but stated that the same could not be refunded 
due to time bar. 

[paragraph 14 of the Report of C&AG of India for the year 1971.72, 
Union Government (Civil), Revenue Receipts, Vol. I-Indirect 
Taxes]. 

1.89. In i written reply, the Ministry of Finance stated: 

"While calculating the amount of countervailing duty the 
decimal podnt was put inadvertently at the wrong place. 
Instead of the correct amount of Rs. 2,269.20, the amount 
was erroneously shown to be Rs. 22,692.00".' 

1.90. Replying to a query, the Ministry infonned the Committee 
that this mistake was not detected by the Internal Audit. 'lhe 
Internal Audit received the relevant bill of entry on 4th March, 
1971, but forwarded it to the Customs Receipt Audit for checking 
only on 29th June, 1971. "The non-detection of the arithmetical 
error in this case is due to human error. The officials concerned 
have been cautioned to be more careful in future and instructions 
have been issued to the effect that the Auditors and Audit A.Os. 
should, while exercising review in Audit, invariably ('arry out a 
rough over all calculation with a view to avoid such errors." 

1.91. Explaining the reasons for the delay in forwarding the 
bills of entry to the Customs Receipt Audit, the Ministry of Fin-
ance infonned the Committee that "On receipt of the Customs 
duty in the Cash & Accounts Department, Bill of entry is required 
to be processed in the Statistical Department, Daily List Section, 
Internal Audit Department of the Custom House befol'e it is sent 
to the Revenue Audit. The delay caused in movement of the Bill 
of Entry in the instant case is reported by the Collector to be due 
to heavy pressure of work. The Board have not prescribed any 
specific time limit for sending such documents to Customs Revenue 
Audit for checking." 

1.12. The Committee tHe a aerious view of the rrou ftCHe levy 
of dut, to the est.t of RI. _,4Z.1 whld! eouId Dot be refuuded. 



"It is a matter of regret that the mistake was not detected by the 
Internal Audit Department. The workload needs to be looked Into. 

1.93. The Committee find that in this case there was delay iD 
forwarding the bill of entry to the Customs ReveDUe Audit. The 
Committee suggest that in Order to avoid such delays, a t~e limit 
-must be specified for rendering the Customs documents to Audit. 

Audit Paragraph 

Loss of Revenue due to the theft in a Customs godown 

1.94. The local audit of the records and documents of an outport 
in May, 1971 revealed that a report of theft of articles worth Rs. 
13,289 in the customs godown in AUgust, 1970 had been made by 
~he local official. It was reported that, when the officer in-charge 
·'Of the godown opened it on 27th August, 1970, he has reported that 
-there was evidence of unauthorised entry. Subsequent departmen-
181 check-up however, showed that there was no evidence ot force-
'luI entry or tampering ot the lock. The matter was reported to 
~e police but the case was declared undetectable by them. 

The loss of goods was not reported to the Accountant General 
'COncerned as required under para 16 ot General Financial Rules, 
1963. The department has intimated that disciplinary proceedings 
~gainst the officer incharge of the godown are in progress and 
--action to write off the loss would be taken after finalisation of these 
proceedings. 

The Ministry have replied that:-

(i) the Officer responsible tor failure to intimate the loss of 
Government property to the Accountant General has 
since retired from service; and 

(ii) the Inspector who was in immediate charge of the godown 
was placed under suspension and necessary disciplinary 
proceedings for imposing a major penalty have been ini-
tiated. 

i[Paragraph 18 of the Report of C&AG of India tor the year 1971-72, 
Union Government (Civil), Revenue Receipts, Vol. I-Indirect 
Taxes]. 
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1.95. The Committee enquired whether any investigation heefU 

been carried out and whether collusion of the officials concern 
was suspected. The Ministry replied: "The theft was re~rted on 
the day 1t was noticed, viz. 27th August, 1970. The PolIce a~ter 
investigation reported that the case was undetectable. No COllusIon 
of godown officials was suspected." 

1.96. Asked why the loss was not reported by the Collector to-
the Accountant General, as required under the rules. the Ministry 
stated as below: "According to Rule 16 of General Financial Rules, 
loss of stores or property should be reported by the subordinate 
authority concerned to the next higher authority as well as to the' 
Account Officer. In this case the Superintendent promptly re-
ported the theft to the Police and also to the Assistant Collector. 
The requirement of submission of a report to the Accountant 
General was lost sight of by the Superintendent of Central Excise. 
The other superior officers including the Collector did not report 
the loss to the Accountant General nor brought the lapse on the' 
part of the Superintendent to his notice for rectification. Thi~ 

appears to be due to oversight on their part." 

1.97. Answering a question about the value of the goods kept 
in the godown, the Ministry stated that "the value of the goods 
kept by the godown keeper was Rs. 18 lakhs. The earliest consign-
ment stored in the godown was seized on 11th May, 1967." 

1.98. The Committee enquired. on what dates stock-taking of 
goods in this godown was done prior to 27th August, 1970, the date 
on which the theft in question was noticed and reported. The 
Ministry replied: "Prior to 27th August, 1970, a broad stock verifi-
cation had been made by the Officers-in-charge of the godown at 
the time of handing over ftaking over. Such verification had taken 
place on 24th January, 1970, 26th January, 1970, 30th March, 1970, 
22nd July, 1970 and 1st August, 1970. No discrepancies were-
noticed." 

1.99. Replying to a question about the measures taken for 
guarding the godown after the theft in question took place, the 
Ministry stated: "The guarding of the godown was ~trengthened 
by posting an additional guard at the vulnerable point. Checks on 
the guards on duty by the Gazetted Officers were enforced. As 
the godown was having only a single tiled roof without ceiling, the· 
question of strengthening the godown by installing a metal ceiling 
was earnestly pursued with C.P.W.D. The question of providing 
Police guard was discussed by the Assistant Collector with th. 
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Superintendent of Police, but the police expressed their inability 
to take over the guarding of the godown in view of the insecur~ 
condition." 

1.100. The Ministry informed the Committee that a subsequent: 

theft occurred in the same godown on .8th/9th May, 1973. The theft; 
was due to the insecure condition of the godown on account of the-
delay in fixing a metallic ceiling by the C.P.W.D. andnegligenc~ 
in the discharge of their duties by the guards guarding the godown.. 
The guards have been placed under suspension. 

Audit Paragraph 

1.101. According to Audit, the Government issued a circular in 
May, 1968 regarding guarding the godowns. The Committee en-
quired what action was taken by the Collector concerned in this 
case. The Ministry informed the Committee that though the need 
for requisitioning the services of the Police for guarding the 
godowns was realised by the Officers, the department could not 
succeed in getting the services of the Police Staff for guard duty 
as the godown was considered by the Police to be insecure. 

1.102. As regards the action taken by the other Collectors, the 
Ministry replied: "The matter was taken up with the units of 
Special Police Establishment at Bombay, Calcutta and Madras by 
the Customs and Central Excise authorities there. The Police offi-
cers had inspected the Customs godowns along with the departmen-
tal officers and made suggestions which were noted by the Depart-
ment for compliance." 

1.103. The Committee desired to know about the action taken on 
the recommendations of a departmental Committee on disposal or 
confiscated goods regarding custody of such goods. In a note the 
Ministry stated: "The Committee's recommendations were circula-
ted to the Collectors for implementation and where necessary for 
reference to the Board. As far as the recommendations regarding 
requisitioning the services of the Police authorities are concerned~ 
some of the Collectors have reported that the existing system of 
guarding by departmental staff is working quite satisfactorily and 
employing Police personnel may be quite expensive and unecono-
mical, particularly in places where the godowns are safe and value-
of goods is not high. However, Police are employed on guard duty in the important centres of Bombay, Calcutta and Madras where-
the value of goods stored is high. The services of Police have been 
obtained for Kozhikode godown also. Proposals for employing 
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Police on guard duty in some other centres have been received and 
these are under Government's consideration." 

1.1M. The Committee wanted to know the total loss of goods due 
to thefts and other causes for the year 1971-72 while the goods were 
in the custody of Customs. In a note the Ministry of Finance stated 
that the total loss of goods due to thefts and other causes while the 
goods were in the custody of CUstoms for the year 1971-72 is 
Rs. 27,542/-. The classes of articles stolen were textiles, wearing 
apparel, cigarette lighters, machinery parts, watches and cloves. 

1.105. In a note dated 1S-8-1973, the Ministry furnished the fol-
loWing information to the Committee regarding the value of goods 

aeized during 1971-72: 

(i) Value of goods seized 
during 1971-72 

(ii) Value of goods confts.. 
cated out of (i) above 

\(iii) Realisation on sale so 
far out of (ii) above. 

Rs. 20.34 crores. 

Rs. 15.2 crores. 

Rs. 2.99 crores. In addition 
gold and silver valued at 
Rs. 34 lakhs was sent to tile 
Ministry Currency and che-
ques valued at Rs. 12 lakhs 
were sent to Reserve Bank. 
Launches and Firearms valu-
ed at Rs. SO,OW were appro-
priated for departmental use. 

1.1~. The Committ'ee are most astonished to observe that in this 
.:aSe ,although goods worth Rs. 18 lakhs were kept in the godown, 
no proper guarding arrangements existed. The godown which is 
bavil!.g only a single tiled roof without ceiling, has not been pro· 
vided with a proper metal ceiling. After the theft of articles worth 
B.s. 13,289 occurred in August 1970, no actlon was taken by the 
CPWD to provide a proper ceiling for the godown in order to make 
it secure. No wonder another theft oCcurred in May, 1973. The 
Committee desire that necessary steps should b., taken forthwith 
to remove the insecure conditi~ of the godown and strengthen the 
guarding arrangements. They would also like to know the outcome 
of the investigation by the police of the second theft. It is possible! 
even that the Customs staff have connived at the thefts. The Com-
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mittee understand that on both the oceasioDs eODSumer artiel. 
'!~ lost and the Executive ofticer did precious little to prevent 
repetition. They would like that investigations should be conduCa 
ted to ensure that there was no collusion by customs staff. 

1.107. The Committee find that the earliest consignment stored 
in this godoWD was of May 1967. This shows that tbe goods had 
been stored for more than 3 ye8l'S and Do action was taken to dispose 
them of; some of which could deteriorate in value. The Committ~ 
are of the view that confiscated goods should be disposed of expedi-
tiously and, ordinarily, the disposal should take place within three 
months of thc confiscation. This would ensure the maximum reali-
sation and, at the same time, reduce the possibility of deteroration 
in quality as also of theft. The Committee would like to be informed 
about the reasons for delay in this case. 

1.108. The Committee were informed in August, 1973 that the 
value of goods confiscated out of the goods seized during 1971-72 was 
Rs. 15.2 crorcs and that the sale priCe realised till then was m;. 
3.458 crores. This shows that either the disposal of confiscated 
goods was slow or the sale value realised was very low compared 
to the value of the goods confiscated or the valUe of seized goods 
were highly inftated to unduly highlight Customs performance. If 
the second presumption is true, the Committee would like to have 
an explanation why the value realised was so low. The Committee 
suggest that in order to prevent over-pricing, it might be useful for 
the Customs authorities t'o give cogent reasons for any large diffe-
tence between the valuation figures computed and the value realised 
in disposal. 

1.109. The Committee note that during the year 1971-72 the total 
loss of . goods from the Customs' custody due to theft and other 
causes amounted to Rs. 27,54-2. The Committee require that the 
Board must ensure that there are proper secutity arrangement in 
the Customs godown. All cases of major losses and theft should be 
reviewed by the Board to ascertain whether there was any collusion. 
To guard against clandestine removal of goods and later on cover-
ing it up as theft, there should be frequent surprise verification of 
goods by higher Departmental officers. 

Audi~ Paragraph I I' 

Unauthorised export of goods 

1.110. One vessel was seized on SuspIcIon on ISh May, 1970 off 
south west coast Rummaging of the vessel and complete unloading 
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of the goods revealed that only part of goods on board the vessel 
was shown in the export manifest. The unmanifested cargo inclu-
~ed coir yarn, coir mat, mattings, tamarind and other articles valued 
at Rs. 1,19,792. On adjudication, by the department, the entire 
,unmanifested cargo was confiscated, imposing penalty. 

Of the confiscated articles, goods valued at Rs. 4,814 were oIder-
~d to be destroyed as they were found unfit for human use. Such. 
huge quantities of unmanifested cargo in a vessel reveals absence 
-of necessary supervision over loading operations in ports. Export 
of unmanifested cargo is likely to aid smuggling operations. 

(Paragraph 19 of the Report of C&AG of India for the year 1971-
72, Union Government (Civil), Revenue Receipts, Vol. 1-
Indirect Taxes). 

1.111. The Committee were informed by the Ministry of Finance 
that "the seizure of the vessel was effected by sea patrolling orga-
.rosed on the basis of information." 

1.112. The Committee enquired whether the statements of offen-
-ders were recorded. Answering in the affirmative, the Ministry stated 
:in a note as follows: 

"The tindal in-charge of the vessel had given two statements 
before the Customs authorities. In the first stateIt ,nt he 
stated that he had not checked the goods on board his 
vessel but believed that all the goods on board were 
covered by valid documents. He stated that the excess 

goods had been loaded by his vessel's agent at Kozhikode 
without his knowledge. In his second statement he 
c:hanged his version and stated that the excess goods had 
been loaded by an Arab National at Kozhikode without 
observing CUstoms formalities and without informing 
him. Being illiterate he could not verify whether the 
cargo was covered by valid Customs documents or not. 
Though according to the tindal's statement the unmani-
fested cargo might have been loaded in the vessel in the 
port of Kozhikode it is not corroborated by other evi-
dence and it is not possible to say where they were 
loaded. The vessel as per the tindal's statement did not 
touch any other port after leaving Kozhikode. The 
manifested cargo loaded on the vessel was of the order 
of 35 tons and 95 cubic metres (timber). The Unmani-
fested goods were of the order of 40 tons and 70 cubic 
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metres. Unmanifested good, of such bulk would have 
easily been n9ticed by the !'ummaging officer who rum-
maged the vessel before permitting it 'to sail. It is there-
fore likely that the unmanifested cargo just like the illicit 
emigrants was loaded beyond port limits. 

"The types of unmanifested goods found in the vessel inques-
1;ion were coir products, tamarind, ftshoil, chappals, bamboo reed, 
jackwood roots, Fopper rods, timber, sharbatb and pic~. The 
goods (except pickles, sharbath and tamarind) were disposed of 
through ,public auction by the D.G.S.W. Pickles, sharbath and 
tamarind which were found unfit for human consumption were des-
troyed. In the case of perishable goods, the officer in charge of 
Azhikal Custom House, who was also a member of the seizing 

party and who was the custodian of the goods should have taken' 
immediate action for disposal. The need for prompt disposal of 
the perishable goods (Sharbath, Pickles and Tamarind) before they 
·got deteriorated had been lost sight of by the officer. The goods 
were seized on 8.6.70. The C8'Se was adjudicated on 22.1.71 giving 
the owners of the goods option to redeem them on payment of fine 
within a period of three months. Action was initiated only after the 
period of redemption had expired. By that time the goods had 
deteriorated and became unfit for human consumption." 

1.113. Asked what action was taken against the offenders and 
whether the Department had any offences on earlier occasions 
.against the persons involved in this case, the Ministry replied as 
under: 

"A personal penalty of Rs. 5,0001- was imposed on the tinda!. 
This was in addition to the absolute confiscation of Rs. 

7,2501- out of the Indian currency of Rs. 7,2701- seized. 
The unmanifested goods and the vessel were also confisca-
ted with an option to redeem the same on payment of a 

fine of Rs. 1 lakh and Rs. 15,0001- respectively. A prosecu-
tion case was also initiated in the court but the tindal 
could not be apprehended. He had been enlarged on bail, 
for a surety amount of Rs. 5,0001- in August, 1970. Re-
garding illicit emigrants, the case is pending trial before 
the District Magistrate. 

"No offence was booked on earlier occasions by the Depart-
ment against the tindal or the crew of the vessel in 
question." 

1.114 According to Audit the vessel carried a number of emig-
rants the Committee asked whether the matter was reported to the , 
C.B.!. or any other authority. The Ministry replied that "the case 
was reported to Police authorities." 
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1.116. 7be Committee desired to know how many cases of this type. 
were reported subsequent to 1970. The Ministry stated: 

"During the lastJhree years, in the Cochin Customs and Cen-
tral Excise Collectorate one vessel M.S.V. Taruna carrying, 
unmanifested cargo worth Rs. 5,0001- was intercepted on 
high seas and seized on 19-10-1972". 

1.116. To a query whether the offence in these cases involved fore--.-
Ign exchange regulations, the Ministry replied: 

"Export of goods without G.R. 1 Form and taking out of In-
dian currency in excess of the prescribed limit are offences; 
under Sections 8 and 12 respectively, of Foreign Ex-
change Regulations Act. Since the goods sought to be ex-
ported had been seized, the question ot a foreign party 
paying for them after the seizure would not arise." 

1.117. To a question about the remedial measures taken to prevent 
recurrence of such unauthorised exports, the Ministry replied: 

"The existing arrangements for checking that unmanifested. 
goods are not loaded at the ports are adequate. Unautho-
rised loading from anywhere on the long coast is sought. 
to be prevented by intelligence and preventive measures. 
~~~» ' 

1.118. The Committee wanted to know the goods that were nor-
mally exported through the ports on the West Coast of Kerala and' 
Mysore and now the quantities of these goods exported during 1971-
72 compared with those of 1970-71. In reply, the Ministry furnished: 
the following information: 

"The goods normally exported through the ports of Kerala are' 
cashew kernels, timber, coir products, coir fibre, coir yam, 
pepper, ilmenite, coffee, tea, marine products, cardamom,_ 

ginger, etc. The goods normally exported through the 
ports of Mysore are iron are, manganese ore, coffee, cashew 
kernels, shimps, pepper and cardamom. 

"There has been generally an increase in 1971-72 over 1970-7r 
in all' the above mentioned items of exports except pepper' 
and timber, through the ports of Kerala. There has been 
generally a decline in the export of all items of goods; 

T except shimps, through the ports of Mysore." , 
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1.119. The Committee enquired whether any study has beeD'! 
undertaken to find out the reasons for this decline in the export 
duty realised at Kozhikode port. The Ministry of Finance in a 
written reply stated: 

IIA study undertaken to. find out the reasons for the decline of-
export duty at Kozhikode port reveals the following. 

Yell' 

result: -

liThe fall in export duty in Kozhikode port is due'to diver-
sion of goods to Cochin by major exporters on account 
of pilferage, labour trouble and lesser number of steamers 
calling at Kozhikode port for export of goods. The 
realisations on account of export duty from Koshikode· 
port are as follows:-

Export duty reali-
sed 

(R •. ) 

1971-7% • 
1971-73 ~ 

1.20. Asked whether similar decline in receipts from export duty 
was noticed at any other port on the West Coast in the account years 
1969-72, the Ministry furnished the following statement showing the 
position: : ': 

RECEIPT FROM EXPORT DUTY 

Name of Port 1968-6~ 1969-70 1910-71 I971-7z Reasons for decline 
in export duty 

Bombay. 7,66,16,000 6,80,$1,000 6,Q4,4Z,000 6,23,08,000 Decline in 1970-71 
as compared to 
1969-70 is due to 
(1) Abolition of 
export dUty on tea 
with effect from 
1-3-70. 

(2) Less export of 
raw cotton due to 
failure of cotton 
crop. 

(3) Less export of 
de-oiled groundnut 
meal. 

Porbandar. 67,23,000 79,50,000 75,33,000 61,2O,CCO Decline due to Indo-
Pak war. 
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COJ.,dlpllr 

Tellicherry 

AUepp!y . 

CJ:11in 
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I,O[,O:JO 46,000 D.:cline due to:-
I. Stoppqe of 

export of .teatil 
talc and raw cootton. 

l. Removal of eJ:~ 
port duty on tea 

3,90,000 Decline due to less 
export of Mang.~ 
nese ore and iron 
ores by the M. M. 
T. C. 

84.000 Decline due to dive 
nion of goods to 
Cochin. 

35,1<>,00 Due to decline in the 
number of steam-
en calling at the 
port, labour un-
rest late start of 
season and diver-

sion of carg to 
other ports. 

8.65.13,(0) 6,[7,8[,000 4,6Z,91,OOO 5,07,85,000 Decline due to:-
(I) Fall in export of 

tea, pepper and 
and coir fibre. 

(z) Abolition of ex-
port duty on tea. 

1.1!t. The Committee feel concerned to find that in this case the 
seized vessel carried umnanifested goods of the order of 40 tons. 
According to the Ministry it is likely (mere guess) that the unmani-
fested cargo was loaded beyond the port limits. The Committee are 
surprised how such huge bulk of goods could be loaded in a vessel 
beyond the port limits in mid-sea without docking and platform faci-
lities. The Committee, therefore, maintain that the matter needs 
further investigation as to where the unmanifested goods were loaded 
and whether there was failure on the part of Customs officers. 

1.122. The Committee feel concerned over the decline in receipts 
from export duty at some of the ports including Kozhikode on thl" ./ 
West Coast. The Committee require the Central Board of Excise and 
Customs to undertake a review of the position to determine the extent 
10 which the decline in receipts can be at'tributed to smuggling ope-
rations and to take effective measures to check the same. 

1.123. The West Coast covers a long belt and hence calls for tighter 
'Vigilance operations to curb effedivelly clandestine operatiolls sucb 
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81 pic:kilJg up of illicit emigrants and valuable goods after c:learance 
of the vessels from the ports. The penalties for sueh ofIeaees should 
.. severe to ad as a deterrent. 

Audit Paragraph 
• 

Remissions and abQlndonments of Customs Revenue 

1.124. (i) The total amount of customs revenue remitted, written 
off, or abandoned during the year 1971-72 is Rs. 24,76,649. The cor-
responding amounts during the proceding three years are as follows: 

1968-69 
1969-70 
1970-11 

Rs. 

30,03,930 
25,98,30S 
15,35,045 

(ii) During the year 1971-72, a total of 324 exemptions were issued 
under section 25(2) of the Customs Act, 1962 by the Central Govern-
ment having revenue effect of Rs. 4,05,41,493. Of these in 102 cases 
involving exemptions in each case exceeding Rs. 10,000 the revenue 
forgone amounted to Rs. 3,78,66,846. 

[Paragraph 20 of the Report of C&AG of India for the year 1971-
72, Union Governm~nt (Civin, Revenue Receipts, Vol. 1-

Indirect Taxes]. 

1.125. The Committee desired to know the amount of custom re-
venue forgone. during the year 1971-72 in respect of (i) goods landed 
but found missing before clearance, (ii) goods pilferred, lost or 
stolen from the custody of Port TrustlCustoms and (iii) confiscated 
goods destroyedllost. The Ministry furnished the following informa-
tion: "The amount of customs duty refunded, on goods landed but 
found missing before an order for clearance is given, under the pro-
visions of section 13 of the Customs Act, 1962 during the year 1971-72 
was Rs. 4.28 lakhs. These goods get pilferred or stolen while in the 
custody of Port Trusts prior to cleanance. • 

1.161. "The amount of customs revenue foregone on goods pilfer-
red, lost or stolen from the custody of Customs during the year 1971-
72 comes to Rs. 1,8721- only. 

1.162. "In accordance with the provisiOns of Section 126 of the 
Customs Act, 1962, after confiscation of the goods the property vests 
in the Central Government. Hence, the revenue foregone in case of 
co~fiscated goods destroyed or lost, will equal to their value. The 
Book value of such goods, which were destroyed or lost during the 

year 1971-72 works out to Rs. 24,5501-." 
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1.126. In reply to a question regarding the articles that were gene-
rally stolen or pilferred and whether any collusion was suspected in 
in any of the cases, it was stated by the Ministry that "the articles. 
that are generally stolen or pilferred. are chemicals, ball bearings, 
motor vehicle parts, textiles, wearing apparels, consumer and luxury 
g~ds like liquor, etc. No collusion was suspected in any of the cases:· 
of 1971-72." 

1.127. Asked about the type of guards provided, the Ministry 
.tated: "The Customs Godowns and Air Transit· Sheds at Bombay, 
Calcutta and Madras are guarded by Armed Police Guards and by 
Customs Sepoys. Valuables are kept in strong rooms of the Custom 
Houses and where necessary in the safe vaults of Reserve Bank of 
India or State Bank of India. At premises, the port authorities have· 
their own security force, in addition to Central Industrial Security 
Force. In other Customs Houses/Central Excise Collectorates, the 
Customs Godowns are guarded by CustomslCentral Excise Sepoys." 

1.128. 'l'he Committee enquired how many exemptions issu~d under 
Section 25(i) of Customs Act were operative in 1971-72. In a note, 
the Ministry stated as below: 

"The Customs Act, 1962, came into furce with effect from 
1-2-1963. This i\.ct repealed the Sea Customs Act, 1878. Sec-
tion 160(3) (a) of the Customs Act, 1962 provides inter aUa 

that any notification issued under any repealed enactment 
shall, so far as it is not in consistant with the provisions of 
Customs Act, 1962, be deemed to have been done under 
the corresponding provision of this Act. For Section 25(1) 
of the Customs Act, 1962, the corresponding section in the 
Sea Customs Act, 1878 was section 23 of that Act. Accord-
ingly, the date in respect of exemption Notifications issued 
under section 23 of the Sea Customs Act, 1878 are also fur-
nished bel9w in addition to the exemption Notifications 
issued under section 25(1) of the Customs Act, 1962. While 
compiling these data, each Notification has been counted as 
one exemption. The data relates to financial year 1971-72. 

(i) :Exemption Notifications operative on 1-4-1971:-

(a) Eltm1ption Notificatipn issued under Scctipn 23 of the Sea Customs 
Act, 1878 . • . • • • • •• 140 

(b) &emption Notifications issued under Section 2S (J) oftm Customs 
Act. 1962 2U1 

Total: 347 
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j(ii) E"n):il1 ~1:ifi:ltioll iH\1:.:1uld:rsectionaS(I)oftheCu.toms 

: ji\ ~t, I~Sl j I'ill:11 ~ p:ri ,.ifr JU 1.4. 191rto 31·3·191~. .• 43 
(iii) E (' n dry 1 N dfi ~ \~jry'l r~Jcin 1 :d.'su;>:rsed:d d'uing the period 

from 1.4.11 to 31.3.1l-

(a) ,E(!m:Hio:l N )tificnio:n u ,j:r section 23 of the Sea Cu~toms Act, 
1818 ••••...•.• t 

j(l) H(! n ):ill N dfi:l:iollU l1:r S:crio:uS(I) oftheCu,tom. Act,I962 )0 

TOTAL 39 

J.129. The Committee asked about the justification for a large 
~number of exemptions when the obj~ctive of Government seemed 
to bE: to achieve restraint on imports. The Ministry in a written reply 

:stated: 

"Section 25(1) of the Customs Act, 1962, empowers the Gov-
ernment to grant exemptions: 

(i) from import duties leviable on goods imported into India; 
and also, 

Ui) from export duties leviable on goods exported out of 
India. 

"On the export side, the effective rates of export duties are 
regulated from time to time in order to increase the com-
petitive position of the exported goods in the international 
market. Accordingly, the exemptions from export duties 
are given for the purpose of promoting Indian export. to 

other countries." 

''The reasons for granting exemptions on import side may be 
broadly categorised as follows:-

(i) In accordance with the General Agreements on Trade .. 
Tariff, certain tariff concessions agreed to by India have 
been implemented through exemption notifications. 

(ii) In cases where indigenously manufactured finished pro-
ducts using imported raw materials are placed at a 
disadvantageous position vis-a-vis imported finished 
product, on account of high incidence of import duties 
leviable on imported raw materials, industries concerned 
have been given tariff assistance by bringing down 
through exemption notifications the import duties appli-
cable in the case of imported raw materials to a level 
necessary for the Temoval of the disadvantage. 
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(iii) In cases where components/raw materials required for 
the initial setting up, assembly or manufacture of ma-
chinerylfinished product are assessable io duty at higher 
rate than what is leviable 'On the machinery/ftnished pro-
duct, the tariff anomaly has been set right through the 
exemption notification equalising the two rates. 

(iv) Certain raw materialslsemi-finished products are impor-
ted for producing finished products which are to be 
exported later. In such cases, exemptions from import 
duties have been given in the interest of export promo-
tion. ' 

(v) Some exemptions have been given on humanitarian 
grounds like relief, rehabilitation & repatriation of the 
Indians, etc. Again, in view of the national interest in-
volved in promoting agriculture, education, art, culture, 
family planning and public health etc., some exemptions 
haVe been given. Also, in order to honour some interna-
tional conventions and obligations, certain special cate-
gories of imports effe::ted by privileged persons diplo-
matic missions and International Organisations etc. have 
been offered concessional treatment through exemption 
notifications. 

"In this connection, it may also be mentioned that each item in 
the Indian Customs Tariff carries a statuory Tate of duty. 
However, the effective rate of duty under a speciftc item 
is always regulated in accordance with ~vernment's 
policy in this regard, which changes from time to time. 
The pegging down 'Of such effective rate to a level which 
is in consonance with the policy formulated in this behalf 
has to be done through the issue of an exemption notiftca-
tion under section 25(1) of the Customs Act, 1962. In view 
IOf this, such exemption nQtiftcations on import side can 
not be considered to be trade concessions. Most of the 
exemption notifications on import side belong to this cate-
gory." 

1.130. The Committee drew attention to the FinanCe Minister's 
statement in his budget speech in May, 1971 reducing the member of 
ad valorem rates of duty from 7 to 4 and asked in how many cases· 
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operl!tive exemptions were allowed other than these rates of duty. 
The Ministry repUed as follows: 

"The FinanCe Minister's Speech referred to above relates to 
1971 budget which was announced in May, 1971. In the 
above extract of the speech there is a reference to ad 
valorem rates of import duty. Therefore, in computing the 
number of operative exemptions for the purpose of reply 
to this point, exemption Notifications relating to export 
duty as well as those prescribing specific rates of import 
duty have been ignored. Each exemption Notification has 
been treated as one exemption and the data have been 
prepared on the basis of the exemption. Notifications op-
erative in 1971·72 (Financial Year)". 

"On the above basis, the number of post-budget operative no-
tifications which carried the ad valorem rates of import 
duty other than the rates of duty of 30 per cent, 40 per cent .. 
60 per cent and 100 per cent ad volorem were 169. The 
Notifi.cations prescribing 'Nil' rate of duty· have been in-
cluded in the above figures." 

, 1.131. The. Committee asked about the justification for issue of u many as 169 post-budget notificatidns in the' light of Finance Minis-
ter's statement. The Ministry replied as follows: 

"During the formulation of the budget proposals from year to 
year, tariff rates, both statutory as well as those fixed 

under exemption notifications, are reviewed with a view to 
determining the necessity of introdUCing any changes in. 
tariff rate structure." 

"Out of 169 exemption notifications, 121 carried 'nil' rate of 
duty. The policy statement made by the Finance Minister 
in his Budget speech for 1971-72 with regard to rationalisa-
tion of the tariff rate structure referred to ad valorem rates. 
only and was not intended to cover 'Nil' duty exemptions. 
Accordingly, in the case of 121 exemption notifications 
which carried 'nil' rate of duty, the rationalised percentages 
could not be introduced because of the Government's de-
liberate policy of not levying any import duty in such 
cases." 
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"In the remaining 46 exemption notifications, the effective acl 
'OOlorem rates could not be rationalised in view of the coun-

try's commitments under various Trade and Tarift Agree-
ments and also on account of the need for removing certain 
tarifi anomalies and for providing tariff assistance to some 
industries." 

1.135. The Ministry of Finance furnished a list of 328 cases of 
~xemptions given during 1971-72 under Section 25(2) of the Indian 
Customs Act, 1962 which included Government Dep~ents, indivi-
duals, firms etC. The Committee enquired whether the Board were 
.satisfied that the exemptions given in the case of individUals and 
firms served public interest as provided in the Act. In their reply, the 
Ministry stated: .. ' 

'lOJ'he ad hoc exemptiou g1~ dtztmgthe year Uftder review 
in favour of the individuals aDd the ftrms may be classified in the 
10110wing broad categories: 

(1) .....,tions of Ltfe-Saving DrugslEquipc t; 

(2) Exemptions in respect of cars imported by returning in-
dian Heads of Missions; 

(3) Exemptions in respect of professional equipment brought 
by the .Indian Nationala well-qualified in Science and 
Technology; 

(4) Exemptions in respect of articles of utility imported by 
disabled and handicapped persons; 

(5) Exemptions in respect of empty cylinders imported for 
re-export, filled with gas; 

(6) Exemptions in respect of equipments, raw film, etc., 
imported temporarily by Radio, Press, Film and TelevisiOD 
items; 

(7) Exemptions in respect of equipment imported for Ex-
hibitions; 

(8) Others." , . I' 
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1.136. The Committee find that during the year 1971-72, the amount 
of Custom duty refunded on goods landed but found missing before 
clearance was Rs. 4.28 lakhs. The goods were piUered or stolen while 
in the custody of port trusts. The Committee feel concemed over 
the loss and desire the Port Trust authorities should: take necessary 
~teps to tighten the security arrangements. All cases of losses of 
valuable goods should be examined with a view to determining 
whether the thefts have occurred in collusion with the staff or im-
porters and if so, to take appropriate deterrent action. 

1.137. The number of) exemption n~ification9 operative' during 
the year 1971-72 was 351. This figure consists of 131 Notifications 
issued under Section 23 of the Sea Customs Act, 1878 and 220 issued 
under Section 25(1) of the Customs Act, 1962. The Committee note 
that exemptions on export duties may be justified to some extent to 
sustain exports under certain conditions. The Committee feel that 
on the import side there should not be many exemptions, when the 
objective is to achieve restraint on imports. The Committee suggest 
that with this end in view the Ministry should review the existing 
exe~ptions on the import side. In the case of concessions under the 
General Agreements on Trade and Tariff given with reference to arti-
cles, it should be examined whether there could be tariff rates equi-
valent to effective rates. It sh~uld also be examined whether in the 
ca.se of imbalance in duties and cost of raw materials aDd finished 
goods, tariff anomalies could be adjusted in the tarift itself, because 
raw materials and finished goods are assessable under different tariff 
items. As most of the exemption notifications affecting the tariff 
have beea current for a number of years a review is urgently called 
for, before the next Finance Bill, with a view to seeill8' the extent to 
which they ellD be embodied in the Statute rather thb being ecmti-
nued automatically under executive powers for all time. The Com-
mittee would await the outcome. 

1.138. The Committee note that duriDg the year 1971-72 in 3Z8 
eases exemptions were giYen under Seetioll 25(2) of the Indlan Cus-
toms Act, 1982, which proncle for exemptiOIl of duty aDder circums-
3359 LS-5. 
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tances of exceptional nature. Th.e Committee are anxious that before 
giving such exemption the Board should satisfy themselves that 
exemption given to individual and firms etc. invariably serves public 
interest. 

NEW DELHI; 
March 3, 1975 

Phalguna 12, 1896(S)-

JYOTIRMOY BOSU, 
Chairman, 

Public Accounts Committee. 
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