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INTRODUCTION

1, the Chairman of the Public Accounts Committee, as authorised by
:he Committee, do present on their behalf this Forty-Third Report (Fifth
Lok Sabha) on Chapter II of the Report of the Comptroller & Auditor
General of India for the year 1969-70—Central Government (Civil)—
Revenue Receipts relating to Customs.

2. The Report of the Comptroller & Auditor General of India for the
war 1969-70—Central Government (Civil), Revenue Receipts was laid on
the Table of the House on 7th June, 1971. The Committee examined
Audit paragraphs relating to Customs at their sitting held on the 29th Octo-
her, 1971, The Committee considered and finalised this Report at  their
sitting held on the 20th April, 1972, Minutes of these sittings form part
11* of the Report.

3. A statement showing the summary of the main conclusions/recom-
mendations of the Committee is appended to the Report (Appendix).
For facility of reference these have been printed in thick type in the body
of the Report.

4. The Committee place on record their appreciation of the assistance
endered to them in the examination of these paragraphs by the Comptroller
& Auditor General of India.

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

ERA SEZHIYAN,
NEw DELHIL, Chairman,
Aprit 22. 1972 Public Accounts Committee,
Vaisahlia 2, 1894 (Saka)

*Not printed (Onc cyclostyled copy laid on the Table of the House and five copies
placed in Parliament Library).
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CUSTOMS
Customs Receipts
Audit Paragraph

1.1. The total receipts from Customs Revenue during the years 1968-
69 and 1969-70 are given below :—

1968-69 1969-70
Rs. Rs.
Customs imports . . . . . 3,73,96,87,797 3,26,96,91,588
Customs exports . . . . . 1,01,92,34,128 73,59,61,016
Additional duties . . . . . 44,58,06,759
Cess on exports . . . . . 1,97,14,203
Miscellaneous . . . . 6,59,24,413 6,70,91,478
Gross revenue . ... . . . . 4,82,48,46,338 4,53,82,65,044
Deduct—Refunds and Drawback . . 35,98,67,754 30,51,66,670
Net Revenue . . . . . . 4,46,49,78,584 4,23,30,98,374

It will be seen from the above figures that out of a total gross revenue
of about Rs. 454 crores nearly 81 per cent related to import duties includ-
ing additional duties. In the year 1968-69 the revenue from additional
duties leviable under section 2A of the Indian Tariff Act was included under
the major head I-Customs Imports—and the receipts from Cesses on
exports were likewise included under the head “Customs Exports”. It has
been decided to classify the receipts from these two heads separately with
effect from 1969-70 and they have accordingly been shown as separate
figures in the table above,

Compared to 1968-69 the realisation from imports had a slight set
back by about Rs. 2.41 crores; under exports the fall in revenue was signi-
ficant amounting to Rs. 26.36 crorgs.

[Paragraph 8—Report of the Comptroller and Auditor General of
India for 1969-70 on Revenue Receipts.]

1.2. The Committcc desired to be furnished with a list of major com-
modities on which export duties are levied and the value of commodities
cxported during the years 1967-68, 1968-69 and 1969-70. The Ministry
of Finance have furnished the following statement :

& & (Exports Rupees crores)

Sl No. Commodity 1967-68° 1968-69  1969-70
(45} (2) 3 (0] 3
1. Jute manufactures . . . . . . 234 09 21801 206 -66
2. Raw cotton . . . . . . . 15-89 12-44 16 02
3. Tea* . . . . . . . . . 180 -20 15651 124 -50

*Tea exempt from export duty with effect from 1-3-1970.
Source : Monthly Statistics of the Foreign Trade of India (vol.

xports)}—March 1968, March, 1969 and March, 1970.)



) 2) 3) 4 )
4. Black Pepper . . . . . . . 1298 9714 16-14
5. Coffec . . . . . . . . 1818 17 -96 19-62
6. Deoiled groundnut meal . . . . . 37-21 4196 3272
7. Tobacco unmanufagtured . . W 34 -85 3316 327
8. Mica . . N . . . . . . 1504 1346 1522
9. Hides, skins and leather . . . . . 60 -80 7736 8921
10. Coir and coir manufactures . . ) . . 12493 1404 13-51
11. Manganese ore . . . . . . . 1110 1346 11-06
12. Tron orcs . . . . . . R . 74 78 88 -40 94 -62

1.3. Pointing out that out of custom receipts for imports amounting to
Rs. 326 crores during 1969-70 the Public Sector alone contributed as much
as Rs, 118 crores, the Committee enquired whether the collection work for
Public Sector could be separated from the regular work. The Chairman,
Central Board of Excise and Customs stated “Under the law, whether it is
a government department or a public corporation or a private party, the
processes and formalities to be gone through for clearance of cargo are the
same. So there is no separate system that can be devised.” Asked if a
separate cell for this work could be created. the Finance Sccretary replied :
“That appears to be difficult, because. ... the consignments keep on com-
ing, some ship may discharge cargo both for the public and private sector.
The whole procedure of clearance will have to be the same. The same officers
will have to inspect it at the dock. They have to be dealt with simul-
taneously. They come mixed up.”

1.4, The Committee desired to know in respect of the years 1966-67
10 1969-70 (i) details of receipts on account of (a) sale of confiscated
goods and (b) recovery of duty and penalty on luggage and (ii) checks
exercised after the clearance of goods from the Customs to prevent un-
authorised disposal and to check genuineness of declarations. 1In a written
reply the Ministry of Finance stated, “The total amount of receipts on
account of sale of confiscated goods (other than Gold and Silver which are
not sold, but are deposited in the Mint) and on account of luggage
(Baggage) indicating separately, duty, fine. personal penalty realised is
given below :

(a) On account of sale of confiscated goods.

(Rs. in

Lakhs)

1966-67 . . . . . . . . . . . . . 121 -8

1967-68 . . . . . . . . . . . R R 2767

1968-69 . . . . . . . . . . . . . 237-3

1969-70 . . . . . R R . . . . . 2859
{b) On account of Luggage :

(Rs. in lakhs)

Duty  Fine Personal

Penalty

1966-67 . . . R . . . E . 184 -2 62-4 16

1967-68 . . . . . . . . . 2106 806 1-5

1968-69 . . . . . . . . . 2212 5401 11

1969-70 . . . . . . . . . 2509 626 12




3

1.5. Misuse of baggage. concessions is 'checked in the following
manger ;— .t oo oo : _

(a) Baggage duty free allowance has been reduced to Rs. 500/- only,
which does not leave any miargin for bringing goods for disposal after
acquiring gifts for relations and friends. Articles which can be easily soid
by hawkers are not permitted to be imported under LT.C. Public Notice
No. 13/71 dated the 1st February, 1971 on payment of duty but without
Import Trade Control restrictions to check misuse. For T.V. and firearms
there are special instructions to check misuse. For firearms instructions have
been issued requiring the Customs officers to stamp the possession licence
with rubber stamp indicating the condition of non-transferability for a
period of 10 years.

(b) To prevent unauthorised disposal of smuggled goods including
those cleared as baggage the preventive organisations in the Custom Houses
and Central Excise Collectorates collect intelligence and conduct frequent
town raids. In March, 1969, Customs Act was amended in order to
regulate internal transactions in certain categories of goods which are either
smuggled into the country or which are disposed of unauthorisedly after
importation as baggage. For this purpose, certain categories of goods have
been notified to which additional regulatory measures apply except when
they are for personal use. These measures include requirements regarding
intimation of place of storage, maintenance of accounts, transport and sale
under cover of vouchers and reasonable precautions before acquisition.

1.6. In regard to the confiscated gold, the Chairman, Central Board of
Excise & Customs stated during evidence : “This is kept in deposit with
the mint and is taken over by the Reserve Bank of India in due course of
time. Only then some credit is given. We includ¢ the credit as and when
given. It is not immediately given.” As regards its value the witness
stated that it was calculated at the international price.

1.7. Asked whether credit was not taken on other confiscated s at
the moment they were confiscated, the Finance Secretary stated : “Credit is
not taken on conficated goods at the moment they are confiscated; at the
time of confiscation, only a description of the items confiscated is included.
It is only when they are sold that credit is taken. There may be a time
lag between the date of seizure and date of subsequent confiscation and
actual realisation of sale procceds.” The witness added : “Some goods
deteriorate on stock becausc there are long delays in disposal and on
account of deterioration there may be a fall in the actual value realised.”

1.8. The Committee desircd to know the basis on which rewards paid
to informers were calculated in the absence of the final sale price of the
roods. The Chairman of the Central Board of Bxcise & Customs stated :
“There are some rewards which are given in advance on a rough and ready
basis. The real calculation is done only when the goods have been dis-
posed of and we have realised the money.” 'The Member of the Board
stated : “In case of gold, we give the reward on the basis of so many rupees
per tola. That is not dependent upon the value. In regard to other goods,
what happens is, in the case of certain categories of goods, where there is
no doubt about confiscation like those goods which have been notified under
section 123, we pay 50% of the expected final reward within a fortnight or
2 month’s time. But on the final calculation the amount of the reward
against which whatever amount has been given at the time of seizure is

adjusted; it is dependent on the actual sale proceeds.” Asked if action was
2—L 128 LSS/72
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taken to recover any excess payment of reward made in advance of the
actual sale, the witness stated : “Even at the time of payment of initial
reward, we have issued instructions that they will take into account the value
at which the National Consumer Coperative Federation is taking up the
goods. There is not likely to be very much of a variation. For small
difference we are able to adjust at the time of the final payment of the
reward.” The Finance Secretary clarified that initially 50 per cent of the
amount of award was paid in advance and there was less possibility of
cXxcess payment,

1.9. The Committee drew attention to a circular issued by the Depart-
ment in March, 1965 that the final rewards should be sanctioned both to
the informers and the departmental ofticers as soon as possible after the
goods were confiscated absolutely and without waiting for the final sale.
The Committec enquired how, in view of these instructions it was ensured
that excess rewards were not paid in cascs of over-valued goods. The re-
presentative of the Board stated, “Therc are separate orders issued in
regard to the payment of advance rewards. These are with regard to the
payment of final rewards. ... in so far as the advance reward is concerned,
that is paid as near the seizure as practicable.” The Finance Secretary
added : “We will check it up with some of the Customs Houses how soon
the payment is being made and what is the difference between the amounts
actually paid on this basis and the actual amounts realiscd.”

1.10. In a note furnished to the Committee, the Ministry of Finance
have stated : “Authough the orders of 1965 authorised the Collectors to
pay final reward without waiting for sale of the confiscated goods, in
actual practice the Collectors have reported having waited till the disposal
of Appeal and Revision Application. 1t had been found more practicable
to give final rewards after disposal of goods and hence generally final
rewards have been paid after the disposal of the confiscated goods.”

1.11. The Committee find that in pursuance of the rccommendations
of the Customs Study Team, the Ministry of Finance issued instructions on
9th February, 1970 delegating full powers to Collectors of Customs &
Excise to give rewards to informers within the following overall ceilings :

Description of goods overall ceiling
(a) Gold bullion . . . . . . . upto Rs. 15/~ per tola.
(b) other goods . . . . . . . upto 10°%; of the estimated

market price in India of con-
fiscated goods ar the time of
sefzure.

1.12. As regards advance payments it is laid down in the instructions
of 9th February, 1970 “In respect of (1) gold bullion and goods ‘notified’
and “specified’ under section 11B and 11-f respectively of the Customs Act
1962, (2) seizures made in thé Customs Area or on the Indian Customs
waters of goods not declared and (3) seizures of unclaimed goods, rewards
may be paid before the actual sale of the goods, as follows provided there
15 no doubt about the final confiscation of the goods :—

(i) 50% of the expected final reward immediately on seizare; and

tii} the balance of the reward on adjudication of the case resulting
in confiscation.”.
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1.13. The Committee desired to know how it was ensured that the pay-
ment of advance reward did not exceed the final reward. In a written
reply the Ministry have stated the following position :

“In seiznres of gold bullion reward to the informer(s) is payable at the
prescribed rate per tola for the quantity seized and not on the value of the
scized gold. There can thus be no instance of the advance reward exceed-
ing the final reward due to such cases.

“As regards other goods, immediately after the seizurc is effected, an
inventory of the seized goods is completed and evaluation of such goods
made having regard to the price of the similar goods in the market. The
Collector of Customs (Preventive), Bombay has reported that the prices for
the various items of seized goods are based on the prices fixed for thesc
items by a Joint Pricing Committee of the Central Excise Department and
Custom House. The prices so fixed by the Committee are normally less by
about 10-15% of the market price for the items. Where the item is not
covered by the price list of the Committee market enquiries are immediately
made to ascertain the cstimated market prices and that price is taken into
consideration for determining the quantum of reward admissible in a casc.
After having ascertained the prices in the above manner, the total value of
goods seized is worked out and thercafter the amount of the advance
reward admissible in a case determined. Where the competent authority is
rcasonably satisfied about the final confiscation of the seized goods. an
amount not exceeding the permissible limit is sanctioned as advance reward
and disbursement made. At the time of sanction of final reward. in case
the advance reward is paid. a further scrutiny regarding the value of goods
and the role of informant is made and further adjustments made at that
stage therchy ensuring that in no case reward sanctioned exceeds prescrib-
ed limits. The other Collectors of Customs and Central Excise have also
reported that they evaluate the seized goods on a realistic basis and keep a
safe  margin to take care of fluctuations later on. The estimated value so
determined is certified both by the Assistant Collector and the other gazetted
officer in charge for disposal of confiscated goods.

“Advance reward represents only a fraction of the total reward pavable
m a case and is adjusted against the final amount of reward determined to
he paid. The procedure adopted by the Collectors as outlined above ade-
quately cnsures that the payment of advance reward does not exceed the
final reward duc. Tn fact all the Collectors of Customs & Central Excise
have reported that no case has been reported where such a things has
happened.”

1.14. The Committce desired to know how soon payments were made
and what was the difference between the value on the basis of which re-
wards were actually paid and the value realised on disposal during 1965-70.
In a written reply the Ministry of Finance have stated : Tt has been reported
by the Collectors that in most of the cases the advance rewards are gene-
rally paid within a ‘month of the seizure. However, the payment of final
reward takes long time due to various factors beyond the control of the
Department, such as delaying tactics on the part of the parties. appeal and
revision processes, filing of court cases, etc.  The final rewards paid in o
vear relate to cases detected much carlier sprecad over a number of years.
1t has not been practicable to get this information as the files in which
vewards are sanctioned in a year are not kept separately.”
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1.15. The Committee enquired about the basis, op which  award of
Rs. 15 per tola of gold had been fixed and how it compared. with the inter-
national price. The representative of Board stated : “The IMF price ﬁcl‘.t
tola these days works out to about Rs. 984 and something like that on the
basis of 35 dollars per oz. The international free market price works out
to about 40 dollars. "And the internal price is much more.” Asked if it
was fixed in relation to the credit given by the Reserve Bank of India, the
witness replied in the negative. The finance Secrctary stated : “whether
we take the international price or the IMF price or internal value, that
becomes immaterial because it is Rs. 15 per tola. It is a fixed price by
weight and not according to value.” The representative of the Board
stated ; “In the case of other commodities we were giving 10 per cent. In
the case of gold, 10 per cent would really work out to much more—
at that time, we used to give Rs. 10 per tola. Worked out at the base of
10% it would have been about Rs. 20. But the gold seizures is of heavy
amount. We did not give more. We fixed at Rs. 15. That is the
rationale behind it.”

1.16. The Committee desired to be furnished with a note stating the
percentage of maximum reward to the actual amount of credit given by the
Reserve Bank of India in respect of gold during the years 1968-69 and
1969-70. In a written reply the Ministry of Finance have stated : “The
confiscated gold is deposited with the Government of India Mint for final
disposal. The question of credit to be given by Reserve Bank is under
examination, However, the international monetary price of gold is
Rs. 98.41 per tola. The market price in India of primary gold bars ranged
from Rs. 172 to Rs. 208 per tola during this period. Reward in gold
cases is paid with reference to the weight of the seized gold. At the maxi-
mum rate of reward, it worked out to 15.3% of international monetary
price and from 7.2% to 8.8% of the market pricc in India. In the case
of confiscated goods other than gold the maximum reward is 10% of the
market price in India and not international price.”

1.17. The ‘Committee desired to know the checks exercised by the
Internal Audit Department over the issue of awards. The representative of
the Board stated : “The Internal Audit checks the actual disbursement and
whether the Board’s orders are executed or not. .. .As far as internal Audit
1s concerned, all the reward files go as a matter of routine.”

1.18. The Finance Secretary informed the Committee that “in the case
of rewards to informers, this is not a kind of statutory or a clear executivc
order that you must give this reward or that reward. This is after all a dis-
cretionary reward. It was given to informers according to the amount of
work they have done, the real amount of information they have given and
the kind of assistance that has been received from them. So, the rewards
can vary in percentages and in amounts from person to person. It is not
the right of the person to receive any reward, it is not like the payment of
a salary, that you must give that. T am only mentioning this point becausc
in the case of rewards which were finally sanctioned there may be variations
in the percentage but the general guideline has been given to the Collector
that we should follow such and such.” The witness added: “On the ques:
tion whether it is excessive or not, 1 would like to submit that the reward
given to informers who help in anti-smuggling has to be judged on the basis
whether it has paid divideds or not.” The Comptroller & Auditor General
stated : “My audit will not certainly ask you to enforce any kind of unifor-
mity in what you pav.” )
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1.19. Asked if the maximum rate fixed was exceeded in some cases,
the Chairman of the Board stated “All these maxima have been i
for the field officers. If they want to give anything more, they have to
refer to the Government or the Board because these are only working
rules.” '

1.20. The Committee asked whether the Internal Audit had reported any
cases in which these discretionary payments were not in  order. The
Member of the Board stated, “The internal Audit go into the question
whether the Board’s instructions regarding the maximum powers to the
various officers regarding the disbursement of the amounts and regarding
the various commodities have been observed or not. But they have no
power to question the use of this discretion in particular cases. Further,
these disbursements are pre-audited. The file is sent to internal audit.
internal audit checks whether it is in accordance with the Board’s instruc-
tions, and so long as it is so, it i% paid. So, such cases cannot occur.”

1.21. In a note subsequently furnished to the Committee the Ministry
of Finance have stated, “While carrying out checks on the rewards sanc-
tioned the Internal Audit Departments of the major Custom Houses ensure
that the rewards are sanctioned by the compctent authority. It is also
checked whether Government’s orders regarding the quantum of rewards
payable, the time of payment of reward, the valuation of goods for grant
of rewards and the requirements of other general instructions governing
the grant of rewards have been complied with. No cases were detected
wherein Government’s orders regarding disbursement of rewards were not
compliecd with. It has been found that the Internal Audit Departments
in the Central Excise Collectorates confine their checks only to audit of
revenuc accounts. As the sanction and payment of rewards relates to ex-
penditure account, the Internal Audit Departments in the Central Excise
Collectorates were hitherto not exercising any checks on disbursement of
rcwards in Customs cases. However, instructions have been issued pres-
cribing that Internal Audit in the Central Excise Collectorates should carry
out checks on sanction of rewards to ensure that Government’s orders in
this regard are complied with.”

1.22. The Committee enquired whether any attempt had been made to
find out the percentage of the smuggled goods actually seized by the Customs
Department.  The Finance Secretarv replied : I am afraid, to this question
at least T cannot give any answer, if one knows what is being smuggled into
india, we would have known the percentage, but we do not know.” The
witness added : “I agree with you, sir, that the problem of smuggling is a
major one. We accept that, and that measures should bz tightened wup.
For example we know that smuggling of gold is a very major problem and
therefore every possible cffort should he made to tighten measures. My
only point was that I cannot give you any reliable or authentic estimate of
the quantity as to how much is being smuggled into India and how much
we are catching. T was only saying that whatever 1 may give you, or I
may say, that it is 5, 10 or 15%. it will be all guess.” He further stated “This
much we accept ourselves that what we are catching is only a small percentage
of what is coming into India and thereforc, the problem is much more gigan-
tic and much bigeer than we were able to tackle.”

1.23. Asked about the measures taken to prevent smuggling, the Finance
Secretary stated, “We know what comes from which area; we get information
on what is being shipped; we know the modus operandi; we have got people
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who give us information that this kind of commodity is coming from this

world market, and we direct our operations for that purpose in that parti-
cular area.”

- 124, The Committee referred to complaints from Custom Houses that
‘hey were not provided with adequate launches. The Finance Secretary
replied, “We know there are complaints from many people that the total
number of launches with them are inadequate. We have not got enough—
both by way of fast moving and slow moving launches of different types.
Thc{? is difficulty in deciding what kind of launches to buy and where to
buy.” The Committee asked whether any demands for launches were pen-
ding with the Ministry, the Finance Sccretary stated, “We had hardly any
!zlunches a few years ago, Now we have got 30 launches in the country. This
increase has taken place but the local officers are not satisfied with this.
The demand is still more. In fact 31 launches have recently been given and
the real difficulty has been in tinally deciding what kind of craft to buy and
what type of craft and how many to buy. We have been trying to get in
touch with experts to finalise but practically more launches have been added,
that is about 30 laynches” .

1.25. The Committce desired to be furnished with a detailed note (a)
eaplaining the various measures taken by Government to prevent and detect
smuggling and (b) Government's asscssment on the magnitude of the pro-
blem of smuggling indicating therein the assessment of the requirements of
various types of launches and the basis thereof, the views of the Exports
consulted, the actual availability and the steps taken or the difficulty. if anv,
to procure the additional launches.”

1,26, In a written reply. the Ministry of Finance have stated :

“There arc not reliable means of estimating the extent -of smuggling into
the country. The Study Team which went into the question of leakage of
foreign exchange through invoice manipulation estimated that the illegal
foreign exchange required to finance smugeling of gold and other articles
would be of the order of Rs. 160} to Rs. 170 crores per annum. The market
price in India of the smuggied goods of which the value abroad in forcign
cxchange is Rs. 160 to Rs. 170 crores would work out to be of the order
of Rs. 400 crores.

The Report of the Study Group sct up by the Cabinet Sccretariat re-
garding the requirement of launches is presently under examination. The
Study Group has recommended the use of fast surface boats with a cruis-
ing speed of 20 knots and thrust speed of over 30 knots and with 2 to 3
days endurance. They also suggested the nced for smaller medium fast
boats for deployment in seas not far from the shore. Further sieps will
be taken on the basis of the Government's decision on the different re-
commendations for acquiring additiona! launches. Mean-while seized boats
of smugglers are, on confiscation. being deployed in increasing numbcrs.
38 seized boats have been put to use,

STEPS TAKEN TO PREVENT SMUGGLING
Administrative Measures
Redeplovment of staff in sensitive areas

I. In the past anti-smuggling operations were confined ta checking pas-
sengers and their baggage at various points of entry and rummaging of the
incoming vessels and aircrafts. However, with the change of the Modus-
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vperandi adopted by the smugplers, it has become necessary not only
to guard the vulnerable points along the western and south-eastern coast
of India but also to arrange for the patrolling on water for intercepting the
smugglers’ launches. In view of the present trend in smuggling through the
western coast extra staff exclusively for preventive work is being
deployed in sensitive areas. The preventive formation in  the
Bombay and Madras Custom Houses and Ahmedabad, Bombay:
Cochin and Madurai’ Customs and Central Excise Collectorates have been
reorganised. In Ahmedabad Collectorate, 5 divisions under the charge of
Assistant Collector have been created exclusively for anti-smuggling work
along the coast of Gujarat., Similarly, in Madurai Collectorate two divisions
under the charge of Assistant Collectors have been created exclusively for
anti-smuggling work along the coast of Tamil Nadu,

Intelligence set up

2. In order to strengthen the intelligence machinery the Government has
set up zonal units of Directorate of Revenue Intelligence at Bombay, Cal-
cutta, Madras and Delhi. To coordinate efforts of the field formations from
the Indo-Nepal border, the Direetorate, Headquarters were, how.cver, streng-
tiened by the creation of a Nepal Unit headed by an officer of the rank of
D.I.G. of Police. The Directorate of Revenue Intelligence also maintains
linison with similar organisations in somg of the foreign countries directly as
well js through INTERPOL.

The Director-General of Revenue Intelligence and Investigation has also
been appointed with a view to achieve closer coordination amongst the in-
iciligence and investigation agencies. namely, the Enforcement Directorate
and Directorate of Revenue Intelligence. These organisations now function
under the cabinet Secretariat.

{.aunches

3. In order to make up the inadequacy in sea-going launches, 38 con-
fiscation launches have been appropriated for anti-smuggling work. Some
small launches built in an Indian yard have also been procured.  Suitability
of other launches (seized from time to time) for anti-smuggling work was also
cxamined to that more confiscated launches can be pressed into service. The
High lcvel Study Group set up by the Cabinet Secretariat to examine and
advise on the overall requirement of fast sea going crafts, intcrcepters and
other logistic support that would bc necessary for anti-smuggling opera-
tions has sincc submitted its report, and it is currently under examination.

VVehicles

4. 396 vehicles, cars, station wagons have been provided for anti-smug-
vling work to Custom Houses;Central Excise Collectorates recently.
Wireless Communication

‘ 5. A Pilot Cell has been sanctioned for evolving a scheme for providing
wireless net-work along Western coast.

Arms and Ammunition

6. Instructions already exist for equipping our officers with arms and
ammunition. Every effort is being made to provide rifles to scpovs and
revolvers to officers.  Recently, the Ministry of Home Affairs have allocated
l;) us 100 imported revolvers for use by the officers for anti-smuggling
duties,
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Binoculars, Walkie-talkie sets, gold detectors, Tape-Recorders and Picker-
Fluroscopic units S

7. These equipments have been provided where considered necessary
for interception and investigation purposes, Recenfly, 256 binoculars have
been sanctioned for preventive work. In addition confiscated items like
tape-recorders, and binoculars have been brought into use. Five picker-
fluroscopic units have been brought into us¢ at five important Foreign
Post Offices for screening packages suspected to contain contraband articles.

Encouragement to the officers

8. In addition to cash rewards which are given to officers other than
class I officers as an incentive officers are also given appreciation certificates
(i) for exceptionally meritorius service rendered in undertaking a particular
task even at the risk of life, and (ii) for specially distinguished record of
service, Officers in category (i) belenging to class 11, HI and IV are also
granted cash allowance.

Rewards to public

9. In order to encourage the public to come forward with information
regarding smuggling, Government has introduced a scheme for the payment
of rewards. In order to streamline the procedure for sanction of reward
and to remove grievances regarding the delay in the payment of the rewards,
the Government have appointed a Committee which is going into the question
of prompt disbursement of rewards. The Committee’s report has since been
submitted and orders have been issued.

Legislative Measures

Amendment of the Customs Act

1. In March, 1969, the Customs Act was amended in order to provide
for control over intérnal transactions in certain categories of goods of which
the smuggling is on a substantial scale. On the import side certain cate-
gories of goods have been notified to which additional regulatory measures
will apply except when they are for personal use. These measures include
requirements regarding intimation of the place of storage, maintcnance of ac-
counts, transport and sale under cover of vouchers and reasonable precautions
before acquisition on the export sidc a specified area extending to 50 kilo-
meters in width from the west coast and that part of the east coast which
falls within the state of Tamil Nadu has been notified within which the re-
gulatory provisions will apply in regard to silver, bullion and coins.

Proposal for enhancement of punishments in certain cases

2. The Customs Act provides for the stringent punishment in cases of
smuggling. There is a provision for a minimum sentence for 6 months and
maximum sentence of 5 years, in cases where the Indian market price of
smuggled goods exceed Rs. 1 lakh. However, a recent study made on the
punishment awarded by courts in various States indicated that even in proved
cases of smupgling in which the courts could have awarded high sentences,
the sentence awarded was much less. Tt is, therefore, proposed to amend
the relevant provisions in the Customs Act to provide for deterrent punish-
ment for smuggling of gold and other goods. The Law Commissioner’s re-
commendations have just been received and are under Govt’s consideration.
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Gold Control Act - -

3. In 1963, the Gold Control Act was introduced with a view. .inter alda,
(o supplementing the anti-smu%gling efforts, with a detailed system of coptrol
over internal transactions in gold so as to make the circulation of smuggled
2old .more difficult. In its original form the ‘core of the Gold Control was
the 14 carat purity resttiction on manufacture of ormamedts. With the
withdrawal of the 14 carat restriction on mamufacture of ormaments in
November, 1966, a ban has been imposed on private possession of primary
gold with a provision for declaration of otnaments above specified limits, As
refineries were believed ' to be important link in the chain of agencies handling:
contraband gold, the licences of private refiners have ajso not been zenewed
for the year 1969. The Government Mint has been licensed under Gold
Control law to render service to the gold trade for its refining peeds.

Other Measures

4. All these measures are being taken in addition to the usual
vigitance at the port, airports, land customs stations and ip im-
portant commercial centres inside the country by the officers of the
Customs and Central Excise so as to prevent  smuggling . and to
detect smuggled goods. Checks of vessels and conveyances coming
from abroad and scrutiny of imports and ecxports is being
made by the officers of Customs at the ports, airports and land customs
at the ports, airports and land customs stations.

Difficulties faced in anti-smuggled Efforts

Some of the difficulties being faced in anti-smuggling cfforts are :

(i) In view of the size of the country with its long frontiers and coast
linc extending over thousands of miles it is not practicable to effectively man
all the points through which goods can be smuggled into the country,

(i1) Shortage of sca-going crafts makes interception of smugglers laun-
ches at high seas difficult.

(iii} Compact volume of gold, watches, etc. being suitable for con-
ccalment on the person of smugglers and in passengars’ baggage to make
its detection difficult,

(iv) The casc with which gold can be converted into ornaments
rendering the detection of smuggled gold difficult.  Since there is no restric-
tion of purity or otherwise in the acquisition or sale of genuine ornaments,
it 1s difficult to prove the smuggled nature of gold once it is converted into
crnaments. : :

(v) The persistence of internal demand of sold because of social customs
and conditions in the country, which oflers a lucrative market to gold
smugglers.

(vi) The craze for foreign consumer articles,

(vii) Shortage or absence of internal production in articles like watches,
synthetics fabrics, cloves.”

1.27. The Committee sre concerned over the significant fall in revenue
amounting to Rs. 26.36 crores in receipts from Custom Exports during the
year 1969-70. From the statement furnished hy the Ministry of Finance,
the Committec find that the export value of Jute manufacteres fell from
R; 21801 crores in 1968-69 {0 Rs. 206,66 crores in. 1969-70 and that

3 ~L128LSS/72



1.29. The Committee feel alarmed about the itude of the problem

coming into India and therefore, the problem is much more gigantic and
much bigger than we were able to tackle”. The Committee are unhappy
that inspite of the awareness of the problem and repeated requests from
Custom Houses, the Department have failed to provide the Custom Houses
with lsunches in adequate namber and of required speed in the country.
The Committee desire that the Ministry should ensure that the preventive

metwork is strengthened by providing the requisite anti-smuggling equipment
and stafi with necessary powers.

1.30. The Committee further desire tn:;n earlé decision Md’:ﬁ
taken by Governmemt on the report of tudy Group set up by
Cabinet Secretariat regarding the requirement of ches,

Cost of Collection
Audit Paragraph

1.31 The expenditare during 1969-70 in collecting customs receipts
together with the corresponding figures for the preceding years is shown
below :

(In crores of rupees)

Custom  Expendi-

collec- ture on
tion collec-
tion
1966-67 . . . . . . . . . . . 585-37 5-48
1967-68 . . . . . . . . . . . 513-35 5-61
1968-69 . . . . . R . . . . 446-50 678
1969-70 . . . . . . . . . . . 42331 7-83

[Paragraph 7—Report of the Comptroller and Auditor General of India
for 1969-70 on Revenue Receipts.]

1.32 The Committee desired to know the reasons for the increase of
expenditure of the Customs Department from Rs. 5.48 crores in 1966-67
to Rs. 7.83 crores in 1969-70. The Finance Socreta?' stated : “Part of the
increase would be due to increase in the dearness aflowances of the Gov-
cerament servants, That is reflected in this, But it is not fully reflected. 1
notice under union excise, but it is really reflected under the other heads
an.;corporation tax and the income tax. There has also been a substantial
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increase in-staff on anti-sowmggling work under C " The Commtittee
desired to.know the break-up of expenditure on collection and anti-smupp-
ling and preventive work. The witness stated : “We will try to make some
estimate of the special staff which has been sanctioned for preventive ‘work,
though prevention is also part of the responsibility of the normal staff.” The
Committee desired to be furnished with a note showing (a)  the reasoms for
increase in-expenditure on collections giving break—up of (i) normal increase
due to increment, increased allowance etc. and (ii) increase due to addi-
tional staff, cacegory-w:se and (b) break-up of expenditure on collections
during each of the years 1966-67 to 1969-70 as between the expenditure -
curred on mormal assessment and collection work and that on anti-smuggling
and preventive work, ,

1.33. In a note furnished to the Commitiee the Ministry of Finance
have furnished the following break-up of expenditure under the “Cusfoms”
grant for the years 1966-67 and 1969-70 :

Expenditure (In crores of rupeet)
Incresse
(+)
196667  1969-720 l::ou)muc
" (i) Salary of officers and Establishments . . . 1-44 161 (417
(i) Allowanoes and Honoraria . . . . . 1-23 170 (+) =7
2-67 331 (+)0-64
(iify Other charges (including various other Misc. heads) -33 93 (+)-60
(iv) Estt. charges pald to other Gowvt. Departmems
(DGP&T) . 17 ‘14 (—-03
(%) Char id to Umon Excnsc De tt. (for out ns
msaCustoms . P po 2.3 348 (-4

5-48 783 (+)2-38

1.34, As regards break-up of expenditure between collection work and
anti-smuggling and preventive work, it has been stated that the expenditure
in the Customs grant is not booked on ‘Function-wise’ basis and as such,
it is difficult to separate the exact expenditure on ‘Preventive Functions’ and
‘Other Functions’ during the years 1966-67 to 1969-70. However, an at-
tempt has been made to work out estimated expenditure incurred on ‘Preven-
tive Functions’ and ‘Other Functions’ during the above years. The break-up
of the estimated expenditure is shown below :

EXPENDITURE
Charges paid
10 the Union
Year B-Sea Customs Charges at Excise Dep-
Major Ports artment for
Outports and
Land Customs
Preventive Other Mostly Pre-
Functions Functions ventive
Functions

(Figures in crores of Rupees)

1966-67 127 1-90 2-31
1967-68 1.29 2.04 2.28
1968-69 159 217 302
1969-70 203 2-38 345
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1.35. The Committee. are concerned to find that while the Customs
Receipts are decreasing the expenditure on their collection is continuing to
increase. The Customs Receipis have decreased from Rs. 585.37 croves
in 1966-67 to Rs, 42331 crores in 1969.70, while the expenditure on
collection increased from Rs. 5.48 crores to Rs. 7.83 crores, From the
break-up of expenditure furnished to them, the Committee find that out of
the total expenditure of Rs. 7.83 crores the estimated expenditore on pre-
ventive functions accounted for Rs. 2.03 crores, charges paid to the Union
Excise Department for Qutports and Land Customs (mostly preventive func-
tions), Rs. 3.45 crores and other functions Rs. 2.35 crores. The Committee
have been informed that as the expenditure in the Custom Grant is not
booked on function-wise basis, it is difficult to separate the exact expen-
ditore on preventive functions and other functions, In para 1.21 of their
8th Report (Fifth. Lok Sabha) the Committee suggested that the Ministry
should examine in consultation with Audit the dcsirability of maintaining

te accounts for these activitics. The Committee desire that this exa-
mination should be expedited so that a more objective and realistic appraisal
of the expendiiure on these two activities could be made,

1.36. The Committee find that there is substantial increase in charges
paid to the Excise Department for Outports and Land Customs from Rs. 2.31
crores in 1966-67 to Rs. 3.45 crores in 1969-70, The charges paid to the
Excise Department work out to about 44% of the total expenditure of the
Customs Department. The Committee suggest that it should be examined
whether the charges paid to the Excise Department for Qutports and Land
Customs are worked out on a scientific and rational basis.

1.37. The estimated expenditure on other functions of the Customs
Department has increased from Rs. 1.90 crores in 1966-67 to Rs. 2.35
crores in 1969-70. 1In view of the fact that there is considerable reduction
in Custom Revenue, the Committec would like Government to examine the
feasibility of effecting economy in expenditure on collection.

Results of Test Audit
Audit Paragraph

1.38. Test audit of the records in the various Customs Stations revealed
under-assessments and losses of revenuc amounting to Rs, 39.83 lakhs, In
some cases, however, the full amount of short levy or loss of revenue has
not yet been intimated to Audit.

Over assessments of Rs. 3.40 lakhs were also noticed during test audit,

[Paragraph 9 of the Report of the Comptroller and Auditor General of
India for the year 1969-70 on Revenue Reccipts]

1.39. The Committec pointed out that test audit by Revenue Audit had
revealed under-assessment amounting to Rs. 39.83 lakhs. The Member of
the Board stated during cevidence : “So far as the figures of 39 lakhs is con-
cerned, this was disputed by us at the draft para stage. The officers of the
Auditor General did agree to drop the figure of 33 lakhs which was due to
landing charges. Actually in the concerned paragraph it has been dropped.
but it appears that in 50 far as this general para is concerned, it has not
been dropped from that. From the concerned para it was dropped because
it was agreed that this was a conjectural figure.... If you leave this
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amount which is due to one kind of objection, Rs. 33 lakhs, the Balancc
will be 6 lakhs. [ submit that when there is a realisation of about Rs. 500
crores, objections out of that for a total of 6 lakhs forms a very small pro-
portion.” "

1.40. The Committee asked if the Ministry were satisfied with the
working of Internal Audit which carried out cent per cent check of the
assessments. The witness replied : “I am fully satisfied with the working
of the Internal Audit after the reorganisation we have done. Prior to that,
we were not satisfied, hence the reorganisation. The reorganisation was
done in middie 1969.”

1.41. The Committee desired to be furnished with a note giving an ap-
praisal of the working of the internal audit after the reorganisation. In a
note the Ministry of Finance have stated as under :

“A number of measures were taken by the Government to strengthen
the Internal Audit Department in thc major Custom Houses. Additional
staff was sanctioned for strengthening the Internal Audit Departments in
Bombay, Calcutta and Madras Custom Houses in March, 1969. Prior to
the reorganisation, the Audit Departments in the Custom Houses were
manned exclusively by ministerial staff. After reorganisation, with a view
to improve the quality of assessment appraisers werc inducted into the
Audit Departments. In accordance with the instructions issued under Cen-
tral Board of Excise and Customs Ictter F. No. 55/82/70-Cus. IV dated
19th Scptember. 1970, all bills of entries (value of any entry exceeding
Rs. 20,000) which are required to be endorsed to the Assistant Collectors
in accordance with the instructions issued in Central Board of Excise &
Customs letter FNo. 21/31/67-Cus, IV dated 19th September, 1970,
are audited by Appraisers in the Audit Departments. Besides this, 20-25%
of the remaining bills of entrics are sclected and audited by Appraisers, With
the posting of cxperienced Appraisers in the Internal Audit Departments, it
is now casier to audit cffectively even complicated and technical assessment
cases. To cnhance usefulness of the Internal Audit Department, as a
result of reorganisation, most of the primary workers at the level of LDC
were upgraded to the level of UDCs. The UDCs are required to do cent
per cent audit of all assessment documents. The Internal Audit Departments
in the Bombay and Calcutta Customs Houses arc now hcaded by Deputy
Collectors whereas at Madras and Cochin the ofticer in charge is an Assistant
Collector of Custoims.

“In order to ensure that assessment audit is complete in all respects,
after reorganisation, stress is laid on proper selection of appraising per-
sonnel for work in the audit departments. No Appraiser with less than 3
years appraising experience is posted in the Internal Audit Department.
Computists have been provided for facility of calculation checks and for
cnsuring that errors due to miscalculation are kept to the minimum. Ap-
praisers and Auditors concentrate on all aspects relating to application of
countervailing duty, correct rates of duty and classification and valuation
which are common arcas of errors in assessment. All officers required
to audit assessment documents are required to keep up-to-date Tariff Sche-
dules and Tariff Guides. Tariff Advices issued by the Board from time
to time are also primarily made available to them. Regular indices of
special valuation circulars are also maintained, supplier and importer-wise,
in order to ensure that loading of invoice value, wherever necessary, is not
lost sight of.
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“A statement showing the number of cases and their money value (i)
for under-assessments ang (ii) for over-assessment noticed by the Internal
Audit Departments of major Custom Houses during the years 1968-69 i.e.
prior to reorganisation and 1969-70 ie. after reorganisation is given be-
low :

Custom House Year No. of Money  No. of Money
cases of value cases of  Value
under- (Rs. in Over- (Rs. in
ASSeSs- lakhs) /S8ESS- lakhs)
ments ments

Bombay . . . . . 1968-69 1135 3310 930 2116

1969-70 1624 4021 1097 23-12

Calcutta . . . . . 1968-69 388 664 400 6-81

1969-70 470 13-38 323 573
Madras . . . . 1968-69 786 10 -00 819 1418
1969-70 884 43 -59 830 1978

“It will be seen that in Bombay, Calcutta and Madras Custom Houses
the number of objections raised by the Internal Audit Departments and
the value of such objections after reorganisation showed incrcase as com-
pared to the period prior to reorganisation.

“The working of the Internal Audit is reviewed by the Board whenever
considered necessary. Before reorganisation in 1969, a review of the
working of the Internal Audit in Major Custom Houses was done by the
Board in 1968. In order to assess the resuits of the reorganisation, at
the instance of the Board, the Directorate of Inspection (Customs and
Central Excise) reviewed the working of the Internal Audit Departments
in major Custom Houses in August-September, 1970. The Directorate of
IBn(s;gregtion will be undertaking another review shortly as directed by the

1.42. The Committee desired to know as to why the numbecr of cascs
and value of under-assessments detected by internal audit during 1969-70
in Calcutta Custom House were lower. In a written reply thc Ministry
of Finance have stated : *“The number of cases and value of under-assess-
ments detected by the Internal Audit during the year 1969-70 in Calcutta
Custom House were lower than the number of cases and value of under-
assessments detected by Bombay and Madras Custom Houses. The per-
formance of the Internal Audit Department in Calcutta Custom House dur-
ing the year 1969-70 showed improvement aver the performance during
the year 1968-69. Directorate of Inspection has been asked to make a
study. Since this will involve a comparative study of the working of
Audit in these three major Custom Houses, it will be some time before
the study is completed.”

1.43. The Committee note the improvement in the working of the Inter.
nal Audi¢ Department as a result of the reorganisation of the rtment
effected in March, 1969. The resulis of Internal Audit in mbay,
Calcntta and Madras Custom Houses revealed that doring the year 1969-70,
2978 cases of under-assessments involving an amount of Rs. 97.18 lakhs
were detected as against 2309 cases involving Rs. 49.74 lakhs in 1968-69.
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The Internal Audit Department also detected 2258 cases of over-msscssment
of 'involvmunm of Rs, 48.63 lakhs in 1969-70 as against 2149
volving Rs. 42.15 lakhs during 1968-69. The Committee, however,
find that the performance of the Internal Audit Department in the Calentta
Custom House has not shown much improvement as compared with the
Custom Houses in Bombey and Madras. During the yesr 1969.70, the
Internal Andit Department of Calcutta Custom House detected only 470
cases of under-assessment involving an amount of Rs. 13.38 lakhs and 323
cases: of over-gssessmemt involving an amount of Rs. 5.73 lakhs. The
Committee were informed during evidence that the Directorate of I
had been asked to undertake a study of the working of the Internal Audit
Department in Calcutta Custom House. The Committee desire that this
study should be completed as early as possible and necessary steps faken to
improve the working of the Depar(ment.

1.44. The Committee note that with the reorganisation of the Intermal
Andit Department, appraisers bave been inducted into the Department with
a view to improving the quality of assessment work. All bills of entries
containing value of any eniry exceeding Rs. 20,000 which are required to
be endorsed to the Assistant Collectors and 20.25% of the remaining bills
of entries are being audited by the appraisers. The Committee desire that
the ‘procedure should be kept under watch with 2 view to inereasing the
percentage of bills to be amdited by the appraisers. The Committee slso

est that the arca of audit by the appraisers and awditors should be
:ﬁtged to cover all aspects which are at present beimg covered by the
Revenue Audit.

Incorrect compuiation of assessable value

Audit Paragraph

1.45. In computing the assessable value of certain export goods in a
Customs port, the freight charges paid in Canadian dollars were deducted
from the C.LF. value in U.S. dollars without converting the Canadian
dollars to equivalent U.S. dollars. As the rate of exchange for
U.S, dollar to a rupee was less than for Canadian dollars, the assessable
values adopted werc lower resulting in  short levy of export
duty. Audit after pointing out the short levy in one case requested the
Custom House to review all past cases, On a review the total short levy of
customs duty was found to be Rs. 59,376 out of which a sum of Rs. 21,493
has been recovered so far.

[Paragraph 10 of the Report of the Comptroller and Auditor General of
India for the year 1969-70, on Revenue Receipts.]

1.46. The Committee desired to know how the mistake occurred and
whether it was detected by the Internal Audit, The Member of the Board
stated: “This was a very peculiar type of invoice. The value in the contract
was the c.if. value, It was a case of exports. It was indicated in US dollars,
but the shipping company had charged the freight in Canadian dollars. As
you know, in the case of exports there is usually an anxicty to pass the
documents quite quickly after applying the checks and it did not occur to
them: that this was not the same type of dollars as was given in the total
cif. price. So he made a reduction of the amount straightaway without rea-
lising that this was Canadian dollars and not US dollars. The Finance
Secretary added: “This was a genuinc mistake, because apparently in the
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same document both US dollars and Canadian dollars were mentioned. We
should have .been more careful on this matter. I admit that “the internal
audit also did not detect it. It was a mistake.” The Member of the Board
stated;: “I would also submit that our instructions to the assessing officers’
are that the greater the magnitude of the value or duty in a particular con-
signment, the greater the emphasis that they should give to the scrutiny of
it. In these two or three instances the amount involved is only Rs, 1,400.”
Asked if action was taken against the officer concerned, the Finance
Secretary stated: “He has accepted the error of computation, He has made-
the mistake and he has admitted it.”

1.47. Referring to the figure Rs, 59,376 mentioned as short levy in port
cases in the Audit paragraph, the Member of the Board stated: “The figure
which is given as Rs. 59,000 is in respect of a different thing altogether; not
on account of this. The difference arising out of the conversion was about
Rs. 1,400. The Collector of Customs, while looking into this objection
checked other cases, Many times in the case of the c.i.f. consignment from
the tables the freight is taken and it is deducted. The freight which is given
in the tables may be somewhat slightly different from the actual thing which
has been paid. Therefore, he went into all the shipping bills and then on
the difference between the actual and table rates he found there was a diffe-
rence of Rs. 59,000, That was in a very large number of cases.” The Finance
Secretary stated: “Due to the conversion as between Canadian and US
dollars the loss is less.”

1.48. Asked about the position of recovery, the Finance Secretary stated:
“Till August, 1971, a little over Rs. 32,000 had been recovered.”

1.49, At the instance of the Committce, the Ministry of Finance have
furnished a note showing another similar case detected by Audit which con-
cerned import. In that case a Government Undertaking imported a consign-
ment of Urea from Canada ex S. S.-Everlife and filed a Bill of Entry on
17-7-69 under prior entry system, The local Central Revenue Audit Depart-
ment pointed out the rate of exchange, applicable from 19-7-69 was 14.13
Canadian dollars for Rs. 100 and not 14.22 and there was a less charge of
Rs. 2,802, Bombay Customs accordingly issued a less charge demand for
this amount. In reply to the less charge demand the party pointed out that
the freight charges were in USA dollars and not Canadian dollars. Hence the
amount of less charge was re-calculated and a sum of Rs. 7197 was
recovered. The mistake in application of correct rate of exchange with
reference to the date was not detected by the Internal Audit Report through
oversight, The mistake about the freight being in US dollars was not detected
by Internal Audit Department or Central Revenue Audit Department.

1.50. The Commitice find from the two cases brought to their notice
that mistakes occurred in conmverting Canadian dollars into Rupees for the
porpose of levy of customs duty, due to comfusion between the US dollars
and Canadian dollars. The Committee desire that necessary instructions
should be issued by the Board to the Custom Houses to avoid confusion in
conversion of the currencies bearing the same name prevalent in different
counfries. The Internal Audit Department should be particularly vigilant in
auditing the conversion calculations,
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Non-levy of countervailing duty
Audit Paragraph ' ‘

1.51. With effect from 1st March, 1963 Polyvinyl Pyrolidon (herein-
after referred to as P.V.P.) was being assessed under Tariff item 28A of the
Indian Customs Tariff read with item 14-E of the Central Excise Schedule,
if imported in gackings of less than 1,000 aduit doses and under item 28
of the Indian Customs Tariff with no countervailing duty, if the packing
was above 1,000 aduit doses. P.V.P, imported falls into three grades :

(1) injectable grade for use as blood-plasma substitute;
(2) tablet grade for use in tablet coating; and
(3) technical grade for use as textile auxiliary.

It was pointed out that countervailing duty was leviable in respect of
assessments made under item 28 because P.V.P. should be considered as a
‘synthetic resin’ falling under Tariff item 15A of the Central Excisc Schedule.
The findings of the Deputy Chief Chemist also supported this view, When
the matter was referred to the Central Board of Excise and Customs by the
Collector of Customs concerned in June, 1965, it was reled in March, 1968
that P.V.P. of industrial grades for coating tablets or for use of textile
industry should be assessed under item 87 of the Indian Customs Tariff and
countervailing duty under 15A of the Central Excise schedule should also
be levied.

Consequently short levies aggrepating to Rs. 1,95,910 on account of
countervailing duty were realised in 45 cases in one Custom House for the
period from August, 1964 to December, 1967.

[Paragraph 11(i) of the Report of the Comptroller and Auditor General of
India for the year 1969-70 on Revenue Receipts]

1.52. The Committee desired to know the reason why a period of 2%
years was taken by the Board to give a ruling on a reference made by the
Collector in June, 1965. The Member of the Board stated: “The issue
involved in this particular case had a bearing on a rule that was issued in
1956 for the first time, Thereafter we had to examine the implications of
certain budget changes which has been made in the Customs Tariff Entry
of 1963 and, then, when it comes to a question of determining the appro-
priate countervailing duty, we have also to look at the appropriate Central
Excise classification under which this would fall. So, in the process of
cxamining all these issues, we had also to consult our Chie{ Chemist at least
on two occasions, Cumulatively this led to some time-lag. Some part of it
might have been avoidable, but some of it was really necessary because of
the complicated nature. 1 would only submit that the whole issue arose out
of the Audit objection raised in the Bombay Customs House and the Collec-
tor had taken all the necessary precautions to ensure that from the time the
objection was raised, there was absolutely no possibility of loss of revenue.
In fact, in respect of cvery one of the 45 cases where clearance had taken
place without the levy of countervailing duty in the first instance, demands
had been issued and recoveries have been effected.  So, there has effectively
been no doss of revenue. “Asked whether there was no review
of the Board’s ruling of 1956, the witness added: “There was
no review till this issue was raised by Audit and the Bombay
Customs House referred the matter to us. The Collector of Customs,
Bombay simultaneously referred it to the other ports and also requested them
1o give their views and practice to the Board, After we reccived the reports
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of all the Customs Houses, the process of further scrutiny, looking into the
old records, consultation and the rules that might have been issued in relation
to items under the Central Excise Tariff, had all to be studied before we
could give a final ruling. That naturally took some time.”

1.53. The Committee enquired whether there was the practice of periodi-
cal review of the rulings issued by the Board regarding Duty Leviable on
P.V.P. and, if so, why in this case the practice was not followed. The
Ministry have stated in written reply: “There is no fixed procedure for
periodical review of Tariff Rulings or Tariff Advices issued by the Board.
The Collectors of Customs at the ports, who actually administer the Tariff,
report to the Board whenever they feel that changed conditions in respect of
types of goods imported ctc. have rendered u Tariff Ruling Advice incorrect
or inappropriate, Such a reference was in this case made by the Collector of
Customs, Bombay in June, 1965 when the matter was examined by the
Board. In the course of consideration of fresh question of tariff classifica-
tion, principles followed in the past are also reviewed and carlier advices
modified, whenever called for in the light of such consideration.”

1.54. The Committee asked whether in 1956 the Board knew that this
product P.V.P. was used in industrial concerns, The Secrctary stated: “In
1956 the Board was advised that though it could be used for industrial pur-
poses, there was no such industrial uss in India and it was only being used
as a substitute for blood plasma. Therefore, the clarification in 1956 related
only to its usc as blood plasma, but it subsequently came to be used for
industrial purposes in India.”

1.55. The Committec enquired about practice followed in other Customs
Houses in regard to levy of duty on P.V.P. The Ministry of Finance
have stated in a note: “In Madras and Cochin Customs Houses no imports
of Polyvinyl Pyrolidone had been noticed prior to the issue of Board’s Turiff
Ruling No. 2/68 dated 16th March, 1968 and hence there was no practice
of assessment, In Calcutta Custom House during this period pure P.V.P.
was being levied under item 14-E, C.E.T. The Collector of Customs on
verification has reported that during this period there had been three cases
cf assessment of technical grade of P.V.P. under item 28 ICT in his Custom
House. Further information such as amount of short-levy of duty etc. could
not be ascertained as relative records have been destroyed.”

1.56. The Committee drew attention to the rccommendation in  para
1.22 of their 110th Report (Fourth Lok Sabha) that objection raised by
Audit should be resolved within 3 months or so. The Chairman of the
Board stated: “There is a very big improvement in the situation since the
matter was discussed some time ago. Now most of the tariff instructions and
rulings are discussed in a conference of the Customs Collectors. It docs not
take place in Dethi; it takes place in the ports so that practical experience
may be available to the people concerned about actual working. The Member
concerned goes from Delhi and issues are settled soon except very contro-
versial issucs which may take some time.” The Finance Secretary stated:
~ft is only in a comparatively small number of very complicated cases which
cannot be resolved in those mectings that delays take place. .. ... 1 must
admit that as soon as an objection is received or any point of doubt is
raised, it may be watched carefully to sec whether it is setticd within three
or four months, The Board must devise a procedure whercby delays do
not take place.”
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1.57. It was suggested that the Board should keep a register in which. -
the objections which were recejved were entered and the time of disposal
noted so that they could consider whether the procedure was effective or
not, Secondly, the Board should make it a part of responsibility of Internal
Audit to raise such objections about the levy of countervailing duty. The
Finance Secretary stated: “It would be part of the function of the Internal
Audit. We can rigidly follow this instruction. 1 would certainly accept the
suggestion that the Board should have a special register where the objection
is entered with its date of disposal. Now the Board scnds a member to the
customs house for discussion, But | think they should have a special mecting
themselves every three weeks or month when the pending objections  are
discussed and ruling given so that the time-lag is reduced.”

1.58. The Committee enquired why the Internal Audit could not send
a copy of the report to the Auditor General. The Sccretary stated : “There
is no objection.”

1.59. With regard to the rationalisation of the classification of goods, the
Finance Secretary stated: “The bill was introduced in Parliament but, un-
fortunately, it lapsed with the dissolution of the Lok Sabha. it will have to
be introduced again.”

1.60. Asked about the outcome of proposal to set up a Central
I:xchange of Classification and Evaluation, the Finance Secretary stated: “A
decision has been taken that we should sct up a central exchange and we are
making a beginning with a small unit to see how it works, Then we will
sz¢ to what extent expansion of that exchange is required, We have not yet
sct up this cell. The details are being worked out in consultation with the
other divisions of the Finance Ministry,”

1.61. The Committee are not happy over the delay in the giving of ruling
hy the Central Board of Excise and Customs in this case. This was re-
ferred (o the Board by the Collector in June, 1965 but the Board gave a
ruling in March, 1968 that the P.V_P. of industrial grades for coating tablets
or for use of textile industry should be assessed under item 87 of the Indian
Customs Tariff and countervailing duty under 15-A of the Central Excise
should be levied, In para 1.22 of their 110th Report (Fourth Lok Sablia),
the Committee had suggested that the objections raised by Audit should be
resolved within 3 months. The Committce have been informed
thai under a revised procedure, a Member of the Board goes fo
the various Customs Houses and settles objections after discussions with the
officers on the spot. The Committee hope that as a result of this procedure
delay in giving clarifications and rulings by the Board on the refcrences
made by the Collectors and objections raived by Audit will be avoided.

1.62. The Committee suggest that the Board should maintain a register
m which Audit objections should be entered and keep a watch over their
disposal su that objections are normally disposed of within the time limit of
3 months.

1.63. The Committee have already suggested that the scope of the Inter-
nal Audit should be suitably enlarged. The Commitiee would particularly
like to emphasise that the cases of levy of the countervailing duty should
be subjected to careful scrutiny by the Internal Audit Department.
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1.64. The Committee -hope that the bill regarding Rationalisation and
Classification of Goods would be reintroduced in Parliament as early as
possible. The Committee desire that the necessary details for setting wp of
a Central Exchange of Classification and Evaluation should be finalised

expeditiously.
Loss of revenue due to delay in revising the rates of landing charges

Audit Paragraph

1.65. Landing charges form part of the value of the goods under section
14 of the Customs Act, 1962. For this purpose, the Customs Houses fix a
flat rate of landing charges. According to Board’s instructions issued in
November, 1963, these charges are required to be reviewed periodically at
least once in two years and even at shorter intervals, if changes in the rates
prescribed by the Port Trust authorities warrant the same.

A major Custom House did not revise till February, 1968 the 1ate of
landing charges fixed in April, 1965 even when there had been a substantial
rise in the Port Trust rates. From June, 1966 to November, 1966, the¢ Port
Trust authoritics had collected a sum of Rs, 170.68 lakhs as landing charges
on Cargo. But the Custom House while computing the assessable value of
imports relating to the said period had made an addition of only Rs. 70.10
lakhs on account of landing charges. The extent of loss that had occurred on
account of the delay in revising the rates of landing charges could not be
worked out for want of relevant documents indicating value of goods
imported during this period. The Ministry have replied that though uction
was initiated to review the landing charges in December 1966, the actual
revision could not be notified earlier than February, 1968 because of diffi-
culty in collecting necessary statistics.

In another Custom House a fiat rate of Janding charges of Rs. 5.85 per
ton fixed in 1960 was continued to be applied without any review, There was
an increase in the rate of landing charges from February 1963 by way of a
surcharge of 20 per cent imposed by Port Trust authorities. The increasc
was brought to the notice of the Custom House by Audit in May, 1964
suggesting a revision of the cxisting rate, but the Custom House did not
revise the rate till March, 1966. The extent of loss on account of delay in
the revision of rate has not been intimated. The Ministry have replied that
the Department tried to review the landing charges twice in 1964 but
owing to opposition from trade interests the proposals were dropped.

{Paragraph 12 of the Report of Comptroller and Auditor General of India
for 1969-70 on Revenue Receipts.)

1.66. Referring to the delay in revision of landing charges, the Com-
mittee desired to know the procedure for revising landing charges, The
Finance Secretary stated, “This whole question of landing charges, it is
disputable whether there has been loss of revenue or not and what should
be the system of review.” The Member of the Board stated, “If we want to
arrive at the landing charges realistically we should add the fanding charges
incurred for each consignment, That will mean delay of another two or
three days before the consignment can be cleared because after our peopie
have cleared it they have to go to the Port Trust and it will take a day
to collect the landing charges. Then the calculations have to be done and
payment made. So, it will mean a delay of at least 2 to 3 days if one were
meticulous with regard to addition of landing charges. Therefore, ever since
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we know it is an agreed thing between the trade and the Customs. House. that
some sort of agreed percentage should be added as a compromise for pur- -
poses of landing charges. It is revised from time to time. While many a time
it works against the trade, at times it works against the government, But if
one were to take it for a period of ten years the pluses and minuses should
even out.” As regards the time prescribed for revision, the witness stated,
“As and when the Collector feels that there has been any significant change
in the landing charges he should take steps to revise the landing charges.
Otherwise, it should be done every two years, But this two years limit is not
a statutory limit, If there is nothing particularly urgent, he can do it later
also.”

1.67. The Finance Secretary agreed that “as a rule the Collector should
be in touch with the port trust and whenever there is any variation he should
consider whether any change in the landing charges is needed.” The witness
added: “There should be a procedure whereby as a normal nile every two
years it has to be scen whether any change is called for or not, and earlier
in casc any change in rates has taken place.”

1.68. The Committee enquired how it was ensurcd by the Board that
review of landing charges was made promptly by various Customs Houses.
In a note, the Ministry of Finance (Department of Revenue and Insurance)
have stated, “Instructions (F.No.3/1/63-Cus. VI dated 29-4-64) have been
issued by the Board to review rates of landing charges once in every two
years and at shorter intervals if changes in the rates prescribed by the Port
Trust authorities warrant the same. In order to ensure ihat reviews cre
undertaken in time, the Board has issued instructions (F.No, 520/29/71-
Cus. VI dated 10-11-71) for adhering to the periodicity of such reviews and
to maintain guard files for this purpose.”

1.69. The Committee asked the reasons for not revising the landing
charges immediately after there was a substantial rise in the Ports Trust rates.
The Member of Board stated, “In this case also the revision was taken up
earlicr than two years; after one year and eight months to be exact. But.
unfortunately, on account of the difficulty of getting statistics from the Port
Trust it took an unduly long time. They wanted to be a little iaeticulous in
the sense, they wanted to deduct the figure of coastal cargo from other
cargo.”

1.70. It was suggested that action should be taken against tac Collectors
if there was laxity in following the instructions of the Board and that the
Tnternal Audit Department should also check this aspect. The Chairman of
the Board stated, “When the Board's order is issued it should be obeyed
and if anybody has been lax, we should see that this type of laxity does not
recur. We also agree that it should be one of the functions of the internal
audit to look into this. I may make only one observation; when we say two
years, it implies that it will be initiated within two years, but completed in
a reasonable time. Usually it takes three to six months to collect ali the
information and that little delay is likely to be there.”

1.71. The Committee enquired about the estimated loss of revenue due
to late revision of landing charges. The Chairman of the Board stated.
“Probably there was no loss of revenue. The landing charges in Calcutta were
fixed in April 1965 at .4%. The calculation that had been arrived at after
taking into consideration the landing charges by Port Commissioner actual-
ly had come to .259% but as a matter of abundant caution, the Collector of

toms, Calcutta at this stage had fixed these rates at .49 . Now in June,
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1966 when the devaluation came, the Port Commissioncr raised their
- charges by about 50%. Calculating even on that basis, .25 would have
become about .38%. Still it was less than 4% . So because the rates had
. been fixed much higher than the circumstances justified, from that point of
view there could not have been any loss.” “There is another slightly diffe-
. rent way of calculating the same, even if we were to assume that 4% was
the proper rate earlier. The charges levicd by the Port Commissioner are
. by and large specific; that is to say that if earlier they were 50 p. per tomne,
after a rise of 50%, it will be 75 p. As a result of the devaluation, the same
tonne of goods which would have cost 100 rupecs carlier would have cost
over 150 rupecs. Because our landing charges arc on a percentuge basis
. therefore .5% ot 150 also comes to .75 p. In other words, mercly because
the Port Commissioner in June, 1966 raised the charge by 30%, it did not
automatically follow that our pereentage of .S should have been raised be-
cause their basis was specific by and large, whereas the landing charges added
by the Customs arc ad valorent. But in any case this argument apart, since
carlier in June, 1965 the percentage fixed was higher than calculated at that
time, therefore, onc can reasonably take a view perhaps that therc was no

loss.”

1.72. According to Audit the loss due to delay in revision of landing
charges was ‘a littkc over one crore of rupees’. The Finance Secretary
informed the Committee that the Ministry would work out their calculations
and show them to Audit.

1.73. In a written reply the Ministry have stated, “The rate of landing
charges fixed from 31-3-65 was (.4% though the actual percentage of land-
ing charges worked out was 0.25¢%. Therefore, it is obvious that the Custom
House was charging more for some period. It is not practicable to work out
the exact amount of cxcess collection as it will involve scrutiny of thousands
of Bills of Entry. As was explaincd during the course of the oral cvidence
there was cxcess collection during the carlier period and there was less col-
lection during some latter period and in the long run these would tend to

even out.”

1.74. The Committee see no justification for the delay that occurred
in these two cases in revising the rate of landing charges. The delay has
involved the Government in a loss of over a crore of rupees as worked out
by Audit. The Ministry of Finance have not however furnished any calcula-
tions of their own, In the first case the Customs House did not revise the
rates fixed in April, 1965 till February, 1968 even though there had been
a substantial rise in the Port Trust rates. In the other case the rates fixed
in 1960 were continued till March, 1966, even though there was an increase
in the rates of landing charges from Febraary, 1963 by way of surcharge
of 20% imposed by Port Trust Authorities and this increase was brought
to the notice of the Custom House by Audit in Mav, 1964, The Committee
find that according to instructions issued by the Board, review of the landing
charges is required to be undertaken by the Custom Houses once in fwo
vears and at sherter intervals if changes in the rates prescribed in the Port
Trust Authorities warrant such action. The Committee desire that the
Board should take serious note of the cases where Collectors fail to review
the landing charges within the period prescribed by the Board or at shorter
interval, if necessasy. These reviews should be completed by the Collectors
- expeditiously after taking into account the relevant statisties etc. The Com-
mittee suggest that the Board mav lay down some reasonable time-limit for
+completing the reviews,
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1.75. The Commiittee also suggest that the Intermal Audit Department
should look into the causes of delay in revision of landing charges.

Excess collection due to the application of wrong rate of duty
Audit Paragraph

1.76. The rate of export duty applicable in the case of shipping bills filed
prior to the date of entry outwards of the vessels, is the rate prevailing on the
date of such entry outwards according to proviso to section 16(1) of the
Customs Act, 1962. 1f the goods have becn assessed and the duty levied
prior to entry outwards, such assessments have to be revised with reference
to the duty leviable on the date on which entry outwards is given.

Tea was completely exempted from the levy of export duty with effect
from Ist March, 1970. Heowever, a Custom House collected duty amounting
to Rs. 85,418 on tea exported in vessels which were granted catry outwards
after Ist March, 1970. When this excess collection of duty was pointed out
to the Ministry, it was stated in reply that the cxcess collection occurred due
to the fact that the list of the vessels furnished by the Import and  Export
Dcpartment was defective. Tt has further been stated that refunds amounting
to Rs. 85,418 have alrcady been granted to the exporters.

{Paragraph 13 of the Report of Comptroller and Auditor General of India
for 1969-70 on Revenue Receipts.]

1.77. In a written note, the Ministry of Finance have stated that on
1-3-1970 the cxport duty on Tea was abolished by the issue of Notification
28-Customs dated 1-3-1970. Shipping Bills had been filed in Cochin Custom
House for export of tea on dates prior to 1-3-1970 and Export duty as payable
during that period was assessed and collected by the Custom House. The
vessels by which this tea was shipped namely “Vishwamangal® and *Jaladhuruy’
however were granted entry outwards after 1-3-1970. The relevant date for
levy of Export duty is the date of filing of shipping Bills or the date of cntry
outwards of the vessel whichever is later [proviso to Section 16(1) of the
Customs Act 1962]. Hence the duty collected became refundable.  In the
Cochin Customs House the list was being prepared by an Uppeir Division
Clerk posted for entry and clearance assisted by an Upper  Division  Clerk
dttending to Export Shipping Bills. The Board has since, on 23th October.
1971 instructed the Collectors of Customs that lists of vessels {or purposes
of regssessment of duty in all affected cases should be examined personally
by the Assistant Collector In-Charge of the concerned Departments to ensure
that they are correct. Special audit is conducted by the Internal Audit Depart-
ment to the extent that all Bills of entry filed under the prior entry system
arc checked and rcturned to the appratsing Department for reassessment. if
necessary.  As the list prepared by the Import and Export Department and
forwarded to the Internal Audit Department was defective und did not include
the names of the two vessels "Vishwamangal’ and “Jaladhuruv™ even though
these vessels had not entered outward before 1-3-1970 that Department could
not detect the irregular levy of duty. Tt was a case of failurc on the part
of the Upper Division Clerk who prepared the List.  The then existing pro-
cedure required only that a list of vessels for which manifests had been filed
but which had not arrived till the midnight of 28-2-1970 should be prevared.
In the case of vessels “Vishwamangal’ and ‘Jaladhuruv’ manilests had not
been filed by 28-2-1970 but only Export requests had been filed.
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The procedure has since, 215t October, 1970; 'beem.,changdd_ by the
szo’:rrn House. [Export rcquests would also be linked with applicatiens. for
entry outwards and the list of Vessels prepared at the time when changes
of duty occur will then be complete and such levy of duty would not escape
detection.

1.78. The Committee view with disfavour cases of over-assessment as
much as those of under-assessment. In the present case failure on the part
of the Upper Division Clerk to include the names of the vessels which were
granted entry outward after 1st March, 1970 resulted in excess collection
of doty on Tea amounting to Rs. 85,418. The Commitiee h that as 2
result of the revised procedure under which the Jist of vessels for the pur-
pose of reassessment of duty should be personally examined by the Assis-
tant Collector, such mistakes will not recur.

1.79. The Committee find that in this case the Intermal Audit Depart-
ment could not detect the mistake as the list prepared by the Import &
Export was defective. The Committee suggest that in future
such lists should be also checked by the Internal Audit Department so that
any mistake in the list should mot remain undetected.

Arrears of customs duty

Audit Paragraph

1.80. The tota] amount of customs duty remaining unrcalised for the
period upto 31st March, 1970 was Rs. 50.06 lakhs on 31st October, 1970 as
against Rs. 59.75 lakhs for the corresponding period in the previous year.
Out of the sum of Rs. 50.06 lakhs, Rs. 36.80 lakhs have been outstanding
for more than one year.

In addition, the department has requested for voluntary payments of
customs duty amounting to Rs. 16.16 lakhs in cases where regular demands
have become time-barred. This amount is also pending realisation.

|Paragraph 15 of the Report of the Comptroller and Auditor General of
India for 1969-70 on Revcnue Receipts.|

1.81. The Committee desired to know the position of arrears of Customs
duty pending for more than a year. In a written reply the Ministry of Finance
have stated, *“Customs duty amounting to Rs. 36.80 lakhs was shown as
pending for more than one year out of the total arrears of duty assessed upto
31st March, 1970 and pending on 3tst October, 1970. However, certain
discrepancies were noticed and the actual figure was Rs. 44.75 lakhs and not
Rs. 36.80 lakhs. This arrear of Rs. 44.75 lakhs has come down to
Rs. 39.53 lakhs as on 31st July, 1971

1.82. Referring to the position stited while tendering cvidence on the
29th October, 1971, the Member of the Board stated that, “The latest figures
we have got are, Rs. 39 lakhs are pending on accouant of court orders and
onty Rs. 9 lakhs are pending for other reasons and out of this, Rs, 61 lakh
is pending for only one year.”

1.83. The Committee desired to know whether it was not provided that the
duty should be paid before going to the Court. The Finance Secretarv
stated, “That provision is already there in the Customs law.” The Member
of the Board stated, “In so far as going to the courts is concerned, these arc
writ matters and we cannot make any provision in any law - debarring the
jurisdiction of high courts in writ-matters because they have got the jurisdiction
on writ matters.” ‘
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- 1.84, In a written reply the Ministry stated that the amount of arrears
duc from the Government Departments Public ‘Undertakings, both Centre
and States, in respect of which demands have already been raised is stated
to be Rs. 21.15 lakhs. The amount is pending for the following reasons :

(i) Some of the cases were pending due to disputes regarding classi-
fication of the goods under the Customs Tariff, or non-uvailability
of correct account heads for raising debits, or duc to non-
production of import documents for verification.

(ii) Some cases are pending since there is a difference of opinion
between Custom Houses and Audit regarding correct classifica-
tion. In some cases the importers have also filed representation
against the demands made.

(iii) In one casc importer has filed a Revision application which is
pending decision of the Revisional Authority.

{iv) In certain other cases wherc duty has not been paid, action to
recover the same has been initiated under section 142 of the
Customs Act, 1962,

1.85. As regards time-barred demands. the Ministry have stated in a
written note “the amount involved in time-barred demands where voluntary
payments had been asked for was Rs. 16.58 lakhs. Out of this, an amount
of Rs. 0.57 lakhs was realised and demands for Rs. 4.25 Jakhs were  with-
drawn. The balance on 31-7-71 was Rs. 11,76 lakhs.” Explaining latest
position during evidence, the Finance Sccretary stated, “Rs. 64,000 has been
paiu by the parties concerned and another Rs. 6.0 lakhs have now beun
withdrawn because the parties went in appeal and then out of Rs. 16.90 lakhs,
six fukhs had 10 be withdrawn. Their contention is that they are time-barred
but it has been uccepted. Now, the amount remains at Rs. 10.00 lakhs.
This amount of Rs. 6.0 lakhs has been withdrawn on merits also.”  The
witness added, “We had the protection and requested the party to make the
payracnt voluntarily. Even then, we have no legal right to claim the money.
Similarly they have also got the claim. They have to follow the time-limit.
If we have made some mustake, we request them.”

1.86. A point was raised as to whether the system of voluniary payment
should not be abandoned as the people paid, “because the Custora office
threaten them with action in handling their future import of consignments, or
alternatively some legal provision should be made for this which may later
on not expose the Department to chargcs of corruption and undue pressure™.
The Member of the Board stated, “We will consider it further. We had
actually brought to their notice and we issued strict instructions that  no
pressure should be put.” The Finance Sccretary stated. "The point s
whether it is at all desirable or wise? We can pursue if there is a mala fide
case. We can take action.”

1.87. The Committce desired to know the total number of provisional
asscssments made under Section 18 of Customs Act and pending finalisation
ds on 31-3-1970. In a written reply the Ministry of Finance have  stated
that the total number of provisional assessments made under section 18 of
the Customs Act, 1962 and pending finalisation as on 31st March, 1970 is
6,487 involving an amount of Rs. §9.32 crorcs. Ycar-wise break-up of the
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peadency with reference to the year in which the pmwsmnal assessments
were made is given below :—

Year No. Amount
1960-61 . . . . . . . 121 10,76,870
1961-62 . . R . . . . 309 ,26,
1962-63 . . . . . . . 452 22,18,557
1963-64 . . . . . . . 218 1,04,16,215
196465 . . . . . . . 220 65,90,101
1965-66 . . .o . . . 368 3,22,23,100
1966-67 . . . . . . . 454 3,38,86,906
1967-68 . . . . . . . 779 23,13,99,383
1968-69 . . . . . . . 1,236 8,62,46,092
1969.70 . . . . . . . 2,330 18,72,43,390

ToTAL . . . . . . 6,487 59,32,26,634

1.88. The Committee desired to know the basis for making provisional
assessment. The Chairman of the Board stated, “When the case comes, a
decision cannot be taken about the assessment quickly, because cither the
party wants some more time to produce the documents or we feel that certain

documents are missing. We resort under the law itself to the provisional
assessment.”

1.89. A suggestion was made whether it would not  be desirable to
abandop the system of provisional assessment and instead to make a final
assessment on the basis of the facts available at that time allowing the party
to appeal on receipt of the relevant documents so that there is no loss in the
Government revenue. The Chairman of the Board stated, “This question
regarding provisional assessment was considered and we will consider 1t again.
If the method was to be followed, the tendency on the part of the officer will
be to assess at the higher level so that there is no risk. In a provisional
assessment the first assessment can be both ways and the salety of revenuc
is ensured either hy charging at the higher rate or by charging at the lower
rate and securing the rest by taking a bond etc.” The Member of thc Board
stated, “Here the assessment is done as the most likely assessment. Many
a time, when one sees, it may be pending for court cases. There arc some-
times few cases which have been pending for a long time.” The witness
added, “The Officers are trying to make a final assessment and if necessary
they rcfer to the Collector and it is only when the Collector himself feels
that this is the type of case where he cannot decide, only in those cases, he
does.” The Finance Secretary stated, “The numbers are  very large and
have been pending for a long time. Therefore, some method has to be
devised to clear them quickly.” He added, “It should not takc such a long
time, It is completely wrong to take ten years.”

1.90. The Ministry furnished the details of amount of unconfirmed de-
mands issued upto 31st March, 1970 but pending as on 31st July, 1971 :—-

Year Amount
1962-63 . . . . . . . . . . 3,194
1963-64 . . R . . . . . . . 99,439
1964-65 . . . . . . . . 2,79,904
1965-66 . . . . . . . . . . 13,31,630
1966-67 . . . . . . . . . . 35,65,503
1967-68 . . . . . . . . . . 26,90,180
1968-69 . . . . . . . . . . 23,63,405
1969-70 . . . . . . . . . . 81,92,087

TOTAL . . 1,85,25,342
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1.91. The Member of the Board stated during evidence that, “Thesc are
actually show-cause notices issued. In fact last time the Auditor General
had pointed out that we should not take notice of these because these are
‘really show-cause notices issued. They are not realty confirmed demands.”

-$:92. In paragraph 1.120 of their 8th Report (Fifth Lok Sabha), the
Committee had observed, “It is surprising that demands are raised under a
fiscal lJaw and not ‘entered in Government’s accounts.” The Committee had
suggested that legal implications of the “unconfirmed demand” and whether
some other description for such demands should be used, should be examined
in cousultation with the Ministry of Law. In their action taken note furnish-
ed after consultation with the Ministry of law, the Financc Ministry have
stated, “The amounts indicated in the notices served under section 28(1) of
the Customs Act, 1962 cannot be correctly termed as a demand or an arrear
of revenue. The term ‘unconfirmed demand’ used for the amounts indicated
in the show cause notices issued under section 28(1) of the Customs Act,
1962 appears to have given rise to some confusion. It is proposed to term
these amounts as ‘amounts in respect of which notices have been :ssued under
section 28 (1) of the Customs Act, 1962’.

1.93. The Commiftee note that the total amount of Custom duty remain-
ing unrealised for the period upto 31st March, 1970 was about Rs. 48
lakhs, out of which an amomt of Rs. 39 lakhs is pending on account of
court orders and Rs. 9 lakhs for other reasons. The arrears include
Rs. 21.15 lakhs due from Government Departments, Public Undertakings
ctc. The Committee desire that vigorous efiorts should be made to recover
the arrears which do not relate to court cases.

1.94. The Committee were informed that some parties have paid arrears
amounting to Rs. 64,000/~ voluntarily in cases where the regular demands
became time-barred. The Department have withdrawn demands amoumting
to Rs. 6 lakhs leaving an amount of Rs. 10 lakhs for voluntary payment by
the parties. While the Committee appreciate the efforts of the Department
to realise the time-barred demands under the voluntary system of payment,
they are anxious that such an action should not expose the Department
to the charges of using undue pressure. The Committee therefore desire
that it should be seriously considered whether the system of voluntary pay-
ment should not be abandoned or alternatively some legal provision made
in the Act.

1.95. The Committee are concerned to note that there were 6487 pend-
ing cases of provisional assessment involving an amount of Rs. 59.32 crores
as on 31st March, 1970. Some of these cases relate to the period as early
as 1960.61. The Committee desire that the reasons for pendency of these
old cases should be gone into by the Board and necessary steps taken to
finalise them expeditiously. The Committee also suggest that some time-
limit should be fixed for finalisation of the cases of provisional assessment
so that the assessments do not remain provisional for several years,

1.96. An amount of Rs. 1.85 crores is involved in cases where notices
have been issued by the Customs Department under Section 28(1) of the
Customs Act upto 31st March, 1970, for payment of duty. The amounts
reiate to the years 1962-63 to 1969-70. The Committee desire that meces-
s:ril:teps should be taken to finslise these cases and to avoid accumulation
0. Cases,

New Drrur; ERA SEZHIYAN,
April 22, 1972 Chairman,
Vaisakha 2, 1894 (Saka) Public Accounts Committee..
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Sumynary  of Main Cvnclusiqns/Recamniendatlons

S.No. Para No. Ministry/Department

concerned

Conclusions/Recommendations.
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2

3
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1+27 Ministry of Foreign Trade The Committee are concerned over the

1-28

1-29

1-30

Ministry of Finance

Do,

Do,

Do.

significant fall in reyenue amounting to
Rs. 26 +36 crores in receipts from Custom
Exports during the ysar 1969-70. From the
statement furnished by the Ministry of
Finance, the Committee find that the export
value of Jute manufactures feli from Rs.
218 -01 crores in 1968-69 to Rs. 206-66
crores in 1969-70 and that of Tea from Rs.
156-51 to Rs. 124:50 crores. The Com-
mittec desire that Government in the Minis-
ury of Foreign Trade should Jook into the
reasons for fall in the export of these and
other commodities with a view to taking
Necessary export promotion measures.

The Committee note that the Depart-
ment is paying rewards to the informers
who give useful information about the goods
being smuggled into the country. The
rewards are paid within an overall ceiling
of Rs, 15 per tola in case of gold and 109,
of the estimated market price in India of
other confiscated goods. The Collectors
are also authorised to pay advance awards
(50%, of the expected final award) imme-
diately on seizure of goods

The Committee feel alarmed about the
magnitude of the problem of smuggling
in the country. The Committee were
informed during evidence that the Depart-
ment were catching “‘Only a small percen-
tage of what is coming into India and
therefore. the problem is much more
gigantic and much bigeer than we werve able
to tackle.” The Committee are unhappy
that in spite of the awareness of the problem
and repeated requests from Custom Houses,
the Department have failed 10 provide the
Custom Houses with launches in adequate
number and of required speed in  the
country. The Committee desire that the
Ministry should  ensure that the
preventive network is  strengthened by
providing the requisite  anti-smuggling
equipment and staff with necessary powers.

The Committee further desire that an
carly decision should be taken by Govern-
ment on the report of the Study Group set
up by the Cabinet Secretariat regarding the
requirement of launches.

The Committee are concerned to find
that while the Customs Receipts are de-
creasing the expenditure on their collection
is continuing to increase. The Customs

30
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1-36 Ministry of Finance

1-43

Receipts have decreased from Rs. 585-37
crores in 1966-67 to Rs. 42331 crores in
1969-70, while the expenditure on collection
increased from Rs. 548 crores to Rs. 7-83
crores. From the break-up of expenditure
furnished to them, the Committee find that
out of the total cxpenditure of Rs. 7-83
crores the estimted expenditure on preven-
tive functions accounted for Rs. 203
crores, charges paid to the Union Excise
Department for outports and Land Customs
(mostly preventive functions), Rs. 3.45
crores and other functions Rs. 235 croves
The Committee have been informed that as
the expenditure in the Custom Grant is
not booked on function-wise basis, it is
difficuft to separate the exact expenditure
on preventive functions and other fun-
ctions. In para 1-21 of their 8th Report
(Fifth Lok Sabha) the Committee suggested
that the Ministry should examine in
consultation with Audit the desirability
of maintaining scparate accounts for these
activities. The Committec desire that
this examination should be expedited so
that a more objective and realistic appraisal
of the expenditure on these two activities
could be made.

The Committee find that there is sub-
stantial increase in charges paid to the
Excise Department for Outports and Land
Customs from Rs. 2-31 crores in 1966-67
to Rs. 3 -45 crores in 1969-70. The charges
paid to the Excisc Department work out
to ubout 44° of the total expenditure of
the Customs Department. The Committec
suggest that it should be examined whether
the charges paid to the Excise Department
for outports and Land Customs are worked
out on a scientific and rational basgs.

The estimated eapenditure op other
functions of the Customs Department has
increased from Rs. 190 crores in 1966-67
to Rs. 2-35 crores in 1969-70. In view of
the fact that therc is considerable reduction
in Custom Revenuc. the Committee would
like Government to examine the feasi-
bility of effecting economy in expenditure
on coliection.

The Committee note the improvement
in the working of the Internal Audit De-
partment as a result of the reorganisation
of the Department effected in March,
1969. The rcsults of Internal  Audit in
Bombay, Calcutta and Madras Custom
Houses revealed that during the year
1969-70. 2978 cascs of undcr-assessments
involving and amount of Rs. 97-18 lakhs
were detected as against 2309 cases involving
Rs. 49 -74 lakhs in 1968-69. The Internal
Audit Department also detected 2250
cases of over-assessment of duty involving
ap amount of Rs, 48-63 lakhs in 1969-70
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as against 2149 cases involving Rs. 42:15
lakhs during 1968-69. The Committee,
however, find that the performance of the
Internal Audit Department in the Calcutta
Custom House has not shown much
improvement as compared with the Custom
Housesin Bombay and Madras. During
the year 1969-70, the Internal Audit De-
partment of Calcutta Custom House de-
tected only 470 cases of under-assessment
involving an amount of Rs. 13.38 lakhs
and 323 cases of over-assessment involving
an amount of Rs. 5.73 lakhs. The Com-
mittee were informed during evidence that
the Directorate of Inspection had been
asked to undertake a study of the working
of the Internal Audit Department in
Calcutta Custom House. The Committee
desire that this study should be com-
pleted as early as possible and necess-
ary steps taken to improve the working
of the Department.

The Committee note that with the re-
organisation of the Internal Audit Depart-
ment, appraisers have been inducted into
the Department with a view to improving
the quality of assessment work. All
bills of entries containing value of any
entry exceeding Rs. ’20,(1%0 which are re-
quired to be endorsed to the Assistant
Collectors and 20-25°, of the remaining
bills of entries ase being audited by the
appraisers. The Committee desirc that the
procedure should be kept under watch with
a view to increasing the percentage of bills
to be audited by the appraisers. The
Committee also suggest that the area of
audit by the appraisers and auditors should
be enlarged to cover all aspects which are
at gresem being covered by the Revenue
Audit

The Committee find from the two cases
brought to their notice that mistakes occur-
red in converting Canadian dollars into
Rupees for the purpose of levy of customs
duty, due to confusion between the U. S.
dollars and Canadian dollars. The Com-
mittee desire that necessary instructions
should be issued by the Board to the Custom
Houses to avoid confusion in conversion
of the currencies bearing the same name
prevalent in different countries. The
Internal Audit Department should be parti-
cularly vigilant in auditing the conversion
calculations,

The Committee are not happy over the
delay in the giving of ruling by the Central
Board of Excise and Customs in this
case. This was referred 10 the Board
by the Collector in June, 1965 but the Board
gave a ruling in March, 1968 that the P.V.P.
of industrial grades for coating tablets or
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for use of textile industry should be assessed
under item 87 of the Indian Customs
Tariff and countervailing duty under I15-A
of the Central Excise should be levied. In
para 122 of their 110th Report (Fourth
Lok Sabha), the Committes had su,

that the objections raised by Audit should
be resolved within 3 months The Com-
mitiee have been informed that under a
revised procedure, a Member of the Board
goes to the various Custom Houses and
settles objections after discussion with the
officers on the spot. The Commitiee hope
that as a result of this procedure delay in
giving clarifications and rulings by the
Board on the references made by the Collec-
tors and objections raised by Audit will be
avoided,

The Committee suggest that the Board
should maintain a register in which Audit
objections should be cntered and keep a
watch over their disposal so that objections
are normally disposed of within the time
limit of 3 months,

The Committee have already suggested
that the scope of the Intermal — Audit
should be  suitably enlarged. The
Committe would particularly tlike to
emphasise that the cases of levy of the
countervailing duty should be subjected
to careful scrutiny by the Internal Audit
Department.

The Committee hope that the
bill regarding  Rationalisation and
Classification of Goods would be
reintroduced in Parliament as early as
possible. The Committee desire that the
necessary details for setting up of a Central
exchange of Classification and Evaluation
should be finalised expeditiously.

The Committee see no justification for
the delay that occurred in these two cases in
revising the rate of landing charges. The
delay has involved the Government in a loss
of over a crore of rupces as worked out by
Audit. The Ministry of Finance have not
however furnished any calculations of
their own. In the first case the Customs
House did not revise the rates fixed in April,
1965 till February, 1968 even though
there had been a substantial risc in the Port
Trust rates. In the other case the rates
fixed in 1960 were continued till March,
1966, even though there was an increase in
the rates of landing charges from February
1963 by way of surcharge of 209, imposed
by Port Trust Authorities and this increase
was brought to the notice of the Custom
House by Audit in May, 1964, The
Committee find that according to instruc-
tions issued by the Board. review of the
landing charges is required to be under-
taken by the Custom Houses once in two
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years and at shorter intervals if changes

in the rates proscribed in the Port Trust

Authorities warrant such action. The

Committec desire that the Board should

take serious note of the cases where Collec~

tors fail to review the landing charges within

the period prescribed by the Board or at

shorter interval, if necessary. These re-

views should be completed by the Collectors

cxpeditiously  after taking into account

the relevant statistics etc.  The Committee ‘
suggest that the Board may lay down¥
some reasonable time limit for completing

the reviews.

The Committee also suggest that the
Internal Audit Department shouid look
into the causes of delay in revision of land-
ing charges.

The Committee view with disfavour
Cises of over-assessment as much as thosc
of under-assessment. In the present case
failure on the part of the Upper Division
Clerk to include the names of the vessels
which were granted entry outward after
15t March, 1970 resulted in cxcess collec-
tion of duty on Tea amounting to
Ks 85,418. The Committee hope that as a
result of the revised procedure under which
the list of vessels for the purpose of rcassess-
ment of duty should be personally examined
by the Assistant Collector, such mistakes
will not recur,

The Commiittee find that in this case the
Internal Audit Department could not
detect the mistake as the list prepared by the
Import & Export Department was defective,
The Committee suggest that in future such
lists should be also checked by the Internal
Audit Department so that any mistake in
the list should not remain undetected.

The Committce note that thce tetal
amount of Custom duty remaining unrealis-
ed for the period upto 31st March, 1970
was about Rs. 48 lakhs, out of which an
amount of Rs.39 lakhs is pending on account
of court orders and Rs. 9 lakhs for
other reasons, The arrears include Rs.
21 -15 lakhs due from Government Depart-
ments, Public Undertakings ectc. The
Committec dcsire that vigorous efforts
should be made to recover the arrears which
do not relate to court cases.

The Committee were informed that
some parlies have paid arrears amounting
to Rs. 64,000:- voluntarily in cases where
the regular demands became time-barred.
The Department have withdrawn demands
amounting to Rs, 6 lakhs leaving an amount
of Rs. 10 lakhs for voluntary payment by
the  parties. While the Committec
appreciate the efforts of the Department
to realise the time-barred demands under
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the voluntary system of payment, th? are
anxious that such an action should not
m)setheDepanmenttotbcchuwof

g undue pressure. The Committee
therefore desire that it should be seriously
considered whether the system of volun-
tary payment should not be abandoned or
ailwterxativcly some legal provision made in
t] ct.

The Committee are concerned to note that
there were 6487 pending cases of provisional
assessment involving an amount of Rs.
5932 crores as on 3lst March, 1970.
Some of these cases relate to the period
as carly as 1960-61. The Committee desire
that the reasons for pendency of these
old cases should be gone into by the Board
and necessary steps teken to finalise them
expeditiously. The Committee also
suggest that some time-limit should be
fixed for finalisation of the cases of prov-
sional assessment so that the assessments
do not remain provisional for several
years.

An amount of Rs. 1-85 crores is
involved in cases where notices have been
issued by the Customs Department under
Section 28(1) of the Customs Act upto
31st March, 1970, for payment of duty.
The amounts relate to the years 1962-63
to 1969-70. The Committee desire that
necessary steps should be taken to finalise
theso cases and to avoid accumulation of
old cases.
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