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I, the Chairman of the Public Accounts Committee, as authorised 
by the Committee, do present on their behalf this Hundred and 
Eleventh Report (Fourth Lok Sabha) on Chapter III of Audit 
Report (Civil) on Revenue Receipts, 1969 relating to Won Excise. 

2. The Audit Report (Civil) on Revenue Receipts, 1969 was laid 
on the Table of the House on the 9th May, 1969. The Committee 
examined Audit paragraphs relating to Union Excise at their sittings 
held on the 15th, 17th and 18th December, 1969 (AN). The Com- 
mittee considered and finalised tbis Report at their sitting held on 
the 9th April, 1970 (AN). Minutes of these sittings from part XI* of 
the Report. 

3. A statement showing the summary of the main conclusions 
recommendations of the Committee is appended to the Report 
(Appendix VII). 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 assist- 

ance rendered to them in the examination of these Accounts 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 Committee. 

ATAL BIHARI VAJPAYEE, 
Choirman 

April 10, 1070 Public Accounts Committire. 
Chit ra  20, 1892 (Saka) 



AUDIT REPORT (CIVIL) ON REVENUE BECEIPTS, 1- 
UNTON EXCISE 

Excise Revenue-Exemptions by the Executive 

Audit Paragraph 

1.1. The receipts under Union Excise duties during the year 1967- 
68 were Rs. 1,148.25 cmres relpstering an increase of Rs 114.48 croru 
over that of the previous year. The receipts for the last five yeam 
along with the corresponding number of commodities on which ex- 
cise duty was leviable are given below:- 

Year. 
Receipts unde  unim Number ofcommadi- 
Excise duties r i a  on w h i g  :he 

(in aores). duties were 1~~1.blc 

Rs. . . . . .  1963-64 719.58 65 

1.2, The realisation of Central Excise duty according to broad 
categories of assessees during the year 1967-68 is shown below:- 

Aeressets 

I. Cmtral Gavemment Depattment~ 

111. Statutory carpontiom . . . . .  



1.3. Of the 59 commodities, the following eleven commodities 
have each yielded revenue exceeding Rs. 30 crores: 

(Rupees in crorer). 
C mmodity 

Rqincd diesel oils. . . . . .  174.15 

. . . . . . .  Tobacco 154.64 

Motorspirit . . . . . . .  108.39 

Sugar . . .  . . 
Kerosene. . .  . . .  

Cotton fabrics . . . . . . .  50.09 

. . .  Rayon and synthetic fibrcs and yarn 4c.01 

Cotton twis?, yam andthrW . - - . 3Le23 

. . . . . . .  Cement.. 32' 12 

[Paragraphs 18-20 of Audit Report (Civil) on Kcvenue Rccciprs, 19691 

1.4 During evidence, the Committee raised the question of 
exemptions from excise duty given by the Executive. The reprc- 
sentatives of the Ministry of Finance and the Central Board of 
Excise and Customs stated that exemptions given by Government 
normally fell in two categories. Exemptions falling in the first 
category were relatable to the kind of raw material used. Under the 
same tariff item, there could be a number of sub-items using dHe- 
rent kinds of raw materials. Within the ceiling fixed by Parlia- 
ment for the main tariff item, exemptions were given to the sub- 
items, having regard to their duty bearing capacity. It was stated 
in illustration that the ceiling rate for nylon yarn laid down in the 
statute was Rs. 451- per kg. The effective rates for the various sub- 
items coming under the afore-mentioned tariff item ranged from 
Re. 0,60 ta Rs. 28.50 per kg. Exemptions falling in the second c a b  
gory were relatable to the size of the production unit. WitMn the 
ceiling fixed by Parliament, lower rate was charged on commodiUes 
produced by village, cottage and small scale industries. - - 

1.5. Exemptions were generally given on representations from 
the trade and industry. These were also given at the instance of 
other Ministries1 Departments of Gavernment. Requests for con- 
ces6ions were closely examined and it was "only with great reluc- 
tance that Government would give up a source of rvvmue." The 
Government agreed to give a concession only when thep w e n  COD- 



vinced that a particular duty would cause undue hardship. Asked 
whether exemptions were not given under pressure, the represen- 
tative of the Ministry uf Finance stated, "as a general proposition, 
It is probably true that there is pressure." But, he added, that "in 
cases where pressure was justified, there could be an arguable case 
for making an exemption." 

1.6. The Committee were given to understand that as on 441967 
there were as many as 636 notifications in force. When the Com- 
mittee drew the attention of the witness to this fact, the repremta. 
tive of the Board stated: "I certainly agree that the number is too 
large. . . . . . The only explanation is that our economy is in such a 
stage that all kinds of concessions have to be given to make i t  poo 
sible that the competitive position of various sections is maintained." 

1.7. The Committee cited the example of the tariff on cotton 
fabrics and enquired why Government had by notificatims intm- 
duced 20 categories of cotton fabrics for assessment and 23 more foi 
exemption, as against 5 categories laid down in the Statutory Tariff. 
The representative of the Board stated that the complication had 
arisen because "cotton fabrics" were a spceific rated item. The 
purpose of introducing a wider categorisation was to make the textile 
tariff as progressive as possible. 

1.8. At the instance of the Committee, Government have fur- 
nished a list of commodities in respect of which a wider categorisa- 
tion has been adopted than provided in the statutory tariff. This is 
reproduced at Appendix I to this Report. It would be seen that the 
statutory tariff has been e l a b ~ a t e d  by the executive in as many as 
56 cases. Government have stated: "The consideration kept in 
view may be categorised broadly as follows which, though not 
exhaustive, are sufficiently illustrative: 

(a) To enable that the rates bear an equitable burden depen- 
ding on quality of the product hlling in the .same cate- 
gory. 

(b) The incidence of duty on products manufactured by the 
cottage and small s e c t m  is less than on the large and 
mechanised sectors. 

(c) The semi or partially processed stages of goods falling in 
the m e  category pay less than on the later stages of 

I processing. 



(d) The same category of goods when used for special indus- 
trial purposes pay lower duty than when used for other 
purposes. 

(e) Different rates of duty have had to be fixed on inter- 
mediate products according to the sector which uses the 
intermediate product for further manufacture (e.g., 'hank' 
yarn used by the cotton textile handloom industry.' " 

1.9. The Committee desired to knaw whether in the interest of 
closer Parliamentary control over taxation, proposals for exemption 
could not be finalised by the time the Budget is presented and in- 
corporated in the Finance Bill. The representative of the Ministry 
of Finance stated that the framing of Budget is a "somewhat secret" 
pmcess and it is not always possible for Government to gather all 
the information necessary for grant of exemptions by the time the 
Finance Bill was introduced. The tariff as presented to Parliament 
with the Budget is, therefore, of necessity a general tariff. Minor 
mances necessitating a detailed examination of data regarding 
various sub-sections of the tariff items are dealt with subsequently 
by the Executive under delegated powers. The representative of 
the Board added that where possible exemption notifications were 
finalised along with the Budget proposals and indicated in the Ex- 
planatory Memorandum. In reply to a question, the representative 
of the Ministry of Finance stated ". . . . I  agree that it is desirable 
that to the maximum extent possible, we incorporate whatever 
changes we can make in the Finance Bill." But, he aded, there may 
still be cases which might come up later or require further txamina- 
tion. In reply to a question, the representative of the Board stated 
that, pursuant to a recommendations of the Public Acounts Com- 
mittee, every exemption notification issued by Government together 
with a statement uf objects and reasons, was laid before Parliament. 

1.10. The Committee enquired whether there were any instances 
where requests for concessions made on the floor of the House were 
not acceded to but the same concessions were subsequently given 
under exemption notifications. The representative of the Board 
stated: "It is quite possible that at  that stage when the Budget is 
framed.. . . the Minister might have thaught that there was no justi- 
fication and later on either o:? account of further representation or 
further looking intn the case they (Government) may have come to 
the conclusion at  the Minister's level that some relief should be 
given." The Committee asked for detailed infurmation on this point 
which was promised by the representatives of the Board. The fn- 
formation is awaited. 



1.11. The Committee then enquired whether exemptions w- 
also given in favour of individualsforganisatiom. The representa- 
tive of the Board stated that on customs side they gave exemptiom 
in f a w r  of organisationslindividuals in respect of consumable goods 
to be used for charitable purposes. They also gave exemption on 
an ad hoc basis to imported equipment to be used for charitable 
purposes provided free service was rendered to the needy without 
distinctions of caste or creed. Asked whether such exemptions 
were made applicable ta other individuals/organisations, the witness 
stated: "Under similar circumstances, we would be prepared to make 
the exemptions valid for all individuals. 

1.12. In reply to a question, the representative of the Board in- 
formed the Committee that to make the intention behind the not& 
cations clear, they had, with effect from 1-1-1969, started appending 
an Explanatory Memorandum to the notificatiuns. In reply to 
another question, he stated that there was no provision requiring 
the appending of such a Memorandum under the existing law. But 
in the Central Excise Bill pending before Parliament, an express 
provision to this effect had been included. Asked whether the 
Memoranda at present appended to the Exemption Notifications 
adequately served the purpose, the witness stated: "If i t  is the in- 
tention of the Public Accounts Committee that we should elaborate 
the reasons, we shall certainly bear it in mind." 

1.13. In para 9.37 of their 44th Report (Third Lok Sabha), the 
Public Accounts Committee had observed that "a legislature could 
give retrospective effect tu a piece of legislation passed by it, but the 
Government exercising subordinate and delegated powers cannot 
make an order with retrospective effect unless that power was ex- 
pressly conferred by the Statute." 

1.14. In paragraph 3.19 of their 24th Report (Fourth Lok Sabha), 
the Committee, inter alia, desired that the question of granting 
exemptions of duty through Executive InstructimsIretros~ective 
notifications may be examined in, consultation with the Attorney 
General of India. The Attorney General has Riven the following 
opinion on the question: 

Executive Inst~uctions: 

"Rule 8(1) gives the Central Government power tu exempt ex- 
cisable goods from the whole or any part of duty and also lays down 
the manner in which such power can be validly exercised, that fs tr, 



say, by notification in the official Gazette. Thus on the face of the 
Rule the Central Government is not empowered to grant exemptioa 
by means of executive instructions." 

Retrospective Notification: 

"The Legislature may make a law with retrospective effect. A 
particular provision of a law made by the Legislature may operate 
retrospectively if the law expressly or by necessary intendment so 
enacts. A law made by the Legislature may itself further empower 
subordinate legislation to operate retrospectively. Without such a 
law no subordinate legislation can have any retrospective effect. 
The Excise Act empowers the Central Government to make Rides 
including Rules providing for exempting any goods from the p a p  
ment of duty under the Act but does not empower the Central Gov- 
ernment to make any such Rule with retrospective effect. Tus no 
notification can be issued by the Central Government under Rule 
8(1) with retrospective effect. Nor would Section 25 of the Customs 
Act, 1962, if made applicable under Section 12 of the Excise A c t  
empower the Central Government to issue notification with retros- 
pective effect." 

1.15. In a note furnished to the Committee, the Ministry have 
stated as follo~vs: 

"It :;7::- be stated in this connection that this Ministry is now 
in-;ariably issuing a notification in the Official Gazette for 
grant of any exemption under Rule 8(1) of the Central 
Escise Rules, 1944. The practice of granting exemption, 
however, small through executive instructhms is being 
avoided. A large number of cases in which exemptions 
had been granted in the past through executive instruc- 
tions have since been regularised by issue of formal notifi- 
cations. There may still be some moxe such cases. As and 
when any such case comes to notice, a formal notification 
will be issued. It is not proposed to seek power in the new 
Central Excise legislation for granting exemptions through 
executive instructions. As regards granting of exemptions 
with retrospective effect, i t  is proposed to make the neccrr- 
sary provision in the new Central Excise Bill to confer S U C ~  
power on the Central Government in epecifk tcnnr. During 
the intervening period, a few cw might where re= 
trospective exemption is merited and grave hudihip a 
be caused if such exemption is denied. It is propwtd W 



grant retrospective exemption in such cases with the a m  
val of the Minister during the short intervening perM. 
It may be recalled that this Ministry has decided to lay aI! 
exemption notifications on the Table of the two Houses of 
Parliament along with an explanatory memorandum giving 
brief reasons for varying the standard rates of duty. The 
reasons for granting the exemption with retrospective effect 
in the few compelling cases that might arise will also Le 
mentioned in the said explanatory memorandum for the 
information of the Parliament." 

1.16. The Committee asked for data about the total number of 
exemptions given commodity-wise during the last three years. In- 
formation has been furnished by Government about the exemptions 
given in the year 1967 under Rule 8(1) and 8(2) of the Central Ex- 
cise Rules. This is reproduced at appendix. . . . to this Report. The 
following is the overall position as brought out in the data furnished; 

No. of t a r 3  No. o F c ~  :E of cx :,n- NJ. of 2 3 W  of cxern- Told 
items covered cmptions allowed un- rmption under Rule number d 
by exem~tior.~ unuer Rule 8(1) 8(2) exemption 

me------ - --- 
Marethan 504; or More 509; or 
5OU,, rc?uc- less than 507; less 

tion In 
dut\' 

Government have also at the instance of the Committee furnished 
a detiled statement showing the number of cases in which, during 
1967, exemptions were given for various commodities to the extent 
of more than 507,, between 50 and 75% and 100%. The data on 
this point is incorpurated in Appendix I1 to this Report. The follow- 
ing table summaries the data: 

No. oftariff No. of cam in No. of nscs in Tota l  
items covered which by exemption which cxcmption escq-t&a 
by cxamp'i . ons. notifiations duty ryccirl ordm atnoun- 

was reduced. thl to  



1.17. Government have stated that the exemptions in the forego 
ing cases were allowed on the following considerations: 

"(a) TO enable that the rates bear an equitable burden de- 
pending on quality of the product falling in the same 
category. 

(b) The incidence of duty on pmducts manufactured by the 
cottage and small sectors is less than on the large and 
mechanised sectors. 

(c) The semi or partially processed stages of goods falling in 
the same category pay less than on the letter stages of 
processing. 

(d) The same category of goods when used fur special indus- 
trial purposes pay lower duty than when used for other 
purposes. 

(e) Different rates of duty have had to be Axed on interme- 
diate products according to the sector which uses the in- 
termediate product for further manufacture (e.g., 'hank 
yarn used by the cottan textile handloom industry)." 

1.18. The Committee asked for information about the monetary 
&ect of exemptions given by Government with retrospective effect. 
The data given on this point is reproduced below: 

Tariff Comrnoditv No. 8nd d,ac Bricfparticularsof Ex~cnt F insc i r l  
Item of nolilwatlon exemption. of cffcct. 

cxcmp ion 

17 Paper . 202.67-CE doted Amendment of formal No cflcct 
1-967. chnrscter in respect of 

earlier n ~ i f i ~ t i o n  No. 
r 3~167-CE d a d  37-67 

17 Pawr . 2151676E dated To makc theintention sc% t o  gcX 
I 1-11-67 cleu abmt !he smpc of 

conccssionr an rCaFCd of 
new unit#. 

f9 Cottcm 192167-CE dfeci T o  y r o v i ~ r r ~ l i e f  for yro- )c% 1090% 
Fabrics. 9-8-67 r c d  w t h  cclaingdufy in rnpd 

No. zslir7-CR of manuall) processed 
doted l-Srf7. f i b r i a .  subjected to  

%tcnterrng damping or 
hack filltnp or w d i n g  
with the ud d power. 

&A. Copper .nd 3or67-CE dated To avoid double payment 100% Do 
Coma 4-3-67. of duty in rcrpea of 
Al1o)r. dufy paid ~oppet or 

copper allow la M) 
cruke form. 
7. 



26AA Iron had 160167-CE; TO provide relief in rer- Lcksthan D o  
Steel dated 11-7-67 pect of tar l acd sleeper 50% 
P r d  uct bars used for railway 

track 

268 Zinc 237167-CE ' Amendment. of a formal Noeffect Do. 
datdz8-10-6; character In m earlier 

notifiation No 135165- 
CE onted 2 ~ 8 - 6 5  

Zinc z50/67-CE ; T o  avoid doc ble payment IoOO/, Do 
dated2-12-67 04 dufy in rcspct of 

pald zlnc unwrought ------- -- 
1.19. 'l he Committee enquired whether exemptions had been 

issued in favour of individuals. Particulars of such cases (in 1967) 
as given \by Government are reproduced below: 

S NO and Teriff Extent C~nsideration for Monctory R u n ~ r b  
NO date of Item No of grant of exempt ion effect 

Order acd com- Exmp- 
modity tion 

I F Ela 3 (Tea) I O O ~ ~  To provide relief on Es 200.00 
716165- 50 Kgs of tca pcr (Approx 1 
CX-111 year used for ex- 

d at cd p i m e n t  a1 pur).oses 
'15-5-t 967 rn six research 

ccnt res 
3 P. IJo. 6 (hlotor Do. TO providcrclicf on o N.A. 

8/51 66-CX Spirit-J.P.- JP-4 ured for fiurh- 
111 dated fuel). ing of lank wagcmr 
27-7 67. within thcrcPnerics 

at Kovali, Gurhrti, 
Ehrauni and Lochin. 

7 P . 1 1 ~  . 6 (Mot or Do. ~ o p r a v i c c  relief on NA. 
81 9 1 6 6 1 ~ ~ -  Spwt  ethyl benzene used; 
111 dated Ethyl forreseuth p-8 
30-6-67. Btnzcr.e). oy Nnt&dCham~- 

cal Laboratory, 
Poona md the De- 
F.rtmCnt ofChcmi- 
at T c ~ h n o l w ,  
Bambav Univer~it). 



4. F. h o  8 (Refind 55% To providerclicf on R E . ~ ~ . S  
913 L~I -CX-  Dieseloil) R.D.O. usw.us fuel 1akhs 
111 dated for gtneratlon of 
31-3 67. electricity b~ a (Appror ) Statc Electricity 

Board during 31-3-47. 

5. F. NO.  funace ace 18% TO replace full exem- N.A. 
8/12 h7- Oil-H~y ption by apartial one 
a . 1 1 1  Heavy s~ock) ~n respect , ot a d i -  
dud tional exclsc duty 
27-4-67 (no:r-recoverable frcm 

consumcn) on hot 
heavy stock p ro jucd  
by. . a private Retincry 
aild sols to a private 
power station. -.-. . . -- - -- 

Government have added: "It may be stated that action to issue a 
special older under rule 8(2) of Central Excise Ru!es, 1944, is resort- 
ed to in those cases only in which the Central Board of Excise and 
Customs feels satisfied that circumstances of an exceptional nature 
exist juslifying grant of exemption in favour of individual manufac- 
turers, a rd  that grant of such an exemption does not affect adverse- 
ly other iuanufacturers of the same goods." 

1.20. The Committee observe that as many as 636 exemption 
notifications issued by the Central Covernment'Central Bard of 
Excise were in operation in September, 1967. These notifications, 
covering virtually the entire gamut of excisable commodities, had 
authorised a substantial departure from the statutory tariff. In a 
number of cases, they had introduced new categoria under tbe 
tariff, in the process of spelling out criteria for the grant of exemp- 
tions. The tariff relating to cotton fabrics, for example, contained 
only 5 categories when it was approved Parliament. Thc ellectlvo 
aparting tariff, however, specific as many as 20 categories eligible 
for assessment and another 23 eligible for exemption, in an effort 
to introdaee greater progression in the rate rtructure. It is not only 
the cotton fabrics tariff that has been elaborated in this fashion: 
the data h i s h e d  t e  the Committee shows that the statutory tad# 
in respect of as many M 56 commodities b undergono ampUflca= 
tion. These fine distinctions introduced into tbe statutory tuSd 
have, in the Committee's opinion, complicated tho admfnirtrrtioa of 
the t a M ,  making assessments an elaborate and time-co~aming prrc 
cesk A number of instances have been given latar in thb Report 
where exemtion notifications hrve led to protracted delay in t h u b  
tioa of asseusments, with all attendant complimtionr. 



1.21. Apart from cmplicating tbe tariff, these notifhations have 
,been utilised by the executive to extend substantial duty conces- 
sions. Taking the notifications issued in the year 1967 alone, the 
Committee observe that GovernmentJthe Board icreued 273 notifica- 
tions covering 51 different excisable items, including major revenue 
yielding commodities like sugar, tobacco, motor spirit, kerosene, iron 
and steel products, cotton yarn, fabrics etc. As many as 185 (of the 
273) notifications gave exemptions ranging from 50 per cent to 100 
per cent of the statutory rates of duty. Of these the number of 
notifications which gave total exemption from tariff rates was 128. 
The Committee consider it extraordinary that delegated powers given 
to the executive should have been exercised to render the s t~ tu to rp  
tariff a nullity in a majority of cases. 

1.22. Another aspect of the exemptions is the fact that, in some 
cases, exemption from duty was given with retrospective effect, even 
though, as has been pointed out by the Attorney-General, the execu- 
tive does not at present enjoy this power. The data given to the 
Committee shows that 7 of the exemption notifications issued in 
1967 took retrospective effect. Govermnent have not been able t o  
indicate what these retrospective exemptions cost in 5 of t h w  as- 
where the exemptions had monetary effect. The Committee can 
only conclude from this that Government gave exemptions in these 
cases without even ascertaining what revenue the public exchequer 
would forgo thereby. 

1.23. The Committee find that exemptions have also been given in 
favour of individual organisations or bodies. Government have 
stated that such exemptions are given only "wben eircr~mstsnces of 
en exceptional nature exist." The Committee find front the parti- 
culars of these exemptions in 1967 (5 in all) that a State Electricity 
Board was exempted from duty on refined diesel oil used as fuel 
for generating electricity. The relief given for four months result- 
ed in Government forgoing revenue to the tune of Rs. 14.5 lakhs 
(approximately). The Committee would like to be a p p r i d  of the 
considerations that weighed with Government in extending this con- 
cession to only one of the many Electricity Boards in the mantry. 

1.24. In the Committee's opinion, the plethora ot exemption notl- 
fications suggests that exemptions are given by tbe executive under 
pressure from concerned interests. Such pressures generato counter- 
pressures, making it necessary for Government either to modify or 
amplify the scope of exemptions given. The lbprassntstive d 
Ministry of Finance admitted during evidence that *o a general pro- 
position it is probably true that then is prestucn, though he added 



that "in cases where pressrue was justified, there could be an argu- 
able case for making an exemption." 

1.25. The Committee feel that the existing position in regard to. 
grant of exemptions by the executive through notifications or special 
orders leaves a lot to be desired. The Committee recognise that, 
in administering a fiscal measure, a number of problen~s are likely 
to arise and that, of necessity, the executive will lhave ta be given 
d c i e n t  flexibility by the legislatare to facilitate anooth and effec- 
t h e  tax administration. At the same time, it is necessary to bear 
in mind that the power given to the executive to give exemptions 
is only a form of delegated or subordinate legislation, which should 
not be so freely used as to vitiate the intentions of the legislature. 
against this background, the Committee wish to make the follow- 
b g  suggestions:- 

(i) All operative exemptions, whether granted by notification 
or special orders, sbould be reviewed as an exercise preli- 
minary to their rationalisation. 

(ii) Tar8  schedules should be left to be framed by Parlia- 
ment and the tendency to sub-divide the tariff through noti- 
fications should be arrested. Parliamentary control in this 
field is vital, as it provides an opportunity for different 
shades of representative opinion to influence taxation 
proposals. The power given to the executive to modify 
the effect of the statutory tariff should be regulated by 
well-defined criteria which should, if possible, be written 
into the Central Excise Bill now before Parliament. 

(iii) No exemption should be given without an assessment of 
its hancial  implications in so far as they can be deter- 
mined. The monetary implications of the notifications, 
where determinable, should also be indicated in the memo- 
randum appended to the notifications at the time they are 
placed before Parliament. 

(iv) All exemptions involving a cent per cent relief from duty 
should require prior Parliamentary approval. A suitable 
procedure will have of course to be worked out to cover 
exigencies which may =he when Parliament is not In 
btwion. 

(v) Exunptiom in favour of individual parties, org~nlsatioar 
etc., whether by notification or by specid orders, &odd 
be avoided, and when absolutely wca~lury, should be 
reported to Parliament and a m o t h  moped by the 

4 



Executive within a speciiied time for their consideration, 
failing which they should lapse. 

(vi) The intentions underlying exemption notikations are by 
and large unexceptionable. They are meailt to bencflt 
small-scale units or provide incentive for production of 
certain items or for the use of a particular raw material 
in the overall interests of the economy. However, as 
these exemptions tend to distort the commodity tax 
pattern, the scope and advisability of grant of these bene- 
fits or incentives through non-fiscal devices, such as subsi- 
dised supply of raw material, power etc., should first bs 
examined, so that duty exemptions are re.rtrictecl to the 
absolute minimum. 

1.26. The Public Accounts Committee (1968-69) had been inform- 
ed during the course of evidence that the question whether GOV- 
ernment had necessary powers to convert an ad valorem duty 
fixed by Parliament under Statute into a specific duty by notifica- 
tion was being referred to the Attorney General for opinion. The 
representative of the Board informed the Committee that a refw- 
ence had since been made to the Attorney General. He huther  
stated that since the presentation of the relevant Report of the 
Public Accounts Committee-7Znd Report (Fourth Lok Sebhal-they 
had stopped the practice of converting ad valo~em duties into 
specific 

1.27. During his evidence before the Public Accounts Committee 
(1968-69), the Finance Secretary had agreed to take legal opinion 
on the question whether a fresh notification would be necessary to 
maintain a specific duty at the same level in case the ad valorem 
duty, with reference to which the specific duty had been fixed, is 
enhanced (vide para 2.109 of the 72nd Report (Fourth Lok Sabha). 
In an action taken note furnished to the Committee pursuant to 
the aforesaid Report, the Ministry of Finance (De~artment  of 
Revenue and Insurance) had stated as follows:- 

"According to the Ministry of Law, if the intention of the 
Government was to maintain duty at  the same rate as 
specifled in the notification, even after Parliament passed 
the Finance Act, 1967, it was necessary to issue a fresh 
notiflcation. 

0 



1.28. The view expressed by the Ministry of Law has been consi- 
dered by the Ministry of Finance but it is felt that the operation 
of the effective rates of duty prescribed by the Central Govem- 
ment under Section 37 of the Central Excises and Salt Act, 1944, 
need not be construed to be conflicting or inconsistent with the 
tariff rate of duty prescribed by Parliament under Section 3 of the 
Act inasmuch as the two sections of the Act specifically provide 
two distinct fields of operation of the executive and the legislature 
within the general framework of the Act. Such a conflict or in- 
consistency may be deemed to arise only in cases where the effec- 
tive rates of duty fixed by Government earlier happen to be higher 
than the statutory rates fixed under a Finance Act and it is only 
in such cases that issue of a fresh notification can be considered 
necessary. So long as the effective rate of duty fixed by the Gov- 
ernment remains within the ceiling rate fixed by the Parliament it 
is felt that the Government would be well within its competence 
to maintain the same effective rate as was in force earlier without 
issuing a fresh notification particularly when they do not consider 
~t necessary to disturb the effective rate fixed earlier. 

-4 suitable provision to specifically cover the point at issue has, 
however, been made in Clause 29(5), which is now before the 
Parliament." 

1.29. In justification of the foregoing, the representative of the 
Board stated: "There are hundreds of notifications in the past 
where ad valorem rate was fixed by Parliament and it had by 
exemption notifications been reduced by us and fixed at a specific 
r a t e . .  . . . . . . . . . . . .The reason that impelled us to take this view 
15 the administrative difficulty in trying to collect all these notifi- 
cation issued in the past and to have another look at them.'' 

1.30. I t  is a matter of common knowledge that 'ad valorem' and 
specific levies represent two different and distinct types of tax. In 
one, the duty is related to the value of the product taxed, so as to 
make the tax progressive, while, in the other, there is a specific rate 
of duty, regardless of the value of the product. The Camrnitlce are 
therefore doubtful whether the executive can, in exercise of its 
delegated powers to grant exemptions, convert and 'ad valorem' 
into a specific duty. The Committee note that pursuant to a sug- 
gestion made by them earlier the matter hati been referred to the 
Attorney-General for an opinion. They would like to be apprised 
of the outcome of the reference. In the meanwhile, the Committee 



would like Government to compile data about all operating noti- 
fications, which have had the effect of converting an 'ad valorem' duty 
into a specific duty and vice versa. 

1.31. As an off-shoot of this issue arises; the question whether a 
notification issued by Government, which substitutes specific rate 
of duty for an 'ad valo~em'tariff, will continue to he valid, after 
Parliament has further enhanced the 'ad valorem' duly originally 
fixed. The Committee note that the legal opinion on this point, 
which Government have not accepted, is that under such circum- 
stances, Government will have to issue e fresh notification if the 
specific rate of duty originally notified by them is to continue. The 
Committee are not happy that Government have not acceptcd the 
legal advice tendered. However, as the basic question of the compe- 
tence of the executive to substitute a specific8 for an 'ad valorem' 
duty is itself under reference to the Attorney-General the Com- 
mittee would not like at this stage to make any observation on this 
point. 

1.32. The Committee desired to know the periods up-to which 
the Customs Manual, Central Excise Manual and the Indian Cus- 
toms Tariff had been brought up-todate in the latest Editions 
issued by Government. The representative of the Board stated 
that the Central Excise Tariff was up-to-date as on 15-5-1969 and 
was made available for sale in August, 1969. The Customs Manual 
corrected upto 1969, was in the Press and was expected to be ready 
in January, 1970. In reply to a question he stated that Customs 
Manual as under circulation at present had been corrected upto 
30-61965. Pointing to the long delay in bringing upto-date Edi- 
tions of Manuals, the Committee desired to know how the assessees 
were kept informed of the changes in Rules, Tariffs, etc. The r e p  
resentative of the Board stated that whenever there was any change 
fn any provision, detailed instructions were issued to Collectors, 
who, in turn, issued trade notices. Copies of these trade notices 

, were displayed in the Collectorates and were also sent to the trade 
associationsjfederations. Asked whether the existing arrangement 
was considered to be satisfactory, the Chairman of the Bosrd stat- 
ed: "It is certainly true that individually the assessee comes to 
know piecemeal of what is happening. It is painful that then is 

i delay. We are aware of it. But it is due to certain Wculhcs-- 
, that of printing, inadequacy of staff, etc. We are taking steps to 

remedy both. I have in my mind that the assessee should have 
consolidated things brought up-to-date more frequently than we 
have been able to do in the past." 



1.33. In reply to a question the witness stated: "I have no doubt 
Ln my mind that having too many amendments is undesirable." 
But he added, "We are sometimes forced to do it." 

1.34. In reply to another question, he stated: "I agree that i! 
we could visualise all possibilities and make our rules more ex- 
haustive in the first instance, the need to have too many amend- 
ments would be obviated." 

1.35. The Central Excise Tariff is a complex tax measuro covering 
a large range of commodities, which attract varying rates of duty 
levied with reference to a host of criteria. As pointed out by the 
Committee earlier, the tariff has been further complicated by the 
executive in the process of administration. It is only therefom fair 
to the assessees that changes in the tariff effected from time to time, 
which are notified to them through Trade notices, are consolidated 
at frequent intervals. Such a consolidated compilation, apart from 
acting as a facility to the trade, would also aid tho work of asm- 
sing officers. To facilitate the work of the assessing ollitcrs further 
the departmental manuals should be revised and brought up-to-date 
at frequent intemais. 

Self-Removal Procedure 

1.36. The Central Government took over the Central E x c h  Ad- 
ministration in 1938 and between 1938 and 1943, there was no phy- 
sical supenision over factories producing excisable goods. The 
only exception were the factories where raesidential stan was past- 
ed. Physical control was introduced under the Central Excise 
Rules, 1944. These Rules envlsage that excisable gaods should 
first be assessed to duty by the proper Central Excise OfBcer and 
the duty so assessed should be paid either in cash In a Treasury 
or adjusted in the personal ledger account of the ossewm before 
the goods are permitted to k cleared from the fwtary, At tbe 
time of clearance of excisable goods, the rnanufacturm .re requfr- 
ed to issue a Gate Pass, signed by the owner of the ktwy end 
also munter-signed by the praper Central Excue Omfa  rhcr 
verifying that the goods to be cleared Wly wit& the dmffl'fptiun 
goen in the Gate Pass and the duty thmon hu beem pfd  7 % ~  
Rules also provide that, where residential staff fr rckully rvnfIablc, 
checks should also be exercised on production, podring uui rbnp 
of endlnble g o o h  



1.37. In the year 1962, a partial relaxation of the a h  men- 
tioned procedure was made by introducing 'Audit Type of Control' 
tor a few selected cornmodfties like Iron and Steel Products, Ce- 
ment ek .  The essence of this scheme was that manufacturers 
ceuld clear the excisable goods without prior assesrmenb by the 
Central Excise OfRcers, and without counter signature on the 'gate 
pass. This procedure was, however, optional and allon-ed to be 
employed in certain selected factories. 

1.38. While introducing the Budget for 1968 in the Parliament, 
the then Deputy Prime Minister and Finance Minister announced 
that Government had been exercised over the administrative bur- 
den on the Excise Department and the complaints of abuse asm- 
ciated with the existing system of physical control. It was an- 
nounced that Government had decided to extend the system* of 
Self Assessment by the manufacturers to all manufacturers, big and 
small, making exceptions in respect of a few excisable commo- 
dities only, which presented complications in assessments or where 
there were substantial movements in bond. The new system pre- 
mpposed a large measure of trust in the manufacturer their dec- 
larations and their accounts. Day to day vertiftcation of clearances 
by Central Excise Oficers was to be dispensed with and r e p l a d  
by periodical checks of the self-assessed documnts and accounb 
to ensure that the amounts due to the Government had been pro- 
perly assessed and paid. This procedure was introduced with effect 
from 1-6-1968 on a compulsory basis in respect of all excisable 
commodities except 14. 

1-39. As a result of experience gained in working the scheme 
for about a year with effect from 1-6-1968, the procedure was ex- 
tended from 1-8-1969 to all excisable commodities except unmrmu- 
factured tobacco. The assessee is free to clear the goods from thr 
factory or receive them into the factory or warehouse without ask- 
ing for physical supervision or verification a t  any stage from any 
Central Excise O5cer but subject to observance of fozlolutiai 
prescribed in Rules included in Chapter VLI-A of the Central Ex- 
cise Rules, 1944. 

In a note on the working of the Self-Removal Procedure, th4 
Ministry have, inter-alia, stated: 

"A study has revealed that out of total grolg revenue c o l a  
lection of Rs. 1,249 crores during 1988-69 irom manufac- 

-, - 
+The rollant featurea of the system am detailad at AppadLr ILL 



tured excisabIe products, nearly Rs: 749' crores (60 per 
cent) was collected from 125 factories, which indivi- 
dually pay more than FCs. 1 crore each of revenue per 
year. Further break up of these factories is given below- 
for information: 

Factories payingannual revenue 

Perccr,tape; 
to total 

NO. Rercnue in rcvcnue 
crorcs of 1,249 

Rs. Crores. 

(a) Exc~edingRs. lo Crores. . . . . 22 431'39 3 4 . 5  

(h) ExceeJingRs. 5 crores hut not exceeding Rss 10 
mores . . ZI 1 1 5 . d 3  12.5 

(c) Excte;iingKs. 2 crorrs bul not excee.ling Rs. 5 
CriKeS. 26 R6.53 7 ' 0  

id) ExceeiiingRs. I crores hut not exceeding Rs. 2 
crorea. . o . . . .  56 75 .95  6 . 0  ---- - - - -  ---- 

TO1.U  . . O .  12 5 749.30 60.0 ---- -- ---- 

It may be stated that there were in all about 20,000 factories 
during 1968-69 and out of these 125 factories accounted for a revenue 
of 60 per cent. 

"The rwenue and offence position after the introduction of 
S.R.P. has been particularly kept under close watch. In so far as 
the impact of S.R.P. on revenue is concerned, statistics about the 
tcltal rwenue receipts for commodities, which were brought with- 
in its purview from 1st June, 1968 vis-a-vis the revenue receipts 
from the commodities for the correqonding period of the pre- 
vious year are given below: 

Rupees in crores) 
--. --.--. -. -------.---.--. - -- 

1967-68 . . . . 538.63 
1958-69. ; . 596.69 - -.-. . ..---.---- - .-- 

"The above statistics would show an overall increase in the  
revenue position Revenue redisation themselves are, however, 
aot s clar indicator about the impact of S.R.P. because increase in 
revenue may be due to a number of factors like natural growth, 
increase in rates of duty etc. Therefore, a detailed commodfty- 
wise analysis of fluctuation not only of revenue but also of pro- 



duction and clearances in the last four years has been undertaken 
and the results are given in the succeeding paragraph. 

"A study about trend of production in the various industries 
has revealed that out of 59 commodities, which were brought under 
S.R.P. from 1-6-1968, there has been a substantial increase in pro- 
duction in a large majority of industries, and although there was 
some shortfall in the case of some of the commodities, the revenue 
realisation on those very commodities has exhibited an upward 
trend. The Board are fully alive to the need of studying the impact 
of S.R.P. on the production and trend of the revenue receiptsand 
have for this purpose asked all Collectors to undertake a study 
of production and revenue from factories yieldilig an annual 
revenue of more than rupees one lakh and comparing the figures 
for the previous four years. Their reports will be studied by the 
Board. A similar study in respect of smaller factories is to be 
undertaken at the level of the Assistant Collector of Central Ex- 
cise in charge of a Division and their reports will be studied by 
the Collectors. 

"The position in regard to offences detected in 1968 (the first 

i year of introduction of S.R.P.) in respect of the commodities under 
S.R.P. as compared to previous two years is shown below: 

, -- --- - 
Year No, of oflences detected - - - - -- - - - - -- - .- - - -- - 
1966 . . . . . . 3131 
1967 . . . . . . 2663 
1968 . . . . 2990 (Prowsional) 

-- --- - - -. -- - - -  - 
"A statement showing the production, clearances and revenue 

realised commodity-wise from 1964-65 onward is enclosed*. The 
statement indicates that the S.R.P. has not resulted In any loss of 
revenue. The overall position for 196b69 is given below. 1; may be 
mentioned that S.R.P. in the first instance was introduced in respect 
of 59 commodities on 1st June, 1968. 

Commodity 
Depart- Pcrccnrag: 

SPE RBE mental lncrepse 
Fgurcs.; cver =en, 

tioncd B. E. - 
Total revenue receipts for 59 commodities 

under S.R.P. . . .  6,0033g 6 ~ 7 , 5 6  6,32190 5 '41  
For cornmoditice other than those under 
S.R.P. . .  6,?3,3a 6,90169 6,9249 3.84 

GRAND TOTAL . .  12173171 13,08125 33A5~39 4.06 - -- +Not printed. 



"The above figures show that there has been an average h- 
crease of 4.6 per cent over the sanctioned Budget estimate8 for all 
commodities and 2.84 per cent in respect of commodities not under 
,SRP. The commodities covered by SRP have registered an in- 
crease of 5.41 per cent. 

"In respect of S.R.P. commodities taken as a whole, the actual 
realisation has exceeded the revised estimates even though the 
revised Budget Estimates were higher than the sanctioned Budget 
Estimates originally formulated. Since the Budget Estimates al- 
ready take into account the normal rate of growth expected in 
exisable commodities, the increase registered clearly indicates 
that there is no cause for any mis-apprehension about effect of 
S.R.P. on revenue. 

"The enclosed statement of production, clearances and revenue 
indicates decline in production in respect of 13 commodities to the 
.extent indicated below: 

Name of commodity %, of iricrrrsc cr dtcrcencin 1968 
whcn compared to 1967-68' 

. . . . . . .  I. Sugar +27.6 . ' .6 .r  -+,q 

2. Cigars and Cheroots. . , , . . -2 I .4 -21 . I  -8.4 

4. Sodium Silicate. . , , , , . - 5 ' 5  -5.3 -3 '4  

5. Cosmetics and Toiler prepamtions. . , -3.2 4 , s  $ 7 ' 5  

6. Hair Lolions. . , . . , . -5 .2  4 .0 . t  1 4 ' 7  

7. Acids. . . . . . . .  - 8 . 4  -+ 17. +11.6 

. . . . .  8. Jute Manufactures. -6.4 $1.1 $45.6 
. . . . .  9. Imn in crude form. + 48.9 -30.9 -29.9 

13. Led.. . . . . . .  . -w.6 4-14'9 4-15'0 ------ 
Out of 13 commodities mentioned above, #ere are t h e  conk 

3nodities in which clearances have Lacreased during 1- but 
rwenue has decreased. (Sugar, Tin Plates and Wirelcaa RacsfPky( 
Setr). There is one cam? of cosmetics, where C ~ U ~ C C I  durfnO 
i968-69 have decmwd whereas revenue hr incrud. The fbllm- 



fng figures show the details of quantity cleared d revenw red- 
.bed in respect of these three commodities:- 

Tin-plates . . 1967-68 . . 30 7.W 
1968-69 , . 98 (-;8.9 196 (-)3.3 

(000) Nos. 

W. K. sets. , . 1967-68 . . 799 316 
1968-69 ICY34 + 2 j . 7  308 (- p.5 

.Out of the above commodities, which have exhibited a decrease in 
revenue realisation, in respect of sugar, the rate of duty during 1967- 
68 was higher till November, 1967, when it was reduced by Rs. 835 
per quintal. This is the apparent reason for revenue during 1967-68 
being more than during 1968-69. Reasons for decline in revenue in 
the case of wireless receiving sets, tinplates are being enquired into." 

"It may further be stated that the effect of S.R.P. on revenue 
collections is being kept under constant watch and for this purpose 
a study of production, clearances and revenue of Rs. 1 lakh per 
annum has been undertaken at Board's level. A similar study for 
smaller factories has been ordered at the Collectorate level." 

Checks against duty evasions under the scheme. 

1.40. "The penal provisions under the S.R.P. have been made 
more stringent to provide for deterrent punishment for deliberate 
evasion of duty. The penal provisions are contained in Rule 1730 of 
Chapter VII-A!' 

"A new rule namely 173Q has been introduced empowering 
Collectors of Central Excise to nominate an ofacer (not helow the 
rank of an Assistant Collector to prevent misuse of powers) to deter- 
mine the normal production of a factory wherever there b a - 



facie case of showing low production In determining norma1 
production all factors such as installed capacity of the factory, raw 
materials used, labour employed, power consumed and other relevant 
factors should be taken into consideration. If the shortfall is not 
accounted for to the satisfaction of the proper offlcer, he may assess 
the duty to the best of his judgement after giving the assessee an 
opportunity of being heard. This is a new provision to check eva- 
sion of excise revenue." 

"The responsibility of checking whether or not the manufacturers 
have accounted for all the excisable goods that they have in fact 
manufactured rests on the Inspection Groups, who carry out inspec- 
tions of the factories once every half year or at more frequent inter- 
vals, if need be. In addition, preventive parties have been further 
strengthened. At divisional level one Superintendent is in direct 
charge of preventive work while in the circle, preventive work is 
directly under the Circle Officer. Instructions have been issued that 
in order to improve the quality of preventive control, personnel for 
preventive parties should be very carefully selected. A list of checks 
which should be exercised by the Preventive Parties has been drawn 
up and circulated. They may briefly be recapitaulated below: 

(1) 

(ii) 

Checking the removals made by the assessees with the 
help of octroi records. railway records and road transport 
agencicsbecords. Excisable goods found in transit should 
be traced back to the gate pass issued by the manu- 
facturer. The rcrnovals actually madc from the factories 
will be available from the range staff papers. 

Pay surprise visits to the marketing centres, ncighbour- 
hood of factories and to the factories, if necessary, for 
detecting surreptitious removal of goods and other serious 
breaches of law. 

(iii) When visiting a factory by surprise, to physically verify 
(a) contents of packages and markings of goods in the 
packing and store-room, and (b) verification of actual 
stocks in the factories with book balance. 

(iv) Surprise raids on suspected units. 

Preventive Officers have been specially instructed to collect 
intelligence by recruiting informers and from competitors of 
assessees and distributive channels in the wholesale market. Senior 
OfEIcers like the Assistant Collectors and Superintendent have 



i n s t ~ c t i o n s  to pay their closest personal attention to the perfor- 
mance of Preventive Parties and Inspection Groups to ensure that 
their checks are fruitful and productive." 

1.41. During evidence, the representative of the Board stated 
that two main considerations had impelled Government to introduce 
the Self-Removal Procedure. One was the burden cast on Govern- 
ment by staff increases In 1960,. there were only 41 commodities 
under Central Excise Tariff. The number of commodities under 
Tariff had now shot to 80. With the efRux of time, the number was 
bound to increase still further. The other consideration was the 
abuses which had come to be associated with the old system. 

1.42. The Comptroller and Auditor General informed the Com- 
mittee that he had got a summary inspection of a few units made. 
According to the results of the inspection, while the scheme did give 
relief to assessees it led to some delay in payment of duty. There was 
also not enough advice on classification, particularly in respect of 
complicated textile items. 

1.43. The representative of the Board stated that one of the basic 
; conditions of the Self-Removal Procedure was that duty had to be 

paid first. Every manufacturer was required to have a deposit 
account in which the amount of duty had to be debited before goods 
were cleared. There was a slight relaxation in cases where the 
number of clearances exceeded 10 to 15 per day. In such cases the 
manufacturer could debit the total due at  the end of the day. He 
averred that it was a 'very serious offence' under the law to remove 
excisable goods without prlor payment of duty. The penalty for the 
offence had been enhanced enormously. Not only excisable goods 
but all the goods lying in the factory including the factory itself, 
were liable to confiscation. This provision had been inserted in the 
Finance Bill of last year. The relevant clauses had also been includ- 
ed in the Central Excises Bill pending before Parliament. Even so, 
the witness promised to have a survey made whether there were 
any cases of delayed payments. 

1.44. As regards diflelculties in classification faced by the factories, 
the representative of the Board stated that before clearing excisable 
goods, the manufacturer was required to settle the classification with 
the authorities. At that stage he could get the guidance of the 
Department for proper classiflcatlon. 



1.45. Comparing the working of the old and new system, the. 
representative of the Board stated: "The earlier system had intro- 
duced a complacency in our mind. All did not go well. We were 
not devoting the same attention to their production and raw mate- 
rial figures. Now, all those things have been set right. . . . On the 
whole, we think that the Self-Removal Procedure is certainly a great 
improvenient over the last scheme." 

1.46. As regards the impact of the introduction of the new proce- 
dure on revenue collections, the Finance Secretary stated: "In June, 
1968, S.R.P. was introduced for 39 commodities and extended over 
other commodities about two months ago. Some of the bigger items 
came in the later half-textiles, petroleum, pain'ts and varnishes. I 
would l i ~ e  to say it is a bit too early for us to judge from that angle. 
There has been increase in collections but one must remember in 
escise revenue we do get an annual incremnt. I cannot, therefore. 
straight-away say it is due to SRP that this increase has taken place. 
Much more specific study is required before we can venture to give 
you a judgement as to what has been the effect of S.R.P. on collec- 
tions." 

1.47. In reply to another question, the Finance Secretary stated: 
"I think it would be too early at this stage both for us and, probably, 
even for the Committee to come to a considered judgement as to 
whether the scheme is working successfully or not. . . . It will be 
necessary to give some trial to the scheme before we come to a con- 
sidered judgement." 

1.48. The Committee drew attention to the observations of the 
Administrative Reforms Commission Working Group contained in 
paragraph 3.12 of their Report on Customs and Central Excise 
Administration: 

"The essence of the new system as we see it, is that the manu- 
facturer commits himself to a particular statement as to 
each removal of excisable goods from his factory, record- 
ed in prescribed documents in such a manner that i t  can- 
not later be altered or manipulated. The Department's 
hold is on this record so that in case there is any discre- 
pancy between that and any other recorded facts or  any 
facts that physical checks may reveal in respect of any 
goods, the onus of proving that there has been no evadon 
is on the manufacturer. In  view of this it is necessary to 



ensure that appropriate legal provisions exist to transfer 
the onus on the manufacturer in such circumstances when 
fraud and evasion appear on the face of the record." 

1,49. The Committee enquired whether under the existing law 
the onus of proving that there had been no evasion of duty was on 
the manufacturer. In their written reply, the Ministry have stated: 

"As regards the query about the onus of proving that there 
has been no tax evasion, the position is that the assessee 
files under Rule 173B before removing any excisable 
goods, a list in the prescribed form containing full descrip- 
tion of all excisable goods produced or manufactured by 
him along with the tariff item or sub-item number and 
also the rate of duty leviable thereon according to his own 
judgement. Where goods are assessable ad valoren;, every 
assessee judgement. Where goods are assessable ad valo- 
rem, every assessee also files under Rule 173C with the 
proper officer for his approval a price list. The 
above lists filed by the assessees are approv- 
ed by the proper officer with such modifications 
as he considers necessary thereafter one copy is 
returned to the assessee, who then determines under Rule 
173F his liability for the duty due on the excisable goods 
intended to be removed by him. Every assessee main- 
tains an account current compulsorily under Rule 173G(1) 
of Central Excise Rules. Prior to S.R.P. maintenance of 
P.L.A. was optional. The assessee periodically makes 
credits in the account current by each payment into the 
treasury or, where so permitted, by sending a cheque or 
letter of authority for the requisite amount so as to keep 
the balance in such account current sufficient to cover the 
duty due on the goods intended to be removed at any time. 
The assessee pays the duty determined bg him for each 
consignment by debit to such account before removal of 
the goods. All removals are made under a gate pass or 
like documents without proper officer's counter-signature. 
The gate passes show besides other particulars of the con- 
signments, the rate and the amount of duty paid on the 
goods removed and the time of actual removal of the 
goods from the factory. Every assessee submits monthly 
returns with copies of other documents like gate passes, 
P.L.A. etc. to the proper officer, who exercises checks 
thereon to check that duty due has been paid on each cast. 



Although Central Excise m c e r s  no longer make assess- 
ments and grant clearances in the new scheme, they can 
visit the factories for such enquiries as they may deem 
necessary for approval of lists which are required to be 
approved under Rule 173B and 173C and for checking 
assessments and returns or for drawing samples or for any 
other important purpose. It  would thus appear that the 
onus of proving that the duty has been correctly paid on 
the goods cleared from the factory is on the manufacturer. 
However, legally the onus of proving that there has been 
no tax evasion is not on the assessee in the sense as it is 
In section 123 of the Customs Act, 1962." 

1.50. Pointing out that one of the considerations for introducing 
the Self-Removal Procedure was to effect savings in the Depart- 
ment on account of staff, the Committee enquired whether this 
objective had been achieved. The Finance Secretary stated that 
they were now faced with the problem of surplus staff in the Cen- 
tral Excise Department. 

1.51. Tlle Comptroller and Auditor General drew attention to the 
following provision in the Central Excise Rules: 

"Every assessee shall, on demand, produce to Central Excise 
Officers of the Audit parties deputed by the Collector or 
the Comptroller and Auditor General, the accounts and 
records where the same is maintained or prepared in 
pursuance of these rules or not, for scrutiny of the ofRcers 
or Audit parties as the case may be." 

1.52. The Committee enquired whether a similar provision had 
been made in the new Central Excise Bill pending before Parliament. 
In their written reply, the Ministry have stated: 

"So far as inspection of accounts by Central Excise Officers 
is concerned, necessary provision has been made vide 
Clauses 62(d) of the Central Excises Bill, 1969. 

As regards inspection of accounts by the Audit parties, atten- 
ti'on is invited to Clause 16 of the aforesaid Bill which 
embodies the essentials of Self-Removal Procedure. 
Power 5as been taken to prescribe by rules, 
conditions for the procedure. Provision for inspection of 
accounts by the Audit parties will, therefore, be made in 
the new rules to be framed when the Bill is passed by 
Parliament." 



1.53. In June, 10BB, a radical change in the pattern of wrcirr eosb 
drol was made when the system of 'phydcd eonid', w W  Lrrl 
been prevalent since 1944, waa replaced by a wstem of 'cootrot 
through accounts and preventive checks'. Tfie essence of the new 
system is "a large memure of trust in the mrurahcttusn, their 
declarations and thek accounts." Tbe physical controls prsdotuly 
exercised over the movement of goods from the production stage 
till the time they finally left the production units have been dispms- 
ed with. The main considerations which impelled Gove;ment to 
introduce this system were the growing a d m i n h t r a t i ~  burden on 
the Central Excise Department and complaints of abuses associated 
with the old ~ystem. 

1.54. While the Committee appreciate the considerations which 
have led to the introduction of the new system, they are anxiow 
that the trust reposed in manufacturers and their declarations is 
not abused, leading to evasion of duty. The Committee hope that 
Government will not slacken their vigilance and d l  ensure that 
the working of the new system is kept under constant watch SO th.t 
loopholes brought to light by experience are plugged expeditiow1y. 

1.55. Some of the points to which the Committee would l i e  Gov- 
ernment to give particular attention are mentioned below: 

(;) The Central Excise Law as it stands now does not throw 
on the manufacturer the onus of proving that them has 
been no tax evasion. This was understandable as long as 
the Department were exercising physical cheeks on move- 
ment of goods, but now that these have been dispensed 
with, the Committee would like Government to consider 
the feasibility of introdudng a suttable provision on the 
lines of Section 123 of the Customs Act, 1962 in the Cen- 
tral Excises Bill pending before Parliament. 

(ii) Under the existing Central Excise law, an a- is 
required to produce on demand to the o f i e r s  of the 
Central Excise Department and Audit parties accounts 
cud records maintained by him pursuant to tbe Act or 
Rules made thereunder. The Committee observe that, in 

34 (Aii) 

the Central Excises Bill pending before Parliament, w U e  
a provision for inspection of accounts by the Central he ir s  
Oficsrs bas been made, there is no provision for inrpectJ011 
of accounts by Audit portias. Ctavernmsnt have pnMdrsd 
to make a suitable provision in the Rules to be made under 
LS-7. 



the new Bill, when passed. The Committee would feel 
happier if a provision to the above &ect is made in the 
Bill itself. 

(iii) While the need to safeguard the interests of the exchequer 
will make it necessary for the Excise Department to 
require assessees to maintain proper records of produc- 
tion, movement of goods etc., it should be ensured, by  
periodical review, that any tendency to increase documen- 
tation beyond what is really needed is W y  checked. 

(iv) During evidence, the Committee gathered that a summary 
inspection of a few units made by Audit parties had dis- 
closed the following deficiencies in the working of the 
scheme: 

(a) There was some delay in payment of duty. 

(b) There was not enough advice on classification particu- 
largly in respect of complicated textile items. 

As regards (a), the representative of the Central Board of Excise 
and Customs promised to have a scrvey made to ascertain whether 
there were cases of delayed payment of duty. The Committee desire 
that this should be done at an early date. Thes would also like to 
be informed of the results of the survey as also of the remedial 
measures, if any, taken pursuant thereto. It should be considered 
whether appropriate penalties should be imposed in such cases. 

In regard to (b), the Committee desire that every possible assist- 
ance should be provided to assessees to enable them to properly 
classify their goods. 

1.56. From a note furnished by the Ministry, the Committee ob- 
serve that the total revenue receipts from 59 commodities under 
the Self-Removal Procedure during 1968.89 exceeded the budget 
estimates by 5 4 1  per cent, as against the increase of 2.84 per cent 
in case of commodities other than those under the S.R.P. Tbe Com- 
mittee feel that this should not generate a sense of complacency in 
tlie Department for the increase in revenue may be the effect of r 
nmnber of extraneous factors such an natural growth, increrse in 
rates of duty, etc. It would, theredore, be facile to conclude that 
the increase is attributable to the new system. 

1.57. The Committee also observe that in case of three industries, 
Stwar, Tinplates and Wireless Sets, an increase in clearances h.s 



been accompanied by a decline in revenue. The Committea would 
like Government to investigate the reasons for this state of a5irs. 

1.58. Tbe Committee also find that there has been a sharp decline 
in the number of offences detected in case of art silk fabrics, 
aluminium and casmtics. The number of offences detected in there 
industries during 1966 was 5l#, 46 and 49 as against 55, 20 and 18 
during lW8. The Committee would like to be assured that this 
phenomenon is not due to slackening of vigilance by the Central 
Excise Department. 

Compounded Levy Scheme 

1.59. The Committee enquired about the conditions of eligibility 
for assessment under the compounded levy scheme. The represen- 
tative of the i3oard stated that there were two pre-requisites. The 
first pre-requisite was that the manufacturer should not have any 
spinning or processing plant. He should have only powerlooms the 
number of which should not exceed 49. The second pre-requisite ' was that he should take the specific permission of the Collector to 
work under the compounded levy scheme and pay the duty in ad- 
vance in settlement of all dues. 

1.60. In a note explaining the rationale underlying the com- 
pounded levy scheme, the Ministry of Finance have brought the 
following position to the notice of the Committee: 

"The Compounded levy system is essentially a simplified pro- 
cedure designed for collecting excise duty from smaller 
units. In this procedure the duty liability is usually 
determined on the basis of the equipment employed or 
installed for the manufacture of the particular excisable 
commdity instead of the actual quantity of the goods 
manufactured or cleared and the owner is permitted to 
discharge his liability by paying in advance a lump sum 
computed on their basis. He is alw absolved from the 
obligation of maintaining detailed accounts etc., and is 
free from the normal excise control. 

The need for evolving such a simplified procedure first arose 
in 1954 when art silk fabrics were brought under excise 
control. Till that time, except in the case of tobacco, 
excise duty was levied only on a few selected items of 



large scale manufacturers and the administration 
comparatively simple in nature. Problems arose when in 
1954, industries in the relatively small producing units 
were brought under excise. This necessitated introduc- 
tion of tax relief for whole sectors of an industry, as well 
as extension of excise surveillance in varying degrees over 
a large number of smaller units. The levy of duty on 
rayon and artsilk fabrics brought under excise control a 
large number of small powerloom units. While complete 
tax relief had to be given to the smallest of the units, a 
simplified procedure coupled with an element of tax relief 
had to be devised for those units which were somewhat 
bigger in &e. These units were too small to be able to 
observe the normal excise procedure. At the same time 
the cost of maintaining the normal excise control on so 
many of these units would have been prohibitive. A mo- 
dus operendi was, therefore, found by the introduction of 
a simplified procedure commonly known as The com- 
pounded levy system. 

In 1955 a similar problem but of a bigger magnitude arose 
when it was decided to withdraw complete exemption of 
duty enjoyed by the powerloom units manufacturing cot- 
ton fabrics. In their case also a compounded levy system 
base3 on the average number of looms employed and the 
number of shifts worked combining an element of tax re- 
lief for smaIler units had to be devised. In the beginning 
there was no upper limit on the number of looms em- 
ployed but subsequently an upper limit was fixed at  300 
and in course of time it was reduced to 49 looms. Another 
basic change was made in 1965 when in the wake of the 
recommendations of the Powerloom Enquiry Committee, 
the duty burden to be borne by the powerloom sector was 
substantially transferred to the yam stage. The com- 
pounded levy rates were substantially reduced and the 
rates were fixed on the basis of the number of looms in- 
stalled by or on behalf of any manufacturer instead of 
the average number of looms employed by him. The re- 
ference to the number of shifts was also omitted. 

In the course of time it also became necessary to extend the 
compounded levy system in khandsari sugar, vegetable 
non-essential oil, silk fabrics, woo!en fabrics, electric bat. 
tery parts, coarse grain, plywood and cotton yarn. The 



need for the compounded lwy system for vegetable now 
essential oils ceased to exist when in 1963 all vegetable 
non-essential oils other than p r o c d  oils were exempt- 
ed from duty. For simflar reasons the compounded levy 
system for eilk fabrics and woollen fabrics became un- 
necessary. As already mentioned above, in all other cme8 
except cotton yarn the system is essentially meant for 
smaler units and the rates are linked with the number 
and type of equipment installed or employed. In the case 
of cotton yarn the system is essentially meant for facility 
in payment of yarn duty along with the fabric duty. The 
rate of the levy is based on the t m e  and quantity of 
fabric made. 

The compounded rates in all cases are revised from time to 
time and suitable adjustments are made whenever there 
is any change in the standard rates of duty. In the case 
of khandsari sugar the rates have been revised and re- 
viewed seven times during the course of last 10 yeare. In 
the case of cotton fabrics revision has been done twelve 
times during the last nearly 15 years." 

1.61. The Committee desired to know the ratio of compounded 
levy to the standard levy. The representative of the Board stated 
that it ranged from 20 per cent to 75 per cent, the ratio varying from 
commodity to commodity. The idea was that there must be s d -  
cient incentive to compound the levy. In a note the Ministry of 
Finance have explained the relationship of compounded levy rates 
to standard rates in respect of two commodities (khan- sugar 
and unprocessed fabrics) as follows: 

"In the year 1 M 9 ,  there were 1528 lchandsari units out of 
which 1433 worked under the compounded levy procedure 
and 02 worked under the standard procedure. The facto- 
ries working under the normal procedure had to pay a 
rate of duty of Rs. 15 per quintal as badc excise and 
Rs. 6.50 per quintal (if the factory used sulphftation 
plant) as additional exdee duty and Rs. 2.50 per qufnkl 
if it did not employ the sulphitatlon plant. Since the data 
is not readiIy available as to how many khdmi  d t a  
worked with the aid of sulphftation planta md how mamy 
tporked without the aid of au&hikt¶o11 phb,  tbe aver- 
age standard rate pex quintal bu been dettiated on the 
b W  of total production by the I d u n u  warktng 



under normal procedure and total revenue realised from 
them. 

The Khandsari units working under compounded levy a r e  not 
required to pay any additional excise duty; the  composi- 
tion fee includes additional excise duty and in their case, 
therefore, the average rate per quintal has been worked 
out on the basis of total production of khandsari sugar 
from units working under compounded levy and total re- 
venue realised from them. 

Basing our calculation on that, i t  would appear from state- 
ment (vide Appendix IV to this Report) that  the  propor- 
tion of compounded levy to standard rate is about 85 per  
cent. 

The comparative incidence of duty at  the effective prescribed 
rates of duty for unprocessed fabrics for composite mills 
and the compounded rates prescribed for power loom units 
has been giv?n (rid. Appendix I' to  this Report). The 
standard effective rates of duty are prescribed in terms 
of duty per sq, metre. The compounded levy rates are  
prescribed per powerloom installed. The same powerloom 
can be used for manufacturing and type of grey fabrics 
except those which are liable to ad vnlorem rate of duty. 
As such the incidence of the compounded levy ra t e  on  
any categoq of grey fabrics is necessarily to be worked 
out assuming that the poiverlooms we:c exclusively used 
for manufacturing that category of fabric. It may also be 
added that the powerloom units working under the com- 
pounded levy system do not have to pay the additional 
excise duty in lieu of sales tax and the handloom cess se- 
parately." 

Tt was not necessary to undertake representative field studies in 
respect of commodities coming within the purview of the compound- 
ed levy scheme to determine the average production and the  stand- 
ard levy on it, with reference to which the compound4 levy could 
be worked out. The representative of the Board stated, "1 would 
not say any studies have been undertaken. The basic fact is that 
the compounded levies are fixed because it reduces the  work of the 
administration on the one hand and of the assessee on the other. 
I t  is the most simplified system of charging duty because it reSUlb 
in quick disposal. I t  is a useful suggestion that we shourd under- 
take such a study every Year in every region regarding e v e w  duty, 



We can observe that subject to the availability of st& etc., cer- 
.tainly we should have a look at the compounded levy rate off and 
on to see that they are not bound dwn for all times.. . . . . . . . . (But 
they must not be Axed so high that they are not taken advantage of". 

1.62. The Committee enquired whether in spite of the com- 
pounded levy being quite low in relation to the normal excise levy, 
a number of small scale units prefered not to opt for the com- 
pounded levy scheme because there was scope for evasion under 
the standard pattern of excise control. The representative of the 
Board stated that i t  was not possible to come to any d e h i t e  con- 
clusion on this issue. There were certain areas where, because of 
seasonal factors it was not possible for manufacturers to run their 
units. 

1.63. The Committee observe that, in spite of rates under com- 
pounded levy schemes being 20 per cent to 75 per cent of the standard 
excise levy and the facility the schemes offer to assessees through 
adoption of simpwed procedures for assessment, a number of units 
have not opted for the schemes. This raises a doubt whether some 
of the units at least have chosen to stay out because the standard 
pattern of excise control offers scope for evasion of duty. As early 
as 1963, the Central Excise Reorganisation Committee had drawn 
attention to this phenomenon. The Committee would like Govern- 
ment to undertake studies on a selective basis for certain commo- 
dities to ascertain how far this is prevalent and to take suitable 
remedial measures. 

1.64. There is another important point which has a bearmg on the 
rate structure under the compounded levy schemes. The fact that 
rntes under these schemes vary from 20 per cent to 75 per cent of 
the standard levy would appear to suggest that they are fixed on 
an ad hoe basis. The Committee do not consider this satisfactory, 
as it could cause avoidable loss of revenue to the exchequer. The 
Committee would suggest that Government should undertake fiela 
studies to determine the average production of commodities bmugtw 
under compounded levy and the standard duty on such prodaction 
to which the compouaded levy should be realistically d a t e d .  The 
rates so fixed should be subject to periodical review aad in the light 
of experience they should be suitably revised. The representative 
of the Central Boud ot Excise and Customs admltted during 
evidence that such studies had not been undertaken but would bs 
~~heful. The Committee would like Government to make a start in 



this direction. As the number of commoditia s u b j d  to c q b o ~ d -  
ed levy are few, it should be possible to  have the a t i r e  (~rmut of 
the scheme covered by these studies in a short t h e .  
Delay in revision of tariff value and consequent loss of Revenue 

Audit Paragraph 
1.85. Copper winding wires were assessed to duty on the basis 

of tariff values fixed by the Government of India in August, 1965. 
Consequent on the devaluation of Indian currency in June, 1966 

the prices of copper had gone up as a result of which the selling 
prices of winding wires were also duly raised. However, till March, 
1968 the tariff value remained unchanged resulting in loss of re- 
venue of approximately Rs. 10 lakhs, between July, 1M6 and Feb- 
ruary, 1968 in respect of a few factories alone in one collectorate. 
[Paragraph 41 (vii) of Audit Report (Civil) on Revenue Receipts, 

19691 
1.66. The Committee desired to know the reasons for delay in 

revisioh of the tariff values of the winding wires mentioned in t h e  
paragraph. 

In a written reply, the Ministry have stated: 
"Review of the tariff values for winding wires, which were 

fixed on 21st August, 1965, had in fact been undertaken by 
the Economic Adviser in January, 1966. In the meanwhile, 
however, currency was devalued in June, 1966 and in these 
circumstances the Economic Adviser had to mark time to 
allow stabilisation in prices which were fluctuating in 
wake of devaluation. Fresh data was collected after stabi- 
lisation in prices and Economic Adviser's proposals for 
revision of staff values were received by this Ministry at 
the end of March, 1967, whereafter certain clarifications 
of his proposals were obtained from him by the middle 
of July, 1967. The proposals were then scrutinised and it 
was considered necessary to obtain the following informa- 
tion from the Collectors: - 

(a) Wholesale prices of aluminium wires and cables sub- 
sequent to the announcement of 1967 budget propomla;. 
and 

(b) Wholesale prices of telecommunication wires and cables 
or contract prices in case bulk of such cables was being 
supplied on contract prices. 



In care of aluminium cables, necessity for a reference ta & 
C0llectof.s arose because of the enhancement of excise 
duty on rvluminium in May, 1967 whereas Economic Ad- 
vi&rls proposals were based on the prices prevalent in 
the last quarter of IgSB. As regards telecommunication 
cables, the reference was made to the concerned Callec- 
tors as the Economic Adviser had expressed his inability 
to formulate his proposals in the absence of data which 
had not been made available to him. 

After receipt of the required information, this Ministry exa- 
mined whether the correct way of giving relief to the 
small scale manufacturers was to reduce the tariff values 
crr to give them an exemption in the rate of duty. The 
question of decreasing the concession in the tariff values 
already available to electric wires and cables not manu- 
factured according to any standard specifications was also 
under consideration. This took some time and after these 
interlinked matters were decided, revised tariff values 
were notified on 23rd March, 1968." 

1.67. In reply to another questiun, the Ministry have stated: 
"Working of the Government machinery for evaluating the 

tariff values was reviewed in August, 1969 with a view to 
expediting and improving the working out of tariff value 
proposals and it was decided as under: 

(i) In future, the necessary data for fixing or revising tariff 
values would be collected by the Director of Inspectian, 
Customs and Central Excise, who would formulate ten- 
tative proposals and then refer the proposals to the 
Ekonomic Adviser. 

(ii) As the Economic Adviser had got a machinery to get 
intelligence about price trends, it was decided that in 
caw of abnormal price variation in regard to excisable 
goods assessed on t a s  values, he would suitably inform 
the Director of Inspection so that if a mid-year revision 
of t a M  values was called for it could be undertaken 
immediately." 

1.68. IP tb& 1Ub qdDOrf (M Ldr hbb.), ths 
Aceotulb bndt tes  bad recoaarneaded thmt t d  vaiaes of com- 
modttbr for pwpom of &vy of erdse rbodd u hr u pouibk, 
torrsrpoad to aurM price& This pm-suppoeed that thcr -Put- 



merit would promptly take cognisance of changes in market values 
d refix tariff values suitably. The Committee regret to observe 
that in this case, though there was a rise in the m k e t  prices of 
copper winding wires following devaluation in June, 1988, the tariff 
values fixed by Government remained unaltered till March, 1968. 
This resulted in a loss of revenue of about Rs. 10 lakhs in respect 
of a few factories in one Collectorate alone. In the opinion of the  
Committee, the period of 21 months taken by Government was 
&ordinate, even after making due allowance for the factors men. 
tioned by Government. The Committee deprecate this delay.- 
The Central Board of Excise and Customs itself took about a year to 
come to a decision, even after the Economic Adviser's proposals in 
this regard were received (in March, 1967). The Government have 
stated that measures for improving the working af Government 
machinery for fixation of tariff values have been taken recently. 
The Committee would like to watch their impact on the efficiency 
of the Department in this respect. 

1.69. The Committee would also like Goverument to consider 
whether the responsibility for determination of tariff values should 
be centralised in one agency of Government, instead of being dis- 
tributed between two agencies as at present. 
Tobacco Tariff 

1.70 .The Committee pointed out that the Central Excise Reorga- 
nisation Committee had estimated that 60 per cent of the  primary 
executive staff employed in the Central Excise Department w a s  de- 
ployed exclusively on tobacco excise work. In  recent years, wi th  
the extension of excise coverage, it had been assessed that  t h e  rela- 
tive proportion had come down to 25 to 30 per cent. Even then 
a b u t  3,000 Inspectors and Sub-lhspectors were exclusively engaged 
in the work. The Committee pointed out that  out of a total excise 
collections of Rs. 1034 crores during 1966-67, tobacco excise accounted 
for Rs. 126 crores and unmanufactured tobacco for Rs. 63.5 c m e s .  
They enquired whether the staff deployed was not disproportionate 
to the revenue involved. The representative of the Board stated 
that "roughly 25 per cen tusua l ly  low-paid staff" was deployed for 
tobacm excise work. He added: "We have been gradually diverting 
staff from Tobacco Excise to other excises. . . . . . From 1962 onwards 
although our excise coverage is going up, we have not had practically 
any recruitment. We have streamlined control over tobacco and  
.gradually diverted the staff which was deployed an tobacco to other 
+xcises. As a matter of fact, in sparse growing areas we have cut 
down formalities. We have also increased the personal consumption 
limits, both in terms of area and quantity." 



1.71. The Committee were given to undcrstand that the Govem 
ment of India set up an Expert Committee in June 1956 to review 
the departmental procedures in force for assessment of duty on 
tobacco. That took the view that the only acceptable scheme of 
classification of tobacco for purpose of Central Excise Tariff was the 
classification "based on physical form". Government accepted this 
recommendation and modified the tobacco tariff. The existing 
tobacco tariff is reproduced at  Appendix VI to this Report. The 
Committee observe therefrom that the "physical form" is not the 
only basis of the Tariff. In certain cases (Vide item (5) of the 
Tariff), the tobacco, chargeable at a lower rate, should be such as 
i~ not actually used for manufacture of biris. In other words, a 
decision on the end-use of tobacco is also one of the ingredients of 
the tariff. 

1.72. The Committee enquired whether the existing tariff combin- 
ing both the physical form and the end use in the matter of assess- 
ment of unmanufactured tobacco was ratianal and administratively 
convenient. The representative of the Ministry of Finance stated: 
"It (the existing tobacco tariff) does cause inconvenience to some 
estent. But it is not merely from the administrative convenience 
point but from the point of revenue that wc have ta consider this. 
I do not think that one can really say that because of administrative 
inconvenience, we should give up the present system of l e v  of 
duties." 

1.73. The Committee enquired whether by limiting the duty to 
warehouses, the staff employed on the collection of tobacco excise 
could not be substantially reduced, The representative of the Board 
stated: ' I .  . . . . .The difficulty is that if we did that, the curers will 
disperse tobacco rather than send it to the warehouse. This matter 
was considered last year, but we thought that the risk of evasion was 
much. What we did was that we streamlined the procedure. The 
contml a t  the grower's stage has been reduced and at the curer's 
stage also it has been simplified. But we have not given it up. But 
it is certainly a thing which we consider off and on in temis of 
expenditure. The staff, that we are deploying for this revenue of 
75 crores and odd, does appear out of proportion to the staff that 
we employ for other manufactured commodities. But these manu- 
factures are produced in definite factories." 

1.74. h reply to e question, the witncm stated: "We considered 
tha t  we should hold our hand in the sparse growing areas as there 



are heavy pockets in those areas also. Otherwise a lot of tobacco 
being grown in those concentrations will escape duty. So, the only 
alternative we could think of was to increase the personal consump- 
tion quota from 40 Kg. to 65 Kg. That is how we solved most of the 
problems and most of the sparse growing areas have gone out of our 
control but naturally we wanted to keep an eye in the sparse areas." 

1.75. The Committee were also apprised of the following position 
in regard to the tobacco tariff: 

(a) The first main division in between tobacco for cigarettes and 
smoking mixtures and other tobacco. Our tariff makes three further 
sub-divisions in the tobacco for cigarettes and smoking mixtures (i) 
flue cured tobacco for cigarettes at Rs. 3.50 per Kg. (ii) non-flue 
cured tobacco for cigarettes and smoking mixtures a t  Rs. 2.85 per 
Kg., and (iii) flue-cured tobacco for smoking mixtures at Rs. 27.50 
per Kg. The following table gives some significant features of these 
three sub-divisions as per the rates applicable during 1966-67: 

S. Tariff Rate of Whole-sale Tbel exc j~c  
No. Variety I1 em duty price (ex- duty 

No. per Kg. duty) per 
qulntPl 
Rs. Rs. 

I Flue-curcJ far cigarettes ~ . I ( I )  Rs. 3 . 2 0 ~  z o o , ~  to x r .55 crorcc 
200, 4 0 ~ ~ 0  

3  Flue-cured for smoking 4.1(2) Rs, 25 .oo+ . . 
mlxtures 20 "/0 

(b) The comparatively high rate of Rs. 27.50 per Kg. duty on 
flue-cured tobacco for smoking mixtures is cumpensated by the fact 
that no duty is levied an the smoking mixtures as is levied on ciga- 
rettes. But non-flue-cured tobacco for smoking mixtures escapee 
with the rate of Rs. 2.85 per Kg, only as the end-product is also not 
leviable ta duty. In this context it is significant that only Rs. 3 l a k b  
were collected as duty in 1966-67 on flue-cured tobacco used in 
smoking mixtures. A small difference of 65 NP is maintained 
between the fluecured and non-flue-cured tobacco used for cigarette6 
although both varieties are generally mixed in varying proportions 
for making cigarettes and further the duty on cigarettes is related 
to the value sa. that any progression in incidence as between cheaper 



and costlier cigarettes (or cheaper and costlier tobacco used in their 
manufacture) is more simply and conveniently achieved a t  that 
stage. It  would therefore be abusable to have a single rate of duty 
on all tobacco used in the manufacture of cigarettes and smoking 
mixtures, with some readjustment uf duties on cigarettes, if neces- 
sary, as a consequence, and a separate duty on smoking mixtures. 

(c) The index number of wholesale price in India for week end- 
ing 10-8-68 gives the following figures: 

Variery Unit price Price per D u t ~  per Ex-duty 
q u i ~ ~ t a l  qu, : . ta l  valu:: 

P s. Rs.  Rb. Rs. 
- .. . - 
L 3 f  Poolah F.A.Q. (MCJ:UIII) 50 Kg. 340 650 216 4 64 

L,caf Mohihar (Medium) . . . , sw r,18o 216 064 

~ l t l  Tobacco . . . Quintal 900 900 344 5 6  

(d) The exduty price ranges from about Rs. 150 - per quintal to 
over Rs. 9001- per quintal. One variety of whole leaf tobacco seems 
i u  be paying the lower rate of duty although its value is higher than 
the biri tobacco which pays Rs. 1.28 more per Kg. Eve11 the lower 
l a t e  of duty on the other hand imposes a much higher ad valorem 
~ncidence on the cheaper varieties. I t  is thus cleai that the present 
tariff for non-cigarette tobacco has not achieved proper progression 
nor  are diversion and evasion checked. 

(e) Having regard to these considerations and for facihty of ad- 
ministration, there may be only two rates duty for tobacco for 
other than cigarettes and smoking mixtures-(i) a very low rate for 
dust, stalks and large stems and (ii) a rate roughly approximate 
to the weighted average of the existing two rates, applicable to all 
other tobacco. The small extra burden on the nan-biri user of 
tobacco could be mitigated significantly by the reduced duty on dust, 
stalks and large stems and also by a more liberal personal consump 
tion aIIowance which would also simplify excise control in other 
regards. If a small fell in revenue could be accepted in this sector, 
considering that with our proposal to have a uniform rate for dl 
tobacco for cigarettes wuuld bring in some additional revenue, the 
rate of duty could be Axed lower than even the weighted average. 
Progrgssion could be achieved by having an additional differential 



levy on biris sold under brand names, which being produced in large 
scale establishments should be relatively easier to control. 

1.76. The Committee notice that at  present the Department employs 
what has been roughly estimated as  25 per cent of primary excise 
staff on tobacco work. Considering that out of the total excise 
revenue of over Rs. 1,100 crores, tobacco excise (manafwtilred and 
unmanufactured tobacco put together) accounts for about Rs, 200 
crores, the staff employed on this work would appear to  b e  dis- 
proportionately high. Nearly 94 per cent of the duty on unmanufac- 
tured tobacco is collected at  the warehouses. This would indicate 
that by a judicious rationalisation of checks on growers and curers 
and intensification of the checks at the revenue yielding points, it 
might be possible to bring about a reduction in the staff deployed 
for the work. The Committee would like the matter to  be taken u p  
for a detailed study by Government. 

1.77. Another point the Committee notice is that the tobacco tariff 
is at present complicated. This undoubtedly makes its administra- 
tion difficult. The tariff was rationalised on the basis of the  recom- 
mendations of an Expert Committee which suggested that t h e  
"physicnl form" of tohacco ~hould form the hasis for classification. 
Howevcr. in a ~ t u ~ 1  practice, the tariff has come to adopt, apart from 
the physicnl f o n ~ ,  thc 'ei:d-uw' criteriqn also. The end-use criterion 
will be difficult to apply without ambiguity or dispute. Apart from 
this, the incidetice of duty on various types of tobacco has tended 
to be rather uneven. The data given in the preceding part  of this 
Section would indicate that the relative incidence nf duty on flue- 
cured tobacco and non-flue cured tobacco for smoking mixturcs does 
not follow a rational pattern. In leaf and hiri tobacco, the  burden 
of duty, as between different varieties, shows no correlatiolr to  the  
relntive market values of the various nades.  

1.78. For the foregoing reason, the Committee feel that it i s  t ime 
that Government made an expert assessment of the tohncro tariff 
with a view to seeing how best it could he rationalised and the bur- 
den of duty on the various varieties made tocorrespond to their 
value. The Committee suggest that this matter should be examined 
by a small expert Committee, which should also go into (he m t i m  
of economising on the staff employed for tobacco excise work, 



Loss of revenue to operation of time-bar. 
Audit Paragraph . 

1.79. The total amount of revenue foregone by Government d u e  
to operation of time-bar in respect of Central Excise assessments 
during 1967-68 was Rs. 12,60,957 as detailed below: 

No. of Loss of 
cases revenue 

involved 

Rs. 
(a) Demands not issued due to operation of time-bar . 14.4 6 ~ 7 S r 4 3 2  

(b) Demands withdrawn due 10 operation of time-bar 52  585,525 

196 121609,57 

[Paragraph 42 of Audit Report (Civil) on Revenue Receipts, 19691 
1.80. The Committee desired to know whether any investigation 

was made to find out in how many cases the loss of revenue was 
occasioned by laxity on the part of the departmental officers or  col- 
lusion or wilful mis-statement on the part of the owner in a note, 
the Ministry have stated: 

"Investigations conducted indicate that in all there were 6 
cases where the loss of revenue could be attributed to 
laxity on the part of Departmental officers. 

"Only 1 case has been attributed to collusion or wilful mis- 
statement on the pmt of the owner. The Collector con- 
cerned has reported thnt neccseary action has been taken 
against the cfflccr concerned but the details are not avail- 
able." 

1.81. As to the remedial measures taken by Government. The 
Ministry have stated in their note: 

"The Government have undertaken a three-pronged drive to 
ensure thnt the intial determination of duty itself is cor- 
rectly made; but the underpayments or over-payments, 
if any, made lntially a re  detected well in time, and re- 
coveriesjrefunds are also made as early as possible; and, 
that wherever demands have to be issued, they are ~ E S U ~  
after mature consideration by a senior gazetted omcer. In 
this connection, the following steps have been taken: 

(a) Prwiaurly, the intial determination of duty used to be 
made by junior officers of the rank of sub-inspecton. 



42 
and inspectors, who were posted to the factories. With 
the extension of self-removal procedure to all manufa- 
ctured goods, this task has been entrusted to the 
Superintendent-in-charge of the assessment Range, who 
is a gazetted officer. The supdt. is required to approve 
the tariff classification and rate of duty in a classifick 
tion list and the assessee is required to make payment 
of duty as per the Superintendent's orders in the classi- 
fication list. 

(b) To ensure that the mistakes, if any, made in the  classi- 
fication list or in day-to-day determination of duty by the  
assessee are detected well in time, Inspection Groups 
consisting of selected field staff and headed by a Superin- 
tendent have also been constituted. Each factory is re- 
quired to be inspected by the Inspection Group once in 
six months by surprise. 

(c) In order that the short-payments detcted by the Inspec- 
tion Groups are reccvered well in time, t he  period of 
time-bar under rule 10 (which used to be three months) 
has been extended under rule 173-5 to one year in the  
case of manufactured goods. Correspondingly, the 
time limit application to refunds in respect of man11- 
factured goods has also been extended to one year. 

(dl It has been notlced that officers a t  lower levels had a 
tendency of playing safe and issuing demands for duty 
whenever they felt the slightest doubt. In order to  
~ revcn t  this tendency, rule 10 and 10-A have been 
modified. Under the new procedure, the demands can 
be issued only by an Assistant Collector after giving 
the assessee an opportunity to show cause against the 
proposed recovery. 

(e) There may yet be cases of diverse or erroneous assess- 
ment practices in respect of the same goods in the same 
collectorate or in different collectorates. TWO steps 
have been taken in order to bring uniformity in assess- 
ment. In the collectorate, The Assistant Collector 
(Audit) is required to scrutize the classification lists 
received by him from different Superintendents and see 
if different classifications have been made by different 
officers in respect of the same description of goods. In 
order to ensure uniformity in assessment practices all 
over the country, it is proposed to set up 3 classificatjon 
and Valuation Cell at the headquarters." 



1.82. Tbe Committee note that during the year under report Gov- 
8-t had to forgo revenue to the tune of Ib. 1261 lakha in 196 
cases on account of operation of time-bar. bvastigatiom conducted 
by Government revealed that in six of these cases, there was laxity 
on the part of Departmental OfBcers. The Committee would Uke  
suitable action to be talcan in these cases against the oftidals found 
lax or negligent. In one case, there was collusion/wilful mis- 
statement on the part of the assessee for which action is reported 

1.83. The Committee note that the period of time-bar under Rulo 
10 which used to be three months previously has since been extended 
to one year. A number of measures have also been taken by Gov- 
crnment for the proper determination of duty ab initio and timely 
detection of mistakes in classification or asstssment. The Committee 
would Lilre to watch the effect of these measures through fwture 
Audit Reports. 
Arrears of Union Excise Duties 

1.84. The total amount of demands outstanding as on 31st March, 
1968 in respect of Union Excise duties was Rs. 2129.45 lakhs as given 
below: 

Pending Pending for 
Commodity for more more than r 

t h n  one month but 
Y- not more 

thanayenr ~ O T U  - - --- --- - 
I 2 3 4 

- 

(In Iakhr of rupees) 

Furnace Oil . . . . . 32.67 6.03 38.70 



assessment disputes which lead to arrears of revenue. The Unit 
dealing with appeals and revision applications in the Board'slMinis- 
try's office which has been strengthened is expected to expedite the 
process of recovery of duty. A watch is kept on the Collectorate 
disposals also. It had been noticed that there was a tendency on 
the part of junior officers to play safe and to issue demands for duty 
whenever they felt the slightest doubt. Such demands swelled the 
total arrears figure, but quite a few of them were ultimately found 
legally not sustainable. Rules 10 and 19-A have now bean amended 
to the effect that demands can now be issued only after a proper 
adjudication by the Assistant Collector. This is expected t o  reduce 
unjustified demands for duty which lead to arrears of revenue." 

1.87. In successive Reports on Customs and Excise, the Com- 
fittee have been expressing concern over the heavy accumulation 
of arrears of excise duty. The Committee regret to observe that 
during the year under report, the position has further deteriorated. 
The arrears which amounted to Rs. 16:07 crores on 31st March, 1967 
rose to Rs. 21:29 crores on 31st March, 196&aa increase of nearly 
33 per cent in one year alone. This shows that effective steps have 
not been taken by the Board pursuant to the repeated exhortations 
of this Committee to reduce arrears. The Committee feel that 
Government will have to act with greater vigour if the arrears are 
to be liquidated at an early date. 

1.88. As in previous years, the largest arrears were accounted for 
by unmanufactured tobacco (about Rs. 3:84 crores), of which nearly 
77 per cent were pending for more than one year. The Committee 
would like a vigorous drive to be launched for the ~peedy clearance 
of these arrears. 

1.89. In their 72nd Rkport (Fourth Lok Sabha), the Committee had 
dealt with the excise arrears amounting to Rs. 3:14 crores on account 
of glass wool fibre. The Committee were then informed that Gou- 
emment were considering the question of withdrawing the relevant 
demands, in consultation with the Comptroller and Auditor General. 
The Committee regret to observe that although a year has elapsed, 
no decision has yet been taken. The Committee desire that the 
matter should be settled speedily. 

c 



h s  of revenue due to grant of concessibnal rates of duty in respect 
of certain cotton Fabrics treating than incorrectly as "controlled 
cloth" 

1.90. Government in their notification issued in February, 1965 
have laid down special concessional rates of duty for certain varieties 
of cotton fabrics known as "controlled cloth" which answered to 
then description of "dhoti", "saree", "long cloth," "shirting" or "drilln 
as defined by the Textile Commissioner under the Cotton Textile 
(Control) Order, 1948 and for which maximum ex-factory prices 
had been specified by him under the Order. In pursuance of this 
Control Order, the Textile Commissioner had notified from time to 
Lime definitions of these fabrics, prescribing detailed specifications 
for each category. 

sll 

In respect of certain varieties manufactured by a few textile 
mills, which were not according to the notified definitions, individual 
deviation orders were issued permitting them to be treated as "control 
led cloth" on the strength of which the special concession in duty 
as for "controlled cloth" was allowed by the department. In Ncvern- 
ber, 1967, it was decided by Government that such dovjation orders 
were not valid under the Control Order and that concession as for 
"controlled cloth" should not be allowed to the fabrics governed 
by the deviation orders. 

The total short levy on such fabrics covered by deviation orders 
in six collectorates was Rs. 15.41 lakhs out of which recovery of 
Rs. 7.45 lakhs has become time-barred and demands have been rais- 
ed for the balance. 

[Paragraph 31 (a) (ii) (a) of Audit Report (Civil) on Revenue Receipts, 
19691. 

1.91. The Committee were given to understand by Audit that the 
deviation orders were issued by the Textile Commissioner under the 
Cotton Textile Order, 1948 and specified the name of the factory 
and the particular variety of Cotton Cloth deviating from the pres- 
cribed specifications laid down by the Textile Commissioner. The 
cloth covered by these deviation orders was assessed to concessional 
rates of duty under the Government's notification issued in February, 
1965. 

1.92. During evidence, the Committee enquired about the dr- 
cumstances in which 'Deviation Orders' were issued by the Textile 
Commissioner, They were Monned by the representative of the 
Ministry of Foreign Trade and Textile Commissfoner that the noti- 



related primarily to the question of the deviation orders and how- 
they came to be issued." The representative of the Department o t  
Foreign Trade informed the Committee "the decision about the devi- 
ation orders was taken with the personal knowledge of the then 
Commerce Minister. It was unfortunate that the orders were issued 
in a form which later on was regarded as having affected the legality 
r,f the form, and there was nothing wrong with the orders. That 
is why, on the advice of the Law Ministry, the errata was issued 
in a proper legal form suggested by the Law Ministry. As to the 
propriety of the whole thing, it is for the Committee to consider 
whether they would like the Government to go into the  question of 
the issue of these deviation orders, which were issued with the 
personal knowledge of the then Commerce Minister." 

1.98. The Committee cannot help expressing a seuse of disquiet 
about the manner in which the scope of the scheme for grant of 
concessional rates of duty 011 controlled c;oth was cxte~dccl to cover 
varieties of cloth which were in fact not controlled cloth a t  all. This 
was done through 'devialion orders' which the Textile Conlmissioner 
issued from time to time in favour of specific mills to cover particular 
consignments of cloth produced by them. By virtue of theso orders, 
cloth produced by these mills, though not in conformity with the 
specifications laid down for controlled cloth. were treated as such 
and there6  became eligible for concessional rates of duty. 

1.99. In the ophion of the Committee. the procedure adopted by 
Government was irregular. Apart from the fact that it resulted in 
a loss of revenue to the exchequer, through grant of concessiottal 
rates of duty, it was also discriminatory, as the deviation orders 
covered cloth produced by particular mills. The Committee had 
asked for full particulars of deviation orders in favour of various 
parties which regrettably have not been furnished by Government. 
The Committee would like all these particulars to be collected and 
an independent investigation to be made to determine: 

(i)  whether there were objective and impartial criteria for 
issue of the 'deviation orders'. 

(ii) 

( 5 )  

fiv) 

whether, in fact, these criteria were followed while issuing 
deviation orders. 

whether the benefit of deviation orders accrued in actud 
practice only to a few parties and if so how It oearred. 

what other advantage% apart from duty ~ p . f o n a .  
accrued to mills which were able to market elotb 

* 



by these deviation orders as controlled cloth e.g., whether 
for inrtanca, it provided the Mills an easy market for sub- 
standard cloth which would otherwise have been difficult 
to market. 

The Committee would like this investigation to be completed 
within six months and the results to be intimated to them. 

1,100. There is one other point which the C o d t t w  wish to men- 
tion. The deviation orders were originally held to be beyond the 
competence of the Textile Commissioner by a Branch Secretariat of 
the Ministry of Law. When the matter was referred for a second 
opinion, the Ministry of Law held that the Textile Commissioner 
was competent to permit deviations and that there was "only a defect 
in form?'. Since the defect in form has vitiated the orders, the 
concession in rates of duty extended on the strength of these orders 
now lacks legal authority. The Committee note that Government 
have issued 'errata' to regularisc thc position, but the Committee 
ere doubtful whether it is in order, by this means, retrospectively 
to regularise a tax concession. The Committee would like authori- 
tative legal opinion on this point to be taken by Government. 

Loss of revenue due to grant of eoncessional rates of duty in res- 
pect of certain cotton fabrics treating them incorrectly as "controlled 
cloth" .\ * F! 
Audit Paragtau11 : 

1.101. It wae noticed in a collectorate that sarees which neither 
conformed to the definition of "controlled variety" prescribed by the 
Textile Commissioner nor were covered by his deviation orders were 
also cleared a t  the concessional rate of duty during the period from 
1st March, 1985 to 25th October, 1967. When the department dis- 
covered this in October, 1967. Demand for the differential duty for 
the period from 26th July, 1967 to 25th October, 1967 was rsised. No 
action was taken to rectify the under-assessment for the period from 
1st March, 1985 to 25th July, 1967. On this being pointed out the 
department levied additional duty of Rs. 2,03,600 for the period in 
January, 1968. 

[Paragraph 31 (a) (ii) (b) of Audit Report (Civil) 1069, on Rwcnue 
Receipts.]. 

1.102. The Committee desired to know the circumstances in which 
the sarees manutactumd by the licensee which neither conformed 



to the definition of "controlled variety" prescribed by the Textile 
 commissioner nor were covered by his deviation orders were allow- 
. ed to be cleared at the concessional rate during the period 1st March, 
1965 to 20th October, 1967. In a note, the Ministry have stated: 

"The sarees manufactured by the licensee, and allowed to be 
cleared on payment of concessional rates of duty prescrib- 
ed for controlled varieties of cotton fabrics, were meant 
for children. These sarees, therefore, were not only of 
shorter length but of shorter width as well. 

To the extent the above sarees were of shorter length the 
the local Central Excise Officers relied on the declaration 
made by the manufacturer about such sarees being cover- 
ed by the description of 'Saree' as prescribed by the Tex- 
tile Commissioner from time to time. The did so for the 
reason that according to the instructions issued by this 
Ministry in Otober, 1964, they were not required to 
enter into controversy whether the declaration made by 
the manufacturer was correct or not. 

It was only under this Ministry's letter of 29th April, 1967 
that the above instructions were modified, and the Collec- 
tors of Central Excise were desired inter alia to alert 
the local officers to guard against such cotton fabrics as 
did not conform to the definition of "controlled cloth", be- 
ing allowed to be cleared on payment of concessional rates 
of duty prescribed for such cloth. It was by way of illus- 
tration that short length sarees were also mentioned as 
not qualifying for assessment as "contro!led cloth". 
Subsequently the Central Board of Excise in its letter of 
29th July, 1967 informed the Collectors of Central Excise 
that denial of concessional rates of duty to short-length 
sarees had been challenged and the matter taken to the 
court of law by one of the manufacturers, but desired 
that demand notice should be issued in respect of all those 
fabrics which did not conform to the pl.escriberl definitions 
of 'Controlled cloth'. 

To the extent the above sarees were of shorter width a devia- 
tion order had been issued by the Textile Commissioner 
on 8th October, 1965." 



1.103. As to the latest position of the demands raisad against the 
uicensee, ,the Ministry have stated: 

"The position regarding the demands raised against the asses- 
s%e is as fo1lowa:- 

Period Amount of 
demand ralsed 

Remarks. 

1-3-65 to Rs. 1,11,341.29 It includes clearances between I -65 to the date 
30-9-1966 ofdeviation order that is 8-10-65. darification is being 

obtained by the Collector from the Textile Comm-fi 
sroner as towhether that order had retrospect~vccl%t. 

It also includes some sorts not fully covered by the 
deviation order. Clarification is being obtained f r m  
the Texrile Commissioner. 

In the light of Textile Commissioner's clarification the 
qu:stion regarding with drawal of the 

demnd  is due to be reviewd. 

1-10-66 to Rs. 92,274.46; Covered by thedeviation order and thedemand haslo 
3-7-1967 be withdrawn. 

Tor& . Rs. z.03.615.75 
26-7-67 to Ru. 45.139.41 Covcrcd by the ,irviarion order and the demand has to be 
zg-10-1967 withdrawn. 

G l ~ n d  total Rs  2,49,355 19 
-.-. -- --- - - - -- - - -- - - - - . - - - -- 

It will be observed that to the extent the sarees in question may 
ce  found to be covered by the Delhi High Court* judgment with 
regard to short length or the deviation order issued by the Textile 
Commissioner with regard to short width, there has been no less of 
revenue." 

1.104. The Committee regret that sarees manufactured by the 
assessee in this case which neither conformed to the specilications of 
controlled cloth as prescribed by the Textile Commissioner nor were 
covered by his deviation orders were allowed to be cleared by the 
Central Excise authorities at the concessional rate. This resulted 
in a short assessment of duty to the extent of Rs. 1.11 lakhs. I t  was 
stated that the Central Excise Officers were. under instructions from 
Government not to "enter into controversy" about the correctness 
of declarations made by manufacturers and, therefore, failed to 
detect that the sareeg ddviated from the specifications prescribed for 
controlled cloth. I t  is regrettable that Government should h o e  
issued instructions to the Excise Ofacers not "to enter into con- 
- - -- .- . . - - -  _ - -.---- - . -- 

'Acmrding to Audit, the reference to Delhi High Court Judgment does 
not appear to be quite relevant. This judgement dealt with the length 
criterion wl~creas the audit objection was based on the non-hlbhent of 
width criterion. 



troversy whether the declaration made by the manuhatruer wu 
correct or not". These instructions were liable to be construed as 
a directive to ignore even wrong declarations by mwtnufacturers for 
the purpose of claiming duty concessions. The fact that Govern- 
ment themselves after 24 years of issue of these instructions, 
had to direct the assessing officers to be alert against mills clearhg 
fabrics not constituting 'controlled cloth' on payment of concessional 
rates of duty applicable to such cloth shows that the original instruc- 
tions issued by Government were ill-advised. 

1.105. The Committee also note that the assessee in this case got 
duty concessions amounting to Rs. 1.38 lakhs on the strength of 
deviation orders iscued by the Textile Commissioner to cover sarees 
which were not of the width  res scribed for 'controlled cloth'. In an 
earlier section of this Report, the Committee have suggested a com- 
prehensive investigation of all cases covered by deviation orders. 
The Committee have also pointed out that in the light of the legal 
opinion that deviation orders were vitiated by "a defect in form", 
concessional assessments on the strength of these orders will lack 
legal validity. The Committee would like to be informed of the 
action proposed to be taken by Government in the light of this 
position to validate the concessional assessments in this case. 
Sanction of excess rebate under the scheme of incentive for excess 

sugar production 
Audit Paragraph. 

1.106. To maximise sugar production during the 1963-64 season 
the Government of India announced certain rebates in respect of 
excess production of sugar from the standard duty leviable 
thereon dependmg upon the State in which the  factory was 
situated. Under that scheme factories in Maharashtra were allowed 
a rebate of 50 per cent of excise duty on the quantity of sugar pro- 
duced during November, 1963 in excess over the  basic quantity 
prescribed. Subsequently in December, 1963, the earlier notiflca- 
tiun was amended to reduce the concessional rate on the  excess 
product~on during Novmber, 1963 to 20 per cent. 

Tn the case of one such sugar factory, the rebate in excise duty 
for the excess production of sugar in November, 1983 was allowed 
at 50 per cent instead of at 20 per cent, resulting in excess rebate 
amounting to Rs. 1,94,433. 

Paragraph 22 of Audit Report (Civil) on Revenue Receipts, 
19691. 



1.107. Tracing the background of the case, the representatives 
of the Miniatry of Finance and the Central Board of Excise and 
Custom stated that two notifications were issued by Government 
under Hule 8 of the Central Excise Rules. The first was issued on 
21-11-1963 and the second one on 14-12-1983. The object underlying 
the notifications was to encourage sugar production in view of the 
scarcity of sugar. The notifications were intended to provide a 
fiscal incentive to sugar factories to take up crushing earlier and to 
produce more sugar than they would have normally done. Recovery 
in the earlier part of the season is normally less than what it is in 
full season. Therefore, a rebate on duty at a higher rate was made 
applicable for earlier parts of the season. 

1.108. The first notification of November, 1963 covered all the 
States. However, factories in Madras, Mysore and Kerala were 
made eligible for a rebate of 50 per cent in respect of production in 
the crushing season from June to October, 1963. Factories in Maha- 
rashtra under this notification qualified for 50 per cent rebate in 
respect of production in November, 1967. In the Ministry of Food 
and Agriculture's proposals for the incentive wEch were considered 
by the Cabinet, a mention was made that in "factories in the South" 
crushing season generally started earlier than in the North. While 
franslating the Cabinet's decision in the form of a notification, the 
expression "South" was interpreted by the Ministry of Finance bo 
m e m  the States of Madras, Mysore and Kerala. 50 per cent rebate 
for the crushing done during the period July-October was accord- 
ingly allowed to all factories in these States. Subsequently; the 
Ministry of Food and Agriculture pointed out that the crushing 
season started earlier, not only in these three States, but also in the 
S t a t y  of Andhra Pradesh and Maharashtra. The notification was, 
nccordingly, amended on 14th December, 1963 to include these two 
States. In terms of this notification, sugar factories in the aforesaid 
five States (including Andhra Pradesh and Maharashtra) were 
entitled to 50 per cent rebate for crushing done during the period 
July--October and 20 per cent for the crushing done thereafter. In 
the carte of the factory mentioned in the Audit paragraph, the rebate 
admissible for November was 20 per cent in terms of the second 
~otification. However it claimed and was paid rebate at 50 per cent 
in respect of November production. The witness, however, stated 
that, although the factory was situated in Maharashtra, its crushhg 
season started from November and not earlier. There were four or 
five more factories in Maharashtra which similarly had their crush- 
,i ng seaon commencing from Oc tober-November. 

* 



1.101J. In reply to a question, the Chairman of the Central &ar8 
of excess production of sugar from the standard duty levi- 
was to go in for early crushing of cane. They were talking about 
the season rather than about States as such". Asked whs4hm the 
Ministry of Finance showed the draft notification to the of 
Food and Agriculture before issue, the representative of the Board 
replied in the afirmative. 

1.110. In reply to another question, the representative of t he  
Board clarified that the notification of November, 1983 did not cover 
only three Southern States of Madras, Mysore and Kerala, it 
covered all the States. Only the periods for which a particular 
rate of concession was available varied from State to State depend- 
ing upon when the crushing season started in those States. It also- 
sometimes happened, as in the present case, that in different 
regions of the same State, there were different crushing seasons 
depending upon regional climatic factors. In reply t o  a further 
question. the Finance Secretarv stated, "I frankly admit that it was 
probably an error for us to have specified any State-These vague 
definitions do not take us anywhere". "I think it  might have been 
better if the notification was limited to mentioning the crushing 
dates of the factories without mentioning South or North". 

1.111. The Committee enquired whether the excess rebate of 
Rs. 194,433 allowed to the factory mentioned in the Audit paragraph 
had been recovered. The representative of the Board stated that  
the contention of the factory was that "they were regulated by t h e  
first notification. We (the Ministry) were advised by the Ministry 
of Law that in law they (the factory) were correct though that was 
not our intention". 

1.112. The Committee understand from Audit that on a reference, 
t,he Ministry of Law advised the Ministry of Finance that the  
Department's case was very weak and they would lose the costs also. 
Accordingly, the matter was settled out of court, the amount 
recovered being refunded after the petitioner agreed not to claim 
costs. 

1.113. As to the intention of Government, the Committee under- 
stand from Audit that the Board in their letter F. No. 12IYIM- CXIV dated 19-6-64 clarified: 

"The Central Board of Excise and Customs subsequently 
clarified in their letter F. No. 12!44!64-CXIV dated 186- 



1854 that mills situated in the States of Maharashtra an& 
Andhra Praderh were to be allowed rekote to extent of 20. 
per cent under NotiAcation No. 209jfi3 dated 18-12-1968, 
even if they commenced production after 1st November in 
some yeere provided they also commenced production 
during July to October in any previous year, and that such 
Mills had no option to claim rebate at the rate of 50.1 
per cent under Notification 200163 dated 20-11-1963". 

1.114. The Committee enquired whether there were any cases in: 
the States of Andhra Pradesh and Maharashtra where the factories 
had paid the differential duty when the rebate for November, 1963 
was curtailed. The representative of the Board stated that six 
factories were affected by the change brought about by the Second 
Notification. One factory had gone to court and the case had to be 
compromised. Two other factories had fled appeals and got relief. 
The remaining three factories did not pursue the claim. The Com- 
mittee pointed out that those factories which took the matter into 
court of law got relief whereas those which did not do so, did not 
get the relief. The representative of the Board stated that once a 
case was decided in appeal, it was not possible to review it. He 
stated jn this connection that in the existing Central Excise Law, 
there was no provision for a suo motu review. In the Central Excise 
Bill pending before the Select Committee of Lok Sabha, however a 
provision to this effect had been included. Asked whether the 
existing law debarred Government from making suo motu refimds, 
the witness stated that such a refund will be only ex gratia which 
Government, under their inhernt powers, can make. But if this 
power were to be exercised by Government automatically in every 
case of over-collection, the limitation provisions of the Act will get 
nullified. The power has, therefore, to be exercised by Government 
very judiciously and only in deserving cases. The Committee 
desired to know the difficulties faced by the Department in making 
suo motu refunds. The witness stated that there were various. 
decisions taken all over the country by various adjudicating and 
appellate authorities. Review of all cases of possible over-assess- 
ments in the light of the decisions will be administratively "an 
impossible proposition". Further, an excess duty being an indirect 
tax, its incidence generally got transferred by the time an over- 
assessment came to notice. He, however, conceded that "if a party 
comes to us and we And that some grave palpable mistake has been 
committed we should certainly try to give him suo motu refund". 

I 



1.115. The Committee drew attention to the following observa- 
,tiom of the Supreme Court In the case of Government of India Vs. 
. Narasimhan: 

"We are glad to recora the assurance given by the Attorney 
General that whatever may be the decision in the  appeal, 
the Union of India will refund the amount of tax un- 
authorisedly recovered by the Assistant Collector of 
Customs. This was essentially a case in which, when 
notice was served, the Central Government should 
instead of relying upon techniciaIities, have refunded the 
amount collected. We trust that the Administrative 
Authorities will act in a manner consistent not with 
technicialities, but with a broader concept of justice, if a 
feeling is to be nurtured in the minds of the citizens that 
the Government, is by and for the people". 

1.116. The Committee enquired whether, in the light of the above 
ohservations of the Supreme Court, the Board proposed to lay down 
any guidelines. The representative of the Board stated that the 
quesetion of laying down suitable guidelines for waiver of time- 
limit for claiming refunds in apprppriate cases was under exarnina- 
tion of the Ministry of Finance, in consultation with the Ministry of 
Law. 

1.117. Expressing his views on the subject. the representative of 
the Ministry of I,aw stated that strictly speaking a suo motu refund 
was not es gratia. If in case of an excess-levy, an aggrievd party, 
after pursuing the normal remedies by way of appeal etc., moved a 
court for writ, there was a probability of the aggrieved party 
getting a refund. In such a case, Government would not only have 
to shell out the refund but also pay costs as a penalty. 

"It was, therefore, prudent from the point of view of Govern- 
ment to act honestly and to make the refund of what i t  
gct illegally and to which it is not entitled". 

1.118. The Committee desired to know the time-limit laid down 
in the Act for claiming refunds The witness stated that it used to 
he three months previously but it would now be one year, 



the &st place, the v h a q  @pproved b tL. Cdhet AT&&& 
that sugar factories which commenced cnubiAI early sborOd be 
omouraged to maximise crushing in the early part of the aeuoj. A 
rebate in excise duty was to be given to them factories if they 
produced during this season more sugar than they he4 done pro= 
viody.  However, while notifying the schemle in November, lW& 
rrndsr the impression that 'factories in the South' commence crush- 
ing early, the rebate in duty of 50 per cent for July--October seama 
was made applicable only to factories in Madras, Mysore and Kerala, 
even though the Cabinet had given no such directive. Andhra Pra- 
desh was not included, but was bracketed with Maharashtra and. 
the rebate of 50 per cent was extended to factories in these States 
for crushing in November only. 

Secondly, after it was pointed out that even factories in these two 
States (Andhra Pradesh and Maharashha) commence crushing before 
November, the notification was amended by Government in Decem- 
ber, 1963 to extend 50 per cent rebate for the July--0ctoher season to 
factories in these two States also. With this amendment. Govern- 
ment withdrew the 50 per cent rebate given in the earlier notifica- 
tion to factories in these States for crushing in Novmber. However, 
one of the factories in these States had claimed rebate for November 
on the basin of the earlier notification. and the excess payment of 
Rs. 194 lakhs could not bc recovered, as it was held that a rebate 
allowed could not be retrospectively withdrawn. 

Thidly, the retrospective withdrawal of the 50 per cent rebate 
for November affected not only the foregoing factory but five other 
factories in Maharashtra and Andhra Pradesh which had done their 
crushing in October-November. However, only three of the six 
factories got the rebate, because they had recourse to legal remedies, 
whereas the other three did not get it. 

1.120. The Committee eonsfder i t  regrettable that Governnlent 
implemented the scheme of rebates in such a tardy manner. Thm 
relevant notifications, though seen by the concerned Ministies before 
h e ,  were l d y  drafted, and Govvnment also failed to called 
adequate data about crushing seawn in different anas of tbe corurtr~ 
before tomulstiag the schanm. Besides a very fundamental point 
that a tax benejlt or concession could not be withdrawn rstrospec- 
tIvely w u  ilro overlded. It is also very anoms'oap that o* 
three out of six fadorim entitled to the rebate for November crash- 
ing rhorild lgve gd it, while the others were denied the mbts, 



&ply because they did not have recourm to legal remedim N 
"Committee feel that Government themsslves &odd have h equity 

ex gratia allowed the rebate in these thnc cases. The Committao 
note that Government are now in the pmw of formulating general 
guidelines to regulate the procedure for refund in of ex- 
collections of this type. The Committee would like the procsdrm 
for this purpose to be finalised early. 

hegular grant of concessions in respect of paper b u d  

Audit Paragraph 

1.121. According to an exemption notification issued by Govern- 
ment in March, 1964 certain varieties of paper boards falling under the 
tariff item 17 were eligible for slab concessions in respect of clearnnces 
during each financial year. As a measure to prevent fragmentation 
of the units maunfacturing these boards, Government provided in the 
notification as follows:- 

These concessions would be admissible only to m a n u f a e  
tures holding Central Excise licence on 9th November, 196t 
and would not be available to units set up after that date. 

The manufacturer who applies for fresh Central Excise 
licence on or after 9th November, 1963 would not be 
eligible for the concession unless he owned the factory for 
which the licence was applied on 9th November, 1963. 

Irregular grant of these concessions was noticed in the  following 
cases: 

(1) A paper and straw-board factory, in a collectorate, licensed on 
24th April, 1964 was permitted the slab concessions on the owner 
producing in support of his ownership of the factory on 9th November, 
1963 copies of the registration deed of the building and invoices dated 
22nd October, 1963 for purchase of machinery. Those invoices, 
however, were in the name of the National Small Industries Cor- 
poration Limited, New Delhi, through whom the machinery wan 
obtained on hire-purchase. Since all the instalments had not been 
paid under that hire-purchase agreement, ownership of the machinen 
had not legally passed on to the owner on 9th November, 1963. Begidea, 
pmduction trials were started in the factory only in April, IW and 



.cutting and weighing machines had not been installed till then. Tbu? 
06 9th November, 1963, the assessee neither owned the factory a a  
had the machines and plant been properly erected to constitute 
a factory. Hence the licensee was not entitled to the concessions, 

The irregular concession to the factory resulted in loss of revenue 
of Rs. 1,04240 during the period from April, 1964 to June, 1966. The 
loss of revenue was accepted by the Collector who stated (June, 1868) 
that since the exemption was granted by him the question of raising 
any demand to rectify the loss did not arise and that efforts to persu- 
ade the licensee to make voluntary payments had failed. 

(2) A licensee, in a collectorate, who commenced manufacture d 
paper boards from December, 1964 applied for the slab concessions im 
March, 1965, but the request was rejected by the Collector in May, 
1965 on the ground that the factory was not completely installed with 

+the machinery and was not capable of producing the boards on the 
crucial date viz. 9th November, 1963. However, on the licensee's 
appeal the Board ordered that the concession should be allowed. 
Consequently, refund of duty of Rs. 3,29,693 collected from Jan-, 
1985 to April, 1966 was paid to him. Government have stated 
(December, 1968) inter alia that "there being no proviaion at present 
for the Government to review such cases", it was not possible La 
them to go into the merits of the case and nwmeuy powers f a  
review are being taken in the new Central Exck. Bfll under preparti 
tion. 

(3) A partnershi? firm, in a collectorate, running a factory for the 
manufacture of grey paper boards availing itself of the slab concea- 
sion was dissolved in July, 1964 and the factory was taken over by r 
company in October, 1964 and a fresh licence was issued to the com- 
pany in February, 1965. Since the Company did not own the factory 
on 9th November, 1963, it was not eligible far the concession, but war 
allowed the concession incorrectly. In August 1965, realizing the 
error the department withdrew the concession and raised demand 
for Rs. 3,12,176 for the differential duty recoverable from October, 
1964 to August, 1965. In August, 1967, by issue of a special order 
under Rule 8(2) of the Central Excise Rules, the Board restored the 
concession to the company retrospectively from 1st April, 1964. 
Consequently the demand was withdrawn and refund of duty d 
Rs. 1,09,627 paid for the period from September, 1965 during which 
the concession was not allowed initially. Under Rule 8(2), the 
h a r d  is empowered to issue exemption orders only in circumstances 
of an exceptfond nature. 

(4) A pahemhip Ann constituted in February, 1961 was running 
a factory f ~ r  the manufacture of paperboards, availing itself of tht 



&mession. One of the partners died in September, 1964 a d  five 
them aepardted themselves from the flrm hnd since there w&!i rm 

elawe in the partnership deed to continue the Rrm in the went of' 
death of a partner, it stood thereby dissolved. A fresh partneimflrip 
was formed by the remaining partners in November, 1564 to  rtth t h e  
factory. Although this firm was legally difEereht from the  previous. 
one, fresh licence was not issued to i t  by the department and t h e  
licence held by the previous firm was allowed to be continued with  
amendment. Under the Central Excise Rules the new firm should 
have been required to take out fresh licence and the ccncession dis- 
allowed as for new licencees. The incorrect concession granted to t h e  
new firm from November, 1964 to February, 1966 was Rs. 1,83,418. 
Government have stated (December, 1968) that the new hrm has 
been asked to take out fresh licence Information regarding action 
taken for rectlfylng the incorrect grant of concession is  awaited 
(February, 1969). 

(5) In a collectorate, a paper-board factory working under a 
licence issued prior to 9th November, 1963 was purchased by a person 
in January, 1965 and the factory f u n ~ t i o n ~ d  under a fresh licence and 
a different name thereafter. As the condition of ownership of the  
factory on the crucial date viz. 9th November, 1963 was not fulfilled 
by the licensee, the department disallowed the concession to him, 
but in appeal, the Board ordcrrd in J ~ n e ,  19G6 that the concession 
should be allowcd. C o n s ~ q u e n t l ~  rtlc'ur?d of d u t y  of Rs. "02,559 re- 
covered in respect of the period from 29th January, 1965 to March, 
1966 was paid to him. It  was explained by Go17ernment that t h e  
Board's order-in-appeal was in accordance with a policy decision taken 
by them in April, 1966 to remove the restriction with regard to owner- 
ship for availing of the concession. This decision which was made 
effective by amending the relevant notification on 30th April, 1%6 
deleting the ownership clause does not apply to the assessments made 
prior to that date. 3'  
Paragraph 28(iv) of Audit Report (Civil) on Revenue Receipts 19691 

Case I : 

1.122. During evidence, the representative of the Board stated tha t  
tbe details regarding the case given in the Audit paragraph wen 
factually correct. The Board was 'not satisfied' with the way the 
concession had been given by the Collectorate. Disciplinary action 
was proposed to be taken against the officials re~pomib le  for the 
lapse. 



& a mbseqwnt nabs, tbs W r y  W e  stated: 

"The Deputy Superintendent of Central Excise who WW 
primarily responsible for this, is now dead. Regarqng 
other Supervisory Officers, the possibility as to whether 
any disciplinary proceedings can be drawn against them 
is being gone into." 

1.123. The representative of the Board informed the Committee 
that under the exemption notification of March, 1964, substantial 
concessions were given to s m l l  units. Lest the concesionss avail- 
able to small units should lead to a tendency on the part of 
big manufacturers to split up their concerns, admissibility of con- 
cessions was confined to the small units in actual existence on 9-11- 
1963. I t  was not the intention of the Government that the continu- 
ing small scale units, on a change of ownership, should cease to have 
these concessions. True on a change of ownership a continuing unit 
operated under a new licence, but this by itself did not lead to any 
fragmentation. It was felt that worded as the aforesaid notification 
was, it placed more restrictions than originally intended. Some 
other difficulties were also experienced in its working. The aforesaid 
notification was, therefore, amended in April, 1966 to allow the con- 
cession to all small xale  units. 
Cases 2 and 5: 

1.124. The Committee were given to understand by Audit that the 
appeal in Case No. 2 was decided by the Board in the light of a poliq 
decision taken on 5-5-1088 granting, inter alia, slab concessions in 
cases "where firm commitments had been entered into for p~ chav , of 
machinery equipment, etc., before the crucial date but the actual 
application for licence to commence production was made only a1 a r  
9th November, 1963 for various bona jide reasons." 

1.125. The representative of the Board submitted during evidence 
that orden, had been passed by the Board in both the cases in it8 
quasi-judicial capacity. Referring to these cases, the Committee 
enquired whether the Board was justified in taking note of a policy 
decision taken by the executfve in April, 1966 while deciding in 
appeal in a quasi-judicial capacity a case which related to a past 
period. The Finance Secretary stated, "Some times it is very hard 
for a pereon who acts in two eapad#es-+ne as the Government and 
other as Member of the Board-to forget what he is doing in the other 
capacity. In this case, I would certainly admft that the Board sbould 
have taken a decision in Its capacity. There should be 
ao reference at all to way of thlnklag war 



at that particular point of time. . . . . . . .Everything should be done. 
with a judicial mind." 

1.126. I n  reply to a question he stated that  in  cases where the  
Board acted in a quasi-judicial capacity, the  reviewing power vested 
with Government. The Secretary to the Government acted as the 
reviewing authority. 

1.127. The Committee enquired whether pursuant to the  recom- 
mendations of the Public Accounts Committee contained in paragraph 
136th Report (Fourth Lok Sabha), Government had taken any steps. 
to separate judiciary from administrat;on in the Central Excise. The 
representative of the Board stated that in the Central Excise Bill 
pending before the Select Committee of Lok Sabha. a p rov i s i~n  had 
been made for the creation of posts of appellate Collectors who will 
deal with appeals. 

Case 3: 

1.128. The Committee desired to know the circumstances leading 
to the issue of the special exemptjon order under Rule 8(2) in this 
case. In their written reply, the Ministry have stated: 

"Strawboard and pulpboard (including greyhoard), falling 
under sub-item (3) of Item No. 17 of the Central Excise 
Tariff were allowed slab exempt:on from duty under this 
Ministry's Notification No. 35;64-CE dated 1st March 1964. 

The grant of the concession sllowed under this notification 
was, however, made inapplicable to a manufacturer who 
applied for a licence on or after 9th November, 13G3 unless 
such a manufacturer could satisfy the Collector of 

Central Excise:- 
(a) that the factory for which the Fcence was applied for 

was owned on the 9th day of November, 1963 by t h e  
applicant; and 

(b) that the applicant and, in the case of partnership any 
partner thereof had no proprietary intc.rcst on or af ter  
tllc said date, in any other concern, producing straw- 
board (other than corrugated board) andjor pul lboard  
including grey board. 

The original concern was a partnership concern and hnving come 
into existence before the crucial date i.e. 9th November, 1963 enjoyed 
the  benefit of the above notification. Subsequently, however, in 



October, 1964. one of the partner8 went out of the business and th. 
concern warr reconstituted with the remaining partners hto a 
private limited company. 

Although, to begin with, the new concern continued to enjoy the 
slab concession for sometime, when it was noticed that the conces- 
sion in question was not applicable to the new concern as i t  applied 
for a central excise licence after 9th November, 1963 and did not 
own the factory on that crucial date as stipulated in clause (3) of the 
proviso to Notification No. 35164 dated 1st March, 1964. the Assistant 
Collector of Central Excise, stopped allowing the concession and 
issued orders for raising demands for differential duty in respect of 
the past clearances. The party filed a representation to the Assis- 
tant Collector, but the representation was also rejected. Aggrieved 
by the order of the Assistant Collector, the party went in appeal to 
the Assistant Collector, the party went in appeal to the Collector of 
Central Excise Bombay, but since the Collector insisted on a pre- 
de?osit of the amount of duty due from them, the appellants filed a 
writ petition with the Bombay High Court. 

Meanwhile, it had begun to be appreciated that the intention of 
denying the benefit of the above notification to units coming into 
existence on or after 9th November 1963, was to prevent fragmenta- 
tion of larger units into smaller ones; and that it was not the inten- 
tion to deny the benefit to units of the above type, which happened 
to lose the benefit of concession merely because of a change in con- 
stituent partners. To quote from a note dated 21st October, 1966, 
recorded by the then Secretary (Revenue and Insurance). The 
puvose of fixing a date-line was that new concern should not be 
set up merely to take advantage of the concession. It was not the 
intention that existing concern should be denied the concession 
merely on account of change of ownership. 

In fact, with the issue of Notification No. 67166-CE dsted 30th April, 
1966, the prohibitory antifragmentation provisions were dispensed 
with. 

During the period prior to the igsire of the revised notification 
the question, however, requiring consideration was, whether tlv. 
ncwly constituted concern Mjs. . . . . . . .should be denied the bent?& 
of the previous notification and the writ petition filed by them b 
contested, or, whether they mav be allowed the henrfit of thnt nntf 
fieation according to the underlying intention of the Government. 



It  was decided to give them the benefit of the intention of the 
Qovernrnent. After examining the ways and means to give effect to 
this intention, it was felt that the only feasible way to do so wouId 
be invoking the provisions of Rule 8(2) of the Central Excise Rules, 
1944, and issue a special exemption order (in August, 1967)." 

1.129. The Committee understand from Audit that regarding the 
retrospective nature of the special order, the opinion of the Minfstq 
of Law, who were consulted in the matter, was as follows: 

"This Ministry has clarified on a number of occasions thrS 
unless the power to act retrospectively has been expressly 
conferred by the Legislature on the executive Govern- 
ment exercising subordinate delegated legislature powers 
it cannot act retrospectively. All the same notifications 
operating retrospectively have been issued by the Ministry 
where the purpose underlying the notifications is to 
confer a benefit on the persons covered by the notiflca- 
tions. Whether such a notification should be issued in the 
present case is essentially a matter for an administrative 
decision." 

1.130. Referring to the special order issued by the Board in 
August, 1967 restoring the concession to the Company 
retrospectively from 1-4-1964, the Committee desired to know 
whether the Board was competent to issue the above order with 
retrospective effect. The representative of the Board stated that 
according to the opinion given by the Attorney General, an exemp 
tion notification cannot be issued with retrospective effect. The 
Board has accordingly stopped the practice of giving retrospective 
effect to exemption notifications. 

Case 4: 

1.131. As regards this case, the Committee understand from 
Audit that the Ministry of Law were consulted by Government on 
the point whether the firm would need a fresh licence after the 
death of one of the partners and re-execution of the partnership 
deed w.e.f. 2-11-1964 (i.e., subsequent to the crucial date on which 
an applicant for slab concession should have been in possession of a 
factory to qualify for the concession). The Ministry of Law advised 
that "as the partnership firm now carrying on business is not the 
same as the firm for which licence had been granted earlier, the 
existing firm should be asked to take out a fresh licence. . . ." Audit 
have addressed Government to intimate what steps they propaged 



to take for recovery of slab concessions which have become 
in the light of this opinion. Government's reply b 

awaited. 

1.132. The Cornmitt& cannot help expressing unhappineos ovez tb. 
manner in which Government acted in these cases. An e x p r e ~  con- 
dition for the grant of slab concession under the Exemption Notilia- 
tion issued in March 1964 was that the assessee should have o d  
a factory which was in production on the crucial date, i.e., gth Nw- 
ember, 1963. In none d the five cases mentioned in the Audit pan- 
grapb was this condition satisfied Yet the slab concession under 
the Notifteation was allowed in all the cases amounting to Rs. 12.42 
lakhs. While concession to the first e-sessee was given by tho 
collectorate, the concession in the second and fifth cases was giver 
by the Board in appeal acting in a qtasi-judicial capacity. 

Govarnment have admitted that in the first case, decided by th. 
collectorate, the concession was inadmissible and that disciplinary 
procdings are being initiated. The Committae would like to bo 
apprised of the action taken in this respect. 

1.133. As regards the other two cases (second and fitth cases) tL 
Committee observe that the Board while acting in a quasi-judicial 
capacity were influenced by a policy decision taken by Governmwt 
in an executive capacity. The policy decision was to the effect that 
a unit should be deemed to have qualified for the concession even 
if it had not commenced production on the crucial date provided 
h n  commitments had been made by it on that date for the purchase 
of machinery. This represented a major departure from the condi- 
tions set forth in the original notification regarding grant of con- 
cession. Qnite apart from the fact that it was in principle wmag b 
have allewed this b e d  witb retrospective et[bct in only cmm 
which came to the notice of the b a r d ,  it was also not appmprhto 
for the Board, while acting in aquasi-judicial capacity, to have takem 
cognisance of an executive detcisioa which had strictly no beuhg 
on t k s e  c m .  It was in extenastion urged by the Fiara~b 
Secretary in evidence that such e m r s  are likely to be nude b 
an official acting in two npacitiegadministrative as well u 
appellate. Thfs, in the opinion of the Committee, underreores the 
need for keeping the judicfal and executive wings of the ex cis^ 
Department s c p u r t e .  fn an ear11er Beport also, the Committea 
have emphasiwd this aspect .[vide parsgraph 1.36 of 38th Report 
(Fourth b k  8rbha)3, The Commtttee note that Goveroment have 



&+ken a step in thi direction by mak'xng a p ~ v h i o n  h the  Csnw 
Excise Bill for the creation of posts of appellate collectors Tbsl. 
contemplated arrangement does not cover a p p e ~ l s  to be deJded at  
levels higher than that of Collectors. The Committee desire that 
Government should consider the question of setting up an Appellate 
Tribunal on the Customs and Central Excise side on the lines of 
Income-tax Appellate Tribunal. Till this is done, it should be ensured 
that the Board, while acting as  an appellate body, does not allow 
its judgment to be trammelled by policy decisions taken by i t  in an 
executive capacity. 

1.134. The Committee are also not happy over the manner in which 
the Board had acted in the third case mentioned in tbe Audit para- 
graph. In this case, the condition of ownership on the crucial da te  
stipulated in the original notification got hreached with the transfer 
of the undertaking to a second party. Howcver, on the ground that  
transfer of ownership should not act as a bar to the grant of t h e  
concession-a decision which represented a departure from the  
conditions originally set out-the Board gave a concession of over 
Rs. 4 lakhs to the assessec by issue of a special order with retrospec- 
tive effect under Rulc 8(2)  of the Central Excise Rules. Apart from 
the question that such treatment involved discrimination in favour 
of the party, the Committee would like to point out that Government 
had no legal atuhority to issue a special order granting concession 
with retrospective effect. In fact an opinion to this effect had been 
given to Government by the Attorney-General himself. The Com- 
mittee trust that the Government will henceforth strictly ensure 
{hat concc~sions are not illegally given through exemption notifica- 
tion which take effect retrospectively. 

1.135. As regards the fourth case, the Committee note that  ths 
opinion of the Ministry of Law is that the firm which was in exist- 
ence on 9th November, 1963 ceased to exist as such with the death 
of one of the partners of the firm. The Committee would like to 
be informed about the action Government propose to take in regad 
to slab concession amounting to Rs. 1:83 lakhs extended to the  firm 
which has become inadmissible in the light of the legal opinion. 

1.136. There is a general point arising out of all the foregoing cases. 
which the Committee would like to emphasise. The scheme for 
grant of slab concessions as originally forsnulated had a number of 
drawbacks which came to light in the course of actual implementn- 
tion. The Committee are prepared to recogniso that these draw-. 
backs unless remedied might have frustrated the intention underlp 
ing the scheme. But remedial action should not have bdsn 
taken in a way which benefited only parties who came up b f o n  
Government bv em~loging legal procedures. Any rhaxationa or 
concessions which Government intended to give ~ h o u l d  



pablldwd utd made applicable to oUms as well speci~~colly to avoid: . I .  dmmmmtory treatment. . . .. 
Unauthorised concession in reepact of Tea M e r  Oil 

Audit Paragraph 

1.137. (a) A variety of mineral oil known as "tea drier OW 
answering the tariff description of "diesel oil, not otherwise 
fied" (tariff item 9) was allowed by Government to be assesse' at 
the lower rate applicable to "furnace oil" (tariff item 10) during the 
period from December, 1963 to February, 1964 hy issue of a notifica- 
tion in December, 1963. The concession was reviewed by Government 
in  Dwember, 1964 and was continued by issue of notifications from 
time to time. As the mineral oil did not answer the tariff descrip- 
tion of furnace oil as laid down by Parliament, the concession 
allowed under the notifications was irrcy+lar. If this concession 
W:IS glvcn as a matter of public policy, it would have been appro- 
priate to issue a notification under Rule 8 of the Central Excise 
Rulrs under the relevant tariff item without relating it to another 
tariff item. The revenue foregone due to this concession for the 
period from 30 December, 1963 to 31st March, 1967 was Rs. 2.24 
C!'OTCS. 

1.138. (b) I t  was noticed that even during the period, not 
covered by the notifications mentioned in sub-para (a) above, the 
concrssion was allowed by the department on the basis of executive 
instructions issued by the Board in May, 1958 and November, 1962. 
The amount involved in this irregular concession allowed during 
such periods viz., March, 1965 to November, 1965 and March, 1966 to 
22nd July, 1966 in respect of two refineries was Rs. 2.80 crores. The 
revenue for-gone due to the irregular concession allowed in respect 
of one of these two refineries from June, 1962 to 29th December, 
1963 was Rs. 81.84 1akl-s. 

[Paragraph 41(ii) (a) & (b)-Audit Re;rort (Civil) on Revenue 
Receipts, 19691. 

1.189. The Committee understood that tea drier oil is manufiLc- 
turcd bv certain oil refineries in Assam. It is used as external f u d  
for dripr furnances by the Tea Industry. This oil reportedly becomes 
frozen during winter months, necessitating its blrnrl inq with lighter 
fractirms to make it usable. The blended oil is apparently akin ta 
diesel oil falling, under Tariff item 9, which reads: 'Diesel oil, not 



*otherwise specified, and not to furnace oil' which falls under TarW 
item 10. The Tea Industry at one stage represented to Goarerr~nW 
that they were not using this oil in internal combustional engin* 
as diesel oil is used. They were putting it to the same use a$ 
furnace oil. The Industry therefore represented that the Tea drier 
oil should be assessed as furnace oil. The matter was examined by 
Government and it was decided that the oil should be assessed u 
furnace oil. Executive instructions to this effect were issued by the 
Board in a letter dated 16th May, 1958 and another letter dated 22nd 
November, 1962. A regular exemption notification was issued for 
the first time on 30-12-1963. This notification granted exemption to 
the oil under Tariff Item 9' from so much of the duty of excise a# 
was in excess of the duty leviable under Tariff item 10 (Furnanct 
oil). Notifications were issued every year granting periodic conces- 
sions--on 30-12-1968. 5-12-1964, 27-11-1965 and 23-7-1966. However 
these notifications did not cover the non-winter months during which 
assessment of the drier oil as furnace oil was made on the basis of 
the executive instruction of 1958 and 1962. 

1.140. In a note submitted to the Committee, the Ministry of 
Finance have explained the considerations that led to the grant of 
the concession in the following terms:- 

"The concession was first given in May, 1958 to Digboi Re- 
finery of Assam Oil Company and thereafter i t  was 
extended in ~ovem%er, 1962 to Gauhati Refinery of Indian 
Refineries Limited. The following considerations weighed 
in favour of granting the concession to only the above two 
refineries at the beginning:- 

(i) The product known as "Tea Drier Oil" could not 
normally be used as Light Diesel Oil (Diesel Oil NOS) 
because of the high carbon content; 

jii) neither the Digboi Refinery nor the Gauhati Refinery 
were capable of paying duty at the higher rate appli- 
cable to Diesel Oil NOS and then marketing the product 
as furnace oil; and 

(iii) if the oil produced was not assessed and cleared at 8 
rate corresponding to "Furnace Oil" it would have bcer 
practically impossible for the above two refineries pr* 
cessine: Naharkatya crude of higb reddue k 
operate." 



1.141. DWhkg evidence, the Finance Secretary admitted that it 
was a 'Viti~W" to have extended the concessions inttiPlly bf- 
issuing ntWu%iVe orders (in 1958). Government "should h a m  
~ssued a nWdc(ition" at that stage. The Committee desffed to lrnow 
unde what tariff item-g or 10-Tea Drier Oil was clasd3able. Tile 
repn ~entative of the Board stated that, by specifications, Tea Drier 
oil fell under tarS item 9 in-asmuch as it was less viscous than 
turnace oil. But it was actually being used by Tea factories as 
external fuel and not as a fuel for running internal combustion 
cngims. If duty had been levied on Tea Drier Oil at the rate appro- 
priate f r fuel oil for internal combustion engines, tea factories 
would not have found it possible to use it. Thus, even though Tea 
Drier Oil fell under tariff item 9, in the notification of December, 1963, 
it was made exempt from so much of the duty as was in excess of the 
duty under tariff item 10-furnace oil. 

1.142. The Committee enquired why the Board's orders issued in 
May, 1958 and November, 1962 were not repealed when Exemption 
Kotification was issued in December, 1963. In a written reply, the 
Ministrv have stated: 

"'l'he Hoard's orders issued in May, 1958 and November, 1062 
were not repealed as the notification No. 216163-CE dated 
30-12-1963 prescribed further relaxed specification, during 
the winter months only and remained operative during 
the period from 30-12-1963 to 29-2-1964." 

1.143. The Committee enquired whether it was legally correct 
b r  the Department to have allowed the concessions even during the 
period not covered by the Exemption Notification merely on the 
basis of Board's orders issued prior to the issue of these notifications. 
In their written reply, the Ministry have stated: 

"As the exemption notifications issued from time to time since 
30-12-1963 and until ,the issue of a regular notification 
remained operative only during the winter months, the 
concession for the remaining months of the year was 
regulated in terms of the Board's orders. The orders 
being in the nature of exemption orders would be deemed 
to have been issued in exercise of the powers vested in the 
Board in aub-rule (2) of rule 8 of the Central Ex* 
Rules, 1044 and in this view of the matter the conces- 
a h  gjqar~ted war legally m t ?  



1.144. During evidence, the representativ~ of the Board stated, 
'q must confess that the whole thing has been done in this parti& 
case in an unorthodox way. . . . . .For three months it (Tea Drbe 

; Oil) was exempted by a notification whereas for the rest of the yeu 
it was covered by Executive Instructions. . . . . .It is not fully tn 

keeping with the legal requirements." 

1.145. The Committee drew attention to the following advice 
-,given hy the Ministry of Law on 28-10-1963: 

"We are here concerned with items 9 and 10 of the eald 
Schedule relating to "diesel oil not otherwise specitled" 
and "furnace oil" respectively. In both these items we 
find detailed specifications of the type of mineral all 
coming under each of them. It  follows that if any minerd 
oil is to be assessed at the rate applicable to furnarc nil it 
must conform to the specifications stated under that 
head in item 10. The proposal in this file is that in respect 
of furnace oil (so called) produced by the Indian R e  
fineries, the duties chargeable should be as in item 10 
although such oil does not satisfy the specification in item 
10 and will in fact correspond more approximately to the 
specifications in item 9. I t  is quite obvious that as the 
specifications have been incorporated in the Act itself, 
we cannot relax or modifv the requirements by means of 
executive orders or even Rules. 

The  well-known means of getting out of the requirements in 
the Schedule is to issue an order of exemption under rule 
8 by drafting the notification in sach a way that it read* 
as an exemption although in effect a different rate th- 
tlhat specified in fhe Act would be presecribed. In this 
particular case I am very doubtful whether even such a 
notification can be drafted so as to provide that so much 
of the duty on furnace oil ~roduced bv a pi rticular 
wfinery as is in excess of a particular period s h l l  be 
exempt; this is because the meaning of the expression 
'furnace oil' in the said notification will ho the meaning 
glven to it under item 10 of the Schedule. However, i t  Ir 
rot  clear whether the Department is thinking in t e r m  of 
issuing any such exemption notification. 

It appears that in respect of furnace oil produced by Assam 
C)Il Company; Orders were issued in 1W prescribing 8 

.- 



M e r e n t  rpecification for furnace oil. For the reanmu 
already given I have daubts about the validity of thfr 
exemption. However, as this point has not been referred 
to me, I do not wish to say anything more." 

1.146. The representativg of the Board stated that the no- 
hued by Government on 50-12-1963 was vetted by the W t r y  oi 
Law. The witness also stated thati while briefs for the use of the 
Members of the Board for the sittings of the Public Accounts Corn 
mittee were being prepared, it was decided in view of the contenta 
of the Audit paragraph that e clarification should be sought from the 
Ministry of Law whether there was any legal infirmity in the noti- 
fication which gave exemption by relating it to the duty chargeable 
under another tariff item. A second reference to the Ministry of 
Law was accordingly made. In their revised opinion, the Ministry 
of Law had held that there was no legal infirmity in notifying zu 
exemption relating it to the duty chargeable on another item of the 
tariff. They had also stated that "as the duty payable under thir 
tariff item 10 is always qualified there does not appear to be any 
difference between specifying a definite amount and indentifvinq it 
by reference to the duty leviable under Item 10 of the tariff." I. 
reply to a auesetion from the Committee, it has been stated in 8 
note that while seeking the second opinion, "Law Ministry's atten- 
tion was not invited to their original opinion." The ori~inal opinion 
was given "at the level of the Deputy Legal Adviser and the later 
opinion at the level of the Assistant Legal Adviser." 

1.147. The Committee were given to understand by Audit that 
they were not informed of the second reference made by the 
Board; nor of the revised opinion of the Ministry of Law. The 
normal practice, established in consultation with the Ministry of 
Law, was that in cases arising out of Audit objections where a 
revised opinion of the Ministry of Law was sought, Audit were 
given an opportunity to present their views, before the revised 
opinion was given. The representative of the Board stated that after 
a reference on any point arising out of an Audit objection was made 
to the Ministry of Law, it was for that Ministry to coordinate and 
to convene, if necessary, a meeting of the representatives of +kt 
relevant Ministry and Audit. In this case, thev eot the fib &&? 
from the Ministry of Law with their opinion. Asked why the Board 
had not endorsed a copy of their reference to Audit, the witnes 
stated, "I must admit that we have failed in not informine the 
Comptroller and Auditor General." The Finance Secretary add* 

3 



"I would accept the Auditor General's advice on this point.. . . . . Wa- 
will certainly follow this procedure (in future)." 

1.148. While the Committee recognise that grant of concessional 
rates of duty to tea drier oil might have been justified, t h e  feel 
that the procedures adopted by Government for the  grant of the. 
concession were thoroughly faulty. The notification issued for tlrlr 
purpose granted exemption to drier oil, which fell under T d  
item No. 9, from so much of the duty as  was in excess of the  duty 
leviable under Tariff item 10 which covered oil of another dencrip- 
tion (furnace oil). This clearly tantamounted to circumventing the 
tariff classification laid down by Parliament. The Ministry of Law 
had also at  one stage expressed doubt about the validity of an 
exemption on these lines which led to duty concessions amounting 
to Rs. 2.24 crores. 

1.149. The Committce also o b s e r ~ e  that duty concessions amcuntbg 
to over Rs. 3.5 crorcs in respect of this oil were allowed by the 
Department an the basis of Executive Instructions issued in Mag, 
1955 and November, 1962. This was i r r~gular .  Pursuant to an 
earl:er recommendation of the Committee, the Attorney General has  
advised Government that they arp not empowered to give exemp- 
tions by Executive Instructions. The Committee trust that Govern- 
ment will in future take care to ensure that exemptions are  given 
enly by the due process of law. 

1.150. There is another point the Committce would like to mention. 
The Board had in this case made a reference to the Ministry of 
Law for a second opinion without any mention of the earlier op in im 
given by that Ministry. This the Committee consider wrong 
principle. Besides the second opinion, which ran counter to the first 
opinion, was from an Assistant Legal Adviser, while the  first o p h h  
was given by a Deputy Legal Adviser. The Committee would like to 
impress on Government the need to ensure that where a second kpf 
opinion is sought, it should specifically be sought from a n  ofacid of 
c6?!1ls,higher than the official who gave the first opinioa In mpect 
of matteis included in the ~ u d i t  Report, which are likely to COZU* 
up before the Committee; it should also be e n s n d  that Audit We 
given an opportunity to present their points of view before an t&i~n 
is s o ~ h t  from the Ministry of Law, and are also associated with am 
hter-Ministeria1 deliberation that might take place in +& wISbeett~. 



5,152. There specific types of waste of ray= yarn, viz. "godet 
week", "undee size cake wasteD' and "-.mi coning w d  

was noticed that thfs concession was allowed to other typcll bd yQib 
wastes as well instead of being limited to 6d$ &h?e types md- 
tioned above. It wm stated by the department that the wntessioa 
had been allowed on the basis of executive inotructions issued by 
the Central Board of Excim and Customs on 1st October, 1964. 

In the absence of a notification of Government specifically allow- 
ing concessional ratea of duty for other types of wastes, such an 
assessment on the basis of executive instnactiqs was not in order. 
The revenue foregone on this account during the period from 1959 
to 1966 wes Rs. 2,73,467, of which Rs. 237 lebhs (approx.) d a t e d  to 
the period prior to 1st October, 1964 when the executive instruction 
was hued. 
Paragraph 39 of Audit Repart (Civil) on Revenue Receipts, lsg01. 

1.1%. The Committee understand from Audit that executive 
instructions issued by Government on 1-10-1964 were given a legal 
backing in November, 1967 when Govenunent issued another No* 
Acation amending the originnl notification of 1-5-1959. 

1.154. The Committee enquired whether tbe action of the Bolrd 
in extending the scope of the c o n d o n  to other types of rayon 
wastes by hue of executive hstmctions was legally correct. In r 
written reply, the Minfstry have stathd: 



ments of waste and ensure that the goods rougbt 
to be cleared were "waste" in fact. lSuch W U ~  d 
ing to departmental instructionr was also described 0 he, 
such as will ordinarily be a tangled m w  of short 
and not capable of being disentangled without 
ble labour. 

N u e  of executive instructions allowing the benefit of the 
concessional rates of duty prescribed for the said three 
types of wastes to be applicable to such wastes dm ae 
were of similar nature (although known in the trade by 
meren t  names) and conformed to the description of 
waste under the departmental instructions did not, in a 
way, constitute grant of a fresh concession." 

1.155. The Committee enquired under what authority tha wastes 
referred to in the audit paragraph were assessed to the conceadonol 
nte prior to the issue of the Executive Instructions of 1-10-1964, 
In their note, the Ministry have stated:- 

"The types of waSfes specitled in the notification opMtiw 
prior to 11th November, 1967, and other wastea of r f m h  
nature known by different names in the trade arise at the 
Merent  stages of the process of manufacture of rayon 
yarn. 'Godet waste' pertains to the spinning department; 
after treatment and 'spinning', wastes occur during the 
washing and other operations in the 'after treatmefit 
department'; and 'coning' and 'reeling' wastes are collec- 
ted in the 'textile department'. Since the relevant noti- 
fication provided for concessional assessment of the was- 
preceding and following the "after treatment depart- 
ment", and since, "spinning waste" and "after treatmat 
waste" satisfied the criteria of waste as laid down in the 
departmental instructions and the same on chemical test 
were declared as "Rayon yarn waste" by the Chemical 
Examiner, the local Central Excise Officers considered that 
the beneflt of the concessional rates was intended to be 
applied to these wastes also and allowed concessional 
assessment prior to 1-10-196%" 

1.156. The Committee enquired why, if it was the intention of 
Government to extend the concession to all types of wastes, Ctovl)aq. 
ment did not amend the Notification during the period O d o k ,  i964 
to November, 1967. In their note the Ministry have stated:- 

"The executive instruction dated> 1-10-19M whereunder ths kt-'' 
ne0t of the concessional rater of duty p r k r f b d  for tk 
three speciflc typ& of wastes was allowed to be p ~ t d  h 



reepect of other wastes of similar nature, were intended 
b be reviewed and the Collectore' oi Central Excise were 
rSqtiired to ciend their reports for that purpose. It  was 
dul.ing the course of the review tn the light of the Col- 
lectors' reports that the need for providing statutory back- 
ing to the said instructions happendd 'to be felt in the con- 
test of levy of countervailing duty on the above types of 
wastee imported into the country, and the notification re- 
gularising the executive instructions was hued on 
11-11-1987." 

1.157. As to the loss of revenue in other Collectorates, the b f h b  
try have stated:- 

"The rwenue figure has been roughly estimated by the 
Collectors of Central Ex& to be RR TI lakhs. (It L 
poadble that in arriving at this figut.e, mme CoIlectom 
may have taken into account the tasB rate of duty." 

1.158. The Cornmittem obrwrve that the exemption notf&rttbn of 
1st March, 1959 gave partial exemption fram duty to d y  t h e  
spedfial types of rayon waste. The Central E s c h  D e p m t ,  
however, extended the concersion to other types of rayon wastes 
initially because it was felt that it was applicable to these wedm 
also and after 1st October, I961 on the basis.& Executive Instmc- 
tims issued by the Board. The result was that tb noa-exempt types 
of waste were assessed at concessioarl rates for a period of wer 
eight years without any legal authority tbusfbr. The smoamt of 
r ~ ~ u e ~ ~ O o o M i n r s P t d m b P ( t L I . p . r k a r r r r ~ y . r t s P c ~  
lakhs. 

1.159. The Committee ere of the view that extendon of the scope 
of any concession given under a n o t ~ t i o n  cells for issue of - 0 t h  
notification. The purpose cannot be achieved by h e  of executive 
instructions as was done in this case. The d h t l o n  should Jso 
be issued promptly as concessions can have only prospeethe effect 
and a benefit sxteoded cannot be retrospectively enforced even by 
a notification. The Committee would like Owernmeat to snrms 
strict complfrnce witb these provisions. 

Loss of Rwentls &set to wlthdmwal d &I- Ihm18adr in 
nqut d tskcco 

Audit Paragraph 

1.160. Rub QA of tbe abatral Ex* Rule8 prim to fb g~!arr[d 
ment in 1W pmvided in* dia W,the mtO af Qty 
a ~ ~ l i c a l s l e ~ o g p i o d r w r r t b r n t s i n t o g w r p ~ & ~ ~ ~ s ~ r a s ~ t ~  
~ ty .UnJ lr ,Ru leWiWdl ianvcra i tobrcro*P**  



7 8 
products on payment of duty, he should apply to the F O P '  om-r 
who will issue a demand notice for the duty due on them, which 
is t o  be paid into the treasury within ten days. It  was noticed that 
in a number of cases the duty was not paid by the curers within 
the stipulated period and due to enhancement in the rates of dutieb 
in'the interval supplementary demands were issued to them for the 
differential duty from 1957 to 1965 without ascertaining whether the 
goods were physically available with the curers. In September, 
1965 Government clarified that the supplementary demands were 
valid only in respect of tobacco that was lying with the curers at 
the time of issue of the demands and since there was then no means 
of ascertaining whether the to%acco was available with the curers 
on the dates of issue of the supplementary-demands, all the s u p  
plementary demands issued as a result of enhancement in the rate 
of duty should be withdrawn. The total amount of the supplemen- 
tary demands thus withdrawn was Rs. 18,22,070. The Ministry have 
replied that while the major part of tobacco grown in concentrated 
growing areas finds its way into the warehouses, tobacco grown in 
sparse growing areas is generally assessed to duty on verification 
of crop wherever available and by summary assessment where it 
has already been disposed of by the curer. 
[Paragraph 23(i) of Audit Report (Civil) on Revenue Receipts, 

19691. 
1.161. The Committee were given to understand that according 

to Rule 19 of the Central Excise Rules unmanufactured tobacco be- 
comes dutiable as soon as it is cured in the curer's premises. The 
curer can transfer the tobacco ncn-duty paid to a warehouse, or 
market his produce himself after payment of duty. In the latter 
case, the curer is required under Rule 25 of the Central Excise 
Rules 1944, to apply to the Central Excise Of3cer who, after necea- 
sary checks, delivers the demand for duty (in form DDl) to be paid 
within ten days from the date of issue of the notice. The duty 
originally assessed, under DDI, has to be revised in case rates of 
duty in force undergo a change before the curer pays his duty, in 
view of the provisions of Rule 9A ibCd which reads as f o l m :  

"The rate of duty and the tarif£ valuation (if any) applicable 
to goods cleared on payment of duty shall be the rate and 
valuation (if any) in force on the date on which duty O 
paid, or if the goods are cleared from a factory or war+ 
house, on the date of the actual removal of such g0ods 
from such factory or warehouse." 

1.162 The Committee were also given to uhderstand thrfv 
Rule 9A of the Central Excise Rules was amendedCby Goveirrarnm 
by notification on 4th December, 1965 to provi.de that the raw 



79 
duty applicable to unmanufactured products cleared for home con- 
sumption from the premises of the curer shall be the rate in force 
on the date on which duty is ,assessed. 4 .  

e .  

' 1.163." ~ ~ i ~ i e i p g , , t h e  circum.tmces in which the Supplementary 
Demands referred to in the Audit paragraph were raised: the rep- 
resentative of the Central Board of Ekdse and Cuatorns stated that 
these demands related to growers "mostly in sparse growing areas" 
over which the Department had progressively relaxed control. 
Under the law, the rate of duty applicable to unmanufactured 
tobacco was the rate in force on the date of payment of duty. 
When the Department found that duty had not been paid by the 
assessees and there was an intervening revis~on in the rate of duty, 
they issued a supplemental demand. The process went on for a 
number of years. It was added: 

"41,956, supplementary demands amounting to Rs. 12,99,453.04 
pertaining to the sparse growing areas were withdrawn by 
the Department pursuant to Government's clarification 
in September, 1965. (This information cioes not include 
the figures in respect of 2 Divisions of a Collectorate and 
another Collectorate.) ". 

1.164. The Committee enquired whether the Supplementary 
Demands mentioned in the Audit paragraph were withdrawn after 
the due verification of the stock position in each case. The rep- 
resentative of the Board stated that in the sparse growing areas, 
stocks had not been verified. The Committee asked how it was 
then presumed that the tobacco was not available with the curers 
at the time of the issue of Supplementary Demands were raised 
after one year and tobacco being a perishable commodity, its stocks 
did not last long. 

1.165. To a question from the Committee whether duty was re- 
covered before removal, the witness replied "Not in all these cases". 
The Committee then drew the attention of the witness to Rule 25 
of the Central Excise Rules in terms of which the curer was re- 
quired to pay the sum on the tobacco to be cleared within 10 days 
qf the date of the demand notice. They enquired what action mas 
taken by the Department against those curers who did not pay up 
the sum within the prescribed he- l imi t  of 10 days. The witness 
stated that the time-limit for payment laid down in the Rule was 
10 days with a grace period of 10 days. In actual practice, the 
Department waited till the next year's crop was ready in thr case 
of petty cultivators. I t  was added: 

"Most of the defaulters are very petty, poor and casual 
cu l t i~ to re .  They consume or re11 off thdr produce with- 
out prgmant of duty. They do not have any excisable 

which mrg be atkched. It ia juJt not p s d b l e  to 
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initiate yogecutions against these petty cultivabp, who 
run into thousands. E;fforts are, therefore, made $0 ~ e -  
cover the due6 through persuation, through realisation 
esquads employed, specially for the purpoare, and, fu the 
end, through certificate action for realisation of dues oe 
arrears of land revenue through the District Revenue 
authorities." 

1.166. The Committee desired to know the checks exercised by 
the Department to prevent removal of tobacco without cover of 
transport documents issued by the Central Excise Department. The 
witness stated that the question of removal of tobacco under cover 
of transport documents would arise only if the curers were to trans- 
port their produce. In sparse growing areas where the tobacco wrrs 
meant for consumption, the question of transport did not arise. 
Asked whether the duty was recovered before consumption in these 
areas. The witness stated: "Not in all cases". Further asked 
whether there were no authorised removals of tobacco from the 
curers premises in these areas, the witness stated that small 
quantities were taken to mandis and disposed of there sur- 
reptitiously. 

1.167. In reply to a question, the representative of the Board 
stated that out of a total revenue of Rs. 75.42 crores from unmanu- 
factured tobacco, Rs. 71 crores was collected through warehouses. 
Most of the produce in concentrated growing areas was taken to 
warehouses and deposited there. In these areas, the Department 
had full control and the stocks were duly verified. The curers were 
required to dispose of tobacco by the 30th June. 

1.168. The Committee observe that on a reference by the Minis- 
try of Finance, the Ministry of Law have given the following opinion 
on the scope of Rule 9-A :.i.;-a- is the outstanding Supplementary 
Demands: 

"Rule 9A of the Central Excise Rules would appear to deal 
with the rate of duty and tariff valuation in respect of, 
inter a h ,  goods, cleared on payment of duty. The rate 
of duty chargeable would be the rate prevailing on the 
date of payment of duty. The existence of goods would 
appear to be a necessaq condition to the clearance then- 
of, for, if the goods do not exist, there could be no question 
of their clearance. 

. . . . . .  It is doubtful whether in a case where goods are con- 
sumed or disposed of without payment of excise duty 
payable in respect of these goods, resort could be had to 
Rule 9A much less so as to recover the e x ~ i e e  duty a t  the 
rate prevailing on the date of payment of r e ~ w e r y . ~  



t l ~ . ' ~ h e ~ ~ V m m i t h  rlro undentand from AYdlt thrt pdodScJ 
vQiflortian of rrtoch lying with the curera wsr a part of the con- 
sjntdlP and the Range O&m ww auppa#b tb erudrc pbpicj 
&edP periodically. Oovernment have hawever stated fn a note 

"VerUlcatian of stock in curer% pmnbea b QerrerPlly doae twios; 
once, at the time of obtaining annual return, and, Pgaia 
at the time d final accou21tIng d the crop. h u e l  re= 
turn is geaerally taken immediately after harvest and fn 
any case within a month of the harvest. The date for 
final accounting is b e d  by the Coll&m giving sufficient 
time to the curers to dispose of their produce in accord- 
ance with the provis io~~~ of Rule 24 of the Central Exdra 
Rules, 1944. Demands in form DD.1 are issued, on oral 
request, generally at the time of furnishing annual return 
or at the time of final accounting. The curers are then 
required to pay the duty within 10 days. However, some 
curers do not pay the amount demanded and either can- 
sume or dispose of the tobacco. Administratively, it L 
impossible for Central Excise Ofacers to visit each curer 
again after 10 days, to ensure that all tobacco assessed for 
every petty holdings, scattered over large and interior 
areas of the country is physically checked after 10 days 
to attach it for non-payment of duty. The cost of collec- 
tion m such cases would not be commensurate with the 
revenue to be collected." 

1.170. The Committee caasider it regrettable that over a perid of 
8 years from 1957 to lW, the Department should have continum 
to raise supplemental demands on curers of tobacco, without m- 
taining whether the goods which constituted the prime m i t y  
the duty were actually in the possession of curers or not. Tbc 
demands which aggregated b. 18.22 labhs were ultimately dtb-  
drawn as a result of a legal opinion that in the absence of m y  p r d  
that the goods were in the paslession of assessment at the time of 
prslurlng tbe claimm, the clrimm wodd not b sustainable. 

1.171. It has baeu stated by Government tbat most of these claims 
related to petty powem in spu# growing areas, where it would 
not have been feasible for the Exdm Depuhncnt to have exsrctaed 
cheeks except at huge cost to the txcbspuer. If so, the Committee 
fail b understarid why the demands were misad at all. It b a h  
b o n d  the Committee's comprehension as to why the dnmrnds were 
r a i d  In a number ot c w  a year plbr the original demands \vem 
dd whee it M d  have been apparent to the -eat that 
the stocb ofathe conuwdity which wan psrirbbh would not have 
heen available witb the cotsra 



1.172. The Committee get the impression that hrudly m y  ckecbs 
were exercised by the officers concerned. The suppl-trl 
degands arose, because under the law as i t  stood, the liaMBty'9 
t&"&ers for duty was l o  be fixsd with reference to thc dfb bh 
which duty was actually paid. Every successive increase ill 'duty 
therefore raised the curers' liability fm SO long as the duty originally 
demanded remained uupaid. The fact that the goods did not ax&t 
when supplemental demands were raised would hdiute tbat tbe 
curers removed the tobacco, without paying even the duty that ww 
originally demanded. Removal of goods without payment of duty 
is a punishable offence under the Central Excise and Salt Act. It 
is not clear how the Department allowed this to take place in such 
a large number of cases without having mcourse to a court of law. 

1.173. Physical verification of stocks with curers is a psrt  of the 
Department's control system. The fact that in a number of cases 
goods were removed without payments of duty would indicate that 
there was laxity in supervision and control in this respect. 

1.174. The Committee would like Government to investigate 
thoroughly the circumstances that led to the withdrawal of these 
demands and to fix responsibility for the laxity in supervision which 
made it possible for the curers to remove the tobacco without 
payment of duty. 

Loss of Revenue due to inadequacies of bonds 
Audit Paragraph: 

1.175. Under para 137 (b) of the Tobacco Excise Manual licensees 
of warehouses having a floor area upto 5,000 sq. ft. are rcquired to 
execute a bond for Rs. 2,000 or for such smaller sum as the Circle 
Officer considers will cover the duty on the tobacco normally to be 
stored in the warehouse. 

In the course of audit of tobacco ranges in one collectorate it 
was noticed that excise duty of Rs. 3,03,003 had remained unrealb 
ed in respect of 11 licensees against whom certificate action had 
been instituted. In all these cases the bond amounts were bade- 
quate to cover the duty liability involved. A substantial portion of 
duty forgone could have been recovered had fresh bond or addi- 
tional security ae provided in Rule 140 of the Central Excise R u k  
been demanded. 

rParagraph 23 (ii) of Audit Report (Civil) on Revenue Receipts. 
19691. 

1.176. At the instance of the Committee, the Ministry have iut- 
nished the following statement regarding the values prescribed 



security bonds in respect of warehomes staring unmanufactured ts- 
baqh bthbc than flue cured: ,. . 4.:  . 

, .  . 

(a) Not armding 5,000 oq. ft. . Re. ttooo or such smller e m  an the 
Circle m c e r  conaiden will cover the 
duty on the tobacco nonnally to be 
stocked. 

(b) E ~ ~ c e c i h g  kooo sq. fi. and not excecdlng RI. 5- 
xo&oo sq. ft. 

(c) Brcecding xo,boo sq. ft. the pmount Rs. 3&00 
axed for (b) plus, for every Pddrt~onal 
ro,,ooa sq. ft. cur part thereof. 

For warehouses storing fluecured tobacco, these amounts are 
doubled. 

1.177. During evidence, the Committee were informed by the re- 
presentatives of the Central Board of Excise and Customs that the 
values of security bonds in respect of unmanufactured tobacco were 
fixed in 1943 when the Excise duty on tobacco was first levied. The 
rate of excise duty then was one anna per pound. (The rate of exdm 
duty had since gone upto Rs 2 per kg.). As to the basis for the 
f~a t ion  of values of security bonds, it was stated that their rate was 
related to the floor area taken by a licensee in the warehouse and 
not to the amount of duty due from him. The idea underlying the 
security bonds was to have some "moral check" on the licensee. It  
was not to be treated as the sole means of realising dues from the 
defaulting licensees. For realising outstandings f rorn the licensees, 
resort was had to the recovery provisions of the Central Excise Law. 
In the last resort certificate action was instituted. It was also 
stated that the number of licensees who had to be proceeded against 
in terms of the security bonds was very small. Out of a total of 
about 14,000 licensees only 15 licensees (including one surety) were 
Proceeded against in 1988. 

1.178. Pointing qut that the rate of excise duty on unmanu- 
fatcured tobacco had increased by about 16 times since it was Brst 
h i e d  in 1943, the Committee enquired whether the question of re- 
vision of values of security bonds was considered by the Depart- 
ment. The representative of the Board stated, ". . . .There are two 
aspects. One is that these bond amounts were flxed in 1943 and it 
is time to revise. That we are considering-the revision of the 
h d  amwnt. The second point is whether they should be W e d  



with the amount of duQ+ involved. 
have not been linked up with the 
various reasons and even now when 
will certainly push it up but it will 
m o d  binding." 

Right from tbe beginnial tbbp 
amount of duty involved ''b 
we revise thb bond amount we 
still continue to hove a kind of 

1.179. It was further stated that one of the considerations for not 
revising the values of security bonds was that most of the k e n -  
sees-10,000 out of a total of about 14000 odd-were petty dealers. 
Quite a number of them found it diIFicult to deposit even the sum 
of Rs. 2,000. The witness in this connection also referred to the 
following observations of the Central Excise Reorganisation Com- 
mittee contained in paragraph 20 of their Report: 

"As the framework of the rules and procedures ~AWS the 
g& themselves the principal st?C~rity for the duty 
which has to be paid before they go into home consump- 
tion and goods are not allowed to be delivered except for 
re-warehousing of export until a l l  charges recoverable 
have been paid, excise bonds are at best a £Qrmality both 
in their form and effect specially as in most cases they are 
executed for amounts much smaller than those which 
must be involved in any large scale frauds or defaults. 
Statistics show that of some eighty thousand bonds in exis- 
tence, 68 alone were pressed into suit over a two year 
period and led to a recovery of about Rs. 37,000. Their ex- 
ecution, custody and drawal and disbursement of interest 
on securities deposited and annual verification r,f the 
solvency of sureties for all personal surety bonds involvee, 
however, a volume of work which is not inconsidtrable 
but which does not in our view yield commensurate re 
venue gains". 

1.180. In reply to a question, the witness stated, "I personally feel 
that for the bigger manufacturers the amount (of security bonds) 
should be stepped up". 

1.181. The Committee enquired whether the Collectors of C a t d  
Excise ensure that fresh bonds under the proviao to Rule 140 of ihc 
Central Excise Rules were demanded in .U caaes &re Ule .xflW 



"Fm& b& under the proviso to Rub 144 of the Centrrl 
Excise Rules, 1944 are demanded in all aaea where the 
existing bonds are found to be inadequate. Every year 
at the tlme of renewal of warehouse licences, the ade- 
quacy and solvency of the sureties and obligors of the 
bonds are verified by the ofBcefg concerned. 

"Number of cases in which fresh bonds were demanded by the, 
Collectors of Central Excise under the proviso of Rule 
140 during the year 1967-68 and 1968-69 are as under: 

(Information fbr one Division is yet to be received)". 

1.182. In reply to a question, whether the amount of surety bond 
was invariably deposited by the licensees. the representative of the 
Board stated, "In certain cases they do. In other case somebody 
else stands surety". 

1.185. In a subsequent note, the M h s t r y  have stated that 164 
Licensees in 1967-68 and 25 licensees in 1968-69 had not deposited the 
security bonds. 

1.184. The Committee then desired to know the checks against 
evasion of duty on goods shored in warehouses. The representatives 
of the Board stated that goods could not be removed from a ware- 
house except on a transport pennit for which the licensee had to 
apply in a prescribed form-Form A m .  Besides, there w a ~  a 
double lock in public warehouses. As a result the number of cases 
of wasion of duty in respect of goods stored in warehouses was 
very mall. 

1.185. In reply to r further question the witness stated that the 
demands for Re. 8.05,005 referred to in the Audit paragraph had not 
yet been written off, In m e  cases certificate action had bsgn 
ins#tuted and the outstanding8 realised. In other cam, the partiea 
had gone to nr,urta 



1.186. The Committee understand from Audit that the details of 
ihe 11 cases mentioned in the Audit paragraph wpu is fd l l&~:~  

S. Name of rhc Party No. of Amount of * o u t  
No. cwt i fhte  arrears as on rullsed by 

cases 71-3-68 the certificate 

yet crdited 
under 11-Union 
Excise Dutien 

M; s 
I Party No. r . , .  3 5,055.4 Nil 

z Party NO. 2 . , . .  2 5,233.67 Nil 

3 Partj, 3 . . . .  I 29,082.69 Nil 

4 Party No. 4 , . . .  1 10,513.13 Nil 

5 Party No. 5 . . . .  2 21,421 960 Nil 

6 Party No. 6 . . . . . I 7,302.19 i;S. 1,703.75 

8 Party No. 8 . . . . . 1 

9 Party No. 9 . . . . . A 109963.71 Rs. 9.963'71 

10 Party No. 10 . . . . . I 1,14r993.90 Nil 
L 
11 Party No. r x  . . I 1423.63 Hs. 250 

- - .--- 
1.187. The Committee note that the value of security bonds to be 

furnished by licensees of tobacco warehouses was fixed in 1943 when 
the rate of excise duty on tobacco was one anna per pound. The 
rate of duty on tobacco now is more than 16 times the original rate 
but the bond values remain unchanged. Rule 140 of the Central 
Excise Rules empowers the Collectors of Central Excise to demand 
fresh bonds where the existing bonds do not provide adequate cover 
but these powers do not appear to have been sdicient ly used. 
While the Committee appreciate that bonds are not to he treated afi 
the sole meanq of insurance against default by licensees, they do 
feel that their value should be so fixed that they have oome 
deterrent effect. It was argued before the Committee tbat tbs 
central Excise law provides a number of remedies against d a m  
but the details of recoveries in the 11 cases mentioned in the AUdtt 
) . r ~ n p h  given h the preceding section of the rep09 d d  &OW 



Loss of Bcvenue due 'to &lasstileation of m i d  dl 

Avdit Paragraph 

1.188. Minrrals oil having a flame height of eighteen millimetrea 
or Inore and used as illurninant is leviable to duty under tariff 
item 7 and mineral oil having flashing point above 76" F and fiame 
height of ten millimetres or more but less than eighteen mU- 
metres is leviable to duty under tariff item 8. The oils falling under 
tariff item 8 are not generally used as illuminants. 

Under notification issued on 20th April, 1961, as amended from 
time to time, Government laid down concessional rate of basic 
excise duty in respect of mineral oil produced in the areas of 
Assam and Bihar provided mich oil conformed to certain specifi- 
cations, one of which was that the flame height of the oil n u t  
not be less than 13 millimetres. The notification did not expressly 
mention the item under which such mineral oil was classifiable, 
but  on the basis of flame height and flashing point it was classifi- 
able under tari% item 8. It was, however, noticed that such oils 
Which had a flame height of 13 to 14 millimetres and flashing point 
above 7e0 F were clrosffled under tariff item 7. The rnisc1assiAc1~- 
tfon resulted in loss of revenue of Rs. 67,80,918 in respect of mine- 
ral oils produced in two refineries during the period from Pk~~em- 
bw. 1962 to June, 1966. 



1.188. The Committee desired to know the conafdemitiorzs ere, 
whkh concession in duty was granted to the mind oil in *, 
tion. In a written reply, the Ministry of Finance have stated: . 

"While kerosene produced by M/e. Burma-Shell, b aad 
Caltex refineries, who use mainly imported crude oil, 
s a w e d  the specification prescribed in Notiflcatian No. 
63161-CE dated 183-1961 as amended by NdfkaMm 
No. 101/61-CE dated 2041961 and was thus entitled ts' 
partial exemption born duty embodied therein, MeTfdP 
kerosene produced by Digboi Refinerg could not come, 
up to those specifications on account of the waxy nature 
of indigenous Assam Crude Oil processed by the reflnery 
and was not hence eligible for the concession. To enable 
reheries located in the State of Assam and prcMessiag 
indigenous Crude Oil into inferior kerosene, being entitl- 
ed to the concession the relaxed specifications for this 
oil were prescribed vide Notification No. 102 161-CE dated 
20-4-1961." 

1.190. During evidence, the Finance Secretary stated that the 
mineral oil in question "was much nearer and used primarily ui 
inferior kerosene." 

1.191. The Committee enquired under what tariff item, the 
mineral oil in question was classifiable and under what tariff item 
the exemption notification was issued. The representative of the 
Board stated that the particular mineral was classifiable under 
Tariff item 8-(refined diesel oil), but it was exempt from so much 
of the duty as was in excess of the duly leviable under Tariff itam 
7. The notification, however, did not refer to any tariff item-? 
and 8. The Committee referred to the following opinion given by 
the Ministry of Law on 23-10-1968: 

"A notification of exemption issued in exercise of relevrnt 
power has necessarily to be related to specfAc - 
items. In the nature of things, there cannot be- an 
exemption notification which cannot fit in with any tariR 
item." 

1192. The Committee enquired whether the Board had 
td the advice of the Ministry at Law that exemption d y l d  be 
related'to a ~peciec tariff item. The representative of t* %.)XI 
replied in the amrmatjve. 1 .. 

$ 



1.1% The Committee understood from Audit that specid & . 
regulatary dutiae were Leviable in re8peet of oil falling 
tariff Item 8, in Oddition to addi- and basic duties leviable 
under item 7 and 8. In the exemption notifbation of 1961, there 
war no mention that the mineral oil in q u d  wae exempted 
fram rrpecial and regulatory duties leviable under tariff item 8. 
The Commitwe enquired why, if it was the intention of Govern- 
m'ent to exempt the oil in question from special and regulatory 
duties a reference was not made to them in the exemption notifi- 
cation. ' The representative of the Board stated that it was a 
'Technical Omiesion'." 

1.194. The Committee then enquired whether a concession al- 
lowed with reference to a particular region was legally correct. 
The Finance Secretary stated that in an opinion expressed in 1988, 
the Wnistry of Law had inter alia stated: 

"An exemption can be issued with reference to a particular 
locality provided the differentiation in the matter of 
localities is based on rational considerations relevmt to 
the object in view." 

1.195. The Committee enquired whether the notification under 
reference indicated the considerations on which it was based. The 
Fmance Secretary stabd, "I cannot say that. Nonnally n-otiilca- 
tions are set out in few words. Whether a notification should set 
out the rationale. . . . . . . . . . . .ia certainly a point to be consider- 
ed.', 

1.186. The Committee enquired whetber Government had as- 
certained that the oil in question was not being used in diesel 
engines. The representative of the Board stated that same fnvesti- 
gationr had been made by the Collector. According to hia Report, 
there waa no misue of Inferior Kerosene oil as High Speed Died  
O i l  The Committee drew attention of the representatives of the 
Mlnbtry and the Board to two 1 t M  from the field ofiices to the 
Board which Wet aha read as  follow^: 



preceding financjai year were to pay duty at the lowest rate ?:k, 
Rs. 3.75 per grosss boxes of 50 matches. Eighteen match factories 
in a collectorate which commc~~ccd production after 1st April, 
1964 were categorised under the lowest category in terms of the 
notification, treating the output of the previous year as "not 
exceeding 75 million matches". Since the notification would apply 
only in the case of factories which had some output during the 
preceding financial year and not to new factories, i t  was pointed out 
that these factories would not be eligible for the concession in 
mde- the notification. The short assessment due to the incar- 
rect arrlication of concessional rates works out to Rs. 6.33.287 dt,r- 
ing the period 1964--67 in respect of four collectorates out of which 
a sum of Rs. 15,4& has been recovered in one Collectorate. 

[Paragraph 39 of Audit Report (Civil) on Revenue Receipts, 
I ssq. 

1.204. The Committee understand that the notification issued in 
April, 1964 prescribed concessional rates of dutv on the following 
scale: 

Specification of Matches 
(2) 

A Matchcacleared for home consumption from a f r c t o ~ t h c  output 
of whichin the precedingfinancialpear exceeded 4,.000 million 
matches , . . . , . . , , 4.60 

R MatJltscleared for home consumption from afactory the output 
of which in the preceding financial year exceeded $a millir n 
matches but did not exceed 4,000 mllion matches 4'40 

C Matchesclearedfor home consumption from afnctory the output 
of which in the preceding financial year exceeded 75 million 
matches but did not exceed 500 million matches , , . 4.10 

D M,i'ch-~':'cared for horn: c>.isum?:ion from afac*orv the output 
of which th: in thc preceding fi-ancial !,car did r o r  cxccrd 7 5  
m:llion matches. 

. - .- - - -. - . -- . - -  - - . - - -  - -  - -- 3'75 
1.205. The Committee desired to know whether at the time of 

issuing. The Notification in April, 1964, i t  was the intention of Gov- 
.merit to allow the concessional rates even during the first year 

%~ction. In a written reply, the Ministry have stated: 
Tne intention of the Government war; not to debar the 

.;es which had no output during the base yew 
scope of exemption notification in question". 



1.206. The Committee desired to know the number of factories 
Mrhich were denied the concession during the first year of praduc- 
tion during the period 1964-65 to 1966-67. In their written reply, 
the Ministry have stated: 

"Information collected from fourteen Collectorates is indi- 
cated below: - 

No. of factories denied concession 

Two other Collectorates have reported that 31 factories 
were denied the concession during the period, but the 
year-wise break-up is not available'. 

1.207. In reply to another question, the Ministry have stated: 

"The whole pattern of duty on matches was revised in 1967 
when the 1964 notification was superseded by Notification 
No. 115'67-CE dated 8-6-67 which in turn was also super- 
seded by Notification No. 162167-CE. dated these 21st 
Julv, 1967 which does not make any stipulation regi~rd- 
ing the production in any base year for the purpose of 
entitlement to the concessional rates of duty". 

1 208. The Coinmittee consider it unfortunate that the notification 
in this case was so ambiguously drafted as to offer scope for differen- 
tial treatment. The notification prescribed concessional ratas of duty 
on n slab basis with reference to the output of the factories in the 
preceding financial year. However it contained no speeiAc prwi- 
sion in regard to newly establiched factories which naturally could 
had no production in the 'preceding financial year'. The result was 
tha t  while 18 new factories (mentioned in the Audit paragraph) were 
deemed eligible for thc concessional rates of duty in one Cdlec- 
torate, 115 other new factories were denied this concession in 16 
other Collectorates. 

1.209. The Committee trust that Govenunent will ensure in the 
interests d uniform treatment of assess- that notMcations precisely 
translate Government's intention. 

a 



Incorrect levy of duty in respect of Glycerine 

Audit Paragraph: 

1.210. Glycerine became assessable to Central Excise duty under 
tariff item 14C from 1st March, 1961. In August, 1961, the  then 
Central Board of Revenue issued instructions that glycerine at the  
crude stage should be considered as "manufactured" and that duty 
should be levied at that stage. However, on the ground that most 
of the crude was cleared after refining, it was also ordered that duty 
should be collected at  the refining stage. As a result of these orders 
there was short levy of duty to the extent of Rs. 2,12,946 for the 
period upto 31st August, 1965 in respect of two factories in one col- 
lectorate. 

[Paragraph 25(a) of Audit Report (Civil) on Revenue Receipts, 
1'3691. 

1.2.11. During evidence the representatives of the Central Board 
of ~ x c i s e  and Customs stated that glycerine was any product which 
was commercially known as glycerine and which generally contain- 
ed 80 per cent or more of glycer oil. The following were the mar- 
ketable forms of glycerine: ( i )  crude glycerine (ii) commercially 
pure glycerine, and (iii) further purified B.P. Grade-medicinal 
glycerine. 

1.212. The Committee desired to know a t  waht stage duty was 
leviable on glycerine. The representatives of the Central Baard of 
Excise and Customs stated that duty became leviable as soon as an 
excisahlc commodity was manufactured. In terms of Section 3 of 
the Act, duty was to be levied and collected in such manner as  may 
be prescribed. Thr manner of levv and collection had been pres- 
cribed under the Central Excise Rules. These Rules--particularly 
Rule 49-provided that dutv was chargeable onlv on the removal of 
goods from the factory premises or from a place of storage. This 
Rule expressly laid down that duty 'shall not he collected' on ex- 
cisable goods manufactured in a factory until thev were abuut to 
be removed. Thus, although :I commodity became liable to duty on 
manufacture in the factory, the duty was charged only when it was 
about to be removed. Elucidating his point, the witness stated that 
duty nn glycerine became leviable as soon as crude g1ycerine-a 
marbetablc form of glycerine-was manufactured. ,If it was cleared 



at that stage, duty will be charged at that stage. But if crude gly- 
cerine was further refmed and removed a t  the r e b e d  stage, duty 
will be charged at the refined stage-that is on the actual quantity 
of refined glycerine cleared as such. Thus, if 10 tomes of crude 
glycerine, on further processing, were reduced into 9 tonnes of re- 
fined glycerine at which stage the removal took place, duty will be 
charged on 9 tonnes of refined glycerine actually cleared; no duty 
will be charged on one tonne lost, in further processing. The only 
condition was that under Rule 160, the assessee had to account for 
the lost quantity to the satisfaction of the proper officer. 

1.213. The Committee drew attention to the Supreme Court judge 
ment in the Union of India Vs. Delhi Cloth and General Mills in 
which while examining the legality of the imposition of excise duty 
on the manufacture of "Refined Oil" from raw oil, the learned judges 
had, inter alia, observed as follows: "Excise duty is on the manu- 
facture of goods and not on the sale". 

1.214. The representative of the Ministry of Law expressed the 
view that the duty was attracted on production But the collection 
ivas postponed till the removal stage. The charge was on produc- 
t m .  

1.315. Audit expressed the view that Rule 49 referred to by the 
representative af the Board only specified the stage at which the 
du ty  was to be paid. The duty, however, became chargeable as soon 
as crude glycerine-a marketable form of glycerine--was produced. 
Rule 49 did not determine the chargeable duty, it only postponed 
the payment till the removal stage. The Finance Secretary promis- 
c d  to look into the matter further in consultation with the Ministry 
of Law and Audit. 

1.216. In the opinion of the Committee, this case rakes a very 
fundamental question, namely at what stage Central duty 
is leviable on a comnmdity like glycerine. The representatives of 
the Central Board of Excise and Customs stated that, tho~gh crude 
glycerine is a marketable commodity, it will not atkact d a y  U 
such, if it was used for refining and prodaction of excisable products 
like pure glycerine. Under Section 3 of the Central Excise Act, 
1944, liability for excise duty, however, arises as soon as a produet 
is manufactured and beconus identifiable under the d e v m t  hdit 
description. The relevant tariff item l4C in this ease simgb d 
"glycerine" and does not differentiate batween the varlons c a t q w b r  
of glycerine. 



1.217. The Committee note that assurance of the Finance Secretary 
that legal opinion will be taken on this question and d d e  that 
the matter should be referred to the Ministry of Law inunediately 
and corrective action, as necessary, taken in the light of the opinion. 

Incorrect levy of duty in recpect of Glycerine 

Audit Paragraph : 

1.218. In the casc of manufacture of medicinal glycerine i'ronl 
commercial glycerine duty was leviable at the first stage as glycerine 
under tariff item 14C and again a t  the s r cmd  stage as "Patent 01 
Proprietary n1edic.nes" under tariff item 14E if the medicinal gly 
cerine satisfied the tariff definltinn under that item. 

It was noticed in one iactc~ry tha t  the  glyccsint. used in the n-tnllu- 
facture of medicinal glycerine was not lcvieii to duty under tar;!? 
item 142 and duty levied onl!. on the medicinal glycerine under 
tariff item 14E resulting in loss of' r.evenie of Rs. 30,490. In  a n o t h r  
factory duty was being levied a t  hoth t.hc stages, but on the basis 
of orders passed by Got.ernment in June,  1967 on revision petition 
of the licenser$, duty of Rs. 17.248 prtid under tariff item 14E from 
April. 1962 to July ,  1965 was 1,efunded to the licensee. 

In the absence of a notific~ition under Rule 8 (1)  of the Central 
Excise Rules exempting raw glycerine ujed in the manul'acture of 
medicinal glycerine from payment of duty. the collection o f  duty 
at only one of the two stages was incorrect and had resulted in loss 
of revenue ,:>f Rs. 45,738 in the t:vo cases mentioned above. 

[Paragraph 25 (b) of Audit Report (Civil) on Revenue Receipts 
l969]. 

1.219. Explaining the background of' the case, the repreecntative 
of the Central Board of Excise and Customs stated that according 
to an earlier opinion of the Ministry of Law glycerine was glycerine 
whether bottled or B.P. Grade and was, therefore, not to be i u m s s d  
as a "patent and proprietary medicine". On this basis ~ o v e t n m e n ~  
issued instrutcions, by way of a tariff ruling on 28th b e m b e r ,  1966 
that duty on glycerine should be levied only once under tariff item 
14C (glycerine) and no further duty should be levied at a subse- 
quent stage under tariff item 14E ("Patent and Roprfe ta ry  Medi- 
cines"). The Ministry of Law reconsider4 the matter and gave 

a 



revised opinion in November, 1969 to the effect that if  a product 
falling under a particular tarlff item, afte'r a certain stage of r&- 
jng or processing fell under another tariff item also, I t  become liable 
to duty under both the tariff items. Glycerine which fell under 
tariff item 14C, after being further refined, bottled and labelled fell 
under tariff item 14F-patent and proprietary medicines. Thus, 
medicinal glycerine bottled and labelled, became liable to duty 
twice-under tariff item 14C as glycerine and under tarifI item 14E 
as a patent and proprietary rnedicne. As Government's intention, 
however, was to charge duty on glycerine at the stage a notifbation 
was issued by the Government in June, 196Lrestricting the levy 
to duty ,payable as glycerine under tariff item 14C. 

1.220. The Committee enquired why, after the revised opinion of 
the Ministry of Law became available in November, 1S8, Govern- 
n w n t  took seven months to issue the exemption notiflcath. In a 
~v r . t t cn  reply, the Ministry have stated: 

"The reasons for the delay of 7 months are as follows: Before 
implementing the decision, after the receipt of Law m s -  
try's opinion, it was considered necessary to examine if 
the concession should be extended to other similar items 
v u .  Castor-oil. Oxygen and Zinc Oxide of IPIBPIUSP 
grades assessable as distinct product and again under 
tariff item No. 14E. It was also necessary to ensure that 
the duties on the end product as patent and proprietary 
medicines shuuld always be in excess of the set off adrnis- 
sible. Accordingly, reports were called for from the Col- 
lectors of Central Excise in regard to price of product 
chargeable on ad valorem basis. The required inforrna- 
tion was received from the Collectors in February, 1969, 
whcr~aafter n Summary of the case was then put up tcr the 
Minister (R&E) who approved the proposal after discus- 
sion with the otficials concerned on 17-6-69. Thereafter, 
the exemption notification was drafted and got vetted by 
thr Ministry ol Law on 7-6-1969 and \\*as issued in the 
Cazcltte of Inida dated 21-6-1969". 

1.221. The Committee desired to know the total loss of revenue 
in all  the Collectorates on account of short-levy prior to the issue 
of the exemption notification of June, 1969. In their written reply, 
the Ministry have stated: 

"Idomation so far received fmm twelve C o U e ~ t o ~ a t ~  
cat- that there has been no 1058 of revenue in 



Information from other five Collectorates is awaited and 
the same will be furnished as soon as it is received". 

1.222. During evidence, the representative of the Board stated 
that as the intention all along was to charge duty only at one stage, 
the loss could be treated only as national. 

1.223. The Committee consider it unfortunate that, due to a wrong 
opinion expressed by the Ministry af Law, naedicinal glycerine 
prepared out of commercial glycerine was deemed m-excisable, 
though, in fact, i t  was. liable to excise duty. I t  took nearly 
two years, after instructions restricting levy of duty were issued, 
for Government to ascertain the correct position in law, ie .  that 
commercial glycerine used for preparation of medicinal glycerine 
was liable to tax both as commercial and medicinal glycerine. An 
exemption notification was thereafter issued for exempting nnedici- 
nal glycerine, on the ground that it was not Government's intention 
to tax it. Till the notification was issued, medicinal glycerine enjoy- 
ed an exemption from tax which had not legal basis. 

1.224. The Committee further note that, though the Ministry of Law 
gave their revised opinion on the duty liability of medicinal glyce- 
rine in November, 1968, the Ministry of Finance issued an exemption 
notification only in June, 1969-i.e. after the lapse of about 7 months. 
The delay lacked justification particularly after February, 1969 by 
which time the Board had all the material it had called for from 
the Collectorates for the purpose of issuing the notification. The 
Committee would like to emphasise the need for prompt action by 
Government in cases of this kind, particularly as they have a bear- 
ing on the legality of Government action. 

Audit Paragmph: 

Under-assessment in respect of packing and wrapping paper used for 
packing newsprint: 

1.225. The former Central h a r d  of Revenue issued executive 
instructions in September, 1955, that packing and wrapping paper should be charged to duty at the same rate as the paper packed in 
such wrapping paper. Printing and writing paper used in the pub- 
lication of daily newspapers and conforming to certain specifications 
was assessable to duty at the concessional rate of 5 paise per kg. 
upto 20th July, 1967 and thereafter were fully exempted from duty 
from 28th February, 1965 if used in the printing @ newspapers. 



It was noticed in a collectorate that the packing paper used to 
wrap such printing and writing paper was also assessed to duty at 
the concessional or nil rate of duty on the strength of the Board's 
executive instructions. As the levy at the concessional or nil rate 
of duty was conditional on the paper being actually used for 
printing of newspapers and as the wrapping paper was not being 
put to such end use, it was pointed out in January, 1966 that the 
wrapping paper was not eligible for these concessions. This was 
subsequently upheld by the Board in their revised instructions of 
June, 1967, wherein they have stated that the exemption under the 
notification of 28th February, 1965 is conditional on such paper 
being used in the printing of dailies. 

The under-assessment in respect of such packing paper in this 
collectorate and in six other collectorates was Rs. 7.01 lakhs from 
November, 1962 to March, 1968. Out of this a sum of Rs. 530 has 
been recovered in one collectorate, and a demand for Rs. 7,300 raised 
in another collectorate had to be withdrawn due to operation of 
time bar. 

[Paragraph 28 (iii) of Audit Report (Civil ), 1969, on Revenue 
Receipt] 

1.226. Explaining the circumstances in which the under-asses- 
sment of Rs. 7.01 lakhs had taken place, the representative of the 
Central Board of Excise and Customs stated that Executive, Instruc- 
tions had been issued by the former Central Board of Revenue in 
September, 1955 that packing and wrapping paper should be charged 
to duty at the same rate as the paper packed in such wrapping 
paper. When subsequently exemptions were given to certain varie- 
ties of printing paper, if used in the printing of newspapers, the 
general instructions issued by the erstwhile Central Board of Re- 
venue in 1955 continued to be followed by all the Collectorates with 
the result that the wrapping paper used for wrapping newsprint etc. 
continued to be assessed at concessional or nil rates. When this 
practice came to notice of the Board they considered the matter and 
decided that in such cases of conditional exemptions, wrapping 
paper should be assessed separately as wrapping paper. Clarifica- 
tory instructions to this effect were consequently issued in June, 
1967. 

1.227. The Committee enquired why the Board's orders of Sep- 
tember, 1955 were not reviewed when the exemption notification in 
respect of paper used far printing of newspapers was issued in 
February, 1966, particularly as the exemption notification had made 



the exemption condtional payer being used in the printing of dailies. 
In a written reply, the Ministry of Finance has stated: 

"It may be stated that the validity of the executive instruc- 
tions contained in the Central Board of Excise and Cus- 
toms letter F. No. 9119j55)-CX. MI1 dated 16-9-1955 hanp- 
pened to be examined in 1961, and revised i n s t r u c t i o ~  
were issued to the effect that wrapping paper used for 
packing of printing and writing paper, other sorts, should 
be assessed to duty at the appropriate rate, applicable to 
wrapping paper. These instructions were, however, 
represented by the trade to entail accounting difficulties 
and on re-consideration of the matter, status quo ante 
was restored. In allowing the position as per the execu- 
tive instructions of September, 1955 to be continued, the 
view taken was that ordinary packing should pay the 
same rate as for the goods packed. In  other words, pack- 
ing material, was consider to become an integral part of 
the goods to he packed. This view held the  field even 
after 1565 B u d g ~ t  changes. and the need for reconsidering 
the same did not araise till a doubt was reised by local 
audit authorities in 1966". 

1.228. Duriug evidence, the representative of the Board stated: 
"I do not know whether instructions issued in 1967 were the proper 
ones. I feel perhaps we were a little ill-advised to issue those 
instructions because (they) can land us into many other compli- 
cations.. . .it is generally the pratice that the thing in which YOU , 
wrap or otherwise contain a product is also charged the same rate 
of duty as the thing wrapped. For instance, if cotton is packed in 
wooden boxes, we charge the whole lot as one". 

1.229. As to  the present position regarding rectificationjrecovory 
of the total short-assessment of Rs. 7.01 lakhs, the representative 
of the Board stated an amount of Rs. 73,062 had since been recovered. 
About Rs. 5.85 lakhs had become timedbarred and a demand of 
Rs. 44,540 was in dispute. The party's representation against the 
demand was under-consideration. 

1.230. The Committee pointed out that Audit had raised the 
objection in June 1966 but the Board issued the clarificatory instruc- 
tions only in June, 1967. The Committee enquired why it took the 
Board one year to  clarify the position to departmental officers after 



Audit had pointed out the irregularity. In their written reply, the 
Ministry have stated: 

"It may be stated that reconsideration of the position was 
done in pursuance of a reference dated 12-8-1966 received 
f r m  the Collector of Central Excise, Cochin. (It is 
possible that the need for this reference had been felt 
by the Collector on account of objection raised by the 
local audit authorities sometime earlier)-Thereafter 
action was taken to ascertain the actual position obtain- 
ing in other Collectorates. Also, the question of issuing 
an exemption notification under Rule 8 (1) was examined. 
It  was on account of these factors that revised instruct- 
tions could not be issued earlier than 9-6-1967". 

1.231. The Committee also learnt from Audit that the draft para- 
graph had Seen sent to the Ministry on 28-12-1968 but no reply had 
so far been received. In extenuation; the Finance Secretary stated 
"we are an all-India Organisation, especially dealing with matters 
c:f excise, income-tax and customs, i t  is not a self-contained Minis- 
try". In reply to a question, he added: "I can assure that we will 
shorten the time as far as possible". 

1.232. The Committee regret that packing and wrapping p a w  u d  
for packing newsprint were assessed to duty on a concessionel or 
nil rate basis, though this was incorrect in terms of the Board's 
orders on the subject. The resultant loss of revenue to Government 
was Its. 7.01 lakhs. The Ccmmittee would like Government to 
investigate the cirrurnstances under which the wrong acserislncnts 
occurred and to fix responsibility therefor. 

1.233. It was stated before the Committee by the representative of 
the Central Board of Excise and Customs that Government were 
"ill-advised" to issue orders which precluded assessment of m p p i n g  
and packing paper on the same bash as the newsprint wrapped in 
such paper, as the principle followed by Government in sudl cases is 
to charge containers the same rate of duty as the contents. If this 
is so, the Committee are not able to understand why the Board's 
instructions on the subject have so far been allowed te stand. 

1.234. The Committee would also like to point out that an omission 
on the part of the Board also contributed to the mistakes which 
occurred in this case. According to executive instructions iamcd 
by the B o d  in September 1955, wrapping paper wns to be asressed 
to duty at the same rate as paper packed in such wrapping paper. 



The exemption notification issued by the Board in February 1865 
wrappinin favour of newsprint bmught about a chaw0 in this 
position, in as much as the exemption was made conditional on the 
paper being actually used for purpose of printing. As wrapping 
paper was not capable of being so used, it could no longer be 
assessed at the same rate as newsprint, on the basis of the instruc- 
tions of the Board of September 1955. The Board should have there- 
fore reviewed these instructions and suitably instructed the 5eld 
offices, which they failed to do. 

1.235. The Committee also note that after Audit pointed out the 
irregularity in June, 1966, the Board took one year to i-ue the 
necessary clarification. ' The Committee consider the delay as highly 
regrettable. As they have repeatedly urged, Government should 
act with pronlptlless in matters which affect Government revenues 
under-assessment of wrapper paper used in real cases: 

Audit Paragraph: 
1.236. Reel cores used in some paper mills to prepare paper rolls 

were made of wrapper paper liable to excise duty at 35 paise per 
kg. (basic) plus 20 per cent (Special excise duty). The reel cores 
were used for winding writing paper which was assessable to  duty 
at the rate of 22 paise per kg. plus special excise duty of 20 per cent 
of basic duty upto 29th February, 1964 and at the rate of 22 paise 
per kg, thereafter. The wrapper paper used in the manufacture of 
reel cores was incorrectly assessed to duty at the same lower rates 
as the writing paper. As a result of assessment of the wra2per paper 
at the lower rates of duty applicable to the paper wound on it, a 
sum of Rs. 21,325 had been short collected for the period from March, 
1963 to February, 1966 in three collectorates, out of which sum of 
Rs. 9,458 has been realised in two collectorates. 

[Paragraph 28 (ii) of Audit Report (Civil) on Revenue Receipts, 
19691. 

1.237. The Committee desired to know the present position re- 
garding the recovery of the tax short levied. In a note the Ministry 
of Finance have stated: 

"The under-assessment of Rs. 21,3251- reported in the Audit 
paragraph pertains to the following factories, namely:- 

(i) Rs. 157.00 in respect of Assessee No. 1 in,Bangalore 
Collectorate. 

(ii) Rs. 4,301.00 in rcspcct of Assessee No. 2 in  Calcutta 
and Orissa Collectorate. 



(iii) Rs. 2, 180.58 in reepect of Assessee No. 3 in Nagpur 
Collectorate. 

(iv) Rs. 6,063.00 in respect of Assessee No. 4 in Calcutta and 
Orissa Collectorate. 

(v) Rs. 1,876.60 in respect of Assessee No. 5 in Calcutta and 
Orissa Collectorate; and 

(vi) Rs. 1746.60 in respect of Assessee No. 6 in Calcutta and 
Orissa Collectorate. 

The position in respect of realisation of the alleged short asses- 
sment is as follows:- 

(i) The sum of Rs. 5,157.00 pertaining to Assessee No. 1 in 
Bangalore Collectorate has been realised. 

(ii) The sum of Rs. 4,301.00 in respect of Assessee No. 2 in 
Calcutta and Orissa Collectorate had been realised, but on 
appeal, the Deputv Collector of Central Excise, Cuttack, 
held it to be time barred, under Rule 10, and the money 
was, thedfore, refunded to the party. 

(iii) Regarding the sum of Rs. 2.180.58 in respect of Assessee 
No. 3 in Nagpur Collectorate (according to the Collector, 
the correct amount is Rs. 2,134.23 paise), the order of the 
Superintendent for raising the demand was contested in 
appeal by the party before the Collector of Central Ex- 
cise, Nagpur, who upheld the appeal on ground of time 
barred. 

In respect of the Arms mentioned at serial Nos (iv) , (v) and (vi) , 
nn demands were raised. It has been argued by the Collector of 
Central Excise of Calcutta and Orissa that, actually, there has been 
no under-assessment inasmuch as the duty realised from reel cores 
was much more than the duty which would have been due if the 
assessment had been made, as contended by the Audit, as 'wrapping 
paper'. The reasons advanced by the Collector in this connection 
are quoted below:- 

(a) During March, 1963 to F e b r w ,  1968. Assessee No. 4, 
Orissa consumed approximately 6 6  M. Tonnes of papers. 
Duty on !HO m. t. of paper at the rate of 35 paise per Kg. 
colpes to Ra. 1,75,W) (badc) and Rs. 35,000 (special). 



Total duty realised on 656 M. T. of reel cores on the other 
hand is Rs. 2,19,490 (basic) and Rs. 40,940 (Special). 

(b) In manufacturing reel cores, sodium silicate to the extent 
of 40 per cent of the total weight is used and the rest 
60 per cent of the total weight is the paper. On a scru- 
tiny oi  records of Assessee Nos. 5 and 6 who manufacture 
reel cores in their factory, it has been ascertained that 
total weight of reel cores cleared from those two factories 
durnig the period from March. 1963 to February 1966 was 
149854.20 kg. in the manufacture cf which 59W1.68 kg. of 
sodium silicate and rest 89912.52 kg. of paper was used. 
Had this entire quantity of paper been charged to duty a t  
the rate of 35 paise per kg. as contended by the Audit, a 
total duty amounting to Rs. 37763.26 (basic Rs. 31469.38 
paise plus special Rs. 6293.38 paise) would have been rea- 
liserl. But actually. the entire quantitv of reel crorcs was 
charged to duty amounting to Rs. 56.823.08. the reel cores 
were not only charged at the rate of 15 paise or 22 paise 
per kg.. but also at  the rate of 50 paise and 35 paise per 
kg, because of the assessment at  the rate of duty of the  
paper reeled thereupon. Hence, it is obvious that there 
has been no lcss of revenue as alleged by Audit by resor- 
ting to assessment on the total weight of the reel cores 
and at the rate of duty applicable to the paper reeled 
and actuallv there has been excess realisatioa to the ex- 
tent of Rs. 19.059.82 paise in the two factories mentioned 
above. 

It may also be mentioned that even if the demands had been 
raised for time short assessments. these would, perhaps. have at- 
tracted the time bar Also, i f  the assessment on the entire quantity 
of reel cores had been made at the rate of wrapping paper, the  rea- 
lisation would have been lesser than thr existinq one". 

1.238. As regards the ~ t e p  taken by Government to nbviate the  
recurrence cf the type of mistakr pointed out in t n ~  Audit para- 
graph, the Ministry of Finance have state. 

"The instructions have aleady been issued vide Central Board 
of Excise and Customs letter F .  No. 8113216fiXX-VI dated 
3-1 -196fi addressed to all Collectors of Central Exdse 
wherein it has been pointed out to the Collectors that the 
correct procedure would be to use duty-pnid wrapping 
paper for production of reel cores; t h i ~  procedure is now 
being followed in the Collectomtes". 



1.239, The Committee observe that wrapping paper used in the 
menufacturn of reel cores was erroneously assessed to duty a t  the 
same rate as writing paper would on reel cores. While the Com- 
mittee note that the correct procedure for assessment is now being 
followed in all the Collectorates, they would like to point out that 
l\lr mistake occurred in as many as six Collectoratos. This rase 
,, w l l  as to the case of assessment of wrapping paper meutioned 

in this Report, points to the need for clear-cut instruc- 
tions to Collectorates in the matter of assessment whenever con- 
taiucrs and contents are assessahlo at different rates of duty. 

Ikmble concession given for paper hoards cleared in the year 
1963-64. 

.\trdl Paragraph: 

1.240. Under notifications issued by Government in April, 1960 
and March, 1963, pulp board, not otherwise specified, and straw 
hoard other than corrugated board were allowed slab concessions 
iipto a limit 9 f  S O O  metric tonnes each in respect of clearances for 
home consumption during each financial year. These notifications 
were superseded by a notification issued on 1st March, 1964 under 
which all pulp boards and straw boards were allowed slab conces- 
s l o w  upto a reduced consolidated limit of 2.500 metric tonnes from 
the financial year beginning from 1st April. 1M4 and concession for 
:I quantity of 200 metric tonnes was laid down for clearances during 
1Iarch. 1964. As the notification onlittcd to stipulate that the manu- 
facturer who had already availed of the fu l l  slab concesions under 
the earlier notifications would not again be eligible for the additional 
concession of 200 metric tonnes, during March, 1964, the additional 
concession was given even to such units. The extra concession thus 
z i w n  to three units in twn collectorates during the year 1963-64 was 
Rs 66.ono. 

(Paragraph 28(i) of Audit Report (Civil) on Re~venue Receipts, 
I M g ) .  

1241. 'The Committee desired to know the intention underlying 
the issue of notification of 1-3-1964. They wanted to know in parti- 
cular  the considerations for allowing the concession of 200 metric 
t"n~les during March, 1964. They informed that prior to the issue 
Df this notification the s l ~ b  roneession WRS available onlv to ~ m ~ ' t l  



scale manufacturers who did not produce more than 5,000 tonnes of 
strawboard and paperboard per annurn. One of the  big manu- 
facturers who was not under this scheme entitled to the  concession, 
filed a writ in November, 1963. Though the writ was dismissed, the  
court, which went into the merits of the case, made an  observation 
which indicated that the scheme involved certain hardships for some 
manufacturers. Following this the Strawboard Manufacturers. 
Association submitted a memorandum to the Minister. The  whole 
question was. therefore, examined by Government, which thereafter 
issued notification in March, 1964, superseding the two previous noti- 
fications in a note, the implifications of the notifications have been 
explained by the Ministry of Finance a t  greater length as follows: 

"Before March. 1964, the effective rates had been prescribed 
for strawboard and pulpboard under separate notifications. 
In the scheme of exemption in force at  that time, a unit 
producing over 5,000 tonnes of all types of paper and 
board per annum was not entitled to any concession either 
on its production of strawboard or pulpboard. A unit 
with annual production of less than 5,000 tonnes of all 
types of paper and paper board, if it produced strawboard 
or pulpboard, was entitled to clear the same a t  lower con- 
cessional rates upto a quantity of 3,000 tonnes per annum. 
This placed the bigger units, producing more than 5,000 
tonnes of all tvpes of paper and board, at  a disadvantage 
which was considered to be more than the advantage 
which accured to them due to the economics of large-scale 
production The whole matter was examined early in 
1964 and it was decided that, instead of treating straw- 
board and pulpboard separately for the purpose of exenp- 
tion, the two should be taken toqether and the  notifica- 
tions in existence were revised cuitabls so that.  instead 
of two separate concessions for strawhoard and pulpboard, 
the concession cnuld be earned iointlv for both, and. 
simultaneouslv, the extent of cohcessions was also reduc- 
ed. The revised rates were d a e n  effwt to from March 
1. 1964, as part nf Budget proposals for that  year, by issue 
of notification No 35'64-CF: dated 1-3-1964 T h e  abov 
backmund rxnl~inc the circumstanrec which necessitated 
the iswe of notification No 35\64 dated 1-b1964, whfcn not 
onlv sunersedded the earlier notifications. but  wag nlso in 
the nature of a new roncession apnl;cahJe equallv to straw- 
board and mills a?  well as to caterrorjes ~ p d  ~ 1 8 8 . ~  of 

* 



tive for a hanciiil year, it became necessary to make a 
provision for clearances to be effected during March, 1964 
for thb financia1 year ending 1M3-64. This provision war 
made by prescribing, separately, conceMions for a quantity 
roughly approximating to 1112th of the total quantity 
aIowed to be cleared at concessional rates of duty durfng 
a financial year, for the month of March, 1964 only. There 
was no intention to make any discrimination between 
those who had availed of the concession allowed under the 
notifications in force during the period prior to 1st March, 
1964 to the full extent under both the notidcations in 
force, and others who had availed of the concession onlf 
to a limited extent under one or  both the notificationn 
It will also be appreciated that the concession in respect' 
of clearances of strawboards and mill effected during 
March, 1964 was legally available in terms of Table 2 of 
Notification No. 35136 dated 1st March, 1964 to all manu- 
facturers producing paper boards irrespective of the fact 
whether or not they had been availing the slab concession 
earlier during the financial year 1963-64 in tenns of the 
superseded notifications. While so liberating the corms- 
sion, it would not have been equitable to deny the beneftt 
for the month of March, 1964 to the smaller sector when 
allowing it to all the large units on the ground that some 
or all the small units had availed of the beneflb under 
the preexisting notifications which were superseded by 
the revised notification of 1st March, 1964". 

1.242. During evidence, the representative of the Board clarified 
that the concession applied to all the units old as well as new. In 
reply to anothed questian, he stated that the concession given bl 
the notification of March, 1964 was an "altogether new m c ~ i o n " ,  
not a continuance of the old one. The Committee enquired why 
the manufacturers who had already availed of the full slab cone* 
Sions under the earlier notikations were allowed the additional 
concession of 200 metric tones during March, 1964. The rep==- 
Wve of the Board while admittkrg that some parties might ha- 
been benefited by a e ,  p r w o n s  pf the eubstitute notification d 
March, 1964 stated N t  s o w .  other p;grrties, who had only WW 
availed of the conc&ion under the earlier notifications, might have 
Stood to low. . 



1.243. In reply to a question, the Finance Secretary atated, "I 
would agree that it might have been better if we bad said (in the 
notification) that anyone who had already fully availed of the con- 
cession upto 3,000 tonnes would not get this additional c o n d o &  
at this stage". 

1.244. The Committee desired to know the arrangements in the 
Office of the Board of CentraI Excise and Customs for drafting 
notifications under the Central Excise Act and Rules. The repre- 
sentative of the Board stated that no exemption ndification could 
issue unless the prior approval of the Minister thereto had been 
obtained. The Minister's orders were translated in the form of 
draft notifications by the officers of the Board who usually had some 
experience in drawing up notifications. There was, however, no 
legal cell in the Board for drafting notifications. The draft notifi- 
cations after being drawn up by the officers concerned were put up 
to higher officers for approval. Thereafter they were sent to the 
Ministry of Law for vetting from the legal aspect. While s$nple 
notifications were referred to the Ministry of Law at  Deputy 
Secretary's level, complicated notifications were referred at  Joint 
Secretary's or even higher level. While forwarding the draft noti- 
fications to the Ministry of Law for vetting, original files were also 
normally sent. 

1.245. The Committee regret that due to a failure to draft ndifh- 
tion comectig, certain parties in two collectorates got an unintended 
concession in excise duty to the extent of Rs. 66,000. The notifica- 
tion which was issued in March, 1964 was intended to ra t ionahe  
certain slab concessions allowed to manufacturers of pulp and straw 
boards. Prior to March. 1964 such concessions were available only 
to manufacturers producing 5,000 tonnes or less, the concession being 
limited to the first 3,000 tonnes of production in a year. The notf- 
fication issued in March, 1964 extended the scope of the concessions 
to all manufacturers without regard to their scale of production, but 
limited the concessions to the first 2,500 tonnes of production in a 
year. As the notification became operative in March, 1964, t h e  
concession available for that one month in the %ancia1 ymr was 
worked out pro rata as 200 tonnes. However, due to a failure to spoil out the rationale behind this concession for 200 tona t s  for 
March, 1964, certain manufacturers were able b elaim it h addjaon* 
b the full benefit of slab conceusion d 3,m mMe t o n n a  -fire& 
by them w d e r  the old scheme. The m ~ n r e  &t.et.n h h U  
admitted that the notification of 1st  ah, 1~ ham better worded in this regad. 



1.246. The committee would like to impress on Governmeat the 
need to exercise m t e r  cam in draft* notikatious SO that th07 
do not leave loopholes which would adversely affect the h m t d . 1  
interests of Government. The Committee also desire that the Board 
should review the existing arrangements for drafting of notifications. 
The work in this regard should be entrusted to officers with a legd 
background and a thorough understanding of the Central Exdm 
Law. - . .  

Loss of Revenue in respect of hair belting yarn: 

~ u d i t  Paragrah: 

1.247. Hair belting yarn is assessable as woollen yarn under tariff 
item 18B(1) as clarified by the Board in November, 1962. In this 
order the Board clarified that since hair-belting yarn was manu- 
factured in the same manner as "worsted yarn", assessment of the 
:ormer should be made on the same basis as that of the latter 
under sub-item (I) of tariff item 18B. 

In a factory manufacturing hair-belting y a m  under the descrip- 
tion of "grey belting yarn and union belting yam", it was noticed 
that duty was levied on such yarn, not as worsted yarn, but is 
',c:thwsW under sub-item (2) of tariff item 18B at lower rate for the 
period from 1st March, 1961 to 8th January, 1963. Subsequently, 
differential duty was realised by the department with effect from 
t l ~ c  date of issue of the Boad's clarificatory orders, i.e., November, 
1963, holding that the order of the Board was in the nature of tariiF 
ruling and hence enforceable from the date of issue of the order. 

Hair-belting yarn belonged to the categorv of worsted yam 
all initio and the Board's order only reiterated thij. position. This 
orclcr, being a clarificatory one, should apply to all clearances from 
1st March, 1961, i.e., the date of imposition of duty. Non-realisation 
of duty for the period from 1st March, 1961 to 6th November. 1962, 
had resulted in loss of revenue of about Rs. 2,96,461. Government 
S:strd (October. 1968) that the matter was under investigation to 
d~:(~rrnine the actual loss of revenue and to Ax responsibility. 

h:igraph 30 of Audit Report (Civil), 1969 on Revenue Receipts]. 

1.248. The Committee were given to understand by Audit that 
" ~ m l l c n  yarn, all sorts" became excisable for the first time Und* 
Tariff item 18B wfth effect from 1st March, 1961 under two c a b  
gories, vir., "worsted yarnv and "athers", the former being subjected 

higher duty fhan the latter. 



1.249. The Committee desired to know the circuhstances in which 
the hair belting yarn was under-assessed by the Department by 
treating it under the ciategory of other yarn. In a written reply, 
the Ministry of Finance have stated as follows:- 

"M 1s. . . . . . . . . . . . . were producing three varieties of hair 
belting yarn, viz., grey belting yarn, union belting yarn 
and dyed belting yarn. They intimated the local Central 
Excise Office on 8th March, 1961 the varieties of woollen 
yarns produced by them and declared these yarns as 
assessable to duty under the category of 'others'. 

The Lotal Central Excise Office had drawn samples of various 
varieties of yarn and sent them to the Deputy Chief 
Chemist, Calcutta on 6th March, 1961. While in respect 
of union belting yarn, the Chemical Examiner gave the 
finding that it was woollen yarn other than worsted, no 
opinion was, unfortunately, communicated in regard to 
the other varieties of fabrics. A remark was, however, 
found written on the original copy of the Test Memo 
"party may be asked to show the demonstration". The 
Assistant Collector of the jurisdiction, however, classified 
grey belting yarn as 'woollen yarn other than worsted' on 
25th April, 1961. The reasons as to how this classification 
was made by the Assistant Collector are not clear; he has 
presumably done it because of mis-interpretation. The 
samples of different varieties of yarn were again drawn 
on 16th May, 1961, but the results of the test were not 
communicated to the Local Central Excise Office. 

In the absence of the results of the chemical test and in view 
of the fact that the classification of grey belting yarn was 
done by the Assistant Collector, the yarns continued to be 
assessed as 'others' till the receipt of the Board's instruc- 
tions dated 7th November, 1962". 

1.250. During evidence, the representative of the Board stated 
t h d  the first set of instructions defining 'worsted yarn' were issued 
by the Board on 28th May, 1961. The subsequent ins t r~c t iom of 
7th November, 1962 issued by the Board were pursuant W represen- 
tations received from certain associations. There was no deldy 01' 
the part of the Board in this case. * 
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1.251, The witness further stated that they had checked up and 
case &f a ' $ir@hr"hafXiie 'had c&e" to nodke 'fri any &her '~dl&$o- 
rate. 'Nor'had :a: fiiH&i. besit of -this nature been ih6ticed ia the dew 
vant Collectorate, 'Bffer the issue of Nbirember 7, 1962 instrudions. 

>, "<. 
1.252. The Cornslittee were informed by Audit that the matter 

was being investigated further by the Ministry to determine the 
actual loss of revenue and to fix responsibility. The Committee en- 
quired about the results of investigations. In a note, the adinistry 
have stated: 

"The amoupt of actual loss of revenue involved due to the 
alleged undei-assessment has been ascertained to be 
RE. 2,89,082.73. The question whether any disciplinary 
action is called for, is being examin+." 

1.253. The Committee deaired to know the arrangements for 
determining assessable values in respect of commodities subject to 
duty on ad valorem basis. The representative of the Board stated 
that so far as tariff values were concerned these were fixed by Gov- 
ernment. In cases where tariff values were not bed, assessable 
values were determined by Assessing Oracers of the Central ExdPa 
Department. Prior to June 1, 1968, assessable values were deter- 
mined by Inspectors. The work of classiacation and verification of 
values has since been entrusted to Superiqtendentc of Centnf 
Excise who were Class 11 Gazetted OScers. Values were initially 
declared by manufacturers. Thereafter, the Assessing OBicers msde 
market enquiries and verified the values shorn in manufacturers' 
invoices with the customers. After the Assessing OPBcers welr 
satisfied that proper discounts had been given and proper entria 
made, they fhalised the assessable values. There were also 
arrangements for review of values determined by Assessing OfBcen. 
In each Collectorate, there was an Assistant Collector to whom all 
assessment documents and class@cation lists were submitted. AtteP 
verifying the lists submitted by Merent ranges, he enforced uni- 
formity. To bring about uniformity in the rfwitter of claisification 
and valuation in all the Collectorates, the Board was thinking of 
setting ug a ,W of C q n W  ~ c h a n t e  of Clessitlcations and 
Valuations. 



but a camplets report on the test was not sent by him a t  aay stage. 
The Committee note that the question whether disciplinary action 
is called for in this case is under consideration of Govenhmaat. The 
Committee would like to be informed of the results of Governmemt's 
examination. 

1.255. The Committee note that to bring about uniformity in the 
matter of classification and valuation in all the Collectomtes, the 
Department propose to set up an organisation for a Central Ex- 
change of Classifications and control. The Committee hope that 
this would help to resolve the difficulties of the Excise Department 
in classifying items for purposes of assessment. I t  would be neces- 
sary to ensure that the Central Exchange keeps in close and cons. 
tant touch with the field offices and regularly issues guidelines to 
them in the matter of proper classification of items. 

Loss of Revenue due to incorrect applicetion of exemption formula 

Audit Paragraph 

1.256. Under a notification issued in 1956 woollen fabrics pro- 
duced in four of the total number of powerlooms engaged by or 
on behalf of the same person in one or more factories in which 
not less than five powerlooms in all are installed are exempted from 
payment of excise duty. In a case where two mills worked under 
the same management, the department had allowed exemption of 
duty on the production of eight looms instead of four, which resulted 
in a short levy of Rs. 71,882. 

The error was noticed by the department in October, 1959 and 
a demand was raised in March, 1960 for the amount short assessed. 
The management paid the demand in July, 1960 under protest and 
preferred an appeal on the ground that differential duty was pay- 
able by them only for a period of 3 months prior to the date of 
the demand under Rule 10 of the Central Excise Rules. This appeal 
was rejected by the Collectoc of Central Excise but on a revision 
petition to the Government of India, the assessee was allowed in 
January, 1962 a refund of Rs. 67,181. 

This loss of revenue could have been avoided ff the formula 
prescribing the exemption had been comectly applied by the de- 
partment in the first instance. Further, had the department taken 

I 



immediate remedial action in October, 1059 when the mistake came 
to light instead of postponing the same ti11 March, 1960, the refund 
of at least P sum of Rs. 20,144 could have been avoided 
paragraph 31(b) of Audit Report (Civil) on Revenue Receipts, 

1 W.] 
1.257. According to a note furnished by the Ministry, the ccm- 

cession was being allowed from 10-12-1958, The mistake was detect- 
ed by the Collectorate's Internal Audit Party on* 5-12-1959 (not in 
October, 1959, as mentioned in the Audit paragraph). 

1.258. As to the circumstances in which the concession for eight 
looms instead of four looms was allowed to the Arm in question, 
the Ministry have stated as follows in a note: 

"During the period relevant to para 31(b) of the Audit Report 
(Civil) on Revenue Receipts, 1969, woollen fabrics manu- 
factured by or on behalf of the sa.me person in one or 
more factories in which not less than 5 powerlooms in 
all are installed were exempt from so much of the duty 
leviable thereon as is equal to an amount determined by 
the application of the formula prescribed in this W r y ' s  
Notification No. CER-8 (16) 156 dated 26-5-1956. 

MIS. (the assessee) had two factories, one at Bangalore City 
proper and the other at Hpbbal, with 183 and 61 looms 
respectively. In their case the total number of power- 
looms should have been taken into account and then 
their duty liability computed in terms of the aforesaid 
Notiflcation. Instead, based on an incorrect interpreta- 
tion of the said notification the benefit of exemption h a p  
pened to be allowed by the local Central Excise Ofacers 
in respect of both the factories separately." 

1.259. The Committee desired to know the reasons for delay in 
issuing the demands. In their written reply, the Ministry have 
stated: 

"After the mistake being pointed out on 612-1959, a Show 
Cause Notice was issued to the Mills so as to give them 
an opportunity to explain their stand. An appealable 
order was passed thereafter by the Adstant  Collector of 
Central Excise concerned on 1-3-1980 and differential duty 
was demanded on 8-3-1960.'' 

-2-__ 

'According to Audit, thi8 dm not appear to be correct. The mietakc was d a r n e d  
by lnkrnal audit party in October, 1959. Tb ~olktor ,  C. E., &qPlort inrtRIcred the 
*@istant Collector to t.ue d e d  in hie later dated 9x9-59. 

0 



114 
1.2m. In reply to another question, the nPinistr~ have stated 

that uno review appears to have been made1' to find out whkkh 
there were other similar under- assessment^ fn the hkbant! Eoll&- 
torate or other Collectorates. 

1.261, The Committee note that, in terms of the e x e q # o n  noti- 
fication issued in this case, an assessee was entitled to exeanption 
from duty on so of woollen clot41 produced as was attributable 
to four pwer1-s in all. Due, however, to a failure to apply fie 
notification correctly, the assessing officer gave e x m ~ t f m  to 
assessee who owned two units on the production of eight pow~~looms 
at the mte of four for each production unit. This resulted in an 
under-assessment of Rs. 71,882.. The error came to notice m *Dc- 
cember, 1959. The Department, however, took f o ~  months to raise 
the demand, with the result that ultimatdy only a mall m-t 
of Rs. 4,701 could be recovered. The Committee would like Govern- 
ment to investigate why prompt action was not t & ~ %  
Under-assessment due to non-inclusion of the weight of vahe in 

cement bags: 
Audit Paragraph: 

1.262. According to the Central Excise Tariff duty on jute pro- 
ducts is leviable on the basis of actual weight. However the assess- 
ment is made on the basis of "contract weight" which is followed 
by the jute trade. The contract weight is a predetermined weight 
based on certain standard specification. From a table containing 
predetermined weights of standard size and other detail, of the 
jute products the weight of jute product of any given eize and type 
is calculated. While calculating the contract wdgh t  of the cement 
bags, the standard weight relevant to the spedtfcation and t s e  
of the bag including the weight of the inside patch valve is to be 
arrived at. 

In the course of local audit of a few jute mi&, manufacturing 
C ~ W I ~  bags it was noticed that the weight of the jute cloth utilised 
in the manufacture of the valves contained in the Qernent bags had 
not been taken into account, while arriv&ng at the contra& wefght 

in underdeclaration of the weight of the bags 
and consequential Under-assessment exeiw duty. 

. 1  

This been pointed out, the departmcrpt r&d demands 
for Rs. l,O0,112 this account, for c h -  & bg. dnm in- 
ception of Central excise duty to sep., - haye since 
been realised. 
[Paragraph 32 of Audit Report (Cldl), 1969, on Rwdpw wptS" - 
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128S. The Commfttee desired to know whether any inwcrtiga-. 
tion was made to h d  out how the error was not detected by the 
Internal Audit Department. In a written rq ly ,  the Ministry of 
Finance have stated: 

' m e  circumstances which led to the error remaining un- 
detected were got enquired into by the Directorate of 
Inspection (Customs and Central Ercise) and the enquiry 
revealed that a percentage check weightment of cement 
bags was being undertaken by the Central Excise Officers 
but since the difference found on check-weightment was 
within the tolerance limit, there was nc possibility of 
detecting any misdeclaration on the part of the jute mills 
where the weight of the packet valves was excluded in 
the contract weight". 

1.264. The Committee enquired whether assessments in similar 
cases had been reviewed and if so, what was the total loss of revenue 
due to the short levy. In their note, the Ministry have stated: 

"In those case in which the weight specification indicated in 
the relevant contract documents did not mention that the 
weight of patch valve was included, action was taken to 
demand the due amount of Central Excise duty. The 
particulars of the demands are as under:- 

No. Nunc of th Puty  Amount Amount Runsrks 
of duty of duty 

Demafulcd rcd~sed 



Rs. Rs. 

, L  MIs.. . . . . . . . . . , . , . , . . , 96027.49 Nil Initially a demand for Rs.  
76172035 covering the per~od 
from 24-4-62 to  30-9-65 was 
ra~sed. This was followed bv 
a set of two more demand; 
amounting to  Rs. 1985 '14 
for the period from I-10-ds t o  
9-6-66. The party filed a suit 
in the High Court at Calcutta 
against the demands and the 
case is now sub-judice. 

3 MIS.. . . . . . . . . . . . . . . . . . 94442- 15 93025'53 An amount of Rs. 94442.15 was 
demanded and realised from 
the parry. The party subsel 
uently lodged a refund claim 
or Rs. 1416.62 being the 9 

special excise duty @ 10% 
ofthe basic duty charged in the 
demand notice for the period 
from 4-9-62 to  28-2-63 when 
there was no levy of such duty 
The claim was admitted and 
the amount ofRs. 1416'62 was 
refunded out of Rs. 94442.15 
rcalised." 

1.265. As to the measures taken by Government to avoid recur- 
sence of such cases, the Ministry have stated that instructions were 
issved by the Board under its letter F. No. 6113166-CX 11, dated 
.7-4-1967. These inter alia read as fo1olws:- 

"(i) manufacturers should be required to declare at the time 
of presenting the above type of bags for assessment as 
to whether the oontract weight in respect thereof included 
,the weight of patch valves also; 

(ii) if it is declared to be so, and a suitable endorsement is 
made by them on the relevant AR.I., there is no objec- 
tion to assessment being made on the basis of contract 
weight but a certificate should be appended to A.R.I. by 
the assessing officer to the effect that he has examined 
the specification listlcontract and satisfied himself that the 
weight of the patch valve has been duly declared in the 
contract weight by the manufacturer; 

C__ 

* 



*(iii) the factory oflcer should, where the contract weight 
is declared to include the weight of the patch valve, also 
obtain relevant extracts of the actual contract and verify 
it with the original contract. Thereafter he may file the 
extract after recording a certificate thereon "verified with 
the original"; 

(iv) if it is not declared to be so, assessment shall be done 
on actual weight basis; and 

(v) supervising officers should check the endorsement made 
by the manufacturers and certificate recorded by the 
assessing officer to satisfy themselves that the contract 
weight of the above goods is inclusive of the weight of 
the patch valves." 

1.266. The Committee note that due to an omission to take into 
account the weight of inside patch valves of jute cloth, while arriv- 
ing at the contract weight of cement bags for purpose of assessment 
of excise duty, Governrnmt lost revenue to the extent of Rs. 5,095 
in one case. Also demands for Rs 96,027 raised by the Department 
on this account in another case are pending, as the matter is sub- 
judice before the Calcutta High Court. The committee would like 
to await the decision of the High Court in the qatter. 

1.267. The Committee note that to obviate the recurrence of such 
cases, the Board have issued necessary instructions to formations. 
The Committee trust that the Board will ensure that these instme- 
tions are strictly complied with. 

Underrassessment due to incorrect application of rates. 

Audit Paragraph: 

1.268. A limited concern which was running a powerloom factory 
and paying duty under the compounded levy scheme, was dissolved 
in August, 1964. The factory was taken over by a partnership flnn 
from 1st September, 1964. Consequently, the Central Excise licence 
held by the concern became invalid. The newly formed partnership 
firm, however, did not take out a fresh licence till 5th March, 1968 
but Continued to pay duty at the compounded levy rates from 1st 
September, 1964 on the basis of licence held by the previous owner. 
A s  the partnerahlp Arm was not holding a valid licence under the 
Central Excise Law from 1st September, 1964 it was not eligible 
for the 'benefit OT compounded levy scheme_ from that d a b  aria the 
fmn's production fmm 1st September, 1964 to 4th March, 1968 should 



have been assessed to duty under the normal procedure. The 
under-assessment during the period was Rs. 2,09,829. No action 
has been taken to rectify the under-assessment (February, 1969). 

Mention was made of a similar irregularity in para 27(c) of Audit 
Report, 1967, involving an under-assessment of Rs. 7.82 lakhs. The 
Ministry have stated (October, 1968) that no demands could be 
raised due to operation of time-bar. 

[Paragraph 31 (a) (i)-Audit Repo~t  (Civil) on Revenue Receipts, 
14691. 

1.269. According to the provisions of Rule 178(3) of Central 
Excise Rules, where a licensee transfers his business to another 
person the transferee shall obtain a fresh licence and the original 
licence would stand cancelled from the date of such transfer. 

/ 

1.270. The Committee understood from Audit that in the case 
referred to in paragraph 27(c) of the Audit Report, 1967 the Mi& 
try of Law had held that holding of a valid Central Excise licence 
was a necessary precondition for availing of the benefit of the com- 
pounded levy scheme. 

1.271. In a note furnished to the Committee, the Ministry have 
stated: 

"The new partnership firm was formed with effect from 1st 
September, 1964. This firm, however, continued to work 
under the old licence which was also renewed for the 
years 1965, 1966 and 1967. Since the old licence thus con- 
tinued to be operative the benefit of compounded levy 
scheme also continued to be enjoyed by the new concern". 

1.272. The Comanittee desired to know whether the Central Ekh 
OWcers had brought to the notice of the partnerqhip /tm the need 
for taking out a fresh licence when they took over the f acb ry  fn 
September, 1964. The repmentative of the Board stated that this 
was not done. The Department did not take notice of the 
from the limited company to the partnership firm 

1.273. In reply to a question, he stated that it vas a c W  of 0~17 
a technical lapse, for, had the partnership fjrm asked for a WPwl 
it would have been glven to them. The firm had bmm p e  
against for not having obtained a valid licence, fn r@y b w e r  
question whether there Was undelr-me9t ia tblr c~19. 



witness state& strictly speaking 'yes'. If it is. treated as a techni- 
cal lapse, it is 'No'. 

1.274. As to the remedial measures, the representative of the 
Board stated that they had issued detailed instructions that at the 
time of issue of a fresh licence or renewal of m old licence it should 
be seen whether there had been any change in the Constitution of 
the fhm. 

1.275. While the Committee mognise that the firm in this case 
&ght have on merits been eligible for assessment under the com- 
punded levy scheme, they would like to point out that it did net 
qualify for assessment under the scheme till March, 1968 when it 
acquired a valid excise licence. I t  is strange that the Central 
Excise authorities, who renewed the licence of the firm on three 
occasion, between September, 1964 and March, 1988, failed to recog- 
nise that it was not a valid licence, This is not the first occasion a 
lapse of this kind has occurred. The Committee would like Govern- 
ment to ensure that Central Excise Authoritieg pay due attention to 
procedural requirements of this kind in the course of their work, as 
they have a bearing on the legality of assessments. 

Loss of revenue due to grant of inadmissible discounts 

Audft Paragraph 

1.276. A licensee manufacturing chinaware and porcelainware 
from October, 1962 was selling these goods through distributors and 
recognized stockists. The value for the purpose of assessment of 
these goods was approved in December, 1964 by the department 
under section 4 of the Central Excises Act on the basis of the listed 
Prices of the stockists. While determining the value deductions were 
allowed on carriage discount and bonus discounts by the department. 
The direct carriage discount was in consideration of collection of 
goods direct from the factory and the bonus discount was allowed 
on the basis of off-take by the wholesale dealers and was paid at 
the end of the year. Both these discounts thus relate to the market- 
ing operations and have no relation to the determination of the 
value under section 4. The grant of these inadmissible discounts 
resulted in short assesment of duty of Rs. 1.32 lakhs from October, 
l962 to May, 1965. The Ministry have stated (March, 1967) that 
the circumstances in which the deductions were made are. being 
verified. 



1.277. According to Section 4 of the Central Excise Act, the  value: 
for the purpose of assessment should be determined with reference 
to the wholesale prices prevalent in the nearest wholesale market  
and for this purpose prices charged by a seller to a purchaser d u e  
to special relationship with him or on fulfilment of specific condi- 
tions under a contract are to be ignored. From the prices deduc- 
tions can be allowed for trade discount. 

1.278. The Committee desired to know the action taken by the-  
Ministry on the objection raised in audit regarding allowance of 
carriage and bonus discounts. In a written reply, the  Ministry h a v e  
stated:- 

"The Collector has ruled in his order-in-appeal that t h e  
assessable value in respect of the products of the appellant, 
should be the ruling list price at  which the goods a re .  
sold by them to their distributors and sub-distributors plus. 
3 per cent (advertisement charges collected) ." 

1.279. The Committee note that under Section 4 of the  CentraT 
Excises Act, the assessable value is to be determined with reference 
to wholesale prices in the nearest wholesale market, ignoring deduc- 
tions on account of special rrlationship between the seller and pur- 
chaser or deductions on account of fulfilment of specific conditions 
under a contract. In the present caw. however, the stockists prices 
to dealers were taken as the basis for assessmei~t. from which deduc- 
tions were allowed on account of cwriagc and bonus discounts, both 
of which related to marketing operations. While deciding the case 
in appeal, thc Collector made the prices charged by the manufactur- 
er  to the distributors and sub-distributors the basis for determina- 
tion of value. 

1.280. The Committee desire that, while determining values of. 
excisable commodities for the purpose of assessment, Government 
should invariably ensure that these are in strict conformity with 
the provisions of Section 4 and that any deduction not permissible: 
under that Section is not allowed. 

Incorrect stage of accounting of cotton fabrics 

Audit Para,graph 

1.281 Under section 3 of the Central Excises and Salt Act, goods 
are liable to duty as soon as they are manufactured. Under t h e  



121, 
Central Excise Rules, every licensee of excisable goods has to main- 
tain a production account showing the excisable goods manufactured' 
by him daily, quantity of goods deposited by him in the bonded stores 
room and goods removed after payment of duty. In textile mills, 
manufacturing cotton fabrics there was no uniformity regarding the- 
stage at which the production was recorded in the statutory produc- 
tion register. Some mills were accounting for the production at 
the "off-loom stage", i.e., as soon as the fabrics came out of the looms 
and some mills at the "finished stage", i.e., after the fabrics had 
undergone the subsequent processes. A sub-committee was con- 
stituted by Government in 1959 to examine, armong other things, the. 
accounting procedure followed by the textile industry and to recom- 
mend the stage at which accounting should commence. In its recom- 
mendation made in February, 1960 the sub-committee after taking 
note of the divergent practices in maintenance of production registers 
in various textile units, recommended that the production account 
should be maintained at the off-loom stage for the following 
reasons:- 

(1) It would be in conformity with the principle that account- 
ing should commence from the stage where the charge to 
excise duty arises; 

(2) It would facilitate correlation of the fabrics produced from 
the off-loom stage to the hished stage; 

(3) It would provide for cross check or verification with the 
private accounts maintained by the mills. 

However, Government issued instruction in July, 1965 permitting 
the mills to maintain accounts at the finished stage or off-loom stage 
according to their option. 

The practice of maintaining account in the mills at the finished 
"age which has been allowed to be continued, has resulted in 
Postponing bringing into account the excisable fabrics until they are 
subjected to all processes. Thus considerable quantity of cloth 
Which has been woven on the looms but not subjected to fwther 
Processing has remained outside the statutory account of produc- 
tion involving risk to revenue. In the absence of any account 
showing the quantity of cloth at the loom-stage, it was not verifiable 
'n audit whether the entire quantity was u1t;matelg brought in the 
Production register in such mills and cleared on payment of duty. 

IParagraph 41 ( y )  of Audit Report (Civil) on Revenue Receipts, 19691 
b 



1.282. The Committee diiir0d to kn& why Government djd ,. !,I , 

accept the r e c o ~ d a t i o n s  of the SuWDmmittee for maintenaam 
of production ac&$ at  off-lootn stage in all the 6: In a 
written reply, the Ministry have stated: 

"The Sub-Committee had recommended maintenance of 
accounts right from the off-loom stage. On practical coh- 
siderations, however, it was decided not t o  disturb the 
status quo. In this context, it is of relevance to obervc  
that R.G.I. accounts maintained on the basis of off-loom 
yardage r e m i n  a purely nominal and theoretical account 
as it is difficult to correlate it with the E.B. 4 accounts 
which are based on the dimensions of the cloth after 
processing and finishing. 

The variations betwe.en the two are so substantial that it is 
not possible to connect the two, particularly so because 
production is a continuous operation and cloth at various 
stages of processing remains in different departments. 
However, it was felt that if the mills were prepared to 
maintain accounts at the off-loom stage, there could be 
no objection from our point of view to the same being 
done. In the matter of deciding upon the stage at which 
accounting of excisable goods should be done, practical 
considerations and convenience of the trade are  taken into 
account, provided of course there is no undue rib.' '  

1.283. The Committee desired to know the number of mills in 
which production was accounted for (a) at  the off-loom stage and 
4b) at the finished stage. In their reply, the Ministry have stated: 

"The information so far received from the Collectors of 
Central Excise is as under: 

(a) Number of mills in which production of cotton fabrics 
is accounted for at the off-loom stage: 180; 

(b) Number of mills in which production of cotton fabrics 
is accounted for at the Anished stage: 75". 

1.284. The Committee desired to have an approximate idea of the 
duty lost by Government jn respect of cloth accounted for at, the 
finished stage. In their note, the Mi@tr/ h.ve ~t.tsd u follows: 

"No possible loss of duty could be determined in d t  of 



cloth aocoudted for at the finished &age because the prrc 
ckcrtdon of of!-loom stags is ~ @ 3 .  clo2h whereas cloth 
r e o o ~ o e d  for in KG1 at the Anished a g e  is proceased 
fabrics chargeable to different rates of duty according to 
the processes undergone." 

1.285. The Committee desired to know the checks exercised to 
ensure that cloth was not removed unauthorisedly before it entered 
the production account. In their note the Ministry have stated: 

''Prior to the introduction of self-removal procedure in respect 
of cotton fabrics from 1st August, 1969, there was physical 
control and the st& incharge of the factories were r e i  
ponsible f o r  the supervision at the manufacturing as well 
as packing and folding stages. Hence there was no =ope 
for removal of cloth unauthorisedly before it was properly 
accounted for. After 1st August, 1969, under the S.R.P., 
reliance has to be put on the accounts maintained by the 
mills. Necessary checks are now exercised by the Inspec- 
tion groups who audit the accounts thoroughly for each 
factory once in six months. Preventive staff of the circle, 
division and the collectorate, also exercise the check 
through checks in transit, surprise visit to factories etc." 

1.286. The Committee learnt from Audit that they had been 
informed by the Ministry that the. requirement of keeping produc- 
tion account at off-loom stage would be kept in view while introduc- 
ing self removal procedure. The Cnmmittee enquired whether, after 
the introduction of self -removal procedure in respect of cotton 
fabrics from 1st August, 1969, necessary accounts of production at  
off-loom stage were being maintained. In their reply, the Ministry 
have stated: 

"Some of tire factories are still maintaining the account of 
production of cotton fabrics at the &-loom stage, after 
the introduction of self removal procedure from 1st August, 
1969 for cotton fabrics. The question wbether it will be 
legally correct and would be in keeping with the spirit 
of self removal procedure. and practicable to compel the 
mills to maintain accounts at off-loom stage, is already 
under examination." 



require a lifmee to d t a i n  an account of e x c h b b  e o d s  pm. 
duced by him. As cotton fabrics become excisable tlte oomant they 
are produced as such out of the looms, a production account a t  the 
off-loom stage is a legal requirement. Apart from this cansideration, 
it also appears desirable that accounts are mainbbed a t  the off-loom 
stage, as it would make for effective control over the fabric from the 
grey stage to the h a 1  stage of processing and finishing. 

1.288. The Committee note that a Textile Sub-Committee a C a  
ed by Government which went into this question recommended the 
mainternnee of production accounts by mills a t  off-loom stage. The 
Sub-committee considered such an arrangement legal as  well a3 
logical. But Government did not accept their recommendation on 
practical considerations having regard to "the convenience of the 
trade". The Committee are not convinced by this argument, for, 
they find that about three fourths of the number of mills d n t a i n  
accounts at tbe off-loom stage. It does not therefore seem unreason. 
able to require the remaining one-fourth to do Likewise. 

1.289. The Committee note that the question whether it would be 
practicable to cast an obligation cnr the mills to maintain ac- 
counts at the off-loom stage is under consideration of Government. 
As the matter is of importance from the point of view of ensuring 
accountability of excisable goods, the Committee desire that m early 
decision should be taken in the matter. 

Revenuc forgone by Executive Instructions of Govenunent 

Audit Paragraph 

1.290. Under the orders in force upto 27th February, 1965, unpro- 
cessed cotton fabrics manufactured in units with less than five install- 
ed powerlooms were exempt from payment of duty. The exemption 
was not applicable to those manufacturers who commenced production 
of the said fabrics for the first time on or f i r  1st April, 1961 by 
acquiring powerlooms from other persons who were or had been 
licensees of powerloom factories. 

In the course of audit of factories in one collectorate, i t  was n o t i d  
that no excise duty was levied an cotton fabrics cleared from the 
factories which had changed ownenhip .s well u commenced Pw 
duction after 1st April, 1961. Non-levg of n e d  d u e  was stated 
to be in accordance with imtructioru 4, DoVe-ent in Decem- 
ber, 1963 directing that status quo should be M t a i n e d  in respect 
of cases where the provisions in t b  regard were not e d o d  earlier* 



This resulted in loss of revenue of Rs. 4,00,652 during the period 
.from 1st July, 1962 to 27th February, 1085. 

{Paragraph 41 (iv) of Audit Report (Civil) on Revenue Receipts, 
1969.1 

1.291. The Committee desired to know the rationale behind the 
provisions of the notifications excluding from the scope of the exemp- 
tion scheme those powerloom units which commenced production on 
or after 1st April, 1961 by acquiring looms from those who were 
or had been Central Excise licences. In a written reply, the Ministry 
of Finance have stated: 

"Full exemption in respect of Central Excise duty leviable on 
cotton fabrics produced by powerloom units with less than 
5 powerlooms, and sliding slab rates of compounded duty 
in respect of units with more than 4 powerlooms, as obtain- 
ing during the period from 1955 to 1960, had led to such 
large scale fragmentation and it was considered necessary 
take some steps to check the same. With that object in 
view, anti-fragmentation provisions were inserted in the 
relevant notifications then in force on 26th November. 
1903. The anti-fragmentat'on provision read as under: 

"provided that this exemption shall not be applicable to a 
manufacturer who commences production of the mid 
fabrics for the first time on or after the 1st December, 
1960 by acquiring powerlooms from any other person 
who is or has been a licensee of powerloom factory". 

The above provision and similar provisions in some other 
notifications got inadvertently omitted at the time of 1961 
Budget changes. While reintroducing the above provision 
on 1st April, 1961 i t  was not possible to give retrosped2i.e 
effect to the same and this explains the rationale behind the 
provisions of the notikation excluding from the scope of 
the exemption scheme those powerloom units which com- 
menced production on or after 1st April, 1981 by acquiring 
looms from those who were or had been Central Excise 
licensees.* 

1.292. The Commfttee desired to know the authority for the issue 
of instructions of December, 1965. In their written reply, the Ministry 
have stated: 

"The intenUon krbind the anti-fragmentation provision *red 
to was to check fragmentation of larger powerloom units 



into small units with the object of taking advantage of 
duty exemption In those cases, therefore, where a right- 
ful heir of the deceased licensee inherited the factory, or 
the whole factory was transferred from one person to  an- 
other either by sale or by lease, it was felt that no frag- 
mentation was involved, and it would not be in accord 
with the intention of the Government to deny the beneiit 
of the above exemption. At the time of issuing execu- 
tive instructions to the above effect, it was not apprecia- 
ted that the Sam? wsre not in accord with the letter of the 
law." 

1.293. The Committee understand from audit that the Ministry of 
Law who were consulted gave the opinion that all the four cases at- 
tracted the anti-fragmentation condition laid down in the notification. 
The Ministry of Finance had, however, earlier issued instructions 
(under their No. F.44j1616-CXI dated 5th September, 1961) to the 
effect that so long as the entire set of powerlooms was taken over 
by a new owner enhanced duty should not be charged. After receipt 
of the Law Ministry's advice, the Ministry of Finance thought i t  unfair 
to disturb the existing practice and subsequently in their letter 
(F. No. 39197162-CVI dated 2nd December, 1963) instructed that where 
the benefit of exemption had been allowed the status quo should not 
be disturbed. 

1.294. The Committee note that an  exemption from duty was allow- 
ed by Government to certain small scalc units manufacturing un- 
processed cotton fabrics. The exen~ption notification contained res- 
trictive stipulations which were calcrllated to check fragmentation 
of larger units into small units with the object of taking advantage 
of the duty exemption. The notificetion wps nnfortunstely so  word- 
ed as to deny the concession even where a rightful heir of a deceas- 
ed licensee inherited the factory or where the who1 factory was 
transferred by sale or lease pot involvir~g any fragmentation. This 
shows that due care and forc!!w~,fit were not exercised while draw- 
ing up the notification. Even iT the initial error  b d  been made, the 
Committee feel that subsequently, when Governmsnt r e a l i d  that 
the notification was more res!ric!;ve than they had intended, they 
should have amended it by another notification. OWernxnent, bow- 
ever, tried to achieve this object by issuing Exsfative I a s t r ~ ~ t h s .  
Apart from lacking the due sanction of taw, their  iastr~ctiom 
became discriminatory in e f f ~  as thev cover& only r m  where 
the btmfit  of exemption had been g i v a  Tb Commftt88 -re- 

this. They trust that Government d U  C.lu, - to a d d  such 
mistakes in tuture. 



Audit Paragrcrph: 

1.205. Excise duty on tin plates and tinned sheets is Rs. 375 per 
metric tonne under tariff item 28. By issue of a notification in Febru- 
ary, 1965 (as amended in May 1965) Government gave certain con- 
,cessions in the rates of duty if the tin plates or sheets were manufac- 
tured from duty paid steel plates or sheets. A factory in a collectorate 
was manufacturing tin plates and sheets and the goods were assessed 
to duty at the concessional rates, although proof of payment of duty 
on the s,Wl plates and sheets used in their manufacture was not pro- 
duced. On 13th October, 1965 the department, reallsing the error, 
raised a demand for the period of preceding three months for th< 
differential duty of Rs. 2.94 lakhs. The differential duty recoverable 
for the period from March, 1965 to 12th July, 1965 falling prior to 
the period of three months, for which no demand has been raised, is 
Rs. 8.54 lakhs. The omission to raise the demand for this period was 
brought to the notice of the department in April, 1966 and the depart- 
mental reply is awaited (August, 1968). 

The factory has since closed down and the plants are stated to 
have been removed. 

[Paragraph 3@ of Audit Report (Civil), 1969, on Revenue Receipts.] 

1.296. The Committee were given to understand that "a small 
amount" had been recovered from the party in this case by adjust- 
ment from certain nhrnd claims of the party and that the rest was in 
arrears as the party had flied a writ in the Calcutta High Court. 

1.297. As to the latest position of the case, the Ministry have stated 
.as follows ln a written reply: 

................. "The application ffled by MIS. the petitioners, 
for extension of the order of interim injunction m t e d  in 
their favour earlier by the High Court and the Department's 
application for vacating the said interim injunction were 
heard on 8th October, 1969 and it was ordered by the High 
Court that MIS. ................. should fur- security in 
the sum of rupebs eleven lalchs to the satisfaction of the 
Registrar, Appellate Side of the Court within three weeks 
fm the date of reopening of the Court, ie . ,  18th Novem- 
ber, l9W, failing which the order of injunction would stand ............. vmatsd. Ws. however, obtained extandm 
upta 9th January, 1976 for furnishing the securities. They 



did not furnish the security but filed an appeal before the 
Appeal Bench of the High Court against the order dated: 
8th October,, 1969. They have also filed an applicatoin for  
stay of o~eration of the said order, pending decision of the- 
Appeal. The Department has filed an affidavit in opposi- 
tion against the said stay application and the matter is 
appearing in the Daily List of cases for hearing and is 
likely to come up for hearing shortly.'' 

1.298. The Committee note that. as against a demand of Rs. 2.94 
lakhs raised by the Department for the period 13th July, 1965 to 12th 
October, 1965, only "a small amount" has been recovered by adjust. 
ment from refund claims of the party. The recovery of the balance 
is pending as the party has filed a writ in the Calcutta High Court. 
The Committee would like to be apprised .of the outcome of 
these proceedings. 

1.299. The Committee would like Government to investigate why 
demands for Rs. 8.54 lakhs representing the differential. payable f o r  
the period March, 1965 to 12th July, 1,965 were not raised. 

Non-levy of duty on skulls 

Audit Paragraph 

1.300. Steel melting scraps are assessable to Central excise duty 
under tariff item 26 with effect from 1st March, 1964. In  a collecto- 
rate, a factory cleared skulls obtained in the process of manufacture, 
of steel in gots without payment of duty. The amount of duty not 

qharged came to Rs. 67,569 for the period between 1st March, 1964 
and 4th July, 1966. Particulars of recovery of the amount are awaited. 

[Paragraph 34 of Audit Report (Civil) on Revenue Receipts, 1989.1 

1.301. The Committee understand that "skulls" constitute a variety 
of steel melting scrap produced in the course of manufacture of steel 
ingots and castings. 

1.302. The Committee gathered from Audit that the Deputy Con- 
troller of Iron and Steel, Calcutta had confirmed on 13th September, 
1965 to the Excise Department that the product was melting scrap 
and assessable to duty as such. No action was however taken to 
raise the demands till Audit pointed out the omission on 16th Novem- 
ber, 1966. The Committee desired to know what action was taken by 
the Department on the above Report of the Deputy Controller of 



"On receipt of the report dated 13th September, 1065 from the 
Deputy Controller of Iron and Steel, Calcutta, the Superin- 
tendent of Central Excise having jurisdiction over the fac- 
tory, issued instructions on 20th September, 1985 to the 
Deputy Superintendent of Central Excise in-charge of the 
factory that the contention of the factory that skull scrap 
was not dutiable, was not correct." 

1.303. In reply to another question, the Ministry have stated in 
their note: 

"The Collector of Central Excise, Calcutta & Orissa, was asked 
to fix the responsibility at the SectorlRange level for the 
lapse in issuing demands immediately. While the Deputy 
Superintendent of Central Excise then in-charge of the 
factory has since retired, charges have been framed against 
the concerned Inspector of Central Excise." 

1.304. As regards the recovery of the demand, the Ministry have 
stated: 

'The Collector of Central Excise, Calcutta and Orissa'has in- 
formed that MIS. (licensee) has not extended the Bank 
Guarantee. The Central Government Counsel has confirm- 
ed on 3rd March, 1970 that the order of interim injunction 
stands vacated. The Assistant Collector concerned has been 
directed to enforce the demands. 

1.305. In reply to another written question, the Ministry have stat- 
ed that the skull scrap was not cleared from -factory from 5th July, 
1966 and was being remelted in the factory. 

1306. The Committee find that the Department acted in a very 
liesurely manner in this w e .  Tkere waa ,an omission in the flrst 
instance to charge the product to duty which became leviable with 
effect from 1st March, 1984. The Deputy Controller of Iron and 
Steel had, in reply to a refereace from the Department pointed 
out in September, that ths prodact was steel malting m a p  a d  
was cmwsab~e to daty as maeh. Eewever, no aRap was taken by the 
Department to i.be the dgvd a psrrlod d nearly 14 months, 
W h m  AuditpoiaW out the omiralua 



1.307. The Committee note that the officer concerwd ha8 &ace 
retired from service and charges have besn framed a-t the can= 
cerned Inspector of Central Excise. The Committee would like to 
be informed of h e  outcome of the disciplhry promdings. The 
Committee also note that the relevant demand for Rs. 87,589 has not 
yet been realbed. The Committee desire that vigorous steps should 
be taken to recover this amount. 

Loss of revenue arising from duty free rem~val  of samplbs for trade 
purposes. 

Audit Paragraph 

1.308. Under the Central Excise and Salt Act and Rules made 
thereunder, excise duty is payable on all goods as set forth in the 
First Schedule to the Act except where the Government of India 
by notification in the ofRcial gazette authorises exemption from duty. 
The Central Board of excise and Customs are not competent to permit 
duty free clearances of excisable goods by executive  instruction^ 

It was, however, noticed that a number of excisable commodi- 
ties in the shape of samples for trade purposes were =ved free 
of duty under certain executive instructions of the Board. The duty 
foregone by Government in ~espect of samples of cotton fabrics 
alone, was Rs. 9,93,455 from April, 1965 to March, 1067 in five 
collectorates. 

Paragraph 41(vi) of Audit Report (Civil) on Revenue Receipts, 
loss]. 

1.309. In a note furnished to the Committee, the Ministry have 
etated: 

"The executive instructions that the samples of cotton fabrics, 
conforming to certain dimensional limitations, removed 
from the factory for trade, governmental or test purposes 
need not be subjected to Central Excise duty, were origi- 
nally issued as early as in 1949. Subsequent instructions 
were issued under letter F. No. l(16715WX.11 dated 21st 
September, 1959, wherein the size of the samplee of cotton 
fabrics drawn for test purposes was specified to be not 
exceeding 1 yard in length by full width. Again in F. No. 
35(45(6llCX.I1 dated 20th July, 1081, the eke of the samples 
meant for home and overseae markets war @ed to 
be not exceeding half a metre and m e  metre by fill 
width, respectively". u 8  . 



1.510. The Ministry have further stated in their note: 
"The issue of the omnibus notification is under examination". 

1.311. !I'his is yet another of a number of cases whicb have come 
to the Committee's notice, where Government had given c o n c ~ i o n s  
in excise duty throagh Executive Instructions. The Minisby have 
now stated that the quesfSon of issuhg an omnibus notification Ir 
under examination of Government. As the concessions given by 
Government do not have a statutory backing, the Committee desire 
that this should be done without any further delay. 

Non-levy of duty on Aluminium Ingots. 

Audit Paragraph 

1.312. Excise duty on aluminium was imposed with &ect from 
1st March, 1860. Aluminium ingots produced out of old aluminium 
scrap or scrap obtained from virgin metal on which appropriate 
excise duty has been paid is exempt from payment of excise duty 
leviable thereon. 

It was noticed that in a few factories, manufacturing aluminium 
ingots, no duty was levied on the aluminium ingots made out of 
aluminium dross on which excise duty had not been paid. 

The department has issued demands for Rs. 42,272 out of which 
Rs. 2,375 have been reabed (February, 1060). 
[Paragraph 35 of Audit Fkport (Civil) on Revenue Receipts, 19691 

1.313. The Committee desired to know the period over which 
Aluminium Ingots were cleared by the factories mentioned in the 
Audit paragraph without payment of duty and the dates on whfch 
the 'Department fist came to know the clearance of ingots by the 
factories. In a written reply, the Ministry stated: 

'Vhe Audit paragraph relatee to three factories. The required 
information is given below: 

Name of Pncwy Period during which ' Date(&) when'&. 
Ing~tcr were c l d  partment &rt amc to 
without Payrnznt of know the damn* of 

duty i ngot8 by F a r g  (iq) 
I .  -_ 2. 3. ' . - 

1. Factory No. I . . . , . 2S'II-W61 27-8-1964 
t o  



- 2. Factory NO. 2 . 
k d 0) 

3. Factory No. 3 . . .  22-3-1961 to 18-12-1965 
28-2-1963 and 
17-7-1963 to 
17-2-1965 

1.314. The Committee were given to understand that demands 
for the above clearance were issued on various dates from Decem 
ber, 1965 to January, 1967. The Committee desired to know the 
reasons for delay in issuing the demands. In their written reply 
the Ministry stated as follows: 

"In fact, there was no delay in one of the cases (case No. 2), 
as a demand was raised on factory as early as 23th 
December, 1964 after scrutiny of relevant records and the 
collection of required data. There was, however, some 
delay in issuing the demands in other cases due to the 
fact that detailed particulars/statistics had to be collected 
from different sources to find out if the aluminium dross 
used by the factories in question was duty paid or non- 
duty paid and thereafter the quantity of aluminium 
recovered from dross had to be determined for calculating 
the amount of duty to be demanded." 

1.315. The Committee enquired whether a review had been. made 
to And out whether similar omissions had not occurred in other 
Collectorates. In their written reply, the Ministry stated: 

"No review as such has been made. It may, however, be 
stated that aluminium ingots produced out of dross or 
skimmings of aluminium have since been exempted from 
the whole of the duty of excise leviable thereon under 
Government of India Notification No. lMle8-Central Excise, 
dated 23rd November, 1968." 

1.316. As to the latest position regarding recovery, the MLnistrY 
stated as follows: 

"It may at the very outset be relevant to maintain that the- 
amount shown in the Audit Para, *., I(r. 42,272, -@. 



based on the figures furnished by the Minietry in the. 
comnents at the draft para stage, is not correct. The 
correct amount of duty involved is Rs. 44,350.56 demanded, 
a sum of Rs. 4,505.24 has already been recovered and 
necessary action for realisation of the balance is in pro- 
gress!' 8 +I 

1.317. The Committee are surprised to find that it took the De- 
partment one to four years to find out that the assessees involved in 
this case had cleared aluminium ingots without payment of duty. 
There was a further delay in raising demands for duty. Govern- 
ment have stated bhat the demands could be raised, only after 
ascertaining that duty had not been paid on the dross which consti- 
tuted the raw material for the ingots, bat it is clear that the &&a 
Department did not show due vigilaace. The Committee hope that 
action will be taken by Government to ensme that these instances 
do not recur. 

1318. The Committee note that out of a total demand of 
Rs. 4l@l in the above cases, a sum of 4,W only !has so far been 
recovered. The Committee desire that vigorous steps should be 
taken to recover the balance. 

Shortage in the stock of dutiable parts of nfrigeratots. 

Audit  Paragraph 

1.319. According to the Central Excise Rules, stock-taking of ex- 
cisable goods should be conducted every year and action taken in 
respect of shortages and excesses noticed. 

In respect of a factory manufacturing refrigerators and c o m p  
nent parts it was noticed that no stock-taking of component parts 
"as done from 1962 and that no proper accounts were maintaind for 
the parts taken to assembling unit. At the instance of audit, a 
special stock-taking was conducted in June, 1967 which revealed 
shortages and excesses in certain excisable parts. The duty involved 
On the shortages noticed works out to Rs. 1,55,457 approximately. 
The department has since issued a show cause notice for the short- 
ages of evaporators, cabinets and compressors to the licensee (Sep 
ternher, 1967) and the caee is pending with the Conector (February, 
l968). Penal action for the excesses noticed after investigation has 

been initiated by the department (February, 1068). 



1.320. The Committee desired to know why no stock-taking was 
.done in the factory every year, as required under thi! rules. In a 
written reply, the Ministry have stated: 

"Yearly stock-taking of dutiable parts of refrigerators was not 
done under the mistaken impression that such stock-taking 
is to be confined only to fully manufacture.d refrigerators 
and not to component parts. This was a large for which 
explanation of the officers concerned has already been 
called for!' 

1.321. Under Rule 53 of Central Excise Rules, the manufacturers 
.are required to maintain daily stock accounts showing daily produc- 
tion and clearance of excisable goods. The Commit te  enquired 
.whether the accounts relating to component parts, which are 
excisable goods, were properly maintained as required by Rule 53 
and further whether these are checked by a departmental o5cer 
daily or periodically. In their written reply, the Ministry have 
stated: 

"The factory was maintaining the daily stock accounts for the 
parts and complete refrigerators in independent registers. 
Both registers were being checked for arithmetical 
accuracy but no correlation of issues of spare parb with 
the finished refrigerators was undertaken. Action against 
the officers responsible for the lapse is being taken by 
the collector." 

1.322. The Committee enquired on how mauy occasions the 
'*Internal Audit Department reviewed the accounts of the factories 
during 1962 to June, 1967 and whether they pointed out the irregu- 
larities in accounts and omission to conduct annual stock taking. 
I n  their written reply, the Ministly have stated: 

"During the period 1962 to June, 1967 the internal audit party 
audited the accounts of the factory only once in June, 
1963. They did not point out the odssion t o  conduct 
m m l  stock taking of parts of refrigerators. Nor it is 
reported that any discrepancy in accounts was pointed out 
by them." , <= .-; 1 . 

1.323, The Committee desired to know the present p ~ W a  of the 
.case. In their written reply, the Ministry have stated:) 



of the Collector imposing penalty and duty. The appeak 
i s  pading with the Board." 

1.324. In reply to another question regarding the reasons for 
excesses, the Ministry have stated: 

"Excess in stock was not noticed at the time of annual stock- 
taking; the excess was discovered by verification of the 
accounts of the Parts of Refrigerators. In other words 
the factory had accounted for more parts than noted in 
accounts. These excesses are attributable to the failure 
of the factory to take into account as opening balance the 
pre-excise (Pre 1962) stock of parts and to the parts 
(1/10 H.P. Compressors) received under proforma credit 
from another factory. These excesses in parts of refri- 
gerators are reported to have been either cleared on pay- 
ment of duty or consumed in the manufacture of refri- 
gerators and thus stand regularised." 

1.325. The Committee are unhappy over the lapses revealed in 
this case. Under Rule 223A of the Central Excise Rules, stock- 
taking of excisable goods is required to be conducted by the Degart- 
nient at least once in every year. However, in the case of the fac- 
tory in question, no stock-taking was done for a period of nearly 
five years (196246). Further, though daily stock accounts of the 
parts and complete ddgewators mbtainsd by the manufacturer 
were being checked by bhe Central Excise offldals, no d o &  wsre 
made by them to correlate the issues of spare parts with the pro$uc- 
tion of finished refrigerators. This indicates that the scrutiny of 
the accounts of the factory exercised by Departmental olljcials was 
perfunctory. The Committee feel that the Department should take 
a serious notice of such lapses. 



1.327. The th.udttee note that the demand for Re. 185,451 raised 
%y the Department has not yet been recovered as an appeal flled by 
the assessee is pending with the Board. The Cornhittee would like 
to be informed of the decision of the Board. 

.Over-assessment of mill board and straw board owing to denial of 
adequate concession: 

Audit Paragraph: 

1.328. By issuing of a notification in April, 1966 Government 
prescribed slab exemptions in respect of straw board and mill board 
subject to certain conditions specified in the notification. The con- 
ditions inter alia prescribed that in respect of mill board the process 
of drying of the wet board should be. carried out without the aid 

.of the same machine on which the board is formed. This condition 
was withdrawn from 19th September, 1966 and as a result, machine- 
dried mill board was also eligible for assessment a t  the revised con- 
cessional rate from that day provided it satisfied the specifications 
enjoyed in reply the relevant notification. 

It was, however, noticed that the quantities of such paper boards 
cleared by the manufacturer on payment of duty at the tariff rates 
during the period from 30th April, 1966 to 18th September, 1966 
were also taken into account in arriving at the quantity of mill 
board and straw board qualifying for assessment at the concessional 
rates although these were not treated as mill boards for the purpose 
of assessment in term's of the earlier notification of April, 1966. 

The inclusion of the quantities of such paper boards cleared during 
'30th April, 1966 to 18th September, 1966 was irregular and resulted 
, in  over-assessment of Rs. 1,27,517 

[Paragraph 40 of Audit Report (Civil), 1969 on Revenue Receipts] 

1.329. The Committee learnt from Audit that the Ministry in their 
reply to the Audit paragraph, sent to them on 5th July, 1968, had 
stated that the appeal for refund of the duty excess-paid filed by 
the manufacturer was rejected by the Collector at the appellate 
stage and hence they would not comment upon the merits of the 

:case. 

1.330. In reply to a written question the Ministry have stated 
' tnat no review was made by the Department to And out whether 



there had beem aimllar over-assessments in other coIlectoraka. The 
Ministry have further stated that such a review was being made 
now, the results of which would be communicated to the Committee 
jn due course. 

1.331. The Committee observe that due to an error on the part of 
the Department in determining the quantities of paper board clear- 
ed at conceseional rates by an assessee, there was an over-assessment 
to the tune of Rs. 1,27,517. The Committee note that Government 
are now conducting a review to find out whether there have been 
similar over-assessments in other Collectorates. The Committee 
would like to await the results of this review. They would have 
felt happier if Government had initiated this action soon after the 
Audit paragrap31 was sent to them in July, 1968. 

Non-levy of duty on Oxygen 

Audit Paragraph: 

1.332. Oxygen is assessable under tarifE item 14H (i) at 10 per 
cent on tariff values fixed by Government from 24th April, 1962. 
It was noticed in December, 1963 that in an iron and steel factory 
demand had been raised by the Department in August, 1963 for 
Rs. 5.92 lakhs for oxygen supplied by the Factory from 24th April, 
1962 to 30th June, 1963 and that no demand had been raised for 
the gas supplied horn July, 1963 onwards. When the non-levy of 
duty from July, 1963 was pointed out in December, 1963 a revised 
demand for Rrs. 7.00 lakhs was raised (October, 1964) for the period 
from April, 1962 to February, 1964. Particulars of recovery are 
awaited (August, 1968). 

(Paragraph 27 of Audit Report (Civil) on Revenue Receipts, 1969) 

1.333. The Committee were given to understand that Central 
Excise duty was levied on oxygen for the first time with effect from 
24th April, 1062. By a notification issued on 24th November, 1962, 
it was totally exempted from duty if it was used directly for manu- 
facture of steel on 1st March, 1964, a general notification was 
exempting oxygen from the whole of the duty of excise leviable 
thereon. 

1.334 During evidence, the representative of the Central Board 
of Excise and Customs stated that although oxygen was liable to 
duty,  the quantity used directly for the manufacture of steel was 



exempt from duty. In the initial stages, the factory in qu-m did 
not have a flow meter to indicate what quantity was used ia the 
direct manufacture of steel and what quantity was used for other 
purposes. The flow meter was installed later on. f i th0wh it was 
dieacult to find out the quantity used for purposes other than the 
direct mruiufacture of steel, to safeguard revenue interests, dbmand 
was issued for the total quantity of oxygen consumed in the factory. 
The factory went in appeal and the case became subjudice. The 
Collector consulted the Deputy Chief Chemist who had inspected 
the factory and submitted his report. According to him upto a 
certain level it was possible to determine the ratio between the two, 
but beyond that the position was not clear. The appeal had not 
been yet decided and the dues recovered. 

1.335. In a written note subsequently furnished to the Commit- 
tee, the Ministry have stated: "The appeal has not so far been decid- 
ed because the report of the Deputy Chief Chemist on the quantity 
deemed to have been used for two purposes reportedly has been 
furnished only in January, 1970". The Committee enquired when 
the Department first came to know that the licensee was using 
oxygen for purposes other than the manufacture of iron and steel 
and when it first raised the demand for the quantity so used. In a 
written reply, the Ministry have stated: 

"Soon after the levy of central excise duty on gases from 
24th April, 1968, the Joint Secretary during the course of 
his tour to Patna Collectorate desired that a study should 
be undertaken on the total intake of oxygen gae by the 
(assessee), and its consumption for various purposes in 
the factory. The results of this study were received by 
the Board in the middle of July, 1982. The study revealed 
that oxygen was being used by the Co, not ' only for 
manufacture of steel but also for purposes unconnected 
with the manufacture of steel, for example, in welding 
shops, breaking of skull etc. Orders were accordingly 
issued on 18th August, 1962 that duty free use of Oxygen 
gas was not permissible for purposes other than use in 
the manufacture of steel. The Department may, there- 
fore, be regarded as having come to know that  O x 9 P  
was being used by the assessee for other than the manu- 
facture of Iron and Steel sometime in J~ly-Augu~t, ~ 9 8 2  
The demand was first raised on 27th Au-, I- m 
W t  of the period 24th April, lg@ to 30th Jutlb, 1#13 only 



after the factory furnished A p e s  of oxygen gas consum- 
ed during this period. As there was no device to measure 
the quantity of gas directly used in the manufacture of 
steel and that used f& other purposes, the demand relat- 
ed to the entire quantity of gas used in the factory". 

1.336. The Committee pointed out that non-levy of duty from 
July, 1963 onwards was pointed out by Audit in December, 1963 but 
the demand notice was issued by the Department only in October, 
1964, that is, after a time-lag of about ten months. The Committee 
desired to know the reasons for the delay in issuing the demand 
notice. In their written reply, the Ministry of Finance have stated: 

"The demand raised on 27th August, 1063 was found to be in- 
correct and a fresh demand for higher amount in lieu of 
the earlier demand covering the period 2nd April, 1962 
to 29th February, 1964 was issued on 24th October, 1964. 
The reason why the revised demand could not be issued 
earlier was the non-availability of figures of 
oxygen gas used (a) directly in the manufacture of steel 
and (b) for other purposes. The factory management 
could not supply the data requ.red by the Central Excise 
Department." 

1.337. The Committee reeret to observe that although four and a 
half j,tvnrs have e l ~ m e d  since a revised demand for Rs. 7 lakhs was 
raised by the Department in this case, the question of tax liability 
still remains indeterminate, for want of a decision on the extent of 
assessee's entitlement to exemption. The Committee desire that the 
matter should be settled expeditiously. 

The Committee also observe that there was a regrettables d e h y  
in raising the revised demand in this case. The Committee trust 
tha t  the Department will take care to avoid such delays in future. 



APPENDIX I 
(See paragraph 108 of the Report) 

Statement showing the Commodities in respect Of which wider 
categorisation than what it is under the tarifl has been adopted 

under Notifications. 

Tariff Cornm,,lity Nature of wider categoricatit ti 
Item 
No. - -- ..- -. -. . - - 

Sugar . . Far Khe~idseri sugar, ccmpoul d fd  levy 
scheme has been introduce(!, the tsto 

Confectionary depending upon the type a rd  size o t  
centrifugal usrd 

Prepared or reserreu Foods 

Coffee 

Tea 

Tobacco 

Motor Spirit 

Kerosene 

Refined Diesel Oil oxd \'eporisir g 0 ila 

Furcacc Oil 

Asphalt, Bitumen artd Tar. 

Petroleum Products N.O. S. 

Vegetable Non-essentiai Oils 

Paints and Varnishes 

Caustic Soc'a 

Synt!letic o r g a ~ i c  Dye Stuff 

I ~ D D  Synthetic Orgaric Products 

14E Patent or proprietorp Medicires 

14G Ni:ric, Hydrochloric and Sulphuric Acid 

I ~ H H  Fertilizers 

15 s a p  

ISA Plastics 

I s A I  Organic Surface Active Agents 

ISB Cellophane 

16 Tyres 

I ~ A  Rubber Products 



*rariff Commodity Nature of wider Categoriaation 
Item 
No. --- 

Plywood 

Paper 
Rayon Yarn 

Cotton Yarn 

Woollen Yam 

Cotton Fabrics 

Silk Fabrin 
Woollen Fabrim 

Rayon or Artificial Fabrics 

Jute Manufactures 

Glass and Glassware 
C linaware and Pomlainware 
Asbestos Cement Products 
Steel Ingots 

25.AA Iron and Steel Products 
27 Aluminium 

29 Iaternal Combustion Engines 
29.\ Refrigerating and Air Conditioning 

Appliances and Machinery. 
33 Electric Motors 
31 Electric Batteries 

32 Electric Lighting Bulbs 

33B Electric Wires and Cables 

33C r)~rn:sticElectricalA pliances not 
elsewhere specifid 

31 Motor Vehicles 

36 Footwear 
37 Cinematograph Films 

3 7 h  Gramophones and parts thereof 
38 Matches 
do Steel Furniture. - - -.-IC 



- - - - .- - (See paragraph 1.16 of the Report) 

Nulhber of cases in  which exemlrtions were given by Government 
to the extent of 50 per cent to 75 per cent, 75 per cent to 100 per . . --" cent and 100 per cent during the year, 1967 

SI. 
No. 

Toriff Item No. Number of exemption noti- Number of special orders 
& fiation issued by t+ ~ u e d  by the Gntral 

Commodity Central Govt. allowmg Board of Exdoe LP' 
reduction in duty to the Cuatoms allowinq rcduc. 
extent of 9 tion in duty to the 

ext-nt of 

SO?, 75% Wholly 50% 75% Whollv 
to to to to 
7 5 %  Ioo'% 75% 100% 

. . .  ~Ketosene . . . . 
8-Refined Diesel 011 . . . 2 

9-D.0. (N.O.S.) . . 2 . . 
10-Furnace Oil . . I . . 
IIA-Pe~oleum Products N.O.S. . . . 
13-Vegetable Products . I . . 
14-Paints & Varnish&. I . . 
I@-Syntheticorfamc dye . . . . 

13. I4E Patent or Propriorofy . I . . 7 . . . . 
Mdicians 



22, 18-Rayon Yam 12 3 . . . . . . . . .  
23. I~A-Conon Yarn . a 2 3 . . . . . . 

2 5 ,  19-Cotton Fabrics . z . . 33 . . , . . . 
z h ,  21-Woollen Fabrics . . .  . . 6 .. . . . . 
2:. 22-Rayon or Art Silk 

Fabria - . . .  x .. . . . . 

30. z3A-Glass & GI- 
Ware , , , . . . . a . . . . , 

32. 25-Iron in any Crude 
Form . . 1 . . . . . . . . . . .  

33.  z6X-Copper & Copper 
auoys . .  . . 3 . . . . . . 

34. z6h.4-Imn 4 Steel . . . .  Products I 3 .. . , . . 

40. 32-Electric iighting 
bulbs . . .  . . . . I . . . . . . 

42. 3.1B-Ekaric Wk 
Cables . . , . . . . 1 . . , a . . 

43. 36-Fo0tweu . . .  . .  6 .. . . . 



45. g7A-Gramophone & 
Part thereof . . f . . . . . . , . 



(See paragraph 1.38 of the Report) 

Salient features of Self Renwval Procedure 

1. All manufacturers are required to submit under Rule 173B 
classification lists of a11 excisable goods produced in their factories 
to the Superintendent of Central Excise incharge of their range for 
his prior approval. This classification list contains the description 
of each product along with the item No. of the Central Excise Tariff 
which applies to it, particulars of exemption notification applicable, 
if any, and the rate of duty leviable thereon. The Superintendent 
of Central Excise incharge of the range has to approve this list and 
to return one copy to the assessee for his guidance. Disputed orders 
of the Superintendent are appealable. Similarly, the manufacturers 
also file with the Superintendent incharge of their range for his 
prior approval a list of prices of goods, which are assessable to duty 
ad valo~em (Rule 173C). 

2. After the classification and price lists have been approved as 
above, the manufacturer himself determines his liability under 
Rule 173F for the duty due on the excisable goods intended to be 
removed under each gate pass and cannot remove such goods unless 
he has paid the duty so determined. Procedure to be followed by 
an assessee for payment of duty and clearance of hie go& is laid 
down in Rule 173G. Every assessee pays duty compulsorily through 
a Personal Ledger Account, in which he periodically makes credit 
entries after cash payment of the amount into the Treasury or after 
sending a cheque or letter of authority to the Chief Accounts 
Officer of the Department so as to keep the balance in such account 
current sufacient to cover the duty due on the goods intended to 
be removed at  any time. The assessee pays the duty determined 
by him for each consignment by debit to such account current be- 
fore removal of the goods. 

3. The manufacturer also submits a monthly rehum to thr, 
Superintendent incharge of his Range along with copiea at gate 
Passes and P.L.A. The range staff checks the accuracy of duty in 
respect of each 'gate paw and ensures that it has been'correctly paid. 
The range staft .Ira visits tactorlea for drawing atrplea of goods for 
test, according to prescribed flgure8, where the rate of duty depend8 
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on the Chemical and Physical properties of the goods. The r a w  
staff can also visit factories for any other important investigations. 
in connection with verification of classificationlprice lists, c l e w  
of returns etc. 

4. In addition to the checks, which are exercised in the range a8 
stated above, production, clearances, raw material accounts and 
other accounts of the manufacturers are checked periodically, once 
every half year or so by a party of officers known as Inspection 
Groups. These Officers visit the factories for examination of re- 
cords. In addition to the half yearly visits mentioned above, ins- 
pection groups are also expected to pay a short surprise visit to 
each factory once a year for the purpose of authenticating their re- 
cords and conducting stock challenges. 

5. In addition to Assessment Ranges and Inspection Groups, 
which exercise documentary checks on the duty paid by the factor- 
ie; and on their production and clearances separate preventive and 
intelligence teams have been constituted, which work independently 
of the above units to exercise preventive and intelligence checks. 
As a part of the checks which they exercise, these teams pay sur- 
prise visits either to the factories or to the marketing centres to 
detect surreptitious removals. They also visit the Octroi Posts and 
Railway Stations to examine their records in order to see that 
movements of excisable goods are properly accounted for by 
assessees. They also exercise checks on goods in transit, vicit fac- 
tories by surprise to verify their accounts and stocks and also ,makc 
surprise raids on suspected units. 

6. Simultaneously, with the grant of a full freedom to the manu- 
facturers to clear their goods at  their convenience without any 
physical supervision by any Central Excisg Officer whatsoever sub- 
ject to observance of the prescribed procedure, penal provisions 
have been made more deterrent. The maximum penalty that can 
now be imposed has been raised from Rs. 20001- to an amount not 
exceeding three times the value of the excisable goods in respect 
of which any contravention under S.R.P. Rules has been committed 
or Rs. 50001-, whichever is greater. Provision for confiscation of 
goods has also been made more stringent in so far as it now ptovfde~ 
for confiscation of- 

(i) any land, building, plant, machinery, materials c o n w -  
ance, animal or any other thing used in connectf.021 with 
the manufacture, production, storage, removal or dtspod 
sf such goods, and 



(ii) all excisable goods on such land or in such building o r  
produced or manufactured with such plant, machinery, 
materials or thing. 

7 .  In addition to the above provisions for imposing a deterrent 
punishment for deliberately evading payment of duty, Collectors 
,r Central Excise have also been delegated powers under rule 173E 
to nominate an OfRcer not below the rank of an Asstt. Collector 
t o  determine the 'normal production' of a factory. After taking into 
account all factors such as installed capacity of the factory, raw ma- 
terlals used, labour employed, power consumed etc., if a factory's 
production during any time is found to be below the 'normi arrived 
at, the assessee may be called upon to explain any short-fall in pro- 
ductlon during any time as compared to the norm. If the short-fall 
1s not accounted for to the satisfaction of the proper Officer, the Said 
officer may assess the duty thereon to the best of his judgment after 
c!ung the assessee an opportunity of being heard. 

8. The production of a factory, which may once be determined 
in the manner indicated in the preceding paragraph may be revised 
later by the proper officer after further enquiry that may be consi- 
dered nwessary if reasonable grounds exist to show that any factor 
afkrting the production of such factory has undergone a material 
change. 

9 Physical Supervision has been withdrawn w.e.f. 1st August, 
1969 trom removals and receipts in bond, removal for destruction 
of goods unfit for consumption, receipts of duty-paid damaged goods 
for reprocessing or repair and receipts of duty paid raw matwials 
or components under proforma credit scheme. In place of physical 
suaervxion, selective checks by Central Excise Oacers at random 

been introduced and in order that they may be carried out, 
an obliqation has been cast under Rules 173K, 173L and 173N on 
the aTsessee of informing the proper ofacer the particulars of the 
goods received and the date of receipt. This information is required 
to be furnished within 24 hours of the receipt of the goods. So far 
as destruction is concerned, information about the quantity of goods 
and the Proposed date of their destruction has to be supplied seven 

in advance under rule %A as modified by Rules 173K, Rule "' amended by Rule 173N and Rule 195 as amended by Rule 173P. 
' period of 24 hours and seven days for giving prior information 'I1 necessary verification to be conducted by the proper 1 in respect , of good. rsnivod or proposed to be destroyed. 



Instructions have also been issued that all cases of destruction in- 
volving remission of revenue over Rs. 1,0001- each should be per- 
sonally verifled and supervised by the Superintendent Incharge 
verified and supervised by the Superintendent Incharge of the 
Range. 

10. Physical Supervision in respect of exporters has been retain- 
ed with the difFerence that an exporter has been given the ~ption 
either to avail of the existing procedure of getting his goods exa- 
mined and sealed by the Central Excise Ofacers as at present or 
alternatively he can despatch the goods directly to the port or 
export without any such supervision, in which case the goods for 
export will be examined by the Customs officer at the port. Ex- 
porters, who intend to have the goods examined by the Central Ex- 
cise Offlcer have to pay necessary supervision charges. A provi- 
sion ha. been made in sub-rule (3) of Rule 185 amended by rule 
1750 for authentication by the proper omcer of export documents 
like the gate pass and AR4lAR4A. 



(Sm -ph I .61 or the Report) 

Ra. 416631.00 (b) Total revenue d s c d  in Rs. 1,48,86,000 
rm-as 

&. 18.76 per Qtla. (c) Average rcnlisation in Rs. 1 5 . 9 ~ )  QcL 
1968-69 



, APPENDIX V 

( In Paiee Per square Metre ) 

Paiodl Category At tariff rats 
Ycsr prescribed 

under the 
F b t  Schedule 

to the 
Oneol Exd- 
se and Salt 
Act, 1944 

At effective At compounded rate8 
rates p m -  prescribed fot powerloom 
crikd for mt8 
armpoaitc 
Mills. 

Units Units Unitl 
with with with 
1 - 4  5-24 2 4 4 9  
looms  loom^ loom 

1967-68 Superfine . . 60.00 12.0 
(from) Fine . . . 80.00 10.0 
26-5-67) Medium-A . , 60.00 ~.o(njl: 

Medium-B . . 60.00 3.0 (nil) 
Gmsc. . 60.00 I . o (nil; 

Pr0m Supufine . . BW00 7'0 
2-5-68 Fint . . . 80.00 6.0 

Medium -A . 60.00 2.5 
M u m - B  . 60.00 I, 5 (nil) 
C O m e  . 60.00 1 . 0 (nil) 
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led to protracted delay in Analisation of assessments, with ail attend- 
ant complications 

-Do- 
Apart from complicating the tariff, these notifications have 

vziud by tb. awcutlve to ex- dub -* us. 
Taking the notifications issued in the year 1967 alone, the Committee 
observe that Govenunent(the Board,issued 273 notifications covering 
51 different excisable items, including major revenue yielding com- 
modities like sugar, tobacco, motor spirit, kerosene, iron and steel 
pmducts, cotton yarn, fabrics etc. As many as 185 (of the 273) noti- 
fications gave exemptions ranging from 50 per cent to 100 per cent 
of the statutory rates of duty. Of these the number of notifications 
which gave total exemption from tariff rates was 128. The Committee 
consider it extraordinary that delegated powers given to the execu- t; 
tive should have k e n  exercised to render the statutory tariff a nul- a - 
l i tv  in a majority of rases. -Do- 

Another aspect of the exemptions is the fact that, in some cases, 
exemption from duty was given with retrospective effect, though, 
as has been pointed out by the Attorney-General, the executive does 
not at present enjoy this power. The data given to the Committee 
shows that 7 of the exemption notifications issued in 1967 took retros- 
mctive effect. Government have not been able to indicate what these 
retrospective exemptions cost in 5 of these cases where the exemptions 
had monetary effect. The Committee can only conclude from this 
that Government gave exemptions in these cases without even ascer- 
taining what revenue the public exchequer would forge thereby. 
-- 



_- ..------- -I - -- - -  - - - - 
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4 1-23  Finan~r The Committee And that exemptions have also been given in favour 
or lndlvidual orgarusations or bodies. Government have stated t b t  
awn exemptions are given only "when circumstances of an excep- 
tional nature exist." The Committee find from the particulars of t h w  
exemptions in 1967 (5 in all) that a State Electricity Board was 
exempted from duty on refined diesel oil used as fuel for generating 
electricity. The relief given for four months resulted in Government 
forgoing revenue to the tune of Rs. 14.5 lakhs (approximately). The 
Committee would like to be apprised of the considerations that weigh- 
ed with Government in extending this concession to only one of the 
many Electricity Boards in the Guntry. 

-Do- In the Committee's opinion, the plethora of exemption notifications 
suggests that exemptions are given by the executive under pressure 
from cmcerned interests. Such pressures generate counter-pre~sures, 
making it necessary for Government either to modify or amplify 
the scope of exemptions given. The representative of Ministry of 
Finance admitted during evidence that "as a general proposition it 
is probably true that there is pre9surem, though he added that "in 
cases where pressure was justifled, there could be an arguable case for 
making an exemption" 

-1)e- The Committee feel that the existing position in regard to grant of 
exemptions by the executive through notifications or special orders 



leaves a lot to be desired. The Committee recognise that, in adminis- 
tering a fiscal measure, a number of problems are likely to arise and 
that, of necessity, the executive will have to be given sufficient flexi- 
bility by the legislature to facilitate smooth and effective tax adminis 
tration. At the same time, it is necessary to bear in mind that the 
power given to the executive to give exemptions is only a form 
of delegated or subordinate legislation, which should not be so frec1y 
used as to vitiate the intentions of the legislature. Against this back- 
ground, the Committee wish to make the following suggestions: 

(i) All operative exemptions, whether granted by notification 
or special orders, should be reviewed as an exercise preIi- 
rninary to their rationalisation. 

(ii) Tariff schedules should be left to be framed by Parliament 5 
and the tendency to sub-divide the tariff through notifica- 
tions should be arrested. Parliatnrntary control in this 
field is vital, as it provides an opportunity for different 
shades of representative opinion to influence taxation pro- 
posals. The power given to the executive to modify the 
effect of the statutory tariff should be regulated by we& 
defined criteria whic!~ ~hould i!' possible, be written into 
the Central Excise Bill now hefore Parliament. 

(iii) No exemption should be given without an assessment of 
its financial implications in so far as they can be deter- 
mined. The monetary implications of the notifications, 
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where determinable, should also be indicated in the memo- 
randum appended to the notifications at the time they are 
placed before Parliament. 

(iv) All exemptions involving a cent per cent relief from duty 
should require prior Parliamentary approval. A suitable 
procedure will have of course to be worked out to cover 
exigencies which may arise when Parliament is not in 
session. 

(v) Exemptions in favour of individual parties, organisations 
etc., whether by notification or by special orders, should 
be avoided. and when absolutely necessary, should be 
reported to Parliament and a motion moved by the Execu- 
tive within a specified time for their consideration, failing 
which they should lapse. 

(vi) The intentions underlying exemption notifications are by 
and large unexceptionable. They are meant to benefit 
small-scale units or provide incentive for production of 
certain items or for the use of a particular raw material 
in the overall interests ot the economy. However, as these 
exemptions tend to distort the commodity tax pattern, the 
scope and advisability of grant of t h e  benefita or in- 



tives through non-fiscal devises, such as subsidised supply 
of raw material, power etc., should first be examined, so 
that duty exemptions are restricted to the absolute 
minimum. 

It is a matter of common nowledge that 'ad ualatem' and specific 
levies represent two different and distinct types of tax. In  one, the 
duty is related to the value of the product taxed, so as to make the 
tax progressive, while, in the other, there is a specific rate of duty, 
regardless of the value of the product. The Committee are therefore 
doubtful whether the executive can, in exercise of its delegated powers 
to grant exemptions. convert an 'ad calorem' into a specific duty. 
The Committee note that pursuant to a suggestion made by them 
earlier the matter has been referred to the Attorney-General for an t;; 
opinion. They would like to be apprised of the outcome of the =- 
reference. In the meanwhile, the  Committee would like Government 
to compile data about all operating notifications, which have had the 
effect of converting an ad valorem duty into a specific duty and 
vice versa. 

z @  

--Do- As an off-shoot of this issue arises the question whether a notifi- 
cation issued by Government, which substitutes specific rate of duty 
for an ad valorem tariff, will continue to be valid,'after Pari~ament 
has further enhanced the ad tmlorent duty originally fixed. The 
Committee note that the legal opinion on this point, which G o m n -  
ment have not accepted, is that under such circumstances, Govern- 
ment will have to issue a fresh notification if the spe~ific rate of duty 
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originally notified by them is to continue. Thc Committee are not 
happy that Government have not accepted the legal advice ten- 
dered. However, ai the basic question of the competence of the 
executive to substitute a specific for an ad valorem duty is its& 
under reference to the Attorney-Genefil, the Committee would 
not like at this stage to make any observation on this point. 

Finance The Central Excise Tariff is a complex tax measure covering 
a !srge range of commodities, which attract varying rates of duty 
levied with reference to a host of criteria. As pointed out by the ,- 
Committee earlier, the tariff has been further complicated by the 8 
executive in the process of administration. It is only therefore 
fair to the assessees that changes in the tariff effected from time 
to time, which are notified to them through Trade notices, are 
consolidated at frequent intervals. Such a consolidated compilation, 
apart from acting as a facility to the trade, would also aid the 
work of assessing omcers. To facilitate the work of the assessing 
officers further the departmental manuals should be revised and 
brought upto-date at frequent intervals. 

-DQ- In June, 1968, a radical change in the pattern of excise contra1 
was made when the system of 'physical control', which had been 
prevalent since 1944, was replaced by a system of 'controI thro* 



accounts and preventive checks'. The essence of the new system is 
'a large measure of trust in the manufacturers, their declarations 

and their accounts." The physical controls previously exercised 
cvrr thr movement of goods from the production stage till the time 
they finally left the production units have been dispensed with. 
The main considerations which impelled Government to introduce 
this system were the growing administrative burden on the Cmtral 
Excise Department and complaints of abuses associated with the 
old sy:tern, 

-Dct While the Committee appreciate the consideration; which 
have led to the introduction of the new system, they are anxious 
that the trust rcpr~scd in manufacturers and their declarations is 
not abused, lrading to evasion of duty. The Committee hope that 
Government will not slacken their  vigilance and will ensure that - 
the working of the new system is kept under constant watch so that 
loopholes brought to light by experience are plugged expeditiously. 

Somr of the points to which the Committee would like Gov- 
-Do- ernment to give particular attention are mentioned below: 

( i )  The Central Excise Law as it stands now does not throw 
on the manufacturer the onus of proving that there has 
been no tax evasion. This was understandable as long as 
the Department were exercising physical checks on move- 
ment of goods, but now that these have been dispensed 
with, the Committee would like Government to considyr 
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the feasibility of introducing a suitable provision on the 
lines of Section 123 of the Customs Act, 1962 in the Central 
Excises Bill pending before Parliament. 

(ii) Undcr thc existing Central Excise law, an assessee is 
required to produce on demand to the officers of the 
Central Excise Department and Audit parties accounts 
and records maintained by him pursuant to the Act or 
Rules made thereunder. The Committee observe that, in 
the Central Excises Blll pending before Parliament, while 
a provision for inspection of accounts by the Central Excise 
Officers has been made, there is no provision for inspection 
of accounts by Audit parties. Government have promised 
to make a suitable provision in the Rules to be made under 
the new Bill, when passed. The Committee would feel 
happkr If a provision to the above effect is made in the 
Bill itself. 

(iii) While the need to safeguard the interests of the exchequer 
will make it necessary for the tment to 
requlre assessees to maintain pro 
tlon, movement of goods etc., it 
pcrlodical review, that any 
tatton beyond what is really .n# b &mly ehecled. 



(fv) During evidence, the Committee gathered that a summary 
inspection of a few units made by Audit parties had dis- 
closed the following deficiencies in the working of the 
scheme: 

(a) There was some delay in payment of duty. 

(b) There was not enough advice on classification particu- 
larly in respect of complicated textile items. 

As regards (a), the representative of the Central Board of Excise 
and Customs promised to have a survey made to ascertain whether 
there were cases of delayed payment of duty. The Committee desire 
that this should be done at an early date. They would also like to 
be informed of the results of the survey as also of the remedial 
measures, if any, taken pursuant thereto. It should be considered 
whether appropriate penalties should be imposed in such cases. 

In regard to (b), the Committee desire that every possible assist- 
ance should be provided to assessees to enable them properly to 
classify their goods. 

From a note furnished by the Ministry, the Committee 
observe that the total revenue receipts from 59 commodities under 
the Self-Removal Procedure during 1968-69 exceeded the budget 
estimates by 5.41 per cent, as against the increase of 2.84 per cent 
in Case of commodities other than those under the S.R.P. The Com- 
mittee feel that this should not generate a sense of complacency in 



the Department for the increase in revenue may be the effect of a 
number of extraneous factors such as natural growth, increase in 
rates of duty, etc. It would, therefore, be facile to conclude that 
the increase is attributable to the new system. 

The Committee also observe that in case of three industries, 
Finance Sugar, Tinplates and Wireless Sets, an increase in clearances has 

been accompanied by a decline in revenue. The Committee would 
like Government to investigate the reasons for this state of affairs. 

The Committee also find that there has been a sharp decline 
in the number of offences detected in case of art silk fabrics, 
aluminium and cosmetics. The number of offences detected in these 
industries during 1966 was 519, 46 and 49 as against 55, 20 and 18 
during 1968. The Committee with like to be assured that this 
phenomenon is not due to slackening of vigilance by the Central 
Excise Department. 

The Committee observe that, in spite of rates under com- 
pounded levy schemes being 20 per cent to 75 per cent of the standard 
excise levy and the facility the schemes offer to assesses through 
adoption of simplified procedures for assessment, a number of units 
have not opted for the schemes. This raises a doubt whether some 



of the units at  least have chosen to stay out because the st.n&ard 
pattern of excise control offers scope for evasion of duty. As early 
as 1863, the Central Excise Reorganisation Committee had drawn 
attention to this phenomenon. The Committee would like Govern- 
ment to undertake studies on a selective basis for certain commo- 
dities to ascertain how far this is prevalent and to take suitable 
remedial measures. 

There is another important point which has a bearing on the 
rate structure under the compounded levy schemes. The fact that 
rates under these schemes vary from 20 per cent to 75 per cent of 
the standard levy would appear to suggest that they are fixed on 
an ad hoc basis. The Committee do not consider this satisfactory, 
as it could cause avoidable loss of revenue to the exchequer. The & 
Committee would suggest that Government should undertake field 
studies to determine the average production of commodities brought 
under compounded levy and the standard duty on such production 
to which the compounded levy should be realistically related. The 
rates so fixed should be subject to pc.riodica1 review and in the light 
of experience they should be suitably revised. The representative 
of the Central Board of Excise and Customs admitted during 
evidence that such studies had not been undertaken but would be 
useful. The Committee would like Government to make a start in 
this direction. As the number of commodities subject to compound- 
ed levv are few, it should be possible to have the entire gamut of - 
the scheme covered by these studies in a short time. 

- - ---- ----  -- - --- 



-- - - - ----- .- 
I 1 3 4 -. _ _--  . &  - - - - -  --_ -- -- ---- -I - -_-_ _ _  __ 

18 1.68 I:in.ln~-e In their 44th Report (Third Lok Sabha), public 
Accounts Committee had recommended that tariff values of com- 
modities for purpose of levy of excise should as far as possible 
correspond to market prices. This pre-supposed that the Depart- 
ment would promptly take cognisance of changes in market values 
and refix tariff values suitably. The Committee regret to observe 
that in this case, though there was a rise in the market prices of 
copper winding wires following devaluation in June, 1966, the tariff 
values fixed by Government remained unaltered till March, 1968. 
This resulted in a loss of revenue of about Rs. 10 lakhs in respect 
of a few factories in one Collectorate alone. In the opinion of the 
Committee, the period of 21 months taken by Government was 
inordinate, even after making due allowance for the factors men- 
tioned by Government. The Committee deprecate this delay. The 
Central Board of Exdse and Customs itself took about a year to 
come to a decision, even after the Economic Adviser's proposals in 
this regard were received (in March, 1967). Government have 
stated that measures for improving the working of Government 
machinery for Rxation of tariff value have been taken recently. The 
Committee would like to watch their impact on the efaciency of the 
Department in this respect. 

The Committee would also like Government to consider 
whether the responsibility for determination of tarif? values should' 
be c e n t r a l i d  in one agency of Government, fnstead of being d b :  
tributed between two agencies as at present. 



The Comrn~ttee notice that at present the Department employs 
what has been roughly estimated as 25 per cent of primary exciaa 
st& on tobacco work. Considering that out of the total ex& 
revenue of over Rs. 1,100 crores, tobacco excise (manufactured and 
unmanufactured tobacco put together) accounts for about Rs. 200 
mores, the staff employed on this work wouid appear ro be db- 
proportionately high. Nearly 94 per cent of the duty on unmanufao 
tured tobacco is collected at  the warehouses. This would indicate 
that by a judicious rationalisation of checks on growers and curers 
and intensification of the checks at  the revenue yielding points, it 
might be possible to bring about a reduction in the staff deployed 
for the work. The Committee would like the matter to be taken up 
for a detailed study by Government. 

L 

Another point the Committee notice is that the tobacco tariff 3 
is at  present complicated. This undoubtedly makes its adrninistra- 
tion difficult. The tariff was rationalised on the basis of the recom- 
mendations of an Expert Committee which suggested that the 
"physical fom" of tobacco should form the basis for classification. 
However, in actual practice, the tariff has come to adopt, apart from 
the physical form, the 'end-use' criterion also. The end-use criterion 
will be dimcult to apply without ambiguity or dispute. Apart from 
this, the incidence of duty on various types of tobacco has tended 
to be rather uneven. The data given in the preceding part of this 
Section would indicate that the relative incidence of duty on flue- 
cured tobacco and non-flue cured tobacco for smoking mixtures does 
not follow a rational pattern. In leaf and bid tobacco, the burden 

- --. - ---- 





ta oat year. A number of measures have also been taken by Gov- 
ernment for the proper determination of duty ab initio and timely 
detection of mistakes in classification or assessment. The Committee 
would like to watch the effect of these measures through future 
Audit Reports. 

-Do-.. In successive Reports on Customs and Excise, the Com- 
mittee have been expressing concern over the heavy accumulation 
d arrears of excise duty. The Committee regret to observe that 
luring the year under report, the position has further deteriorated. 
The arrears which amounted to Rs. 16.07 crores on 31st Msrch, 1967 
rose to Rs.  21.29 crores on 31st March 1-n increase of nearly 
33 per cent in one year alone. This shows that effective steps have , 
not been taken by the Board pursuant to the repeated exhortatiom 
of this Committee to reduce arrears. The Committee feel that 
Government will have to act with greater vigour if the arrears are 
b be liquidated at an early date. 

-Do- As in previous years, the largest arrears were accounted for 
by unmanufactured tobacco (about Rs. 3.84 crores), of which nearly 
77 per cent were pending for more than one year. The Committee 
would like a vigorous drive to be launched for the speedy clearance 
of these arrears. 

rl 1 -% -Do- In their 72nd Report (Fourth Lok Sabha), the Committee had 
dealt with the excise arrears amounting to Rs. 3.14 crores on account - -- --- -. -.-- - --- _ _  _.- -----. ----- 
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of glass wool fibre. The Committee were then informed that Gov- 
e%?Ient were concldering the questin!! of withdrawing !he relevant 
demands, in consultation with the Comptroller and Auditor General. 
The Committee regret to observe that although a year has elapsed 
no decision has yet been taken. The Committee desire that the 
matter should be settled speedily. 

1:in.mc.e The Committee cannot help expressing a sense of disquiet 
''Oreign about the manner in which the scope of the scheme for grant of 

concessional rates of duty on controlled cloth was extended to cover 
varieties of Cloth which were in fact not controlled cloth at all. This 

was done through 'deviation orders' which the Textile Commissioner $ 
issued from time to time in favour of specific mills to cover particular * 
consignments of cloth produced by them By virtue of these orders, 
cloth p d u c e d  by these mills, though not in conformity with the 
specifications laid down for controlled cloth, were treated as such 
and thereby became eligible for concessional rates of duty. 

In the opinion of the Committee, the procedure adopted by 
Government was irregular. Apart from the fact that it resulted in 
a loss of revenue to the exchequer, through grant of concessional 
rates duty, it was also discriminatory, as the deviation orders 
covered cloth produced by particular mills. The Committee had 
asked for full particulars of deviation orders issued in favour of va- 
rious parties which regrettably have not been furnished by Govern- 
ment. 



The Committee would like all these particulars to be collected and 
an independent investigation to be made to determine: 

(i) Whether there were objective and impartial criteria for ' 
issue of the 'deviation orders'. 

(ii) whether, in fact, these criteria were followed while issuing 
deviation orders. 

(iii) whether the benefit of deviation orders accrued in actual 
practice only to a few parties and if so how it occurred. 

(iv) what other advantages, apart from duty concessions, 
accrued to mills which were able to market cloth covered 
by these deviation orders as controlled cloth e.g., whether, L; 
for instance, it provided the Mills an easy market for sub- 
standard cloth which would otherwise have been difl'icult 
to market. 

The Committee would like this investigation to be completed 
within six months and the results to be intimated to them. 

There is one other point which the Committee wish to men- 
Fi a ~ c c  tion. The deviation orders were originally held to be beyond the Foreign Trade competence of the Textile Commissioner by a Branch Secretariat of 

the Mfnfstty of Law. When the matter was referred for a second 
opinion, the Ministry of Law held that the Textile Commissioner 
was competent to permit deviations and that there was "only a defect 



-- - 
i fqmv. Since the defect in form has vitiated the orders, tbe 
&c&&bn in  rates of duty extended on the strength of these orders 
nod le& lbgal Buthority. The Committee note that Governwnt 
h a d  Wbetl 'errata' to regularise the position, but the Committee 
are doub$ul whether it is in. order, by this means, retrospectively 
to h@l&ise a tax concession. The Committee would like authori- 
tatii)e?egil opinion on thin point to be taken by Government. 

I 

Finance 'l'he Committee r w e t  that sarees manufactured by the 
assessee in &is case which neither conformed to the specifications of 
controlled cloth as prescribed by the Textile Commissioner nor were 
covered by Us drcvLti0n orders were allowed to be cleared by the 
Centr@ Etcise 6~1thtxMea at the concessianal rate. This resulted 
in a short ~ssessment of duty to the extent of Rs. 1.11 lakhs. It was 
stated that he Central Excise W c e r s  were under instructiops from 
~ o v e h h k d t ;  not to "enter into controversy" about the correctness 
of d e c l a r a w -  made by manufacturers and, therefore, failed to 
detect *at the sar;ees deviated from the specifications prescribed for 
controlled cloth. I t  is regrettable that Government should have 
issued ins- k, the Excise Offfcers not "to enter into con- 
troversy w-er the declaration made by the manufacturer way 
correct or not". These instructions were liable to be construed as 
B tb ignor& even wrong declarations by manufacturers for 
tlu wlpbse of claiming duty concessions. The fact that Govern- 



ment themselves after 24 years of issue of these instructions, 
had fa di* the assessing officers to be alert against mills clearing 
fabfics not constituting 'controlled cloth' on payment of concessional 
+es .of duty applicable to such cloth shows that the original instruc- 
tlons lsgued by Government were ill-advised. 

Finance Tbs Co@Uee also note that the assessee in this case got 
Foreign Trade &ty collceaeions a r n w t i n g  to Rs. 1.38 lakhs on the strength of 

deviation orders isad by q e  Telthile Commissioner to cover sarees 
which wgre not of the width prescribed for 'controlled cloth'. In an 
earUer section of this Report. the Committee have suggested a corn- 
prebaasive Lvegtigakion of ell cases covered by deviation orders. 
The Committee keve also pointed out that in the light of the legal 

4 opi* t,bt deviation oders  were vitiated by "a defect in form", w 
concessional assessments on the strength of these orders will lack 
legal validity. ,The Committee would like to be informed of the 
action p r o p ~ d  to be taken by Government in the light of Shis - 
poleition to validate t,he concessional assessments in this case. 

33 1 1x9 Finance -The C p d t t s e  observe that a series of omissions occurred 
in this case. 

In the b t  place, the scheme approved by the Cabinet envisaged 
that sugar factories which commenced crushing early should be 
encouraged to maximise crushing in the early part of the season. A 
rebate in excise duty was to be given to these factories if they 

- _C_________._ _-___ 
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nroduced during this season more sugar than they had done pre- 
viously. However, while notifying the scheme in November, 1963, 
under the impression that 'factories in the South' commence crush- 
ing early, the rebate in duty of 50 per cent for July--October season 
was made applicable only to factories in Madras, Mysore .and Kerala, 
even though the Cabinet had given no such directive. Andhra Pra- 
desh was not included, but was bracketed with Maharashtra and 
the rebate of 50 per cent was extended to factories in these States 
for crushing in November only. 

Secondly, after it was pointed out that even factories in these :; 
two States (Andhra Pradesh and Maharashtra) commence crushing I" 

before November the notification was amended by Government in 
December, 1963 to extend 50 per cent rebate for the July-October 
season to factories in these two States also. With this amendment, 
Ccvernment withdrew the 50 per cent rebate given in the earlier noti- 
tion to factories in these States for crushing in Novmber. However, 
one of the factories in these States had claimed rebate for November 
on the basis of the earlier notification, and the excess payment of 
Rs. 1.94 lakhs could not be recovered, as it was held that a rebate 
allowed could not be retrospectively withdrawn. 

Thirdly, the retrospective withdrawal of the 50 per cent rebate 
for November affected I not only the foregoing faclory but? five other 



factories in Maharashtra and Andhra Pradesh which had done their 
cruahing in October-November. However, only three of the six 
factories got the rebate, because they had recourse to legal remedies. 
whereas the other three did not get it. 

Finance The Committee consider it regrettable that Government 
implemented the scheme of rebates in such a tardy manner. The 
relevant notifications. though seen by the concerned Ministries before 
issue, were loosely drafted, and Government also failed to rolled :-. 

La* adequate data about crushing season in different areas of the country 
before formulating the scheme. Besides a very fundamental point 
that a tax benefit or concession could not be withdrawn retrospec- 
tively was also overlooked. It  is also very anomalous that only 
three out of six kctories entitled to the rebate for November crush- 
ing should have got it, while the others were denied the rebate, 
simply because they did not have recourse to legal remedies. The 
Committee feel that Government themselves should have in equity 
ex  gratia allowed the rebate in these three cases. The Committee 

note that Government are now in the process of formulating general 
guidelines to regulate the procedure for refund in cases of excess 
collections of this type. The Committee would like the procedure 

I for this purpose to bc Analised early. -- 
-----I - _ __ _ _ - ------- -- -- ---- --- - - ----- - - 



35 I '32 Finnnce The Committee cannot help expressing unhappiness over the 
manner in which Government acted In these cases. Ap express con- 
dition for the grant of slab concession under the Exemption Notifica- 
tion issued in March 1964 was that the assessee should have owned 
a factory which was in production on the crucial date i.e., 9th Nov- 
ember, 1963. In none of the five cases mentioned in the Audit para- 
graph was this. condition satisfied. Yet the slab concession under 
the Notification was allowed in all the cases amounting to Rs. 12:42 
lakhs. While concession to the first assessee was given by the 
collectorate, the concession in the second and fifth cases was given 
by the Board in appeal acting in a quasi-judicial capacity. CI 

4 
Government have admitted that in the first case, decided by the G 

collectorate, the concession was inadmissible and that disciplinary 
proceedings are being initiated. The Committee would like to be 
apprised of the action taken in this respect. 

As regard the other two cases (second and fifth cases) the 
Committee observe that the Board while acting in a quasi-judicial 
capacity were influenced by a policy decision taken by Government 
in an executive capacity. The policy decision was to the effect that 
a unit should be deemed to have qualified for the concession even 
if it had not commenced production on the crucial date provided 
firm commitmerits had been made by it on that date for the purchase 
of machinery. This represented a major departure from the eon&- 



tions set forth In the original notification regarding grant of caa- 
cttsslon. Quite apart from the fact that i t  was in principle w m g  to 
have allowed this benefit with retrospective effect in o+ cases 
which came to the notice of the Board. it was also nbt a p p m t e  
for the Board, while actrng in a quasi-judicial capacity, to have talrep 
cognisance of an executive decision which had strictly no bearing 
on these cases. It was in extenuation urged by the Finmce 
Secretary In evidence that such errors arc likely to be made by 
an official act~ng In two capacities-aclmmistrabive as well as 
appellate. Thls, In the opinion of the Committee, underscores the 
nced for keepmg the judicial and executive wings of the Excise 
Department separate. In an earlier Report also, the Committee 
have emphasised this aspect vide paragraph 1:36 of 36th Report 
(Fourth Lok Sabha) The Committee note that Goverriment have $ 
taken a step in this direction by making a provision in the Central 
Excise Bill for the creation o f  posts of appellate collectors. 'The 
contemplated arrangements does not cover appeals to be decided 
at levels higher than that of Collectors. The Committee desire that 
Government should consider the question of setting up an Appellate 
Tribunal on the Customs and Central Excise side on the lines of 
Income-tax Appellate Tribunals. Till this is dorie, it should be en- 
sured that the Board, while acting as an  appellate body, does not 
allow its judgment to be trammelled by policy decisions taken by it 
in an executive capacity " 

r -134 The Committee are also not happy over the manner in which 
the Board had acted in the third case mentioned in the Audit para- 
graph. In this case, the condition of ownership on the crucial date 
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stipulated in the original notification got breached with the transfer 
of the undertaking to a second party. However, on the ground that 
transfer of ownership should not act as a bar to the grant of the 
concession--a decision which represented a departure from the 
conditions originally set out-the Board gave a concession of over 
Rs. 4 lakhs to the assessee by issue of a special order with retrospec- 
tive effect under Rule 8(2) of the Central Excise Rules. Apart from 
the question that such treatment involved discrhination in favour 
of the party, the Committee would like to point out that Government 
had no legal authority to issue a special order granting concession 
with retrospective effect. In fact an opinion to this effect had been $ 

00 given to Government by the Attorney-General himself. The Com- 
mittee trust that the Government will henceforth strictly e m r e  
that concessions are not illegally given through exemption notiflca- 
tion which take effect retrospectively. 

38 t . f i3S Finance As regards the fourth case, the Committee note that the 
opinion of the Ministry of Law is that the firm which was in exist- 
ence on 9th November, 1963 ceased to exist as such with the death 
of one of the partners of the firm. The Committee would like to 
be informed about the action Government propose to take in regardto 
slab concession amounting to Rs. 1:83 lakhs extended to the firm 
which has become inadmissible in the light of the legal opinion. 



There is a general point arising out of all the foregoing cases 
which the Committee would like to emphasise. The scheme for 
grant of slab concessions as originally formulated had a number of 
drawbacks which came to light in the course of actual implementa- 
tion. The Committee are prepared to recognise that these draw- 
backs unless remedied might have frustrated the intention underly- 
ing the scheme. But remedial action should not have been 
taken in a way which benefited only parties who came up before 
Government by employing legal procedures. Any relaxations or 
concessions which Government intended to give should have been 
publicised and made applicable to others as well specifically to avoid 
discriminatory treatment. 

While the Committee recognise that grant of concessional - 
rates of duty to tea drier oil might have been justified, they feel 3: 
that the procedures adopted by Government for the grant of the 
concession were thoroughly faulty. The notification issued for this 
purpose granted exemption to drier oil, which fell under Tariff 
item No. 9, from so much of the duty as was in excess of the duty 
leviable under Tariff item 10 which covered oil of another descrip- 
tion (furnace oil). This clearly tnntamounted to circumventing the 
tariff classification laid down by Parliament. The Ministry of Law 
had also at one stage expressed doubt about the validity of an 
exemption on these lines which led to duty concessions amounting 
to Rs. 2.24 crores. 

The Committee also observe that duty concessions amounting 
$0 ovw lb, 8.b p o w 8  In tenpact ~f W a  011 wtm aUwd by t h ~  
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Department on the basis of Executive Instructions issued in May, 
1958 and November, 1962. This was irregular. Pursuant to an 
earlier recommendation of the Committee, the Attorney General k;rr 
advised Government that they are not empowered to give exemp- 
tions by Executive Instructions. The Committee trust that Govern- 
ment will in future take cwe to ensure that exemptions are given 
odly by the due process of law. 

42 1.150 Finance. Law- There is another point the Committee would like to m'Pntim 
Other hlinistries The Board had in this case made a reference to the Ministry of 

Law for a second opihion without any mention of the earlier opihion - 
given by that Ministry. This the Committee consider wrong in 
prindple. Besides the swond opinion, which ran counter to the first 
opinion, was from an Assistant Legal Adviser, while the 
Arst opinion was given by a Deputy Legal Adviser. The Committee 
would like to impress on Government the need to ensure that where 
a second legal opinion is sought, it should specifically be sought 
from an oWcial of a status higher than the official who gave the 
first opinion. In respect of matters included in the Audit Report, 
which are likely to come up before the Committee; it should &o 
be ensured that Audit are given an opportunity to present their 
points of view before an opinion is sought from the Ahistry of Law, 
and are associated with any inter-Ministerial deliberation that might 
take place in this Connection. 



In  the present case the Committee would like Government 
to seek the opinion of the Attorney-General on the validity of the 
exemption nomination issued by Government from time to time 
since 1963. The matter is of substantial importance as it affects the 
&gal validity of duty concessions which amounted to as  much as 
Rs. 224 crores. 

The Committee observe that the exemption notification of 
1st March. 1959 gave partial exemption from duty to only three 
specified types of rayon waste. The Central Excise Department, 
however, extended thc concession to other types of rayon wastes 
initially because it was fcxlt that it was applicable to these wastes 
a h  and after 1st October, I964 on the basis of Executive Instruc- 
tions issued by the Board. The result was that the nonexempt type; 
of waste were assessed at concessional rates for a period of over 
eight years without any legal authority therefor. The amount of 
revenue forgone by Government during this period was nearly Rs. 30 
lakhs. 

The Committee are of the view that extension of the scope 
of any concession given under a notification calls for issue of another 
notification. The purpose cannot be achieved by issue of executive 
instructions as was done in this case. The notification should also 
be issued promptly as concessions can have only prospective effect 
and a benefit extended carmot be retrospectively enforced even by 
a notification. The Committee would like Government to ensure 
strict compliance with these provisions. 
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46 1.170 Finnnct The Committee consider it regrettable that over a period of 
8 years from 1957 to 1965. the De~artment should have continued 
to raise supplemental demands on curers of tobacco, without ascer- 
tafning whether the goods which constituted the prime security for 
the duty were actually in the possession of curers or not. The 
demands which aggregated Rs. 18.22 lakhs were ultimately with- 
drawn as a result of a legal opinion that in the absence of any proof 
that the goods were in the possession of assessment at  the time of 
preferring the claims, the claims would not be sustainable. 

C It has been stated by Government that most of these claims g 
related to petty growers in sparse growing areas, where it would 
not have been feasible for the Excise Department to have exercised 
checks except at  huge cost to the exchequer. If so, the Committee 
fail to understand why the demands were raised at all. I t  is also 
beyond the Committee's comprehension as to why the demands were 
raised in a number of cases a year after the original demands were 
raised when it should have been apparent to the Department that 
the stocks of the commodity which was perishable would not have 
been available with the curers. 

The Committee get the impression that hardly any checks 
were exercised by the officers concerned. The supplemental 
demand9 arose, because under the law as jt stood, the liability of 



the curers for duty was to be Axed with referefice to the date orl 
which duty was actually paid. Every successive increase in duty 
therefore raised the curers' liability for so long as the duty originally 
demanded remained unpaid. The fact that the goods did not exist 
when supplemental demands were raised would indicate that the 
curers removed the tobacco, without paying even the duty that was 
originally demanded. Removal of goods without payment of duty 
is a punishable offence under the Central Excise and Salt Act. I t  
Is not clear how the Department allowed this to take place in such 
a large number of cases without having recourse to a court of law. 

Physical verification of stocks with curers is a part of the 
Department's control system. The fact that in a number of cases 
goods were removed without payments of duty would indicate that - 
there was laxity in supervision and control in this respect. a 

W 

The Committee would like Government to hvestigate 
thoroughly the circumstances that led to the withdrawal of these 
demands and to fix responsib'lity for the laxity in supervision which 
made it possible for the curers to remove the tobacco without 
payment of duty. 

51 I .187 The Committee note that the value of security bonds to be 
furnished by licensees of tobacco warehouses was fixed in 1943 when 
the rate of excise duty on tobacco was one anna per pound. The 
rate of duty on tobacco now is more than 16 times the original rate 
but the bond values remain unchanged. Rule 140 of the Central 
Excise Rules empowers the Collectors of Central Excise to demand -- ---- - . - 



a 3 4 
P 

fregh bonds where the existing bonds do not provide adequate cover, 
but these powers do not appear to have been sufficiently used. * W l e  ?he Committee appreciate that bonds are not to be treated as 
the $ole meons of insurance against default by licensees, they do 
feel that their value should be so fixed that they have some 
deterrent d e o t .  It was argued before the Committee that the 
Central Excise law provides a number of remedies against defaulters, 
but the details of recoveries in the 11 cases mentioned in the Audit 
pategraph @\ten in the preceding section of this Report would show 
that,'even by resort to certificate action, the Department could 
r w l i ~  Eere *an 43s. 12,060 out of dues aggregating over Rs. 3 lakhs 2 
in thege casts. One of the main problems in tobacco excise on * 
w&& .the Commdttee have expressed concern time and again is the 
heavy accumulation of arrears, a sizeable part of which has been 
abandoned wery year due to licensees becoming untraceable. Large 
Mnd vblues would therefore to some extent not only provide more 
funds for recovery but may also serve a$ a detterent against default. 
The Committee desire that the Government should take necessary 
step$ for the upward revision of values of security bonds so that 
they tire relatable to the duty that could be realised rather than the 
floor area. 

The Committee observe that the exemption orders issued in 
this case had a number of flaws. In the first place, the exemption 
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which is an illuminant falling under Tadff Item 7. The considera- 
tion for exemption was that the oil was mainly used as an illuminant. 
The Committee feel that before giving the exemption, Government 
should have ascertained whether, either by itself or in adulteration 
with any other fractions the oil was capable of being used for any of 
the purposes for which refined diesel oil could be used. The Com- 
mittee note that scientific investigation is now being conducted by 
the Ministry of Petroleum and Chemicals to ascertain whether and 
to what extent kerosene is being used as a substitute for refined 
diesel oil and whether any de-naturant colouring material could be 
the purposes for which refined diesel oil could be used. The Corn- 
mittee trust that the above investigation will be completed at an " 
early date and necessary correctives applied so that the object under- 
lying the exemption is not defeated. 

The Committee consider it unfortunate that the notification 
in this case was so anrbiguously drafted as to offer scope for differen- 
tial treatment. The notification prescribed concessional rates of duty 
on a slab basis with reference to the output of the factories in the 
preceding Anancia1 year. However i t  contained no specific provi- 
don in regard to newly established factories which naturally could 
have had no production in the 'preceding Anancial year'. The result 
was that while 18 new factories (mentioned in the Audit paragraph) 
were deemed eligible for the concessional rates of duty in one Collec- 

55 1 -208 Finance 



Finance -- 
Law 

Finance 

torate. 115 other new factories were <hnicd this conassion in 16 
othcl Co11ectolr~ 

The Committee trust that Government will ensure in the 
interests of uniform treatment of assesees that notifications precisely 
translate Government's intention. 

In the w o n  of the Committee, this case rJser a very 
fundunenu question, namely at what stage Central E5cdse duty 
b leviable on 8 commodity like glycerine. The representatives of 
the Central Board of Rise and Customs statad that, though crude 
glycerine is a marketable commodity, it will not attract duty as 
such. if it was used for rething and production of excisable products 
like pure glycerine- Under Section 3 of the Central Excise Act. 
1@M, liability for excise duty. however, arises as soon as a product 
is manufactured and becomes identifiable under the relevant tariff 
description. The relevant tariff item 14C in this case simply reads 
"glycerinew and does not Werentfate between the varlous categories 
of glycerine. 

The C o d t t e e  note the assurance of the Finance Secretary 
that legal opinion will be taken on this question and desire that 
the matter should be referred to the Ministry of Law immediately 
and corrective action, as necessary, taken in the light of the opinion. 

The Committee consider it unfortunate that, due to a wrong 
opinion expressed by the Ministry of Law, medicinal glycerine 
prepared out of commercial glycerine was deemed non-exdsablc, 
though, in point of fact, it was liable to exdse duty. It took nearly 



two years, after instructions restricting levy of duty were issued, 
for Government to ascertain the correct position in law, i.e. tbat 
commercial glycerine used for preparation of medicinal glycerine 
was liable to tax both as commercial and medicinal glycerine. An 
exemption notifkation was thereafter issued for exempting medici- 
nal glycerine, on the ground that it was not Government's intention 
to tax it. Ti11 the notiflcation was issued medicinal glycerine enjoy- 
ed an exeqption from tax which had no legal basis. 

Finance The Committee further note that though the Ministry of Law 
gave their revised opinion on the duty liability of medicinal g l y ~ e  
rine in November, 1068, the Ministry of Nnance issued an exemption a 

notification only in June, 1969-i.e. after the lapse of about 7 months. 
The delay lacked justification particularly after February, 1969 by 
which time the Board had all the material it had called for from 
the Collectorates for the purpase of issuing the notification. The 
Committee would like to emphasise the need for prompt action by 
Oovernment in cases of this kind, pmcular ly  as they have a bear- 
ing on the legality of Government action. 

The Committee regret that packing and wrappigg paper uoed 
for packing newsprint were assessed to duty on a concgssional OIC 
nil rate basis, though this was incorrect in terms of the bard's 
orders on the subject. The resultant loss of revenue to Governmart 



wm b. .?.Ol leklu. The Committee would lib- ChWmnent .to 
invidgak the circumstahees under which the wrmg asesmmtzs 
o-ed and to fix responsibility thetefor. 

+Do- It  was stated before the Committee by the representativ~ af 
the Central Board of Excise and Customs that Government were 
"ill-advised" to issue orders which precluded assessment of wrapping 
and packing paper on the same basis as the newsprint wrapped in 
such paper, as the principle followed by Government in such cmes is 
to charge containers the same rate of duty ep the contents. U this 
is no, the Committee we not able to understand why the BPanit6 
instructions on the subject have so far been allowed to stand. 

63 1.234 -> The Committee would also like to point out that an omissim tb 4% 
on the part of the Board also contributed to the mistakes which r~ 

occurred in this case. According to executive instructions issued 
by the Board in September 1855, wrapping paper was to be aaRsaod 
to duty at the same rate as paper packed in such wrapping paper. 
The exemption notification issued by the Board in February 1965 
in &vow of newsprint bmught about a change in tbJs 
paeitfon, in as much as the exemption was made condition81 on the 
paper being actually used for purpose of printing. As wrapping 
paper was not capable of being so used, it could no longer be 
assessed at the same rate as newsprint, on the basis of the in- 
tiona of the Board of September 1855. The Board should have there- 
fore reviewed these instructisns and suitably instructed the Aeld 
ofllces, which they failed to do. - ---.----- _ _  - _----- - 
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61 1 e 2 3 5  Finance The Committee also note that after Audit pointed out the 
irregularity in June, 1966, the Board took one year to issue the 
necsglary clarification. The Committee consider the delay as highly 
wgrettable. As they have repeatedly urged, Government should 
act with promptness in matters which afkct Government revenues. 

-Du- The Committee observe that wrapping paper used fn the 
manufacture of reel cores wat~ erroneously aesessed to duty at the 
same rate as writing paper would on reel cores. While the Com- 
mittee note that the correct procedure for assessment is now being ... - followed in all the Collectorates, they would like to point out that 
as well as the case of assessment of wrapping paper mentfoned iE 
the &stake occurred in as many as six Collectoratea. TMs case 
e l s e w h e  in this Report, points to the need for dear- 
cut fnstructions to Collectorates in the matter of assesanent w k -  
ever containers and contents are assessable at diirerent rates of 
duty. 

-Do- The Committee regret that due to a failure to draft notiika- 
II - tion correctly, certain parties in two collectorates got an unintended 

concession in excise duty to the extent of Rs. 66,000. The notiitca- 
tion which was issued in March, 1964 was intended to ratioaalise 
certain sl.b concessions allowed to manufacturers of pulp and straw 
board& Prior to Marcb, 1964 such amcessiana wen aPaiIabre d y  



to manufacturers producing 5,OOO tom or less, tbe concesskm - 
limited to the 5rnt 3,000 tames of production in a year. The noti- 
fication ttnred in March, 1W extended the sccqe of tbe colscasdoar 
to all manufacturers without regard to their scale of production, bat 
Wttd the concessions to the Arst 2,500 tonnes of production fn a 
gear. Aa the notification became operative in March, 1B64, the 
comemion available for that one month in the financial year was 
worked out pro rata as 200 tonnes. However, due to a failure to 
spoil out the rationale behind this concession for 200 tomes for 
March, 1964, certain manufacturers were able to claim it in addition 
to the full benefit of slab concession of 3.000 metric tomes enjoyed 
by them under the old scheme. The Finance Secretary himself 
admitted that the notification of 1st March, 1984 could have been 
better worded in this regard. u 

2 
The Committee would like to impress on Government the 

need to exercise greater care in drafting notifications 80 that tlity 
do not leave loophole3 which would adversely affect the handrl 
interests of Government. The Committee abo desire that the B d  
should review the existing arrangements for drafting of notfticationa 
The work in this regard should be entrusted to ofltlcers with a legal 
beckground and a t h o m g i ~  understanding of the Central Exdse Law. 

68 1.154 -Do- The Committee note that Government suffered a loss of 
Rs. 2.89 lakhs in this case due to a failure to classify the item pfo- 
perly which resulted in an under-assessment of duty. The chemical 
examiner attached to the Department was asked to undertake an 
examhation of samples in order to determine the nature of the item. -- ----- ---------.--- ---- --- 





demand, w t h  the result that ultimately only a small amount of 
Rs. 4.701 could be recovered. The Committee would like Gotrew- 
murt to investigate why prompt action was not taken. 

The CommHtee note that due to an mission to take into account 
the weight of inside patch valves of jute cloth, while arriving at the 
contract weight of cement begs for purpose of assessment of exolst 
duty, Government lost revenue to the extent of Rs. 5,088 in me me. 
Also demands fur Rs. 96,027 raised by the Department on this 
account in onother cam are pending, an the matter is r u b - j d k  
before the Calcutta High Court. The Committee would like to await 
the decision of the High Court in the matter. 

The Committee note that to obviate the recurrence of such cases, 
the Board have issued necessary instmetions to formations ?'he 5 
Committee trust that the Board will ensure that these instrucbons *; 
are strictly complied with. 

While the Committee recognise that the firm in this case might 
have on merits been eligible for assessment under the campaunded 
levy scheme, they would like to point out that i t  did not qualify for 
assessment under the scheme till March, 1968 when i t  acquired a 
valid excise licence. It is strange that the Central Exdoe authori- 
ties. who renewed the licence of the firm on three occasions between 
September, 1964 and March, 1968, failed to recognise that it was not 
a valid licence. This is not the first occasion a lapse af this kind 
has occurred. The Committee would like Government to ensure 
that Central Excise Authorities pay due attentiun to procedural - - 





sions of the Central Excise Act and rules thereunder. These require 
a licensee to maintain an account of excisable goods produced by 
him. As cotton fabrics become excisable the rmrment they ate pro- 
duced as such out of the iooms, a production accounts at the off- 
isom stage is a legs1 requiremcnt. Apart from this consideration, 
it aIso appears desirable that accounts are maintained at the &- 
born stage. as it  would make for e&tive control over the fabric 
from the grey stage to the final stage of processing and finishing. 

The Committee note that a Textile Subcommittee appointed by 
Government which went into this question recommended the maint- 
enance of production accounts by mills at off-loom stage. The Sub- 
Committee considered such an arrangement legal as well as logical. 
But Government did not accept their recommendation on pmftienl 5 
considerations having regard tw "the convenience of the trade". The 
Committee are not convinced by this argument, for, they And that 
about three fourths of the number of mills maintain accounts at the 
off-loom stage. It docs not therefore seem unreasonable tu require 
the remaining one-fourth to do likewise. 

-Do- The Committee note that the question whether it would be prac- 
ticable to cast an obligation on the mills to maintain accounts a t  
the off-loom stage is under consideration of Government. As the 
matter is of importance from the point of view of ensuring account- 
ability of excisable goods, the Committee desire that an early deci- 
sion should be taken in the matter. 

-- --. -- - - 
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79 I '294 FI nank: The Committee note that an exemption from duty was allowed 
tly Govcrnmcnt to certain small-scale units manufacturing unpro- 
cessed cotton fabrics. The exemption notification contained 
tive stipulations which were calculated ta check f ra lpnen ta t i~~  of 
larger units into small units with the object of taking advantage of 
the duty exemption. The notification was unfortunately so worded 
as to deny the concession even where a rightful heir of a decreased 
licensee inherited the factory or where the whole factory was trans- 
ferred by sale or lease not involving any fragmentation. This shows 
that due care and forethought were not exercised while drawing up 
the notification. Even if the initial error had been made, the Corn- - 
mittee feel that subsequently, when Government realised thet the 8 
notification was mure restrictive than they had intended, they should 
have amended it by another notification. Government, however, 
tried to achieve this object by issuing Executive Instructions. Apart 
from lacking the due sanction of law, their instructions became dis- 
criminatory in effect as they covered only cases where the b e n d t  of 
exemption had been given. The Committee deprecate this. They 
trust that Government will take care to avwid such mistake in 
future. 

--Do- The Committee note that. as against a demand of Rs. 2.94 lakb 
raised by the Department for the priod 13th July, 1965 to 12th 
October, 1965, only small amount" has been recovered by adjurt 



rnent from refund claims of the party. The recovery of the balance 
is pending as the party has filed a writ in the Calcutta High Court. 
The Committee would like to be amrised of the outcome of tbm- 
upoceedinm. 

The Committee would like Government to investigate why 
demands for Rs. 8.54 Ialchs representing the difFerentia1 payable POF 
the period March, 1965 to 12th July. 1965 were not raised. 

The Committee find that the Department acted in a very liesurely 
manner in this case. There was an omission in the first instance to 
charge the product to duty which became leviable with effect frau~ 
I r t  Marcb, 196A The Deputy Controller of Iron and Steel ha4 in 
reply to a reference from the Department pointed out in 5 
September, 1965 that the product was steel melting scrap and was 
assessable to duty as sucb. However, no step was taken by the 
Department to raise the demand for a period of nearly 14 months, 
when Audit pointed out the omission. 

The Committee note that the officer concerned has a c e  retired 
from service and charges have been framed against the concerned 
Inspector of Central Excise. The Committee would like to  be 
informed of the outcome of the disciplinary proceedings. The Com- 
mittee also note that the relevant demand for Rs. 67,569 has nat yet 
been realised. The Committee desire that vigorous steps should be 
taken to recover this amount. 
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(b 1.311 Finance This is yet another of a number of cases which have come to the 
Committee's notice. where Government had given concessions id 
excisre duty through Executive Instructions. f i e  Ministry have 
now stated that the question of issuing an omnibus notification is 
under examination of Government. As the concessions given by 
Government do not have a statutory backing, the Committee desire 
that this should be done without any further delay. 

-Do- The Committee are surprised to find that it took the Department 
one to four years to And out that the assessees involved in this case 
had cleared aluminium ingots without payment of duty. There 
was a further delay in raising demands for duty. Government have 
stated that the demands could be raised, oaly after ascertaining that 
duty had not been paid on the dross which constituted the raw 
material for the ingots, but it is clear that the Excise Department 
did not show due vigilance. The Committee hope that action will 
be taken by Government to ensure that these instances do not recur. 

4%- The Committee note that out of a total demand of Rs. 44,350 in 
the above cases, a sum of Rs. 4,506 only has so far been recovered. The 
Committee desire that vigorous steps should be taken to recover the 
balance. 

--Do- The Committee are unhappy over the lapses revealed in this case. 
Under Rule 223A of the Central Excise Rules, stock-taking of ex- 



c~sable goods is required to be conducted by the Department at  least 
once in every year. However, in the  case of the factory in questi3q 
no stock-taking was done for a period of nearly five years (1962-66). 
Further, though daily stock accounts o f  the parts and complete re- 
frigerators maintained by the manufacturer were being checked by 
the Central Excise officials, no efforts were made by them to corre- 
late the issues of spare parts with the production of finished &- 
gerators. This indicates that the scrutiny of the accounts of the 
factory exercised by Departmental officials was perfunctory. The 
Committee feel that the Department should take a serious notice of 
such lapses. 

-1k- Another regrettabde feature of the case is the fact that no e k -  
tive in!ernal audit was conducted. During the period 1962 to June, - 
1967, the internal audit party audited the accounts of the factoxy 3 
any once in June, 1983. They did not point out either the omission to 
conduct the annual stock-taking of parts or the discrepancies in 
the accounts. The Committee trust that. pursuant to the recom- 
mcndaions of the Committee in an earlier Re?ort (Cf. paragrrrph of 
95th Report (Fourth Lok Sabha), Government will take necessary 
steps to strengthen the Internal Audit Organisation not only in terms 
of numbers but also in respect of quality of work by streamlining 
its functions and procedures. 

-1 b-- The Committee note that the demand for Rs. 1,55,457 rai-ed by 
the  Department has not yet been recovered as an appeal filed by 
the assessee is pending with the Board. The Committee would like 
t~ he informed of the decision of the Board. 






