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INTRODUCTION

I, the Chairman of the Public Accounts Committee as authorised by
the Committee, do present on their behalf this Thirtieth Report on action
taken by Government on the recommendations of the Public Accounts Com-

mittee contained in their 155th Report (Fifth Lok Sabha) on ‘Sugar Re-
bate Scheme’.

2. On 10th August, 1977, an ‘Action Taken Sub-Committee’, consist-
ing of the following Members, was appointed to scrutinise the replies receiv-

ed from Government in pursuance of the recommendations made by the
Committee in their earlier Reports:

Chairman
1. Shri C. M. Stephen

Convener
2. Shri Asoke Krishna Dutt
Members
Shri Gauri Shankar Rai
Shri Tulsidas Dasappa
Shri Kanwar Lal Gupta
Shri Zawar Hussain

7. Shri Vasant Sathe

o AW

3. The Action Taken Sub-Committee of the Public Accounts Com-
mittee (1977-78) considered and adopted this Report at their sitting held

on 18 October 1977. The Report was finally adopted by the Public Ac-
counts Committee (1977-78) on 16 November 1977,

4, For facility of reference the conclusions/recommendations of the
Committee have been printed in thick type in the body of the Report.
For the sake of convenience. the conclusions/recommendations of the Com-
mittee have also been appended to the Report in a consolidated form.

5. The Committee place on record their aporeciation of the assistance
rendered to them in this matter by the Comptroller and Auditor General of

India.
New DELHI;
November 18, 1977.

Kartika 27, 1899 (Saka)

C. M. STEPHEN,

Chairman.
Public Account's Committee,



CHAPTER 1

REPORT

1.1. This Report of the Committee deals with the action taken by Gov-
ernment on the Committee’s recommendations/observations contained in
their 155th Report (Fifth Lok Sabha) on Paragraph 19 of the Report of
the Comptroller and Auditor General of India for the year 1972-73, Union
Government (Civil), Revenue Receipts, Volume I, Indirect Taxes relating
to Union Excise Duties—Sugar Rebate Scheme. The 155th Report was
presented to the Lok Sabha on 21 April, 1975.

1.2. Action taken notes have been received from Government in res-
pect of all the 62 recommendations/observations contained in the Report
and these have been categorised as follows:—

(i) Recommendations/Observations that have been accepted by
Government, Serial Nos. 1, 2, 3, 7, 8, 9, 10, 11, 12, 13, 17,
18, 24, 28, 33, 38, 39, 60 and 61.

(ii) Recommendations/Observations which the Committee do not
desire to pursue in the light of the replies received from Gov-
ernment, Serial Nos. 4, 5, 6, 14, 15, 16, 19, 20, 21, 22, 23; 25;
26, 27, 29, 34, 35, 40—49, 50—53, 54, 55—57, 58-59
and 62.

(ili) Recommendations/Observations replies to which have not been
accepted by the Committee and which require reiteration, Se-
rial Nos. 30, 31, 36 and 37.

(iv) Recommendations/Observations in respect of which Govern-
ment have furnished interim replies, Serial No. 32.

1.3. The Committee require that final reply, duly vetted by Audit, to
the recommendation in respect of which only interim reply has so far beca
furnished, should be submitted expeditiously.

1.4. The Committee will now deal with the action taken by Government
on some of their recommendations/observations,
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Modernisation and rehabilitation of the Sugar Industry (Paragraphs 4.10
to 4.12—SI. Nos. 10—12).

1.5. Emphasizing that the sugar rebate scheme should have in some
way been linked up with the concept of medernisation and economic size of
the sugar factories, the Committee in paragraphs 4.10 to 4.12 of their 155th
Report had observed as follows:—

4.10. “The Committee are also surprised to find that no steps have
been taken by Government to ensure that the rebate would be
utilised by the industry to modernise its equipment and adept
improved techniques so as to increase productivity. Any con-
cession aimed at increasing production should be so channelis-
ed as to result in enduring benefits to the industry in particu-
lar and the economy at large and should be linked to lasting
objectives rather than to immediate gains. To imagine that the
rebate by themselves would contribute to increased production
in an industrv that has done little to modernise its age-old and
obsolete machinery would not, in the opinion of the Com-
mittee, be rcalistic. to sav the least.

4.11. The representative of the Department of Food has, however,
stated during evidence that the scheme of rebate is not relat-
ed to the question of medernisation and rehabilitation. The
Committee are unable to appreciate the logic of this argument.
Government would do well to bear in  mind that of the 218
sugar factories in the countrv in 1972, more than half 125
were over 31 vears old of which as large a number as 93 were
located in Uttar Pradesh and Bihar. According to the Tariff
Commission. 1973, the surar factories in these two States are

. ‘some of the oldest in the country and contain different items
of machinerv of obsolete design.” The Commission have also
pointed out that though normally each factory ‘ploughs back
a part of its profits for modernisation’. some of the factories
in Uttar Pradesh and Bihar ‘have done precious little in this
regard’. Tt would therefore. appear that the sugar factories
have been given a free rein bv Government to utilise the re-
bate in excise duty i whatever manner they may like.

4.12. Closely linked with the concept of modernisation is the ‘eco-
pomic size’ of the sugar factories. According to the Tariff
Commission, 1973, a little more than half the total existing
sugar factories, in 1971-72, werc of ‘uneconomic sizc’ with a
daily cane crushing capacity of less than 1,250 tonnes. The
Committee are, therefore, firmly of the vicw that since no
efforts have apparently becn made by the sugar industey to
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modernise its equipment, adopt improved methods ef produc-
tion and expand their existing cane crushing capacity to make
it economic, the grant of excise rebates and similar incentives
has only put a premium on inefficiency and increased black
money circulation.”

1.6. In their action taken note dated 19 may, 1976, the Department
of Food have stated: —

“The primary object of the excise duty rebate is to provide incen-
tive to the sugar industry for extending the crushing period by
commencing early and continuing late in summar months, when
the recovery of sugar is comparatively low due to immature
can being crushed and driage in hot months respectively, as
also to improve the tempo of the sugar production during nor-
mal crushing period. Tt particuarly helps to enable the sugar
factories to meet to some extent the increased cost of produc-
tion during the low recovery periods. The extent of the excise
rebate scheme various from year to year depending on the ex-
tent of the need for additional production during each year, By
the very nature of this scheme as explained, there is no scope
for it to cater for modernisation and rehabilitation of old units,
for which much larger investment is required.

Nevcrtheless, as regards the observations made by the Committee in
regard to modernisation, rehabilitation and expansion of old
units, particularly in Uttar Pradesh and Bihar. it may be stated
that the Sugar Industry Enquirv Commission in its Report of
1974 has brought out that 154 factories in the country had re-
ported having spent an aggregate of Rs. 76 crores in additiops
and alterations during the ten vear period 1960-61 to 1969-70.
Out of this, 50 factories in Uttar Pradesh had spent Rs. 26.83
crores and 20 factories in Bihar about Rs. 4.5 crores. It is
agreed that there is need to do more in this regard. The
Government of Uttar Pradesh have recently decided to set
apart about Rs. 4 crores every year out of their cane purchase
tax collections for rehabilitation and modernisation of old and
sick units. The Government of India are also considering
how hest to assist such old factories to modernise and rehabi-
litate themselves. The Government agree that sugar mills
should be of economic size. Since 1964, the Government of
India have been licensing new sugar foctories with a ‘crushing
capacity of not less than 1250 tonnes per dav which is consi-
dered to be the economic size, and the standard sugar machi-
pery presently in use has in built provisions for easy expansion

upto 2,000 tonees per dag.”
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1.7. In their comments on the Department’s reply in regard to the re-
commendations contained in Paragraphs 4.10 and 4.11, Audit has stated:

“The primary object is not disputed. But the fact is that the incen-
tive given for nearly two decades cannot merely be incentive.
Connected with this should be the objective of modernising to
make the industry self supporting and self-reliant. The Mini-
stry have also conceded that more in this regard is yet to be
done.

It would also appreciated that the prolongation of seasons tend to
overdepreciation of machinery and this aspect has to be exa-
mined carefully. If the incentive is to overdepreciate the ma-
chinery, it should follow that adequate steps are taken to re-
vitalise this machinery. This is exactly what the PAC had
commented.

Further the decision of Cabinet regarding sugar policy in 1959-60
may please be seen at pages 166-67 in file 4-18/59-S.V. Here
it was decided that the question of modernisation of machinery
in sugar factories should be examined by the Department of
Fodd and suitable measures evolved in this behalf. The specific
measures evolved in this direction since this decision was taken
may also please be state.”

1.8. The Department have stated that action taken to give effect to
the Cabinet’s direction in October 1959 regarding modernisation of ma-
chinery in sugar factories was explained to the Audit in a note (Appen-
dix T) and the main aim of the excise duty rebatc scheme was reiterated.

1.9. Audit have given further comments on the Department’s reply as
under:-—

“Regarding adding a note on steps taken for modernisation of su-
gar machinery, no further comments.

However, the Ministry’s earlier reply that excise rebate has nothing
to do with this aspect and it does not contain an element to-
wards this end does not seem to be quite relevant. The rebate
is grant for cxcess production and the schemc has been in vogue
for a number of vyears and the factariec have substantially
benefited. But the factories did precious little to improvise on
their machinery. It may be the rebate was intended in that man-
ner or not, byt as a Jong range policy, this shoyld have been
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attempted. In this view it matters little whether the rebates do
contain an element towards modernisation or not.

- The reply is therefore not in order.”

1.10. The Department have stated in the light of the audit comments
that they have no further comments to make except to add that the fact
that successive Committee/Commissions appointed by the Government of
India since 1963 had recommended the need for special loan assistance
to the industry for the purpose of rehabilitation and modernisation, in
spite of the excise duty rebate scheme having been in existence from an

earlier date lends support to the stand-point of the Department in this
regard.

1.11. The Commifttee note that different Committees/Commissions
sppointed by the Government from time to time like the Gundu Rao Com-
mittee, Sen Commission and Bhargave Commission to study the working,
rehabilitation, modernisation and expansion of the sugar industry have
emphasized the necd for large-scale rehabilitation and modernisation of
Supar industry. Althouch the Committec do not dispute that the primary
objective of providing incentive to the sugar industrv was {or extending the
crushing period they camnot he oblivious of the fact that the important
asrect of rehabilitation. modernisation ctc, of the industry has been com-
pletelv lost sight of bv the Government while granting cash incentives in
the shape of sugar rebate to the industry for nearly two decades.

1.12. Keeping ia view the fact that the machinery has heen pat to over-
strain and over-depreciafion due fo proloneation of season for the sake of
enhancing production and earmning more profits. the Committee consider that
it is 'but fair a portion of the profits earned is plovghed back to the industry
for revitalisine and mndernisine the machinerv as a matter of long range
policy. This would help the industrv in hbecoming self-supporting and self-
reliant and would also obviate the need for incentive in due course.

1.13. The Committee further feel that if Government had kent this in
view at the time of incention of the rehate scheme. the condition of snear
factories. particularly in Uttar Pradesh and Bihar where some of them are
the oldest and contain machinerv of ohsolete desion. would have improved
by now to produce more.

1.14. Keeping in view the impnortance of suear in the export field as
well as the peneral econamv of the rountry. the Cammittee hone and trast
that the question nf modernisation. rehablitation and evoansion of the spear
industry will receive constant and adequate attention by the Government.
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Payment of rebate to factories a higher amowns than what they actually
paid as duty (Paragraphs 4.30 and 4.31—Serial Nos. 30' & 31)

1.15. Dealing with the question of payment of rebate to the sugar fac-
tories in excess of the duty actually paid the Committee had in paragraphs
4.30 and 4.31 of their 155th Report recommended: —

4.30. “Another interesting fcature of the Sugar Rebate Scheme is
the calculation of the rcbate on the cffective rate of duty by
averaging the prices of levy and frce sale sugar. The Commit-
tee find that the adoption of this formula has resulted in giv-
ing as rebatc to factories a higher amount than what they ac-
twally paid as duty, particularly during those incentive periods
when the rebate admissible, expressed as a percentage of the
duty payable, was 100 per cent. When the pricing policy for
sugar and the Excise Tariff make a clear distinction between
levy and free sale sugar, the Committee are distressed that the
two should have been combined for the purpose of rebate,
which has resulted in the concessions to the factories. This
aspect has apparently not been taken into account while for-
mudating the scheme. The Committee desire that the reasons
and the justification for this extra concession to the sugar
industry should be investigated in detail immediately and in-
timated to them.

4.31. The argument put forth in this conmection by the Fimance
Secretary during cvidence that there would be no cxess pay-
ment of rebate if the overall figures for the entire period were
to be taken into account is not acceptable to the Committee.
The fact remains that during Octobzr-November, 1972, when
the rebate admissible was 100 per cent of the duty payable, a
rebate higher than the duty paid in respect of levy sugar pro-
duced in excess has been allowead to sugar factories bv the me-
thod of averaging, This has been  amply illustrated in the
statement in paragraph 3.33 of this Report. To that extent,
there has been a loss to Government and a windfall gain  to
the industrv. It is also not unlikely that similar benefits have
accrued to the factories during other incentive periods by the
averaging of prices. The Audit Paragraph points out that in 33
factories in two Central Excise Collectorates. such excess re-
bate amount to Rs. 76 60 lakhs. The Committee desire that
the loss sustained by Government by allowing a rebate in ex-
cess of the duty actually paid in respect of all the factories in
the country should be worked out and intimated to them so
that the extent to which the industry ha< benefited on this ac-
count may be precisely known.”
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1.16. In their action taken note dated 22 September, 1975, on Para-

geaph 4.30

the Department of Revenue and Insurance hawe stated:

“It has been the stand of this Department that no” extra conces-

sion has flowed to the sugar industry as a result of the opera-
tion of the sugar rebate scheme,

Rule 8(1) of the Central Excise Rules, 1944 empowers the Cen-

The

tral Government to exempt by notification any excisable goods
from the whole or any part of duty leviable thereon. As per
the potification relating to sugar rebate scheme, exemption has
been given to sugar from so much of duty of excise leviable
thereon as is speicfied when such sugar produced is in excess
of specified quantitics of sugar manmfactured in the preceding
sugar season. While, stricily speaking it might have been ap-
propriate to bave two separate rates of rebate—on for sugar to
be cleared for levy purposes and another for sugar cleared for
free-sale, for the reason that levy sugar and free sale sugar at-
tract different rates of duty, this was not donc as it might have
resulted in accounting difticulties and unnecessary delay in
comutation and grant of rebate claims. It was purely as a mat-
ter of administrative convenience that it was decided to notify
the rates of rebate by reference to the total liability of duty on
the sugar produced. Since this sugar was finally to be cleared
in the proportion of 30 per cent free sale and 70 per cent levy,
the total duty liability of the sugar produced and, accordingly,
the rebate entitlement, were made calculable in the same pro-
portion.

above step became necessary in view of the special procedure
for granting rebate on cxcess production which was enforced
after obtaininngg the concurrence of the Comptroller and Au-
ditor General and which is itself, at best, extra legal, inasmuch
as the credit of incentive entitlement is allowed well in advance
of actual clearance of sugar and payment of duty thereon.

Looking at the matter in this context, what is required to be appre-

ciated is the object of the notification, which is to ensure that
the overall production of sugar of a factory is free from all
duty liability to the extent specified. As per the notification,
the claim for rebate arises on production. At that stage no
physical differentiation is possible between sugar which wilt be
cleared for levy purposes and sugar which will be cleared for
frec sale—the two are not distinct in quality or kind, I
therefore the actual rebate availed of oa the total quantity
of excess sugar produced in a factory does not emceed that
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which is specified in the notification as well as the total duty

which is otherwise payable as per the effective rates of duty,
no point of audit should arise. .

It may be further emphasized to remove any vestige of doubt that
might remain on the point, that the essence of the procedure
which has been drawn up with the concurrence of the C&AG
is that the exemption notifications have to be given effect by
allowing the sugar manufacturers advance credit, to the extent
of the exemption admissible at the time of final clearance of
sugar, as soon as such sugar is produced. The credit so afford-
ed accrues to a manufacturer in lumpsum whereas the clea-
rances are taken piecemeal as per releases permitted by the
Directorate of Sugar and Vanaspati. In the context of such a
scheme it is not reasonable to try to compare the duty collect-
ed in respect of any particular period on the clearances which
necessarily must be proportionately small with the advance
credit allowed on the production which might necessarily be
considerably more.’

1.17. Action taken note* dated 27 August, 1976 on Paragraph 4.31
furnished by the Department of Revenue and Insurance reads as follows: —

“Following the illustration given in para 3.33** in respect of those
factories to which rebate in excess of the duty payable had
been paid, the collectors, whose rcport have been received
so far, have indicated loss of Rs. 40,15,856.67 in respect of
such units during October-November 1972, These figures
are subject to confirmation by some of the Collectors who are
being addressed once again in regard to the method of calcu-
lation. ,

However, it is also reported by some of the Collectors that there
has been a gain to Govt. even in terms of the illustration con-
tained in para 3.33 in respect of the period October-November,
1972 and other periods in the sugar season 1972-73.

The reports from the Collectors of Central Excise, Shillong, Ban-
galore and Allahabad (in respect of 7 factories) are still
awaited.”

*Not vetted by Audit.

*sParagraph 3.33 of the Report referred to above reads as follows:

According to the Audit Paragraph the quantum of rebate was calculated,
based on the effective rate of duty, by averaging the prices of levy
and free sale sugar. A statement furnished to the Committee
by Audit indicating the net loss to Government as a result of
averaging the prices of levy and free sale sugar in respect of four
factories in Madurai Central Excise Collectorate, is reproduced
below:
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MADURAI COLLEGTORATE (FOUR

Period Octobcr-Novcmbcr, 19%2
Quantity eligible for rebate
Free sale sugar .

Levy sugar

Duty payable :

Free sale sugar

Levy Sugar
Rebate allowed :

Free sale sugar

Levy sugar |

Gain in rebate to the factories :

Free sale sugar
Levy sugar
Net gain ,
Price of free sale sugar
Tariff value

Difference

FACTORIES)

25,213 quintals
58,828 quintals
84,041 quintal
Rs.
14,22,013

18,253,668

Rs.
10,08,520

23,53,120

(—)Rs.  4.13,493

{—) Rs. 5,29,452
Rs. 1.15.595{A)

Rs. 200 per quintal
Rs. 235 per quintal

Rs. 35 per quintal

Gain in excise duty at 249/ on account of difference between price and Rs. 13- 20 per quinta

Tariff Value.

Price differential on the quantity of sugar cleared for free sale @ 13- 20/

quintal

Net Loss to Government (A+B) |

Rs. 8,22,811,60 (B)

Rs. 4,48,770

1.18. In another action taken note* dated 21 July, 1977 on Paragraph
4.31 furnished by the Department of Revenue and Banking, it has been

stated :

4

“As indicated in the action taken note already submitted vide letter
F. No. 234/26/75-CX-7 dated 27-8-1976, further clarification/
confirmation was sought from the Collectors. From the reports

*Not vetted by Audit
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seceived it is found that the “loss” as a result of payment of
rebate in  excess of duty actually payable came to
Rs. 52,32,748.80 during the period October-November, 1972,

As against this, during the same period October-November, 1972,
there was a “gain” of Rs, 62,55,838.77 as a result of the rebate
granted being less than the duty payable,

It would be evident therefore that there was no excess payment of
rebate if the overall figures for entire period October-November,
1972 is taken into account.”

1.19. The Committee note that the methodology adopted by the Gov-
ermmeat in the calculation of the rebate by averaging the prices of levy and
free sale sugar was defective and has resulted in a loss of Rs. 52,32,749
during October-November, 1972 to the Exchequer. This loss was as a resuit
of payment of the rebate in excess of the duty which was actually payable.
The Committee are unable to appreciate the point of view of the Department
that there was a gain of Rs. 62,55,839 as a result of the rebate granted being
less than the duty payable. The Committee feel that this amount has been
calculated on the basis of duty actually payable in any case and as such
cammot be adjusted against the loss of Rs. 52,32,749. The Department have
admitted that it might bave been appropriate to have two separate rates of
rebate—one for sugar cleared for levy purposes and another for sugar cleared
for free sale, for the reason that levy sugar and free sale sugar attract diffe-
rent rates of duty. According to the Department, this was not done, as it
might have resulted in accounting difficulties and delay in computation and
grant of rebate claims, The Committee are unhappy to note that on the
excuse of alleged administrative inconvenience Government had to sustainm
sach 8 heavy loss resulting in fortuitous gains to the sugar factories. The
Committee urge that abundant cautioa and scrutiny should be exercised in
such financial matters so as to prevent leakages of Government revenues and
avoidance of fortuitous gains to any private agency at the cost of national

Exchequer.

Fortuitous benefits due to closure of the factory, break-down of the Ma-
chinery strikes etc.. (Paragraph 4.36—S!|. No. 36)

1.20. In paragraph 4.36 of their 155th Report thc Committee desired
to know whether as a result of the rebate scheme in force trom time to time,
any indivicual factories had reaped fortuitous bencfits due to low production
in the preceding base period relevant to the incentive period for various
reasons such as closure of the factory, break-down of the machinery, strikes
and other similar causes,
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1,21. In their reply* dated 5 May, 1976 the Department of Revenue
and Insurance have stated:

“It is ascertained that the folloWing factories have reaped fortuitous
benefit during the period shown against each:

Collectorate Name of the factory Period Reasons for  reaping
during fortuitaus benefit,

Bangalore M/s Pandavapura Sugar factory 1961-52  Strike
Madras M/s. E.L. Parry C>. Ltd. N:llikuppan 1-3-73 . Low production during
to the base period due to

30-4-73 strike.
Do. M/s Kallakurichi Co-op. Sugar Mills 1-12-73 Low Production due to
to strike & closure of the

31-3-73  factory due to floods during
the base period.”

— — o —

1.22. The Committee are unhappy to note that due to lack of scrutiny
and investigation oa the part of the Government as many as three factories
have reaped fortuitous benefits by enjoying sugar rebate due to low produe-
tion in the preceding base period relevant to the incentive period for
various reasons such as closure of the factory, strikes ctc. The Committee
would like to know the reasoas for not making thorough investigation so
as to avoid such fortuitous payments together with the actual amounts in-
volved in all the three cases.

Double concession 1o the sugar factories for the sugar removed for export
(Paragraph 4.37—Sl. No. 37)

1.23. Dealing with the question of grant of double concession to the
sugar factories in respect of the sugar removed for export, the Committee
had in Paragraph 4.37 of their 155th Report observed as follows:—

“The Committee have been informed by the Ministry of Finance that
the Sugar Rebate Scheme does not distinguish between sugar
meant for home consumption and sugar cleared for export.
There is no question of payment of excise duty in respect of
sugar removed for export, as the duty paid, if any, is refundable
in full. 1In respect of rebate on excess production, to the extent
that such sugar is earmarked for export, the rebate in duly
allowed amounts to an extra concession to the sugar factories.
The Committee have been informed that this aspect is also
under further examination by Government and desire that the
cxamination should be completed expeditious!y. The Committe2
would like to know the quantum of such double concession

* Not vetted by audit.
2253 LS.—2
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allowed to the sugar factories on this account. It is distressing
that the Ministry of Finance should have remained ignorant of
this extra concession till it had been pointed out by the Com-
mittee. That such a concession should have been allowed all
these years over and above a full refund of the-excise duty and
the additional subsidy given to the industry in the form of re-
coupment of - export losses, which amounted to Rs. 89 crores
ull 1972, is a matter which causes concern to the Committee.”

- 1.24, In their action. taken note dated 22 Sepiember 1975, the Depart-
ment of Revenue and Insurance have stated :

“The matter has beer examined in consultation with the Collectors
of Central Excise and the Ministry of Law,

The notifications which have issued from time to time for operating
the excise duty rebate scheme in respect of excess productien of
sugar partially exempt sugar which is in excess of certain speci-
fied levels, whether determined on the basis of the production
during the corresponding period of the previous year, as notified
in the earlier schemes, or in excess of the average production
ot the corresponding period of the preceding 5 sugar years, as
under the scheme operating in the current year.

Under the relevant notifications, all sugar which is determined to be
excess sugar, as per the basis provided, is entitled to be cleared
at partia'ly exempted rates of duty. It would not be in order,
while computing the excess production, to ignore such quantities
of production which are utilised for export. The cntire produc-
tion of sugar in the current year would have to be taken into
account for determining the excess production.

So far as operation of the rebate scheme is concerned, the benefit of
the exemption is being given, not, as usual in the case of such
notifications, at the time of the clearance of the goods, but an
advance credit to the extent of the concession admissible under
the notification is given as soon as excess production is determin-
able, and, in anticipation of the clearance of such sugar. It is
ar essential part of this scheme of grant of advance credit that
all sugar in respect of which such advance credit is allowed,
should be cleared on payment of duty at the {ull rates. This
ensures that the benefit that accrues to the sugar mills is limited
to the extent provided under a notification.

A question had arisen as to whether rebate in duty would be allowed
in respect of sugar which is clearcd not for domestic consump-
tion but for export. Such a question is entircly confused as it
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does not take into account the fact that sugar which is cleared
for export would be entitied not to rebate to the extent notified

under the excess production rebate scheme but to full rebate on
export.

It is ascertained that normally sugar is being exportcd in bond only.
If, however, any sugar from excess production were to be
exported on payment of duty, then in respect of such sugar
also an advance credit to the extent of the concession under
the relevant notification would be admissible, provided that,
in terms of the rebate scheme, such sugar is cleared on pay-
ment of duty at full rate. On final export of such sugar,
refund would be admissible to the manufacturer of the full duty
paid at the time of clearance from the factory, less such amoun's
as have already been allowed to him by way of advance credit.

It has been ascertained from the Ministry of Agriculture, however,
that by and large the question of sugar mills delivering sugar
for export out of their excess production does not arise. Accord-
ing to that Ministry the export quotas should normally be well
within the base level production of the sugar: miils and would
not affect their exccss production rebate entitlements.”

1.25. It hardly matters whether the exportable sugar is drawn from the
base level production or from the excess production as a result of the rebate
a5 Jong as such a quantity is accounted for in the total production of the
mill for the purpose of excise rebate entitlement. The Committee would like
to have a categorical assurance from Govermnment that this- peint has been
taken into account while granting refund of the full duty paid on the ex-
ported sugar less such amounts as have already beea allowed by way of
advance credits on account of excise duty rebate.

Critical Evaluation of the Sugar Rebate Scheme (Paragraph 4.60, Sl. No.
60).

1.26. Emphasizing the need for critical evaluation of the Sugar Rebate
Scheme by an independent authority, the Committee had in paragraph 4.60
of their 155th Report recommended as foliows:

“In these circumstances, the Committee are convinced that there is
no justification for the sugar Rebate Scheme. It only means
robbing the public funds to enrich the exploiters. It would
also be evident from the foregoing paragraphs that the rebate
scheme has served no tangible purpose. A number of deficien-
cies and irregularities in the administration of the scheme have
also come to light during the examination by the Committee.
Whatever might have been justification when this scheme was
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first formulated in 1969, the Committee consider that its con-
tinuance at the cost of the revenues of Government would not
be justified. The Committee would, therefore, strongly urge
that Government should do some serious-soul searching in
this regard and examine critically whether the rebate scheme
has really contributed to maximising sugar production and
whether the pampering of the sugar industry by such ill con-
ceived incentive schemes has been justified. The Committee
recommend that the critical evaluation of the scheme suggested
should be entrusted to an independent authority,”

1.27. In their action taken note dated 22 September 1975 the Depart-
ment of Revenue and Insurance have stated :

“The recommendations of the PAC that the critical evaluation of
the scheme suggested should be entrusted to an independent
authority has been accepted in principle by this Ministry with
the concurrence of the Department of Food, Ministry of Agri-
culture and Irrigation. Details of the composition of the
independent authority are being worked out in consultation
with the Ministry of Agriculture and Irrigation, Department of
Food.”

) 1.28. In a further note dated 27 July, 1977, the Department have
informed—
“The proposal to set up the Committee is still under consideration
of the Department.”

1.29. In their action takea note dated 22 September 1975, the Depart-
ment of Revenue and Insurance had informed the Commitiee that Govern-
ment had agreed in principle to the Committee’s recommendation for
entrusting the critical evaluation of the Sugar Rebate Scheme to an inde-
pendent authority, and that details for its composition were heing worked
out in consultation with the Ministry of Agriculture and Irrigation and
Department of Food. The Committee, however, regret to note from the
Departmeat’s communication dated 27 July, 1977 that the proposal to set
up this independent authority is still under consideration, The Committee
need hardly emphasise that the independent authority should be set up
without any further delay and the various matters raised hy them in their
155th Report examined in depth by the proposed authority.



CHAPTER 11

RECOMMENDATIONS/OBSERVATIONS THAT HAVE BEEN
ACCEPTED BY GOVERNMENT

Recommendation

After a detailed examination of the Audit Paragraph and other relevant
information made available by the Ministry of Finance and the Department
of Food relating to the Sugar Rebate Scheme, the Committee are of the view
that the rebate schemes which have been provided right from the Sugar year
1959-60 onwards, except for four years in between, do not appear to have
had any perceptible impact either on sugar production or increase in the
area under sugarcane. There have also been no tangible benefits to the
cane grower or the comsumer. nor have the schemes contributed to the
modernisation of sugar mills and adoption of improved techniques of produc-
tion. Though the rebate scheme has attained a sort of permanency, the
Committee feel that its further continuance at the cost of the revenues of
Government would not be of any utility to the canegrower, worker or to the
consumer. The implementation of the whole scheme appears to have re-
sulted in advantage only to the sugar manufacturers and marketeers at the
cost of the exchequer. The working of the rebate scheme and some of the
deficiencies and short comings in its operation which have come to the notice
of the Committee during the course of their examination are discussed in the
succeeding paragraphs.

[Sl. No. 1 (Paragraph 4.1) of Appendix X to 155 Report of the Public
Accounts Committee (5th Lok Sabha)].

Action Taken

The Excisc Duty Rebate Scheme in respect of sugar is drawn up on a
vear-to-year basis in an cffort to bring about some increased in the produc-
tion of sugar in the year to which the scheme relates. Tts purpose is short-
term and limited to inducing the sugar factories to start crushing early and
to continue crushing late in the season unmindful of the comparatively lower
recoveries during these periods on account of the immaturity of cane in the
carlier period and dryage of cane in the later period.” The rebate is intended
to compensate the consequent increase in the cost of production of sugar
by the Industry and also to enable them to maintain the tempo of produc-
tion undisturbed even during the peak crushing period by paying competitive
prices for cane vis-a-vis the manufacturers of gur and khandsari. Tt has

15



16

never been the intention that the excise duty rebates should contribute to
modernisation of sugar mills, for which much larger capital outlay will be
required, nor is it expected to bring about improvement in the techniques
of production. ‘

2. There can be no denying the fact that the cane growers have, in recent
years, been getting higher prices for their cane due to the combined effects of
the rebate scheme and partial control policy. It is, however, difficult to
allocate the extra cane prices as between the two causes. As rebate is
payable only for the extra production of sugar actually achieved, according
to the formula prescribed for each year, it is clear that the income accruing
to the Government from excise duty levied on the extra production will
undoubtedly be in excess of the outgo of expenditure on account of rebates.
The consumers also benefit in production to the extra production achieved.

3. Various commissions, such as the sugar Industry Enquiry Commission,
the Tariff Commission and the Agricultural Prices Commission, have taken
notice of the existence of the excise duty rebate scheme in their reports. but
none of them had expressed a word of disapproval of the scheme. In fact,
the Agricultural prices Commission, in its Report on Sugarcane policy for
1975-76 season, had made a proposal which would involve some liberalisa-
tion of the rebate scheme.

4. The comments from the Office of Comptroller and Auditor General
are as under:—

“From the reply to para 4.1 it would follow that in respect of sugar
the Government had been following a short term policy from
season to season without any long term objective of self suffi-
ciency or surplus. It has to be conceeded that, if it was in-
tended to compensate for higher cost of crushing cane prema-
turely or after long dryage, then rebate could have been limited
in objective to specific areas for specified periods only.
Whereas the rebates announced over the years covered the
whole seasons at varying rates. If the objective had been so
limited as stated in the reply, there is no need for estimation,
limiting to a certain percentage of base production etc. The
higher cost would be then for the seasons as a whole or for
specified periods for the entire crushing done in that spell,
The reply is therefore not acceptable.”

5. It is considered that the reply given above and adequately covers
the points raised by the P.A.C. and there is nothing further to be added.

6. All the same, the Government have already accepted the Recom-
mendation No. 4.60 of the P.A.C., that an independent authority should
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be set up to go into the merits of the scheme of excise duty rebates for
augmenting sugar production and steps are being taken to set up this in-
dependent -authority.

[Ministry of Agriculture and Irrigation (Department of Food) O.M.
No. 7-4/75-SPY dated 28-2-76].

Recommendations

The Committee find that sugar production during the past decade or so
has been erratic. Despite the grant of liberal rebates in excise duty and
other incentives for maximising production, there has been no definite trend
towards self-sufficiency or surplus. Sugar production which was 30.21
lakh tonnes in 1960-61 touched the peak level of 42.62 lakh tonnes in
1969-70 and fell again to 31.13 lakh tonnes in 1971-72. Even between
1960-61 and 1971-72, the production has not shown any uniform upward
trend in all the years and there have been wide fluctuations. The years
1966-67 and 1967-68 were years of scarcity, the production being only
21.51 lakh tonnes and 22.48 lakhs tonnes respectively. The sugar rebate
scheme was in force during both these years.

There have also been occasions when sugar production had been high
when no rebate had been allowed and low despite grant of rebate in excise
duty. For instance, in 1963-64, production was only 25.73 lakh tonnes
when there was a rebate as compared with the production of 27.19 lakh
tonnes in 1961-62 when no rebate was allowed. While excise duty con-
cessions ranging from 50 per cent to 80 per cent of the duty payable had
been allowed in 1963-64, no rebate was admissible in 1961-62. Similarly,
the production of 31.13 lakh tonnes in 1971-72, a rebate year, was Jess
than the production of 37.40 lakh tonnes in 1970-71, a non-rebate year.
The production of 21.51 lakh tonnes in 1966-67 was also much less than
the production in any of the preceding three years ranging from 25.73 lakh
tonnes in 1963-64 to 35.41 lakh tonnes in 1965-66. 1t is also significant
to note that as against the targets of 35.60 lakh tonnes and 47.00 lakh
tonnes envisaged respectively during the Third and Fourth Plan periods, the
average achievements were only respectively 28.40 lakh tonnes and 37.87
lakh tonnes. Tt would, therefore, be fallacious to argue that the rebate
schemes have, in fact, really contributed to maximising sugar production.

[SI. Nos. 2 and 3 (Paragraphs 4.2 and 4.3) of Appendix No. X of
155 Report of the Public Accounts Committee (Sth Lok Sabha)].

Action Taken

The rebate in excise duty is not the only factor influencing sugar pro-
duction. There arc also other factors such as, the area under sugarcane,
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condition of the cane crop based on weather conditions, pests and diseases,
relative ability of the manufacturers of sugar, gur and khandsari to compete
for cane etc,, which influence sugar production in each year. The area
under sugarcane is generally regulated by the cultivators keeping ih view
its importance from year to year as a cash crop and the relative profitability
of the cultivation compared with that of competing crops like paddy, wheat
and cotton. Agro-climatic factors at the time of planting as well as the
expectation of the price which the sugarcane, when mature, will fetch™ also
determine the area under sugarcane. Besides, sugarcane is raised as a
crop to ensure security of income to the agriculturists in the event of failure
of other crops due to frequent hazards of nature and this also influences
the area under it. Over the past decade-and-a-half, the area under sugar-
cane has by and large registered a substantial increase with annual fluctua-
tions. Periodically, it rises to a level where the production is in excess of
the demand. This depresses prices, and at the next planting. thc area
tends to shrink. The fall in arca results in fower production, leading to
inadequate supplies of sugarcane to sugar as well as to gur and khandsari
manufacturers and consequent rise in the prices of sugarcane. This again
encourages the cultivators to increase the area under sugarcane in preference
to other crops and the next phase of increased acreage under cane ensues.
It is thus normally a four to five years' cycle, two of reduced area followed
by two of larger area, which has been the characteristic feature of sugarcane
cultivation. The fluctuations in production of sugar are due mainly to
fluctuations in sugarcanc production apart from the Jevel of diversion to
gur and khandsari in factory arcas cvery year.

2. If in some years when there was no cxcise rebates scheme in opera-
tion the sugar production was still good, it was because the advance esti-
mates of production were satisfactory and the Government did not consider
it necessary to offer any incentives. 1In other ycars, when in spite of the
rebate the production had not been satisfactory compared to a previous
vear when there were no rebates, it may be that the rebates allowed were
not sufficiently attractive.

3. The Department of Food, thercfore, feel that the efficacy of the
scheme of rebates in excise duty vis-a-vis sugar production cannot be
wholly discounted.

4. The comments from the office of Comptrollcr and Auditor General
are as under:—

“The replics are too general for acceptunce. It is not denied that
sugar production is influenced by number of factors. Being primarily
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based on agriculture, no doubt the major factors can be monsoons which
are also erratic. But the main theme is should the forecasts and produc-
tions be based and made to depend on such uncertain factors. The pur-
pose of the recommendations is mainly to focus the aspect of rebate in duty
which has been considerable and to what extent this has contributed to in-
crease production of sugar. In that light the factors which influence sugar
production may themselves be contributory but the matter has to be

examined and explained with reference to the rebate only. The replies
are, therefore, not to the point.

Secondly, it is explained that the high production in a non-rebate year
may be due to accuratc forecasting, at the same time attributing the low
production in a rebate year to other factors. It could as well be that the
forecast was not reliable in all the cases. If production increased in spite
of rebate or no rebate, it was also in spite of forecasts.

The Ministry may, therefore, re-cxamine and revise the reply.”

5. It is considered that the reply given above adequately covers the
points raised by the P.A.C. and there is nothing further to be added.

6. All thc same, the Government have already accepted the Recom-
mendation No. 4.60 of the P.A.C, that an independent authority should
be set up to go into the merits of the scheme of excise duty rebates for

augmenting sugar production and steps are being taken to set up this in-
dependent authority.

[Ministry of Agriculture and Irrigation (Department of Food) OM.
No. 7-4/75-SPY dated 28-2-1976]

Recommendation

In spite of the rebate schemes, the Committee observe that there has
also beeu no appreciable corresponding increase in the area under Sugar-
cane cultivation, for a decade of progress and development. The area
under cane was 24.15 lakh hectares in 1960-61. 1t fell to 22.42 lakh
hectares in 1962-63 and registered an almost negligible rise in 1963-64
to 22.49 lakh hectares.  After increasing to 28.36 lakh hectares in 1965-66,
the area under canc again decreased to 23.01 lakh hectares in 1966-67 and
to 20.47 lakh hectares in 1967-68. The arca under sugarcane in each of
the six years from 1968-69 to 1973-74 was respectively 25.32 lakh hectares,
27.49 lakh hectares, 26.15 lakh hectares, 23.90 lakh hectares, 24.52 lakh
hectares and 27.22 lakh hectares. It would also be of interest to examine
whether the increase in the area under sugarcane in some years has been
achieved by conversion of crop or by new areas brought under irrigation.

{SL. No. 7 (paragraph No. 4.7) of Appendix X to 155th Report of
the Public Accounts Committee (5th Lok Sabha)].
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Action :l'aken

1. It is necessary to appreciate that the rebate scheme is not a muiti~
purpose ome. It is mainly intended to offer incentive to the sugar pro-
ducers to prolong the duration of crushing by starting the crushing earlier
and continue,” crushing even during the later part of the season in spite
of the falling trends in recovery, and thereby attempt to produce more than
what would otherwise have been possible. The rebate scheme is not ex-
pected to have any direct and visible impact on the area under sugarcane.
The area under sugarcane is generally regulated by the cultivator keeping
mainly in view its importance as a cash crop, and relative profitability of
its cultivation compared with that of competing crops, important amongst
which are paddy, wheat and cotton. According to the Sugar Enquiry
Commission (1965) Report, “Over the past decade-and-a-half, the area
under sugarcane in the country has registered a substantial increase. This
has been due to various factors, such as, increased facilities for irrigation,
greater availability of fertilizers and improved secds, substantial increase in
the demand for sugar and gur, and attractive prices of sugarcane. Though
the trend in acreage and production of sugarcane has been upward, there
have been individual years in which they have suffered sharp declines.”

2. Even an analysis of the statistics relating to later years, namely 1960-
61 to 1973-74, shows that although there are variations in area under
sugarcane in India in different years, it has recorded some increase over
a period of time. The annual compound growth rates of the area under
sugarcane and thc main competing crops in the country during 1960-61
to 1973-74 are given below:—

JE U RS

Crop All India area com-  All India lrrigated

pound growth area  compound
growth

(Per Cent Per Annum)

Sugarcane., . . . . . . (4) o (4+) 1-48
Rice O € D Y 45 139
Wheat . . . . . . . {+4) s6o {+) 914
Cotton . . . . . . () en (+) 2-93

3. The all India compound growth rate of gross cropped area during
the period 1960-61 to 1971-72 was 0.61 per cent per annum and that for
gross irrigated area was 3.23 per cent. The increase in sugarcanc area
je. 0.71 per cent per annum is thus more or less of the same magnitude
as the increase in the total cropped arca. Further, the increase in sugar-
cane is also, accompanied by increase in area under the main competing
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crops, barring cotton which showed a marginal decline. The conclusion
can, therefore; be that the increase in area under sugarcane over a petiod
of time is not on account of any significant shift in area from its main
competing crops.

4. A study of the increase in area under sugarcane in individual areas
vis-a-vis the variations in area under the main competing crops shows that
the all India area under sugarcane had risen appreciably in the years 1964-
65, 1965-66, 1969-70 and 1973-74 compared to the previous years. The
extent of changes in case of sugarcane in these four years compared with
the main competing crops are shown in the table below:—

State Year in which area under sugarcanere- Extent of increase in area compared to the
gistered appreciable increase over the  Previous year (Lakh hectares) in case of

previous year.
Sugarcane Rice Wheat Cotton
! 2 3 4 5 6
All  1964-65 . . . . . . 35 65 (—) 08 1° 4
India .
196566 . . . . . . 223 (—) 99 (—)835 (—) 40
1969-70 . . . . . . 2+ 2 71 67 14
1973-74 . . . . . . 2°7 1322 {~) 41 (—) o8

It will be seen from the above table that increase in the area under
sugarcane is generally accompanied by increase in the area under the main
competing crops also in different years, except that in 1965-66 particularly,
when the area under the sugarcane crop recorded an increase over the pre-
vious year, the area under the main competing crops registered substantial
decline. This may be attributed to the fact that there was adequate soil
moisture at the time of fresh plantings of 1965-66 sugarcane crop, which
took place between December 1964 and May, 1965, whereas in the year
1965-66, which was characterised by drought conditions, there was a fall
in the arca under the competing crops—rice, wheat and cotton. There are
a few more cases in other years where the increase in area under sugar-
cane was accompanied by fall in the area under one of its competing crops,
but it is difficult to say whether in such cases the increase in area sugarcane
is due to diversion of the area from any of its competing crops or om ac-
count of other factors.
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5. The comments from the Office of the Comptroller and Auditor
General are as under; —

“The rebate schemes may or may not be multipurpose one which is
not the subject of discussion. It is not as if that the rebate
was confined to production prior to beginning of season or
for prolongation of season. In many years even in the thick
of season i.e. December to March following, rebate of excess
production has been given. Thus the sole object was to
maximise production. It follows that sugar cannot be pro-
duced except by crushing of cane and excess sugar should
come from excess cane and improved recovery. Therefore,
it can be concluded that the object of the scheme running over

a decade was to produce more canes. It should also follow that
such excess cane should come from larger cultivation as also by
higher unit out-put. The recommendation has to be consi-
dered in this light.

From the reply it would appear that there had been only marginal
increase in area of cultivation. The obvious conclusion is
that rebate scheme has not-fulfiled in this objective.

Further, from the first table it would appear that compound rate
growth of area there is a decline in cotton and increase in
sugar cane. As the soil for cotton could be employed for cane
because these are reported to be competing crops, the increase
in sugarcane area is partly due to diversion from cotton.

In the second table given for four years, at least for two years
there is more than corresponding reduction in other compet-
ing crops. In so far as the other two years are concerned it
has to be seen whether there are other competing crops like,

say, ground nut.

The Ministry's reply itself is not conclusive on the second issuc.
The Ministry could perhaps undertake a specific survey in the
matter.”

6. It is considered that the reply given above adequately covers the
points raised bv the P.A.C. and there is nothing further to be added.

7. All the same, the Government have already accepted the recom-
mendation No. 4.60 of the P.A.C,, that an independent authority should
be set up to go into the merits of the scheme of excise duty rebates for
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augmenting sugar production and steps being taken to set up this indepen-
dent authority,

[Ministry. of Agriculture and Irrigation (Department of Food) O.M.
No. 7-4/75-SPY dated 28-2-76].

Recommendation

The Committee find from the orders of the Finance Minister on the
proposal for the grant of rebate in excise duty for the sugar year 1969-70
that the rebate was essentially a benefit intended for the cultivator. The
Committee have, however been informed during evidence that Government
have no machinery to check whether the benefit of the rebate had been
passed on to the growers. Consequently the Committee have no other
alternative but to come to the conclusion that the rebate has not been
passed on to the cane-growers, but retained by the sugar Community.
There has been a feeling amongst cane-growers that while sugar factories
make large profits, they do not pay a fair price to growers. The representa-
tive of the Department of Food has also accepted during evidence that if
at all the cultivator had benefited by the rebate scheme, it was only inci-
dental to the extension of the duration of crushing. The Committce are
most distressed to see that what was intended by the Government as a
benefit to the grower has not at all materialised and in implementation the
objective has been wholly defeated. The Committee strongly deprecate this
complacency. Under the circumstances, the Committee would have to come
to the conclusion that no tangible benefits whatsoever have accrued to the
cane-grower as a result of the rebate scheme.

[S!. No. § (Paragraph 4.8) of Appendix X of 155th Report of the
Public Accounts Committee (5th Lok Sabha)]

Action Taken

To appreciate the real significance of the orders passed by the Finance
Minister to which reference has been made. it is necessary to consider the
full text of the orders passed by the Minister and the coatext in which it
was done. In this connection, attention is invited to paragraph 3.24 of the
Report of the Public Accounts Committee itsclf in which the full text of
the Minister's orders has been reproduced and also to paragraphs 3.22 to
3.26 of the Report from which full background of the orders will be clear.

2. The proposal under consideration before the Finance Minister at
that time was to grant an additional rebate to factories for excess produc-
tion during the quarter Ist July, 1970 to 30th September, 1970, in the
background of large quantities of sugarcane remaining on the field to be
crushed particularly in U.P., and the need to avoid hardship which would
be caused to the growers if that cane was not crushed by the factories. The
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Finance Minister has, therefore, rightly stated in his orders that “the pre-
sent proposal is meant to give an incentive to the sugar factories to crush
additional 'sugarcane from 1st July 1970 to 30th September,- 1970. - This
is-essentially -a' benefit imtended for the cultivator. .. ... ” The purpose is
thus two fold viz. to give incentive to factories to crush additional cane
and to give the benefit to the growers of avoiding hardship which would
otherwise be caused to them. In the opinion of the Department of -Food,
it will not be correct to isolate the sentence, “This is essentially a benefit
intended for the cultivator........ ” Out of its context and to conclude
that the Finance Minister had expressed the opinion that the grant of
rebate in excise duty was essentially a benefit intended for the cultivator.
As made clear during evidence given before the Committee and in subse-
quent written notes submitted to them, higher payments for cane to the
cultivator result primarily from the partial control policy, and only inci-
dentally from the cxcise duty rebate scheme, and it is not possible to
quantify how much of excess payments accrue to the cultivator under each
of these two schemes.

A T !

3. The comments of the Office of Comptroller and Auditor General are
as under:
“The Ministry seem to b: arguing both ways, Where cane is in excess
supply, inducement is needed to factories to crush the cane.
Where it is in short supply, inducement is needed to buy cane
at higher prices. II excess cane cultivation and production
had been there, it would obviously have been a welcome
feature, and therefore, the Government should have, by execu-
tive or other measure, induced the sugar factories to work
longer, it necessary. over its normal capacity which should be
considered in the larger public interest. instead of giving
rebate of factories which benefit by such situations.

The conclusion of the Committee that tangible benefits did not
accrue to the cane growers is fully justified.

The reply may be considered.”

4, It is considered that the reply given above adequately covers the
points raised by the P.A.C. and there is nothing further to be added.

5. All the same, the Government have already accepted the Recom-
mendation No. 4.60 of the P.A.C., that an independent authority should
be set up to go into the merits of the scheme of excise duty rebates for
augmenting sugar production and sleps are being taken to set up this
independerit authority,

I,Ministry' of Agriculture and Irrigation (Department of Food)
O.M. No. 7-4/75-SPY dated 28-2-1976]
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Recdmme:lﬁaﬁlon

While the Excise Duty paid by the factories is passed on to the
tonsumers, the rebate is, however, allowed - to be retained by the sugar
factories. The Committee have been informed by the Department of Food
that the question of the rebate being passed on to the consumers does not
arise as the rebate is mainly intended for promoting sugar production. It
is indeed a sad commentary on the Policies of Government that a rebate
scheme should have been devised to benefit so few at the cost of so many.

[SL. No. 9 (Paragraph No. 4.9) of Appendix X to 155th Report of the
Public Accounts Committee (5th Lok Sabha)]

Action Taken

¢, As cxplained before the Committee, the primary object of the cxcise
duty rebate is to augment sugar production by providing incentive to the
sugar industry to extend the duration of crushing by commencing early
and continuing late in summer months, unmindful of comparatively low
recovery of sugar due to immaturity of cane in the early period and driage
in later hot months, and also by keeping up the tempo of sugar production
undisturbed during normal crushing period. This is expectsd to compcen-
sate the sugar factories for the increase in the cost of production on this
account.

It is also relevant to point out that the Sugar Industry Enquiry Com-
mission, while recommending the sharing of extra realisation from free-sale
sugar on 50:50 basis between sugar factories and the cane growers, con-
sidered whether the excise duty rebate earned by the factories should also
be included in the sharing formula. The Commission felt that the incentives
are for a specific purpose and are meant to cover the extra cost of manu-
facture not included in the Tariff Commission cost schedule, and so
decided not to include this item.

2. Any resultant increase in production of sugar not only enabics the
Government to look after the interests of millions of consumers but also
assists the national effort to export more and earn the much needed foreign
exchange for the country. The Government are, therefore, unable to accept
the observations of the Committee.

3. The Comments from the Office of Comptroller and Auditor General,
are as under :—

“In not accepting the observations of the Committee, the Ministry
have not adduced very valid reasons. Tn respect of sugar
export, excise rebate is given in full and the rebate given is
over and above this, Secondly unless the rebate is linked to
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the higher cost in any specified direction for any specified
area, it cannot be said that rebate could not serve other pur-
poses as well, intended or unintended. The fact is that the
industry is getting a benefit and an obligation to maintain the
tempo of production should be expected of the industry after
an initial spell of rebate.”

4. It is considered that the reply given above adequately covers all the
points raised by the P.A.C. and there is nothing further to add. ‘

5. All the same, the Government have already accepted the Recom-
mendation No. 4.60 of the P.A.C,, that an independent authority should
be set up to go into the merits of the scheme of cxcise duty rebates for
augmenting sugar production and steps are being taken to set up this
independent authority.

[Ministry of Agriculture and Irrigation (Department of Food)
OM. No. 7-4/75-SPY dated 28-2-1976]

Recommendation

The Committee are also surprised to find that no steps have been taken
by Government to ensure that the rebate would be utilised by the industry
to modernise its equipment and adopt improved techniques so as to increase
productivity. Any concession aimed at increasing production should be
so channelised as to result in enduring benefits to the industry in particular
and the economy at large and should be linked to lasting objectives rather
than to immediate gains. To imagine that the rebate by themsclves would
contribute to increased production in an industry that has donc little to
modernise its age-old and obsolete machinery would not, in the opinion of
the Committec, be realistic to say the least.

The representative of the Department of Food has, howcver, stated
during evidence that the scheme of rebate is not related to the question of
modernisation and rehabilitation. The Committee are unable io appreciate
the logic of this argument. Government would do well to bear in mind
that of the 218 sugar factories in the country in 1972, more than half 125
were over 31 years old of which as larg: a number as 93 were located in
Uttar Pradesh and Bihar. According to the Tarifi Commission, 1973, the
sugar factorics in these two States are ‘some of the oldest in the country
and contain different items of machinery of obsolcte design’. The Commis-
sion have also pointed out that though normaily cach factory ‘ploughs
back a part of its profits for modernisation’, some of the factories in
Uttar Pradesh and Bihar ‘have done precious little in this regard’. It would.
therefore, appear that the sugar factories have been given a frec rein by
Government to utifisc the rebate in excise duty in whatever manner they
may like.
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Closely linked with the concept of modernisafion is the ‘economic size’
of the sugar factories. According to the Tariff Commission, 1973, a little
more than half the total existing sugar factories, in 1971-72, were of
‘uneconomic size’ with a daily cane crushing capacity of less than 1,250
tonnes. The Committee are, therefore, firmly of the view that since no
efforts have apparently been made by the sugar industry to modernise its
equipment adopt improved methods of production and expand their existing
canc crushing capacity to make it economic, the grant of excise rebates and

similat incentives has only put a premium on inefficiency and increased
black money circulation,

[Sl. No. 10, 11 and 12 (Paragraph Nos. 4.10, 4.11 and 4.12) of
Appendix X to 155th Report of the Public Accounts Committee

(5th Lok Sabha)]

Action Taken

The primary object of the excise duty rebate is to provide incentive to
the sugar industry for extending the crushing period by commencing early
and continuing late in summer months, when the recovery of sugar is
comparatively low due to immature cane being crushed and driage in hot
months respectively, as also to improve the tempo of the sugar production
during normal crushing period. It particularly helps to enable the sugar
factories to meet to some extent the increased cost of production during
the low recovery periods. The extent of the excise rebate scheme varies
from year to year depending on the extent of the need for additional pro-
duction during cach year. By the very nature of this scheme as explained,
there is no scope for it to cater for modernisation and rechabilitation of
old units, for which much larger investment is required.

2. Nevertheless. as regards the observations made by the Committee
in regard to modernisation, tehabilitation and expansion of old units,
particularly in Uttar Pradesh and Bihar, it may be stated that the Sugar
Industry Enquiry Commission in its Report of 1974 has brought out that
154 factorics in the country had reported having spent an aggregate of
Rs. 76 crores on addition and alterations during the ten year period
1960-61 10 1969-70. Out of this. 50 factories in Uttar Pradesh and spent
Rs. 26.83 crores and 20 factories in Bihar about Rs. 4.5 crores. It is agreed
that there is need to do more in this regard. The Government of Uttar
Pradesh have recently decided to set apart about Rs. 4 crores every year
eut of their cane purchase tax collections for rehabilitation and modernisa-
ticn of old and sick units. The Government of India are also considering

how best to assist such old factories to modernise and rehabilitate them-
selves,

2253 LS.—3 B
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3. The Government agree that sugar mills should be of economic size.
Since 1964, the Government of India have been licensing new sugar facto-
ries with a crushing capacity of not less than 1,250 tonnes per day, which
is considered to be the economic size, and the standard sugar machinery
presently in use has in built provisions for easy expansion upto 2,000
tonnes per day.

4. Comments of the Audit (Paras 4.10 and 4.11):

“The primary object is not disputed. But the fact is that the
incentive given for nearly two decades cannot merely be incen-
tive. Connected with this should be the objective of modernising
to make the industry self supporting and self-reliant.  The
Ministry have also conceded that more in this regard is yet
to be done.

It would also be appreciated that the prolongation of seasons tend
to over-depreciation of machinery and this aspect has to be
examined carefully. If the incentive is to overdepreciaic the
machinery, it should follow that adequate sicps are taken to
revitalise this machinery. This is exactly what the P.A.C. had
had commented.

Further the decision of Cabinet regarding sugar policy in 1959-60
may please be seen at pages 166-67 in file 4-18/59-5.V. Hcre
it was decided that the question of modernisation of machinery
in sugar factories should be examined by the Department of
Food and suitable measures evolved in this behalf. The
specific measures evolved in this direction since this decision
was taken may also please be stated.

Para 12: No comments”

5. Action taken to give effect to the Cabinet’s direction i October 1959
regarding modernisation of machinery in sugar factories was explained to
the Audit as in the Note at Annexure and the ma‘n aim of the excise duty
rebate scheme was reiterated.

6. Final Comments of the Audit

“Regarding adding a note on steps taken for modcrnisation of sugar
machinery, no further comments,

However, the Ministry's earlier reply that excise rebate has nothing to
do with this aspect and it does not contain an element towards this cnd
does not seem to be quite relevant, The rebate is granted for cxcess pro-
duction and the scheme has been in vogue for a number of ycars and the
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- factories have substantially benefited, But, the factories did precious little
to improvise on their machinery. It may be the rebate was intended in that
manner or not, but as a long range policy, this should have been attempted.
In this view it matters little whether the rebates do contain an clement
towards modernisation or not.

The reply is therefore not in order.”

7. The Department of Food have no further comments to make except
to add that the fact that successive Committees/Commissions appointed by
the Government of India since 1963 had recommended the need for special
loan assistance to the industry for the purpose of rehabilitation and
modernisation, in spite of the excise duty rebate scheme having been in
<xistence from an earlier date lends support to the stand-point of the
Department in this regard.

[Ministry of Agriculture and Irrigation (Department of Food)
O.M. No. 7-4/SPY dated 19-5-1976]



ANNEXURE

A note detailing the steps taken to give effect to the Cabinet's direction in:
October 1959 regarding modernisation of machinery in sugar factories.

1. The Gevernment of India, Ministry of Food and Agriculture
appointed a Committec on 22nd June, 1963 to study the rehabilitation
and modernisation of the sugar factories in India under the Chairman-
ship of Shri S. N. Gundu Rao, the then Director, National Sugar Institute,
Kanpur. The Committte estimated an overall expenditure of about Rs. 90
crores on rehabilitation, modernisation and expansion schemes of sugar
factories. It was felt that a revolving fund of about Rs. 20 crores, to.
begin with, might be created by the Central Government and loan advanc-
ed to sugar factories on certain conditions for enabling them to take up
modernisation, rehabilitation and expansion schemes. The Government
examined the recommendations of the Committee but could not agree to-
the same. The industry was informed in March 1969 that it would be
open to individual sugar fatcories to approach the financial institutions
like IFC for loan assistance in the normal manner for their rehabilitation
and modernisation schemes.

2. The Government of India appointed the Sugar Enquiry Commis-
sion (known as Sen Commission) on 3rd August. 1964 to exumine the
price tructure of sugar, system of distribution of sugar and policy regurding
licensing of new sugar factories, and expansions  of the existing sugar
Faciories. The Commission agreed that there  wuas g need for providing
special loan assistance to the industry for the purpose of rchabilitation
any modernisation of the sugar industry. The  Commission recommended
that the upplication of each unit should be examined at technical level
regarding the economics of rehabilitation and priority should be given for
expansion of such units as are below the economic capacity of 1250 tonnes.
The Commission was of the view that the factories making substantial ex-
pansion should be treated at par with new factories for such assistance.
concessions or incentives as might be generally given by the Government
from time to time.

3. The Government of India in the Ministry of Food, Agriculture,
Community Development & Cooperation constituted a  Sugar Industry
Enquiry Commission on 28th September. 1970 (known as Bhurgava
Commission) to study the working of the sugar industry in all s aspects,
indentify inadequacies in the performance of the sugar industry, causes
for existence of a large number of sick sugar mills etc. The Commission
came to the conclusion that there was a need for large-scale rehabilita-
tion and modernisation in the sugar industry.

30
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4. The question of rehabilitation and modernisation of sugar factories
‘was discussed in a meeting of the Secretaries of the various Ministries
held on 8th ‘October, 1974 audit was felt that the rehabilitation of sick
mills could be effectively carried out by an organisation like Industrial
Reconstruction Corporztion of India. The matter is under examination
in consultation with the Industrial Reconstruction Corporation of India.

Recommendation

The Committee understand that mapy of sugar factories also have
their own sugarcane farms and that the cost of purchase of sugarcane
from such farms is already inflated to reduce taxable profits for purposes
of income-tax. In such a situation the Committee strongly feel that any
scheme for tax concession to sugar factories siould also take this factor
into consideration. The Committee desire tiat this should be examined
in detail before extending it any further.

[Sl. No. 13 (Paragiaph 4.13) of Appendix X to 155th Report of the
Public Accounts Committee (5th Lok Sabha)]

Action Taken

Regarding the practice of sugar factories owning sugarcane farms
purchasing canes from such farms at inflated prices, the Central Board
of Direct Taxes has reported as follows :

The Commissioners holding jurisdiction over some of important sugar
producing areas viz.; Commissioners of Income-tax, Kanpur, Meerut,
Poone and Hyderabad have furnished reports which show that of the 14
sugar factories covered by them. inflation of the type referred to by the
Committce has been observed in only one case. Additions made are
disputed and appeals are pending before the Appellate Authorities.

The Commissioner of Income-tax, Poone has also Reported that under
the Maharashtra, Ceiling on Land Holding Act, 1961, no sugar factories
can have their own sugarcane farms.

The observations of the Committee would be kept in view  while
finalising asscssments in the cases of sugar factories and also when the
question of cxtending rebate concessions in future is taken up,

[Department of Revenue & Insurance letter  No. 234/26/751CX.7
' Dated 28-11-1975]
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Recommendation

The Sugar (Regulation of Production) Act, 1961, was in force during
1961-62, under which the maximum quantity of sugar that could be pro-
duced in each factory was fixed and the excess production over the ceiling
so fixed was liable to an additional duty. The rebate in excise duty for
the sugar year 1963-64 was, however, granted with reference to the pro-
duction in 1961-62 when in fact, the production of sugar had been
practically controlled. The Committee feel that relating the rebate allow-
ed in 1963-64 to the production during 1961-62 was evidently not a
realistic basis. This has, perhaps, aided some of the sugar factories to
claim higher rebates. Surprisingly. however, in sp'te of the rebate, sugar
production in 1963-64 was onlv 25.73 lakh tonnes compared to the pro-
ducticn of 27.19 lakh tonnes in 1961-62. This only proves further that
the rebates scheme has had litile or no impact on production.

Government have. however, attempted to justify the linking of the
rebate allowed in 1963-64 to the production in 1961-62 on the ground
that the year 1961-62 was the only one in the then recent past in which
incentives did not operate and conditions were on the whole nearer
normal. The Committee find it difficult to accept this reasoning. Consi-
dering the fact that a production of 30.21 lakh tonnes had been achieved
in 1960-61, the Committee sce no reason why Government could not
have set their sights higher and given an incentive in 1963-64 if at all it
was absolutely necessary and justificd, relating it to the production dur-
ing 1960-61. Such a measure, in the opinion of the Committee. would
have been a more realistic arproach to the problem of maximising sugar

production.

[SI. Nos. 17-18 (Paragraph Nos. 4.17 and 4.18) of Appendix X of
155th Report of the Public Accounts Committee (S5th Lok Sabha)!

Action Taken

During 1960-61, the production of sugar h:d reached o peak level
of 30.29 lakh tonnes. The carry-over stocks at the end of the year was
as high as 12.60 lakh tonnes. In order to prevent over production of
sugar, a 10 per cent cut was imposed during 1961-62 scason.  Simul-
taneously some of the State Gevernments encouraged instatlation of more
kholus to facilitate diversion of surplus canc from factorics to Gur and
Khandsari groduction. These factories led to a shrinkage in the area of
sugarcane in the subcequent scason and also to a large scrle diversion of
cane to Gur manufacture; all these resulted in fall in production of sugar
during 1961-62 and 1962-63 and the ultimate imposition of controls on
price and distribution of sugar from 17-4-1963. 1t further necessitated
the grant of excise dutv rebate for ensuring higher production in 1963-64
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2. It may be stated that the practice during that period had been to
relate excise duty rebate to the production in excess of the average of the
previous two years production. Thus, according to this practice, the pro-
duction of the previous two years viz. 1961-62 and 1962-63 should have
been the base for grant of excise rebate in 1963-64. However, a depar-
turc had to be made from the usual methodology by relating it to only 1961-
62, production as the sugar production in 1962-63 of 21.39 lakh tonnes
was abnormally low, and consequently the average of the production during
1961-62 and 1962-63 would have conferred undue advantage con sugar
factories which closed earlier in the season and placed under considerable
disadvantage factories which achieved normal or near normal production
in 1962-63. It was, therefore, decided to adopt the production in year
1961-62 as the base for the grant of excise rebate. The production of 27
lakh tonnes in that year was also near the effective installed capacity of the
industry in 1963-64. Moreover, the year 1961-62 was the only year in
the then recent past in which incentives did not operate and the conditions
were near normal.  Further, according to All India First Estimate of Sugar-
cane for 1963-64, the area under sugarcane was about 54.19 lakh acres
as against 55.40 lakh acres in 1962-63, 60.66 lakh acres in 1961-62 and
59.68 lakh acres in 1960-61. After 10 per cent cut in 1961-62, the area
would have effectively been nearer the estimated cane area for 1963-64.
In view of the comparatively larger area under sugarcane in 1960-61, and
the cutthroat competition with gur and khandsari industry due to abnormal
inceease in prices of these commodities during 1962-63 and 1963-64. the
basc vear of 1961-62 was considered more rational and practical than
1960-61. If in spite of the rebates, as observed by the Committee, the
sugar production in 1963-64 was only 25.73 lakh tonnes compared to the
production of 27-19  lakh tonnes in 1961-62. the inference mav as
well be that this rebate was not sufficiently attractive for the industry and
possiblv, but for the incentive the production would have been still lower.

3. The comments from the office of C. & A.G. are as under:—

“The Committee have made one point regarding linking the rebate
for 1963-64 to base vear 1961-62 when there was control on
production. The Committec have also made a question as
to why the rebate was not linked to 1960-61 production.

The Ministry have not replied to the second point except to say
that it is usual to relate the production to average of two
preceding years. According to a note put up to Cabinet. the
cane cultivation during 1963-64 was expected to be 5.5 m.
acres. same as in 1962-63, and the prospects were good.
Therefore, there was no dearth of cane supply for production
of the target of 30 lakh tonnes. Thus the area under cultiva-
tion was not a relevant factor for considering the base year
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for rebate. It may be clearly stated why a target base could
not be fixed or relate the rebate to 1960-61 production.”

4. 1t is considered that the reply given above adequately covers all the
points raised by the P.A.C. and there is nothing further to add.

5. All the same, the Government have already accepted the Recom-
mendation No. 4.60 of the P.A.C,, that an independent authority should be
set up to go into the merits of the scheme of excise duty rebates for aug-

menting sugar production and steps are being taken to set up this indepen-
dent authority.

[Ministry of Agriculture and Irrigation (Department of Food) O.M.
No, 7-4/75-SPY dated 28-2-76].
Recommendation

The legality of the decision to grant an additional rebate only to a
section of the industry is open to question, particularly in view of the fact
that a similar representation for the grant of a rebate in the 1970-71 sugar
season, to enable the factories in Uttar Pradesh to crush about 72 lakh
quintals of sugarcane in the reserved areas left over from the previous
season, had been turned down. From a perusal of the correspondence
in this regard, the Committee find that the decision not allow a rebate
for this purpose was mainly based on the fact that the problem was con-
fined to one State only. It had then been considered inadvisable to allow
a rebate in excise duty on an all-India basis. Under the circumstances,
the Committee are inclined to take the view that the grant of an additional
rebate from 1st July, 1970 to 30th September, 1970 on an all-India basis

was not justified and that this has resulted in fortuitous bencfits only to
a small section of the industry.

[SI. No. 24 (Paragraph 4.24) of Appendix X to 155th Report of the
Public Accounts Committee (Sth Lok Sabha)].

Action Taken

Additional rebate was announced from 1st July 1970 to 30th September,
1970 in view cf the fact that huge quantities of sugarcane were waiting to
be crushed at the end of July, 1970 and the recovery of sugar was gradually
coming down. It was expected that the additional rebate would be
further incentive to sugar factories to prolong the crushing. It was, of
course, especially so in the case of Uttar Pradesh. While issuing notifica-
tion No. 149/70-C.E. dated the 20th July 1960 in this behalf, it was made

applicable throughout the country and not to any particular arcas/Zone/
region.

a

[Department of Revenue and Insurance letter No. 234/26/75'CX-7
Dated 17-11-1975].
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Recommendation

The Committee also find that the Tariff Commission, 1969, had not
considered it necessary to give any incentives to compensate factories for
the losses in recovery of sugar due to early commencement of the crushing
season or extension of the crushing season into the summer months. The
Committee would like to know the reasons for allowing a rebate in duty,
in spite of this recommendation of the Tariff Commission.

[Sl. No. 28 (paragraph 4.28) of Appendix X to 155th Report of the
Public Accounts Committee (5th Lok Sabha)].

Action Taken

The Report of the Tariff Commission, 1969 was received by the Gov-
-ernment late in September, 1969. By that time, the question of the in-
.centives to be given by way of rebates in excise duty to the sugar industry
in 1969-70 season was already under consideration and the scheme was
announced on the 25th October, 1969, It has already been explained dur-
ing evidence before the Committee and later in written replies how it
became necessary for the Governmment to sanction increased rebate in
excise duty for crushing during the later months of July to September, 1970
in view of the large quantity of sugarcane remaining to be crushed and in
order te avoid hardship to the growers, which would have been caused
otherwise. No cxcise duty rebate was sanctioned during 1970-71 season and
in taking the decision, the recommendation of the Tariff Commission, 1969,
was taken due note of. However, during the 1971-72 season, the report
reaching the Government showed that not only the area under sugarcane had
gone down, but also the condition of the crop was not good. In the north,
the crop had been damaged by excessive rains and lack of tillering, and in
Maharashtra and other regions in the south, the crop had been damaged
duc to drought conditions and lack of adequate irrigation. It was feared
that the production during the season would be not more than 30 lakh
tonnes. It was consequently considered imperative to sanction excise duty
rebates to induce the factories to augment sugar production by going all out
to obtain increased quantities of sugarcane in competition with the manu-

facturers of khandsari and gur. As it turned out, the production ultimately
was only 31.13 lakh tonnes.

2. The Report of the Tariff Commission, 1969, was valid only upto
the end of 1971-72 season, and the next report of the Tariff Commission
became available in 1973, valid for three seasons commencing from 1972-
73. In this Report, the Tariff Commission recommended that “Govern-
ment may continue to provide suitable incentives, such as, rebate of excise

duty on additional sugar production to encourage the sugar factories to
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raise their production, if necessary, by prolonging the duration of the crush-
ing season”. The Commission further recommended that “While consi-
dering various alternative incentive schemes, the Government may also
consider the allernative of providing an incentive for an increase in
. the overall production of a factory rather than merely for its early start
or late production.” It would be thus seen that the Tariff Commission
itself had not been opposed, in principle, to the scheme of incentives for
augmenting sugar production. The Sugar Inquiry Commission, 1965
(familiarly known as Sen Commission), and the Agricultural Prices Com-
mission had also expressed views in support of the scheme of excise re-
bates for augmenting sugar production. The Sugar Industry Enquiry Com.
mission, 1974, while recommending that excise rebates should be excluded
while computing the excess realisations accruing to the sugar industry for
being shared equally by the industry with the cane-growers, had specifi-
cally expressed that these rebates were primarily meant to cover higher cost
of manufacture not included in the Cost Schedules shown in the Tariff

Commission’s Report.

3. In any case, the Government have already accepted recommenda-
tion No. 4.60 of the Public Accounts Committee that an independent autho.
rity should be set up to go into the usefulness of the scheme of excise duty
rebates for augmenting sugar production and steps are being taken to sct
up the independent authority.

4. The Audit have commented as under:—

“From file F-2-1/70-SPY Vol 1, it would be seen at P-28/C that
one of the points of reference to the Tariff Commission was whether and
to what extent incentives should be given to compensate factories for the
loss in recovery of sugar from sugarcane duc to carly start or working late
into the hot weather, The Commission had not favoured any incentive
as; for the purpose of cost schedules: the average recovery and average
duration based on the actuals of the past five years had been taken into
account. This average takes into account the cost for early start, peak
season and also for the late working. This point was deferred for consi-
deration. The effect of it is, while the cost of sugar took into account the
carly start and late crushing. incentives continued to be granted for this

purpose.

The report was otherwise finally processed in February, 1970. Thus
for the season 1969-70, the sugar factories, it could be said benefited both
by the incentives and the cost differential as adopted by the commissicn.
The Ministry’s reply requires reconsideration.”
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5. The Department’s reply adequately covers the observations of the-
Audit and there is nothing further to add.

[Ministry of Agriculture and Irrigation (Department of Food) letter
No. 7-4/75-SPY dated 27-3-76].

Recommendation

Whatever might have been the justification for allowing this concession, .
what causes serious concern to the Committee is the lack of uniformity in
the policies adopted by Government from year to year in this regard. For
the sugar year 1960-61, the base year production, in respect of factories
which went into production in 1957-58, 1958-59 and 1959-60, was calcu-
laied rotionally on the basis of a formula. In 1964-65, the rebate in duty
admissible to factories which went into production only in 1960-61 or
thereafter had been fixed at a lower level then that admissible to othe.
factories which had come into existence prior to 1960-61. Again, for the
sugar year 1967-68, factories which did not work during 1966-67 or new
factorics which went into production for the first time in 1967-68 were

entitled to a rebate only on 20 per cent of their production during 1st Octo-
ber, 1967 to 30th September, 1968.

[Sl. No. 33 (Paragraph 4.33) of Appendix X to 155th Report of the
Public Account Committee (Sth Lok Sabha)].

Action Taken

As explained in our replies to other paragraphs. the basic concept and
purpose of the scheme of incentives by way of rebates in excise duty have
remained substantially the same over the period, but its contents and
quentum have nccessarily varied from vear to year depending uvpon the
circumstances and the requirements of cach year. New factories to which
this paragraph specificallv relate< fall into a category by themselves. Gene-
rally, it takes about four years for a new factory to get progressively into
its normal production after getting over all its teething troubles. There
are. however, cases of an odd factory or two performing well even in  the
first or the second year of its commissioning. and correspondingly, there are
cases of a large number of new factories failing to reach even the minimum
basic production prescribed to qualify for rebates. In the circumstances, the
quantum of relief to be given to such new factories had *o b kept chancing.

All the same, the Government have already accepted the recommenda-
tion No. 4.60 of the Public Accounts Committee, that an independent
authority should be set up to go into the merits of the scheme of excise
duty rebates for augmenting sugar production and steps are being takem
to set up this independent authority.
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3. The Audit have commented as under:—

“The reply does not meet the point. The scheme of rebate does
not intend to make factories even, in the first year when the
overheads are high. The scheme aims at only higher produc-
tion. Any new factory should aim at reaching highest level
of production as quickly as possible to break even. If the
intention is to aid such factories financially to break even in
the first years, it has not been spelt out so.”

-4. The Department of Food have nothing further to add.

[Ministry of Agriculture and Irrigation (Department of Food) O.M.
No. 7-4/75-SPY dated 24-5-1976].

Recommendation

The Committee find that the rebate scheme had been further liberalised
n March, 1972 by which rebate of excise duty on sugar could be allowed as
‘soon as it became due and at the end of the sugar season. This decision
-appears to have been taken by the Ministry of Finance on the basis of a
suggestion made by the Department of Food arising out of a proposal
made by the sugar industry. Since the rebate is related to sugar production
-and the duty liability is to be discharged by the factories only on clearance
of the sugar, the Committec apprehend that allowing the rebate as soon
as it becomes due may lead to manipulations of the production figures by
the factories. Such a possibility cannot be entirely ruled out in view of
the fact that, under the Self Removal Procedure Scheme, which is appli-
cable to sugar, it is the factory which would determine the point of time
when the rebate will become due and the quantum of rebate due. A
number of deficiencies and loopholes in the operation of the Self-Removal
Procedure Scheme have already been pointed out by the Central Excise
(Self Removal Procedure) Review Committee. The Committee arc, there-
fore, not satisfied with this arrangement which might encourage malpractices
and manipulations. The Committee stress that all loopholes which pro-
~vide opportunities for tax avoidance or evasion should be plugged forthwith.

[Sl. No. 38 (Paragraph 4.38) of Appendix X to 155'h Report of the
Public Accounts Committee (5th Lok Sabhal]}.

Action Taken

The observations of the Committee made in this paragraph have been
noted. The Government is taking necessary action on the Central Iixcise
*(S.R.P.) Review Committee Report.

[Department of Rcvenue and Insurance letter No. 234/26/75/CX-7
dated 17-11-1975].



39

Recommendation

The Committee are also surprised to learn that the correctness of the:
rebate claimed by the factories still continues to be governed by a proce~
dure laid down in Feb., 1964 despite the changed conditions prevailing now
after the extension of the S.R.P. Scheme to sugar factories with effect from.
68-69. The Committee are extremely distressed at the attitude of com-
plecancy displayed in this regard and desire that the adequacy of the exist-
ing procedures should be reviewed immediately and positive steps taken to-
plug loopholes, if any. The Committee would await the results of the re-
view and the action taken thereon.

[Si. No. (Paragraph 4.39) of Appendix X to 155th Report of the
Public Accounts Committee (5th Lok Sabha)].

Action Taken

The procedure as referred to in this para is also being reviewed in
consultation with Directorate of Inspection, Customs and Central Excise
and his 1eport is awaited.

[Department of Revenue and Insurancc letter No. 234/26/75-CX-T
dated 24-11-1975].

Further Action Taken

In continuation of the Action Taken Note sent under letter F. No.
234/26,75-CX-7 dated 24-11-75, it is stated that the last rebate scheme
was notified under notification No. 146/74-CE and 152/74-CE which re-
mained of rrative up to 30-9-75. There is no proposal for a rebate scheme
for the vear 1975-76 and on the basis of the recommendations of the PAC
m s report (15th Report) in Independent commitiee will be sei up to
review the issue.  The commitice is likely to take time for submission of
its report after its constitution.  Since it is not known what would be the
recommendations of the Committee in regard to the rebate scheme, it is
felt thit it may not be worthwhile to devise a procedure when there is no
notificaiion in force at present. The procedure for the rebate scheme will
be devised, as and when notification granting rebate on sugar is 1ssued.

[Department of Revenue and Banking letter No. 234/26/75-CX-7
dated 27-7-76].

Recommendations

In these circumstances, the Committee are convinced that there is no-
justification for the Sugar Rebate Scheme. It only means robbing the Pub-
lic funds to enrich the exploitors. It would also be evident from the fore-
going paragraphs that the rebate scheme has served no tangible purpose. A
number of deficiencies and irregularities in the administration of the scheme
have also come to light during the examination by the Committee. What--
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-ever might have been justification whea this scheme was first formulated
iu 1969, the Commitee consider that its continuance at the cost of the
revenues of Government would not be justified. The Committee would,
therefore, strongly urge that Government should do some serious soul-
searching in this regard and examine critically whether the rebate scheme
has really contributed to maximising sugar production and whether the
pampering of the sugar indusiry by such ill conceived incentive schemes
has been justified. The Committee recommend that the critical cvaluation
of the scheme suggested should be entrusted to an independznt authority,

[Sl. No. 60 (Paragraph 4.60) of Appendix X to 155th Report of the
Public Accounts Committee (Sth Lok Sabha)].

Action Taken

The recommendations of the P.A.C. that the critical evaluation of the
scheme suggested should be ecntrusted to an independent authority has
been accepted in principle by this Ministry with the concurrence of the
Department of Feod, Minisiry of Agricuiture and Irrigation. Deta’ls of the
composition of the independent authority are being worked out in consul-
tation with the Ministry of Agriculture and Irrigat'on. Department of Food.

[Department of Revenue and Banking O.M. No. 234/26/75—1.X-7
dated 27-7-1976].

Recommendation

The Committee have also been informed by the Finance Sceretury that
even for the current sugar scason, a similar rebate scheme has been provid-
ed with certain modifications, pursuant to the recommendations of the
Agricultural Prices Commission and the objections raised by Audit. Since
the exccutive have apparcently exceeded the authorit:s vested in them by
‘Parliament in the formulation and administration of the Sugar Rebute
Schemie and a number of basic issues of vital importance have becn raised
in the foregoing paragraphs. the Committee desire that the scheme intro-
duced for this sugar season shovld be immediately reviewed comprohensively
in the light of the observations of the Committee.

[SI. No. 61 (Paragraph 4.61) to Appendix X to 155th Report of the
Public Accounts Committce (Sth Lok Sebha].

Action Taken

It is too late now for Govt. to review the rebate scheme for the 1974-

75 sugar year. At present no such scheme is heing considered for the vear

1975-76. The Procedure. howcver, for availing of such “rebate™ is bemg
gone into in detail.

[Department of Rcvenue and Insurance let'er No. 234/26/7S8 -.LX-7

Dated 17-11-1975],



CHAPTER I

RECOMMENDATIONS/OBSERVATIONS WHICH THE COMMIT-
TEE DO NOT DESIRE TO PURSUE IN THE LIGHT OF THE
REPLIES RECEIVED FROM GOVERNMENT

Recommendation

In assessing the impact of the rebate schemes on production, the Com-
mittee have also kept in view the fact that the installed capacity of sugar
factories in the country has also gone up steadily in all these years. The
installed capacity which was 23.21 lakh tonnes in 1959-60 has risen to
143,06 lakh tonnes in 1973-74 either by the expansion of the capacity of
the existing factories or by the establishment of new factories. As against
139 sugar factories in the country in the early fifties, there were 235 fac-
tories as on lst March, 1973. In the opinion of the Committec, therefore,
there has been no nexus between the rebate in duty and sugar production.

It is also of interest to mote that in some years, sugar production has
far exceeded the installed capacity, as in 1960-61, 1965-66 and 1969-70.
In the years subsequent to 1969-70, though there had been an increase
in the installed capacity, sugar production had, however, registered o de-
cline. Such a situation obviously throw a doubt on the production of
42.62 lakh tonnes achieved in 1969-70. The Committce desire that the
menas by which the excess production over the installed capacity had
been achieved in these vears should be examined in detail with a view
to ensuring that there has been no manipulation of production figures by
factories to claim higher rebates in excise duty. Such an examination, i;
the the view of the Committee, assumes all the more importance in the
light of the observations of the Central Excise (Self Removal Procedurs)
Review Committec that ‘manipulation of accounts so as to claim higher
tebates (as in the case of rebates related to excess production of sugar)
or larger refunds is also practised.” The Finance Secretary has also admit-
ted during evidence tendered before the Committee that he would not
claim that every thing was alright in the sugar industry.

Considering the fluctuations in sugar production, despite all the re-
bate schemes, increasc in the number of factories and increase in the the
installed capacity, the Commitice feel that the installed capacity of sugar
factories has had virtually no relevance to the production. It will be per-
tinent to recall that the Tariff Commission 1973, had observed infer alia
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‘there. exists at present a wide gap between licensed capacity and installed
capacity, between installed capacity and production as also between pro-
ducticn and demand, including export commitments.” The representative
of the Department of Food has also admitted during evidence 1hat no
machinery whatsoever exists for checking the installed capacity and the
utilisation rate for the period of crushing. This may mean that, in the vears
of high rebates in duty, the machinery has been over-strained and in other
years has worked below capacity.

[Sl. Nos. 4, 5 and 6 (Paragraph 4.4, 4.5 and 4.6) of Appendix X to
155th Report of the Public Accounts Committee (5th Lok Sabha)].

Action Taken

Since the sugar production from a factory is dependent not only on its
rated crushing capacity indicated by the machinery manufacturer but also
on the average duration and recovery of sugar obtained in the area in
which the factory is located, the installed capacity of a unit is determined
with reference to all these factors. At present the practice is to adopt
the average duration and recovery for sugar season 1958-59 to 1967-68.
The Sugar production in any particular vear is a function not anly of the
annual installed sugar production capacity in the industry during that year
but also of the quantity and quality of the sugarcane crushed duriny the year.
The quantity determines the length of duration of crushing and the quality
determines the recovery. If the duration and recovery in any year happen
to be better than the overage during the 10 years period mentioned above,
the sugar production would exceed the installed capacity. In such a situ-
ation the machinery is not overstrained but its use for a longer crushing
period vields higher production. Conversely. if either the guaniity of the
quality. or both, of sugarcane suffers on account of weather conditions
or damage by pests and diseases and the diversion of cane in greater mea-
sure to the manufacturc of gur and khandsari influenced by higher prices
paid by the latter, the sugar production would be less than the installed
capacity. The role plaved by the rebate in excise duty in improving sugar
production has already been adequately explained. In this context. the
Department of Food feel that it is not correct to say that there is no
nexus between the rebate in excise duty and the sugar production.

2. The sugar production during the 3 years 1960-61, 1965-66 and
1969-70 referred to by the Committee exceeded the installed capacity
b:cause the conditions were favourable for it. Similarly, the production
subsequent to 1969-70 repistered a decline because one or more of the
factors influencing production. as explained in the preceding paragraph.
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was not conducive to higher production. The figures given in the statement
below would confirm this:

Season Area Produc- Total Average  Recovery  Total
under tion of cane duraticn of sugar sugar
Sugarcane Sugarcane crushed {(days; cane.  preduced
(o000 (000 (090 % {ono
acres) tonnes) tonnes’ tonnes)
Ygbo-- 61 . . . 5.968 110,001 31,021 166 9 74 3,021
1965 - 66 . . 7,008 124,990 36.512 156 970 3541
1969 - 70, . . 6,792 135,024 45.701 174 933 4,262
197071 . . . 6,462 126368 38,199 139 979 3,740
197172, . . 5,906 113,570 31,011 107 to- o4 3.113
1972 73 . . . 6,050  124.847 40,405 132 9 60 3.854
0738 T4 . . 6,726 137,833 42,264 136 9' 34 3.948

3. It is difficult to imagine that the sugar factories can manipulate fi-
gures of production upwards only to claim higher rebates in excise duty.
All the production of sugar brought on record can be disposed of only
under the release orders issued by the Directorate of Sugar & Vanaspati.
If the production of sugar in 1969-70 had not really been 42.62 lakh
tonnes as recorded by the factories, it would not have been possible to put
that much of sugar into circulation or use for exports by the release or-
ders issued by the Directorate. The factories are required to keep de-
tailed accounts of despatches made out of the factory duly supported by
Gate Passes etc.

4. There is bound to be a gap alwavs between the licensed capacity
and the installed capacity in the sugar industry as it takes about 3 to 4
years for a newly licensed sugar mill to come into commission stage, and
2 to 3 years tor effecting expansions in existing factories, after issue of
industrial licences.

5. The comments from the office of the Comptroller & Auditor Gene-
ral arc as under:—

“Paras 4.5—4.6. It is stated that it takes about 3/4 years for a
factory to come to the commissioned. Granting this, the indus-
try does not scem to have achieved its licensed capacity of
44.76 lakhs tonnes in 1967-68 even by end of 1973-74 when
the installed capacity was only 43.06 lakh tonnes. The Mini-
stry should therefore give replies in more specific terms.

2253 LS.—4
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Regarding the nexus betwecn sugar rebate and sugar production
the Ministry conclude that it is not correct to say that there
‘is no nexus betwcen rebate and production. If as contended
by the Ministry, the various factors explained control the
production, and thesc factors have not been influenced by re-
bate, there is cvery rcason for the Committee to conclude so.
The Ministry should statc how far the rebate has influenced.

(i) availability of cane.
(1) improving the percentage of recovery
(1ii) setting up new units or cxpansions

Regarding excess production in the vears mentioned. it is stated
that the conditions were favourable for it. It is not clear 1n
what respect conditions were favourable. The Ministry should,
however, give factual  information as of in which  factorics
production excecded the installed capacity and how the same
can be explained. It is true that average duration was more,
but this alone cannot be a factor influencing the production.
The recovery is not of any high order. The availability of
cane is not also varying much cither. The position may be
clarified.

While it is agreed that sugar produced can be disposed of only on
releasc order, the Ministry could give information whether
release orders were issued for the entire production booked
all the years and whether, in practice all were honoured, how
much was reported damaged ete.”

Further Comments of the Department of Food

6.The fact that on the average. installation of a new  sugar  factory
takes about 3/4 yeuars is correct.  However, in certain cases, a few more
years may be taken. The licensed capacity in the year 1967-6R was 44.76
iakh tonncs of annual sugar production. However, both the installed ca-
paciy and the licensed capacity of the industry were reassessed as 40.51
lakh tonnes and the installed capacity s 33.03 lukh tonnes. During 1972-
73 the installed capacity achieved was 41.42 lakh tonnes. This proves the
fact that the newly licensed capacity is installed gencrally within 3/4 years,

7. The ichates are allowed to cnable the factories to start crushing
operations carly, i.e. in the month of October and November and continue
crushing late i.c. upto May. Junc and even Julv and produce more sugar,
The financial relief in the shape of rebate enabled the sugar factories to
draw more canc by paying higher cane price which othcrwise would have
been diverted for the production of gur and khandsari. The total quan-
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tity of canc crushed by the factories, therefore, is expected to increase
even when the total production of cane could be same or even less, in
that year. Starting the crushing operations early and continuing crushing
late in the season would affect the recovery adversely as both during the
early period as well as during late in the season, the sugar content in the
.cane is comparatively low due to under maturity and over maturity of
sugarcane. The excise rcbates have not influenced the setting up of either
new units or ecxpansion in existing unit and they were also never meant
for the same.

8. During 1969-70 season, the installed capacity of the industry was
35.56 lakh tonnes when the industry produced 42.62 lakh tonnes of sugar.
A list of sugar factorics which had produced more sugar than their instatled
capacities is placed below at S/A. The production exceeded the installed
capacity, as more sugar cane was available to these factories to enable
them to continue crushing for a longer duration. As had been stated ear-
lier, whenever, the factories continue to crush for a longer period the ave-
rage recovery of sugar from cane comes down due to under maturity or
over maturity of sugarcane but due to longer duration the overall produc-
tion of sugar increases.

9. All the marketable sugar manufactured by factories during a particu-
lar scason and intimated by them is released as levy and free sale in the
prescribed ratios. Factories are released their due levy and free sale share
each month for despatch during specified validity periods. In the case of
free sale release orders, if any lapse is intimated at the expiry of validity
period, the lapsed quantity is accounted for in future monthly releases,
while in the casc of lapse against levy orders. its validity period is extended
from time to time in favour of FCl/State Governments to enable them to take
delivery of the entire allotted stocks. As regards small stock of unmarke-
table sugar produced by the factories in a particular season or the marke-
table stocks getting damanged subsequently, the same are reprocessed by
the factories in the next season and the marketable sugar obtained there-
from is then rcleased as levy and free sale according to specified ratio.
Thus, the levy and free sale release orders are honoured by the factories
and entire sugar production is cleared by them against the same.

[Ministry of Agriculture and lrrigation (Department of Food)
OM. No. 7-4/75—SPY, dated 12-5-76].



ANNEXURE

Statement showing the names of the‘\factories which had produced more
sugar than their installed capacity during 1969-70

Lakh Tonnes
S.No. Name of the factory Installed  Actual
capacity  sugar
(196g-70) produc-
tion
- (1969-70p
HARYANA
1. Yamunanagar, Dist. Ambala . 6
2. Rohtak, Dist, Rohtak <(,)~ ?;‘ 2 1(';‘
PUNJAB
3. Morinda, Dist. Rupar . . 010 012
4. Phagwara, Dist. Kapurthala . 009 o 115.
UTTAR PRADESH
5. Modinagar. Dist. Meerut 012 0 1g
6. Daurala. Dist. Mecrut 024 036
7. Hargaon. Dist. Sitapur 030 e 46
8. Burhwal, Dist. Behraich 0 0g 0 agb
BIHAR
g. Motipur. Dist. Muzaffarpur o 12 014
10. Pachrukhi, Dist. Saran o1t 0 14
WEST BENGAL
11. Plasseyv. Dist. Nadia o 1o o014
ASSAM
12. Barubamangaon, Dist. Sibsagar 005 R
ORISSA
13. Ravagoda. Dist. Koraput 0 03 o ugh
RAJASTHAN
i4. Bhupal Sagar. Dist. Udaipur o ch (g
MADHYA PRADESH
15. Jaura, Dist. Ratlamn o0 uh urt
MAHARASHTRA
16. Motinagar, Dist. Sholapur o 16 a1y
15. Tilaknagar. Dist. Ahmednagar 0 20 0435
GUJARAT
18. Bardoli. Dist. Surat o257 o an
1q. Kodinar. Dist. Amroli o 235 (242
ANDHRA PRADESH
20. Chodavaram, Dist. Visakhapatnam o1t 0176
21. Etickoppeka, Dist, Visakhapatnam 011 o a7
KARNATAKA
22. Mandya, Dist. Mandva 027 044
23. Sankeshwar, Dist. Belgaum 02 0347

N.B. There are some maie sugar factories which have produced pae g

instalied capacity,
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Recommendation

It is the considered view of the Committee that sugar production seems
to be controlled by factors other than a more rebate in excise duty. Gonsi-
dering the profitability of the sugar industry as a whole, the tendency of
the sugar factories should be towards greater production to achieve higher
profit levels.  That there should be wide fluctuations in production would,
perhaps, only indicate an unhealthy tendency on the part of the industry
towards rigging the market by lower production, creating thereby a situa-
tion of capacity and demand and extracting higher prices and other conces-
sions. The Committee must, therefore, necessarily come to the conclusion
that the system of rebates in excise duty that has been introduced on the
basis of a particular level of production in the previous year amounts only
giving an effective subsidy or a form of cash assistance to the sugar facto-
ries. The Committee are of the view that this is a matter which properly

should have come for a prior vote before Parliament by way of apprepria-
tion.

[SI. No. 14 (Paragraph 4.14) of Appendix X to 155 Report of the
Public Accounts Committee (5th Lok Sabha)].

Action Taken

It is agreed that, besides the rebate in excise duty, there are other factors
such as, urea under cane, ccndition of the cane crop based on weather
conditions, relative ability of the manufacturers of sugar, gur and khand-
sari to compete for cane etc., which influence sugar production in each
year. The role of the rebate in excise duty in this regard had already been
explained before the Committee. Experience does not show that the in-
dustry has an unhealthy tendency to reduce production deliberately. If
that were so, the industry which had estimated a production of not more
than 39-40 lakh tonnes, of sugar during 1974-75 season need not have
achicved an all time high production of about 48.0 lakh tonnes, which was
aided by favourable weather conditions, and faced the consequent fall in
prices which had occurred this year significantly. Tt will bear repetition
to say that fluctuations in sugar production are essentially caused by changes
in weather conditions from year to year and also within the same year, and
the availability of canc for the sugar industry in required quantities in the
face of competition from gur and khandsari manufacturers who enjoy fiscal
advantages in the matter of taxation over sugar producers. Rebate  in
excise duty is no doubt a form of cash assistance to the sugar factories to
compensate them for the extra cost involved in prolonging the duration of
crushing. both in the early and later periods of the year when the recovery
.of sugar from cane is lower than in the normal seasons but is allowed to
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them by issue a statutory notification in excise of the powers conferred om
the Central Government under sub rule 4 of Rule 8 of the Central Excise
Rules, 1944 to exempt sugar from payment of a specified portion of the
duty. It was, therefore, not necessary to have obtained a prior vote from
Parliament by way of appropriation.

The following are the comments of the Audit:—

“The Public Accounts Committee recommendations have not been
fully appreciated here. The Committee has obviously felt
stirred by relating the rebate to excess production over that of
a base year. Perhaps what the Committee have thought it fit
to feel was that targets of production would have been a better
form. The Committee, therefore, feels that the rebate is in
the shape of subsidy. The Ministry of Finance stated before
the Public Accounts Committee in respect of similar exemp-
tion in Aluminium, that they would rather not favour such
exemptions to help any industry in particular by issuc of
notifications.

Secondly the mere issue of notification of granting ecxcise duty re-
bate does not alter the basic structure of the scheme, which in
a nutshell is to help the industry to adjust its cost structure.
The schemeis in similarily to the concession granted to two
Aluminium producing units to meet the cost differential conse-
quent on price of fixation. In other notes, the Department of
Food has held that the rebate was intended to off set the higher
cost of production and to this extent the rebate is a form of
subsidy. Once this is conceded the meeting out the subsidy has
to be by other means and not through excise exemption noti-
fications.”

The Department of Revenue and Insurance have been consulted and
their comments are:

“The procedure for grant of concessions to sugar factories under
Rule 8(1) of the Central Excise Rules, 1944, was cleared for
implementation after obtaining the concurrence of the Conmp-
troller and Auditor General of India and the Ministry of Law.”

2. Since the rebates were not conceived as a subsidy, the question of
seeking appropriation by means of a prior vote of Parliament does not
arise.

[Ministry of Agriculture and Irrigation (Department of Food) O.M.
No. 7-4/75-SPY dated 28-2-1976].
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Recommendation

Some of the deficiencies and irregularities in the working of the Sugar
Rebate Scheme in individual years that have come to the notice of the
Committee are discussed in the following paragraphs.

[SI. No. 15 (Paragraph No. 4.15) of Appendix X to the 155th Report
of the Public Accounts Committec (5th Lok Sabha)]

Action Taken
NOTED.

[Ministry of Agriculture and Irrigation (Department of Food)
OM. No. 7-4/75-SPY dated 28-2-1976]

Recommendation

A special duty of excise had been levied, in October, 1959, under the
Sugar (Special Excise Duty) Ordinance, 1959, on the stocks of sugar lying
with the sugar factories at the commencement of the Ordinance. The
Committee have been informed that the object of this special duty was to
mop up the profits which the sugar factories were likely to earn as a
result of the increase in the price of sugar. Immediately after the Ordinance,
however, a sugar rebate scheme had also been introduced for the first time
applicable to the sugar year 1959-60. Under this scheme, sugar produced
during the period from 1st November, 1959 to 31st October. 1960 in
excess of the average production during the period from Ist November
1957 to 31st October, 1959, was entitled to a rebate in cxcise duty amount-
ing tv Rs. 11.07 per quintal. The Committee find it difficult 1o follow the
logic of granting a rebate in excise duty immediately after the imposition
of the special duty, which tantamounts to nullifving the effect of the special
duty. The Committee would like to be informed of the reasons for giving
this strange rebate in 1959-60, especiallv when it was known that the
sugar factories were likely to carn additional profits as a result of the
increase in the price of sugar. The reply furnished to the Committee in this
regard b, the Ministry of Finance is not relevant, as it relates to the Sugar
Export Promotion Ordinance. 1958, and not to the Sugar (Special Excise
Duty) Ordinance, 1959.

'S No. 16 (Paragraph No. 4.16) of Appendix X to 155th Repert of
the Public Accounts Committee (5th Lok Sabha)]
Action Taken

At the end of the surar year 1958-59 (which used to be reckoned then
from November to October), the un-released stocks with the factories were
about 1.5 lakhs tonnes which, were not sufficient to meet even one month's
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requirement, rendering sugar availability position for November-December
1959 extremcly tight and difficult. [Even the carry over stocks available
out of 14 lakh tonnes imported between 1952-53 and 1955-56 were ex-
hausted in 1958-59. Such a position was reached due to:—

(i) the policy of export which was adopted in 1956-57 in order to
carn foreign exchange;

(i) the increase in domestic consumption, and

(iii) the decline in production during the previous two years (1957-58
and 1958-59) from 20.74 lakh tonnes in 1956-37 to 20.09 lakh
tonnes and 19.51 lakh tonnes in 1957-85 and 1958-59 respec-
tively.

<. Accordingly, the Government reviewed the sugar position in October
1959 and felt the need to maximise sugar production to mcet the situation.
In order to maximise production, it was decided 10 give incentive both to
the cane growers and the sugar factories. With effect from 25th October,
1959, minimum sugarcane price was raised from Rs. 1.44 to Rs. 1.62 per
maund. The Government also decided to grant sugar factories a rehate of
50 per cent in the basic excise duty on all sugar produced during 1959-60
season in excess of their average production of the two previous seasons
1957-58 and 1958-59.

As a consequence of the increase in the suguarcane price, the Govern-
ment raised the ev-factory contrel price of sugar produced by vacuum pan
factories in the controlled areas viz. U.P. and North Bihar from Rs. 36.00
to Rs. 37.85 per maund and in Punjab from Rs. 36.50 to Rs, 38.50 per
maund for D-29 grande of sugar. There was no control over prices of sugar
in other areas. The revised prices came into effect from 25-10-59 and were
applicable to all stocks held by sugar factories in these arcas on that date
to all sugar which was produced by them on or after that date. As the new
prices should have applied to sugar manufactured from canc bought at the
enhanced prices and not to stocks of sugar already in hand on 25-10-59 with
the factories, it was considered that the factories weould earn an eatra
profit on the stocks held by them, unless the extra profit was tuken away
by levy of special excisc duty. Accordingly the Government imposed a
special excise duty of Rs. 2.52 per cwt on all opening stocks of sugar held
by factories on the 25th October, 1959 by issue of Sugar (Special Excise
Duty) Ordinance, 1959.

4. The excise duty rebate and the increase in canc price were the
incentives provided on all India basis for maximisation of sugar production,
whereas the imposition of special excise duty was levied to mop up the
unearned profits available to such factories only as were their operating
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in the controlled regions and that, too, from sale of limited stocks produced
at a lower cane price during 1958-59. Thus, the two schemes introduced

were for different purposes and did not nullify each other. “The audit have
seen and have no comments.”

[Ministry of Agriculture and Irrigation (Department of Food)
O.M. No. 7-4/75-SPY dated 28-2-1976]

Recemmendations

The bases adopted periodically by Government for giving the rebate
has also not been uniform. In some years, the sugar produced in excess
ei the production in corresponding periods of the preceding vears
qualified for the rebate. In 1969-70, sugar produced during Ist
October, 1969 to 30th September, 1970 in excess of 105 per cent of the
production during Ist October, 1968 to 30th September, 1969 was allowed
a rebate in duty. For the year 1973-74, for some periods of the sugar
season, sugar produced in excess of 110 per cent of the production in the
corresponding periods of 1972-73 alone was entitled to the rebate.

For the years 1967-68 and 1971-72. however, the rebate was allowed
for the sugar produced in cxcess over 80 per cent of the preceding year's
production. The Committee feel that by linking the rebate to only 80 per
cent of production during the preceding vears, Government have apparent-
ly allowed a rebate even for the same quantity or lesser quantity of pro-
duction. The Committee are unable to appreciate the lopic of such a
scheme. The argument of the representative of the Department of Food
during evidence that the rebate scheme for the year 1971-72 was recom-
mended for anyihing in excess of what was estimated to be the normal
production is, to say the least. unconvincing, If the intention of the Gov-
ernment was indeed to maximise sugar production. the Committee see no
valid justification for not relating the rebate to the production of 37.40
lakh tonnes achieved in 1970-71 instead of restricting it to only 80 per
cent of this production. In respect of 1967-68. no justification has becn
furnished by Government. Strangely enough. the file relating to the scheme
for this vear has been stated to be not readily available.

[SI. Nos. 19 and 20 (Paragraphs No. 4.19 and 4.20 of Appendix X
to the 155th Report of the Public Accounts Committee (5th Lok Sabha)]

Action Taken

As explained before the Public Accounts Committee. rebate of excise
duty is normally allowed, by way of incentive, on that much of produc-
tion as is in excess of what is expected to be produced in the normal
course on the basis of estimates available before the commencement of
the scason. The estimates are generally based on the assessment of
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cane acreage/crop, extent of anticipated competition from gur/khandsari
manufacturers for the cane, reflected by the trends of gur/khandsari prices
etc.

2. In the very nature of the case, the basis adopted by Government
for giving the rebate on a year to year basis has necessarily to vary
depending on the circumstances prevailing in each season. For instance,
on the basis of a further decline of about 15.4 per cent in cane area over
that of 1966-67 and the continued high prices of gur/khandsari, it was
€xpected that the production of sugar during 1967-68 may be 16-17 lakh
tonnes as against about 21.5 lakh tonnes produced in 1966-67. Thus the
estimated production during 1967-68 being 80 per cent of the previous
year's production, the rebate was allowed on that part of the production
in 1967-68 which was in excess of 80 per cent of the preceding season'’s,
Same was the position in respect of the rebate scheme for 1971-72, as
the expected production for that year was only 80 per cent of that of
1970-71. By and large. the same principle and methodology was adopted
in all years for detcrmining with reference to what percentage of produc-
tion of the base period, the excess production should be computed for
entitlement for rebate.

For 1974-75, however. the production in excess of the moving average
of the preceding five years has been made eligible for rebates in pursuance
of the recommendations of the Agricultural prices commission. Further,
the extent of rebate on excess production on levy and free-sale sugar has
now been separately notified.

The comments of the officc of Comptrolier and Auditor General are
as under (—

“Para 4.19:—The para does not seem to call for a reply from Govern-
ment.

Para 4.20 :—The Ministry's argument that 80 per cent of production
for grunt of rebate was based on estimation, seems to be correct in so far
as the area of culiivation was concerned. But once having fuced with a
situation of fall in area of cultivation in 1967-68. it is not clear why
Government allowed the situation to repeat itself again in 1971-72 By
and large sugar fac’ories seem to be licensed only on the basis of locution
and availability of cane for the factory. Many factories do exit in co-
operative sector with an assured supply of canc. In the circumstances,
the argument that the estimated production was only about KO per cent
of the priceding vear does not appear to be sound. Further 1t is not clear
why corrictive measurcs were not taken to Seck any fall in acrcage of

cane cultivation. This may be amplified.
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It is also not understood how the Ministry of Food, had been keeping.
watch on area of cultivation and the basis on which they have placed the

forecasts for any particular year. These aspects may please be explained
in full”

4. The audit in their observations on reply to para 4.20 of the P.A.C.
report have sought clarification on the following issues :

(i) When'the sugar factories are licensed on the basis of locations
and availability of cane for each factory, there should not be
decline in production on account of fluctuation in canc area.

(i) Why the Government have not taken adequate corrective
measures to check any fall in cane area in 1971-72 cspecially
once having faced such a situation in 1967-68.

(iii) How this Department had been keeping watch on area of

cultivation on basis of which forecasts are placed in a particular
year.

5. No doubt the factories are licensed and located having regard
inter alia to the potentialitics of sugarcane production in the area vis-a-vis
the nced of canc supplies to that factory. yet production and availability
of canc fluctuate each year depending upon various factors. The fluctu-
ation of sugar production depends upon area under sugarcane. condition
of the crop based on weather conditions. pests  and diseases, relative
ability of manufactures of sugar, gur and khandsari to compete for cane
etc. There is no control on the area which a farmer may bring under
various crops. The area under sugarcanc is generally regulated by the
cultivators keeping in view its importance from year to year as cash crop
and the relative profitability of the cultivation/compared with that of
competing crop like paddy. wheat and cotton, Agro-climatic factors at the
time of planting as well as the expectation of the price which the sugar-
canc, when mature, will fetch also determine the area under sugarcane.
Besides, sugarcane is raised as a crop to ensure security of income to the
agriculturists in the event of failure of other crops due to frequent hazards
of nature and this influences the arca under it. Over the past decade-and-
a-half. the area under sugarcane has by and large registered a substantial
increased with annual fuctuations. Periodically. it rises to a level where
the production is in excess of the demand.  This depresses prices, and at
the next planting. the area tends to shrink. The fall in area results in
lower production. leading to inadequate <upplies of sugarcane to sugar as
well as to gur and khandsari manufacturers and consequent rise in the
prices of surarcane. This again encourages the cultivators to increase the
area under sugarcane in preference to other crops and the next phase of
increascd acreage under canc ensure. It is thus normally a four to five
years' cycle, two of reduced area followed by two of larger area. which
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‘has been the characteristic feature of sugarcame cultivation. The fluctu-
ations in production of sugar are due mainly to fluctuations in sugarcane
-production apart from the level of diversion to gur and khandsari in
factory areas every year.

6. Notwithstand:ng the position explained above, the Government have
been taking necessary steps for development of sugarcane as well as to
increase sugar production from time to time by increasing the installed
capacity progressively, qualitative and qantitative improvement in sugar
production combined with modernisation and expansion of capacity for
production. The installed capacity of sugar industry in the beginning of
first Five Year Plan was 14.05 lakh tonnes and there were only 139 sugar
factories, To meet the increasing requirement of sugar the targets of pro-
~duction were fixed for the various Five Year Plans as under :—-

(lakh tonnes)

First Plan (1951—55) 20.3
Second Plan (1956—61) 254
Third Plan (1961 —66) 35.6
Fourth Plan (1969—74) 47.0
Fifth Plan (1974—79) 60.0

The Fifth Five Year Plan envisages a targetted installed annual sugar
production capacity of 60 lakh tonnes by tonnes for achieving the actual
production of 57 lakh tonnes by 1978-79. To achieve this target the
Government have already licensed capacity  beyond 70 lakh tonnes by
establishment of new sugar factories primarily ‘n the Cooperative/Public
Sector and effecting expansion in the existing units. A statement showing
installed capacity, number of working factories, production of sugar and
exports is placed below (Annexure). It will be observed thereirom that
since 1950-51 the number of working factories have incrcased from 138
to 246 and production of sugar from 11.34 lakh tonnes to 47.97 lakh
tonnes progresssively excepting some variation in certain years due 1o
various factors, In fact as a part of well conceived and properly integrated
long range policy to bring out a balance between the demand and supply
of adeguate sugarcane to all the sweetcning agents as well as to provide
against fluctuation, the Government while considering sugar and sugarcune
price policy for 1972-73, inter-alia decided.

(:1) to aim at improving the sugarcane production both quantitively
and qualitatively,

(b) to press into service science and technology to increase the
productively and content in sugarcute.

(c) to build a sufficient buffer stock of sugar to provide against
fluctuations in the production.
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Various short term and long term measures have been undertaken to
increase the production of sugar. Among the short term measures, an
analysis of the sugar factories in the capacity which have produced less
than 80 per cent of the installed capacity has been made. In relation to
the causes for shortfall in production, remedial measures are being taken
to insure full utilisation of the capacity by various factories.

8. As a part of long term measures, besides increasing installed capa-
city and cstablishment of new factories, measures necessary for encourag-
ing cultivation of sugar beet and processing of beet into sugar for augment-
ing the availability of sugar are also being taken. Intensive measure for
the development of sugarcane in the Fifth Plan are being taken. An action
programme for increasing the production and yield of sugarcane and sugar
beet and its sucrose contents all over the country is also proposed to be
implemented in the Fifth Plan. Similarly the question rcgarding the problem
of sick mills and measures for their modernisation are being looked into.
The N.C.S.T, has set up a broad based committee to prepare the science
and technology plan in relation to the sugar industry. A scheme for
linking of additional cane price to extra sugar realisation made by factories
for the sale of free sale sugar under the existing policy of partial control
has also been introduced from 1974-75 season, in pursuance of the recom-
mendation of the S.I.E.C. The buffer stock can be built gradually as and
when production increases substantially. If the present rising trends in
production continue, it may be possible to build up sufficient buffer stocks
in the near future to provide against fluctuation in production.

9. As regards forecasts of cane arca etc. it may be stated that the
requisite information is collected by the Directorate of E.&S. from the State
Governments and the same is compiled by them in advance of the seascn.
Besides that the Dircctorate of Sugar and Vanaspati also call for the
information in respect of estimates of cane availability in factory areas and
likely production, recovery, duration of season etc. All these factors are
kept into account whilc making estimates each year.

[Ministry of Agriculture and Irrigation (Department of Food)
O. M. No. 7-4/75—SPY’. dated 28-2-19761



ANNEXURE

Stctement shewing installed capacity opening siodks production, imporis, consumption and export of
sugar sincs 1950-51

(Figures in lakh tonnes)

No.of Instal- Carry Pro- Im- Total Cone Ex-
Season fvs. led over duction ports avail- sump- port
working capacity in the  during ability  tion
h(:;zin- the
ning year
of
season
1950-51 198 16-7 0 gl 1109y o5y 12-82 0 1008
1951-52 ty39 167 -8y 15c20 17 04  11-f2 o' o8
1952-53 134 1067 5714 1318 oo kg2 16-99 0* 09
1953-54 . 134 167 2206 10030 7 2% 1g-65 18- a6
193455 136 1607 1120 gtz ogiggd agray aeg
1955-56 145 178 574 1890 oty asyy 1072
1055-57 147 189 61 20074 26-35 2018 147
1957-59 . 158 206 470 20°0q 24070 20075 oraf
1958-59 164 2202 368 1ge PURY I R a0
1959-60 68 242 176 24 B2 26058 o0 gy
1960-61 174 24°5 To42 30t g7 tg ancfls 1:94
1961-62 8o 2yret 182 27ug 42011 ubrol 354
‘1962-63 6 2681 a2 56 21-39 44005 25Oz 5° 66
1963-64 rgy 280t vey o2y 2pron Lpah 243
1G44-65 g8 s0-nt 3o 32 2 KLY U 2:67
1gi5-66 00 g2t 859 35 4t 44700 242 3 92
1g46-67 200 338t 12eah 215 43 07 25 9n 235
196764 200 3407t 337 22044 2785 s2e1 1-99
1958-69 205 330t 433 3350 3994 260 0079
19%g-70 a3 3 st rpof 4262 55:608 bt 2y
19771 <15 g7 0t 2orgo }7 40 AR T 3795
1971-72 a0 gt gt ey 45 -3 3780ty
1472-73 228 gt gy 387 44754 5ot wuegy
197374 229 431t 864 3948 4812 Y] 4’05
197475 246 gy at et 47 50775 st gty
197576 263

OTE: i, Figures are on November-October basis tor the year 1gne-ne o 1g5g-o,

2. Figures are on O-t.-S¢)t. basis from 1960o-61 onwards,

elncludes refined sugar manufactured in India from imporied raw sugar,

tindudes stocks with the Export Agency.

56
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Recommendation

The Committee have been provisionally informed by the Ministry that
amounts of Rs. 6.35 crores and Rs. 8.31 crores had been allowed as rebate
respectively in 1967-68 and 1971-72 only in 16 Collectorates. The infor-
mation furnished by the Ministry in this regard does not mnclude details of
rebate allowed in Collectorate in Bihar and is only partial in respect of
Collectorates in Uttar Pradesh, two of the major sugar producing States.
From the information so far made available, the Committee are amazed to
find that the rebate allowed in these two years is out of all proportica to
the quantum of rebate allowed in any of the preceding years. It will also be
seen from Table 13 that the production in 1967-68 and 1971-72 was only
22.48 lakh tonnes and 31.13 lakh tonncs respectively., Under the circum-
stances, the Committee must nccessarily come to the conclusion that the
decision to allow a rebate for production in excess of only &3 per cent of
the production in the corresponding previous years was ill-conceived and
unjustified. The quantum of rebate allowed also has no refation whatsoever
to the actual production in these two years.

[Sl. No. 21 (Paragraph 4.21) of Appendix X to 155th Report of Public
Accounts Committee (Sth Lok Sabha)]

Action Taken

The decision to allow the rebate for production during the vear 1967-68
in excess of only 80 per cent of the production in the previous year was
based on the following considerations :—

(a) Excess production rebates are fixed after taking into account the
expected production during the year to which the scheme is to
apply. Rebates are allowed on production achieved above the
normal level cxpected. It was anticipated that the total area
under sugar canc crop in the country during 1967-68 may show
a decline of about 17 per cent as compared to 1966-67 and
consequently there may be @ corresponding  fall in the sugar
production during 1967-68. Accordingly i* was decided to allow
rebates on production in excess of 80 per cent of the production
of sugar in the previous year.

(b) There was also a ehallenge to sugar production not only from
Gur and Khandsari but also from other alternative crops, The
development of improved varicties of paddy, wheat, jowar and
maize had completely neutralised the edge which sugar cane
price had over these crops. Sugar cane crop ticd up the land
for much longer period; and the farmers with multiple cropping
could secure better returns from food grains and vegetable crops
than from sugar cane.
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(c) The Sugar Enquiry Commission had also recommended the grant
of excise rebate in order to provide maneouvrability to the fac-

tories producing vacuum pan sugar in any competition with the
gur manufacturers,

(d) the rebate scheme ultimately, was also in the interest of revenue.
According to the data received from the State Government there
was considerable diversion of cane to gur which it was antici-
pated, might result in lower sugar production. The short fall
in the Central Excise earnings; in addition, the position in regard
to the availability of molasses needed for alcohol based indus-

tries and for potable purposes was anticipated to become even
more difficult,

Fall in production of alcohol would havc necessitated larger imports of
alcohol. There was also the consideration that a drop in the excise carnings

on potable alcohol would have had a serious impact on the revenue position
of the State.

2. The considerations which weighed with the Goveranient granting
rebates for the year 1971-72 in respect of production in excess of 80 per
cent of the quantity produced in the previous yecar were as follows :—-

(a) A short decline in the availability of canc was anticipated for the
sugar season 1971-72, sugar production touched a record figure
of 42.62 lakh tonnes during the year 1969-70. With this abun-
dance of sugar, the prices of frec market sugar came down
substantially with the result that the sugar factorics were not in
a position to pay very lucrative prices for cane. This led to a
short fall of over 5 lakh tonnes of sugar  production in the
1970-71 season. There was a decline in cane cultivation in some
of the important producing areas in the year 1970-71. Unpre-
cedented floods in U.P. and Bihar and drouvht conditions in
certain areas of Maharashtra and Andhra Pradesh had further
affected crop prospects.

(b) Because of the likely scarcity of cane, gur prices had risen
substantially. It was feared that unless some suitable steps were
taken there might be large diversion of cane 1o gur producers in
the ensuing crushing scason. The apprchension was that the pro-
duction of sugar in 1971-72 crushing scason might not excced
30 lakh tonnes.

(c) As against this anticipated fall in production, the off-take of sugar
for internal consumption had been rising fast. During the sugar
year 1970-71, the off-take for internal consumption was nearly
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€ 39.50 lakh tonnes. On the basis of the current trend, the Depart-

- ment of Food placed the internal demand for 1971-72 at 42 lakh

‘- tonnes. They also required a bare minimum of 1 lakh tonne for

. export to honour the existing agreements. Although the 1970-71
season closed with a carry over stock of only 15 lakh tonnes,
the Department of Food estimated that the ensuing sugar year
may close with a stock of only 2 lakh tonnes in hand. This was
not considered sufficient even for one month’s requirement
whereas a minimum of three months requirement had to be
ensured as closing balance as sugar from the new crop was not
expected to be available in the market before the middle or end
of December,

[Department of Revenue and Insurance letter No. 234{26|75/CX-7
Dated 17-11-1975]

Recommendations

The Comnmittee, therefore, desire that the circumstances leading to the
grant of such large quanta of rebate in these two years should be thoroughly
investigated immediately at a high level. The Committee would also like
to know the details of the total rebate paid to all factories in these two
years, particularly in U.P. and Bihar. The rebate allowed to individual
factories in these two years should also be critically examined with a view
to determining how many of them had actually exceeded their production
of the preceding years, and how many had qualified for the rebate even
though their production during 67-68 and 71-72 had not exceeded the
production during 1966-67 and 1970-71. Such an examination is neces-
sary to appreciate in the proper perspective, the working of the rebate
scheme in these two years. The Committee would await a further report
in this regard.

For the sugar year 1969-70, in addition to the rebate originally allowed
an additional rebate of Rs. 8 per quintal had also been allowed for the
period from 1st July 1970 to 30th September, 1970 for the excess pro-
duction over the base period 1st July 1969 to 30th September, 1969. From
the information made available to the Committee it is seen that this addi-
tional rebate had been essentially based on a recommendation received from
the Government of Uttar Pradesh for inducing the sugar factories to crush
large quantities of cane standing in the fields at the end of the normal
crushing season. The Committee observe from the note recorded in this
comnection by the then Member (Central Excise) Central Board of Excise
and Customs, that the additiomal rebate would have benefited 36 factories
in Uttar Pradesh and only 3 other factories elsewhere in the country.

2253 LS.—5
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- Though an attempt has been made by Government to give the additional
robate scheme an all India character, the Committee feel that a discrimina-
tory treatment has been given only for a few factories. The Committee
would like to know the details of the factories which have benefited by this
additional rebate and the quantum of rebate allowed to each of them.

[Sl. Nos, 22 and 23 (Paragraphs 4.22 and 4.23) of Appendix X to
155th Report of Public Accounts Committee (Sth Lok Sabha)].

Action Taken

Paragraph 4.22.—(i) The circumstances leading to the grant of large
quanta of rebate in the ycars 1967-68 and 1971-72 are as under.—

(a) 1967-1968.—The Department of Food had brought to the
notice of the Cabinet that the area under sugarcane cultivation
during 67-68 showcd a decline of about 17 per cent as com-
pared to 1966-67. Therefore, there was a need for arresting
the adverse trend of diversion of land from sugarcanc to other
crops and thus, to save the sugar industry from continuing
crises in the coming years. The production of sugar in the
preceding year ie. 1966-67 had shown a decline by about
38 per cent. Therefore, it was anticipated that there would be
a shortfall in production of sugar in 1967-68 also. It was
apprehended that the industries dependent upon the by pro-
ducts of sugar industry were also likely to be affected.

(b) 1971-72.—The cane crop for 1971-72 was poor on account
of decline in cane cultivation and unprecedented floods in U.P.
and Bihar and drought conditions in Maharashtra and Andhra
Pradesh. On account of the crop condition, it was appre-
hended that the production of sugar would be much less than
the requirements of the country. Gur prices were  high in
1971-72 season and the diversion of cane from sugar factories
to gur manufacturers was also feared. The production of
sugar in 1970-71 was less by about 5 lakh tonnes s compared
to 1969-70 and it was expected to be less in 1971-72 as com-
pared to 1970-71 on account of the above said reasons.

(ii) While looking into the amounts of rebate paid during the 2 vears
ie. 1967-68 and 1971-72 to the factories, it has been noticed that the rc-
bate actually obtained by the factories during 67-68 was Rs. 6,50,83,017.55
and during 1971-72 Rs. 8,45,70.001.32 as against Rs. 6,49,53,154.01 dur-
ing 1967-68 and Rs. 8,31,63,480.34 during 1971-72 rcported earlier wdr
Mivistry’s Jetter F. No. 234/26/75-CX-7 dated 26-9-75.
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Details showing the rebate granted to individual sugar factories during
the years 1967-68 and 1971-72 are indicated in proforma 1-A and 1-B
for 1967-68 (not enclosed) and in proforma I1-A and II-B (not enclosed)
for 1971-72. Proforma I-A and II-A show the details of those sugar
factories the production of which exceeded their production during the
preceding years ie. 1966-67 and 1970-71, while proforma I-B and II-B
shows the details of those sugar factories in which the production did not
exceed the production of the base periods i.e. 1966-67 and 1970-71.

(iii) In the ycar 1967-68 rebate was admissible wunder Notification
53/63 dated 15-11-67, to all sugar factories which had exceeded their
production in 1967-68 by more than 80 per cent when compared with the
production in the base period ie. 1966-67. During this year in all 136
sugar factories obtained rebate amounting to Rs. 6,50,83,017.55. How-
ever, out of these, 53 sugar factories had not exceeded their production in
the base period and were granted rebate amounting to Rs. 63,43,174.86,
while 83 sugar factories exceeded their production in the base period and
were granted rebate amounting to Rs. 5,87,39,842.69.

The position in respect of the factorics in U.P. and Bihar is as under:—

(a) Uttar Pradesh.—During 1967-68, 52 sugar factories were
granted rebate amounting to Rs. 2,80,49,771.25. Out of these
52 factories, only 16 factories obtained rebate amounting to
Rs. 9,25,861.91 though these factories had not exceeded the
production of 1966-67.

(b) Bihar—During 1967-68 only 6 sugar factories obtained rebate
amounting to Rs. 5.44,141.57. Out of these 6 factories, 5
factories were those which did not exceed their production in
the preceding year and they got rebate amounting to
Rs. 4,20,314.77.

Tn the sugar season 1971-72 rebates at two different rates were admis-
sible during two periods i.c. rebate was admissible at the rate of Rs. 17
per quintal during 1-10-71 to 30-11-71 and at the rate of Rs. 16 ner quintal
during 1-2-71 to 30-9-72 provided that the production exceeded 80 per
cent of the base period (1970-71). The production and the quantity eligi-
ble for rebate was the excess production over the production during the
corresponding base period. In this connection Notification No. 185'71-
CE dated 13-10-71 may please be seen. During the vear 1971-72 in all
122 sugar factories obtained rcbates amounting to Rs.  8.45.70,001.32.
Out of these 72 sugar factories had not exceeded their production in the
base period and were granted rcbate amounting to Rs. 2,76,09,855.22
while 50 sugar factories exceeded their production in the base period and
have granted rebate amounting to Rs. 5,69,60,146.10.
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The position in respect of the factories in Uttar Pradesh and Bihar is as
under:—

(3) Uttar Pradesh—During 1971-72 in U, P. 29 sugar factories
were granted rebate amounting to Rs. 83,13,465.24. Out of
these 29 factories 26 factories had not exceeded their produc-
tion in 1970-71 and obtained rebate amounting to Rs.
76,40,629.64.

(b) Bihar—No rebate is reported to have been granted during the
sugar season 1971-72.

[Department of Revenue and Banking letter No. 234/26,/75-CX-7
dated 21-9-1976].

Action Taken

Paragraph 4.23.—During the sugar season 1969-70 an additional re-
bate at the rate of Rs. 8.00 per quintal was admissible under Notification
No. 149/C.E.-70 dated 20-7-70 to those sugar factories which had pre-
duced sugar during the period 1-7-70 to 30-9-70 in excess of the base
period i.e. 1-7-69 to 30-9-69.  Under this rebate scheme, on the basis of
data furnished so far, 20 sugar factories obtained rebate under the above
Notification during the year 1969-70; the rebate umounted to Rs.
16,22,020.88. Out of these 20 sugar factories, 18 are from Kanpur Col-
lectorate and the rebate amounted to Rs. 14,06,508.88 one factory cach
from Jaipur and Poona Collectorates obtaining rebate amounting to
Rs. 1,05,584.00 and Rs. 1,09,928.80 respectively.

Factory-wise details with Collectorate statements are enclosed (An-
pexure).

In this connection information is still awaited from Collectors of Central
Excisc Allahabad, Madras. Patna. and parily from Collector of Central
Excise, Chandigarh. Information from these Collectorates will be furnish-
od as soon as possible immediately on receipt from these Collectors.

[Department ~f Revenue and Insurance letter No. 234/26/75-CX-7
dated 24-11-1975].



PROFORMA No. 1 (Para 4.23 of PAC 155th Report)

Infarmation rslating te fuctories which were allowed 1ebate wnder Nojfication No.

ANNEXURE

Collectorate : Kanpur

14¢,CE ¢ deted sc-4-1650

S,

Name of the sugar factory and its Total production of sugar as per R.G-1.

Production of sugar as per Excess Pro- Amount of

No. location entitled for addmonal rebate RG-1 duetion rebate on Remarks
under Notification No. 149/CE/70- During the 105% of During the (rate quantity as
dated 20-7-70 period the Qnty.  period Duting Durin limit of in Col. (5)

1-10-68 to  ofsugaras 1-10-69 to  the period the period  rebate Col.  at Rs. 8-00
30-9-1969  shown in 30-9-1970  1-7-69 to 1-7-70 to 6(b)(——) per quintal
Col. 3(a) 30-9-1969  30-9-1970 ol. 4(a)
1 2 3 4 5 6 7
1 MG anga Sugar Co-operative Ltd.
Distt. Saharanpur . 352160 369768 00 Bolg10 12493 10626- o0 85008- 00
2 ‘ . Kishan Co-op Sugar Factory,
awa |, . 89170 9362850 158487 1059 1059° 000 8472° 00
3 M/s. Amritsar Sugar Mills, Rohan )
Kalan . . . 162297 17041185 218121 5026 4794 00 38352 00
4+ M/s. 8inghadi  Lal Sugar Mills,
Mansurpur . . . . 221200 232260° 00 348776 8063 8063 00 64504 00
5 M/s Mahalaxmi Sugar Mills, Ig-
balpur . . . . 210093 220597 6y 2840850 7250 7250° 00 58000° 00
6 M/s R.B.N.S, Sugar Mills, Lhaksar, 200086 2100g0- 30 354049 16734 16734° 00 133872 00
i
7 M/s Janki Sugar Mills, Doiwala . 99638 104640 g0 148285, ) 10080 10080* 00 80640° 0o
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) 4 5 6 7
a Mis Uppl‘f' India Sugar Mills,
Khatauli . . . . . 253928 266624 40 422898 14913 1491300 119304 00
g Mis Up‘)er Doab %gar Mills,
Sham . 381750 400837 50 605044 21981 21781°00 17424800
1o, M/s Modi Sugar Mills, Modi Nagar 110509 116034 45 193792 4341 4341°00  34728:00
1. M/s Daurala Sugar Works, Daurala 226065  237368- 25 369863 11340 10823- 53 86588 24
12. M/s U.P. Sugar Corpn L., Sakoq
Tanda 99915  104g10°75 147730 3973 3973-00 3178400
t3. Mis UP. Corpn. L:d., Mohiuddinpar, 92181 967g0- 05 99483 5107 4892:00 39136
14. M/sJaswant Sugar Mills, Meerut 121130 1271867850 217375 8215 821308 65704 64
15, Mawana  Sugar  Mills  Works,
Mawaha |, . . . 349255 36671975 6ro1go 12005 12005 00 96040- 00
16, .\i:’s.Simhha\'lli Sugar  Mills,
Simbhauli . . 187780 197169 00 223567 19187 18630'p0 149040 00
. M!/s Panniji Sugar Miils, Buland-
shahr . .. guigh  g5755°00 187669 6544 654400  52352:00
8. M/s Baghpat Co-opcrative Sugar
Mills, Baghpat . . 97984 102883 20 122577 12091 11092-00 8873600




PROPORMA No. 1 (Para 4.23 PAC 155th Report)

Proforma relating - the factories which wers allowed rebats under NotificationNo. 149-CE/70 datsd 20-7-70

Collectorate: Faipur

S§. Name of the factory & its loca- Total production of sugar as per R.G.I.  Production of sugar Excess Amount of Remarks
No. tion entitled for additional rebate as per R.G.1. production  of rebate
under Notfn. No. 149-CE/70 dated  During the  105%, of During the (Rate on Qty.
20-7-1g70 period the Qty. of period During the During the limit of asin Col. 5
1-10-68 10 sugar scason 1-10-69 to  period from period from  rebate Col. Ras. 8/- per
30-9-69 in Col. 3(a)  30-9-70 1-76g9t0  1-7-70t0  4(d) ()  quintal
30-9-69 30-9-70  Col 4(a)
1 2 3(a) 3(b) 3(0) 4(a) 4(b) 5 6 7
quintal quintal quintal quintal quintal quintal Rs.
1.  The Ganganagar Sugar Mills 76511 80437 93515 —_ — 13198 1,05,584 In Col. §
. 14d:, Ganganagar, {ol. 3 (c) -col. g(b)]  the figures
taken from
Col. 3(c)-
Col. 3(b)
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FROFORMA No 1 (Para 4.23 of PAC 155th Report)

Collectorate: Poond
Information relating te factoriss whick were allowed rebats under Notificaion No. 149/CEl70 dated 20-7-70

S. Name of the sugar factory & its Total production of sugar as per R.G.I. Production of sugar as
No. location entited for addl. re

Excess Amount of
bDate - e s per R.G.I. production rebatcon  Remarks
under Notfn. No. 149/CE/70 dated  During the  105% of During (rate limit  quantity
20-7-1970 pcﬂos the qty. of the period  During During of rebate asin Col. 5
1-1 to  sugaras 1-10-6g to  the period  the period  Col. 4(b) at Rs,
shown in 40-g-70 1-7-6g to 1-3-70to  {—) Col. 8.00 per
Col. 3(a) 30-9-69 30-9-70 4(a) qtl.
' 2 8(») 3(b) 3(c) 4(a) 4(b) 5 6 7
1. Mjs Mabarashtra Sugar Mills Ltd.
Tilaknagar Distt. '

326844.00 343186.20  859455.00 .. 13741.00  13741.00 109928.00

99’
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Further Action Takeu

Inc note on this para had been sent vide Ministry’s letter number
No. 234/26/75-CX-7 dated 24-11-75 on the basis of the information avail-
able. On the basis of reports now received from such of the Collectors

as had not replied when the above mentioned note was sent, the position
is as under:—

During the sugar season 1969-70 an additional rebate @ Rs. 8 per
quintal was admissible under Notification No. 149/70-CE dated 20-7-70
to those sugar factories which had produced sugar during the period 1-7-70
to 30-9-70 in excess of the base period ie. 1-7-69 to 30-9-69. 40 sugar
factories obtained rebate amounting to Rs. 33,53,177.92 under this notifi-
cation. Out of these 40 sugar factories, 18 sugar factories located in
Kanpur Collectorate got rebates of Rs. 14.06,508.88 and 18 factories in
Allahabad Collectorate got rebate of Rs. 13,98,517.44. One factory each
in Jaipur, Poona, Patna and Madras Collectorates obtained rebates amount-
ing to Rs. 1,05,584.00, 1,09,928.00, 1,89,067.60 and 1,43,572.00 res-
pectively Collectorate-wise details are given in the enclosed (Annexure).

[Department of Revenue and Banking letter No. 234{26{75-CE-7
dated 21-9-1967].



ANNEXURE

Deails of foctories whe obtoined additienal rebais under Nohi. Ne. 149/CE{70 dt.
20-7-70 (Pera 4.23) PAC 1558 Report

SL Name of the Collectorate No. of Amount Remarks
No. Factories of rebate
obtained
rebate
under Noti.
No. 149/CE/
70 dated
29~7-70
Rs.
t Jaipur . . . 1 1,05,584* 00
2 Poona . . . I 1,09,928- 00
3 Bangalore
4 Chandigarh . .
5 Nagpur .
6 Baroda .
7 Madurai
8 Guntur, .
9 Cochin .
10 Kanpur . 1 14,06,508- 88
1t Shillong. . .e
12 Hyderabad
13 W. Bengal .
14 Cal. & Orissa
15 Patna 1 1,89,065 60
16 Madras ! 1,43,572° L0
19 Allahabad 18 13,498,517 44
ToraL : 40 33,53,177° 92

68
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Recomunendation |

Splitting up of the sugar season into incentive periods for the
grant of rebate is also, in the opinion of the Committee, as seen from the.
past performance, fraught with dangers. The Committee are distressed to-
find that no uniform policy has been followed in this regard also. Diffe~
rent slabs of rebate had been prescribed for different periods of the crush-
ing season in the past, the rationale for which is difficult to follow. As.
has been stated by the Department of Food, sugarcane is normally ripe for
crushing only by December/Jaunuary and maintains its sugar content for
some time, generally till April. As summer approaches, due to excessive
heat and lack of irrigation, sugarcane starts deteriorating. Thus, during the
early and late crushing seasons, the recovery of sugar from sugarcane is
low. The Department of Food have also admitted that, under the North
Indian conditions, working of sugar mills till late in the season results in
poor ratoon for the following season. The Committee find that (a) split-
ting the sugar production season into three artificial incentive periods,.
namely early crushing period normal period and late crushing period and
(b) providing differential rebates for these three periods are not based on
a realistic and sound analysis of the relevant factors; Allowing a higher
rebate for early and late crushing would, in effect, induce the manufac-
turers to cxtend the duration of the crushing season with no correlation to
the losses suffered by the economy as a whole on account of low recovery
and un-economical cost of production during the lean periods.

[Sl. No. 25 (Paragraph No. 4.25) of Appendix X to 155th Report
of the Public Accounts Committee (Sth Lok Sabha)]

Action Taken

The sugar season is normally split up into two periods for the grant of
excise duty rebates, viz. October and November, and the rest of the mon-
ths, as a matter of necessity. In most of the years, the carry-over stocks
from the previous season happen to be insufficient for meeting the require-
ments for sale and distribution in the months of October and November,
unless adequate quantities of sugar from the new production becomes avai-
Jable. Tt is in this context that the necessity arises for giving higher incen-
tives for securing a larger production in October and November than
would normally be the case. For the remaining months, it is a matter of
enabling the Industry to draw adequate supplies of cane by paying
higher prices in the face of competition from gur and khandsari manufac-
turers whose liability to pay excise duty is either nil or low, and who are
consequently in a pasition to keep raising the cane prices, particularly in
years of short production of sugar-cane.
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In 1969-70 season, as large quantities of sugarcane remained on the
field even after June, 1970, the Government had to give additional incen-
tives by way of excise duty rebates to encourage the factories to keep crush-
ing during July to September also mainly in order to avoid hardships to the
canegrowers. During 1972-73 and 1973-74 seasons, the years was split up
into 4 rebate periods; the third new period being May and June which are
summer months with low recovery and the period July to September, be-
ing the months of normal crushing for a second time by some factories im
the South for which the incentives given were on par with the incentives
rates for December to April. During the current 1974-75 scason, there are
only two incentive periods. However, during the ecarly period of October
and November, an additional precaution has been taken this year to ensure
that the higher incentives would be available only to such of those fatc-
tories as have produced extra sugar during these two months consistent
with their total production during the whole vear being not less than the
average production during the base period viz. the proceeding five years.

It may also be added that the factories in North India have to work
beyond June only very rarely when the sugarcane production happens to
be extraordinarily high as in 1969-70 and to some extent this year also.
On these cxceptional occasions, the condition of the ratoon crop for the
following season no doubt suffers, but there is the greater satisfaction of
having avoided hardship to the cane growers, which would have been
caused by the cane remaining uncrushed.

4. The Audit bave recommended as under :—

“The Ministry should further substantiate their reply with refe-
rence to the standing cane crop beyond June every year
and how the splitting up periods has been done. 1t would be
desirable to clarify whether cane prices werc supported from
falling in these summer months and whether the price paid
for cane was itself not low to compensate for the factories

against dryage etc.”

S. The statistical backing required by the Audit is not availuble. The
teply given explains the position as it obtained. There is nothing further to
wd.

[Ministry of Agriculture and Irrigation (Department of Food) OM.
No. 7-4|75-SPY dated 2-6-1976].

Recommendation

The Committee feel that allowing a higher rate of rebate during
the lean season is likely to lead to a tendency of crushing cane cven when
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it is not fully grown and mature to claim higher rebates. Consequenty,
the supply of good cane for the normal crushing seasom might
be depleted resulting in an overall shortage of sugar recovery.
It is also not unlikely that the payment of rebates on the basis of
incentive periods, which evidently is more lucrative to the sugar factories
wader the existing system, has made many factories rebate oriented rather
than production oriented. Since separate estimates of production for the
lean periods and the peak periods are not framed by the Department of
Food, the Committee have not been in a position to determine how far
the grant of rebates in duty during what is normally accepted as the lean
period for cane crushing has actually contributed to an increase in sugar
production. That this important aspect of the economics of sugar produc-
sion should have been lost sight of by Government in formulating the re-
bate schemes causes distress to the Committee, The Committee desire that
this should be examined in detail immediatcly by both the Ministry of Fi-
mance and the Department of Food and a further report fumished to the
Committee.

[Sl. 26 (Paragraph 4.26) of Appendix to 155th Report of the Public
Accounts Committee (5th Lok Sabha)].

Action Taken

As already explained before the Public Accounts Committee, the su-
gar, factories, by and large, do not normally start crushing before mid-
November or so, for the reasons that the cane is no fully ripe and the cost
of production is higher than that in the peak or normal period. However,
with a view to ensuring sufficient availability of sugar from the new pro-
duction in the first 2 months, particularly when the carryover from the
previous scason is not adequate to meet the internal and export require-
ments during that period of the new season. inducements by way of ex-
cise rebate for early starting of the crushing have been considered a mat-
ter of necessity. In this context, as well as in the context of the facts
brought out in the next paragraph the Department of Food finds it diffi-
'oult to accept the Committee’s impression that the scheme is more lucra-
tive to sugar factories and has made them rebate oriented rather than pro-
duction oriented.

2. It will be seen from the statement at Annexure-I that in all the
rebate years, the production during incentive periods had been by and
large in excess of that of the base years except for a significant shortfall
during 1971-72. Sugar production even in the month of October in an
incentive year and the number of factories which went into production
during that month were generally higher than the succeeding season when
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no rebate was allowed. Two more statements showing sugar production
and the number of factories which went into production in October from
1959-60 season are attached as Annexures II & IIl 1971-72 was a parti-
cularly bad season from the point of view of cane production and even the
rebate scheme could not help. If the production during the lean period of
October-November of 1975-74 season had fallen short of that during the
corresponding months of the base year, it shows that mere grant of excise
rebates does not enthuse the factories to start crushing early unless it is
alsu adequate. It was the season in which there was good production of
sugarcane but it was damaged by pyrilla, lack of winter rains, and frost
and possibly if the excise rebates had not been there at all, the total pro-
ductio: during 1973-74 season might not have reached even the level it
did. That this possivilty cannot be ruled out would be clear ‘rom the: state-
ment at Annexure IV which shows that the production during the lean
pericds in the years when the excise rebate scheme was not in operation
was Jower than that in the corresponding periods of the immediately pre-
vious years during which that scheme was in force, except marginally
during October-November of 1970-71 when, in view of the easy stock and
supply position, the Government had even removed all controls on prices
and distribution w.e.f. the 25th May, 1971,

3. In any case on the basis of the observations made by the Agricul-
tural Prices Commission in its Report on sugarcane price policy for 1974-
15 season, the Government took suitable precaution in its excise rebate
scheme for that season notified on the 12th October 1974 to discourage
sugar factories concentrating an unduly excessive production during Octo-
ber-November months unmindful of its effect on the total production of
the season.

4. The comments from the office of the Comptroller and Auditor Ge-
neral are as under:—

“Para 4.26—In view of the fact that factorics in South and Maha-
rashtra crush in October itsclf, the first sentence of the pro-
posed reply that by and large major factorics crush sugar
only by mid-November may not be fully apt. From the state-
ment at Appendix ITI. ‘F it would be seen that 10 factories
started crushing in October in 1964-65. 19 in 1972-73 bhoth
being rebate years. These facts go to substantiate the basis of
P.A.C.’s remarks. From the notes, the Ministry seem to ac-
cept the point that by and large sugar production in October in
rebate years was higher than in non-rebate years. This also
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would show that the factories do adjust their operation as re-
bate oriented. The reply, therefore, requires to be recast.”

5. The Department of Food have no further comments to offer.

{Ministry of Agriculture and Irrigation (Department of Food) O.M.
No. 7-4/75-SPY Dated 22-6-1976)



ANNEBXURE [

Stapement thowing excess production during the sugar seasons betioeen 1959-60 to 1973-74 in which excise rebate scheme was in eperation
(Quantity in Lakh tonges)

Production
Rebate Season Incentive period(s) during the Base period for com-  Production during the periods Bxcess
incentive parison shown in Col. (4) production
period.
) (2) (3) (4) (s) 6)
1959-60 . 1-11-59 to g1-10-60 24.82 1957-58 20,09 }Amage 39.60 5.02
1958-59 19.51 19,80
1960-61 . 1-11-60 to 31-10-61 30.28 1958-59 19,51 44.33 8,11
1959-60 24.82 Average 22,17
1963-6 « (a) 1-7-63 to 31-10-63 0.77 1-7-62 to 31-10-62 0.47 0,30
(b) 1-11-63 to 31-3-byg . 8.8t 1-11-61 to 31-3-62 7.75 1,06
(c) November ‘63 . . 1.40 November ‘61 0.26 1,14
(d) 1-12-63 to 31-3-64 12,93 1-12-61 to 31-3-62 13.06 {—)o.13
1964-65 () 1-10-64 to 30-11-64 3.30 1-10-62 to 30-11-62  2.04 1,26
(b) 1-1-65 to 30-6-65 . 22,91 1-1-G4 to 30-6-64 17.1% 5.79
'M . . May and June, 1966 . 228 May and June ‘61 2.51
: Y 1 - May and June ‘62 2,01
May and June ‘63 0.06 Average 6.66
May and June ‘64 0,46
May and June ‘65 1,62 1.33 .95
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1afiq-~o

1971-72

1972-73

ot e - i e s

1-10-67 0 §0-g-UC .
{a) 1-50-69 to 30-g-50 .

(b} 1-7-79 to 3o-g-70

(a) 1-10-71 to 30-11-71

(b 1-12-71 to 30-9-72.
() 1-10-72 to j0-11-72
(b¥ 1-12-72 to 3n-4-73.
(¢} 1-5°73 to 30-6-73

() 1-7-73 to 30-9-74 .
fap 1-10-73 to 30-11-74
(b) 1-12-73 to 31-3-74

( 1-4-74 to 30-4-74 -

(d) 1-0-74 10 30-6-74 .

(€) 1-7-74 10 30-9-74

42.62

1.03

2.69

28,44
5.09
31.33

13060 10 30-9-67  17.21
1-10:68 to 30-9-69 37.37

1-7-69 10 30-9-G9 r.o3

1-10-70 to 30-11-70  2.53

1-12-70 t0 30-9-71 34.24

1-10-71 to 30-11-71 2.6y
1+12-71 tO 30-4-72 31,21
1-5-72 to 30-6-72 0.65
1-7-72 10 30-0-72 0.65

1-10-72 tOo 30-11-72 5.00

1-12-72 t0 31-3-73 27.99

1-4-73 to 30-4-73 334
1-5-73 to 30-6-73 1.54
1-7-73 to 30-9-73 L.00

(Gl of the actual
produetion of 21,51)

(1050, ofthe actual
production of 35, 59;

(809, of the actual
production of 3,16)

(11595 of the actual
production of 27,14

{11 0y of actual pro-
duction of 1,40)

(1107 of actual pro-
duction of 0.91)

.27

w

(&)
)
L

0,10

(—)5.80

2,40

SL



ANNEXURE 1II

Production of Suger in October during 1959 to 1974

(Figures in Lakh tonned
October

o* 20
039
046
0° g2
0°45
o:g8
o 66
033
0-27
0 44
048
o 6o
0 4t

1 o4
066
o 62
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ANNEXURE~=LLI
Number of sugar foctories which went into eperation during Octeber

Season/State. U.P.  Bihar  Maba-  Andhra Tamil Kaataka Restof All India
rashtra Nadu India
1959-60 . . . . . . . . . 1 .. 9 1 .. .. 5 16
1960-61 ., . . . . . . . . 4 t 16 t 1 . 6 29
1961-62 . . . . . . . . . .. .. 19 1 5 25
1962-63 . . . . . . . . . 2 .. 15 1 3 21
1963-64 . . . . . . . . . 4 .. 17 1 6 33
1y64-65 . . . . . . . . . 10 b 16 1 . 3 3 39
1965-66 . . . . . . . . . .. 1 21 3 1 4 2 32
196667 . . . . . . . . . .. .. 21 . 1 2 2 26
196768 . . . . . . . . . 5 .. 22 H 2 3 2 3t
1968-69 . . . . . . . . . . . 22 1 3 2 1 29
196g-70 . . . . . . . . . 3 . 27 1 2 5 3 41
1970-71 25 1 2 5 3 36
1971-72 . . . . . . . . . 1 .. 20 . 2 3 1 27
1972-73 - . . . . C . . 19 .. 34 2 7 9 4 75
197374 - . . . . . . . . 2 .. 19 .- 7 9 2 39
197475 - . . . . . . . . 2 .. 26 1 7 7 4 47

1975-76 . . . . . . . . - .. .. 18 .. 2 8 2 30
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ANNEXURE-IV

Statement showing sugar fwdum'on in lean periods during seasons in whick no vebats 1was allowed as compared to the production in the immediately prece-

ding year in which rebate was allowed.

(Quantity in Lakh tonnes)

Season Period
() ()
b6 . . fit November, 161

Y 1-5-62 10 q1-10.62

GGy . R . (1Y November 1062
» (Y 1-5-693 10 31-10-63

b=t~ . .0 1-10-66 to 30-11-66
i} 1-5-67 to 30-6-67

tii) 1-7-67 to g0-0-67

1970-71 . . . 1) 1-10-70 to 30-11-70
(i) 1-5-71 to 30-6-71
(1) 1-5-71 to 30-9-71

Production Clorrespondig Incen- Production ( 4-) Excess Remarks

tive period of previous during production
season(s) when rebate the priod  (—)Short

was allowed. shown fall
in Col. (4)
£ (9 (3 (6) (7)
1,19 November, 1960 2.39 (—)1.20 Rebate was allowed on the entries
2.52  1-5-61 to 3i-10.61 3.37 (—)o.85 production during 1960-61
which was in excess of 1938-59
and 1959-60 production.
1.72 November, 1060 . 2,39 (—)o,67
0.83 1561 to 3p-10-61 1.37 ()20 Do.
1.88 1-10-64 to 3o0-11-54 3.30  (-—=)1.g2
0,29 1-5-66 to 30-6-66 2,28 (—)1.99
o 05 1-7-66 to 30-9-66 0.35 (—)0.30 Rebate was allowed only for
) excess production during May-~
June, 1965,
1.16  1-10-69 to 30-11-b9 3.10 (-})0.06 No rebate was admissible for this
1.7 1-3-70 to 30-6-70 4.0t (—)3.14 period during 1970-71.
.52 1-7-70 to 30-9-70 1,03 (—)o.51 Do.

8L
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Recommendation

The Committee would also like to kmow whether, in computing the
gquantum of rcbate to sugar factories during the lean periods of the crush-
mg scason, duc carc had been taken to cosure that the quantum fixed was
not in excess of the extra expenditurc actually incurred and losses actually
suffered by the factorics on account of the lower sugar content of cane
during this period and consequent higher production cost. If such an ex-
creise had in fact been carried out, the Committee would like to be inform-
ed of the justification for allowing a rebate of 100 per cent of the duty Je-
viable in October and November, 1972 duly supported by necessary cost
data.

[SI. No. 27 rParagraph 4.27) of Appendix X to 155th Repert of
the Public Accounts Committec (Sth Lok Sabhal.

Action Taken

No such exercise as mentioned by the Committee had been  carried
out because of its impracticability. The excise rebates schemes had to be
finalised and announced in advance of the scason. The quantum of ex-
cise rebates was decided in relation to a rough  assessment  of the  extra
production required to bhe achieved over and above what would normally
he possible on the basis of the cstimates of production  available  at the
time.

20 AL the commencement of the 1972-73 season, the carry-over stock
from the previous scason was only 5.99 lakh tonnes as against the carry-
over stocks of 13.06, 20.90 and 14.10 lakh tonnes at the commencement
of the previous 3 scasons. It was,  therefore, cssential to maximise the
sugar production during the month of October and November. 1972 in
order to make sure of adequate avadability of sugar to meet the require-
ments, It was in this context that it was decided to allow a rebate of 100
per cent of the duty on cxcess production during these two months. The
results achieved justified the decision. The production during the months
of October and November, 1972 was 5.09 lakhs tonnes as against  3.10,
3.16 and 2.69 lakh tonnes during these two months of the preceding 3
seasons. The total production for 1972-73 was also 3873 lakh tonnes.
which was about 7.6 lakh tonnces in excess of the production of the pre-
vious scason,

Comments of the Atidity—
3. After certain preliminary points raised by the Audit had been clari-
fied, their final comments were as follows:— .

“It is stated that the study of cost on lean scason is not practicable
and the indepedent authourity proposed to eviluate the sche-
me may go into this aspect,  The proposed reply should in-
clude this fact.
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As for the second aspect of stock position and the need to build
up reserve stock, the reply does not touch the aspect how the
stock was allowed to be depleted just before the festive sea-
sons. This Ministry will have to amplify this point as well.”

4. The independent authority agreed to be set up as recommended by
the P.A.C. to evaluate the working of the excise rebate scheme would, no
doubt, examine whether quantum of rebate allowed to sugar factorics
during lean periods of the crushing season was in excess of thc extra ex-
penditure incurred by the factories.

5. As regards the second point made by the Audit, it may be explain-
ed that the total quantity utilised for internal consumption and export dur-
ing 1971-72 season was substantially lower at 39.24 lakh tonnes as com-
pared to 44.2 lakh tonnes during the previous sugar year. In fact, because
of the difficult sugar availability position during 1971-72 and thc rising
trends in sugar prices, the Government had to reimpose statutory partial
control with effect from the 1st July, 1972 after a period of decontrot
since the 24th May, 1971. Any further reduction in releases of sugar for
internal consumption would have resulted in the prices of frec sale sugar
going up still further and was thereforc avoided. :

[Ministry of Agriculture & Irrigation (Department of Food) OM.
No. 7-4/75—SPY Dated 12-5-1976].

Recommendation

It would appear that the rebate in excisc duty allowed during the loan
periods of the crushing season essentially served as a compensation to
neutralise the higher costs of production and not as an incentive for maxi-
mising production. Since this amounts to a subsidy to the sugar industry,
the Committee are of the view that the expenditure on this account should
have been incurred only after obtaining the votc of Parliament, as has al-
ready been emphasised in paragraph 4.14 above, rather than by a camou-
flaged concession in the form of a rebate in duty. The Committee cannot
view with equanimity such dilutions of parliamentary authority by the exe-
cutive.

[Sl. No. 29 (Paragraph 4.29) of Appendix X to 155th Report of

Public Accounts Committee (5th Lok Sabha)l.‘

AN E

Action Taken ~

The sugar tebate schemc notifications arc issued as exemption notifie

cations under the provisions of rule 8(1) of the Central Excise Rules, 1944.-

These grant the sugar factories an exemption from payment of duty to the
extent notified therein on the excess quantity tf sugar produced.
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The exemption from duty is allowed to the sugar factories to induce
them to undertake early crushing and to continue late crushing when the
recovery of sugar is low. If this is not done the factories would not start
early crushing nor would they continue crushing late in the season.  This
inducement in the form of exemption from payment of duty on production
above the normal level results in increased production.

As the exemptions are granted in exercisc of the powers delegated to
the Central Government under rule 8(1) of the rules ibid, and every such
notification is also laid before Parliament it cannot be said that there has
been any dilution of the Parliamentary authority by the executive.

[Ministry of Finance (Department of Revenue and Insurance) letter No.
234/26/75-CX-7 dated 22-9-75].

Recommendation

In 1969-70, the rebate had been restricted only to those sugar factories
which were in production during the previous season. Factories which had
not worked during 1968-69 and factories which had commenced production
for the first time during the same period had been excluded from the purview
of the rebate scheme. Yet the Committee find that this decision had been
reversed in 1972-73. The Committee fail to understand what compelling
reasons prompted the Government to show special favours at the cost of
revenue to a particular section of the industry in 1972-73.

[SL. No. 34 (Paragraph 4.34) of Appendix X to 155th Report of the
Public Accounts Committee (5th Lok Sabha)].

Action Taken

. For the sugar rebate scheme for 1969-70, proposals in respect of new
sugar factories or factories which had not worked during 1968-69 or which
had not attained full capacity by 1968-69 were considered. It was felt
that since only a very limited number of factories would fall under this
category, it was not mecessary to grant any rebate to them as they would
not be in a3 position to contribute much to the additional production of

sugar.

In the year 1972-73 sugar position in the country was very critical as
the production bad declined sharply from 42.60 lakhs tons in 1969-70, to
31 Jakhs tons in 1971-72. The carry ever stocks also stood depleted.
Department of Food had therefore praposed that even in respect of facto-
" ries which started production for the first tipe in 1972-73, production in
cacess of 5,000 topmes should be gram,e&yenﬁvc rebate so that such
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{actories should also evercorhe their initial difficulties and contribute their
share in the national cffort to maximise production of sugar.

[Ministry of Finance (Department of Revenue and Insurance) letter No.
234/26/75-CX-7 dated 22-9-1975].

Recommendation

The Committee, therefore, desire that the detailed background aad
justification allowing this extraordinary concession alongwith details of the
factories. which have benefited on this account in 1972-73 and subsequent-
ly, the quantity of sugar produced by them in 1972-73 as comparcd to the
production in 1970-71 and the amount allowed as rebate to cach of them
should be furnished expeditiously. The rationale for such {requent
changes in policy should also be intimated to the committee.

[SL. No. 35 (Paragraph 4.35) of Appendix X to 155th Report of Ge
Public Accounts committee (5th Lok Sabhz}].

Action Taken

The back ground and justification for allowing rebates during the vears
1972-73 and 1973-74 is as under:—

(a) 1972-73 The production of sugar in 1972-73 was cxpected
to be of the order of 35-36 lakh tonnes, as the arca under
sugar cane cultivation had reportedly gone up by 67 per cest,
The Department of Food estimated the requirements of sugar
for internal consumption and cxport of the order of 42 lakh
tonnes. As the production from 1970-71 onwards had shown
a declining trend as compared to 1969-70, it was fearcd that
it might not exceed 35-36 lakh tonnes. The proposals of the
Department of Food were examined and, there after Notificu-
tion No. 203/72 dated 28-9-72, was issued. In this Notifica-
tion for the main crushing scason of December, 1972 to April,
1973 the rebate was made admissible only if the production
of sugar of a factory during this period exceeded 115 per cent
of the corresponding production of 1971-72. However, in
February 1972, it was felt, that the production might not
reach the target of 42 lakh tonnes on account of the drapght
in Maharashtra, the canc-growers and the cngineers’ strikes in
U.P., the agitation in Andhra Pradesh and the cyclonc in Tamil
Nadu. In this view Notification No. 91/73 dated 1-3-73 was
issued in which the sugar period of December, 1972 to. April,
1973 was divided into two parts viz.,, December, 1972 to
28-2-73 for which period the excess production rcbate was
given on production in cxcess of 115 per cent of the quantity
of sugar progluction during the period 1-12-72 to 28-2-73.
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As for the period from 1-3-73 to 30-4-73 was ccncerned, the
sugar produced in excess of that produced in the correspond-
ing period would be eligible for rebate.

For the new sugar factories the rebalc schcme was made applicable

under Notification No, 204/72 C.E. dated 28-9-72 which entitled produc-
tion in excess of 5,000 M. Tonnes to the grant of rebate.

[

Siaee

(b) 1973-74 The department of Food Estimated the total produc-

tion at about 42 lakh tonnes for the year 1973-74 whereas they
cxpected the requirement of the country for internal consump-
tion and expert to be of the order of 43 lakh tonnes. They
wanted a carry over of the stocks also for 1974-75 sugar year.
To achicve this target the department of Food and had placed
its target of production at 48 lukh tonnes. It was in this con-
text that the rebate scheme for the vear 1973-74 was notified
in Notification 189/73 CE. dated 4-10-73.  In this notification
the production in excess of 110 per cent of the corresponding
period was made eligible for the grant of rebate for the period
from 1-12-73 10 30-Y-74. The scheme was also made appli-
cable to new sugar factories as well as to those sugar factorics
which had been on trial run in the year 1972-73. However.
the Department of Food felt in March, 1974 that there was o
case for liberalising the rebate scheme as the production in
the sugar factories in the North had commenced late. The
other reasons which contributed to the cxpected shortfall were
the cffect of Pyrilla. lack of winter rains and frost and drought
in Mahurashtra. While the request of the department of Food
was examined and for the period from April, 1974 to Septem-
ber, 1974, the rates of rebates were modified in that under
Notification No. 78/74-CE dated 20-4-74, it was held that
production in cxcess of 110 per cent of the base production
be granted one rate of rcbate and production in excess of 110
per cent but not in excess of 180 per cent should be granted
another rate of rebate and production in excess of 180 per cent
of the base production should be granted the highest rate of
rebate. Hbwever, the Department of food came up with the
request for modification of this scheme in Mav, 1974 as ac-
cording to them Notification No. 78/74-CE did not generate
cnough enthusiasm to produce more sugar. They felt that
the sugar production would not reach their target. The re-
bate scheme of this ycar for the period of 1-7-74 to 30-9-74
was modificd and a uniform rate of rebate of Rs. 40 per quintal
was allowed to the sugar factories for production in excess
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of the production of the corresponding period of the preceding
year. Accordingly, notification No. 107/74-CE dated 20-6-74
was issued.

Details of the rebates granted to individual sugar factories during the
years 1972-73 and 1973-74, and of the production during the sugar seasen
1970-71, 1972-73, 1973-74 are indicated in proforma—IV (not enclosed)

[Department of Revenue and Banking letter No, 234/26/75-CX-7
dated 21-9-1976].

Recommendation

The Audit paragraph also brings into focus a broader issue which
causes very great concern to the Committee, namely the realisation of exeise
duty on free sale sugar on a notional tariff value that has no relevance te
the ruling wholesale prices. As pointed out in the Audit paragraph, the
tariff value fixed from time to time for the levy of duty ad valorem was far
below the ruling wholesale prices as well as the exfactory realisations.
Consequently, assessments made on the basis of such depressed tariff values
resulted in less realisation of duty conferring an additional benefit to the
sogar factories. The Committce have been informed that when the tanff
value for free sale sugar had been fixed at Rs. 2,000 the average realisation
of the factories by the sale of {rec sale sugar during the preceding month
was Rs. 2,300; that when the tariff value was Rs. 2,350 the corresponding
realisation during the previous month was Rs. 2,677; and that when the
tariff value was fixed at Rs. 2,700, the ex-factory realisation was Rs. 2,750.
There is, thus, a substantial gap between the tariff values fixed from time te
time and the actual realisations of the sugar factories. Since tariff values
are based on data of past periods, they always tend to be lower than the
market value in a situation of rising prices.

If there is a substantial gap between the tariff value and the actual
realisations of the factories, thc gap between the tariff value and the ruling
market prices is still wider. The Committee were amazed to learn during
evidence that while the ruling market price of free sale sugar was Rs. 585
per quintal in September, 1974 in the Hapur market and Rs. 570 per
quintal in the Calcutta market, the tariff value for the month of October,
1974 had been fixed at as ridiculously low a figure as Rs. 320 per quintal.
This gives rise to serious suspicion. After deducting the duty element of
Rs. 120 per quintal from this price, the wholesale price, exclusive of excisc
duty, works out to Rs. 465 per quintal in the case of Hapur and Rs. 450
per quintal in Calcutta. The Committee are unable to understand the rea-
sons for such wide variations between the tariff value and the prevailing
wholesale price, especially at a time when the Government are talking about

prevention of tax evasion, el
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' The Committec have taken note of the claims made by the representa~
tive of the Department of Food during evidence that the wholesale price in
the market would also include other elements of cost such as transport
charges, godown hire charges, bank interest, storage and transit losses, etc.
The Committee are, however, of the view that these elements of cost would
not work out to any substantial amount so as to warrant a wide gap of
Rs. 145 in the casc of Hapur market and Rs. 130 in Calcutta market.
This view has also been corroborated sufficicntly by the representative of
the Department of Food during evidence. It is also strange that though
Calcutta gets the bulk of its sugar from other States, even from faraway
Tamil Nadu and Andhra Pradesh, the wholesale price of sugar in Calcutta
should be lower than the price in Hapur. This would only lead the Com-
mittce to the conclusion that a major portion of the difference between the
tariff valuc fixed by Government and the wholesale price is attributable
to profits of the industry and the wholesaler’s margin.

A more disconcerting picture emerges from the details of wholesale
prices and the corresponding tariff values in force during 1973-74 furnish-
ed to the Committee by the Ministry of Finance. It will be seen from
Table—17 in paragraph 3.76 of this Report that the tariff value for sugar
in April, 1973 was Rs. 265 per quintal while the average wholesale price
prevailing in the six principal sugar markets of the country was Rs. 355.
The average wholesale price in May, 1969 rose to Rs. 368.50 per quintal
which clearly indicated a rising market. Yet, strangely enough, the tarnff
value was reduced in May, 1973, and fixed at Rs. 255 per quintal. Simi-
larly, when the tariff value was Rs. 265 per quintal in October, 1973, the
average wholesale price was Rs. 357.50 per quintal. However, in Novem-
ber 1973, though the average wholesale price was Rs. 371.35 per quinta?,
the tarff value had been reduced to Rs. 260 per quintal. The Committee
find it difficult to understand the reasons for such reductions in the tariff
value. despite an increase in the average wholesale price. The Committee
are extremely dissatisfied with such a state of affairs and desire that the
entire procedure for the fixation of tariff values for sugar as well as other
commoditics should bc reviewed immediately on a scientific basis. The
Committce would insist that tariff values should be so fixed as to corres-
pond invariably to thc real value of the commodity. This would ensure
that Government does not recover a lessor amount of duty than it would
be entitled to.

The nced for fixing tariff values for commodities so as to correspond as
far as possible to the market prices has also been emphasised by the Public
Accounts Committee in the past. In this connection the Committee would
kike to invite specific attention to their recommendations contained in para-
grahp 61 of the 27th Report (Third Lok Sabha), paragraph 3.216 of the
44th Report (Third Lok Sabha) and paragraph 1.68 of the 111th Report
(Fourth Lok Sabha). The Committec arc distressed that little heed has
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apparently been paid by Government to recommendations which have an
important bearing on the administration of taxation in the country. The
Committec, therefore, strongly urge that Government should examine this
question on an emergent basis and take suitable remedial measures to avoid
loss of revenue. The Committee would like to be apprised of the actio::
taken in this regard within thrce months.

No doubt, the Minisity during evidence have taken shelter unde:
Section 3(2) of the Central Excises and Salt Act, 1944 und have argue?
that they have not acted against the law by fixing « tarifl value below the.
specified in Section 4 of the Act. Scction 3(2) of the Act cmpowers th.
executive to {ix tariff values for the purpose of Jevying excine dutivs whic
Section 4 lays down the criteria for the determination of “value” tor th
purposc of duty. ‘Value'. according to Scction 4 must be o wholesal.
cash price ruling at the place of manufacture.  The Minisi. huve songh
to justify a fixation of tarifl value below the real valud of the commodit
by arguing that if one goes by the ‘normul practice of harmorious ¢ons-
truction. the only limit on fixation of tanft values iv  thur it should
exceed the values which are fixed under Scction 47

Such an interpretation, in the opinion of the Connnitiee. vitidive
the real intention behind Section 3(2) and 4 of the Act. Section 4 o
the Act requires. for the purpose of ad valorem assessment, determine-
tion of ‘value™ at the time of removal of an urticle from the factory gat
The fixation of tariff value, in licu of the wholesale price. under Sectier
3(2) of the Act must necessurily, therefore, in view of Section 4, tuke int
account any abnormal and sustained  variation in the  wholesule pric.
noticed in anmy particular place with reference to u purticalur point - ©
time or from place to place. Section 3(2) of the Act does not possibls
empower Government to bestow concessions and relicts in duty by way
of fixing lower tariff values. Tt appcars to be intended for simplificatior
and rationalisation of ad valorem assessments in cases where the prices
of goods arc attributable to fairly controlied and regulmted  policies ©
Government operating on an ull-India basis.  Barring price uberration-
of a purcly local nature, which arc likely to be few. the taritl values shouk
reflect the prevailing price level

Therefore, the Committee arc of the view that when a decisive fuctor.
arising out of a deliberate Govefnment policy, operates in the price
field and affects the wholesale price of u commodity in a sustained manncr.
an immediaie change in tariff is called for. In this context, jt should be
borne in mind that under the partial decontrol policy for sugar, Government
exercise absolutery no comtrol over the price of free-sale sugar and the
industry is allowed to fix any price which the market, at a given point of
time can bear.  1f the tarifl value is not revised simultancously with the
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changes in the wholesale prices, the tariff value becomes out of tune with
the wholesale price and thus creates a disharmony between Section 3(2)
zrd Section 4 of the Act, Any delay in the revision of tariff values,
therefore, tends to frustrate the spirit of taxing statute framed by Parliament

cad to debar the Government from levying and -collecting the proper duties
fxed by statute.

In such a situation. the Committee would suggest that where an enhance-
ment or change in price is bound to occur or where therc are wide
f'uctuations in prices disturbing the tariff values basically, it would be better
13 switch over to the wholesale price. The Committee would strongly urge
tat this should be examined urgently by Government, in consultation with
the Attorncy General, if considered necessary.

Lower fixation of tariff values, besides resulting in the loss of Govern-
ment’s legitimate dues, also amounts to circumvention of Parliament’s
intention by cxecutive fiat, which the Committee cannot view with equani-
wmity. In this connection, the Committec would reiterate the observation of
the Central Excisc Reorganisation Committec 1963, referred to in para-
graph 61 of the 27th Report (Third Lok Sabha) of the Public Accounts
Committee (1964-65) that it is not wholly correct to dilute parliamentary
Lathority in the field of taxation by exccutive fiats, however desirable the
~.JTpose.

[SI. Nos. 40 to 49 (Paragraph 4.40 to 4.49) of Appendix X to 155th
Report of the Public Accounts Committec (Sth Lok Sabha)]. .

Action Taken

P.A.C. have made certain observations as regards tariff values fixed for
“-e¢ sale sugar from time to time. Before specific points made by the
Committec urc dealt with, it is necessary to state the position as regards
e concept of tariff value itself, in the gencral context of ad valorem .

ssessments,

2. Scction 4 of the Central Excises and Salt Act, 1944 lays down how
» alue will be determined when under the Act any articles is chargeable with
-ty at u rate depending on value thereof. Section 3 of the Central Excises
cad Salt Act, on the other hand, provides that the Central Government may,
~y notification in the official Guzette, fix and alter tariff values for the
-urpose of levying  duties on articles  chargeable  with  duty at a rate
Jependent on value thereof. Section 3 and section 4, therefore, are mutually
<clusive in the sense that fixation of tariff value under section 3 is restored
o when determination of value under the provisions of section 4 present
dministrative and practical problems.

3. In actual practice, tariff values are fixed for the mutual convenience
of the trade and Department, where ascertainment of assessable value in
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accordance with section 4 is not possible either because there is great fluctu-
ation in prices or because following of the normal procedure of assessment
uader section 4 is likely to entail a great deal of delay in the matter of
approval of prices and assessment of goods on account of their being far
too many manufacturers or too many varieties or sub varieties of products,
in regard to which the identification and verification of prices would neces-
sarily take lot of time.

4. As a part of the Budget proposals of 1969 the specific rate of duty on
sugar was converted into an ad valorem rate. An important consideration
for this change was that with the partial decontrol of sugar it was found
that the prices of open market sugar were nearly double that of controlled
sugar. As a result, in terms of value, the incidence of duty on controlied
sugar was found to be much higher than on open market. The profits ot
the sugar companies also were nearly 2 or 3 times more than what they were
prior to partial decontrol,

5. The conversion of specific rate into ad valorem rate created ceffain
difficulties. The price of sugar in the wholesale market is subject to frequent
fluctuations depending upon the forces of supply and demand. Often, therc
are poticeable variations in prices on the same day. As per section 4 of the
Central Excises and Salt Act, 1944, assessment has to be made on wholesale
cash price prevailing in the market at the time of delivery of excisable good<
from the factory. In the case of sugar factories the practice gencrally is. fo
sell free sale sugar by inviting tenders or entering into contracts thh
dealers, the actual delivery taking place a few days later. Since in the
meantime market prices might fluctuate, the tendered price of contract price
may not correspond to the wholesale cash price prevailing at the time of
delivery of sugar. Besides, sugar factories being located away from the
major marketing centres, the wholesale price prevailing in the market a*
the time of delivery is not readily ascertainable. It is also difficult for sugar
factories to realise by way of Central Excise Duty amounts which, on
account of market fluctuation in price, may be different from thesc calcu-
lated at the time of entering into contract. It was in view of these difficulties
that it was decided to fix tariff values for free-sale sugar, Fixing of a tariff
value for sugar other than free-sale sugar was not considered neccssary since
this was to be assessed to duty on the basis of price statutorily fixed by the
Ceatral Government under the Essential Commodities Act, 1955, and, in
the case of such sugar, the problem of ascertaining the assessable value ‘in
terms of day to day fluctuation of market prices, did not arise.

6. The tariff values in respect of excisable commoditics were initially
beiag fixed in consultation with the Economic Adviser in the Ministry of
Industrial Development. Now this work is being done by the Statistics and
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Intelligence Branch within our own Ministry. In the case of sugar, how-
ever, a sub-committee headed by the Director of Inspection, and having
the Director (Sugar Control) as one of its members, has been constituted
for tariff value review, In view of the market-conditions peculiar to sugar,
it was felt that the specialised knowledge of the Director (Sugar Control)
frem the Ministry of Agriculture and Irrigation would be helpful in the
review of tariff value—an exercise which is being undertaken at monthly
imtervals. After the sub-committee submits its report, Government decides

oa the tariff value in consultation with the Department of Economic Affairs
of Ministry of Finance. o

~ 7..So far as Audit’s contention as regards the gap between the tariff
values fixed and the prevailing prices, is concerned, it may be pointed out
hero that whereas assessable value under section 4 must necessarily vary
not from state to state but from manufacturer to manufacturer depending
oa the ex-factory wholesale prices at which the goods are sold, for purposes
of assessment under section 3 only a single tariff value can be notified for
a product or a range of products and such a tariff value necessarily has
te be made applicable to all manufacturers of such products all over the
country. For fixation of tariff value for different excisable items, therefore,
ieformation has to be collected from all over the country, regarding the
prevailing ex-factory wholesale prices of different manufacturers during
particular periods in such a way that a realistic idea can be had about
representative prices. Such an exercise must necessarily involve time, as
isformation has to be collected from all over the country, complied and
amalysed and thereafter recommendations are made, for cbtaiming orders
from the Minister, as to what should be the tariff value fixed. Naturally
therefore such tariff values need not necessarily approximate to the ex-
factory wholesale prices which are liable to change from day to day.

8. It needs also to be pointed out in this context that at a time when
there is an upward trend in prices, tariff values would necessarily tend to
lag behind the actual assessable value under section 4, whereas when there
i9 a downward trend in prices the tariff values tend to be higher.

9. In view of the foregoing, it is not correct to say that realisation of
exaise duty of free sale sugar is done on a “notional” tariff value that has
oe relevance to the ruling wholesale prices. It would be more appropriate
te say that the tariff value is based on averaging of wholcsale prices ruling

over a period of roughly two preceding months and estimates of realisatioms
i the current month.

10. In view of what is said in the foregoing paras, it is not admitted
that assessments made are necessarily on the basis of depressed tariff valaes
which result in less realisation of duty conferring additional benefit to sugar
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factories. T_his.will be illustrated by the following figures of average ex-
factory realisations and tariff valucs obtaining during the past two years:

'\\"0 < Month Average  Tariff
. cx-f’ac.:tory Value
l)l‘l('f'

1. April gy . . . . . . . 254°98 265 00 (4}
2= Mavorgys . . , . , 27787 25500
3. June. 195 . ‘ . . . . . 2081+ 66 260 00

4. Julv. 1973 . . . . . . 266: 33 2707 00{~ )
5 Aug. 1973 . . . . L . 264; a7 270 00/ -}
6. Sept.igsy . . . . . . . 295°96 290700

7. Outober 1gyg . . . . . . . 262~ 42 265+ o0 -1}
8. November, 1973 . . . . . . 270° 51 260 0o

9. December. 197 ) . 2gae 61 260 00

1o, January, 1974 . ‘ 5 . . . . 300° 23 270 00

11, }-’cbruury",'rgu. . . R . . . 286- o0 2970 00

12. March, 1974 . . , . v ‘ . 294° 00 270 00

13- April,gyg . . . . . . . 289 54 270 00

14.  May, 1974 . . . . . . 284 6y 27904 00

15. June, 1974 . . . . . 28282 2go* 00/ -

16, July, 1974 ) ‘ . : . 310° g0 285 on

17. Aug., 1974 . . . . . . . 326- 07 2007 O

18, Sept.. 1974 . . . . . 35201 305" 00

1g. Oct.. 1974 . . . . . . . 337° 77 420° 00

26, N, 1474 . . . . . : 530070 I5H00 0y

33 Declrayg . . . . . . 347 Hu sbusou

220 Jenooaqr . . . . . . . 32070 Shur oo

20 Febo1g7s . : . : . : 94755 5000

24. Muichoig7g . . . - : . afibr g0 430 00(-

11. As regards the variation in the ex-factory prices and the whole-salc
rrice of some important markets, it is pointed out that such a variation is
hound to be there as the ex-factory prices do not contain an clement of
excisc dity as well as additional duty of excise, freight, commission charges
etc. Tiy Public Accounts Committec has pointed out that the tariff valuc
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of sugar in April, 1973 was Rs, 265/- per quintal whereas the average
wholesale price prevailing in the six principal markets in the country was
Rs. 355/-. The prevalent rate of duty at that time was 30 per cent
ad valorem. If the amount of duty is added to*the tariff value of Rs, 265/-,
it would come to Rs. 344.50. Besides this, there may be other expenses
like labour charges, transportation, octroi, godown rent, interest on loans,
etc. which may contribute to additional amount which is to be added to
the above amount of Rs, 344.50. In addition to it the wholesale price
includes an element of profit for the wholesale dealer,

12. Such tariff values are fixed in accordance with specific provision in
the Central Excises and Salt Act, 1944. The question of circumventing
parliament’s authority therefore does not arise.

[Ministry of Finance (Department of Revenue and Insurance) letter
No. 234/26/75/CX-7, dated 22-9-1975]

Recommendations

An offshoot of the levy of excise duty on sugar on depressed tariff values
which are below the prevailing wholesale prices, is the reduction in the
quantum of duty realisable under the Additional Duties (Goods of Special
Importance) Act. The additional duty collected by the Central Government
under this act, in lieu of the sales tax leviable by the State Government,
is wholly distributable to the States as compensation for the non-levy of
sales tax. The Committee understand that under the sales tax laws of the
State Governments, there is no provision for tariff values and the tax is
recovered as a percentage of the sales turnover. The Committee feel that
the Central Government have denied the States their legitimate and rightful
dues by recovering the Additional duty on a depressed value which is far
below the sale price of the commodity. Considering the fact that the sources
of revenuc of most States are non-flexible, the Committee would urge that
it is the duty of the Central Government to endeavour to sec that there
are no complaints or gricvances in this regard.

The Committee are, however, extremely distressed to notice an attitude
of complacency on the part of the Central Government in this regard.
The Central Government derive comfort merely from the fact that the
States are very well looked after by the Finance Commission and that the
revenue of the States ‘are rcally not as inelastic as it is made out to be’.
When the State Governments entrusted the work of collection of an addi-
timate assumed that their interests would be safe. The Committee there-
tional excise duty, in lieu of sales tax, to the Centre, they would have legi-
fore, feel that it is the responsibility of the Centre, as the custodian of the
States’ interests to have a second look at the procedure, if the formula
worked adversely to the interests of the States generally. The Committee
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very much desire that this should be examined and a decision arrived at to
the full satisfaction of the States. If this is not done expeditiously, there
will be every justification for the States to ask for the restoration of the
right to levy sales tax as they used to do prior to the coming into force of
the existing arrangements.

In this connection, the Committee also observe that most of the States
had expressed their dissatisfaction before the Fifth Finance Commission,
with the manner in which the scheme of additional cxcise duties had
worked. The States had pointed out that they had suffered loss of potential
increase in revenue by surrendering their right to levy sales tax and had
lost the advantage of a price elastic source of revenue. The Fifth Finance
Commission had also observed that ‘it appears that if the Statcs had been
free to exercise their power to levy sales tax on textiles, sugar and tobacco,
many of them would have been able to realise more tax revenue from them’
and that ‘the producing states would also have derived the benclit of Central
Sales tax on exports of these commodities to other States’.

After considering the views of all interests in this regard, the Fifth
Finance Commission had recommended inter alia, in paragraph 5.21 of
their Report as follows :—

“1(a) It would not be desirable to maintain the cxisting arrangements
in regard to the levy of additional duties of excise on textiles,
sugar and tobacco, unless the Government of India, after discuss-
ing the matter further with the State Governments, can arrive
at a General agrecment for the continuance of the present
scheme with suitable modifications;

(b) While the arrangements arc continued, the rates of duties may
be made ad valorem as far as possible. and may be revised
periodically so as to secure reasonable incidence having regard
to the prevailing prices and the general level of sales taxes on
similar items levied by the states”.

The Committec would like to be informed of the action taken hy
Government on these recommendations of the Fifth Finance Conunission,

[SI. No. 50 to 53 (Paragraphs 4.50 to 4.53) of Appendix X to 155th
Report of Public Accounts Committec (5th 1.ok Sabha)]

Action Taken

No complaints regarding the recovery of additional excisc duty on
depressed value of sugar from any state Government was cver received by
the Branch of the Department dealing with sales tax. As regards the com-
plaint in regard to the working of the additional excise duty scheme, atten-
tion is invited to paragraphs 5.5 to 5.14 of the Report of the Sth Finance
Commission copy of which is enclosed as Annexure I. The matter was



93

discussed at a conference of State Finance Secretaries convened by the
Planning Commission. A working group was set up at the conference to
suggest improvement in the working of additional excise duty scheme. The
report of the Working Group was considered at a meeting of the Chief
Ministes’ Committee of the National Development Council held on 28-12-70,
The decisions taken by the Chief Minister’s Committee of N.D.C. are also
enclosed as Annexure-II. The decision taken by the Government in this
regard briefly are as under :—

(i) The Central Government had no objection to accept the recom-
mendation of the working group that the overall incidence of
excise duty should be stepped upto 10.8 per cent on the value
of clearances;

(ii) though in the note circulated to the N.D.C. it was suggested that
the implementation should be phased over a period of 2 to 3
years, it was agreed that the Government would try to accele-
rate the implementation of these recommendations and in any
case the outer time limit of three years indicated would not be
exceeded;

(iii) whilst revising the rates of excise duty the Central Government
would implement to the extent practicable the recommenda-
tion of the Working Group that the ratio between Basic and
Special Excise duty on the one hand, and the additional excise
duty on the other hand. should normally be maintained at
2:1. However, there could not be any rigidly about this
ratio.

(iv) the Working Group had recommended a review Committee
comprising of Finance Secretaries of six states only. It was
agreed that this should be enlarged to include Finance Secreta-
ries of all the States,

(v) the Scheme could be reviewed at a later stage by the Chief
Ministers if it was found that the scheme was not working
satisfactorily.

Attention is also invited to paras 3 & 4 of Chapter V of the Finance
‘Commission’s report, 1973 (extract enclosed as Annexure I[1I) wherein the
Commission stated that by and large the State Governments were now
-satisfied with the working of the scheme.

[Department of Revenue and Insurance letter No, 234:26/75/CX-7
Dated 10-10-1975]



ANNEXURE 1
Extract from Fifth Finance Commission Report, 1965

'5.5. Two States, Jammu and Kashmir apd Nagalapd, were in favour of
myintaining the existing arrangements and also extendiag them 1o cover
more items. Most of the other States have gxpressed befare us their dis-
satisfaction with the manmner in which the scheme of additional excise
duties has worked. They complained that the Government of India, while:
increasing basic excise duties and introducing special excise duties on the
same commodities had kept unchanged the rates of the additional excise:
duties. The States pointed out that they had suffered lass of potential
increase in revenue by surrendering their right to levy sales tax. Whereas
the sales tax rates are ad valorem, the additional excise duties have been
largely specific, due to which they have lost the advantage of a price elastic
source of revenue. During the past decade the Sales tax rates on similar
cemmodities have also been increased. The States contended that they
have thus been put to a double disadvantage. It is necessary to examine
these contentions of the States which they had also voiced in similar terms
before the Fourth Finance Commission,

5.6. During the period 1958-59 to 1968-69. there were practically no
changes in basic excise duties on sugar; but there were increases in basic
duties on tobacco, unmanufactured and manufactured. The basic excise
duties on textiles have also been adjusted a number of times. In addition,
special excise duties have been levied on tobacco. The rates of additional
excise duties have remained practically unchanged, except for some increase
in the case of cigars and cigarettes. The result has been that between
1958-59 and 1967-68, the revenue from basic and special excise duties on
these three commodities increased by more than 70 per cent, while that
from Additional excise duties increased only by 45 per cent.

577. The average incidence of additional excise duties in 1966-67
worked out to 1.98 per cent on textiles, 2.93 per cent on unmanufactured
tobacco and 7.12 per cent on cigars and cigarettes. The additional excise
duty on cigarettes has since been incrcased, and a 4 per cent ad valorem
duty is levied on sugar. The comparative rates of sales tax levied at a
single point in some of the States on allied commodities like kerosene,
matches. tea, coffee, etc. are as under :—

Rates of Single point

Sales Tax.
Foadgrains . . . . . . . . . .1 " tog
Kerotene | . . . . . . . . . 3 % oy
Matches q 0Lty
Vanaspati . 5 9 to 10
Gur . . . . . . . . . .2 % toy
Butter & Ghee | . . . . . . . . 3 9 toa
Tea . 2z 9, tofR
Cofler . 4 o, twR
Leather goods. 5 © toto
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“These rates aze generally higher than the incidemve of additional excise
«uties and it appears that # the States had beew free to exercise their power
1o levy sales tax on textiles, sugar and tobacoo, many of theny would have
been able to realise more tax revenue from themy. The producing States

-would also have derived the benefit of Central Sales tax on exports of these
commedities to other States.

5.8. A number of States who had suggested discontinuance of the
-scheme, during our discussions with them expressed their willingness to
agree to its continuance if certain modifications were made so as to enhmace
the yield from the additional excise duties adequately. Some of them have
suggested for this purpose that the rates of duty should be directly related
to the rates of basic and special excise duties, while other States have
suggested that they may be reviewed so as to reflect the increase in prices
of the commodities in question and the average incidence of States sales
tax on similar items. About half the number of States have
urged that the existing arrangements should be discontinued and they should
be free to levy sales tax on these commodities themselves. They were not

in favour of continuing the scheme even if modifications are made to in-
.crease the rates of duty.

5.9. We put it to the States that the rates of basic excise duties sugar
and textiles were regulated from time to time on considerations of economic
policy and not merely on the basis of revenue requirements. The States
sales taxes are not usually modified in this manner. While the feasibility
of raising rates of additional excise duties could be considered when the

basic or special duties are increased, no useful purpose would be served
by any form linking of the two.

5.10. There is force in the argument of the States that the rates of ad=
ditional excise duties being specific, their incidence has not kept pace with
that of States sales taxes on similar commodities. To meet this point, the
rates could be turned into ad valorem rates, as has been already done in
the case of sugar and cigarettes; and even specific rates could be revised’
periodically having regard to changes in prices. The rates could also be
modified to reflect changes in the sales tax rates on corresponding commo-
dities in the States as a whole. Some of the States to whom we put this
suggestion were doubtful about the possibility of such an agreement. They
however, said that they would be agreeable if satisfactory arrangements in
this regard could be made, but they were generally averse to extending
the arrangement to other commodities. Eight of the States were insistent
on the system being discontimued. They pointed out that under the exist-
ing arrangement they do not have freedom to increase revenue from taxa-
tion of these commodities in the light of their own requirements and jud-
gement. Since these commodities cover a considerable part of the States

field of sales taxation, they keenly desire to have once more the authority
10 levy sales tax themselves.
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5.11. Under the provisions of Section 7 of the Additional Duties of
Excise (Goods of Special Importance) Act, 1957, as originally enacted,
the items on which additional duties of excise are leviable were declared
as goods of special importance in inter-State trade and commerce and the
levey of sales tax thereon was made subject to the restriction specified in
Section 14 of the Central sales Tax Act, 1956. Section 7 of the former
Act of 1957 repealed by the Central Sales Tax (Second Amendment)
Act, 1958 and these items were added to the list of declared goods. Some
of the State Governments who wanted the additional excise duties to be
withdrawn, pointed out to us that the other goods of special importance
like coal, unmanufactured cotton etc., are industrial raw materials or inter-
mediate goods and belong to a category different from textiles, sugar and to-
bacco, which had originally been enacted as an integral part of the present
arrangements, should also be withdrawn when these arrangements are dis-
continued, so as to restore to the States unrestricted power to levy sales
taxes as on other similar items. We have no doubt that the Government of
India will consider this matter if and when the need arises.

5.12. We also discussed this subject with representatives of varlous
Chambers of Commerce and other trade organisations. They generally
expressed the view that the existing arrangements have resulted in consi-
derable administrative convenience and have brought relief to the com-
mercial community. They suggested, therefore, that the scheme should be
continued; and some of them also proposed its extension to other commo-
dities like iron and steel, cement and paper. Other items suggested to us
for this purpose are kerosene, matches and tea. To mecet the grievances of
ths States, some of the Chambers were agrecable to the conversion of the
rates of duty into ad valorem rates where possible and periodical revision
of rates in other cases.

- 5.13. During our discussions with the representatives of the Govern-
ment of India they expressed the view that, on the whole the arrangements
had worked satisfactorily. As regard the main grievance of the States about
the growth of revenue from additional excises having been comparatively
small, they felt that the matter could be gone into by the Government of
India. The recent conversion of rates of dutv of sugar into ad valorem
rates would secure for the States the benefit of higher yield with increase
in prices. It was stated that while the Government of India derives no
revenue from the scheme, they would like it to be continued, if possible,

- indirect taxation, particularly on items of mass consumption could
serve as an instrument of fiscal policy.

'5.14. The rationale of the present scheme of additional cxcises in lieu
of sales taxes and the advantages which it was expected to being, hold
good even now. But although a scheme of uniform levy of excise duties in
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lieu of sales taxes at varying rates on commodities of common consump-
tion might have its own advantages, we consider that the full utility of
such a scheme cannot be realised unless the arrangement could be extend-
ed to other important commodities also. Thi§ could, however, be achieved
only if the States were agreeable to such extention. In view of the general
opposition of the States, there is obviously no scope for extending the
arrangements to other items or commodities in the foreseeable future.
Moreover, as rightly pointed out by the Fourth Finance Commission, such
a scheme is essentially in the nature of a tax rental agreement between the
Union and the States the operation of which is contingent upon the
parties agreeimg between themselves. Many states now keenly desire that
the power to levy sales tax on these items should revert to them to enable
them to make maximum efforts to arise greater resources under their own
powers of taxation. While there may be advantages in the present scheme,
in as much as the States, are generally opposed to it, we consider that
would not be desirable to continue the scheme unless the Government of
India, after discussing the matter further with the States Government, can
arrive at a general agreement for its continuance with suitable modifica-
tions. We would suggest that such discussions with the State Governments
may be held as soon as possible.



ANNEXURE I
Decision taken by the Chief Ministers’ Committee of the N.D.C. in 1970.

(i) The ad valorem system of additional excise duties be extended
to all items except unmanufactured tobacco in respect of
which specific rates may continue subject to periodical review
and adjustments on the recommendations of a Standing Re-
view Committee.

f(ii) The incidence of additional excise duties be raised to 10.8 per
cent of the value of clearances as soon as possible during the
next two or three years,

(iii) While making upward adjustments in basic excise duties in fu-
ture, the Government of India need not rigidly adhere to, but
always keep in view, a ratio of 2:1 between the yield of basic
and special excise duties on the one hand and additional
excise duties on the other.

(iv) The Ministry of Finance will restructure the rates of additional
excise duties with a view to reaching the incidence of 10.8
per cent of the value of clearances of all the three items taken
together. While doing so the Ministry of Finance could make
differential increases in the rates of additional excise duties on
individual items or their components on the basis of their as-
sessment of the burden that different items or components
will be able to bear. They will also have the option of making
some compensatory adjustments of the rates of basic excise
duties if the total incidence on any individual item calls for
for such adjustment.

{v) A Standing Review Committee be set up with Member (Tariff)
Board of Indirect Taxes, Government of India, and Finance
Secretaries/ Finance Commissioners of all States Govern-
ments as Members and Economic Adviser, Planning Commis-
sion, as Convenor. The Committee will meet at least once a
year to review the working of the new arrangement and to
make such recommendations as necessary for its further im-
provement.
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ANNEXURE 11
Extract from Report of the Finance Commission 1973
CHAPTER V
ADDITIONAL DUTIES OF EXCISE

» * * *

3. The scheme of levy of additional cxcise duties in lieu of sales tax
has now been in force for over 1S years. All available evidence indicated
that the continuance of the scheme is welcomed by trade and industry who
have in fact frequently pleaded for its extention to other commodities.
But till quite recently, most of the State Governments would seem to have
had reservations about the utility of the existing system. Dissatisfaction of
the State Governments with the inadequate exploitation of the revenue
potential of the additional excise duties on these commodities by the
Union Government led the Government of India to request the last Fin-
ance Commission to investigate and report on the desirability or otherwise
of continuing the scheme of levy of additional excise duties in replacement
of sales tax. Later in the wake of the recommendations of the Fifth Finance
Commission, the whole question was considered by a representative group
of Central and State Government Officials. In the light of the proposals
made by that group, the National Development Council at its meeting held
on 28-12-70 agreed to the continuance of the present arrangements sub-
ject to certain conditions. The main condition stipulated by the National
Development Council for the continuance of the Scheme was that the in-
cidence of the additional excise duties should be stepped up to 10.8 per-
cent of the value of the clearances within a period of two or three vears.

4. These recommendations were accepted by the Government of India
and have since been implemented through successive Finance Acts. Ac-
cordingly the yield from additional excise duties which amounted to only
Rs. 52.68 crores in 1968-69 rose to Rs. 105.97 crores by 1971-72 and
is expected to rise further to Rs. 168.78 crores in 1973-74. It is clear
from the memoranda submitted to us by the State Governments that
they are by and large now satisfied with the manner in which Governmeat
of India have implemented the recommendations of the National Develop-
ment Council and that they do not seek any material change in the present
scheme of levy of additional excise duties. Andhra Pradesh however urged
that the existing practice should be given up and the States permitted to
levy sales tax without any restriction. Uttar Pradesh also wanted that
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the constitutional right of the State Government to levy sales tax on these
commodities should be restored. West Bengal sought discontinuance
of the present system, if the conditions stipulated by the National Develop-
ment Council were not accepted fully by the Government of India. Im
any case, the question of continuance of otherwise of additional excise
duties does not come within our purview. We are only concerned with the
limited issue of formulating a proper scheme of distribution of the revenues
from additional excise duties among the States.

Recommendation

Yet another interesting feature of the Sugar Rebate Scheme is the
mannper in which an ad valorem rate of duty imposed by Parliament has
been altered to a specific duty. The question whether the executive had
powers to convert an ad valorem duty fixed under statute to a specitic duty
by notification had been referred to the Attorney General for an opinion
pursuant to a suggestion made earlier by the Public Accounts Committee
(1968-69). The Attorney General had then opined that the exccutive
could not alter the basis of duty from ad valorem to specific. The Com-
mittee find that in the case of sugar, the rebate allowed under Rule 8 of the
Central Excise Rules, 1944, alters the duty to specific basis, though duty
on sugar is leviable on an ad valorem basis. The Ministry of Finance have
however, argued that excise rebate cannot be equated to duty and that the
rebate scheme does not come into conflict with the basis of duty. The re-
bate is only a form of exemption from duty, granted under Rule 8(1) of
the Central Excise Rules, 1944, and the opinion of the Attorney General
specifically refers to conversion of ad valorem levies into exemptions based
on specific rates of duty. The Committee are, unable to endorse the views
of the Ministry in this regard. The Committee are distressed that the exe-
cutive, in allowing the rebate, should have exceeded the authority vested in

them.

[Sl. No. 54 (Paragraph 4.54) of Appendix X to 155th Report of the
Public Accounts Committee (Sth Lok Sabha)].

Action Taken

™ The impression that as a result of sugar rebate scheme an ad valorem
rate of duty imposed by Parliament has been altered to a specific rate of
duty, is not correct. It is true, that the question whether the cxecutive
had powers to convert ad valorem duty fixed under statute to a specific
duty by a notification had been referred to Attorney General for an opinion
pursuant to observations made carlier by the Public Accounts Committee
and he had opined that the executive could not alter the basis of duty from
ad valorem duty to specific. The facts of the casc referred to the Attorney
General were, however, different.  Under item 23 of the General Excise
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tariff schedule asbestos cement products ‘all sorts’ were leviable to duty
at 10 per cent ad valorem. Under notification No. 128/62, Government
bad granted exemption from duty in excess of Rs. 80 per metric tonne in
respect of pressure pipes and Rs. 37.50 in respect of other asbestos cement
products. (Copies of the aforesaid tariff item and the notification are
briefed at Annexure ‘A’ & ‘B’ respectively). In view of this notification
pressure pipes and other asbestos cement products became leviable to duty
at the rate of Rs. 80 per metric tonne and Rs. 37.50 per metric tonne res-
pectively, instead of 10 per cent ad valorem duty as prescribed in the tariff
schedule. The Attorney General had held that this amounted to a change
m the mode of levy since the rate prescribed under notification was specific,
while the excise tariff prescribed an ad valorem rate of duty and that the
Government did not have the power to do so. However, the facts in this
case are quite different., The sugar rebate notifications do not prescribe
a partially exempted specific rate of duty in lieu of ad valorem rate of duty
prescribed by the tariff. As a matter of fact all sugar produced by a
manufacturer is to be cleared from the factory after payment of full duty
as per the effective ad valorem rate of duty. But on so much of the sugar
which is determined to be excess production under the relevant notifica-
tion, an advance credit of duty is allowed to the extent of amounts specified
in the exemption notification. For instance under notification No, 78/74
dated 20th April, 1974, (copy appended at Annexure ‘C’) sugar described
in column 2 of the table has been exempted from so much of the duty of
excise leviable thereon, as has been specified in column 3 of the said table.
Even if such a notification were to operate normally, no change is effected
so far a determination of the normal duty liability on ad valorem basis
is concerned. Only after the duty liability has been determined on ad
valorem basis, a deduction would be allowed top the extent of the amount
specified in the notification.

2. There is a clear difference in exempting an excisable product from
so much of duty of excise leviable thereon as is specified, and from duty in
excess of an amount/rate specificd. In the latter case duty is to be collected
as per the specific rate/amount notified. In the former case, as already
explained duty would have to be calculated in the normal course on ad
valorem basis, and finally, assessment made after allowing deduction of the
amount specified.

[Ministry of Finance (Department of Revenue and Insurance) letter
No. 234/26/75/CX-7 dated 22-9-1975].



ANNEXURE ‘A°

23—CEMENT

N.B.~—~Tariff rates will be applicable in the absence of effective rates,

—

Tariff Description,

Tariff Rates.
23, CEMENT, ALL VARIETIES | . . . . . 10% ad valorem.
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ANNEXURE ‘B

The Central Government hereby exempts with effect from the 24th
April, 1962 asbestos cement products falling under item 23C of the First
Schedule to the Central Excises and Salt Act, 1944 (1 of 1944) and speci-
fied in column 2 of the Table here to annexed, from so much of the duty

of excise leviable on such prodrcts as is in excess of the duty specified in
the corresponding entry in column 3 of the said Table:

TABLE
Serial Description Duty per metric tonne
No.
1 2 3
Rs.
1. Pressure pipes | . . . . . . 80-00
2. All other asbestos cement products . . . . . 37°50

Explanation : For the purpose of this notification pressure pipes mean pipes which are

designed in normal Working to stand a pressure of not less than 2- 5 Kilograms
per square centimetre.

M.F.(D.R.) Notification C. Ex. No. 12862, dated 13-6-1062.
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G.S.R. In exercise of the powers conferred by sub-rule (1) of rule 8
of the Central Excisc Rules,
makes the following amendments to the notification of the Government
of India in the Ministry of Finance (Department of Revenue and Insur-
ance) No. 189]73-Central Excises, dated the 4th October, 1973, namely:—

ANNEXURE ‘C

GOVERNMENT OF INDIA

MINISTRY OF FINANCE

(Department of Revenue and Insurance)

New Delhi, dated the 20th April, 1974/30 Chaitra, 1896 (S)

NOTIFICATION

CENTRAL EXxcISE

In the said notification—

{a) in the Table—

‘1) far serial Nos, 2, 9 and 4 and the eatries rela
be substituted, namelv:—

Sugar producetin a factory during the period comm-
men-ing from the 1st dav of December. 1479 and
ending with the y1st dav of March. 1954 which is in
excess of 11007 of the guantity of sugar produced
during the period commencing from the 1st day of
December, tg72and ending with the 315t day of
March. 1073,

CSugar produced ina factory during the month of

Aprilrgrywhichisin excess of 1109, and notin

excess of 1809 of the quantity of sugar produced
during the month of April. 1653, |

. Sugar produced in a factory during the month of

April, 1974 whichisinexcessof 160°, of the quantity
of sugar prodhred during  the month of April,
1974

Sugar oroduced in a factory during the period coni-
mencing from the 1stdavof Mav, 1974 and ending
with the 30th dav of June, 1674 which is in excess
of 11095 and notin rxeess of 1809, of the quantity of
sugar produced during the corresponding period  of
1973 .

Sugar produced in a factory during the period com-
mencing from the 1st day of May, 1974 and ending
with the sath dav of June, 1974 which 1s in excess of
1809, of the quantity of sugar produced during the
corresponding period in 1954, .
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1944, the Central

ting thereto, the following shall

Twenty rupees per quintal,

Twenty rupees per quintai.

Thirty rupees per quintal,

Thirty rupees  per quintal.

Forty rupees  per quintal,

Government hereby



105

4. Sugar produced in a factory during the period com-
mencing from the 1st day of July, 1974 and ending
with the 3oth day of September, 1974 which is in
excess of 1:0%, and not in excess of 1809, of the
quantity of sugar produced durlng the correspondmg
period in 1973. . . . Twenty rupces per quintal.

4A. Sugar produced ip a factory during the period com-
mencing {rom the 1st dav of July, 1974 and ending
with the goth day of September, 1974 which is in
excess of 1809, of the quantity of sugar produced
during the corresponding pericd in 1973, . Thirty rupees per quintal,

{ii; in the proviso, for the figures and word *“1 to 4" the figures, werd ard letter
1 to 4.\ shall be substituted;

bi in paragraph 2, in clause b, for the figures and word 1 to 47, the figures, word
and irtter **1 w0 4 A" shall be substituted’”,
WNo. 78574
Sd/- J. P. Kaushik.
Under Secy. 1o the Govt. of India.
No. 7874-Gh—F oo gl 5 -0 X1

Recommendation

Another aspect of the rebate scheme which has distressed the Com-
miltec s that the rebate in duty has been almost always given with retros-
pective effect. For instance, the notification No. 69,70-CE dated 21st
March 1970 relating to the grant of rebate for the sugar year 1969-70
covers a period with retrospective effect from 1st October, 1969. The
Commiittee are of the view that such « notification which confers the
benetit of an exempuon retrospectively would not be legally in order, as
becn pointed out by the Attorney General,

The legal position in this regard had also been cxamined by the Pub-
lic Accounts Committee (1965-66). The Committee had then noted, in
paragraph 3.37 of the 44th Report (Third Lok Sabha). that the legal posi-
tion regurding giving retrospective effect to an exemption notification was
that a legisluture could give retrospective effect to a piece of legislation
passed by it but the Gevernment excreising subordinate  and delegated
powers cannot make an order with retrospective effect unless that power
was cxpressly conferred by the Statute.

It is a matter of deep regret and also gives rise to serious suspecion
that in spite of a clear and unambiguous legal opinion of the Attorney
General which prohibits the grant of exemiptions retrospectively, Govern-
ment should continue to allow the rebate in excise duty on sugar retros-
pectively. What is more surprising to the Committee is the fact that the
Ministry of Law had held that since the notification was a beneficial one,
it was not likely that it would run into difficulties in a court of law. As
has already been observed by the Committee on an earlier occasion, in
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paragraph 3.37 of their 44th Report (Third Lok Sabhe) the argument that
nobody would challenge a particular notification in a court of law is abso-
Jutely no justification for the Executive to exceed the power delegated to
them by Parliament. The Committee must necessarily express itself in
the strongest possible terms against such circumvention of the wauthority
of Parliament. The Committee would reiterate that more practical expedi-
ency should not take precedence over prescribed legal procedure,

[SI. Nos. 55 to 57 (Paragraphs 4.55 to 4.57) of Appendix X to 155th
Report of Public Accounts Committee (S5th Lok Sabha)].

Action Taken

As per notification No. 69|70 dated 21-3-70 sugar produced during
the period from 1st October, 1969 to 30th September 1970 is excess of
105 per cent of the quantity produced during the corresponding period of
the previous year i.e. from the 1st October 1968 to the 30th September
1969, was eligible for the grant of concession to the extent specified there-
in. In the clarificatory instructions issued to the field formations, it was
clearly indicated that the amount of rebate admissible to each factory
should be calculated at the end of the incentive period or at the end of the
crushing season of. the factory whichever was carlier. Therefore, it would
not be correct to say what Notification No. 69,70 was made effective retros-

pectively.

2. The position in this regard was examined in consultation with the
Ministry of Law, Shri S. K. Bahadur, Deputy Legul Advisor had carlier
expressed the view that Notification No. 6970-CE issued on 21-3-70
gave exemption of duty of excise during the period commencing from the
Ist October, 1969 and ending with the 30th Scptember, 1970 and, there-
fore. it covered the period with retrospective effect from 1st October. 1969,
which, according to him was not legally in order. However, the matter
was further discussed with Shri P. B. Venkatasubramanian, Joint Secrctary
and Legal Advisor in the Ministry of Law. He felt that the Deputy Legal
Advisor had expressed his view keeping in mind the opinion of the Attor-
ncy General that no notification under the Central Excise Rules could be
made operative with retrospective effect.  Shri P. B. Venkatasubramanian
felt that the M.G’s. opinion might not strictly apply to this type of case
and that it should be permissible to fix a date prior to the date of issue
of notification for the purpose of ascertaining the quantity of production.

3. A notification could be considered to have been given in retrospec-
tive efiect, if the effective rate of duty on clearances of excisablc goods
were to be decreased or increased from a date prior to the date of issue
of the notification. This was not done in this case.
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4, 1o the context of the above, the view taken by the Commitec useds
re-eonsiderations.

[Ministry of Finance (Department of Revenue and Insurance letter No.
234/26/75/CX.) dated 26-9-1975].

Recommendation

That the sugar industry has, on all accounts, enfriched itself in an
unlimited way by the scheme of levy and free sale sugar, introduced in
1967, is of common knowledge. The prices for sugar fixed by the Tarift
Commission, also ensure a fair return on the capital. Government them-
selves have admitted before the Committee that the margin available to
the industry on free sale sugar would be ‘any body’s guess’. There is no
control on the price of free sale suear which has brought in enormous
profits to the industry, in which process the consumers have been allow:d
to be exploi‘ed. The profits derived by the industry on free sale sugar
have also apparently not besn taken into account in determining the per-
centage of varying rates of rebate allowed from time to time. The Tariff
Commission has also observed that ‘corrective action’ would have to be
taken by Government, if taking advantace of pressure of demand, free
market sugar tends to show a consistent unjustifiable spurt in prices’ and
that the aim should be to keep the industrv’ under some discipline <o that
its overall return on all sugar (whe*har released under levy or sold in the
Free market) approximates to the return intended’. FEven the Supreme
Court had observed in its judeement in the case of Anakanralle Coopera-
tive Aecricultural and Industrial Society Ltd. and Others Vs Union of
India that ‘it has not been denied that the majority of sugar producers
have made profits on the whole and have not suffered losses’.

Therefore, when the sugar factories can make profi's even in the nor-
mal course and their extra realisations from free sale sugar provide an
adeauate cushion to pay higher prices for sugarcane, the Committee sre
unable to appreciate the rational for allowing a rebate in excise duty. This
amounts to “carrying coal to Newcastle.” As observed by the Tariff
Commission, even the payment of a few rupees over and above the statu-

tory minimum prices for sugar cane should not crode the profit margin of
the sugar industry substantially.

{Sl. Nos. 58 and 59 (Paraeraphs 4.58 and 4.59) of Appendix No. X to
155th Report of the Public Accounts Committee (Sth Lok Sabha)]

Action Taken

The impression of the Committee that the introduction of a dual pricing
policy in the sugar sector has led to unlimited profit for the sugar industry
is oot borne out by known facts. The Sugar Industry Eaquiry Commissien
2753 158 T
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has made a detail study of the financial working of the sugar industry for
a 10-year period from 1960-61 to 1969-70 during which dual pricing policy
had already been in force for threc years. Of the 207 factories whose
tinancial data was studied by the Commission, 140 had earned profit in
the decade 1961 to 1970 while 67 had made losses during that period.
The average profit for the entire industry for that decade came to a paltry
2.5 per cent on the capital employed. Even taking the private sector of the
sugar industry alone, the rate of profit was 3.8 per cent which cannot, by
any standards, be described as high,

2. Besides, the Reserve Bank of India had also undertaken a study of
the Finance of the sugar industry, covering a six year period vis. 1965-66
to 1970-71. The results have been published in their bulletin of July, 1973
under the Caption “Recent Trends in the Finances of Sugar Industry™, The
extracts therefrom relevant to the issue of profitability based on a study
of 77 companies in the sugar industry are reproduced below:—

“The profit margin of sugar companies as measured by the ratio of
gross profits to net sales (i.c. sales net of rgbate and discount)
recorded a fall from 9.5 per cent in 1965-66 to 5.4 per cent in
1970-71. 1n 1968-69. as a result of a substantial improvement
on gross profits, the profit margin had gone up to 10.7 per cent.
Similar trends were noticed in respect of the return on total
capital employed (gross profits as percentage of total capital
employed) and the return on share holders’ capital (ratio of net
profits to net worth). All these threc ratios were adversely
affected in 1967-68 and 1970-71 when there was a marked
deterioration in the finance of sugar companies. The ratios of
total dividends to nct worth as well as ordinary dividends to
ordinary paid up capital. however. remained more or less stable
throughout the period under review. perhaps due to the policy
of maintaining stable dividends followed by the suear compa-
nies.

A comparison of the profitabilitv ratios of sugar companies with
those of other public limited companies covered in the study of
1501 selected public limited companies reveals that, during the
period under review the profit margin, the return on total capital
employed and the return to sharcholders in the case of sugar
companies were lower than the corresponding ratios of all other
selected companies (Under lining ours) with the exception of
1968-69 when sugar companies had faired better rthan all other
selected companies. Tn 1965-66 also. the two ratins, viz.. gross
profits to total capital employed and net profits is ret worth for
supar companies were marginallv higher than the respondine
ratios of other companies. All the five profitability ratios of
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other companies deteriorated till 1968-69, reflecting the impact
of recessionary conditions in the economy. In the case of sugar
companies, a significant improvement in these ratios in 1968-69
resulted from higher sales and reduced incidence of excise duty.
After 1968-69, while the profitability ratios of other selected
companies started rising those of sugar companies declined
consequent upon a series of factors cited earlier”.

3. In 1972-73, the gross profits increased to 15.6 per cent return on
capital employed. primarily due to higher open market prices and better
utilization of capacity as compared to the previous year (Source: Sugar
Industry 1972-73, Economic Times, December 10, 1973; Research Bureau’s
Survey on Sugar Industry in 1972-73). The study brings out that the gross
profits as percentage on capital employed stoed at 8 in 1969-70, dipped to
4.1 in 1970-71 and came to 9.3 in 1971-72 und rose to 15.6 in 1972-73.
Even the highest recorded level of 15.6 per cent return on capital employ-
ed has to be considered in the context of the industry having an accumulat-
ed loss of several crores by 1971-72.

4. Tt may be also be stated that the Government have issued a Statutory
Order (vide Appendix VI of the Public Accounts Commitice Report on
the 25th September. 1974 (effective from 1974-75 sz2ason) enjoining on the
sugar manufacturers to share their cxtra realisations from sale of free sugar,
with the cane growers, on 50:30 basis Besides. the levy sucar prices for
the current vear's (1974-75) production have been revised in Julv, 1975
after taking into account the realisations from the sale of levv-free sugar
and the actual cane price paid pavable by the Sugar Factories keeping the
Supreme Court’s observations November. 1972 in view.

5. As has been stressed ulready. the dual pricing policy in sugar was
primarily intended to enable the indusirv to pay higher cane price than
wnat has been fixed statutorily and thereby to withstand competition from
other sweetening agents like cur and khandsuri and bring about better
production of sugar. The statement at Appendix 1-C of the Public Accounts
Committee Report is illustrative of the range of statutorv prices fixed for
sugarcanc in the various zones and the actual price paid therefor.

6. Regarding the rationale of the excise duty rebates scheme referred
to in para 4.59, alreadv explaincd. the rebates offered induce the sugar mills
to start crushing of sugarcane carly and continue later in the season when
sugar recovery is comparatively low, without which the production parti-
cularly during these months will get affected. This involves higher cost not
only because of low recovery but also fall in crushing rate. 1t may be pointed
out that the Tariff Commission in its Report (1973) has stated that in view
of the incentives provided by way of excise rebate  scheme and partial de-
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control, no special provision has been made in the cost schedules for a fall
in the crushing rate.

7. Another objective of the dual pricing policy is to ensure that a major
portion of the requirements of the domest'c consumer is met by the distri-
bution of levy sugar at a reasonable price. It can be stated without fear
of con‘radiction that sugar is perhaps the only commodity in the entire
Indian industrial scene where the consumer has been supplied levy sugar
at a constant price of Rs. 2.15 per kiloeram for well over 24 years—a
feature largely attr'butable to the dual pricing policy adop*ed by the Gov-
ernment.

8. Th= ‘ol'owin~ comments were ini‘ially recovded by the Office of the
Comptroller Audt General \—

“In "he Lokt of the renly prarnged hv +he Ministrv of Finnee to the
Public Ac~ormn*s Committee with rafarance tq narac 4 40 to 4 49
of this Renort, vide their letter F. No. 234/26/75/CX-7 dated
22-9-75 and the statement of the Finance Secretary during
evidencs as contained in para 3.38 at p. 51 of the Report, the
arguments pnt forth in the proposed replv now sent for vetting
are nnt tenahle, The renly reguires reconsideration, The
Ministry of Finince may also please be consulted in the matter,

if d-emed necessary”.

9. The Ministry of Finance (Department of Revenue) made the fol-
lowing further comments with reference to the Audit remarks in the pre-
ced'no paracraph. “The profitahility  pattern of the sucar industrv was
studied in recnect of 9 few units in re'ation fo nrofits eamed hy them during
the vear 19A7-68 That indicated tha* th~ nrofitahility of the industry has
chawn as unward trend. Tt wac on the bacic of this analveis that +he rates
of dutv on suear were charoed from snecific to ad valorem. The Denart-
ment of Fond arpea~< tn have taken into consideration the profitability of
suear industry from 1061-—-1970 whereas we have taken into account the
profitabilitv for the vear 1967-6% onlv. In this view, the results of study
of the Department of Food and this Department are bound to be different.”

10. The Audit have after rerusal of the comments of Ministry of
Finance (Mepartment of Revenue) made the following further observations:—

“The draft renlv to paras 4,58 and 4.59 was seen in gudit. It is apain
contradictory in some respects.

While *he Recerve Bank studv, as incornnrated in the replv, shows
that the return on total capital emnloved and returmn on sharc
holder’s capital were adverselv affected in 1967-68, the Ministry
of Finance studv during 1967-68 (profits during 1967-68)

showed rising trend.

s
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Secondly, therc is no material with us for in the files to show that
the remarks of the Ministry of Finance werc with reference to
profits of 1967-68.

Apart from this the trends as revealed by thesc studies do not also
show any specific result nor do they lead to any conclusions.

In view of the overall profits of the Sugar Industry there seems to
be no justification for rebates on excess production of sugar.”

11. The Ministry of Finance (Department of Revenue) have seen these
comments of Audit and have commented as under :—

“We have already explained that the profitability pattern of only a
few sugar factories was studied in rclation to the profits earned
by them during 1967-68. In this view of the matter, we have
no comments to offer on the siudies conducted by the Reserve
Bank of India or on the observa.ions made by the C.&AG.”

12. The Department of Food have no furthzr comments to offer.

(Ministry of Agriculture and Irrigation (Department of Food)
O.M. No. 7-18/75-SPY Da'ed 31-8-1976]

Recommendation

The foregoing paragraphs bring out irrefutably the said and possibly the
corrupt state of affairs that exist in the sugar industry which is manipulated
in the interests of a few at the cost of so man;, namely the cane grower,
the worker, the consumer and finally the hard-hit exchequer. The couatry
is now passing through a cr.tical timu ~hon it 15 necessary 0 mob.lse cvery
available resource to repair the crumbling ecenomy. The Commi tee under-
stand that more than one body has becn in favour o nationalisation o: the
sugar industry. The Commitee wou'd liks to know what action has been
taken by Government on this recommendation. a d:cis'on on which is long
overdue.

[Serial No. 62 (Paragraph .62} of Appendix X of 133th Report of
the Public Accouns Commitice (5th Lok Sabha)]

Action Taken

The Government arc unable o accept e wholosaie ond sweeping
<ondemnation of the sugar industrv. Barriny some hlack-sheep which exist
in every sphere of human activity, the sugur industry has, by and large,
done its best for the country, The production of sugar has increased not-
withstanding the fluctuations caused muinly by seuasonal factors and sugar
now accounts for 10 per cent of the total export earnings of the country.
The cane price have kept steadily increasing and the industrial 1elations in
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sugar factories have on the whole been satisfactory. Under the partial con-
trol policy, the consumer stands assured of a reasonable portion of his
requirements at a uniform fixed price throuhgout the country. The account
to Government exchequer by way of taxation also steadily increased.

2. It is agreed that the country is, no doubt, passing through a difficult
economic phase, but the effective solution lies in the speedy and steadfast
implementation of the 20 point economic programme of the Government,
which has received a large measure of acceptance in the country.

3. As far as is known, only the Sugar Industry Enquiry Commission set
up by the Government of India in September, 1970 has dealt with the
question of nationalisation of the sugar industry. Even this Commission
has not come to any unanimous or majority conclusion on the subject. The
ten member Commission is equally divided in expressing its views. Neither
of the two groups has expressed itsclf in favour of total nationalisation,
but both of them have advocated nationalisation of only sick units, On
what constitutes sick units, the two groups in the Commission have evolved

different concepts.

4. In any case, the main question to be decided is whether the stage has
been reached when all the ills the industry is alleged to suffer trom, can
be remedied by nationalisation and whether the hard-hit exchequer can bear
the heavy investments involved in the process of nationalisation and also
whether the required number of administrative and tcchnical personnel of
proven competence and integrity arc available. The Government feel that

stage has not been reached.

5. Audit have no comments.

[Ministry of Agriculture and Irrigation (Depariment of Food)
O.M. No. 7-4/75-SPY Dated 12-5-1976]



CHAPTER 1V

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

Recommendation

Another interesting feature of the Sugar Rebate Scheme is the calcula-
tion of the rebate on the effective rate of duty by averaging the prices of levy
and free sale sugar. The Committee find that the adoption of this formula
has resulted in giving as rebate to factories a higher amount than what
they actually paid as duty, particularly during those incentive periods when
the rebate admissible. expressed as a percentage of the duty payable, was
100 per cent. When the pricing policy for sugar and the Excise Tariff make
a clear distinction between levy and free sale sugar. the Committee are
distressed that the two shouid have been combined for the purpose of rebate,
which has resulted in extra concessions to the factories.  This aspect has
apparen ly not been taken into account while formulating the scheme. The
Commitice desire that the reasons and the justification for th's extra con-
cession to the sugar industry should be investigated in detail irumediately
and intimated to them.

[Serinl No. 30 (Paragraph 4.30) ol Appendix X to 135th Report of
the Public Accounts Comm'ttee (Sth Lok Sabha)]

Action Taken

It has been the stand of this Department that no “extra concession™ has
flowed 1o the sugar industry as a result of the operation of the sugar rebate
schenme.

Rule 8(1) of the Central Excise Rules, 1944 cmpowers the Central
Government o cxempt by notification any excisable goods, from the whole
or any part of duty leviable thercon. As per the notification relating to
sugar rebate scheme, cxemption has been given to sugar from so much of
duty of excise leviable thereon as is specified when such sugar produced is
in excess of specified quantitics of sugar manufactured in the preceding
sugar season. While, strictly speaking, it might have been appropriate to
have two separate rates of rebate—one for sugar to be cleared for levy
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purposes and another for suger cleared for free-sale, for the reasom that
levy sugar and free sale sugar attract different rates of duty, this was mot
done as it might bhave resulted in accounting difficulties and unnecessary
delay in computation and grant of rebate claims. It was purely as a matter
of administrative convenience that it was decided to notify the rates of
rebate by reference to the total liability of duty on the sugar produced.
Since this sugar was finally to be cleared in the proportion of 30 per cent
free sale and 70 per cent levy, the total duty liability of the sugar produced
and, accordingly, the rebate entillement, were made calculable in the same
proportion,

The above step became necessary in view of the special procedure for
granting rebate on excess production which was enforced after obtaining
the concurrence of the Comptroller and Auditor General and which is
itself, at best, extra legal, inasmuch as the credit of incentive entitlement is
allowed well in advance of actual clearance of sugar and payment of duty
thereon.

Looking at the'matter in th's context, what is required to be appreciated
is the object of the notification, which is to ensure that the overall pro-
duction of sugar of a factory is freed from all duty liability to the extent
specified.  As per the notifica.ion, the claim for rebate arises on produc-
tion. At that stage no physical differentia ion is possible between sugar
which will be cleared for levy purposes and sugcar which will be cleared
for free sale—the two are not distinct in quality or kind. If therefore the
actual rebate availed of on the toral quantity of excess sugar produced in a
factory does not exceed that which is specified in the notification, as well
as tne total duty which is otherwise payable as per the eflective rates of
duty, no point of sudit should arise.

It may be further emphasized, to remove any vestige of doubt that might
remain on the point, that the essence of the procedure whch has been
drawn up with the concurrence of the C&AG is that the excmption notifi-
cations have to be given eftect by allowing the sugar manufacturers advance
credit, to the extent of the exemption admissible at the time of final clearance
of sugar, as soon as such sugar is produced. The credit so afforded accrues
to a manufacturer in lumpsum whereas the clearances are taken piecemeal
as per releases permitted by the Directorate of Sugar and Vanaspati. In
the comtext of such a scheme it 1s not reasonable to try to compare the
duty collected in respect of any particular period on the clearances which
necessarily must be proportionately small with the advance credit allowed
on the production which might necessarily be considerably more.

{Ministry of Finance (Depermment of Revenue and Insurance) lenar
No. 234/26/75/CX-7 Dated 22.9-197)
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Recommendation

The argument put forth ip this connection by the Finance Secretary
during evidence that there would be no excess payment of rebate if the over-
all figures for the entire pericd were to be taken into account is not accepi-
able to the Commiticc. The fact remains that during October-November,
1972, when the rebate admissible was 100 per cent of the duty payable,
a rebate higher than the duty paid in respect of levy sugar produced in
excess has been allowed to sugur {acteries by the method of averaging.
This has been amply illustrated in the statement in paragraph 3.33 of this
Report. To that extent, therc has been a loss to Gevernment and a wind-
fall gain to the industry. It is also not uniikely that similar benpefits have
accrued to the factories during other incentive periods by the averaging
of prices. The Audit Paragraph points out that in 33 factories in two
Central Excise Collectorates such excess rebate amounted to Rs. 76.60
lakhs. The Committee desive that tiie los. susiained by Government by
allowing a rebate in excess of the duty actually paid in respect of all the
factories in the country sheu!d be worked cut und intimated to them so
that the extent to which the industrv has benefited on this account may be
precisely known.

{Sl. No. 31 Paragraph 4.31 ¢ Appendix X to 155th Report of Public
Accounts Committee (Sth Lok Sabha)].

Action Taken

Following the illustration given v para 3.33 in respect of thuse facto-
ries to which rebatc in cxcoss of the dutv pavebis had been paid. the Col-
lectors, whose reports have bezen reccived o Lur, have indicated loss of
Rs. 40,15,856.67 in respect of ~uch units during October-Novembsr, 1972,
Thesc figures are subject 1o eonlimecen by some of the Collectors who are
being addressed ance again i rezard o the method of calculation.

2. However, it is also reroried by somie o tie Collectors that there has
been a gain to Government cven in terms of the illustration contained in
para 3.33 in respect of the pericd October-November, 1972 and  other
periods in the sugur seasun, 197253

3. The reports from the Collectors of Central Excise, Shillong, Bangalore
and Allahabad (in respect of 7 tuctories) are still awaited.

[Department of Revenve wad Baniing deter No. 234/26/75-CX-7
dated 27-8-1976].

Further Action Taken

As indicated in the wciion takeu note ulreadyv submitted vide letter
F. No. 234/26/75-CX-7 dated 27-8-1976, further clarification/confirma-
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tion was sought for from the Collectors. From the reports received it is
found that the “lose” as a result of payment of rebate in excess of duty
actually payable came to Rs. 52,32,748.80 during the period October-
November, 1972.

As against this, during the same period October-November, 1972, there
was a “gain” of Rs. 62,55,838.77 as a result of the rebate granted being
less than the duty payable.

It would be evident therefore that there was no excess payment of re-
bate if the overall figures for entire period October-November, 1972 is

taken into account.”

[Department of Revenue and Banking letter No. 234/26/75-CX-7
dated 21-7-1977].

Recommendation

As a corollary to this issue, the Committee would also like to know
whether, as a result of the rebate schemes in force from time to time, any
individual factories have reaped fortuitous benefits due to low production
in the preceding base period relevant to the incentive period for various
reasons such as closure of the factory, break-down of the machinery strikes
and other similar causes.

[Sl. No. 36 (Paragraph 4.36) of Appendix X to 155 Report of the
Public Accounts Committee (5th Lok Sabha)]
Action Taken

It is ascertained that the following factories have reaped fortuitous bene-
fit during the period shown against each:

Collectorate Name of the factory period Reasons for reaping fortuitous
during benefit,
Bangalore . M/s. Pandavapura Sugar fac- 1g61-62  Strike
torv.
Madras . M EL Parev Co. Ltd. Nelli- 1-4-14973 Low production  during the base
kuppan. to period due to steike,
40-4-1973
Dn. M s, Kallakurichi Go-op. Su- 1-12-1973 Low Production due to strike &
gar Mills. to closure of the factory due to

41-3-1973  floods during the base period.

Ministry of Finance (Department of Revenue and Insurance) letter
No. 234/26/75-CX-7 dated 5-5-1976).
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Recontmendation

The Commitiee have been informed by the Ministry of Finance that
the Sugar Rebate Scheme does not distinguish between sugar meant for
home consumption and sugar clcared for export. There is no question of
payment of excise duty in respect of sugar removed for export, as the duty
paid, if any, is refundable in full. In respect of rcbate on excess production,
to the extent that such supar is earmarked for export, the rebate in duty
allowed amounts to an extra concession to the sugar factories. The Com-
mittce have been informed that this aspect is also under further examina-
tion by Government and desire that the examination should be completed
expeditiously. The Commitiee would like to know the quantum of such
double concession allowed to the sugar factories on this account. It is
distressing that the Ministry of Finance should have remained ignorant of
this extra concession tiij it had becn pointed out by the Committee. That
such a concession shouid have been allowed all these years over and above
a full refund of the excise duty and the udditional subsidy given to the
industry in the form of rccoupment of export losses, which amounted to
Rs. 89 crores till 1972, is a matter which causes concern to the Committee.

[SL No. 37 (Paragraph 4.37) of Appendix X to 155th Report of the
Public Accounts Committec (5th Lok Sabha)].

Action Taken

The matter has been cxamined in consultation with the Collectors of
Central Excise and the Ministry of Law.

The notifications which have issued from time to time for operating the
excise duty rebate scheme in rospect of excess production of sugar partially
exempt sugar which is 1n excess of certain specified levels, whether deter-
mined on the basis of the production during the corresponding period of
the previous year, as notified in the carlier schemes, or in excess of the
average production of the corresponding period of the preceding 5 sugar
years, as under the scheme operating in the current year.

Under the relevant notificatiods, all sugar which is determined to be
excess sugar, as per the busis provided. is entitled to be cleared at partially
exempted rates of duty. It would not be in order, while computing the
excess productivn, to ignorc such quantitics of production which are uti-
lised for export. The entire production of sugar in the curreat year would
have to be taken into account for determining the excess production.

So far as operation of the rebate scheme is concerned, the benefit of
the exemption is being given, not, as usual in the case of such notifications,
at the time of the clearance of the goods, but an advance credit to the
extent of the concession admissible under the notification is given as soom
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as excess production is dcterminable, and, in anticipation of the clearance
of such sugar. It is an cssential part of this scheme of grant of advance
credit that all sugar in respect of which such advance credit is allowed,
should be cleared on payment of duty at the full rates, This ensures that
the benefit that accrues to the sugar mills is limited to the extent provided
under a notification.

A question had arisen as to whether rebate in duty would be allowed
in respect of sugar which is clearcd not for domestic consumption but for
export. Such a question is entircly confused as it does not take into ac-
count the fact that sugar which js cleared for export would be entitled not
to rebate the extent notified under the cxcess production rebate scheme but

to full rebate on export.

It is ascertained that normally sugar is being ¢xported in bond only, If,
however, any sugar from excess production were to be exported on pay-
ment of duty, then in respect of such sugar also an advance credit to the
extent of the concession under the relevant notification would be admis-
sible, provided that, in terms of the rebate scheme, such sugar is cleared
on payment of duty at full ratc. On final export of such sugar, refund
would be admissible to the manufacturer of the full duty paid at the time
of clearance from the factory, less such amounts as have ulready been

allowed to him by way of advance credit.

It has been ascertained from the Ministry of Agriculture, however, that
by and large the question of sugar mills delivering sugar for export out of
their excess production does not arise. According to that Ministry the
export quotas should normally be well within the base level production
of the sugar mills and would not affect their excess production rebate

entitlements.

{Ministry of Finance (Department of Revenue and Insurance) letter No.
234/26|75-CX-7, dated 22-9-1975).



CHAPFIER V

RECOMMENDATIONS/OBSERVATIONS IN RESPECT OF WHICH
GOVERNMENT HAVE FURNISHED INTERIM REPLIES

Recommendation

Yet another distressing feature of the rebate scheme for 1972-73 is
the liberal grant of rebate even to factories which had not produced any
sugar during the base period. This would, in effect, mean that such facto-
ries would be entitled to a rebatc in excise duty even for their normal pro-
duction. If the intention in giving the rebate was to induce the sugar
factories to crush more cane than in the previous season and thercby maxi-
mise sugar production, the Committce sec absolutely no reasons for extend-
ing the rebate to factories which did not work in the preceding year. The
Committee, however, note that this point has been taken up with the Minis-
try of Law and is being examined further. The Committee would like to
be informed of the final decision in this regard.

[Sl. No. 32 (Paragraph 4.32) of Appendix X to 155th Report of the
Public Accounts Committee (5th Lok Sabha)].

Action Taken

The matter relating to the grant of rebate in the event of there being
no production during the basc period, is under examination in consultation
with the Ministry of Law. The final opinion of that Ministry is siill awaited,
The same would be furnished to the Committee as and when it is received
and considered in this Ministry.

[Ministry of Finance (Department of Revenue and Insurance) letrer No.
234/26/75-CX-7, dated 22-9-1975].

New DeLHi;
November 18, 1977

Kartika 27. 1899 (S)

C. M. STEPHEN,
Chairman,
Public Accounts Committee.
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APPENDIX I
(Vide Paragraph 1.8)

A note detailing the steps taken to give effect to the Cabinet's direction in
October 1959 regarding modernisation of machinery in sugar factories

1. The Government of India, Ministry of Food and Agriculiure ap-
pointed a Committee on 22nd June, 1963 to study the rehabilitation and
modernisation of the sugar factories in India under the Chairmanship of
Shri 8. N. Gundu Rao. the then Director, National Sugar institutz, Kanpur.
The Committee cstimated an overall expenditure of about Rs. 90 crores
on rehabilitation, modernisation and expansion schemes of sugar factories,
It was felt that a revolving fund of ubout Rs, 20 crores, to begin  with,
might be created by the Centrui Government and loun advinced to sugar
factories on certain conditions {v+ enubling them to take up modernisation,
rehabilitation and expansion schemces.  The Government examined the re-
commendations of the Committee bur could not aeree 1o the same.  The
industry was informed in March 1959 that it would be open to individual
sugar factories to approach the financial institutions Yo TFC for loan assist-
ance in the normal manner for their rchabilitation and  modernisation
schemes.

2. The Government of Tndiz appointed the Sueur Fnouiry Commission
(known as Sen Commission) on 3rd Aucusr 1961 o examine the price
structure of sugar, system of distribution of seee- and policy regarding
licensing of new sugar factories. and expansions of the ex’stin~ suvnr fac
tories. The Commission agrced hit thers was oono o0 for previdine special
loan assistance to the industry for the  purpo.c of  rehabilitation and
modernisation of the sugar industry. The Commission recommended that
the application of each unit should be cxamined @t technical level reeard-
ing the economics of rehubilitaion wnd priovite <honfd e ajven for exnan-
sion of such units as are below the coonomic capucity of 1230 tonnes.
The Commission was of the view that the facterice muking  substantial
expansion should be treated at par with new factorics for such assistance.
concessions or incentives as micht be eenerally given by the Government
from time to time.

3. The Government of India in the Ministry of Fond.  Aericulture,
Community Development and Cooperation constituted a Sucar Industry
Enquiry Commission on 28th Scptember. 1970 (known as Bhargava Com-
mission) to study the working of the <ugar industry in all iis aspects.
indentify inadequacies in the performance of the sugar industry, couses for
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existence of a large number of sick sugar mills etc. The Commission came
to the conclusion that there was a need for largescale rehabilitation and

modernisation in the sugar industry.

4. The question of rehabilitation and modernisation of sugar factories
was discussed in a meeting of the Secretaries of the various Ministries held
on 8th October, 1974 and it was felt that the rchabilitation of sick mills
could be effectively carried out by an organisation like Industrial Recons-
truction Corporation of India. The matter is under cxamination in consul-
tation with Industrial Reconstruction Corporation of India.



APPENDIX—I1I

CONCLUSIONS/RECOMMENDATIONS

Conclusions/Recommendations

4

Sl Para Ministry/Deptt,

No.- No. Concerned

I 2 3

1 13 Muinistry of Financ (Depart-

ment of Revenue and Banking)

2 1"11 Ministry of Agriculture and Ir-
rigation (Department of Food)

3 I.12 ~dO—

The Committec require that final reply, duly vetted by Audit, to the
recommendation in respect of which only interim reply has  so far  beeon
furnished, should be submitted expeditiously.

The Committee note that different Commitices/Commiss ons appoist-
ed by the Government from tim: to time like the Gundu Rao Commiittee,
Sen Commission and Bhargave Commission to study the- working, rehabi-
litation. modernisation and expansion of the sugar industry have empha-
sized the nced for large-scale rehabilitation and modernisation of the sogar
industry. Although the Committece do not dispute that the primary objec-
tive of providing incentive to the sugar industry was for cxtending the
crushing period they cannot be obliviods of the fact that the importaat as-
pect of rehobilitation, modernisation etc. of the industry has been com-
pletely lost sight of by the Government while granting cash incentives in
the shape of sugar rcbate to the industry for nearly two decades.

Keeping in view the fact that the machinery has been put to ever-
strain and over-depreciation due to prolongation of season for the s¥ke of
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s 1'14
6 1.19

enhancing production and earning more profits, the Committee consider that
it is but fair a portion of the profits earned is ploughed back to the indus-
try for revitalising and modernising the machinery as a matter of long-
range policy. This would help the industry in becoming self-supporting and
self-reliant and would also obviate the need for incentive in due course.

Ministry of Agriculture and Ir-  The Committee further feel that if Government had kept this in view

rigation (Department of Food) at the time of inception of the rebate scheme, the condition of sugar fac-
tories, particularly in Uttar Pradesh and Bihar where some of them are
the oldest and contain machinery of obsolete design, would have improved
by now to produce more.

—dO— Keeping in view the importance of sugar in the export field as well as
the general economy of the country, the Committee hope and trust that the
question of modernisation, rehabilitation and expansion of the sugar indus-
try will receive constant and adequate attention by the Government.

Ministry of Finance (Depart- The Committee note that the methodology adopted by the Governs
ment of Revenue and Banking) ment in the calculation of the rebate by averaging the prices of levy and
free sale sugar was defective and has resulted in a loss of Rs. 52,32,749
during October-November, 1972 to the Exchequer. This loss was as a result
of payment of the rebate in excess of the duty which was actually payable.
The Committee are unable to appreciate the point of view of the Depart-
ment that there was a gain of Rs. 62,55,839 as a result of the rebate grant-
ed being less than the duty payable. The Committee feel that this amount
has been calculated on the basis of duty actually payable in any case and
as such cannot be adjusted against the loss of Rs. 52,32,749. The Depart-
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Ministry of Finance
(Department of Revenue
and Banking)

Do.

ment have admitted that it might have been appropriate to have two sepa
rate rates of rebate—one for sugar cleared for levy purposes and another
for sugar cleared for free sale, for the reason that levy sugar and free sale
sugar attract different rates of duty. According to the Department, this
was not done, as it might have resulted in accounting difficulties and delay
in camputation and grant of rebate claims. The Committee are unhappy to
note that on the excuse of alleged administrative inconvenience Govern-
ment had to sustain such a heavy loss resulting in fortuitous gains to. the
sugar factories, The Committce urge that abundant caution and scrutiny
should be exercised in such financial matters so as to prevent leakages of

Government revenues and avoidance of fortuitous gains to any privape

agency- at the cost ‘of national Exchequer. -

The Committee are unhappy to note that due to lack of scrutiny and
investigation on the part of the Government as many as three factories
have reaped fortuitous benefits by enjoying sugar rebate due to low pro-
duction in the préceding base period relevant to the incentive period for
various reasons such as closure of the factory, strike etc. The Committee
would like to know the reasons for not making thorough investigation so
as 10 avoid such fortuitous payments together with the actual amounts in-
volved in all the three cases.

It hardly matters whether the exportable sugar is drawn from the base

level production or from the excess production as a result of the rebate as

21
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Ministry of Finance
(Department of Revenue
and Banking)

long as such a quantity is accounted for in the total production of the mill
for the purpose of excise rebate entitlement. The Committee would
like to have a categorical assurance from Government that this point has
been taken into account while granting refund of the full duty paid on the
exported sugar less such amounts as have already been allowed by way of
advance credits on account of excise duty rebate.

In their action taken note dated 22 September, 1975, the Department
of Revenue and Insurance had informed the Committee that Government
had agreed in principle to the Committee’s recommendation for entrusting
the critical evaluation of the Sugar Rebate Scheme to an independent au-
thority, and that details for its composition were being worked out in con-
sultation with the Ministry of Agriculture and Irrigation and Department
of Food. The Committee, however, regret to note from the Department’s
communication dated 27 July, 1977 that the proposal to set up this inde-
pendent authority is still under consideration. The Committee need hardly
emphasise that the independent authority should be set up without any
further delay and the various matters raised by them in their 155th Report
examined in depth by the proposed authority.
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