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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- 
pittee contained in their 155th Report (Fifth Lok Sabha) on 'Sugar Re 
bate Scheme'. 

2. On 10th August, 1977, an 'Action Taken Subcommittee', 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. Stephcn 

Convener 
2. Shri Asoke Krishna Dutt 

Members 
3.  Shri Gauri Shankar Rai 
4. Shri Tulsidas Dasappa 
5. Shri Kanwar La1 Gupta 
6. Shri Zawar Hussain 
7. Shri Vasant Sathe 

3. The Action Titken Sub-Committee of the Public Accounts Com- 
mittee (1977-78) considered and adopted thk 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 t}pe in the bodv of the Report. 
For the sake of convenience. the conclusions/recommendations of the Corn. 
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. 
~a?ika-27 ,  1899 7saka) 

C. M. STEPHEN, 
Chairman. 

P~lhlic Account's Committty, 



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, Lndirect 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 cateporised as follows:- 

( i )  Recomrnendations/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/Observationr 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, 4-9, 5 L 5 3 ,  54, 55-57, 58-59 
and 62. 

(iii) 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. Tbe Committee require tbat final reply, duly vetted by Audit, to 
tba recornmendotion in respect d which only interim reply bas so far beem 
furnh9bed, sbould be .wbmitted expeditioasly. 

1.4. Tho Committee will now deal with the action taken by covcmment 
on some of their rocommendations/obscrvations, 



Modernisation and rehabilitation of the Sugar Industry (Paragraphs 4.10 
to 4.12-41. Nos. 10-12). 

1.5. Emphasizing that the sugar rebate scheme should have in some 
way been linked up with the conccpt 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 emure that the rebate would be 
utilised by the industry to modernise its equipment and adopt 
improved techniques so as to increase productivity. Any a- 
cession aimed at increasing production should he 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 h t i n g  
objectives rather than to immediate gains. To  imagine that the 
rebate by themselves would contribute to increased prodriction 
in an industry that has done little to modernise its age-old and 
obsolete machinery would not. in the opinion of the Com- 
mittee, be rcolistic. +o sav the least. 

4.11. The representative of the De~artment  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 loqic of this areument. 
Government would do well to hcar in mind that of the 218 
a q a r  factories in the countrv in 1972. more than half 125 
were aver 31 years old of which as large a number as 93 were 
located in Uttar Pradesh and Rihar. .4ccording to the Tariff 
Commission. 1973. the wear factories in these two States are 
'some of the oldest in the countrv and contain different items 
of machinerv of ohwlete d c s i m  ' Thc Commission have also 
painted out that thoueh normally each factory 'ploughs back 
a part of its profits for modernisation'. some of the factories 
in Uttar Pradesh and Rihnr 'have done preciom little in this 
regard'. It would therefore. appear that the sugar factories 
have been given a free rein hv Government to utilise the re- 
bate in excise duty ia whatever manner thev may like. 

4.12. Closely linked with the concept of modernisation is the 'CCO- 

nomic size' of the sugar factories. According to  the Tariff 
Commission, 1973, a little more than half the tntal &inp 
sugar factories, in 1971-72, were of 'uneconomic sizc' wtth a 
daily cane crushing capacity of less than 1,250 tonnes. The 
Committee are, therefore. firmly of the vkw that smcc n o  
efforts have apparently b e c ~  mada by the wgar industty to 



modernise its equipment, adopt improved methods of prcduc- 
tion and expand their existing cane crushing capacity to mak~ 
it economic, the grant of excise rebates and similar incentives 
has only put a premium on inefkktscy and increased black 
money circulation." 

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

"The primxy object of the excise duty rebate is to provide incen- 
I tive to thc sugar industry for extending the crushing period by 

commencing early and continuing late m 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 produetion during nor- 
mal crushing period. It particuarly helps to enagle the sugar 
factories to meet to some extent the increased aost of produc- 
tion during thc low recovery periods. The extent of the excise 
rebate scheme various from year to year depending an the ex- 
tent of the nced for additional production during each year. By 
the very nature of this scheme as explained, them is no scope 
for it to catcr for modernisation and rehabilitation of old units, 
for which much larger investment is required. 

Nevertheless, as regards the observations made by the Committee in 
regard to modcrnisntion. rehah;l;tatio? and expansion of old 
units, particularly in Uttar Pradesh and Rihar. it may be stated 
that tlic Sugar Industry Enquiry Commission in its Report of 
1974 has brought nut that 154 fac!orics in the country had re- 
ported having spent an aggrqatc of Rs 76 crores in additions 
and alterations during the ten year period 1960-61 to 1969-70. 
Out of this, 50 factories in ITttar Prade$h had spent Rs. 26.83 
crorcs and 20 factories in Bihar ahout Rs 4 5 crores. It  is 
speed that there is need to do more in this regard. The 
Government of Uttar Prndesh have recently decided to  set 
apart about Rs. 4 crores every year out of their cane purchase 
tay collections for rehahilitation and n~odern;satinn of old and 
sick units. The Government of Indin are also considering 
how best to assist such old factories to modernise and rehabi- 
litate themselves. The Government apee  that sugar mills 
s h d c l  he of rconomic size. Since 19fi.1, the G m r n m e n t  of 
Jn&a have k e n  licensing new sugar factories with a 'crushing 
capacity of not less than 1250 tonws per dav which is consi- 
dered to he the economic size, and the standard citear machi- 
nery- presentlv in u e  has in EuiEt p r o v i s h  fcv emr expansion 
upto 2,000 tonecs per dsf." 



1.7. In Mi 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 4-1 8159-S.V. Here 
it was decided that the question of modernisation of machinery 
in sugar factories should be examined hy 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 1) and the main aim of the excise duty rebate schemc 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 cxccss production and the schemc has hoen in vopuc 
f n ~  a number of years i ~ n d  t h ~  f:wtnrin~ hnvc suhctantially 
benefited. But the factories did precious little to impmvise on 
their machinery. It may be the rebate was intended in that man- 
ner or not, but as a long range policp, this should have been 



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 thc purpoye of rehabilitation :ind mtwkrnisation, 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 Committee note that different Committees/Commissions 
eppointed by the Government from time to time like the Cundu Rao Com- 
mittee, Sen Commission and Bhargave Commission to study the working, 
rehabilitation, modernisation and expansion of the wear industrv have 
emphasized thc nccd for larqe-scale rehabilitation and modcrnisatinn of 
Swar  industry. Althour!h ~ h c  Committee do not dispute that t l ~ c  prinrsw 
objective of prnviding inctmti\c to the sugar industrv was for cdcnd'me the 
crudring period they c:\nrrot hc ohliviou~ of the f a d  that the important 
asrcct of rehabilitation. rnodernis~tion c!c. of thc indwstn. h ~ s  heen corn- 
pletelv lost sight of hv the Government while pantin2 cash incentives in 
the shape of sugar rebste to the industry for nearly two decades. 

1.12. Keeping ia vkw the f a d  that thr mnciiincr\ hn.; hwn pot to over- 
strain and over-de~rwisfion d ~ w  to prnlnnmfion of \cwnn for the cake of 
enhancine pmdrwtion and carnine more prnfits. thc Cornmittcc consider that 
it is hut fair a portion of the nrnfitc earned is plorrghed back to the indo* 
for revitdisinr! and rnwhnicin. the marhinrrv ns a mnYw of long mnPe 
policy. This would help the industrv in hecorning self-wpporting and self- 
wliant pnd would also ohviafa the need fnr incentive in due course 

1.13 The Committee filrther fw l  thnt if Government had Iced this in 
view at tbe time of incention of fhe reh~fe cchrme. thc condition of srrirar 
factodeq. particdarlv in ITttar Pmdesh and Rihar whwr some of tbem are 
the oldest nnd contain machinerv of ohsoletc ck*iiw. would have improved 
by 'mw to p d u c e  more. 

1.14. Keepinc in v k w  the im~lrtnnce of WPRr in the evmrt field as 
wdl as the paeml wonomv of the rotrn'rv the Committee h w  and tmd 
that qrlestion nf mdcrniwtion. rt*hahWntinn and crwnsion nf the snmr 
industry will receive condant and adequate ntttntion hv the Covernmenf. 



Payment of rebate to factaries a higher twnolrrts &an whut they actually 
paid arr duty (Paragwphs 4.39 cmd 4.31-Serid Nos. 301 6 3 1)  

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 4.3 1 of their 155th Report recommended:- ' 

4.38. "Another interesting feature of the Sugar Rebate Scheme is 
rke cdculation of the rcbate on the effective rate of duty by 
-aging the prices of levy and free 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- 
CIBUy 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 s m ,  the Committee are distressed that the 
two shouid 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- 
mulaling the scheme. The Committee desire that the reasons 
and the justification for this extra concession to the sugar 
industry should be investipted in detail immediately and in- 
timated to  them. 

4.31. The argument put forth in this con~lcction by the Fhana 
Secretary during cvidencc that thrrc would be no excess pay- 
ment of rebate if  thc o\er;~ll fieures for the entirc period were 
to be taken into account is not acceptable to the Committee. 
T h e  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 pro- 
duced in excess has been alln\~ed to sugar factories bv tbe me- 
thod of averaging. Thiz ha5 bccn amply illustrated in tbe 
statement in paragraph 3 3 3  of this Rcwrt .  To that extent. 
there ha$ hcen a 10s~  lo Gov~:rnrn~ri~ and ;I windfall pain to  
the industrv It iz also not unlikely that similar benefits have 
accrocd to  the factories during other incentive periods bv the 
averaging of prices. The Audit Paragraph points out that in 33 
factories in two Central Exciw Collectorates. such excess re- 
hate amount to Rs 76 60 lnkhz The Committee desire that 
the loss sustained bv Government hv allowinp, a rcbate in ex- 
cess of the dutv actuallv paid in regpcct of all the factories in 
:he country should bc worked out and intimated ta them so 
that the extent to which the induqtry has benefited on this ac- 
count may be precisely known." 



1-16. the& action taken note dated 22 September, 1975, on ~ u i -  
~ c s p h  4.30 the Department of Revenue and Insurance have 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- 
tral Government to exempt by natification any excisable goods 
from the whole or any part of duty leviable thereon. As per 
the notification relating to sugar rebate scheme, exemption has 
been given to sugar from so rrmch of duty of excise leviable 
tbereon as is speicfied when such sugar produced is in excess 
of specified quantities of sugar manu€actured in the preceding 
sugar season. While, strictly speaking it migbt have been a p  
propriate to have two separate rates of rebat- 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 done as it might have 
resulted in accounting difticulties and unnecessary delay in 
comutation and grant of rebate claims. It was purdy as a mat- 
ter of administrative convenience that it was decided to e 
the rates of rebate by reference to the total liabiliay 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 liabrlity of the sugar produced and, accordingly, 
the rebate entitlement, were made calculable in tk same pro- 
portion. 

The above step became necessary in view of the special procedure 
for granting rebate on cxccss production which was enforced 
after obtaininneg the concurrence of the ComptroHer and Au- 

ditor General and which is itself, at best, extra legal, inasmucb 
as the credit of incentive entitlennent is &wed well in advance 
of actud 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 notibation, 
the claim for rebate wises on production. At that stage no 
physical differentiation is possibie between sogar which will be 
cleared for levy purposes and sugar which will be cleared for 
free sale-the two are not distinct in quality or kind. Xf 
therefore the actual rebate availed of on the toral quantity 
of exccss sugar produced in a factory doee nd exceed that 



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 lumpsurn 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 report 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 Allahabnd (in respect of 7 factories) are still 
awaited." 

. -- - .. -- -. -. 
*Not vetted by Audit. 

**Paragraph 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 
factorlee in Madurai Central Excise Collectorate, is reproduced 
below: 



MADURAI COLLECTORATE (FOUR FACTORIES) : 

driod : October-November, I 972 
Quantity eligible for rebate 

. . .  Free sale sugar . . . . . 25,213 quintals 

Levy sugar . . . . . . 58,828 quintals 

84,041 quintal 

Fter sale suqar . . . 
Levy Sugar . 

Rs. 

Rebate allowrd : 
R4. 

Free salt Jugat . . . .  . . . .  . 1o .d ,520  

. . . .  t r v y  sugar . . . .  . . .  23953,120 

Gain in rebafr to the factoriec : 

Free salc sugar . . . . (-) Rs. 4.13~493 

Ntt gain . . . Rs. 1.15.jg5(.4\ 

Price oifrre salc suqar . . . .  . Rs. 290 per quintal 

Tariffvalue . . . . Rx. s:j j per quintal 

Differrnce . . . . . .  . . .  . Rq. 35 pet quintal 

Gain in ntcisr duty at 240'0 on account of diffcrrnce betwrtn price and Rs. 13.20 per quinta 
Tariff Value. 

Price diffrrcntial on thr of sugar cleared for free sale @ rq.zo/ 
quintal . . . Rs. ~ , z z , R r  r,Go (B) 

Net Loss to Govrrnmmt (A+B)  . . .  Rs. 4,483770 
,. --- -- -- - ------ 

1.1 8. 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 : ! 

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

--- -.---- - - - - . - - -- . -- - -- - -- - - 
*Not v r l t d  by  Audit 



d v e d  it is fomd that the 'loss" as a result of payment df 
rebate in excess of duty actually payable c l n e  W 
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- 
ernme~lt in the calculation of the rebate by averaging the prices 01 Levy and 
free sale sugar was defective and has resulted in a loss of Hs. 52,32,749 
daring October-November, 1972 to the Exchequer. This loss wns as a result 
of epymeot of tbe rebate in excess of the duty which was actually payable. 
The Commitlee are unable to appreciate the point of view of the Department 
thpi fbeR was a gain of Rs. 62,55,839 as a result of the rebate pmted  being 
less thao tbe duty payable. The Committee feel that this amount Lag k e n  
ePlcnlPted on the basis of duty actually payable in any case and as such 
m e t  be adjusted against the loss of Rs. 52,32,749. The 1)epartment have 
admitted that it might have been appropriate to have two separate rates of 
& ~ n e  for sugar cleared for levy purposes and another for sugar cleared 
tor free sale, ter tbe reason that levy sugar and free sale sugar attrad M e -  
rent rptes of duty. According to the Department, this was not done, as it 
might Lave resulted in accounting ditficulties and delay in computalion and 
grrrnt d rebate chims. The Committee are unhappy to note that on the 
excnse of PUeged adminislrative inconvenience Government had to s u s t a i ~  
srrd a heavy loss resulting in fortuitous gains to the sugar faddcs. Tk 
Committee urge that abundant caution and scrutiny should be exercised in 
spCP giapaciaI matters so .s te prevent leakages of Government revenuer a d  
dQsa of fortuitous gains to any private agemcy at tbe cod of national 
ExrhoqPer. 

Fortuitma benefits due to ciosure of  the factory, break-down of the Ma- 
chinery strikes efc. : (Paragraph 4.36-Sl. No. 3 6 )  

1.20. In paragraph 4.36 of their 155th Report thc Cornnuttee desired 
to know whether as a result of the rebate scheme in  force Lrw time to time, 
any individual factories had reaped fortuitous bencfits due to lw production 
in thc preceding base period relevant to the incentive period for various 
reasons such as closure of the factory, break-down of the machinery, strkes 
and other similar causes. 



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 : 

Collcc~orale Name of the factory Period Reasons for reapirig 
during fortuitwr benefit. 

Baagalore M/r Pandavapura Sugar factory 1961-$2 Strike 
Madraq MIS. E.I. Parry CJ. Ltd. N-llikuppan 1-3-73 . Low production during 

to the base pcrixl due to 
30-4-73 strike. 

Do. M/s Kallakurichi Co-op. Sugar MiIIs 1-12-73 LOW Production due to 
to strike & closure of the 

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

-- -- 
1.22. The Committee are unhappy to note that due to lack of scrutiny 

asd investigation (M the part of the Government as many as three factories 
have reaped fortuitous benefits by enjoying s u p  rebate due to low pwdoe 
h in the preceding base period relevant to the incentive period for 
various reasons such as closure of tbe factory, strikes ctc. The Committee 
would like to know the r m s  for not making tborough investigation so 
as to avoid such fortuitous payments together with the actual amounts in- 
volved in all k three cases. 

Double cotrcessiot~ lo the sugar factories for the sugar removed for export 
(Paragraph 4 .37-4 .  No. 3 7 )  

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 Rcbate Scheme does not distin~uish 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. In respect of rebate on excess production, to the extent 
that such s u p  is earmarked for export, the rebate in duty 
allowed amounts to an extra concession to the sugar factories. 
T h e  Committee have been informed that :his aspect is also 
under further examination by Governmen: and desire that the 
examination should be completed expeditiously. The Cummitte: 
would like to know the quantum of such double concession 

pp 

*Not vetted by audit. 
2253 L.S .72  
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allowed to the sugar factories on &is account. It is distressing 
that the Ministry of Finance should have remained ignorant of 
this extra oonces~ioa till it had been pointed out by the Com- 
mittee. That auch a concession should have k e n  allowed all 
these years over and above a full refund of theexcise duty and 
the additional Wsidy given to the induetry in the form of re- 
mupment of * export losses, which amounted to Rs. 89 crores 
till 1972, is a matter which causes concern to the Committee." 

- 1.24. In their action, taken nate dated 22 Sep:ember 1975, the Deprt-  
ment of Revenue and Insurance have stated : 

"The matter has  bee^ examined m consultation with the Collectors 
of Central Eicise and the Ministry of Law. 

The notifications which have issued from time to time for operating 
the excise duty rebate scheme in respect of cxcess production of 
sugar partially exempt sugar which is in excess of certain speci- 
fied levels. whemer 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 s u p  years, as 
under the scheme operating in the current year. 

Under the relevant notifications, all sugar which is deterinincd to be 
excess sugar, as per the basis provided, is cnti!lcd to he cleared 
at partia!ly exempted rates of duty. I t  would not be i n  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 az operation of Ihc rebate schenlc 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 sbpar. It is 
an essential part of this scheme of grant of advance credit that 
all sugar in respect of which such advancc credit is allowcd. 
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 providcd under a notification. 

A question had arisen as to whether rebate in duty would be allowed 
in  respect of sugar which is cleared not for domestic consump- 
tion but for export. Such a question is entirely confused as it 
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does aot take into account the fact that sugar which is cleared 
for export would be entitid not to rebate to the extent notified 
under the excess production rebate scheme but to full rebate on 
export. 

Jt is ascertained that normally sugar is being exported in bond only. 
lf, 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 s ~ ,  
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 Agricdture, however, 
that by and large the question of sugar.mills delivering su_ear 
for export out of their excess production does not arise. Accord- 
ing to that Ministry the export quotas should norm3lly be well 
within the base level production of the sugar mills and would 
not affect their exccss production rebate entitlemcnts." 

. , 

1.25. It hardly matters whether the exportable sugar is drawn from the 
brrse kvel  production or fmm the excess production as a result of the rebate 
as long as soch a quantity is aceaonted for in tbe 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. p i n t  has betn 
taken into .ccount while graating refund of tbe full duty paid on thc ex- 
ported sugar l a b ;  such amounts as have dredy  beea allowed by way d 
adv- credits on account of excise duty rebate. 

Critical E\~allratiort o! the Supor Rrbatc Schenw (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 Rcport recommended as follows: 

"In thcse circumstances, the Conlmittee 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 hns sewed 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 



'first formulated in 1969, the Committee consider that its can- 
tinuance at the cost of the revenues of Government would not 
be justified. Tht Committee would, therefore, strongly urge 
that Governmeni 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 Septem'ber 1975 thc 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 hy 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 Ikparlment have 
informed- 

"The proposal to set up the Committee is still under considcra~ion 
of the Department." 

1.29. la tbeir action bLai note dated 22 September 1975, the Depart- 
m t  d Revenue and Imarnnce had informed the Commitfee that Govern- 
Qeot bpd agreed in principle to the Committee's recommendofion for 
edrnsting tbe critical evaluation of the Sugar Rebate W e m e  to lan indc- 
*eat authority, and that details for its composition were being worked 
oat in coasirbtion with the Ministry of Agriculture and Irrigation and 
Department of Food. The Committee, however, regret to note from the 
Dqmrhat's commani&n dated 27 July, 1977 that the proyusnl to set 
up this isdcpmdeat suUmhy is sti l l  under consideration. The Committee 
necd hardly emphasise that tbe independent authority should be set up 
wi tbu t  any further &lag and the various matters raised hy them in their 
155th Report examined in depth by the proposed authority. 



CHAPTER I1 

RECOMMENDATIONS/OBSERVATIONS THAT HAVE BEEN 
ACCEPTED BY GOVERNMENT 

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 o r  increase in the 
area under sugarcane. There have also been no tangible benefits to the 
cane grower or the consumer. nor have the schemes contributed to &e 
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 tbe 
consumer. The implementation of the whole scheme appears to have re- 
sulted in advantage only to the sugar manufacturers and marketeen 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. 

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

Action Tsken 

The Excise Duty Rebate Scheme in respect of sugar is drawn UD on a 
)ear-to-year basis in an effort to hring about some increased in the produc- 
tion of sugar in the year to which the schemc relates. Its 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 
earlier period and dryagc of cane in the later period. The rebate is intended 
to compensate the consequent increase in the cost of production of suear 
by the Industry and also to enable them to maintain the tempo of p d u c -  
tion undisturbed even during the peak crushing period by paying competitive 
prices for cane vis-a-vis the manufacturers of gur and khandsari. It  has 



never been the intention that the excise duty rebates should contribute to 
modernisa~tion 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. Thcre 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 oP 
the rebatc scheme and partial control policy. It is, howevcr, 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 wi l l  
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 Agricuhural 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 objcctive 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 havc 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 nced for cstimation. 
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. 
Tha reply is therefore not acccptablc." 

5. It i s  considered that the reply given above and edcquately 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 a-ptcd the Rccom- 
meadation 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) O.M. 
No. 7-4175-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 i n  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 .I 3 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 k e n  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 3 1.13 lakh tonnes in 1971-72, a rebate year, was less 
than the production of 37.40 lakh tonnes in 1970-71, a non-rebate year. 
The production of 21 3 1  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 196566. It 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. It would, therefore, be fallacious to argue that the rebate 
schemes have, in fact, really contributed to maximising sugar production. 

[St. Nos. 2 and 3 (Paragraphs 4.2 and 4.3) of Appendix No. X of 
155 Report of the Public Accounts Committee (5th Lok Sabha)]. 

Action Taken 

The rebate in excisc duty is not the only factor influencing sugar pro- 
duction. There arc also other factors such as, the area under sugarcane. 



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 
dcterrnine 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 incrcasc with annual fluctua- 
tions. Periodically, it rises to a level where the production is in excess of 
the dcmand. This depresses prices, and at the next planting. the area 
tends to shrink. Thc fall in area results in lower production, leading to 
inadequate supplies of sugarcanc to sugar as well as to gur and khandsari 
manufacturers and consequent rise in the prices of sugarcane. This again 
encourages the cultivators to increasc thc area under sugarcanc in preference 
to other crops and the ncxt phase of increased acreage under cane ensues. 
It is thus normally a four to five years' cycle, two of reduced area followed 
bv two of larger area, which has been the characteristic feature of sugarcane 
cultivation. The f l u c t u a t i ~ ~  in production of sugar are due mainly to 
fluctuations in sugarcane production apart from thc lcvel of diversion to 
gur and khandsari in factory areas cvcry year. 

2. J f  in some ycnrs when there was no cxcisc rebates scheme in opera- 
tion the sugar production was still p o d .  it was becauw the advance esti- 
rnatcs of production were satisfactory and the Gnvcrnmcnt did not considcr 
i t  ncce5sary to offer any incentives. In other ycars, whcn in spite of the 
rebate the production had not k e n  sutisfactory compared to a previous 
year when thcrc wcre no rebates, it may be that rhc rchatcs allowed were 
not sufficiently attractive. 

3. The Ikpartmcnt of  F w d ,  thcrcforc, feel that the cficac) of thc 
scheme of rebates in excisc duty vis-a-vis wgar production cannot be 
u holly discounted. 

4. The commcnts from the office of Comptroller and Auditor General 
are as under:- 

"Tbc replies arc too general for acceptnnce. It is nor denied rhat 
sugar production is influenced by number of factor%. Being primarily 



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 accurate 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, thercforc, re-examine 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 Recorn- 
mendation No. 4.60 of the P.A.C., that an independent authority should 
be sct up to p 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. 

[.Mini,try of Agriculture m d  Irrigation (Department of Food) O.M. 
No. 7-4175-SPY dated 28-2-1976] 

Recommendation 

In spite of the rebate schemes, rhc Committee observe that there bas 
also bcelr no appreciable corrcsponding increase in the area under Supar- 
cane cultivation, for a decade of progres and development. The area 
under cane was 34.15 lakh hectares in 1960-61. It fell to 22.42 
hcct;trc< in 1963-63 and registered an almost negligible rise in 1963-6.1 
to 22.49 lakh hectare,. 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 Iakh hectares in 1967-6s. Thc 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 ]aj& 
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. 

p i .  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 Taken 
1. It is necessary to appreciat; thhtitbe rebate scheme is not a multi- 

purpose one. It is mainly intended to offer incentive to the sugar pro- 
ducers to prolong the duration of crushing by starting thc crushing earlier 
and continue; crushing even during the later part of thc season in spite 
of the failing trends in recovery, and thereby attempt to produce more thm 
what would otherwise have been possible. The rebate scheme is not ex- 
pected to Aave 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 improvcd sccds, 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 diflercnt years, it has recorded some incrcast. over 
a period of time. The annual compound prowth rates of the area under 
sugarcane and the main competing crops in thc country during 196041 
to 1973-74 are given below:- 

All India a m  corn- A11 India Inipatrd 
pound growth area compound 

~[rowth 
(Pa Cent Per Anaurn) 

Rice . (+) 0.67 

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 
goss irrigated area was 3.23 pcr cent. Thc incrcasc in sugarcanc area 
i e. 0.71 per cent pcr annum ir thus morc or less of lhc snmc magnitude 
as the increase in thc total cropped area. Further, the increase in sugar- 
cone is also, accompanied by increase in a m  under the miin competing 
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crops, barring cotton which showed a marginal decline. The conclusion 
can, therefme, be that the increase in area under sugarcane over a period 
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 bc1ow:- 

State Year in which area under suqarcane re- Extent of increase in area comparrd to the 
g i s t e ~ d  appreciable increase over the Previous year (Lakh hectares) in case of 

previous year. 
Sugarcane Rice tlheat Cotton 

,411 1964-65. . . . . . 3' 5 6.5 (-1 0.8 
India 

I' 4 

1965-66 . . . . . . 2'3 (--) 9.9 (-) 8.5 (-1 4.0 

19%-70 . . . . . . 2. 2 7' 1 6 . 7  1.4  

'973-74. . a . . . 2'  7 13.2 (-) 4-1 (-) 0.8 

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 196566 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 mi1 
moisture at thc 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 charactcrised by drought conditions, there was a fall 
in the area 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 cmp, 
but it is dficdt  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 o a a c -  
count of other factors. 



5. The comments from the Office of the Comptroller and Auditor 
Oencral arc 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 runnln,: over 
a decade uas 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.fulfiUed in this objective. 

Further, from the first table i t  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 bc employed for cane 
because thesc 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 o~her  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 issue. 
The Ministry could perhaps undertake a specific survey in the 
matter." 

6. It is considered that the reply given above adequately covers the 
points r a k d  by the P A C .  and there is nothing further to bc addcd. 

7. All tbc same, tbe G o v e m t a t  have already accepted the recom- 
mendation No. 4.60 of the P.A.C., that an iadepe-t authority should 
be set up to go into the merits of the scheme of excise duty rebates for 



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

[Ministry of Agriculture and Irrigation (Department of Food) 0.U 
No. 7-4/75-SPY dated 28-2-76]. 

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 thz 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 implc~nentation the 
objective has been wholly defeated. lie Committee strongly deprecate this 
complacent). Under the circumstances, the Committce would have to come 
to the conclusion that no tangible benefits whatsoever have accrued to the 
cane-grower as 3 result of the rebate scheme. 

IS!.  KO. S (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 passcd by the Minister and the contest in which it 
was done. In this connection, attention is invited to paragraph 3.24 of the 
Report of the Public Accounts Committee itself in which thc. itill 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 p rduc -  
tion during the quarter 1st July, 1970 to 30th September, 1970, in the 
background of luge  quantities of sugarcane remaining on the field to be 
crushed particularly in 1J.P.. and the need to avoid hardship which wwld 
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 $hat 'Yhc pro- 
sent proposal is meant to give an incentive to the sugar factories to crush 
additional sugarcent from 1st July 1970 t a  30th September,: 1970. .This 
4s tssen£iaUp a benefit iMendtd for the cultivator.. . . . ." The purpose is 
thus two fold vk. 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 po!icy, and only inci- 
dentally from the cxcise duty rebate scheme, and it is not lmssihle to 
q k t i f y  how much of excess payments accrue to the cultivator under each 
of these two schemes. 

3. The comments of the Office of Comptroller and Auditor Gcneral are 
as under : 

"The Ministry seem tn 1-2 arguing both ways. Wherc canc is in excess 
supply, induxmcnt is needed to factories to crush the canc. 

Wherc it is in short supply, inducement is needed to buy cane 
at higher prices. I i  excess canc cultivation and production 

The 

The 

had been there, it would obviously have bzen a welcome 
feature, and therefore, the Government should h;t\,e, by cxecu- 
tive or other measure, induced the s u p r  factories to work 
longer, if necessary. over its normal capilcitv which should be 
considered in the larger public intcrrst. 1nstc.d of giving 
rebate of factories which benefit by such situations. 

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

reply may be considered." 

4. It is considered that the reply given above :tdequately covers the 
points raised by the P.A.C. and there is nothing further to bc added. 

5. 411 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 steps are beinq taken to set up this 
indcpenderrt authority. 

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



While the Excise Duty paid by the' factories is passed on to the 
h s u m e r s ,  the rebate is, however, allowed 'to be retained by the sugar 
factories. The Committee have been informed by the Deprrrtment of Food 
that the question of the rebate being passed on to the consumers docs not 
wise as the rebate is mainly intended for promoting sugar productim. It 
i s  indeed a sad commentary on the Policies of Government that a rebate 
scheme should havc been devised to benefit so few at the cost of so many. 

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

Action Taken 

, As explained 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 
recovcsy of suLgar due to ininlaturity of cane in the early period and dr~nge 
In later hot months, and also by keeping up the tempo of sugar production 
undisturbed during normal crushing period. This is expectzd to cornpen- 
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 E n q ~ i r y  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- 
aidered whether the excise duty rebate earned by the factories should also 
be included in the sharing formula. The Commission felt that the incentives 
tire for a specific purpose and are meant to cover the extra cost of manu- 
facture not inc!uded in the Tariff Commission cost schcduls. and so 
decided not to include this item. 

2. Any resultant increase in production of suxar not only enables the 
C~vernment  to look after the interests of millions of consumers but also 
assists the national effort to export more and earn the much needcd 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 acceptins thc observations of the Committee, the Ministrg 
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 



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 mamtain 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 Recorn- 
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 
independent authority. 

[Ministry of Agriculture and Irrigation (Department of Food) 
O.M. No. 7-4/75-SPY dated 28-2-1 9763 

The Committee are also surprised to find that no steps have becn taken 
by Government to ensure that the rebate would be utilised by thc indtistry 
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 induslrjr in particular 
and the economy at large and should be linked to laktlng objectl\es rather 
than to immediate gains. To imagine that the rebate by 1hrmsc1vc.s would 
contribute to increased production in an industry that has donc little to 
modernise its age-old and obsoletc machinerj would not, in thc opinion of 
the Cornmittec, bc realistic to say the least. 

Tbe representative of thc Department of Food ha,, h u \ i ~ t c r ,  staled 
during evidence that the scheme of rebate is not related to thc qucstion of 
n~odernisation and rehabilitation. The Committec are unable to appreciate 
the logic of this argument, Government would do nell to hear III  mind 
that of the 218 sugar factories in the country in 1972, more than half 125 
were over 31 years old of which as 1ar.g: a number as 93 wcrc located in 
Uttar Pradesh and Bihar. According to the Tariff Commission. 1973, the 
sugar factories in these two States are 'some of the oldcst in thc country 
and contain difierercnt items of machinery of ohsnlc!e dcrip'. Th? C'ommis- 
sion have also pointed out that though normally each factory 'ploughs 
back a part of it5 profits for modernisation', some of the factories in 
W a r  Prndesh and Hihar 'have done precious little in this regard'. It would. 
therefore, appear that the sugar factories have bccn given a free rein by 
Government to utifisc the rebate in excise duty in whatever mnnner they 
may like. 



Cloecly linked with the concept of modernisation is the 'economic s i z '  
of the sugar factories. According to the Tariff Commission, 1973, a little 
more than half the total existing sugar factories, in 1971-72, wcre of 
'uneconomic size' with a daily cane crushing capacity of less than 1,250 
tomes. The Committee are, therefore, firmly of the view that since no 
efforts have apparently been made by the sugar industry to nlodernise its 
equipment adopt improved methods of production and expand their existing 
canc crushing capacity to make it economic, the grant of excise rebates and 
similar ~ncentives has only put a premium on inefficiency and increased 
black money circula!ion. 

[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 produc?ion durins 
the low recovery periods. The extent of the excise rebate scheme varies 
from year to year dckxndinp on the extent of the need for additional pro- 
duction during eacl~ year. By the very nature of this scheme as explaiced, 
there is no scopc for it to cater for modernisation and rehahilitat;on of 
old uni!c, f o r  which mu& larger investment is required. 

2 .  Nevertheless, as regards the observations made by the Committee 
in regard to modernisation, rehabilitation and expansion of old units, 
particularly in L'ttar Pradesh and Bihar, i t  may be stated that the Sugar 
Industn. Enquiry Conlmission in its Report of 1974 has brought out that 
154 factories in the country had reported having spent an aggregate of 
Rs. 76 crow$ on addition and alterations durinr the ten year period 
1060-61 to 1969-70. Out of h i s .  50 factories in IJttar Pradesh and spent 
Rs. 26.83 crores and 20 factories in Bihar about Rs. 4.5 crores. It is agreed 
that ihere is need to do more in this regard. The Governtnent of Uttar 
Pradesh have rccently decided to set apart about Rs. 4 crores every year 
sut  of their cane purchase tax collections for rehabilitation and modernisa- 
tiun crt old and sick units. The Government of India are also censidcring 
how best to assist such old factories to modernist and rehabilitate them- 
selves. 

. .... 
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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 then 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 expanjion nptn 2,000 
tomes per day. 

4. Comments of the Audil (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 inxn-  
tive. Connected with this should be the objective of rnodern,is;ng 
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 a>pect has lo be 
examined carefully. If the incentive is to overciepseciaic the 
machinery, it should foilow that adequate s:qx are taken to 
revitalise this machinery. This is exactly \chat the P.A.C. had 
had commented. 

Further the decision of Cabinet regarding s u p r  policy in 1959-60 
may please be seen at pages 166-67 in file 3- 18159-S.V. Hcre 
i t  was decided that the question of modernisation of rn;lchiner.y 
in sugar factories should be examined by :he Department of 
Food and suitable measures evolved in this behalf. Thc 
specific measures evolved in this direction since this decision 
was taken may also please he stated. 

Para 12 : No comments" 

5. Action taken to give effect to the Cabinet's direction In October 19.59 
agarding modernisation of machinery in sugsr factories wn\ cxphincd to 
tk Audit as in the Note at Annexure and the main aim of the c\cicc t l * ~ I : '  

rebate scheme was reiterated. 

6. Final Comments of the Audit 

"Regarding adding a note on steps taken for modcrnis;~tion ol' s u p r  
machinery, no further comments. 

However, the Ministry's earlier reply that cxcise rcbale has nothing to 
do with this aspect and it does not contain an element towards [hi\ c.nd 
does not seen to be quite relevant. The rebate is grnntcd for cxcess pro- 
duction and the scheme has been in vogue for a number of ycars and the 



factories 'have substantially benefited. But, the factories did precious little 
to improvise on their machinery. I t  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 element 
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 lndia since 1963 had recommended the need for special 
loan assistance to the indus!ry for the purpose of rehabilitation and 
modernisation, in spite of the excise duty rebate scheme having been in 
existence from an earlier datc lends support to the stand-point of the 
Department in thia regard. 

[Ministry of Agriculture and Irrigation (Department of Food) 
O.M. No. 7-3/SPY dated 19-5-14161 



ANNEXURE 
A note detailing the steps taken to give eflect to the Cabinet's direction in: 

October 1959 regarding modernisution o f  machinery in sugar factories. 

1. The Gcvernment of India, Ministry of Food and Agriculture 
appointed a Committee on 22nd June, 1963 to study the rehabilitation 
and modernisation of the sugar fhctories in India under the Chirman- 
ship of Shri S. N. Gundu Rao, the then Director, National Sugar Institute', 
Kanpur. The Comnlittte estimated an overall expenditure of about Rs. 90. 
crores on rehabilitation, modernisation and expansion schemes of sugar 
factories. I t  was felt that a revolving fund of about Rs. 20 crores, t o  
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 
exumined 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 mndernisation schemes. 

2. The Government of India appointed thc Sugar Enquiry Cornmis- 
sion (known as Sen Commission) on 3rd Aups t .  1964 to cxmine the 
prrce ,tructure of Fugar, system c ~ f  distribution of sugar and p,)li.:y rc:ari4il?p 
I~certsing of new sugar f;!ctories, and exprrnsionc of the exis!la; supar 
Fac~ories. The Commission agreed that thcrc U.:IS 3 need for providing 
special loan assistance to the industr!. for thc purpose of rehabilitation 

~wdernisation of t!ic sugar industry. Thc C(unrni.;siirn r~:conirnc!~,icd 
that !he rtpp!ication of each unit should hc csaniined a: !:.~linic:~l lcvel 
regarding the econon~ics of rehabilit~ition and priorit! sholiid be givcn for 
expansion of such units as arc b e h v  thc economic capcity of 12.50 tonnes. 
The Commission was of the view that thc factorits making substantial ex- 
pansion should be treatcd at par with ncw fa:.toricc fur SLIA assistan~e. 
concessions or  incentives a$ might he gencrall\, pivcn by thc 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 Se'ptcmber. 1970 (known as Bhzrgava 
Commission) to study the workinp of the sugar industry i n  all iic ayxcts,  
indentify inadequacies in the performance of the sugar industry, causcs- 
for existence of a large number of sick sugar mills ctc. Th:. Commission 
came to the conclusion thut there was 3 need for larpcscrtle rehabilita- 
tion 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 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 Industri~l Reconstruction Corporation of India. 

The Committee understand that many 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 incornetax. In such a situation the Committee strongly feel that any 
scheme for tax concession to sugar factories should also take this factor 
into consideration. The Committee desire tkat this should be examined 
in detail before extending it any further. 

[SI. No. I ?  ( P a i a y i ~ : ) h  4.1 ?) of Appendix X to 155th Report 4-f' the 
Public Accounts Commi!tee (5th Lok Sabha)] 

Action Taken 

Regarding thc  practice of sugar factories owning sugarcane farms 
purchasing cane< from such farms at inflated prices, the Central Board 
at I)irca T a w <  has rcpc~rted as follows : 

Thc ('omrn suonels boldin.? jur~sdictlon over sonx of important sugar 
producing areas viz.: Cornrniss~oners of Income-tax, Kanpur, Meerut, 
Poonc and Hydcrabad have furnibhed re'ports which show that of the 14 
sugar factories covered by them. inflation of the type referred to by the 
Committee has been observed in only one cnse. Additions made are 
disputed and ,~ppcals arc' pending before the Appellate Authorities. 

The Con~mi\sioncr of Income-tax, Poone has also Reported that under 
the Maharashtra. Ceiling on Land Holding Act, 1961, no sugar factories 
ciin havc thcir own sugarcane farms. 

The observations of the Committee would be kept in view whiIe 
finalising assessments in the c;tscs of sugar factories and also when the 
question of extending rebate concessions in future is taken up. 

[Department of Revenue & Insurance letter Yo. 234/26/751CX.? 
* Dated 28-1 1-19751 



The Sugar (Regulation of Production) Act, 1961, was in force d u r b  
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 w& liable to an additional duty. The' rebate in excise duty for 
the sugar year 1963-64 was, however, grbntcd with reference to the pro- 
duvtion 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 spite of the rebate, sugar 
p;oduction !n 1963-64 was only 25.73 lakh tonnes comparcd to the pro- 
d~xticr i  of 27.19 lakh tonncs in 1961-62. This only proves furthcr that 
the rebates schemc has had litric 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 o'prate and conditions were on the whole nearer 
normal. The Committee find i t  difficult to acccpt this reasoning. Consi- 
dering the fact that a production of 30.21 lakh tnnncs had been achieved 
in 1960-61, the Committee see no reason why Government could not 
have set their sights higher and given an inccntivc in 1963-64 i f  at all it 
was absolutely necessary and justifid, relating it to the production dur- 
ing 1960-61. Such a measure. in the opinion of the Conirnittcc. would 
have been a more realistic arproach to the problem of maxin1isin.c sugar 
production. 

[SI. Nos. 17-1 8 (Paragraph No\. 4.17 and 4.1 8 )  of Appcndix X of 
155th Report of the Public Account\ Committee (5th Lok Sabha)] 

Action Taken 

During 1960-61, the productton of sug:ir h d reached a pcak level 
of 30.29 lakh tonnes. The carq-over s t o d ,  at the end of thc \car was 
as hrgh as 12.60 lakh tonnes. In ordcr to prevent over production of 
sugar, a 10 per cent cut waq impnwd during 1961-62 scason Simul- 
bneously somc of thc State Gc\c.rnmcnt~ cncournged rn\tdlar~,l!i of r v r e  
kholus to facilitate diversion of surplus cane from factone\ to Cur and 
Kllandsari ~rcduction. These f:~c!orm Icd to a chrinkarc in tht. ;tr:n of 
sugarcane in the subsequent seawn and also to :I large FC. lc divcrqion of 
cane to Gur manufacturc; all these rcsultcd in fall in production of wgar 
durlng 1963-62 and 1962-63 and the ultimate impo~ilion ot controls on 
price and distributron of 5urnr from 17-4-1963. It further necessitated 
the grant of excise duty rcbate for cnwrinr hlghcr production in 1963-64 



2. I t  may be stated that the pradice during that period had been to 
relate excise duty rebate to the production in excess of the average ok 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- 
ture had to be made from the usual methodology by relating it io 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 ~ o u l d  have conferred undue advantage cn 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 acre$ 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 comparntivel> larger area under sugarcane in 1960-61, and 
the cutthroat competition with Fur and khandsari industry due to abnormal 
incri.;$c in priccq of the\c ccmmodities during 1962-63 and 1963-63. the 
bsw year of 1961-62 waq considered more rational and practical than 
1960-61. If in spite of the rebates, as observed by the Committee, the 
s u p ,  production n 1963-64 nns only 35.73 lakh tonnes cornpmd to the 
pro-i~~:tkn of 27-10 lakh toilneG in 1961-62. the inference nlav as 
well bc th:it thiq rchate waq not sufficiently attractive for the industry and 
possibly, but for the inccnti\c thc production would have been still lower. 

3. The comments from thc office of C. & A.G. are as under:- 

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

The Mini4try hiivc not replied to the second point except to say 
that i t  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 urns expected to  be 5.5 m. 
acres. same as in 1962-63, and the prospects were @. 
Therefore, there was no dearth of cane supplv for production 
of the t'nrget of 30 Iiikh tonnes. Thus the area under cultiva- 
tion was not 3 relevant factor for considering the base year 



for rebate. It may be clearly stated why a target base could 
not be fixed or relate the rebate to 1960.61 production.'' 

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 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]. 

Tbe 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 circumstance$, 
the C o d t t e e  are inclined to take the view that the grant of an additiiml 
rebate from 1st July, 1970 to 30th September, 1970 on an all-India basis 
was not justified and that this has resulted in fortuitous benefits 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 (5th Lok Sahhn) 1. 

Additional rebate was announced from 1 st July 1970 to 3 0 t h  September, 
1970 in view cf the fact that hure quantities of sugarcane mere wairing to 
be crushed at the end of July, 1970 and the recovery of sugar was qndunlly 
coming down. It was expected that the additional rebate would he n 
further incentive to sugar factories to prolong the crushing. It wm. 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 war mndc 
applicable throughout the country and not to any particular nrca</Zonc/ 
region. 

mpartnent gf Revenue and Insurance letter No. 234/26/72'CX-7 
Dated 17-1 1-1 9751. 



Recommendation 
The Committee also find that the Tariff Commission, 1969, had not 

considered it necessary to give any incentives to compensate factories for 
$he 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 T a b  

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 
amounced on the 25th October, 1969. It has already been explained dur- 
inp evidence before the Coamittec and later in written replie, how it 
became necescary for :he Gcvernment to sanction increased rebat\: 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 
o r d x  tc avoid hardship to the growers, which would have been cawed 
otherwiw Vo cxclse duty rcbatc. was sanc!ioned during 1970-71 season and 
in taking the dccision, the recommendation of the Tariff Commis\ion, 1969, 
was taken due note of. Howcvcr. during the 1971-72 season, the report 
reaching the Government showed that not only the area under wgarcanc 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 tillerin?, and in 
Maharashtra and other regions in the south, the crop had been damaged 
due to drought conditions and lack of adequate irrigation. It was feared 
that the production during the season would be not more t h a ~  30 lakh 
tonnes. It was consequently considered imperative to sanction excise duty 
rebates to induce the factories to augment sugar production by goins all out 
to obtain increased quantities of sugarcane in competition with the manu- 
facturers of khandsari and gur. .4s i t  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 seasam 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 ta 



raise their production, if necessary, by prolonging the duration of the crush- 
ing season". The Commission further rwmmended that "While consi- 
dering various alternative incentive schemes, the Government may alsa 
considrr 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 covcr higher cost 
of manufacture not included in the Cost Schedules shown in the Tariff 
Commission's Report. 

3. In any case, the Govcrnn~ent have already accepted recommendn- 
tion No. 4.60 of the Public .4ccounts Committee that an independent authn- 
rity should be set up to go into thc usefulness of the scheme of cxciqe duty 
rebates for augmenting sugar production and steps are being taken to r:.t 
up the independent authority. 

4. The Audit have commented as under:- 

"From file F-2-1/70-SPY Vol. 1 ,  i t  would bc wen at P-78/C that 
one of the points of reference to the Tariff Commission was whcthcr imd 
to what extent incentives should he given to compensate factoric5 for the 
loss in recovery of sugar from sugarcane duc to carly start or  working late 
into the hot weather. The Cmmicsion had not favoured any inccnti~~l: 
as; for the purpose of cost schcdulec: the averape recovery and avcragc 
duration based on the actual< of the past five years had been taken into 
account. This average takec into account the cost for earlv start. peak 
season and also for the late working. This point was deferred for consi- 
deration. The effect of i t  is, while the cost of supar took into account thc 
carlv start and late crurhing. incentives continued to hc granted for thi\ 
purpose. 

The report was otherwise finally processed in Februnry. 1970. Thus 
for the seawn 1969-70, the sugar factories, it could he said benefited both 
by the incentives and the cost differential as adopted by the commissicv. 
The Ministry's reply requires reconsideration." 



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. 7-4175-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, wss calcu- 
l a i d  ro;ionally on the basis of a formula. In 1964-65, the rebate in duq 
admissible to factories which went into production only in 1960-61 07 

thereafter had been fixed at a lower level then that admissible to 0 t h .  
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 
factories 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 R e p - t  of the 
Public Account Committee (5th Lok Sabha)]. 

Adion Taken 

As explained in our replies to other paragraphs. the basic concept and 
purpose of the scheme 43f incentives by u ~ r y  of rebates in excise duty have 
remained substanti:~lly the same over thc period. but its con!ents and 
quenlum have necessarily varied from year to year depending upon the 
circumstances and the requirements of each year. New factories to which 
this paragraph specificnllp rclatcs 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. howcvcr, cases of an odd factoy or two performin: well even in the 
first or the second year of its comniissioning. and correspondingly, there are 
cases of n large number- of new factories failing to reach even the minimum 
basic production prcwribed to qualify for rebates. In  the circumstances, the 
quantun> or" relief to be ri\,en to such new factoric5 had ' o  b.: kcpt ~.hnn!hg. 

All the same, thc 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 aucpmenting sugar production and steps are being taken 
to set up this independent authority. 



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 

loverheads are high. The scheme aims at only higher produc- 
tion. Any new factory should aim at reaching highest lcvel 

r ~ f  prfduction as quickly as possible to break even. I f  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. 

JMinistry 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 
\in 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 Committee apprehend that allowing the rebate as soon 
as it becomes due may lead to manipulationc of the production figurel; by 
the factories. Such a possibility cannot be cnirrcly ru!cd out in vie* of 
the fact that, under the Self Removal Procedure Scheme, which is uppli- 
cable to sugar, it is the factory which would determine the point of tinic 
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 a x .  there- 
fore, not satisfied with this arrangement which might encourage nlalpracticcs 
and manipulations. The Committee stress that all loopholes which pro- 
vide opportunities for tax avoidance or evasion should be plugged forthwith. 

[SI. No. 38 (Paragraph 4.38) of Appendix X to 155th Report of the 
Public Accounts Committee (5th Lok Sahha) 1. 

Action Taken 

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

[Department ,of Rcvenue and Insurance letter No. 231/26/7S/CX-7 
dated 17-1 l-lW51. 



The Committee are also surprised to  learn that the carrectness 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. 

[ S t .  No. (Parapraph 4.39) of Appendix X to 155th Report of tbe 
Public Accounts Committee (5th Lok Sabha)]. 

Action Taken 

The procedure as referred to in thir, para is also being reviewed in 
consultaiion with Directorate of Inspection, Customs and Central Excise 
and hi, tepvrt is awaited. 

[Department of Revenue and Insurance letter So. 234/26/75-CX-7 
dated 24-1 1-19751. 

Furtlwr Action Taken 
In continuation of the Action Taken Sote sent undcr letter F. Xo. 

23412ti175-CX-7 dated 24-1 1-75, i t  is statcd that the last rebats scheme 
was no!ified under notification No. 146!74-CE and 151/74-CE which re- 
maincld 01':r;~tive up to 30-9-75. Therc i, no proposal for a rebate scheme 
for thc year 1975-76 and on thc basis of the recommendations af the PAC 
In , I >  rLport (15th Report) in !ndependent conim:!iec w i l l  be s ~ .  up to 
revien the issuc. The comniittce is likely to take time for submission of 
its report after its constitution. Since i t  is not  known what would be the 
recomnicndations of thc Committee in regard to the rebate scheme, it is 
felt th:!: i t  tnaq. not be \~orth\ t .~i lc  to di.\,i5e a procedure \\hen there is no 
notificaiiun in force at present. The procedure for the rebate scheme will 
be deviqed, as and u,hen notification grantins rehate on sugar is iss~led. 

[Dcpartnient of Rc\muc and Bankins lctter KO. 234/26/75-CX-7 
dated 27-7-76]. 

Recommendations 

In these circumstances, the Committee are convinced that there is no 
justifcarion for thc Sugar Rchatc Scheme. I t  only means robbing the Pub 
lic fun& to enrich the esploitors. I t  would also be evident from the fore- 
going plrugraphs that the rebate scheme has served no tan~iblc  purpose. A 
r;l\mhrr of clcficiencies and i rx~i~ la r i t i es  in the ad~liinistration o!' thc xheme 
have also come to light during the examination by the Committee. What- 



ever might have becn justikation when this scheme was first formulated 
iu i969, the Commitee consider that its continuance at the cost of the 
revenues of Government would not be justified. The Comtiiittee 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 conceived incentive schzraes 
has been justified. The Coinnlittee recommend that the critical cvaluntion 
of the scheme suggested should be entrusted to an independrnt authority. 

[Sl. No. 60 (Paragraph 4.60) of Appendix X to 155th Report of the 
Public Accounts Committee (5th Lok Sabha)]. 

Action Taken 
The recommendations of the P.A.C. 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 
Departn~ent of Focd hli~iistry ol Agricu:ture and Irrigatio~. Deta 1; of Ihe 
composition of thc inclcpendent authorit! are being worked out in  consul- 
taticr? with the hlinistry of .2~riculture and Irrigat on. Department of Foxi .  

[Department of Rcver~uc and Bankine - O.M. Yo. 7 1  4/26 '75---I 'i-7 
datccl 2 :-.'- 19761. 

Recommendation 
The Committee have also becn informed by the Finance Sccrctary that 

even for the current sugar scason, a similar rebatc scheme has been ;vuvid- 
ed with certain modifications. pursuant to the recommendations of the 
Agricultural Prices Commission and the obiections raised by Audit. Since 
the extcutive have appar~.nrly exceeded the authorit., vested in th:m hy 
,Parliament in the formulation adrninis!r:ition of thy Sug~i .  Rebate 
Scheme and a ~iumber of basic isques of vita! importance haw hc~r: eked 
in  the forcgoins paragraphs. thc Comrnittce dcqirc that the c c h c i x  intro- 
duced for this 5ugar season shorild he immed;att!y revicwcd c.l~,iipl.:.li.,n~iv~..ly 
in the light OF the ol)servationc of the Committee. 

[Si. No. 61 ( I ' a rqaph  4.61) to Appendix X to 155th Reoort rv' the 
Public Accounts Comrnittce (5th l..oh F:!\lhz,)]. 

Action Taken 

It is too late now for Govt. to  review the rebate \chemc for thc 1974- 
75 sugar year. At p w n t  rrn \11(.li scheme I $  bein? c~nsidered f o r  thc \ c ~ r  
1975-76. The Procedure. h o t % ~ \ c ; ,  for availtno of such "rcb.~te" i\ b c q  
gone into in detail. 

[Deba~trnent o f  Rcvenuc and Insurance letter Ya. 231/26"5 --LX-7 
Dated 17- 1 1 -  I V S ] .  



CHAPTER 111 
RECOMMENDAI IONS/ObSEKVATIONS WHICH THE COMMIT- 

1'CE UCl NOT DESlRE TO PURSUE IN THE LIGHT OF THE 
REPLIES RRZCEI\'ED 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 %as: 23.21 lakh tonnes in 1959-60 has risen to 
43.06 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 thc country in the early fifties, there were 135 fac- 
tories as on 1st March, 1973. In the opinion of the Committee, therefore, 
there has been no nexus between the rebate in duty and sugar production. 

It is also of interest to note that in some years, sugar production has 
far exceeded the installed capacity, as in 1960-61, 1965-66 and 1969-70. 
I n  the years subsequent to 1969-70, though there had been an increase 
in the installed capacity, sugar production had, however, registered 3 de- 
cline. Such a situation obviously throw a doubt on the production of 
42.62 lakh tonncs achieved in 1969-70. The Committee desire that the 
menas bj. which the excess production over the installed capacity had 
been achieved in these years should bc examined in detail with a view 
to ensuring that there has been no n~anipulation of production figuii.~ hg 
factories to claim higher rebates in excise duty. Such an examinntig\n. i; 
the the view of the Committee, assumes all the more importance in thr 
light of the observations of the Central Excise (Self Removal Proccdur:.) 
Review Committee that 'manipulation of accounts so as to claim highct 
rebates (as in the case of rebates related to excess production of s u y r )  
or larger refunds is also practised.' The Finance Secretary has also dmi t -  
tcrl during evidence tendered before the Committee that he would not 
claim that every thing was alright in the sugar industry. 

Considering the floc!uationc in sugar production, despite 311 th: re- 
bate schemcs, increase in the number of factories and increase in the the 
insralletl capacity, :he Conln~ittce feel that the installed capacity of s:lpar 
fnctorics has had virtually no relevance to the production. It will be per- 
tinent to recall that the Tariff Commission 1973. had observed inter afio 



'therc exists at present a wide gap between licensed capacity and installed 
capacity, between installed capacity and production as also between pro- 
duction and demand. including export commitments.' The representative 
of the Department of Food has also admitted during evidence lhat n o  
machinery whatsoever exists for checking the instlled capacity and the 
utilisation rate for the period of crushing. This may mean that, in the years 
of high rebates in duty, the n~tlchinery has been over-strained and in other 
yearc has workcd below capacity. 

[SI. 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 recovcry 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 %gar production in any pixticular year is 11 function not nnlg of the 
annual  insfallcd sugar production capacity in the industry during that year 
bu! alw of the quantity and qualit!. of the sugarcane crushed durins thc year. 
The quantity de:crrnines the length of duration of crushing and the quality 
determines the recovery. If the duration and recovcry in any year happen 
to bc lieticr than :hc average durinf the 10 ycan period mcnlionrd at).wc, 
the s u p r  production would excecd the installed capacity. In such a situ- 
ation thc rnachiner! is not ovcntr;iincd but its use for a longer crushiny 
p.:ricd yields higher production. Conversely, i f  either thc quailiitv of the 
quality. or both, of supnrcane suffers on account of wea!hr.r cnnditinnc 
or  damage by pest$ and diseases and thc diversion of cane in greater mcil- 
sure to the manufacture of gur and khandsnri influenced by higher prices 
paid by the latter, the sugar production would hc less than the installed 

cap;icit!.. The role played by the rebate in  cxcisc duty in improving sugar 
prcductinn ha5 already been adequately explained. In this context. the 
Depanmcnt of Food feel that it is not correct to say that there is no 
nexus betwecn the rebate in excise duty and the supnr production. 

2. The sugar production d u r i n ~  the 3 years 1960-61. 1965-66 and 
1969-70 referred to Fv the Commitke exceeded the instalkd capacity 
bxncsc the conditiont were favourable for it. S;milarlv, the prodttrtion 
sulv;equen: to 1969-70 repistered a decline because nnc or mnrs of fh? 
factnrs influencing p d u c t i o n ,  as explained in the preceding pampr;rph. 



was not conducive to higher production. The figures given in the sla!ement 
below would confirm this: 

Area Prndrlc - 'Total .4\rracr R r c o v r n  Tvtal 
undrr tion n f  ranr  duration of ' l l~par < u m r  

Sugarcane Sugart ane crushed 'dav., canr. prc durrrf 
(000 (noo ( o w  % (no0 
acrrrl tonnrq) t o n n r ~  tonnr*) 

1 ~ 7 3  7 4  . . . 6 ,726  I :+  j.837 42,264 136 9.34 3,946 
-- - . . --- - 

3. It is difticult 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 disposcd 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 49.62 lakh 
ronnes as rccordcd by the faclorirs, it would not have been possible to put 
that much of sugar into circulatiori or use for exports b:~ the release or- 
ders issued by the Directorate. The factories are required to keep de- 
tailed accounts oi despatches made out of the factory duly supported by 
Gate Passos etc. 

4. Thcrc is bound to be a gap always between the licensed capacity 
and the installed capacity in the sugar industry as it takes about 3 to 4 
ycan for a newly liccnsed sugar mill to come into commission stage, znd 
2 to 3 years tor cflecting exphnsioas in existing factories. alter issue of 
industrial Ilcences. 

5. The commcnts from the oflice of the Comptroller & Auditor Gene- 
ral arc as under:- 

"Paras 4 5 4 . 6 .  It is stated that it takes about 314 years for a 
factory to come to the commissioned. Granting this, the indus- 
try does not seem to haw achievcd its liccnsed capacity of 
43.76 lakhs tonnes in 1967-68 even by end of 1973-74 when 
the installed capacity was only 43.06 ldkh tonnes. The Mini- 
stry should therefore givc replies in more specific terms. 



Regarding the nexus between sugar rebate and sugar production 
the Ministry conclude that it is not correct to say that there 

'is no nexus between rcbi~te and production. If as contended 
by thc Ministry, thc variouq factors explained control the 
prtduction, and these factors have not b a n  influenced by re- 
bate, there is every rcason for thc Committee to conclude so. 
Thc Ministry should stntc how far the rebate has influenced. 

( i )  availability of cane. 
(ii)  improving the percentage of recovery 

(iii) setting up new units or expansions 

Regarding cxccss prcxfuction in thc !cars mcnticmcd. it is st:ttcd 
that the conditions wcrc favourhlc for it. I t  is not clear in 
what rcspcct conditions wcrt; favourablc. 'rhc Ministry should, 
howcvcr, pivc factu;ll inform;~tion as of in ~ h i c h  factorics 
prduct ion excecdcc! the inst:~llcd cap:lcit! ;ind how thc sanir. 
<an hc cxplained. I t  is true that avc.r;\gc duration w s  morc, 
hut this alone cannot be ii factor influcncinp thc production. 
The recovery is not of ilnY high order. Thc availabilitv of 
cane is not also varying much cither. .l'hc position may hc 
clarified. 

While it is a p e d  that sugar p r c d w d  can tw dispwxl of only on 
mleasc order, the Ministry could give inforn~ation whcthcr 
release orders werc issued for the entirc prcductim bcwkrd 
all the years and whether. in practicc d l  H c r c  honcnrred. how 
much was rcportcd damapcci ctc." 

6.The fact that on thc avcr.rpr. in%illat~on of ,I ncu \ug;tr factcwv 
takes about 3 /3  }cars i4  correct Houe\cr. in ccrtitln LW.CS. a few morc 
years may be taken. 'me 1iccnwc.d capacit! in the Ic.1r IOh7-6R was 44 76 
lakh tonncc of annual 4umr production Howcvcr. \wth thc instnllccf C:I- 

paciy and thc licensecl capacity of the industr~ werc r rnwwcd :IF 40.51 
lakh tonnes and the imtallcd c ; ~ p i ~ c i t ~  ,I\  33 0 3  1;Ah twinc'c Ihr ing lW?-  
73 tbe installed wpaci t j  achlevcd u;rs 41.32 Iilhh !t~nrrc\ 'I h ~ \  prove\ thc 
fa? that the newly lice& capci ty  is installed generally uithin 3/4 year\. 

7. The tcbatea are anowcd to enable the factoricc, t o  qt.irt cru\hh,c 
operatiom early. i.e, in the month of Octoher and ?u'ovcmher and continue 
cn l sh iq  :aft i.c. upto May. June and even Julv and produce more w n r .  
The lhmncial relid in tbc shape of rebate cmblcd the wpnr faclorics to 
draw marc cane by paying higher cane price which otherwise would have 
ban dkr tod  for the production of gur and Idrandsari. The total quan- 



tity of cane crushed by tbc factories, therefore, is expactcd 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 expansion 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 ikliich had produced more sugar than their installed 
capacities is placcd below at S/A. The production exceeded thc installed 
capacity, as more wFar cane was available to these factories to enable 
them to continue crushing for a longer duration. As had been stated ear- 
lier. whenever. the factorics continue to crush for a longer pcriod the ave- 
rage rccovery of sugar from cane comes down due to under maturity or 
over maturity of suparcane but due to longer duration the overall produc- 
tion of sugar increases. 

9. All rhc marhetablc sugar manufactured by factories during a particu- 
lar season and intimated by them is released as lcvy and free sale in the 
prc\cr~t?cJ ratios. Factories arc released their due Ievq and trce sale sSare 
each month for despatch during specified validit! periods. In the case of 
free sale rclcasc. orderc, if any lapse is intimated at !he expiry of validity 
pa id ,  thc lapsed quantity is accounted for in future monthly releases, 
whilc in the casc of lapse against levy orders. its validity period is extended 
from time to time in iavour of FCI/State Governn~ents to enable them to take 
delhery of thc entire allotted \tacks. As regards small stock of unmarke- 
table sugar produced bv the factories in a particular season or the marke- 
table m c k s  petting dnhanged subsequently, the same are reprocessed by 
the factorics in the next season and the marketable sugar obtained thew 
fr tm i\ then rcleased :t\ ltvy and free sale according to specified ratio. 
'Rtus, the levy w d  lrce sale release orders are honoured by the factories 
and cntire sugar yr\>duct~on is clearcd by them against the same. 

[Ministry of A_rriculrurr and Irrigation (Department of Food) 
O.M. No. 7-4175-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 Tonnex - -- -- - -. 

S.No. Namr of thc factory Installed Ac~ual 
capacity sugar 
( lgGg-70) prclduc- 

twn 
(1gGs-ioP - - -- 

HARYAKA 
I .  Yamunanagar. Dis!. Ambala . o .  34 0. fro 
2 .  Rohtak, Dist. Rohtak . . 0 .  13 0. 17' 

PUNJAB 
3. Morinda. Dist. Rupar . . . . 0. I ( ]  o' 12 
4. Phagwara. Dist. Kapurthala . . . . . . 0.09 0 . 1 1 5  

UTT.4R PRADESH 
5. Modinagar. Dist. Mccrut . 0' 1 2  o.  19' 
6. Daurala. Dist. Mecrut . r ~ .  24 ( 1 '  :36 
7. Hargaon. Dist. Sitapur . . . .  0. 30 1 1 .  4(; 
8. Burhwal. Dist. Bchrairh . . . . 0 .  og o .  I I C ~ ; ,  

BIHAR 
g. Motipur. Dist. Muzaffarpur . . . . 0. 12 0. 14 

lo. Pachrukhi. Dipt. Saran . ( 1 .  I I 11. 1 4  

WEST BETI; . iL 
I I . Plassry. Dic~. Sadia . (1. 10  o. '4 

ASS.4M 
12. Barulamangacrn. Dist. Sihagar . . . 0.11.5 0 ,  I O .  

RAJASTHAS 
14.  Bhupal Sagar. Dist. Udaipur . 0. r.6 l l . ( q  

KAHNATAK.4 
21. Mandya, Dist. hlantl? a . c t .  2 -, 1 "  4 4  
2 3 .  Sankesh~ar ,  Disr. Jic-Igac~rr~ . 1 1 .  2.5 (1'3.17 
---. . -  --.--- ---.-- 

K.B. .J'}IIT~ are wrw ~ P J I C  51jpr far!($titb wla i<11  I I ~ V C  f 1 r 1  ( ! 1 ; 1 1  ( I  11 I l l ,  t t z f l i f l  ~ \ ! f i r ~  I\:.# 
insralled capacity. 



Recommendation 

I t  is the considered view of the Committee that sugar productioa seems 
20 be controlled by factors other than a more rebate in excise duty. Consi- 
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- 
sion$. The Committee must, therefore, necessarily come to the concl~~sion 
that the system of rebates in excise duty that has been introduced on the 
bapis of a particular level of production in the previous year amounts only 
giving an effective sub5idy or a form of cash assistance to the sugar facto- 
ries. The Committee are of the view that this is a matter which properly 
shotrld have come for a prior vote before Parliament by way of apprcpria- 
tion. 

[SI. No. 14 (Paragraph 4.1 4)  of Appendix X to 155 Report of the 
Public Accounts Committee (5th Lok Sabha) J. 

Action Taken 

I t  is agreed that, besides the rebate in excise duty, there are other factors 
wch as, :ire3 under cane. ccadition of the cane crop based on \vczther 
conditions, relative ability of the manufacturers of sugar, _rur and khand- 
sari to compete for cane etc., which influence sugar production in each 
ycar. 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 39-30 Iakh tonncs, of sugar during 1974-75 season need not have 
tlchicvcd an all time high production of about 48.0 lakh tonnes, which was 
aided bv favourable weather conditions. and faced the consequent fa11 in 
prices which had occurrrd this year significantly. It will bear repetition 
to say that fluctuations i n  sugar production are essentially caused by charges 
in weather conditions from year to ycar and also within the same year, and 
the nvriilability of cnnc for thc sugar industry in required quantities in the 
face of competition from gur and khnndsari manufacturers who enjoy fiscal 
ndvant;~ges in the matter of taxation over sugar producers. Rehnte in 
cxc.ise dutv is no doubt :t form of cash t~ssistance to the sugar factories to 
compensate them for the extra cost involved in prolonging the duration of 
crushing. both in the early and later wriods of the year when the recovery 
,of sugar from cane is lower than in the normal seasons but is dlowtd to 



them by issue a statutory notification in excise of the powers conferred o n  
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 becn 
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 9ranting excise duty re- 
bate does not alter the bnsic structure of the scheme, which in 
a nutshell is to help the industry to adjust its cost structure. 
The scheme'is in similady to the concession granted to two 
Aluminium producing units to meet the cost differential conse- 
quent on price of fixation. In other notes, thc Department of 
Food has held that the rebate was intended to off set the hipher 
cost of production and to this extent the rebate is a form of 
subsidy. Once this is conceded thc mccting out the suhsidy has 
to be by other means and not through excise exemption noti- 
fica tioos." 

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

m e  procedrrre tor pant of concessions to sugar factories undcr 
Ruk 8(1) of the Centra, Excise Rules, 1944, wns clcarcd f r \ r  

impkmtvtnticm after ohtaininy the crmcurrcnce of thc CPLIF 
troller and Auditor General of Indin and the Minirtrv ol  I..:IIv." 

2. Since the rebates were not conceiwi as a subsidv, the question of 
seeking appropriation by means of a prior vote of Parliament does not 
ariw. 

[Miniatrg of Agriculture and Imgation (Department of Food) O.M. 
No. 7-4/75-SPY dated 28-2-1 9761. 



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 Committee (5th Lok Sahha)] 

Action Taken 

NOTED. 

[Ministry of Agriculture and Irrigation (Department of Food) 
O.M. No. 7-4175-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. Ths 
Committee have been informed that the object of this special duty was to 
mop up the profits which h e  sugar factories were likely to earn as a 
result of the increase in the price of sugar. Immediately after the Ordinme, 
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 
cxcc5s of thc nvcragc production during the period from 1st November 
1957 to 31st Octobcr, 1959. was enti!led to a rebate in cxcise duty amwnt- 
ing :o Ks. 11.07 pcr cjuintal. The Committee find i t  difficult to follow the 
logic of grantins a rehati: in excise duty immediately after the imposition 
oi the spccial dut!, which tantamounts to nullifvine the effcct of the special 
duty. The Committee would like to be informed of the reasons for giving 
this stranre rebate in 1959-60, especially when it was known that the 
sugar factories were likely to earn additional profits as a result of the 
increase in ~ h c  price o f  sugar'. The rcplv furnished to the Committee in this 
regard b.; the Ministry of Finance is not relevant, ss i t  relates to the Sugar 
Export Pron~otion Ordinnncc. 1q58, and not to the Sugar (Special Excise 
Duty) Ordinance, 1959. 

j 91. KO. 16 f P:~:a?raph No. 4.1 6 )  o f  Appendix X 10 155th Rrjrcrt of 
the Puhlic Accounts Cornrnit!ec. 15th I-ok Srtbha)] 

Action Taken 

,\t [il,: cnLl of thc \u1.nr vcnr 1958-59 (which msd ti) bc rcckclned then 
from No\,cmbcr to 0ctohc.r). fhc uo-released stock< with the factories were 
ahout 1.5 lakhs tonncs which. were not sufficient to n~t'et even one month's 



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 
earn foreign exchange; 

(ii) the increase in domestic consumption, and 

(iii) the decline in production during the previous cwo years (1957-58 
and 1958-59) from 20.74 lnkh tonnes in 1956-57 to 20.09 lakh 
tonnes and 19.51 Iakh tonnc? in 1957-85 and 1958-59 respcc- 
tively. 

2. Accordingly, the Govcrl!n~rnt reviewcd the sugar position in Oclober 
1959 and felt the need to niaximise sugar production to mcct the situation. 
In order to maximise production, i t  was decided to givc incentive both to 
the cane growers and the sugar factories. With effect irom 25th Octobcr, 
1959, minimum sugarcane price was raised from Rs. 1.44 to Ks. 1.62 per 
n~rctind. The Ciovernnient also decided to grant sugar fiictorics a rchate 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 prcvious season.; 
1957-58 and 1958-59. 

As a consequence of the increase in the suprcanc pricc, the Ciovcrn- 
ment raised the ex-factor!: contrcl price of sugar protluced !I? v ~ u ~ ~ r n  pan 
factories in the controlled areas I.;:. U.P. and Nonh Bihar from R5. 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 o w  prices of sugar 
in other areas. The revised prices came into cffect frum 25-10-59 and wcre 
applicable to all stocks held by sugar factories in  these iircus on that date 
to all sugar which was produced by them on or alter that datc. As the new 
prices should have applied to sugar manufacturcd from cline bought ;it the 
enhanced prices and not  to stocks of sugar alrcady in hand on 25-10-59 with 
the factories, it was considered that the factorics would earn an cxtra 
profit on the stocks hcld by them, unless the extra profit was t d x n  away 
by levy of special excisc duty. Accordingly the Governnlcnt imposed a 
special excise duty of Rs. 2.52 per cwt on all opening stocks of sugar hcld 
by factories on the 25th October, 1959 by issuc of Sugar (Special Excise 
Duty) Ordinance, 1959. 

4. The excise duty rebate and the incrcase in cane price were the 
incentives provided on all India basis for maximisation of suc;lr 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 



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 ot' Food) 
O.M. No. 7-4/75-SPY dated 28-2-1976] 

Recommendations 

The bases adopted periodically by Governnlent for giving the rebate 
has also not been uniform. In some years, the sugar produced in excess 
ai the production in coriespo~iding periods of the preceding years 
qualified for the rebate. In  1969-70, sugar produced during 1st 
October. 1969 to 30th September, 1970 in excess of 105 per cent of the 
production during 1st October, 1968 to 30th September, I969 was allowed 
a rebate in duty. For the year 1973-74, for some pxiods 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 rebale 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 years. Government have apparent- 
ly ullowcd a rebate even for the same quantity or lesser quantity of pro- 
duction. The Committee are unable to appreciate the losic of such a 
scheme. Thc argument of the representative of the Department of Food 
during evidence that the rebate scheme for the year 1971-52 was recom- 
mended for anyiiiing in excess of what was estimated t o  be the normal 
production is, to say the least. unconvin,-ins. If the intenhn of the Gov- 
ernment was indeed to maximise sugar production. the Cornmirtre see no 
v:jlid j~~stil'cation for not relating the rebate to thc production of 37.40 
lakh tonnes achicvcd in 1970-71 instead of restricting it to only 80  per 
cent of this production. In respect of 1967-68. no justification has been 
furnished by Government. Strancgelv enough. the file relating to the scheme 
for this year has been stated to be not readily available. 

[SI. Xos. 19 and 20 ( P a r a p p h s  Xo. 4.19 and 3.20 of ,4ppendix X 
to the 155th Report of the Public Accounts Committee (5th Lok Sabhn)] 

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 h a t  is expected to be produced in the normal 
murse on the basis of estimates available before the commencement of 
the season. The estimates are generally based on the assessment of 



cane acreagelcrop, extent of *anticipated competition irom gut/khaadssri 
manufacturers for the cane, reflected by the trends of gur/kl~andsari prices 
etc. 

2. la the very nature of thc case, the basis adopted by Government 
for giving the rebate on a year to year basis has neccssnrily to vary 
depending on the circumstances prevailing in each season. For instance, 
on the basis of a further decline of about 15.4 pcr cent in cane area over 
that of 1966-67 and the continued high priccs of gur/khandsari, it was 
expected that the production of sugar during 1967-68 may be 16-17 lakh 
tonnes as against about 21.5 lakh tonnes produced in 3966-67. Thus the 
estimated production during 1967-68 being 80 per cent of thc 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 197 1-72, as 
the expected production for that year was only 80 per cent of that of 
1970-71. By and large. the same princip!e and methodolop> was adopted 
in all years for determining with reference to what perccntagc of ploduc- 
tion of the base period, the exces5 production should I w  corripu~cd for 
entitlement for rebate. 

For 1974-75, however. the production in excr.ss of ;llc rnming average 
of the preceding five years has been rndc cliciblc for rcbatcs in pursuilnce 
of the recommendations of the Agricultural priccs con~mizsion. E-urtllcr. 
the extent of rebate on excess production on levy and free-salc sugar has 
now bcen separately notified. 

The comments of the o f k c  of Comptroller and 4udi1or General are 
as under :- 

" P m  4.19:-The para does not seem to call f o r  n rep]! from Ciovcrn- 
ment. 

Para 4.20 :-The Ministry's argument that 80 per cent of prtduction 
for grant of rebate was based on estimation. wems to bc cor.rri! in so far 
as the area of cultivation was concernccl. Hur o t ~ c  ha,.i!~;. l;~i...c.d u i t h  a 
situation of fall i n  area of cultivation in 1967-6s. i! is no: ~ l c a t  why 
Government a l lwed  the situation to rcpeat itself again i f1 197 I-":. H)' . . 
and large sugar fac+ories seem to he 1iccnsi.d onl!. Ijn t!ic h:~+li oi !o.-;:tii.m 
and ;i\:;iilability of c m c  !or th:. f;~cto:j. M n n \  fac:)orrc.~ d o  c\i.r i r ;  i.0- 

operatit., sector with an assured supply nf cane. In tho circtlrns!;~ni~~~s, 
the argument that the estimated productinn w;ic onlv ;~ l~n: t l  RO pc'r ccnt 
of the pr*:ccdinp yeat docs not appear to bc sound. Further ti is no! clear 
why corr:ctivc meawrcs wcrc not taken to \ L c k  m y  1:111 in itrrciigc of 
cane cultivation. T h i s  may be amplified. 



I t  is also not understood how the Ministry of Food, had been keeping. 
watch on area of cultivation and tbe basis on which they have placed he 
forecasts for any particular year. These aspects may pl&se 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) Whcn'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 cane area. 

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

Gi) How this Dcpartmcnt had bccn keeping watch on area of 
cultivation on basis of which forecasts are placed in a particular 
year. 

5 .  No douht the factories arc licensed and located having regard 
inter alia to ths potcntialitics of sugarcane production in the area vis-a-vis 
the need of canc supplies to that factory. yet production and availability 
of cant fluctuate each year dependinp 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 mnnrrfacturec of sugar, gur and khand5ari to compete for cane 
etc. Therc is no control on the area which a farmer may bring under 
varlous cmpc. The arcn under sugarcane is generallv regulated by the 
cultivators keeping in wcw it$ importance from year tb year as cash crop 
and the relatlve profitabilit) of the cultiiation/compared nith that of 
competing crop like paddy, uhcat and cotton Ago-climatic factors at the 
timc of plantin? a< well ac thc expectation of the price which the sugar- 
cane. when mature. will fetch also determine the area under sugarcane. 
Besides, sugarcane i~ niscd ac a crop to ensure security of income to the 
a_miculturistc in thc cvcnt of failure of orher crops due to frequent hazards 
of nature :~nd This rnfluencec the arca under it &er the past decads-and- 
a-half. th? area rlnder suprcone has h~ and I :qc rcgiqtered n substantial 
increased uith :~nnual fluctuations Periodically. i t  ris-2 to a level where 
the protluction 1s in c ~ c c q s  cf the dcm7nd T h i c  dcpressec priccs, and at 
the ncvt plantinr thc ;ma  tcnds to shr nk The fall in area results in 
loner piniluctinn IenrIinc to in&-untc wpplies al  suQarcane to surar a$ 
u.cll n ,  to Fur  nnd khandcari manufacturers nnd consequent riw in the 
pricet of sunarc.:lne. This wain cncnnrnecs the cultivnbon to increase the 
area under wcnrcnnc in prcfcrcncc to other crop$ and the nert phase of 
inctcascd amage under canc ensure. It is thus norrndilly n four to five 
ycan' cycle, two of reduced area followed hy two of la-r ares. which 



:has been the characteristic feature of sugarcane 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 Governn~cnt have 
been taking necessary steps for development of s u p c a n e  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 or' capacity lor 
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 requirenlent of sugar the targets of pro- 
duction were fixed for the various Five Year Plans as under :-- 

First Plan (195 1-55) 
Second Plan (1956-61 ) 
Third Plan (1961-66) 
Fourth Plan ( 1969-74) 
Fifth Plan (1974-79) 

(lakh tonnes) 
20.3 
25.4 
35.6 

47.0 
60.0 

The Fifth Five Year Plan envisages a targetred installed annual sugar 
production capacity of 60 lakh tonnes by tonnes for achieving th:. actual 
production of 57 lalih tonncs by 1978-79. To achicvc this targct tile 
Government have already liccnsed capacit! beyond 70  lakh tonnes by 
establishment of new supar factories primarily in thc C'ooperati\~c/Puhlic 
Sector and effecting expansion in the existing units. A statcmcnt showing 
installed capacity, number of working facrories, production of sugar and 
exports is placed below (Annexure). It will he c)bserved thcrc!rom that 
since 1950-51 the number of working fnctoric, haw incrcascd from 138 
to  246 and production of sugar from 11.34 lakh tonncs to 47.97 lakh 
tonnes progresssively excepting some variation in certnin year5 due to 
various factors. In fact as a parf of well conceived and propc.rly integrated 
long range policy to bring out a balance between thc' demand :tnd supply 
of adequate sugarcane to all the sweetening agents as well its to provide 
against fluctuation, the Govcrnmcnt while considering wpar and sugarcane 
price policy for 1972-73, inter-ulia decided. 

(:t) to aim at improving the suyarcane production holh quantitively 
and qualitatively, 

Ib) to press into service science and technology lo incriwe the 
productively and content in SUparCitTle. 

(c) to build a sufficient buffer stock of sugar to provide against 
fluctuations in the production. 



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 art: 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 establishment 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 blrffer stock can be built gradually as and 
when production increases substantially. If the present rising trends in 
production continue. i t  may be possible to build up sufficient buffer stocks 
in the near future to provide against fluctuation in production. 

9. AF regards forecasts of cane arca etc. it may be stared 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 season. 
Besides that the Directorate of Supar and Vanaspati also call for the 
information in rcspect of estimates of cane availability in factory areas and 
likely production, recovery, duration of season etc. All thcss factors are 
kept into account while making estimates each year. 

[Ministry zf Agricclturc and Irrigation (Department of Food)' 
0. M. No. 7-1/75-SPY, dated 28-2-19763. 
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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 fbrnished by the Ministry in this regard does not ~nclude 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 
h d  that the rebate allowed in these two years is out of all proporticn 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 197 1-71, was only 
22.48 lakh tcmnes and 3 1.13 lakh tonncs rcspcct~vely. C'ndcr the circum- 
stances, the Committee must necessarily come to the concli~.ion that th: 
decision to allow a rebate for production in excess of :mlq 80 per cent of 
tbe production in the corresponding previous years \cas ill-conceived and 
unjustified. Thc quantum of rebate allowed also has no relation whatsoever 
to the actual production in these two years. 

[Sl. No. 21 (Paragrap% 4.21) of Appendix X to 155th Report of Public 
Accounts Committee (5th L-nk Sabha)] 

A c h  Taken 

The decision to aIlo\~ thc rebate for rroduction during the year 1967-68 
in excess of only 80 per cent of the production in the pretious !ex was 
based on thi' 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 espccted. I t  was anticipated that the total area 
under sugar canc crop in thc country during !Yh7-6Y mnv show 
a decline of abou! 17 per cent as compared to  1966-67 and 
consqucntly there may bc a correspondins full in the sugar 
production durin_e 1967-68. Accordingly i' was decided to allow 
rebates on production in excess of 80 per cent of the prodution 
of sugar in the previous yenr. 

(b) Thcrc was dso a rhallenge to sugar production not only from 
Gur and Khandsari but also from other alternative crops. The 
development of improved varicties of paddy, wheat, jowru and 
maize had completely neutralised the edge which sugar cane 
price had over these crops. Sugar cane crop tied up the land 
for much longer period; and the farmers with muitipie cropping 
could secure better returns from food grams end wgctable cmps 
than from sugar canc. 



(c) The Sugar Enquiry Commission had also recotnnlended 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 rcvenut. 
According to the data received from the State Governnmt there 
was considerable diversion of cane to gur which it was antici- 
pated, might result in lower sugar production. The short falI 
in the Central Excise earnings; in addition, the position in regard 
to the availability of molasses needed for slcohol based indus- 
tries and for potable purposes was anticipated to beconie even 
more difficult. 

Fall in production of alcohol would have necessitated larger imports of 
alcohol. There was also the consideration that a drop in the excise earnings 
on potable alcohol would have had a serious impact on thc revenue posit.ion 
of the State. 

2. Tbe considerations which weighed with thc Governnlrnt granting 
rebates for the year 1971-72 in respect of production in excess of 80 per 
cent of the quantity produced in the previous year were ;IS follows :-- 

(a) A short decline in the availability of cane was anticipated for the 
sugar season 197 1-72, sugar production touched a rccord figure 
of 42.62 lakh tonnes during the ycar 1969-70. With this ahun- 
dance of sugar, the prices of frec niarkct sugar camc down 
substantially with the result that thc hugar factories uerc not in 
a position to pay very lucrativc prices for cane. 'I'his led to a 
short fall of over 5 lakh tonncs of sugar prcwiuctron in the 
1970-71 season. There was a disline in cane cultivation in some 
of the inportant producing areas in thc year 1970-71. IJnpre- 
cedcnted floods in U.P. and Bihar and drnullht condirions in 
certain areas of Maharashtra and Andhra Prddeah had further 
affected crop prospects. 

(b) Because of the likely scarcity of cane, _cur prices had risen 
substantially. It was feared that unles., some suitable steps 
taken there might bc large diversion of cane io gur producers in 
the ensuing crushing season. The apprchcnsion was that the pro- 
duction of sugar in 1971-72 crushing season might not excccd 
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 



3950 lakh toones. On t@e baeis of the current trend, U I ~  Depart- 
ment of Food placed the internal demand for 1971-72 at 42 lakh 
tomes. They also required a bare minimum of 1 lakh tonne for 
export to honour the existing agreements. Although the 1970-71 
8caeon closed with a carry over stock of only 15 lakh tomes, 
the Department of Food estimated that rhe ensuing sugar year 
may close with a stock of only 2 lakh tomes 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. 234126175jCX-7 
Dated 17-1 1-19751 

The Committee, 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- 
Eary 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 additioz to the rebate originally allowed 
an additional rebate of Rs. 8 per quintal had also been allowed for the 
period f r m  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 essentiany based on a recommendation received from 
the Gwernment of Uttar Pradesh for inducing the su-oar factories to crash 
l q e  quantities of cane standing m the fields at the cad of the normal 
crushing season. The Committee ohserve from the note rrcorded in this 
caanecticm by the then Member (Central Excise) Central Board of Exciser 
and Customs, that the additional rebate d d  have benefitad 36 factories 
in Uttar Pradesh and onIy 3 other factories elsewhere in the country. 
2253 L.S.-5 



Though &n attempt bas been made by Government ta 'give Ohc additional 
d a t e  an all India character, the C m d t t a e  ftel that r discrimina- 
tor~r treatment has been given only for a few factories. The Committee 
would like to know the details of the factories which have bemkfited by this 
additionai rebate and the quantum of rebate allowed to each of them. 

[SI. Nos. 22 and 23 (Paragraphs 4.22 and 4.23) of Appendix X to 
155th Report of Public Accounts Committee (5th Lok Sabha)]. 

Paragraph 4.22.-(i) The circumstances leading to the grant of large 
quanta of rebate in the years 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 showed 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 sugarcane 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 i.e. 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. I! was 
apprehended that the industries dependent upon thc 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 Maharashtm and Andhra 
Pradesh. On account of the crop condition, it was apprc- 
hended that the production of sugar would be much l e v  than 
the requirements of the country. Gur prices wcrc high in 
1971-72 season and the diversion of cane from sugar factories 
to p r  manufacturers was also feared. The production of 
sugar in 1970-71 was less by about 5 lakh tonncs :IS compared 
to 1969-70 and it was expected to bc lcss in 1971-72 as com- 
pared to 1970-71 on acoount of the above said reasons. 

(ii) While lookinp into the amounts of rebate paid during thlr 2 ?cars 
i.e. 1967-68 and 1fi1-72 to the factories, it has been noticed that the rc- 
W e  actndly obtained by the factories during 67-68 Rs. 6,50,83,017.55 
and dur4ng 1971-72 Rs. 8,45,70.001.32 as ageinst Rs. 6,49,53.I 54.01 dur- 
ing 1967-68 and Rs. 8,31,63,480.34 dming 1971-72 reported earlier vidr 
MhlMry's Met F. )So. 234/26)7S-CX-7 dated 26-9-75. 



B t &  sbowing the rehate w t e d  to iudividtial sugat f ~ l i e s  daring 
%.kc years 1967-68 and 1971-72 are indicated in proforma 1-A and 1-B 
dor 1967-68 (not enclosed) and in proforma 11-A and LI-B (not enclosed) 
for 1971-72. Profoxma I-A and 11-A show the details of those sugar 
factories the production of which exceeded their production during the 
preceding years i.e. 1966-67 and 1970-71, while p r o f o m  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 year 1967-68 rebate was admissible under 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 i.e. 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 factories in U.P. and Bihar is as under:- 

( a )  Ulrm Prdt?sh.-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 thou& these factories had not exceeded the 
production of 1966-67. 

(b)  Bihar.-During 1967-68 only 6 sugar factories obtained rebate 
amountincg to Rs. 5,43,141.57. Out of these 6 factories, 5 
factories were those which did not exceed their production in 
the precedinr ycnr and they got rebate amounting to 
Rs. 4,20,314.77. 

Tn the suFar season 1971-72 rebates at two different rates were admin- 
sible during two periods i.e. rebate was admissible at the rate of Rs. 17 
pr quintal durin? 1-1  0-71 to 30-1 1-71 and at the mte of Rs. 16 ner quintal 
during 1-2-71 to 389 -72  provided that the production exceeded 80 per 
cent of the base period ( 1970-71 ) .  The production and the quantity eli-gi- 
hle for rebate was the excess production over the pmduction during the 
corresponding b 3 ~ e  period. In this connection Notification h'o. 185'71- 
CE dated 13-10-71 may please be seen. During the venr 1971-72 in all 
122 sugar factories obtained rebates ,mounting to Rs. 8.6.7O.OOt .32. 
Out of these 72 sugar factories had not exceeded their orduction in the 
base period and were panted rebate amounting to Rs. 2,76,09,855.22 
while 50 supr  factories exceeded their production in the base period and 
have granted rebate amounting to Rs. 5,69,60,146.10. 



'Ilrs position in respect of the factories in Uttar Pradesh and Bihsr ie as 
.eda:- 

(a) UUm PradeJlr.-During 1971-72 in U. P. 29 sugar factoriec 
were granted rebate amounting to Rs. 83,13,465.24. Out cpf 
these 29 factories 26 factories had not exceeded their produc- 
tioa in 1970-71 and obtained rebate amounting to Rs. 
76,40,629.64, 

(b) Bib.-No rebate is reported to have been granted during the 
sugar season 197 1-72. 

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

Action Taken 
P a w a p h  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. 149K.E.-70 dated 20-7-70 to those sugar factories which had pro- 
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 thi5 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 mounted 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 each 
ftom Jaipur and Poona Colieclorates 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- 
nexun) . 

In this comection information is still awaited from Collectors of Central 
Excise Allahabad, Madras, Patna. and partly from Collector of Central 
Excise, Chandigarh. Information from these Collectoratee will be furnish- 
ad as soon as possible immediately on receipt from these Collectors. 

[Departm~t Irt Revenue and Insurance letter No. 234/26/75-CX-7 
dated 24-11-19753. 



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

Collectorate : Ranput 

S. Name d the r ar factory and its Total production ~ * f  sugnr as prr R.G-I. Production of sugar as per Excess Pre  Amount of 
No. location entitlcd"flor additional rebate -.- RG- I duction rebate on Remarka 

unda  Notifiation No. rqgJCI?/70- During the log0,; o f  During the (rate quantity as 
dated 20-7-70 period the Qnty.  period During During limit of in Col. ( 5 )  

1-10-68 to of sr15ar as 1-to-6g to the period the period rebate Col. at %. 8. w 
30-9-1969 shown in 30-C)-19i(I 1-7-69 to 1-7-70 to (b)(-) per quintal 

f2°1. s ( ~ )  309-1 959 3-9-1970 h01. 4(a) 

2 M I W a n  Co-op. Sugar Factory, 
L a w  . . . . . 89170 93628.50 158487 . . 1059 r 059. ooo 8472. 00 

+ Mia. S k h u l i  L.1  Sugar Mills, 
Mamurpur . . . 221200 2322Co.m 348776 . . 8063 8063.00 645oq.00 

6 Mlr R.R.N.S. Sugu Mi& Ihaksar . 200086 2 10090.30 354049 . . 16734 16734' 00 r 33872.00 
t 7 Mia Janki Bugu Mills, Doiwala . 99658 104640.y)o 148285 . . I 0080 I 0080- 00 806q0.00 



a M!s Upprr India Sugar Milk, 
Khotetrli ., . . . 

h b  Sugar Mills, M:h!2r . . 
I o. M/s M d i  Sugar hfills, Mtdi N w r  

I I .  M/s Daruala Suqar ~ o r h ,  D a r ~ r a h  ' 

1 3 .  M/s U.P. Suqar C~rpn.  Ltd., Sakotj 
Tanda . 

1 3 .  M's U.P. C'qm. I:J., M~>hiuddinp:~r 

15. Mawana Sugar hfillv \Vorkr, 
Mawrha . 

18. WaBagbprt Co-opcrativc Sugar 
Mills, Baghpjrt . 

381 75') 400837' 50 

I r o jog 1 I 6034. 45 

226065 237368.25 



I'KOFORhlA No. r (Para 4.23 PAC I j g h  Report) 

6. N m  of the 7 faclnry & iu loca- Tot.! production of sugar u per R.G.I. 
No. tion rntitlal or additional rrhatr -- - 

under Nodn. So. r4g-CE/70 datrd During the 105% of During thr 
20-7-1 970 pcriod the Qty. of pcnod 

I-10-68 to sugar acawn I-lo-@ to 
30-969 in &I. 3(a) 3 ~ 7 0  

Production of sugar 
as pcr R.G.I. 

During the During the 
period frvm period from 
1-7-69 to 1-7-70 to 
30-9-69 309-70 

Excev 
production 
(Rate 

limit o f  
rebate Col. 
4 ( 4  (-1 
Co'. 44 - 

J 
quintal 

Amount of Rernarb 
of rebate 
O? Qty. 
as In Col. 5 
Rs. 81- per 
quintal 

I .  The Ganganagar Suqar Milb 7651 I % I 3 7  93535 - - 13198 1,05.584 In Col. 5 
Lid., Ganganagar. ~&1.3(c)-col.g(b)] thefiguru 



S. N.mc d the 8- factory & its Total production ofsugar at per R.G.I. Prutluction of sugar as Exces Amount of 
No. &&al atitled f& &dl. ~ b t e  -- - - ---- -- ---- -- per R.G.I. production rebate on Remarks 

unda NO& Na I ~ C E / ~  dated Durin the 105% of During - (rate Limit quantity 
!=-1-r97" & the qty. of the period During During ofrebate au in a,. 5 

1-10-69 to the period the period Col. 4(b) at Rs. 
z u U ,  30-9-70 1-7-69 m i-770 to (-) Cd. 8.00 per 
Cd. s(a) 30-9-69 3"9-70 4 ( 4  qtl. 



lm note on this para had been sent vide Ministry's letter ntltllbar 
No. 234/26/75-CX-7 dated 24-11-73 on the basis of the idormation avail- 
able. On the basis of reports now received f r h  such of the Collectors 
as had not replied when the above mentioned note was sent, the positios 
is as under:- 

During the sugar season 1969-70 an additional rebate @ Rs. 8 per 
quintal was admissible under Notification No. 149170-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 i.e. 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. 14.06J08.88 and 18 factories in 
Allahabad Collectorate got rebate of Rs. l3,98,S 17.44. One factory each 
in Jaipur, Poona, Pama 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 Collectoratewise details are given in the enclosed (Annexwe). 

[Department of Revenue and Banking letter No. 234126175€E-7 
dated 21-9-1967]. 



Name of the Collectorate No. of Amount Rrmarb 
F a c t o k  of rebate 
obtained 
rebate 
undcr Noti. 
No. rgq/CE/ 
70 d8& 
297-70 



splitting up of the sugar season into incentive peaids 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 fo 
find that no uniform policy has been followed in this regard also. I M b  
rent slabs of rebate had been prescribed for Merent 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 
crusfiin,: only by December/Jauuary and maintains its sugar content for 
some tlmc, 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 recwery of sugar from sugarcane is 
low. The Department of Food have also admitted that, under the Noah 
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 thc 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 extend 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. 

1%. No. 25 (Paragraph No. 4.25) of Appendix X to 155th Report 
of the Public Accounts Committee (5th Lok Sabha)] 

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 cany-over stocks 
from the previous season happen to be insufficient for meeting the require- 
ment.. for sale and distribution in the months of October and November, 
unless adcquste quantities of sugar from the new production becomes avai- 
lable. It is in this contcxt that the necessity arises for giving higher innn- 
tivcs for securing 3 lnrgcr production in October and November than 
would notm;~lly bc the case. For tbe remaining months, it is a matter of 
cn3bliny thc Industry to draw adequate supplies of cane by paving 
higher prices in the face of competition fn#n p r  and khandsari manutao 
turers whose liahilitv to pay excise duty is either nil or low, and who are 
c o ~ q d y  in a pasjtion to keep raising the cane prices, particularly iq 
years of short production of sogar-. 



In 1969-70 season, as large quantities of sugarcane remained on the 
&id even after June, 1970, the Government had to @ve additional incen- 
tives by way of excise duty rebates to encourage the factories to keep crush- 
ing during July to September also maidy in order to avoid hardships to the 
mmgmwers. 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 ia 
the South for which the incentives given were on par with thc incentives 
rates for December to April. During the current 1974-75 season, there are 
only two incentive periods. However, during the early 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 year being not less than the 
average production during the base period ~ ~ i z .  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 exceptional occa$ions, 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 have recommended as under :- 

"The Ministry should further substantiate their reply with rcfe- 
rence to the standing cane crop beyond June every year 
and how the splitting up periads hag been done. It would be 
desirable to clarify whether cane prices were supported £rom 
falling in these summer months and whether the price paid 
for cane was itself not low to compensate for the factories 
against dryage etc." 

5 .  Thc statistical backing required by the Audit is not available. The 
nply  given explains the position as it obtained. Then is nothing further to 
~dd. 

FIinistry of Agriculture and Irrigation (Department of Food) OM. 
No. 7-4175SPY dated 2-6-1 9761. 

'Ibe Committa feel that allowing a higher rate of rebate during 
the kaa srasoa is likely to bead to a t e a b c y  of crushing cane even whcn 



it is not fully grown and mature to claim him rebatcs. Consequently, 
ebe supply of good cane for the normal crushing season might 
be depleted resulting in an overall shortrge 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 
rrrder 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 
ih granf of rebates in duty during what is normally accepted as the lean 
period for cane crushing has actually contributed to an increase in sugar 
pwluction. That this important aspect of the economics of sugar produc- 
 on should have been lost sight of by Government in formulating the re- 
bare schemes causes distress to the Committee. The Committee desire that 
this should be examined in detatl immediately by both the Ministry of Fi- 
aance and the Department of Food and a further report furnished to the 
Committee. 

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

Action Taken 

As alrcad! 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 ic 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 7 months. particularl! when the carryover from the 
previous season 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 &- 
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 wen from the statement at Annexure-I that in all the 
rebate years. the production during incentive periods had been by and 
1- in exctss of that of the base years excqt for a significant shortfall 
during 1971-72. Sugar production even in the month of October in an 
incentive year and the number d factories whicb went into production 
duriag that month were generally higher than the succeeding season when 



no  rebate was allowed. Two more statements showing sugw prctductioa 
Ad the number of factories which went into production in October from 
1359-60 season are attachrd as Annexures I1 & 111 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-Novcmber of 1973-74 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 
dsc, adequate. It wss the season in which there was good production of 
sugarcane but it w3s damaged by pyrilla, lack of winter rains, and frost 
and possibly if the excise rebates had not k e n  there at all, the total pro- 
ductioc during 1973-74 season might not have reached even the level it 
did. That this pc\io:lty cannot be ruled o u t  would be clear !.om th: state- 
mcnt at .%nnexure 1V which shows that the production during the lem 
periods in the years nhen the escise rebate scheme was not in operation 
wr. lower !hnn t i n t  in thc corresponding pcrimicts of the immediately pre- 
vious years durinf which that scheme was in force, except marginally 
during October-Kovember of 1970-71 when, in view of the e,lsy stock and 
supply position, the Government had even removed all controls on price$ 
and distribution w.c.1. the 25th May, 1971. 

3. In any case on the basis of the observations made by 1hc Agricul- 
tural Prices Comrl~ission in its Report on sugarcane price policy for 1974- 
75 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 Oct+ 
ber-November months unmindful of its effect on the total production of 
the season. 

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

"Para 4.26-In view of thc fact that factorics in South and Maha- 
rashtra crush in October itself, the first sentence of the pro- 
posed reply that by and large major factorics cn~qh sugnr 
only by mid-November may not he fully apt. From the state- 
ment at Appendix In. 'F it would be secn that 10 factorits 
started crushing in Octobet in 1964-65, 19 in 1972-73 hoth 
being rebate years. These factz go to substantinte the basis of 
P.A.C.'$ 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. T h i s  alm 



would show that the factories do adjust their opexation as re- 
bate oriented. The reply, therefore, req- to be recast." 

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

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







ANNEXURE ZI 

(Figurea in Lath t o m 4  
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live pcnod of previous during production 
sramn(8) when rrbate the priod (-)Short 

u.nS allo~scd. shown Fall 
in Cot. (q) 
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Recommendation 

The Committee would also like to know whether, in computing the 
quantum of rcbatc to sugar factories during the lean periods of the crush- 
Ing season, due care had been taken lo ensure that the quantum fixed was 
not in excess of the extra expenditure actually incurrcd and losses actually 
suffcrcd hg the factories on account of the lower sugar content of cane 
during this period m d  consequent higher production cost. If such an ex- 
w i s e  had in fact been carried out, the Committee would like to bc inform- 
:d of the justification for ;~llowing a rebate of 100 per cent of the duty le- 
i iiiblc in Oc~obcr ;ind Ncnvmbrr, 1972 duly supported b) necessary cost 
~13t;i .  

[Si. So. 7' I i';~ragraph 4.37) of Appcndix X to 155th R c p r , ~ t  of 
thc Public Accounts Committee ( 5  th Lok Sabha]. 

Action Taken 
No \uch cxerciw its mcn~ioncd by the f onmittce had been carried 

\ w t  hecausc of its impracticabilir!.. The cscise rebates schemcs had to be 
tin;rli\cd a n d  announced in advirncc of the wason. The qumtum of ex- 
cisc rcbatcs was Jccided in relation to n rough assessment of the estra 
\3rtxluction rcquircd to hc. :tchicvcci o v a  and above what would normally 
hc possible on I I I C  lxisis <)I' thc' cstinllites oi' pl.cduction ;1\~1ilablc at ?he 
t i~nc.  

2 .  Xt t l~c  c ~ ~ t ~ ~ n ~ ~ ~ n c c n ~ c n t  ol' 11ic 1972-73 sasol i ,  thc cur! -01 cr s twk  
from ~ h c  previous season was only 5.99 lakh tonncs as against the carry- 
c~vcr  s t twk of 13.06. 30.90 and 14.10 l a b  tonncs at the commencement 
of the j)rcviou.c 3 >Lasons. It \v;is, thcrcforc, csxntiul to mnximise the 
\ugar production during ihc' month of Octobcr and Ir;ovcmlxr. 1972 in 
(vJer to makc hurt of ;idequate ;t\.;lilabilit!~ of sugar to mcct the rcquire- 
111cnts. It was in this contest that i t  was decided to allow a rebate of 100 
pcr cent of thc duty on i'scc\\ prtduction during lhese two months. The 
rcsults nchicved justified the decision. ?'hc production during the months 
of October and Novcmbcr, 1972 wiis 5.09 lakhs tonncs as against 3.10, 
3.16 und 2.69 lakh tonncs during t h w  two months of thc preceding 3 
\c;ls(>ns. Thr tot:il prrductiun for 1972-7.3 ivas also 38.73 I:kh tonnes. 
which ivas about 7.6 I ~ k h  minz.; i n  c x i ' c ~  of the produc~ion of the prc- 
vious season. 

( o f ~ l ? l l ~ ~ l l t ~  of O k ~  ,4 lU l l l \ -  

3. After certain p r c l~n~ in~rq  points raised by thc Audit had been clari- 
fied, thcir finA comments were .is follows:- 

"I t  is starcd that the stid! of cost 011 lean xason is not practicable 
and tho ~ndepclcnt ,iuthourity proposed to evhate the sck-  
m e  m y  y inro rhis ; \ yw~.  The proposed reply should in- 
cludc this fact. 



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 bc set up as recommended by 
the P.A.C. to evaluate the working of the excise rebate schemc would, no 
doubt, examine whether quantum of rebate allowed to sugar factories 
during lean periods of the crushing season was in excess of thc extra ei- 
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 cxport dur- 
ing 1971-72 season was substantially lower at 39.24 lakh tonnes as com- 
pared to 44.2 lakh tomes 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 decontrol 
since the 24th May, 1971. Any further reduction in releases of sugar £01 
internal consumption would have rcsultcd in thc prices of frec sale sugnt 
going up still further and was therefore avoidcd. I 

[Ministry of Agriculture 8: Irrigation (Department of Food) O.M. 
No. 7-4175--SPY Datcd 12-5- 19761. 

Recommendation 

It would appear that the rebate in excise duty allowed during the loau 
periods of the crushing season essentially served as a compensation to 
neutralise the higher costs of production and not as 3n 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 vote of Parliament, as has .$- 
ready been emphasisd in paragraph 4.14 above, rather than by a c a m ~ &  
flaged concession in the form of a rebate in duty. The Committee cannot 
v im with equanimity such dilution3 of parliamentary authority by the e x -  
cutive. & .  , 

[SI. No. 29 (Paragraph 4.29) of Appendix X to 155th Report of 
Public Accounts Committee (5th Lok Sabha)J., 

I .  

The sugar rebate scheme notifications arc issued as exemption n o w  
cations under the provisions of rule 8 (1) of the Central Excise Rules, 1944. 
Th#re grant the sugar factories an exemption from payment of duty to the 
extent notified thcrdn on tbe excess quantity tf sugar produced. 



The exemption from duty is allowed to the sugar factories to induce 
tbem 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 exercise 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 
k e n  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 
rcvtrsed 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 
tbat since only a very limited number of factories would fall under this 
crtegory, it was not necessary to grant any rebate to them as they would 
not be in a position to contribute much to the additional production of 
s"s''=* 

In the year 1972-73 sugar position in the country was very critical as 
tba production bad declined sharply from 42.60 lakhs tons in 1969-70, to 
31 llLhs tons in 1971-72, m e  carry ever stoclrs also stood depleted. 
Department of Food bad therefore p p s e d  tbat even in respect of facto- 
h which started produedon for tb fint 9 in 1972-73, production in 
u~css of 5,000 tomes &odd be gra%qpcntive rebate so that such 

8 ,  '" 



iactories should also evercoxhe their initial difficulties and contribute their 
share in the national effort to niaximise production of sugar. 

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

Recornmcndation 

Thc Committee, therefore, dcsirc that the detailed background and 
justification allowing this cxtt'lordlnary concession alongwith details of the 
factories. ~ d ~ i c h  have benefited on th14 account in 1972-73 and subsequent- 
ly, the quantity of sugar produced by thcm in 1972-73 as comparcd to the 
production in 1970-71 and the amount :illowcd as rebate to each of them 
should 1x furnished expeditiously. 'I'hc rationale for such f I cyuent 
changes in pol~cy should also be intimalcd to the cornnuttee. 

[Sl. No. 35 (Paragraph 3.35 ) of Appendix X to 155th Rcport of 21e 
Public Accounts committee (5th Lok S a b h ~ ) ] .  

Action Taken 

The back ground and justification ior a l l o ~ h g  rcbates during thc y:xs 
1972-73 and 1973-74 is as under:- 

( 2 )  1973-73 The production of wgar in 1972-73 was cxpccted 
to bc of the order of 35-36 lukh tonncs, as the arc:) under 
sugar cane cultivation had reportedly gone up by 67 per cent. 
The Department of Food estimated the requirements of sugar 
for internal consumption and c x p r t  of the order of 42 lakh 
tonnes. As the production from 1970-71 onwards had shown 
a declining trcnd as compared to 1069-70, it was fcarcd tnat 
it might not cxcecd 35-36 lakh tonncs. The proposals of the 
Department of Food wcre examined and, there after Notifica- 
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 th. production 
of sugar of a factory during this pcriod 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 thc drapght 
in  Maharashtra, the cane-growers and thc engineers' strikes ,in 
U.P., the agitation in Andhra Pradesh and the cyclonc in Tamil 
Nadu. In this view Notification No. 91 173 dated 1-3-73 was 
issued in which the sugar pcriod of Dccernber, 1972 to April, 
19.73 was divided into two parts viz., December, 1972 to 
28-2-73 for which pcriod the exccss production rebate was 
given on production in cxcess of 115 per cent of thc quantity 
of sugar prqiuction during the pcriod 1-12-72 to 28-2-73, 



As for the period from 1-3-73 to 30-4-73 was ccnccraed, the 
sugar produced in excess of that produced in the correspond- 
ing period would be eligible for rebate. 

For the new sugar factories thc rebak schcme was madc applicable 
under Notification No. 204/72 C.E. datcd 28-9-72 which en!itlect produc- 
tion in excess of 5,000 M. Tonnes to the frant of rebste. 

r--u 

( b )  1973-74 Thc dcpartmcnt of I ood Estima~cd the tot;il produc- 
tion a t  about 42 lakh 'tonne, lor  the year 1973-74 v ,h~ ic . l~  thcl 
cxpectcd the requirement 01 the  country for internal consunip- 
tion and cxpcrt to be of the order of 43 lakh tonnes. The! 
wantcd a carry over ot' the \tachs also for 1974-75 sugar year. 
To achicve this target the depa~tment of Food and had placed 
its tdrget ol production at 38 lahh tonncs. It was in this con- 
text that the rebatc schemc for the year 1973-74 was notified 
in Notific;ition 18917.3 C.E. ~1:li~d 4-10-73. In this notificatioc 
the produc[ion In execs\ (11 1 I0 per cent of thc coriccpondin_r 
period was made cllgiblc for thc grant of rcbate for the period 
from 1-12-73 to 30-9-71. Thc scheme was also made appli- 
cable to nei+ sugar fuctoric5 ,I\ well as to thow sugar factorics 
which h;~d been on trial run in the year 1972-73. Howevci. 
the Department of Food fclt in  March. 1973 that there was a 
casc for 1iber;~lisiilg the rchatc scheme as the production in 
thc sugu  factories in the 14;orth had commenced late. The 
other reasons which contributed to the expected shortfall were 
the cffect of Pyt-i113. lack of winter rains and frost and drought 
in Maharashtra. Whilc thc rcqucst of the department of Food 
was cxaminccl and for thc period from April. 1971 to Septcm- 
her, 1974, thc rates of rebates were modified in that under 
Notification Kc). 78'74-CE dated 20-4-74. it was held that 
production in  excess of 110 per cent of the base production 
be granted one ratc of rcbatc and production in excess of 110 
per cent but not in  excess of 180 per cent should bc ganted  
another rate of rebatc and production in excess of 181) per cent 
of the basc production should be granted the highest rate of 
rebate. Hhivevcr. the Department of food came up with the 
rcqucst ftu modification of this schemc in Ma!, 1974 as ac- 
cording to them Notification No. 78174-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 30-9-73 
was modificd and n uniform rate of rebate of Rs. 40 per quintal 
was allowed to thr. supir factories for production in excess 



of the production of the corresponding period of the precediy 
year. Accordingly, notification No. 107/74-CE dated 20-6-74 
was issued. 

Details of thc rebates granted to individual sugar factories during the 
years 1972-73 and 1973-74, and of the production during the sugar seasor 
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-l976]. 

Recommendation 
The Audit paragraph also brings into focus a broader issue which 

causes very great concern to the Committee, namely the realisation of excise 
duty on free sale sugar on a notional tariff value that has no relevance t* 
the ruling wholesale prices. A s  pointed out in the Audit paragraph, &e 
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 Committee have been informed that when the tariff 
value for free sale sugar had been fixed at Rs. 2,000 the average realisation 
of the factories by the sale of free 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 tarif£ value atld the actual 
realisations of the factories, the gap between the tariff value and the r u l i n ~  
market prices is still wider. The Committee were amazed to learn during 
evidcnce that while the ruling market price of free sale sugar was Rs. 5 8 5 
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 £bed at as ridiculously low a figure its Rs. 320 per quintal. 
TBis gives rise to serious suspicion. After deducting tbe duty element of 
Rs. 120 per quintal from this price, the wholesale price, cxclusivc of e x c k  
duty, works oat to Rs. 465 per quintal in the case of Hapur and Rs. 45C) 
per quintal in Calcutta. The Committee are unable to understand the rea- 
sons for m a  wide variations between the tariff value and the prevaihg 
rrrbolesatc price, especially at a time when the Governmart art talking about 
prmntian of tax evasion. 7 QI 



' 
The Committee have taken note of the claims made by the representa- 

tive of the Department of Food during evidence that the wholesale price in 
thc market would also include other elements of cost such as transport 
charges, godown hire charges, bank interest, %torage and transit losses, etc. 
Thc 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 oE 
Rs. 145 in thc casc of Hapur market and Rs. 130 in Calcutta market. 
This view has also been corroborated sufficiently 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- 
mittee 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 
priccs and the corresponding tariff values in force during 1973-74 funnish- 
ecl to thc Committee by thc Ministry of Finance. It will be seen from 
'F;ihIc-17 in  paragraph 3.76 of this Report that the tariff value for sugar 
i n  April. 1973 was Rs. 265 per quintal while the average wholesale price 
prcvailing in thc 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 :I rising market. Yet, strangely enough, the tariff 
valuc was reduced in May. 1973. and fixed at Rs. 255 per quintal. Sii- 
!;rly, 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 quintal, 
the tariff value had been reduced to Rs. 260 per quintal. The Committee 
find it difficult to understand thc reasons for such reductions in the tariff 
ialuc. despite an increasc in the average wholesale price. The Committee 
.Ire cxtrcrnely dissatisfied with such a state of affairs and desire that tbe 
cntirc proccdurc for the fixation of tariff values for sugar as well as other 
:ommodities should be reviewed immediately on a scientific basis. The 
Committee would insist that t a r 8  values should be so fixed as to corm- 
pond invariably to the real value of the commodity. This would ensure 
that Government does not recover a lessor amount of duty than it ~ o P k f  
bc: entitled to. 

The need for fixing tariff values for commodities so as to cornpond as 
far as possible to the market prices has also beco emphasised by the Public 
Accounts Chnrnittec in the past. In this c o ~ d o o  the Committee would 
Pke to invite specific attention to their recommendations contained in pars- 
grahp 61 of the 27th Report (Third Lok Sabha), paragraph 3.216 of the 
44th Report (Third Lds Sabha) and paragraph 1.68 d the 11 lth Repat 
(Fourth Lok Sabha). The Committee arc distressed that little beed bas 



apparently been paid by Government to recommendations which have a n  
important bearing on the administration of taxation in the country. Thz 
Committee, therefore, strongly urge that Government should cxaminr: i h l ,  
questlon on an emergent basls and take suitable remedlal measures to avoiu 
loss of revenue. The Con~nlittcc would like to be appribcd oi the actio,. 
taken in this regard within t ime months. 

No doubt, the Minis:ry during evidencc haw tdicn ~ h c l t ~ i  undc: 
Section 3(2)  of thc Ccntral Excises and Salt Act. 1943 and I w c  a rpc . ;  
that they have not acted against the l ow by fixing a iiirifl ~ d u c  helow 1 1 1 , .  
specified in Scction 4 of the Act. Scction 3 ( 2 )  of the .-\CI c'nlpcwcr\ It! 
cxecutive to lis tariff values for the purpose of levying cxc~.~: J u k i ~ - 3  \?.hi!. 
Scction 4 lays d w n  the criteria for tlic dc~c.sminntion (:I' ' \ ; t l u : '  l s l r  t h .  
purposc of duty. 'Valuc'. according to Scclion 4 mu51 hi. ; I  holcs:~!. 
G I S ~  pricc ruling at 111c placc of n ~ a ~ ~ u i ' a i t ~ ~ . ~ .  ?'he  mini,:^.! I I . I \ ~  \l111;!' 
!o justify a fixation of tariff ~ a l u c  bi.10~ thc 'rc;11 \aluc' of  ti^ cori~nlcdl. 
by arguing that if one p s s  by the 'normal pr;~cti~.c 01' ! I : I !~ I I{ ) I :~OI I \  crlll '- 

truction. the only limit on fixation of tatill \aluc\ i ,  i I ? ; 1 1  1 1  \I1(l~iId 11: 

x e e d  thc valucs u~liicll arc h c t l  undcr Seeti011 1'. 

. . Such an interprctrrtion, in the ojinion t) l '  ~Ilc L ' ~ I I ~ I I I ~ I L G ~ C .  \ I ~ I : I ~ L , -  

the real intention bchind Scc~ion 3(2) a n d  1 of I I I C  . \ct .  Scclic>n 4 r ,  

[he Act requircs. for the purposc of (ul \trlorc,r~r assc\\nlcril, ~iccc~.nrin:,-  
lion of 'value' at thc tinlc of rcmov;tl of an  :~rticlc from the I'ailor! p t c  
The fixation of tariff ~,aluc,  in lieu of thc \~holcs;tlc ;)rice, L I I ~ ~ ~ I '  Seclil*, 
3(2) of the Act must ncccssaril>, thercforc, in v i w  of Sc'ction 4, lakc in! 
Account m y  abnormal and sustained \xrintion ill llic \ \  11t~lc~;tl: pri~.. 
noticed in any particular place wit11 rcfcrcncc to ;I p - ~ s ~ i c u l : ~ ~  j~oi~lt ( >  

time or from place to place. Section 3(7) ol' lhc ACI l!oi,\ not l>o.s\it?l: 
cnipowcr Government to bcsto\v conccssitms atid rclicI'\ in ifuty 1)) \tit:, 

of fixing lower tariff ~~a lucs .  It appcars to be intcntlcd f o r  ~\i~~~l~Iilic;it io:.  
and rationalisation of ad ~,ulorern nswssrncnn in case4 uhcsc thc pricc. 
of goods are attributable to fairly controlled and rcgul:~tc.d policica ( 1  

Government operating on an all-India bxis .  I3arring pricc ;rhcr~ation. 
of a purcly local nature, which arc likclp to be i t \ \ .  tlic writ1 \;111!c.\ \houlL 
reflect the prevailing pricc Icvel. 

Thcreforc, the Conmittee arc of the view that whcn ;I dcci\ivc. firct~l 
:irking out of a deliberate G w c p m c n t  policy, operdtca in  he p r i c ~  
field and affects the wholcsalc prim of :I conunodity in a suatrrincd mnnncr. 

itn immediate change in tariff is culled for. In this c0111cu1, i t  should be 
borne in mind that undcr the partial decontrol policy for Sllgili', C i~vernn~c~l I  
rxercisc absolutery no control ovcr the price of frce-sale sugar and tllc 
industry is alloscd to fix a n  price which the market, ; ~ t  n given jx~int of 
time can hear, l i  thc titrifT ~ a l u c  is nor revised sin1ult;r1~cou4y with thc 



changes in the wholesale prices, thc tariff value becomes out of tune with 
tbe wholesale price and thus creates a disharmony between Section 3(2) 
a d  Section 4 of the Act. Any delay in the revision of tariff values, 
ihtxefure, telldh to frustrate the spirit of taxing statute framed by Parliament 
x d  to dcbar the Ciovernment from levying and collecting the proper duties 
f xed by statute. 

In such a situation. thc Committee would suggest that where an enhance- 
Tent or change in  price is bound to occur or where therc are wide 
i'xtuation4 in prices disturbing t'hc tariff values basically, it would be better 
: 3 switch over to the whoIesalc price. The Committee would strongly urge 
that this should be examined urgently by Govetnmcnt, in consultation with 
the  Attorncy Gcnerd, if considered necessary. 

Lower fixation of tariff values, besides rrsulting i n  the loss of Govern- 
.r,ent's legitimate dues, also amounts to circumvention of Parliament's 
istention by executive fiat, which the Comrnittec cannot view with equani- 
aity. In this connection, the Comrnittec would reiterate the observation of 
rhc Ccntral Escisc Reorganisation Committcc 1963, referred to  in para- 
gnph  61 of the 27th Report (Third Lok Sabha) of the Public Accounts 
Committcc (1964-65) thnt it is not wholly correct to dilute parliamentary 
..uthority i n  thc: ficld of taxation by exccutivc fiats. however desirable the ' 
r..rpOss. 

[SI. No\. 40 to 49 (Paragnph 4.40 to 4.49) of Appendix X to 155th 
Report of the Public Accounts Committee (5th b k  Sabha)]. . 

Action Taken 
P A C .  hdcc madc certain observations as regards tariff values fixed for 

-x salt: sugar from time to time. Before specific points made by the 
Committcc arc dealt nith, it is necessary to state the position as regards 
+ k c  concept of t x i n '  value itself, in thc gr.neml contest of ad ~~aloreni 

.wsrncn 16 .  

2. Section 4 ot thc Ccntral Esciscs and Salt Act, 1944 lays down how 
iluc u i l l  bc dc.tcrmincd when undcr the Act any articles is chargeable with 
~ t y  .I[ ,I r d c  dcpcnding on ~ a l u c  thereof. Section 3 of the Central Excises 
. ~ d  Stilt A<!. on the other h m l ,  provides t h ~ t  thc Ccntral Government may, 

- 4  noriiic:ltl~n 111 the offici:~l Gazcttc. fix and alter tariff values for the 
,,urpow cd Ic\yinc &tic\ on articles c h a r p b l c  aith duty at o rate 
Icpcndcnt on \ , ~ l u c  tlicreof. Sectlon 3 and scction 4. thcrcforc, ate mutually 
.clucivc in  t h ~  wri\i. thnt fiwtic.111 of tariff vitluc under scction 3 is restored 

* , I  whi.11 dc.tern~~n:ltiirn of ~ a l u c  under thc provision, of secrion 4 ~ re sen t  
. I r n ~ ~ i i ~ [ r , ~ t ~ \ z  .mi tmct\cnl problcln~ 

3 .  In ;~ctu,~l p~:~ctrcc., tariff values arc fiscd for the mutila1 con\cnieno' 
I thc tr;& :md Lkpartmcnt. wllcre ascertainment of asscssabll: value in 



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 
under section 4 is likely to entail a great deal of delay in the matter of 
approval of priccs and assessment of goods on account of their being far 
too many manufacturers or too many varieties or sub varieties of products, 
ia 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 6n 
s w  was mvcrted into an ad valorem rate. An important consideration 
for this dmgo was that with the partial decontrol of sugar it was found 
tkat 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 controlled 
sugar was found to be much higher than on open market. The profits d 
tbs sugar companies also were nearly 2 or 3 times more than what they were 

C ' prior to partial decontrol. 

5. The conversion of specific rate into ad valore~n rate created q ' a i n  
di&culties. Tbe price of sugar in the wholesale market is subject to frequept 
ifvctuations depending upon the forces of supply and demand. Often, there 
ore noticeable variations in prices on the same day. As per section 4 of tht 
~ * t m l  Exdses and Salt Act, 1944, assessment has to be made Qn wvholesak 
clsh price prevailing in the market at the time o f  delivery of excisable goods 
from the factory. In the case of sugar factories tbe practice generally is.tc 
sell  free sale sugar by inviting tenders or entering into contracts v& 
&den, the actual delivery taking place a few days later. Since in the 
-time market prices might fluctuate, the tendered price of contract prj,cr 
mq not conespoad to tbe wholesaft cash price prevailing at the time af 
ddwary of sugar. Besides, sugar factories being located away from the 
major marketing centres, the wholesale price prevailing in the market a' 
tbe timc of delivery is not readily ascertainable. It is also difficult for sugu 
fadoria to realise by way of Central !Excise Duty amounts which, on 
a~count of market fluctuation in price, may be different from these calcu- 
lated at the time of entering into contract. It was in view of thcsc difficulties 
hat  it was decided to fix tariff values for free-sale sugar. Fixing of it tarifi 
wlae for sugar other than frecaale sugar was not considered necessary sincc 
tbif was to be assessed to duty on the basis of price statutorily fixed by fhc 
h t r a l  Government under the Essential Commodities Act, 1955, and, ju  
tbs case of such sugar, the problem of ascertaining the assessablc value in 
terms of day to day fluctuation of market prices, did not arise. 

6. Tht tarill values in respect of excisable commodities wcre initiiilly 
tKiy fixed in msultation with the Economic Adviser in the Ministry ,of 
lrrrtagrial Development. Now this work i \  being done by the Statistics 3 r d  



Intelligence Branch within our own Ministry. In the case of sugar, how- 
ever, a sub-committee headed by the Director of Inspection, and having 
tkc Director (Sugar Control) as one of its members, has been constituted 
fnr h.rif£ value review. In view of the market conditions peculiar to sugar, 
it was felt that the specialised knowledge of the Director (Sugar Control) 
ban the Ministry of Agriculture and Irrigation would be helpful in the 
review of tarill value-an exercise which is being undertaken at rnonthlj 
brtarvals. After the sub-committee submits its report, Government decides 
aa the tarifC value in consultation with the Department of Economic A&ks - 
of Ministry of Finance. il 

7. So fat as Audit's contention as regards the gap between the tarif£ 
values fixed and the prevailing prices, is concerned, it may be pointed otst 
haw that whereas assessable value under section 4 must necessarily vary 
1Pa4 from state to stab but from manufacturer to manufacturer depending 
am the ex-iclctory wholeaale prices at which the g d s  are sold, for putpo~es 
af 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 
to be made applicable to all manufacturers of such products all over lbe 
cmatry. For h t i o n  of tariff value for different excisable items, therefore. 
inEormatioa has to be collected from all over the country, regarding the 
pfwailing ex-factory wholesale prices of different manufacturers daring 
particular periods in such a way that a realistic idea can be had abord 
rqmsentative prices. Such an exercise must necessarily involve time, as 
irrwmation has to be collected from all over the country, complied a d  
amlysed and thereafter recommendations are made, for cbtaining o r b  
trwa the Minister, as to what should be the tariff value fixed. N a t w  
M o r e  such tam values need not necessarily approximate to tlie ex- 
factory wholesale prices which are liable to change from day to day. 

' 

8. It noads also to be pointed out in this context that at a 6me when 
t h e  is an upward trend in prices, tariff values would necessarily tend to 
 la^; behind the actual assessable value under section 4, whereas when there 
ie 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 reatisatim of 
a&c duty d tree sale sugar is done on a "notional" tariff value that bas 
pr rdev8~1cd to the ruling wholesale prices. It would be more appropriate 
tr my that the tariff value is based on averaging of wholcsde prices ruling 
ova a period of roughly two preceding months and estimates of realisations 
im the cumat month. 

10. In view of what is said in the foregoing paras, it is not admittel 
th assessments made are necessarily on the bask of depressed tariff d o e s  
d i c h  result in less realisation of duty conferring additional benefit to sugar 



factories. This will be illustratcd by the following figures of average ex- 
factory redisations and tariff values obtaining during the past two years: 

L!. Month 
Yo. . Average Tariff 

rx-factor y Value 
1""C' 

11. A regards the variation in thc ex-factory price< and thc urholc-salc 
,rice of some important market., i t  is pointcd out that such a variation b 
Sound to be thcrc a\ the ex-factor) priccs do not contain an clcment oT 
txcisc dvty ae well as additional duty of excisc, freight, conlmission charges 
etc. Ttr Public Account\ Comniittec has pointcd out that the tariff vahc 



d 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 prwalent rate of duty at that time was W per cent 
ud valorem. If the amount of duty is added to-the sariff 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 ia 
the Central Excises and Salt Act, 1944. The question of circumventing 
parliament's authority therefore does not arise. 

w t r y  of Finance (Department of Revenue and Insurance) Letter 
No. 234/26/75/CX-7, dated 224-1975 3 

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 tbe sales tax laws of the 
State Governments, there is no provision for tariff values and the tax is 
recovered a\ 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 d u t ~  on a depressed balue which is far 
below the sale price of the comnlodity. Considering the fact that the sources 
of revenue of most States are non-flexible, the Committee would urge that 
it is the dut) of the Central Government to endeavour to see that there 
are no complaints or grievances in this regard. 

The Committee arc, howcvcr, cxtremel! distress:d to notice an attitude 
of complacency on the pan of the Central Government in this regard. 
The Central Government derive comfort merely from the fact that the 
States are very well lookcci after by thc Finance Commission and that the 
revenue of thc States 'are really not as inelastic 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 them- 
tional excise duty, in lieu of sales tax, to the Centre, they would lea- 
fore, fcel 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 Comazittee 



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, them 
will be every justillcation 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 excise 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 thc henclit of Central ' 
Sales tax on exports of these commodities to other States'. 

After considering the views of all interests in this rcgard, the Fifth 
Finance Commission had recomruended iruer d in ,  in paragraph 5.21 of 
their Report as follows :- 

"l(a) It would not be desirable to maintain the existing arrangcmcnts 
in regard to the levy of additional duties of cxcise on textiles, 
sugar and tobacco, unless the Government of India. ~ftc'r discu~s- 
ing the matter further with the State Government(;. can arrive 
at a General agreement for the continuance of the prcsent 
scheme with suitable modifications; 

(b) While the arrangements arc continucd, thc ratcs of duties may 
be made nd rdorcrn as far as possible. and may be revised 

periodically so as to secure reasonable incidence having regard 
to the prevailing prices and the fcncral lcvcl of salcs tascs on 
similar items levied by the states". 

The Committee would likc to be informed of the action taken hy 
Government on these recommendations of the Fifth Finance Con~~nisr;ion. 

[SI. NO. 50 to 53 (Paragraphs 4.50 to 4.53) of Appendix X to 155th 
Report of Public Accounts Committee (5th I.ok Snbha)] 

Action Taken 
No complaints regarding the recovery of additional excisc duty on 

depressed value of sugar from any state Government was ever 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, attcn- 
tion b invited to paragraphs 5.5 to 5.14 of the Report d the 5th Finance 
Comniission copy of which is enclosed as Annexure I. The matter was 



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 additi~nal 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 
snclosed as AnnexureII. 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) thou& 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 thc other hand, should normally he maintained at 
2:1. However, there could not be any rizidly about this 
ratio. 

(iv) the Working Group had recommended n rcview Committee 
comprisin_e of Finance Secretaries of six states only. It was 
agreed that this should bc enlarged to include Finance Secrcta- 
ries of all the States. 

(v) the Scheme could be revicwcd 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 6r 1 of Chapter V of the Finance 
Commission's report, 1973 (extract enclosed as Annexure 111) wherein the 
Commission stated that by and large the State Govern~nents were now 
satisfied with the working of the scheme. 

[Department of Revenue and Insurance letter 80. 234 26175jCX-7 
Dated 10- lO-l975] 



ANNEXVRE I 
Extmct from Fifth Finance Commission Report, 1969 

5.5. Two States, Jamqw and Kasbmir aad hlqgalat#d, wm in f a v m  d 
maintaining the existing Etrrangcments a d  also than to cover  
lpore items. Most ~f the other Stares b v e  exp.qmed M e  us their dis- 
satisfaction with the manner in which the sohme of additional excise 
duties has worked. They complained that the Govanment of India, while 
increasing basic excise duties and introducing special excise duties on the 
same commodities had kept unchanged the rates of the dditionnl excise 
duties. The States pointed out that they had suffered lw of potential 
increase in revenue by surrendering their right to levy sdcs 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 d a price elastic 
source of revenue. During the past decade the Sales tax rates on similar 
txauunadities have also been increased. Tbe States omtended that they 
have thus been put to a doubler disadvantage. It is necessary to examine 
these contentions of the b t e s  which they had also voiced in similar terms 
More 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 
Qties on tobacco, unmanufactured and rnatnufactured. 13re basic excise 
dub on textiles have also been adjusted a number d 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 
ia the case of cigars and cigarettes. ITbe result has been that between 
1958-59 and 1967-68, the revenue from basic a d  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 ced. 

5.7. The average incidence of additional excisr. 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 valorcrn 
duty is levied on sugar. Thc 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 :- 

Ratm of Sinplc ~mint 
Salm Tax. 

Fcndmaina . . 
Krrwenr . 
Matchc-. . 
Vmospati . . . .  
Gur 
Rut trrh~h; . , .  : 
Tra . . . 
C!ffrr . . . . . 
Leatha (~c~ds .  . . . . . . . .  



These mtas meraUy b@e~ tban t$z imidmm of a&WonaE e k h  
duties md,it a p p m e  thsa if the Statto hart ~EKIN free P6 emr& their pWW 
to lcvy s a h  tan an t.6xtih7 sugar and tobacoo, msay d &W WOW have 
hcen able to r&e mom tax revenue from them. The podllcing Stat& 
wmld a160 have derived the benefit of Central Sabs tax on exports of tlrese 
c o d i t i e s  to other States. 

5.8, A number of States who had suggested discontinuance of the 
.scheme, duriag our discussions with them expressed their willingness to 
agree to its continuance if certain modifications were made so as to enhnace 
the yield fmm the additional excise duties adequately. Some of them ha\te 
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 s h  
tax on similar items. About half the number of Sates 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 
jn 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 volorem rates, as has been already done in 
the case of sugar and cigarettes; and even speci0c rates could be revised' 
periodically having regard to changes in prices. The rates could also be 
m o d i w  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 thts 
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 he made. but they were generally averse to extending 
the arrangement to other commodities. Eight of the States were insistent 
on the system being discontinued. 'lhey pointed out that under the exist- 
ing arrangement they do not have &&om to increase revenue from taxa- 
tion of these commodities in the light of their own requirements and ju& 
sment .  Since these commodities cover a considerable part of the Statas 
field of sales taxation, tbey keenly des'ke to have once more the authority 
to levy sales tax themselves. 



5.11. Under t4e provisions of Section 7 of the Additional Duties of 
Excise (Goods of Special Importance) Act, 1957, as originally enacted, 
tb,e 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 vdous  
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 meet the grievances of 
ths States, some of the Chambers were agreeable 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 rater of dutv of sugar into ad valorenr 
rates would secure for the Statcs the benefit of higher yield with increase 
b prices. It was stated that while the Ciowrnment of India derives no 
revenue from the scheme, they would like i t  to hc continued, if possible. 

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

5.14. The rationale d the present scheme of additional excises in lieu 
of sales taxes andb the advantages which it was expected to being, hold 
good even now. But although a scheme of uniform levy of excise duties in 



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 rcalisd unless the arrangement could be extend- 
ed to other important commodities also. This 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 agreeing 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 makq maximum efforts to arise greater resources under thcir 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 iS 
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 I2 

Decision taken by the Chief Ministers' Coslvtu'ttee of thc 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. 

r(ii) Tbe 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:l 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 additimal 
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 
diflerential 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 Comrnis- 
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 irn- 
provement . 



ANNEXURE 111 

Extract jrom Report of the Firmme Commissiorq 1973 
CHAPTER V 

ADDITIONAL DUTIES O F  EXCISE 

3. The scheme of levy of additional excise duties in lieu of sales tax 
has now been in force for over 15 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 wakc of the recommendations of the F i h  F'inance 
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 years. 

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 
ic 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 
thcy are by and large now satidid with the manner in which Govenrmaat 
d India have implemented the recommendations of the National Develop- 
ment Council and that they do not seek my material change in the presmt 
scbcme of levy of additional excise duties. Andhra Radesh however urged 
that the existing practice should be given up and the States permitted to 
levy sales tax without any restriction. Uttar Pradesh also wonted that 



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. IE 
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 

manner in which an ad valorem rate of duty imposed by Parliammt has 
been altered to a spccific duty. The qucstion whether the executive had 
powers to convert an ad valorem duty fixed undcr statute to a specific 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 executive 
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. T h c  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 ~*alnrem 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 autharity vested in 
them. 

[Sl. No. 54 (Paragraph 4.54) of Appendix X to 155th Report of the 
Public Accounts Committee (5th Lok Sabh:~)]. 

Acticm Taken 
uzc 

The impression that as a result of sugar rebate scheme an ad valorcm 
rak of duty imposed by Parliament has been altered to a specific rate of 
duty, is not m e c t .  It is true, that the question whether the c~ecutive 
had powers to convert ad valorem duty fixed undcr statute to a specilic 
duty by a notification had been referred to Attorney Gcneral for an opinion 
pursuant to observations made earlier by the Public Accounts Committee 
and he had opine. that the executive could not alter the basis of duty from 
ad valorem duty to specific. The facts of the caw referrcd to the Attorney 
General were, however, different. Under item 23 of the General Excise 



tari£E schedule asbestos cement products 'all sorts' were leviable to duty 
at 10 per cent ad valorem. Under notification No. 128162, Government 
had granted exemption from duty in excess of Rs. 80 per metric tome 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 thc 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 afier the duty liability has been determined on ad 
valorem basis, a deduction would be allowed t9 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 specified. 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 'N 

n 3-CEMENT 

.V.B.-Tariff rata will be applicable in the absence of effective rata. 

Tariff Description. 

Tariff Rates. 

-33. CEh.IENT, ALL VARlETIES , . . . . . 10% ad valorem. 



The Central Government hereby exempts with effect from the 24tb 
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 proddcts as is in excess of the duty specified in 
the corresponding entry in column 3 of the said Table: 

TABLE 

Serial 
No. 

Description Duty per metric tonnr 

- - - -  - 

I 2 3 
- 

Rs. 
I .  Prrsturr p i p  . . . . . . . . . 80.00 

2. All othcr abrstos cerncnt products . . . . . 37-50  

Exphnation : For the purpose of this notification prrssurc pip- mean p i p e  which a r c  
dvsigned in nomlal \l'orkinq to stand a p rwurc  ofnot lrss than 2. 5 Kilogram 
per squaw centirnetre. 

M.F. (D.R.) Notification C. Ex. No. 128'62,  darrd 13-6-1962. 



ANNEXURE % 

MINISTRY OF ' FINANCE 

(Department of Revenue and Insurance) 

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

G.S.R. In exercise of the powers conferred by sub-rule (1) of rule 8 
of the Central Excise Rules, 1944, the Centml Government hereby 
makes the following amendments to the notification of the Government 
of India in the Ministry of Finance (Department of Revenue and Insur- 
ance) No. 189173-Central Excises, dated the 4th October, 1973, namely:- 

In thc said notification- 

'a' in t h ~ .  Table- 
, . , I I f , ir  w4nl Nns. ,2. Q, :tnd .J and the entries rrlatinr thrrrtn, thr fnllnwinq shall 

substitu~rd, namriy:- 

3.4. Suqar produced in a factor\. rlt~ring thr pcritd rom- 
rncmcing from the 1st day elf' %lay, 1974 and rnding 
~ v ~ t l g  thr 30th day ofJunr, 1!~73 wl~ir h IS  in t x c m  of 
~l!o?b of thr quantity of 8uKar prrdurcd during tht 
( c~rrtaponding ptriid in I C , ; ~ .  . . . . Ftrrty rulrrs 1x1 quintal. 



4. Sugar produced in a factorv during the period com- 
mencing fiom the 1st day o l  July, 1974 and cnding 
with ~ I I C  30th day of F c p m h r r ,  1974 which i~ in 
excc.sa of I ; o x  and not in excess of 18o0/,, of the 
quantity of sugar produced during the corresponding 
period in 1973. . . . . . . T w c n i ) r u p c e p e r q ~ ~ i n t a l .  

+A. Sugar produced in  a factory during the period cc nr- 
rnencing from tlic 15t  dav ofJuly. 1974 and ending 
with 11ic 30th day of Scptcrnber, 1974 M hi'], is in 
excess of I 80% of thr quantity of' sugar produccd 
during 11i(.  [lrrrrs}~ondillg ~ : r . r i c  ti in 1973. . .Ik.i~[y rt 1:tts 1:t r qtintal. 

Recommendation 

Ariuthcr a\pect of the rebate xhemc uhich has distressed the Com- 
mmec 15 that the rebate in duty ha> been dlmost always given with retros- 
pect~ce efrect. For instance, the notificatwn KO. 69,70-CE dated 21st 
Marc11 1970 reldt~ng to the grant of rebate for the sugar year 1969-70 
c a c r s  n pcriod with rctrospectivc efTcct [rum 1st October, 1969. The 
Conmi~ttec: drc of the \I:% that such ir notification which confers the 
bcnellt of ,,n exemption ri.trospccti\cly would not be legally in order, as 
been pomtcd out by the Attorncy General. 

The legal position in this regard had also been esamined by the Pub- 
lic Accounts Con~n~ittee (1965-661. The Committce had then noted, in 
paragnph 3.37 of the 44th Report (Third Lok Sabha), that the legal posi- 
tion regarding giving retrospectiv: effect to an exemption notification was 
that a I,-gi4ature could give retruspecti\c effect to a pieci: of legislation 
possccl h! it but the G c t e ~ n n ~ e n t  cscrcking subordinate and delegated 
powers cannot nukc an order with retrospecrivc effccr unless that power 
was expressly conferred by the Statute. 

It is 3 matter of deep rcgret and 31~0 gives rise to serious suspecion 
that in spite of a clear and unambipuous legal opinion of the Attorney 
General which prohibit\ the grant of exemptions retrospectively, Govern- 
mcnt 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 thc 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 



paragraph 3.37 of their 44th Report (Third Lok Sabh) the argument that 
nobody would challenge a particular notification in a court of law is a b  
Iutely no justification for the Executive to exceed the power delegated to 
them by Parliament. The Committee must necessarily express itself in 
the strongest possible tenns against such circumvention of the authority 
of Parliament. The Committee would reiterate that more practical expedi- 
ency should not take precedence over prescribed legal procedure. 

[Sl. Nos. 55 to 57 (Paragraphs 4.55 to 4.57) of Appendix X to 155th 
Report of Public Accounts Committee (5th 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 mount  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 earlier. Therefore, it would 
not be correct to say what Notification No. 69170 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 Legti Advisor had earlier 
expressed the view that Notification No. 69170-CE issued on 21-3-70 
gave exemption of duty of excise during the period commencing from the 
1st October, 1969 and ending with the 30th Scptcmbcr. 1970 and. ther:- 
fore. it  covered the period with retrospective rdect from I st October, 1969, 
which, according to him was not legally in order. However, thc matter 
was further discussed with Shri P. B. \renkntasubramania~l. Joint Secretary 
and Lepl  Advisor in the Ministry of Law. He felt that the Deputy Lqal  
Advisor had expressed his view keeping in mind the opinion of the Attor- 
ney General that no notification under the Central Excise Rules could be 
made operative with retrospective cffcct. Shri P. B. Venkatr~subran~anian 
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 ifsue 
of notification for the purpose of ascertaining the quantity of production. 

3. A notification could be considered to havc hccn givcn in retrospec- 
tive eCect, if the effective rate of duty on clearances of excisable goods 
were to be decreased or increased from a &tc prior to the date of issue 
of the notification. This was not done in this case. 



[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, enriched itself in an 
unlimited way by the schema of levy and free sale sugar, introduced in 
1967, is of common knowledge. The prices for sugar fixed by the T a r 8  
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 brou~ht  in enormous 
profits to the indurtrv, in which process the cnncumers have been allowzd 
to be e~ploi'ed. The profits derived by the indvstry on free sale sugar 
hdve also apparently not betn taken into account in determining the pyr- 
centage of varying rates of rebate allowed from time to time. The Tariff 
Commission has aso obsentrd that 'contctive action' would have to be 
taken by Government, if taking advantaoe of pressure of demand, free 
market sugar tends to show a consistent uniustifiable swrt in nrices' and 
thnl the aim should be to keep the industn' under some disciphe co that 
its overall return on all sueat (whe'hor released under l e w  or sold in the 
Free market) approximates to the r-turn intended'. Even the Sl~preme 
Court had observed in it< judoement in the case of Anaka~alle Coopera- 
tive Aoricultural and Industrial Society Ltd. and Others Vs. Union of 
India that 'it has not been denied that the majority of s u m  producers 
have made profits on the whole and have not suffmd losses'. 

Therefore, when the sugar factories can make profits even in the nor- 
mal course and their extra realisations from free sale suear provide an 
admuate cushion to pay h igh~r  prices for suparcam, the Committee 8 n  

unable to appreciate the rational for anowine a rebate in excise duty. T h i s  
rrnounts to "carryine coal to Newcastle." As observed bv the Tariff 
Commission, even the payment oi a few rupees over and a b e  the shtu- 
tory minimum prices for sugar cane should not erode the profit margin d 
the sugar industry substantially. 

[Sl. Nos. 58 and 59 Paraemphs 4.58 and 4.59) of Appendix No. X to 
155th Report of the Public Accounts Committee (5th Lok Sabha)] 

' h e  impression of the Committee that the introduction of a dm1 pricisg 
policv in the supar factor has led to unlimited profit for the supr indastry 
b not borne out by known facts. The Sugar Industry Enquiry Carppssoron I .  

2 n 3  !&-8 - .... -. 



has made a detail study of the financial working of the sugar industry for 
a IO-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 
financial data was studied by the Commission, 140 had earned profit in 
the decade 1961 to 1970 while 67 had made losses during that period. 
'l'he average profit for the entire industry for that decade came lo 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 undcrtakcn a study of 
the Finance of the sugar industry, covering a six year period vis. 1365-66 
to 1970-7 1 .  The results have heen publiqhed in their bulletin of Juiy, 1973 
tinder the Caption "Recen! 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 rcproduccd bc1ow:- 

"The profit margin of sugar companies as measured by thc ratio of 
gross profits to net sales (i.e. sales net of r bare and discount) e 
recorded a fall from 9.5 per cent in 1 965-66 to 5.4 per cent in 
1970-71. In 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 respcct of the return on total 
capital employcd (gross profits as percentage of total capital 

crnployed) and the return on shnrt holders' capital (ratio of net 
profits to nct worth). All these three ratios wcrc adverscly 
affected in 1967-68 and 1970-71 when there was :I rnarkcd 
deterioration in the finance of sugar companies. The ra!ios of 
total dividends to net worth :I< well as ordinary dividcndq to 
ordinary paid up capital. howcvcr. rem:;incd more or lesq stable 

throughout the period under rcvicvv. perhaps due tn the policy 
of maintaining stablt dividend< followcd 5t. the su_car compa- 
nies. 

A comparison ot' the profitab;litv ratios of sugar compnnies with 
those of other public limited companiec covered in the study of 
1501 selected public limited companies reveals that. during the 
period under rcvieu the profit marcin. the return on tot21 capital 
employed and the return to sharrholders in the caw 4 sugar 
companies were lower rhnn tlw co:wcponciin,p ratins n f  d l  othet 
selected con~par~ies ( lindcr iining ours)  with the exception of 

1968-69 when sugar companies had fsired betttr rhan an other 
selccted companies. In  196566 a h ,  the two rntim. vi7 . .  prwc; 
profits to total capital employed and net prnfits is rc.t worth !or 
sugar companies were marpinally hichcr than the reswndinu 
ratios of other companies. All the five profitabi1it:q ratios of 



other companies deteriorated till 1968-69, redacting fie impact 
of recessionary conditions in the economy. In the case of sugar 
companies, a significant improvement in these ratios in 1968-69 
resulted from highcr 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 
concequent upon a series of factors cited earlier". 

3. In 1972-73, the gross profits increased to 15.6 per cent return oa 
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. Lcotzomic 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 \land at 8 in 1969-70, dipped to 
4.1 in 1970-71 and came to 9 3 in 1971-72 :ind rose to 15 6 in 1972-73. 
Even the highest recorded level of 15.6 per cent return on capital emplov- 
ed has to be considered in the context of thc : n d u 5 t ~  having an accumulat- 
ed loss of several crorcs h! 197 1-77 

4. It may be also be stated that the Gowmment have issued a Statutory 
Order (vidc .4ppcntfix VT of thc Puhli; .%:counts Commit~ce Report on 
the 25th September, 1974 (effective from 1974-75 scxnn) eninininc on the 
sugar manufacturers to share their cstra !-calisntinn~ from sale of free sugar. 
with thc cane growers. on 5050  hasii Rc..;idt.s, the Icvy sunar prices for 
the current year's (1973-75, prod~~ction have h%n reviced in July. 1975 
after taking into account thC realisation< from the sale of icy-free sugar 
and the actual cane price p i c !  payable hv  thc Sugar Factories keeping the 
Supreme Court's observations Yovenihcr. l Q 9 ?  in view. 

5. As has he tn  ztrei;\<ti already. the dual  p~olicy in wgar was 
prirr~arily intended to en:~hlc thc induitr:; :(,, pay hirher c3ne price than 
w3at has bccn fiscd .;tatutoril\. nntl rhcr;.b~ !o  withqland competition from 
other sucetcning ;iyc.nts Iikc LTur :I:".! kh:i:ids:iri aqd brine about better 
production of suplr. Thl: st;ltciilc.nt at ,Appendi~ I-C c\f thi. Public Accotints 
Committee Report is illustmti\.c of thC r:!nyc of ~ t n t u t o r y  prices f i ~ e d  for 
Tuprcanc i n  the varioui 7onc's m d  lhc  ; l i . t r~ ; \ l  prict pnid therefor. 

6. Reparding the r3t;nn:1lc of' thC ~ ' i i ' iw duty r?hn!e~ schrmc referred 
to in para 4.59, already explained. the. rcbie.: ofcrcd indue? the sucar mills 
to start crushing of sugarc;ine c:lrlj. and continue later in the season when 
sugar recovery is comparativelv Ion, wi thou t  which thc ~roduction parti- 
cularly during these nlonths will get affected. This involvcc hi@er cost not 
only because of low recovery hut 3140 fall in crushing rate. It may he pointed 
out that the Tariff Commission in i t <  Report ( I Q 7 . 7 )  h:~< stiitcd that in \ ~ C W  
of the incentives provided h:,. \\;I!. 01' c~c. isc r d w c  schcriir. and partial Ee- 



edlltr01, no special prMion has bean made in the a t  8~heddQB for 8 fd 
in the crushing rate. 

7. Another objective of the dual pricing policy is to ensure that a major 
portion of the requirements of the domestic consumer is met by the distri- 
bution of levy suear a? a reasonable price. It can be stated without fear 
of conLradi=.tion that sugar is perhaps the only commodity in the entire 
Indian industrial scene where the consumer has been supplied levy sugar 
at a conqtan! pri-e of Rs. 2.15 per kiloeram for well over 29 yea- 
feature largely attr'butable to the dual pricing policy adop+ed by the Oov- 
ernment. 

8. 7% 'ol'onin- comments were ini'ially recovded by the OfFice of the 
Comptroll-r Aud? Crenml :- 

"In .f ie 1 : n b  of thn renlv n7-n-q-l h~ *hn M;nistrv oC F n l n r e  to the 
pl~hl;c 9c-o~rn'c Cn~mi t t ep  with --fm-nc+- to nww 6 AT) to 4 d 9  
of this Renoft. lqide their lettrr F No. 234/26/75/CX-7 dated 
22-9-75 and tht  stat-ment of the Finance Secretay durinq 
ev'dencs as contained in para 3.38 at p. 51 of the Report, the 
arguments nut forth in *he nrooosed redv now sent for vetting 
ate not tenshle. The renlv reauirrs reconsideration. The 
M;n:strv of Finincp may also please bc consulted in the matter, 
if dcemed necessary". 

9. T h e  Miniqtrv of Finqncc (Dcpartmmt of Revenlie) niade the fob 
lowing further cnmmrntc with rrfrrrncc to the Audit remarks in the pre- 
ced'nn naramnnh "The pvfit?hilitv Ixittern of the s u w  industrv was 
st-idied in rpcn-yt or 7 few m i t q  in rrln*ion to vnfitk earned hv them during 
tho vesr 1967-68 T h l t  ;nri;nn+cd th?+  th-  nmfit~hilitv of the industrv has 
4mwn ac ~ ~ n m q r d  tr-qd Tt W:I\ on the hwis nf this a n d v ~ i s  thqt *he rates 
of dutv 07-1 wear wrrr c + ? r w ~ l  from sn-cifir tn ad valor~m. The M a r t -  
ment of F n d  2nnc.n-c tn hnw taken into considerat:on the profitabili'v of 
SUPV indi~strv from 1961-1970 w)lrreaq we have taken into account the 
profitabilitv for the vwr 1967-6s o n l ~ .  I n  this view. the results of study 
of the Department of Food and this Department arc bound to be different." 

10. The Audit have after rwrusal o f  the cmnlcnrs of Ministry of 
Finance Department of Rcvenoe) made the followine further observstions:- 

"The draft renlv to paras 4.58 and 4.59 was seen in audit. It is acain 
contradictorv in some respects. 

W?i?e thr Recervr R m k  w d v .  as incornrated in the reply, ~ h o w s  
that' the r t m n  on totd canital emnloved and return on sharc 
holder's capital were advemelv affectcd in 1967-68, the Ministry 

r of Finance studv durine 1967-68 (profits during 1967-68) 
showed risine trend. 



Secondly, there is no material with us for in the files to show that 
the remarks of the Ministry of Finance wcrc with reference to 
profits af 196748. 

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

I n  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) havc 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 relation to the profits earned 
by them during 1967-68. In this view of th,: matter, we have 
no comments to offer on the s:udics conducted by the Reserve 
Bank of India or on the observa ions made by the C.&AG." 

12. The Department of Food have no fur thx  comments to cfier. 

m i s t r y  of .4griculture and Irrigation (Department of Food) 
O.M. No. 7-13/75-SPY Dared 31-8-1976] 

Recommendation 

The foregoing paragraphs bring out irrefutably the said and possibly the 
corrupt state of affairs that exist in the sugar indzstry which IS manipulated 
in the interests of a few at the cost of .YO ~nan:,, n x n ~ l y  the cane groiver, 
the worker, the ccmsumer and fioally tile i i x c i - h ~ t  cs:h;.qncr. Th: country 
i s  now passing through a cr.tica1 tin,[ vh:n i t  I.; 1 i C C : S S d ~ ~  o niob.1.s~ cvery 
available resource to repair the crumbline econ:)ii>>. 'i'he Coinmi ti'e under- 
stand that more than one body has brcn in t n v o u r  + n3tiotialisaticn o: the 
sugar industry. The Comrnitec. would lik: to k n w  wh3i ac'ion hks been 
taken by Government on this rt.comn~cnifr~tion. 3 .!xi:'on on which is long 
overdue. 

The Governmcnt arc unabl~. :I! L I S L C ~ ;  t ~ .  i\lloi.s;ili znd sweeping 
condemnation of the sugar tndu\tr\ I3 , l r1 in ;  w n e  t l a c k - k e p  which exist 
in e v q  sphere of human dctn~t!, the \u+ir industr! has, bj and large, 
done its best for the country. The prod~:ti~w of sugar  has increased not- 
withstnuding the Buctuations caubed m,,rnly b!: seasons1 factors and sum 
now accounts for 10 per cent of t l x  total export e3mings of tho countq. 
¶'ha cane price have kept stend14 incrcwinp ,mi the ~ncluwial !elations in 



sugat factories have on the whole been satisfactory. Undcr the partial can- 
trol policy, tbe consumer stands assured of a reasonable portion of his 
requirements at a uniform fixed price thtouhgout 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 diflicult 
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 Sep~cniber, 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 biews. Neither 
of the two groups has expressed itself 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 
Merent  concepts. 

4. In any case, the main quest~on to be decided is whether the slagt: ha5 
been reached when all the ills the industry is alleged to suficr horn, can 
be remedied by nationalisation and whether the hard-hi; exchequer can bear 
the heavy investments involved in tiic process of nationalisa:ion and also 
whether the required number of administrative and tcchnizal personnel of 
proven competence and integrity 3r: available. The Govtrnnlent feel that 
stage has not been reached. 

5. Audit have no comments. 

[Ministry of Agriculture ,and irrigation (Department of Food) 
O.M. No. 7-4175-SPY Dated 12-5-1976] 



RE('OMMENDATlr3NS/OBSERVATIONS REPLIES T 3  WHICH I-IAL'E 
.NOT BENEN ACCEPTED BY THE COMMITTEE .4ND WHICH 

REQlJlRE REITERATION 

Another interesting fcaturc of the Sugar Rebatc Scheme is the calcula- 
tion of the rebatc on the effective ratc 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 l ~ h a t  
they actually paid as dut!, particularly during those incentive periods when 
thc rcbat: admissible. expressed as a pcrcentagc of the duty payable, was 
100 per cent. When thc pri, ing policy foi sugar and the Excise Tariff make 
L clear distinction between levy and frzc sale sugar, ;he Committee are 
distressed that the two shouid have b x n  combined for the purpose of rebale, 
which ha\ rcsultcd in cvtra concessions to the factories. This aspect has 
spparen I! not been r a k n  into account while t'orrnula!ing thc scnemr.. The 
('ommitree desirc that thc rsasonc and thc justification for th's cxtrn con- 
cession to thc sugar industrq should be in\.cstigateti in detail irmnediately 
and intimated to them. 

Action Taken 

It ha\ been thc stand ol thl5 Dcp~r tmen t  t h d  no "extra conct.ssion" has 
llowcd to thc' wgs r  indu<tr! a> J rewlt ot thc operation of thc wgar  rebate 
schen~c. 

Rulc 8(1) of the Central Excise Rules. 194-4 cnipowcrs t l i ~  Central 
Governriient in cxcnipt by notitication any excis:iblc goods. froni the whole 
or any part ol' duty leviable thereon. As per the notification relating to 
sugar rebate schemc. exemption ha.; becn given to sugar from so much of 
duty of excise leviable thereon as is specified ufhen such sugar produced is 
in excess of specified quantities of sugar manufactured in thc preceding 
sugar season. While, strictly speaking, it might have been appropriate to 
have two separate rates of rebate-one for suzar to be cleared for levy 



ppowe and eaotha for sugar cleared far fraaiialc, for the reason th t  
levy sugar and free sale sugar attract diflerent rates of duty, this was not 
done as it might have resulted in accounting dficultics and unnacaasary 
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 liabiliiy of duty on the sugar produced. 
Since this sugar was findly to be cleared in the proportion oi 30 per cent 
free sale and 70 per cent levy, the total duty liability of the sugar produced 
and, accordingly, the rebate entiilement, 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 enforxd 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 encure !hat the overall pro- 
duction of sugar of a factory is freed from all duty liability to the extent 
spe.dizd. As per the notifica-ion, the claim for rebate arises on produo 
tion. At that stage no physical dilferentia ion is possib:e between sugar 
which will be cleared for levy purposes and s u z x  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 me total duty which is otherwise payable as pcr the efIectivr: rates of 
duty, no point of audit should arise. 

It may be further emphasized, to remove any vebtige ot doubt that might 
remain on the point, that the essence of the procedure wh ch has been 
drawn up with the concurrence of the C&AG is that the exemption notifi- 
cations have to be given effect by allowing the sugar manufacturers advance 
credit, to the extent of the exemption admissible at the time of find clearance 
af sugar, as soon as such sugar is produced. The credit so allorded accrues 
b a manufacturer in lumpum whereas the clearances are talien piecemeal 

per releases permitted by the Directorate of S ~ a r  and Vanaspati. In 
bre context of such a scheme it IS not reasonable to try to compare thc 
duty collected in respect ot any particular period on the clearances wbich 
necessarily must be proportionately small with the advancc credit allowed 

the production which might necessarily be considcrtlbly more. 



The orgumant put forth in this connection by the Finance Secretary 
during evidence that there would be no excess pcpment of rebate i f  the ovcr- 
all figures for the entire p c r i ~ d  were to be taken Into account is not accept- 
able to the Committcc. Thc fact rcxains tl:at durii!g Octobcr-Xovember, 
1972, when the rebate adnlissible was 100 pcr ccnt of the duty payablc, 
a rebate higher than the duty ;)aid in respect of levy sugar produced in 
excess has been allowed to sugx  i';tctc:.ies by thc method of averaging. 
This has been amply illu,tratcd in thc \l;ilcmen; in paragraph 3.33 of this 
Report. To that extent, therc has becn :I loss to Govcrment  and a wind- 
fall gain to the industry. It is dso :lot unhlxiy that similar benefits have 
accrued to the factories during (?!her incer,:ivc periods by the avcragin~ 
of prices. The Audit P,tragrap!l points o3t that in 33 factories in two 
Central Excise Collccto;a!cs such e x c s s  rcblite mounted to Rs. 76.60 
lakhs. The Commirtx ussl:c : ! !at  tiic ;os suJi3ined by Government by 
dowing a rebate in esccss of thc duiy ac~ualiy paid in respect of all thc 
factories in the country shci:!c! bc \ ~ ~ ~ r l : c d  cxt 2nd intimated to them so 
that the extent to which the indui!ry /:a? bcncfited on this account may be 
precisely known. 

[a. No. 31 Paragraph 4.31 c .  A:jytl~dlx 1 to 155th Report of Public 
Account> Commit!ee (5th Lok Sabha)]. 

Sction Taken 

3. The reports troni thc Cullc.-~or. o: ( ' txnrrdl Pxahe. Shlllong, D~ngalore 
and AllJabad (in rcspcit 0 1  - !.$cr I I I C ~  ,IIC \ t d l  awaited. 

F~uther Action Taken 



tion was sought for from the Collectors. Frcw the reports rewived it is. 
found that the "lose" as a result of payment of rebatr: 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, then 
was a "gain" of Rs. 62,55,838.77 as a result of the rebate granted being 
less than the duty payable. 

Lt 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 2 1-7- 19771. 

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. 

[SI. No. 36 (Paragraph 4.36) of Appendix X to 155 Repon of the 
Public Account5 Committee (5th Lok Sabha)] 

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

Collrctoratr Nanir of thr tartor\ ~ m w r l  Rcawns for rrap in~  fort~t~tour 
tlurinq brnrfit. 

Madras .M \. 1.. I .  Parn Cn I.td Vrlll- 1 - 1- "17 i I.ow producf~on dur~ng the hnw 
kuppan. t r ~  prrt 1.i due to rtrikr 

,{0-+-1g7 ; 

D9. MIS. Kallakurichi Cutrp. Su- I - I Z - I ~ ~ : ~  LOW I'rodurtion due to strike & 
qxr Mills. t o  c l r ~ u w  of the factory due to 

,: 1-3-1973 fl(xxh during thc tmit period. 
---. L-- -----. -.--- . - - 

mry of Finance (Department of Revenue and Insuranct) letter 
NO. 234/26/75-CX-7 Qted 53-19761. 



The Committee h a w  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 or̂  rebate on excess production, 
to the extent that such sugar is earmarked for export, the rebate in duty 
allowed amounts to an extra concession to thc * , q y r  famries.  The Com- 
mittee have been infot-mcd that this aspect i b  aiso undcr further examina- 
tion by Government and dcsire that the examination should be completed 
expeditiously. The Committee would like to know the quantum of such 
double concession allowed to the .iuga- fxtories on this account. I t  is 
distressing that thc Ministry of Finance should haw remained ignorant of 
this extra concession tiij it  had becn pointed out by the Committee. That 
such a concession shouid have lxcn allowcd all thesc years over and above 
a full refund of thc excisc duty snd the siiiiiliollal subsidy given to the 
industry in the fonn of rccoupmClit of export losszs, which amounted to 
Rs. 89 crores till 1972, is a matter which causes concern to the Committee. 

[SI. No. 37 (Paragraph 4 . 3 7 )  of Appendix X to 155th Report of the 
Public Accounts Committee (5th Lok Sabha)]. 

.Action Taken 

The matter has becn examined in consultation with the Collectors of 
Central Excise and the Ministry of Law. 

The notifications whicl i  ha\ L. issued from time to time for operating the 
excise duty rebate schemc i n  r<\pcct of exccss production of sugar parti* 
exempt sugar which is in C X C C \ ~  of ccrlain bpccificd levels, whether deter- 
mined on the bask of [!I? p~.!duction during thc corresponding period of 
the previous year, as notified in the car1ic.r schemes, or in excess of the 
average production of thc comapondin: pcriod of the preceding 5 sugar 
years, as under thc s chmc  operating in the current year. 

Under the rc.lcv,int not~fic,itio&, :ill  sugar which is determined to be 
excess sugar, as per the t ) ~ m  provided. is cntit1c.d to be cleared at par t idy  
exempted rates of dut?. I t  \vould not bc in order, while computing the 
excess productitm. to igriosc huch cpantitic\ of production which are uti- 
lised for export. The cntlrc. prodaction of sugar in the current year would 
have to be taken into account for derernrining the excess production. 

So far as operation of thc nhttr x k m c  is concerned, the benefit of 
the exemption is being given, not. a5 usual in the case of such notifications, 
at the time of the clearance of the: goods, but an advance credit to the 
utent of the concession admissible under the notification is given as saoa 
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as excess production is determinable, and, in anticipation of the clearancl 
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 cleared not for domestic consumption but for 
export. Such a question is entircly confused as jt docs not take into ac- 
count the fact that sugar which i5 cleared for export would be entitled not 
to rebate the cxtcnt notified undcr the cxces production rebate scheme but 
to jull rebate 011 csporl. 

It is ascertained that normally sugar is bcing cxported in bond only. If, 
however, any sugar from exccss production werc to be exported on pay- 
ment of duty. then in respect ot such sugar also an advance crcdit to the 
extent of the concession undcr thc relcvant notification would bc admis- 
sible, provided that, in tcrms ol thc rebutc scheme, such sugar is cleared 
on payment of duty at full ratc. On tinal export of such sugar, refund 
would be admissibIe to tile ~nanufacturcs o l  the full duty paid at the time 
of clearance from the factory, less such amounts as have dready been 
allowed to him by way nt' acir'ancc crcdi~. 

It has been ascertained fro111 thc hlinihtry of .-\gsiculturc, however, that 
by and large the question of sugar n~ills delivering sugar for export out of 
their excess production docs not  rise. .4ccording to that dMinistry the 
export quotas should norn~ally be n.ell within the base level production 
of the sugar mills 2nd would not :~ffect their excess production rebate 
entitlements. 

pinis t ry of Finance (Department of Revenue and Insurance) letter No. 
234126175CX-7, dated 22-9-1 9753. 



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

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 tho base period This would, in effect, mean that such facto- 
ries would be entitled to a rebate 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 thereby maxi- 
rnise sugar production, the Committee see 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. 

[SI. 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 thc bnsc period, is under examination in consuftation 
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) letter NO. 
234 '36/75-CX-7, dated 22-9-1975]. 

NEW DBLHI; 
November 18, 1977 
Kartikn 27, 1899 (sS 

C. M. STEPHEN, 
Chairman, 

Public Accounts Committee. 



APPENDIX I 

( Vide Paragraph 1 .8 ) 

A note detailing the steps taken to givc effcct to the Cabinet's direction in 
October 1959 regarding modernisation of machincry in sugar factories 

1. The Government ol India. Ministry uf Food and Agriculture ap- 
pointed a Committee on 22nd Junc, 1963 to study the rehabilitation and 
modemisation of thc sugar faclorics in India undcr the Chairmanship of 
Shri S. N. Gundu Rno. thc then Director, Nationill Si~gnr institu~c, Kanpur. 
The Committee cstirnated an okcrall expcnditurc uf about Rs. 90 crores 
on rehabilitation. modernisation and cxpansion schtincs of s u p r  factories, 
I t  was felt that a revolving fund  (I!' about Rs. 20  ~, rorcs ,  to begin with, 
might be created by !he Ccnii-a; Cio\i.i.nnlcnt :in(! 1,:,111 :rdv;:nccd 10 sugar 
factories on  certain condition\ i t \ .  cn:thling thcm I( :  t:iht: up modcrnisation. 
rehabilitation and expansion schcmch. The Government cxamincd the re- 
commendations of thc Commitr:.~: hu! cc:ul,I nt:t :!!!rcc io thc snmc. The 
industry was informed in Slnrct; l();r9 rb ; ; ;  i i  \ i t ) ~ , l : 1  h~. q C n  tn individual 
sugar factories to approach the fir!;!rlci:i! i i i s t ; l i ~ ~ ; n * ~ ~  1.1-,: TFC f t \ l .  Ionn :~\sist-  
ance in the normal mnnner for  thcir r.cliat.ilit;ition ;ind n?odernisat;nn 
schemes. 

2. The Government nf 7rldi:; .;yr~ointc.cl :h;. Say.  r. Fncuiry Commission 
(known as Sen Cnmmi.;s;o~) o!i 7r.c' + ~ r i ~ \ t  ? " 5 !  c u a - ~ i n c  thc pricc 
structure of sugar, system of dic!rih~:t:iln of \!:r:l- : ~ n d  polic-  rcgardin!! 
licensing of new sugar factoriey. 2nd espnnrions OF .he c~ 's ! in :~  suI:.lr f .1~. 
tories. The Commiq~ioi! nrrc:>tf * ' ; ; I ~  !hLs.. ;i .;.. :; 9 ..? f . 1 ;  :,rc;~.; lint: ,pc.ci:~l 
loan assistance to thc indwrry f o r  thc p u r y i ~ ~ ;  o rcllnbilit:lti:!n and 
modernisation of the s u p :  irl~i[l\:r\.  Thc C o r n n : ; ? ~ ; ~ ~ ~  rc,wn!~c'r~iic:l th3' 
the application of each unit 4hould hc. cxanii:i:cl . i t  tc~lin;:a!  IS^! rcrard- 
ing the economics of rch:~bilit;i':,:$> ; ; : i t :  r-riclr.;;. c b r ~ ~ ~ l ! l  l ~ , :  ~ ! i v c ~ ~ :  f(i!. cynnn- 
sion of such units as arc helo:i- th:, ;.:onoini:. L.;!p;tci!\, nf 1 2 5 0  tonncc. 
The Commission wa5 of the view t h ; t t  th: f:!ctc : is n?:lking s ~ h t a n t i a t  
expansion should he trentul :it p:ir wit11 I ~ L ~ \ I  f : t ; !~~r i ;~  for swl! a~sis!nncc. 
concessions o r  inccntivc. ; I \  n:i,ct;t hi, p~,~~~,r;ill!. p i i l * ~  I-\. t h ~  (;o\wnrncnt 
from time to time. 

3. The Government of Tnrll,i r r l  th;  \11nt\ tr~ ~f To3d 'A,+,-ulturc. 
Community Developmerlt and Cocrni.r:~t~ol ccw>t~tutec! 3 S u - v  Industry 
Enquiry Commission on 28th C;cn+cmhi i 1970 (knots n n. Rhn:pwn Com- 
mission) to study the uorkinc of thc \IIcer indu<tq  in all i i $  aspects. 
indentify inadeqoacit4 In t h c  pcrfnrni,~ncc of the \ \ t ~ ' i ~ r  indusinl, c:nscs for 



existence of a largc 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 rehabilitation of sick mills 
could be effectively carried out by an organisation like Industrial Recons- 
truction Corporation of India. The matter is under examination in consul- 
tation with Industrial Reconstruction Corporation of India. 



I I - 3 hlinistry of Financ (Depart- 
ment of Kevenuc and R,~nking) 

2 I - I I Aiinistry of Agriculture and Ir- 
rigation (Dcpd rtment of Food) 

The Committee requirc that final reply, duly vetted by Audit, to the 
recommendation in  rcspect of which only interim reply has so far bma 
furnished. should he suhmittcd cxpctlitiously. 

The Committcc note th3f diffcrcnt Comrnit;c.es/COmmiss on, appoht- 
cd by the Governrncnt from tim: to  time like the Gundu Rao Committee, 
Sen Cornm~won and Bhargave Cornmivion to duJy  the. working. relahi- 
litation. modernisation and rxplnsron of the sugar industry have empLa- 
si7xCI the need for large-cocdc rehabilitation and modernisation oi the *or 
inductry. Although the Conlrnittee do not dispute that the primary objec- 
tive of prokiding incentive to the 5ugar industry was for extending €he 
crushing period they cannot be oblivio& of the fact that the ~~~~~t 4s- 
pect of reh;lbilitation, modemication etc. of the industry ha5 been com- 
pletely lost 4ght of by the Government while granting cash incentives in 
the shape of sugar rebate to the induqtry for nearly two decades. 

Keeping in view the fact that the machinery has been put to 'e- 
strain and over-depreciation due to prolongation of season for the &kc of 



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 iadus- 
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 @e~artment 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 hontain machinery of obsolete design, would have improved 
by now to produce more. 

46- Keeping in view the importance of sugar in the export field as well as 
the general economy of the country, the Committee hope and bust that the .- 
question of modernisation, rehabilitation and expansion of the sugar iMfn~- 

Y t 4  
try will receive constant and adequate attention by the Government. w 

Ministry of Finance (Depart- The Committee note that the methodology adopted by the Governa 
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- 



ment have admitted that i t  might have been appropriate to have two s q a  
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 dikult ies and delay 
in computation and grant of rebate claims. The Committee are unhappy to . 

note that on the excuse of alleged administrative inconvenience Goyem- 
ment had to sustain such a heavy loss resulting in fortuitous g a b  to the 
sugar factories. The Committee urge that abundant caution and scrutiny 
should he exercised in: such financial matters so as to prevent leakages of 
Government revenues and avoidance of fortuitous gains to any prh& 
agency at the cost .of national Exchequer. C 

- 1 - .  

7 1.22 hiinistry of Finance The Committee are unhappy to note that due to lack of scrutiny and 
(Department of Revenue investigation on the part of the Government as many as three factories 
and Banking) have reaped fortuitous benefits by enjoying sugar rebate due to low pro- 

duction in the prtceding base period relevant to the incentive period for 
various reasons such as clmure of the factory, strike etc. The Committee 
would like to know the reasons for not making thorough investigation so 
as to avoid such fortuitous payments together with the actual amounts in- 
volved in all the three cases. 

Do. It hardly matters whether the exportable sugar is drawn from the M 
level production or from the excess production as a result of the rebate 



long as such a quantity is accounted for in the total production of the ma 
for the purpose of excise rebate entitlement. The Cammittee 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. 

9 1.29 Ministry of Finance In their action taken note dated 22 September, 1975, the Department 
(Dcpmment of Revenue and Insurance hi~d informed the Committee that Government and Banking) 

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 ;S 
communication dated 27 July, 1977 that the proposal to set up this inde- (n 

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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DELHI. 

zq. lain Book Agency. COD- . naught Plure, New Delhi. 

25. Sat Narsm & Sons.  2 1 4 1 ,  
MoQd. AAli Bazar.Mori 
Gate. Dclhr. 

16. Atma &am Br Sors .  Kash- 
mere  Gate, Delhl-6. 

27. J .  M. Jaina & Brorhcro, 
Mori Gate. Dclhi.  

28. T h e  Centra l  Ncws Agency. 
2 ~ 1 9 0 ,  C o n n a u g h ~  Place, 
New Delhl.  

29. T h e  Engl i sh  nrmk Siore,  
7-L. Connaught Clrcus, 
New D c l h ~ .  

30. Lakslun~ Rook Srore, 42,  
- M u n r c ~ y a l h l ~ r k r r ,  ]an- 

path. New D c i l l ~ .  

3 : .  Bahrer Brothers, 188 La;- 
patrai )2erker, Dclt 1 4 .  

3 3 .  Oxford Book P: Starianerg 
Company, S o n d i a  House, 
C o ~ n a u g h  Place , N e w  
Delhl-1. 

34. ~ e o p l e ' s '  P u b l ~ s h ~ k  g House, 
Ran] Jhanbi R o a d ,  New 

D e l h ~ .  

35. T h e  Unrted B o o k  Agency, 
48. Amr~t Kaur Marker, 
Pahar Gan). New D e )  hi. 

36. ~ i r d  Book H o ~ s c .  8 2 .  
Janparh, New D r l h ~ .  

37. fiookwcll. q,  Sanr Naran- 
karl Ccllory, K~ngsway 
Camp, De1hr-y. 

38. Shrl  N C h a o b ~  S ~ n g h .  
News Agenr . Kamlal Paul 
H ~ g h  School Anncre,  
Impha]. 

AGENTS I ? j  FOREIGN 
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. 39 The  Sccrc:ary, Fsrubilsh- 
1 r n e ~ t  Deparrr1~er.1, T h e  

32 Jayann HwLCcpor .Chap-  66 H ~ g h  Comrnss~on of Indm 
paru ald K u m .  Karol- Ind ia  I.fou.ic. Aldu\;ch, 
Bdgh, S.;rw Dc.h.  LOhDON W C -2 






