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I, the Chairman of the Public Accoi..~ts Cor4imiUke, as authorised 
by the Committee, do present on their behalf this Seventy-Sixth 
Report of the Public Accounts Committee (Sixth Lok Sabha) on 
paragraphs 9, 10(i) and 17 of the  Report of the Comptroller and 
Auditor General of India for the year 1975-76, Union Government 
(Civil), Revenue Receipts, Volume I, Indirect Taxes relating to 
C u s t m s  Receipts. 

2. The Report of the Comptroller and Auditor General of India 
for the year 1975-76, Union Government (Civil), Revenue Receipts, 
Volume I ,  Indirect Taxes was laid on the Table of the Hmse on 15 
June 1977. The Public Accounts Committee (1977-78) examined 
these paragraphs at their sittings held on 14 December 1977 (AN), 
15 December 1977 (AN) and 16 December 1977 (AN). This Report 
was considered and finalised at their sitting held on 17 April 1978 
(AN) based on the evidence taken and further written information 
furnished by the Ministry of Finance (Department of Revenue). The 
Minutes of the sittings form Part 11* of the Report. 

3. A statement c~ntaining main conclusions/&rnrnendations of 
the Committee is appended to this Report. For facillty 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 the Audit Report by 
the Comptroller and Auditor General of India. - 

5. The C2mmittee would also like to express their thanks to thc 
officers of the Ministry of Finance (Department of Revenue), Minis- 
try of Commerce (Office of the Chief Controller of Imports and 
Exports), Ministry of Health & Farnil? 'welfare, Ministry of Cherni- 
caIs and Fertilisers, State Chemicals & Pharmaceutical Corporation 
of India and Ministry of Shipping & Transpart for the cooperation 
extended by them in giving information to the Committee. 

Chaitra 29, 1900 (S). 

C. M. STEPHEN, 
C h a i m n ,  

Public Accounts Committee. 

*Not printrtl. (One cyclostyled copy laid on the Tablr of the HOUR and five 6upir. 
placed in thr Parliament Library). 
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IRREGULAR GRANT OF DRAWBACK 

Audit paragraph 

1.1. In an outport, drawback on the following kinds of paper 
exported w a s  paid at the rates prescribed for articles made from the 
cespective varieties of paper noted against each:- 

Variety of Paper exported Drawback granted at the - - -- - -. . -- 
rate applicable to --- --- 

(a) Airmail manifold paper Articles made of manifold paper 
(b) Packing and wrapping Articles made of packing and 

Paper. wrapping paper. 
1.2. As the rates of drawback adopted in these cases were appli- 

cable only to articles in the manufacture of which the respective 
varieties of paper are used and not to the export of paper as such, 
the payment of drawback was not in order, 

13. The total irregular payment involved in six cases relating k 
the period December 1973 to October 1974 amounted to Rs. 1,07.028. 

1.4. The Department of Revenue and Banking stated in reply that 
the demand for the amount has been raised against the parties @a- 
cerned. 

[Paragraph 9 of the Report of the Comptroller & Audibr 
General of India for the year 1975-76 Unim 

Government (Civil) -Vol. I-Tndirq T a x 4  

1.5. The Committee desired to know the distinction betwean 
'Refund and drawback'. The representative of the Department d 
Revenue has explained during evidence as follows:- 

"Refund is mainly concerned with the duty which is strictly 
not leviable under the Act but has been levied due to error 
or inadvertence and the clafm is made which is later om 
refunded. Drawback is something which is given by the 
Government under statute far purposes of export promotion 
on the goods which are exported out of this country." 

1.8. At the instance of the Committee, the Chairman CenRal 
Board of Indirect Taxes, explained the position about the implemen- 



Ctim of drawback instructions, parCEcularly in the case of goo& 
which are manufactured out of imported g o d s  as unKm:- 

"When some goods are imported and subsequently manu- 
hctured into some other goods in which these imported 
components have been used, then when such goods are  
expmted, the duty paid on those imported components 
which have gone into the manufacture of these goods is 
given back as a drawback; that would be a customs draw- 
back. When goods are locally manufactured, they pay ex- 
cise duty on various commodities manufactured in this 
country, various exciseable goods have been gone into 
their manufacture. If they are exported, that excise duty 
is also refunded; that will be on account of excise. On the 
other hand, there are goods which have imported compo- 
nents as well as indigenous contents. After taking into 
consideration what is the content of locally produced arti- 
cles and what is the content of imported components, 
Drawback Directorate work out a consolidated rate. When 
finally an article is sent out, thev prepare a consolidated 
figure so that the customs houses do not have any difficulty. 
That predominence seems to be given in all  these to 
customs side because export has to take place under 
customs procedure." 

1.7. The Committee further understand from Audit that a sum of 
Rs. 95,783.24 was sanctioned and paid to MIS, Shegom Traders and 
Bhaskaran & Co., Tuticorin, as drawback in respect of 5 consignments 
of export of airmail (manifold) paper weighing in aggregate 98.745.6 
kgs. classifying the item under SS No. 2407, of the Schedule articles 
made of manifold paper. applying the drawback rate of Rs. 0.97 per 
kg. In another case of export of 24,988.8 kgs. of white M-G. Poster 
paper (packing and wrapping paper), a sum of Rs. 11,244.96 was also 
sanctioned and paid to M/s. Shegom Traders, Tuticarin as drawback 
under cover of drawback SIB 136 dated 28-12-1973 treating the item 
under SS 2410, as articles made of packing and wrapping paper. The 
total amount of drawback thus paid was Rs. 1,07,028. On Auait 
pointing out that the said goods do not fall under SS Nos. 2407 and 
a10 as they are qot articles made of such paper but are only paper, 
falling under SS 2401 of the schedule, the Department accepted the 
objection. 

1.8. The Committee desired to know the details of all the six cases 
indicating both the wrapping paper and manifold paper, q a r a t e l y .  





1.9. I t e m  under SS. Nos. 2401, 2407 and 2410 of the Drawback 
Schedule for the period 1-6-1973 to 31-5-1974, were described in the 
relevant Public Notice as under:- 

Paper pulp, paper board, fibre boaxi, other board of wood pulp 
or vegetable fibre, articles made thereof, prin& matter, books, 
magazines not elsewhere specified. Brand rates to be fixed on an 
application from individual manufacturer/exportm. 

Articles. not elsewhere sp i f i ed ,  made of blotting, toilet, Ussue 
(other than cigarette tissue) teleprinter, typewriter maneold, bank 
bond, art paper, stamp paper, cartridge paper, and parchment 
paper where such paper is: 

(i) of 40 or 45 grammes per sq. metre-Rs. 0.44 P per kg. 

(ii) other than of 40 or 43 grammes per sq. metre-Rs. 0.97 pake 
per kg. 

Articles, not elsewhere specified, made of packing and wrapping 
paper-Rs. 0.45 P, per kg. 

1.10. The Committee wanted to know as to when the scheme far 
grant of drawback on paper was introduced initially and whether 
it was subjected to review thereafter and if so, the intervals at  which, 
it was done. In a note! the ~ e p a r t m e n t  have stated:- 

"Paper products were brought under drawback scheme in 
December, 1957 vide Notification No. 304)F. No. 34/97(57- 
IV dated 16-12-1957. No separate review for its continu- 
ance in the drawback scheme has been made. However, 
the scheme of drawback for various items has been the 
subject of review when the Customs and Central Excise 
Export Duties Drawback (General) Rules, 1960 were 
framed. It  was again reviewed when Customs and Central 
Excise Duties Drawback Rules, 1971 ~&e-frarned.~'  

1.11. According to the Audit Paragraph the rates of drawback 
adopted in the 6 cases were applicable only to articles in the manu- 
facture of which the respective varieties of paper are used and not 
to the export of paper ag ~ u c h  resulting in irregular payment of 



dxawback, The Committee desired to know the reasmu for the 
irregularity. The Secretary, Ministry of Finance has explained -. the - 
position during evidence thus: - 

"In reply to the Audit Para No, 9 we have of course admitted that 
there has been a lapse in the sense that tKed&awback 
was given technically and by the letter of the law it should 
not have been given. This has been admitted and attempb 
are being made to recover from the parties concerned. My 
only submission is that although the parties were not 
directly entitled to it in terms of the then orders in the 
sense that the drawback was only for articles and not 
directly for paper (2410-item No), But on a full exami- 
nation of this case, i t  does not appear as if there has been 
any definite material loss to the Government. I may 
explain this briefly. The entire structure of drawback at 
that time presupposed incentives for export, both for paper 
as well as for articles made out of paper. We have sub- 
mitted a list of the various items which are under various 
systems of drawback. I t  will be seen that even if paper 
had been exported directly, it would have been entitled te 
rebates from excise duty. This is of ,course subject t o  
following the correct procedure. 

And we have calculated that the rebate on the paper would, 
in fact, have been slightly more than the drawback which 
the parties would have obtained. Strictly speaking these 
items were not entitled to drawback. We only want to 
point out to the Committee that had these parties followed 
other procedures there was every likelihood that they 

- -  - would have got rebates of an equal amount. We have 
calculated that d u ~ i n g  this entire period, paper itself was 
being exported to a considerable extent and drawbacks 
and excise rebates were given to such paper. In the 
very year in which this occurrence took place, paper of the 
value of Rs. four lakhs was exported and excise rebate was 
given in that particular year. This is only a brief sub- 
mission that I would like to make here. Taking an overall 
view of the matter, one would imagine that had other pro- 
cedures been followed, there would not have been any 
direct loss to the Government." 

PROCEDURE FOR IDENTIFICATION OF GOODS 

1.12. The Committee desired to know as to what procedure wag 

followed, in general, by various Customs Houses in the matter d 



identification of g o d s  that are exported on which drawback claims 
were preferred and the expertise avdlable with the De@rtment in 
this regard. The representative of the Ministry of Finance has 
stated:- 

"Mostly, the identity of goods with the description in the 
invoice, in the bill of entry and in the;klassificatim 
schedule of the drawback in respect of a particular item 
for which drawback is claimed is established by scrutiny 
of the shipping documents like contract, order, and accept- 
ance, and also by a physical examination. Where, by 
visual examination certain characteristics of the dwties 
cannot be established. laboratory examination is also taken 
recourse to. For that purpose, tests are conducted and as 
a result of the tests the identity of goods is established." 

1.13. About the expertise available at the Customs House for the 
identification of the goods on the export of which drawback is 
allowed, the Department have subsequently intimated the position 
through a note thus: 

"Identification of goods on tkie export of which drawback is 
allowed is done by the Dctk Staff at the time of physical 
examination of the goods with reference to declared 
description and other particulars in the Drawback Ship- 
ping Bill and the specific orders in this regard endorsed on 
drawback shipping bill bv the Export Department which 
has completed the drawback shieping .Bill. There are 
various expert Appraisers avaqable in the Custom House 
on the import side and whrrever any difficult question 
comes, any individual matter could be referred to them. 
The goods are also identified with the help of catalogues, 
literature, drawings, specifications, chemical laboratory 
tests etc. Some of the goods on which drawback is admis- 
sible are also covmed under pre-shipment inspection certi- 
ficates issued by different agencies e.g. Export Inspection 
Agency and other agencies authorised by the Government 
of India, Textile Committee, Indian Standards Institute 
etc. In such cases, goods are generally sealed by them 
after inspection. In some cases, market enquiry is also 
resorted to before a ~ p o r t  ia allowed." 

1.14. With regard to the fnv-nalities that have to be gone (through 
in the Custom House before payment of drawback, the Department 



of I&venue through another note have.informed the Commithe q 
follows: 

"'I 'he exporter files the Shipping Bill under claim for drawback 
with necessary documents and 'declarations required for 
settlement of drawback claim and in accordance with the 
provisions of Customs and Central Excise Duties Draw- 
back Rules. The Shipping Blll is then processed and 
passed by the Export Department. The goods are then 
exported after carrying out such examination as i s  neces- 
sary for classification and settlement of drawbaa  claims. 
Thereafter Ithe drawback copy of the Shipping Bill is 
received in the Custom House along with the copy of the 
Export General Manifest. Shipping BXls are then checked 
with reference to the particul&s mentioned in fie Expo~t 
General Manifest by the Drawback Department, and this 
check is audited by the Internal Audit Department. The 
Drawback shipping bills are then registered in tJe Draw- 
back Claim Register and distributed to the officers for 
processing of the claims The Examining Officer scruti- 
nises the claim for its ?dmissibilltv with reference to the 
statutory provisions and the apprdpriate drawback rate is 
determined after scrutinv of various particulars, such as 
description, quantity, value etc. stated in the Shipping Bill 
and invoices and other dccuments including Examinafion 
Report of the Dock Appraiser, Chemical Labratory Test 
Report? Textile Committee Certificate etc, wherever 
necessary, and as per the drawback rates fixed by the 
Government. The claims are then sent to the Drawback 
Comptist for calculating the drawback amount. The Audit 
Comptist checks the amount calculated bv the Drawback 
Comptist. Thereafter the  Drawback Department prepares 
the Drawback P a ~ m e n f  Order and puts up the same to 
the sanctioning authoritv. The appraiser sanctions them 
if the claim involved is up to Rs. 2.0001- (now Rs. 5,0001-) 
and the claim exceeding Rs. 2.0001- (now Rs. 5,0001-) are 
submitted to the Assistant Collector for sanctioning the 
drawback amount. Thereafter. the claims are- forwarded 
to the Internal Audit Department for pre-auditing the 
claims. After pre-audit, payment o;ders are issued." 

1-15. The Committee desired to know whether the scrutiny of 
shipping documents, conducting of laboratory test, etc. wefe really 
gone through a t  the sta,ge of export and whether the uniform pro- 



cedure was followed at all ports. The Chairman, Central Board of 
Indirwt Taxes explained at follows: 

"There are customs manuals and the pmcedure in these 
matters is the same. The same facilities are not available 
a t  the minor ports as are available a t  the major ports. 
They ask the newby area to send goods for a laboratory 
test So, it is not poesible to have the same type of 
facilities in every fespect" 

He has added: , .  

"It does not become necessary to test goods in each case. 
Where it is feed necessary, then it will have to be tested 
so that the goods may not be held up, there is a povisional 
duty and a regular procedure how they can be allowed 
pending test and so on.'' 

1.16. The Committee enquired as to whether certificates of physi- 
aal verification were given in the instant case before the claims for 
drawback were admitted. The representative !of the Department 
has stated: 

"Yes. The goods were examined at the time of shipment and 
the r e p r t  had indicated that the description a g e d  with 
the description in the shipping bill and the identity o f  
goods was established. There is no dispute in the ship- 
ping bill. I t  was described as 'paper'. But it was only a 
wrong application of the rate." 

1.17. The Committee sought clarification to the fact that paper 
as such was not entitled to any drawback unless it was some 
specialised type of paper. The ~ h a h m a n ,  central Board of Indirect 
Taxes has stated: 

"That is true. But in this case also it would have been 
entitled to some sort of rebate if it followed a particular 
procedure. But it was not entitled to drawback." 

Elucidating the p i n t ,  the Secretary, Ministry of Finance has 
stated: 

"I concede that legally he is not entitled. The presumption 
is that if a per'son has acquired paper in the open market, 
he has acquired it from a manufacturer and that manu- 
facturer cannot release his paper unless the duty is paid. 
I agree it is a presumption. Unless pa.per has been moved 



out olf paper factories without paying duty and if it is said 
that i t  is, imported from abroad, the normal presumption 
would be that it is a duty paid item." 

1.18. On enquiry by the Committee, the Secretary, Ministry of 
Finance confirmed that the paper in question had been purchased 
in the open market. 

1.19. When enqu2red whether the paper was an imported one the 
witness has state& 

"We a ~ k e d  the party who exported this and obtained the 
poduct to pay back the drawback amount because that 
was gbtainea wrongly. Some amount was paid back when 
they clearly said that this paier was purchased by them 
from so and so agencies, and at the time of clearance, it 
would have suffered the incidence of Central Excise duty. 
So long as this paper is not utilised in India and exported 
to a courhy outside India, one is entitled to refund of 
such duty paid either as rebate of Centx'al Excise duty or 
drawback. The public does not understand these things. 
He said that he purchased the paper from the open market 
and it was an Indian paper supplied by an authorised 
distributor. He cannot prove the evidence of the actual 
payment of duty." 

1.20. The Committee desir'ed to know whether the contention of 
the party was verified by the Department. The representative of 
the Department has stated: 

"At the time of shipment the party pmdueed an invoice which 
described the paper as white MG poster paper, size so and 
so and all specifications were given. No specific enquiries 
have been made so far whether this paper was purchased 
by him from a particular place and whether they were 
authorised distributors. But it is in the knowledge of the 
Central Excise Department that they were the authorised' 
distributors. Because they have not considered the ques- 
tion of allowing the amount, there was no specific en- 
quiry." 

1.21. On an enquiry, the Committee were informed that the goods 
were sent through the Port "Tuticorin" which was a minor plort 
and did not have the facilities for testing as the Madras Custom 
House has, 



1.22, On enquiry as b what &pa w e  Wen to check whether 
the exporter was entitled to a draw back or not, the representative 
a f  the Department had stated: 

"The procedure was followed, but it was a misapplication of 
the rate and the* is no failure of any procedure. It is 
a failure of judgment on the part of the officer." 

1.23. To a, question as to how the mistake had occurred, the 
Chairman, Central Board of Indirect Taxes has stated: 

"There can be no logical or rational answer to this because 
these were not the articles. That is admitted, All I 
can say is that this was an after-thought because the 
indpecting officer at that stage thought about them sorne- 
thing and later on he thought that these were goods. I 
don't think at that particular time he was seized of such 
facts. He genuinely misapplied the rate although there 
did not appear to ;be any scope for the exporter giving 
wrong information. As has been p i n t e d  out by the ex- - . _ *  
pert, the goods have been described as paper and not 
articles by the exporter." I 

He had added: 

"There is no standard definition. For instance, i t  lwill be 
clear what will be a paper article. Therefore, in my 
opinion, there was no possibility for the officer to have 
made this mistake but he had done it." 

1.24. The Committee desired to know the details of the relevant 
p p e r s  which were required t~ be furpished by the exporter in the 
case of Shipment BiU dated 281273 relating to Shegom Traders 
and how the record of such verifications was maintained. The 
representative of the Department of Revenue has stated: 

'%very shipment is covered by a document under the Customs 
Act and the particulars are given on the shipping bill; 
verification and the examination is also generally recorded 
on the shipping bill. The nature of the claim and other 
declaration made bv the shipper is also there. The s h i p  
ping bill was filed on 27th of December describing the 
goods as HG paper, etc. The number of packages was 
pven as the net weight. In the shipping bill, the party 
made a claim for a drawback and the drawback was 
claimed on the weight of the paper at the rate of 45 paise 
per kg. The item No. is 2410." 



11 
1.25. When the Committee enquired whether the shipping bill 

was the only record showing the contents or  there was anything 
more recorded in a register, the witness has stated: 

"The record of the examination is on the ship@ng bill, The 
amount given under drawback is on the shipping bill. The 
shipping bill is retained by us; it is not given back to the 
shipper. Also, there is a file in which the calculations 
of the drawback and the checks of the pre-audit and 
other pleop,le are recorded. This is a file on the subject." 

1.26. When further enquired whether shipping bill was the entire 
literature a t  their disposal, the witness has informed the Committee 
that in addition to that there was a copy of the invoice made by the 
shipper. 

1.27. The Committee desired to know the action taken after the 
,details are furnished by the shipper. The rep~esentative of the 
Department has stated: 

"On the shipping bill, he also gave a de2laration. But under 
the rules, examination orders were given and the ex- 
amination was done by the Inspector. He has given the 
number of cases which were examined. They examined 
23 cases out of 456 and he accepted the net weight 
declared on the basis of examination report.'' 

1.28. The Committee have also been informed during evidence 
'that after conducting the examination on 29th December, 1973, the 
shipment was allowed. It is also confirmed that inspection was done 
in one day. 

1.29. To a query whether checking by a Senior OfRcer was also 
done on the same day, the representative of the Department has 
:stated: r . t . l m m  

"The Inspector examined it and it must have been supervised 
by the Superintendent.'' 

Elaborating further the witness has added: 

"The report is made by the inspector and the endorsement on 
the report is made by the Superintendent on the same day. 
This was done I think in February 1974, the Superinten- 
dent of Tuticorin wrote to the shipper asking for a. bank 
certificate. Under the rules, in this particular case of 
a shipment to a neighbouring country, a bank certificate 
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was pmduced and a recommendation for sanction for a 
drawback was made by the Superintendent, Tuticorin to 
the Assistant Collector in Madurai. The papers were 
sent there and the sanction was made by the Assistant 
Collector on 19-4-74. After pre-audit, the payment was 
made by the Tuticarin Custom Office on 27th April, 1974. 
After that, Audit happened to be there at  the custom house 
for their local aadit inspection and they objected to this 
payment. After that, the Assistant Collector of Central 
Excise accepted the audit objection and asked the party 
to pay the amount and issued a demand on them. In this 
particular case the amount was ultimately paid." 

1.30. On enquiry about the date and amount paid by the party 
in the aforesaid case of shipment of Shegom Traders, the Committee 
have been informed by the witness thus: 

"It was realised in January 1977. In this case the amount 
was abmt Rs. 11000 and the entire amount has been 
recovered." 

. 1.31. The Committee desired to know whether any specific 
instructions were issued by the Department for the identification of 
goods made of paper and paper products. In a note, the Department 
have stated: 

"There are no specific instructions for identification of g30ds 
made of paper and paper products. Hence the question 
of uniformity of implementation of such instructions at 
all the ports does not arise. It  would be neither neces- 
sary nor feasible to issue instructions regarding identi- 
fication of all the goods which come up for export as the 
criteria relevant will differ from goods to goods." 

1.32. Further enquired whether the Department checked up the 
related documents like contracts with foreign buyer or correspm- 
dence between the consigner and the consignees to verify the 
identity of goods, the Department of Revenue, in a note, have. 
stated: 

"The documents like contract, correspondence etc. with the 
foreign buyer are checked up prior to processing and 
passing the shipping bills with a view to identify the 
goods and value thereof. In the present case, the con- 



tract/LC were checked before clearing the goods for  
export." 

1.33. With regard to the error of judgment p l ead4  by the re- 
presentative of the Department, the Committee desired to know 
whether any action was taken against the officers concerned. The 
representative of the Department has informed: 

"The Collector of Cent~a l  Excise, Madurai, under whom this 
officer is working, is the Disciplinary Authority concern- 
ed. He has called for an explanation and is enquiring 
into the matter." 

1.34. It is seen from the Audit paragraph that the Department 
had raised the demand for the realisation of the irregular payment 
of Rs. 1,07,028. The Committee desired to know the dates on which 
the dem,ands were raised and whether the amount had since been 
recovered. In a note, the Department of Revenue has stated: 

"The demand raised for recovery of Rs. 1,07,028 is as under: - - -- - -- 
Amounr dc mandrd 

( in  Rs.) 

-- .. . --. -. 
*(NOTE : This was a rw i sed  drmand in rcvizion of'thr original d r m a n d  of R s .  7746. 53  

datcd 6-6-74). 

So far all the demands. except Rs. 31,349.43 have been recovered 
Action is being taken to recover this balance amount also." 

1.35. The Committee desired to know the remedial steps taken 
to mitigate/minimise the chances of recurrence of irregular draw- 
backs of the kind dealt with in this report. In a note, the Depart- 
ment have informed the Committee that the necessary instructions 
have been issued to Collectors (Appendix I) to see that irregular 
payment does not take place. 

1.36. The Committee desired a list of the cases during the last 
3 years involving irregular payment of drawback amounting to 
Rs. 10,000/- and more in any particular case indicating inter alia the 
folloiving : . . 

(1) Name of the Party 
(2) Amount paid 



(3) Date of payment 
(4) Whether refunded by the party and if so, when and how. 

(5) If not refunded, efforts made to recover the amount. 

In a note, the Department have stated: 
/ 

"Information collected from the maj,or Custom Houses and 
other Central Excise Collectorates concerned with pay- 
ment of drawback is enclosed at Appendix 11. The perusal 
of this information reveals that the Bombay Custom 
H,ouse have maintained a record of only 16 cases out of 
which 2 cases involve the payment of more than Rs. I 
lakh each and two cases of more than Rs. 50,000 each. 
There have been as many as 38 such cases in respect of 
the Calcutta Custom House during the year 1975, 1976 
and 1977 in which the payments of more than Rs. 10,000/- 
is involved." 

1.37. The Committee desired to know the safeguards taken before 
payment of drawback to other than established exporters. In a 
note, the Department have stated: 

"Drawback amount is paid to the exporter, or to his agent 
specially authorised by the exporter to receive the amount 
of drawback in terms of Rule 12 of Customs and Central 
Excise Duties Drawback Rules, 1971. No distinction is 
made in this respect between established exporters and 
other than established exporters." 

1.38. The Committee wanted to know the time limit prescribed 
in the Drawback Rules within which an exporter was required to 
refund to Government the amount of drawback over-paid to him. 
In a note, the Department of Revenue have stated: 

"No time-limit is prescribed in the Drawback Rules during 
which an exporter is required to refund the amount of 
drawback erroneously paid lor paid in excess of what the 
claimant is entitled to, is recovered in terms of Rule-14 
of the Customs and Central Excise Duties Drawback 
Rules, 1971. While making the demand on the exporter, 
the Custom House specifies the time-limit within which 
the amount should be paid." 

1.39. The Committee enquired whether any penalty is leviable 
o n  the exporter in case he did not refund t o  Government the 



amount of drawback over-paid to him within the stipulated time. 
In a note, the Department of Revenue have stated: 

"No penalty is prescribed under the Drawback Rules. How- 
ever, if the exporter failes to  repay the amount, the 
Custom House will take recourse bo Section-l'42(1) of the 
Customs Act, as laid down in Rule 14 of the Drawback 
Rules.'' 

1.40, Payment of drawback is a statutory operation for purposes 
of export promotion on the goods which are exported out of the  
country. Whereas articles made of paper were entitled to draw- 
back as defined in S.S. Nos. 2407 and 2410 of the Drawback Schedule 
for the period 1-6-1973 to 31-5-1974, paper as such was entitled for 
drawback in accordance with S.S. 2401 of the same Drawback Sche- 
dule. The Committee note that paper products were brought under 
drawback scheme in December 1957 vide Notification No. 304/F. No. 
34/97/57-Cus-IV dated 16 December 1957 and since then no separate 
review for its continuance in the drawback scheme has been made. 
The Committee fail to understand as to why no separate review of 
the scheme for grant of drawback to paper products has been con- 
ducted since 1957 and they would like to know the reasons therefor 
as also the general procedure followed in regard to conducting re- 
views in respect of each and every item falling under the Drawback 
Scheme apart from conducting general review of the Drawback as 
such. 

1.41. The Committee note that quite an elaborate and compre- 
hensive procedure has been prescribed for the identification of goods 
on the export of which drawback is allowed. Physical examination 
is required to be done by the Dock staff with reference to declared 
description and other particulars in the Drawback Shipping Bill. 
Further, various appraisers are also available in the Custom House 
on the import side for advice in case of any doubt. If need arises, 
identification of goods is also done with the help of catalogues, lite- 
rature, drawings, specifications, chemical laboratory tests, etc. Some 
of the goods on which drawback is admissible are also covered under 
preshipment inspection certificates issued by different agencies like 
Export Inspection Agency etc. In some cases, market enquiry is 
also resorted to. The Committee are surprised to note that despite 
such an elaborate and comprehensive procedure for identification 
of goods for scrutinising the admissibility of drawback claimed by 
a particular party, an irregular payment to the tune of Rs. 1,07,028 
as drawback was sanctioned and was made to Shegom Traders. 



Tuticorin and Bhaskaran and Co., Tuticorin in six cases of export of 
gaper &om Tuticorn Port, relating to the period M e m b e r  1973 to 
October 1974. A sum of Rs. 85,783.24 paid to M/s Shegom Traders 
and Bhaskaran & Co., Tuticorin, as drawback in respect of 5 consign- 
ments of export of airmail paper, classifying the item under SS No. 
2407 and in another case of export of white M.G. Poster paper, a 
sum of Bs. 11,244.96 was paid to M/s Shegom Traders, 'Futicorin 
treating the item under SS 2410 as articles made of packing and 
wrapping paper. 

1.42. The Secretary, Ministry of Finance conceded during evi- 
dence that there had been a lapse in the sense that the drawback was 
given technically and by the letter of the law it should not have 
been given. The Committee, however, do not agree with the con- 
tention of the representative of the Department that it was "a failure 
oi judgment on the part of the officer." Viewed in the context that 
irregular payment was not confined to the export of a single consign- 
ment but of six independent consignments spread over the period 
from December 1973 to October 1974, the Committee are inclined to 
take the view that there might be some attempt to defraud the 
national exchequer. The doubts of the Committee are strengthen- 
ed by the reply given by the Chairman, Central Board of Excise 
and Customs, during evidence while explaining as to how this mis- 
take had occurred. "There can be no logical or rational answer to 
this because these were not the articles. . ." The Committee would, 
therefore, recommend that the whole matter may be investigated 
thoroughly with a view to fixing responsibility and taking further 
remedial measures for the sake of obviating the chances of such 
recurrence in future. 

1.43. The Committee note that out of the total demand raised for 
recovery of Rs. 1,07,028, a sum of Rs. 31,349.43 is still outstanding. 
The Committee would urge that concerted efforts should be made 
to recover the amount expeditiously. 

1.44. The Committee have been informed that the payment orders 
were issued after pre-auditing the claims by the Internal Audit 
Party. The Committee fail to understand as to how the lapse in 
these claims escaped their notice as the objection had to be pointed 
out by External Audit Party. According to the Committee, such 
omission reflect badly on the working of the Internal Audit. The 
Committee would l i e  that the procedure of internal audit should 
he improved to make it more effective. 



1.45. The Committee are surprised to note that there me  quite a 
good number of cases pertaining to payment of irregular drawback 
s f  more than Rg. 10,000 each during the last three years in respect 
of Bombay and Calcutta Custom Houses. While according to 
Bombay Custom House compilation of a list of .all such cases of 
over-payment will be extremely time consuming, they have furnish- 
ed  a list of 16 cases collected with reference to Customs &venue 
Audit objections, records for which are stated to have been main- 
tained. Out of these 16 cases, two cases involve the payment af 
more than Rs. 1 lakh each and two more cases of more than 
Rs. 50,000 each. The Committee would like to know the position of 
the recovery of amounts in all these cases. I t  is unfortunate that 
in spite of sufficient time that was given the Custom House has not 
found it possible to compile the list of all cases of irregular pay- 
ment of over Rs. 10,000 during the last 3 years. I t  is a sad commen- 
tary on the type of records being maintained for huge financial 
transactions in the Custom House and the Committee would like to 
.know the detailed reasons therefor. The Committee also note that 
there have been as many as 38 such cases in respect of Calcutta 
Custom House. Concerned over the large number of cases of 
irregular payment in respect of Bombay and Calcutta Custom Houses 
the Committee recommend that the existing procedure for checking 
and maintaining registers and accounts may further be examined 
thoroughly with a view to identifying and plugging the loopholes. 

1.46. The Committee also note that at  present there is no provi- 
sion in the Drawback Rules for prescription of time-limit on the 
exporters for refunding the irregular payment made to them after 
the necessary claim therefor is made. Further, there is also no 
provision for penalty under these Rules, in case the exporter fails 
to repay the amount. Judging from the number of cases of irregular 
payment and also the amount involved in each case, the Committee 
would recommend to the Department to consider the feasibility of 
making specific provisions for prescription of time-limit for making 
refund and levying of penalty alongwith penal interest in case the 
exporter failed to refund. 



IRREGULAR REFUNDS 

Audit Paragraph 

2.1. A second hand motor tug imported by a major Port Trust 
in November 1970 was provisimally assessed to customs duty under 
item 76(1) of the Indian Customs Tariff at 35 per cent ad valorem 
as "Vessels for inland and harbour navigation" plus additional 
deposit of 20 per cent. The tug was acquired for towing/escorting 
heavy oil tankers and ore carriers within the harbour. 

2.2. On a claim preferred by the importer (March 1971) for 
refund of the additional deposit, the Custom House finalised the 
assessment (November 1972) assessing the tug duty free, treating 
it as an ocean-going vessel on the ground that it came to the Indial1 
port fr3m Singapore on its own power, Board's ruling of 1925 
treating trawler as ocean-going vessel was cited as analogy for the 
duty-free assessment and a refund of Rs. 20.34 lakhs was granted 
that the tug could not be classified as an ocean-going vessel as it 
was primarily intended for inland and harbour navigation and not 
meant far regular voyages. 

2.3. While confirming the facts mentioned above, the Depart- 
ment of Revenue and Banking stated in reply that the Port Trust 
has been requested for voluntary payment of the duty due. 

[Paragraph 10( i )  of the Report of the C&A.G. of India for the year 
1975-76--Union Government (Civil) --VIA. I-Indirect Taxes]. 

FACTS OF THE CASE 

2.4. "A second hand Motor Tug (Michael 'B' renamed as 'Ven- 
kat') was imported by Madras Port Trust under cover of Bill of 
Entry D.2078 dated 26 November 1970. Pending production of 
evidence regarding value and examination, the Tug was p r ~ i -  
sionally assessed to duty under Item 76(1) of the Indian Customs 
Tariff at 35 per cent ad-vulorein. A duty of Rs. 17,06,877 and an 
deposit (20 per cent of the duty) of Rs. 3,41,375 was collected on 
28 November 1970. In March 1971, the Madras Port Trust put in 
a claim for the refund iof the deposit of Rs. 3,411,375. In October 



1972, the Port Trust stated that the Tug was an ocean-going vessel 
and had performed the voyage from Singapore to Madras on her 
own power and that the vessel had not been registered under the 
Mercentile Marine Act. The provisional assessment was finalised 
by the Custsm House on 29 November, 1972 assessing the 'Tug' 
duty-free under the Notification 262 Customs dated 11 October, 1908 
applicable to ocean-going vessels. I t  was only in December 1973 
that the Port Trust stated that it was understood that the refund 
amount might be in the order of Rs. 20 lakhs. A refund of 
Rs. 20,33,813 was paid $3 the Port Trust in April 1975." 

2.5. The Committee wanted to know the difference between a 
motor tug and a trawler. The representative of the Ministry of 
Shipping and Transport has replied during evidence: 

"Tug is a vessel which is used for piloting the ships which 
go into th'e harbour and trawler is a vessel which is used 
for fishing purposes." 

2.6. Clarifying further the use of the tug, the witness has added: 

"It is actually used for pulling and pushing the vessels." 

2.7. When asked about the specific object for the import of this 
tug, the witness has stated: 

"In this case, particularly high power tug was imported for 
piloting big tankers to the Madras inner harbour." 

2.8. The witness further informed the Committee that that tug 
could also be used for helping ships in distress in the high seas. 
In regard tb the enquiry if the tug in question had done any such 
operations, the Department of Revenue have stated in a note: 

"The Collector of Customs, Madras has reported that the log 
boaks of the tug 'Venkat' have been checked from the 
time of its arrival at Madras Port in 1970. The tug in 
question has had no occasion to proceed to the high seas 
for rescue and salvage operations since its import into 
India." 

2.9. Supplementing further the Secretary, Ministry (of Finance 
has stated: 

"The Madras Port Trust had a tug previously and this tug 
was sometimes called upon to do the work in the high 
seas. But they found that it was not performing satis- 



factorily. So, the Madras Port Trust sent out a team to 
various foreign countries in order to select a tug which 
would be powerful enough and would be adequately 
equipped to do normal duties plus other duties which 
would necessitate the tug to go into the high seas. In 
1968 there was a storm in the Madras Port Trust area 
and the existing tug was not capable of handling the 
situation. The specific meaning and intention of the tug 
is relevant because they bought it for a particular pur- 
pose. You are right that perhaps subsequently it has 
not performed the intended duties. But at the time of 
purchasing it was bought for a specific purpose other 
than the purpose of a normal tug. This was on record 
when it was purchased in Singapore." 

2.10. When the Committee desired to know whether the tug was 
acquired exclusively for the harbour navigation, the witness has 
stated: 

"No, Sir. The intention of the Madras Port Trust was not 
only to have a tug which would perform the normal 
duties of a tug within the harbour, but also to have a tug 
which would be available for ocean-going duties. This 
is the crux of the whole matter." 

2.11. Enquired whether a tug on sailing in the ocean became 
au63matically entitled to be treated as ocean-going vessel, the 
representative of the Ministry of Shipping and Transport ha* 
stated: 

"It depends upon the power of the tug." 
2.12. Explaining the special features of the tug acquired by 

Madras Port Trust, the Member (Customs) has stated during 
evidence: 

"I can say that it is different from other ordinary tugs. This 
is equipped with a powerful engine of 3000 HP whereas 
an ordinary tug which is used in th; harbour is 900 HP. 
Except for its size it is more like a ship. It is equipped 
with special aids such as radar fie-fighting equipment. 
life-saving devices, radio and telephone. Its speed is 
much more than that of the ordinary, tug. Its capacity 
to hold fuel and oil is sufficient for long voyages even 
for days hgether and there is air-conditioning for the 
rooms of officers and crew. This is the designing of this 
particular tug and the additional factor is that it came 
on its own power from Singapore." 



2.13. The Committee understand from Audit that a 'tug', accord- 
ing to a ruling of the Ministry of Finance at 30 March 1943. is a 
vessel for inland and harbour navigation and distinguishable from 
an ocean-going vessel. While ocean-going vessels are exempt from 
the payment of customs duty by a notification 262 Customs dated 
11 October 1958, 'Tug' is liable to duty under Item 76(1) of the 
Intlian Customs Tariff which reads: 

"Ships and other vessels for inland and harbour navigation. 
including steamers, launches, boats and barges imported 
entire or in sections." 

2.14. The Committee wanted to know the Customs duLy leviable 
on tug and ocean-going vessels. The Department of Revenue and 
Banking have in a written nlote stated as under:- 

"The customs duty leviable on 'Tug' and 'Ocean-going vessel' at the relcvant time (No- 
vembcr, 1970) war as follows : 

(i) Tugs which are not in t h ~  nature of 35% ad-valorem in t e r n  of Notification 
ocean-going vrsscls. No. 17-Cus. dated 1-3-70 (in f o m  upto 

28-5-71). 

(ii! All Ocean-going vessels . . . In terms of exrmption Notification No. 262 
Cus. dard I 7- I 0-1 958 ocean-going vessels 
other than vessels importrd to be broken 
up are exempt from thr payment of 
customs duty. 

PROVISIONAL ASSESSMENT 

2 15. The Committee wanted to know the relevant provisions in 
the Acts/Rules under which provisional assessment was made and 
the purpose for which the same was resorted tlo. The Department 
of Revenue have, in a written note, stated as under: 

"In ord,er to facilitate quick clearance of import and export 
goods Section 18 of the Customs Act, 1962 provides for 
provisional assessment of import and export consi-gn- 
ments in certain specific circumstances such as where 
the impr te r  or exporter is unable to produce any docu- 
ment or furnish information necessary for the assess- 
ment to duty of such goods, or where any goods are 
required to be tested for the purpose of assessment t 3  
duty or where Custom House has to make further en- 
quiries, before assessing the duty. In such cases, the 
Assistant Collector can allow clearance on a provisional 
assessment .of duty, after taking certain precautions by 
way of guarantee or bond with security, if considered 
necessary." 



2.16. Asked whether there was any time limit prescribed for 
finalising assessments in cases of provisional assessments the De- 
partment of Revenue have stated in a note as under: 

"Section 18 of the Customs Act does not stipulate a time 
limit for the finalisation of provisional assessment. 
General guidelines have, however, been issued for fina- 
lisation of provisional assessment within one year of the 
date of final assessment. In respect of machinery con- 
tract cases where imports take place over long periods, 
the 'one year period for final assessment is considered to 
commence from the date of import of the last consign- 
ment covered by the contract. A copy of instructions, 
contained in Board's letter F.No. 512/5/72-Cus. VI dated 
23 April 1973 is enclosed (Appendix 111) ." 

2.17. Asked absut the rules and procedure for the finalisation of 
provisional assessment, the Member (Customs) has stated d u r ~ n g  
evidence: 

"The Customs Provisional Assessment Regulations 1963. . . . 
The party will be asked to furnish the documents within 
the period stipulated in the bond. That period is gene- 
rally one month on executing the bond. There is a pro- 
vision of extension of this period." 

2.18. Asked about the number of extensions which were allow- 
ed, the witness has replied: 

"We normally consider cases which are more than one year 
old, as arrear cases. That means that case should be 
finalised within one year." 

2.19. When enquired about the regulations on the subject, the 
witness has added: 

"There are executive instructions that were issued on the 
basis of the recommendations of this particular Com- 
mittee. They are in the 43rd Report, 5th Lok Sabha." 

2. \9. Asked whether provisional assessment was made in the 
case ~efe r red  to in the Audit paragraph because Madras Port 
Trusi failed to produce documents, the Member (Customs) has 
replied during evidence: 

"The documents were pmduced but there was a doubt about 
the value. The value was initially taken as Rs. 48 lakhs 



but ultimately it was found to be Rs. 57 lakhs. At that 
time of final assessment the value was found to he 
Rs. 57 lakhs..  . .The value of the accessories and stores 
was a little over Rs. 21000." 

2.21. Asked whether as that time the importer claimed for any 
refund, the Member (Customs) has added: 

"The importer obviously agreed to the provisional assessment 
and even deposited 20 per cent additional amount and 
gave a bond to pay the differential duty if it arises.. . 
It  was round about Rs. 17 lakhs for the tug, i.e., 33 per 
cent. This is including the tug and the accessories. That 
means 35 per cent and 20 per cent of this 35 per cect 
came to Rs. 3.41 lakhs." 

2.22. Asked when the assessment was made, the witness has 
stated: 

"The tug was imported on the 20th Nwember and the pro- 
visional assessment bond was accepted on the 25th of 
November 1970, and the deposit was taken on the follow 
ing day, that is, on 26th November, 1970." 

2.23. In regard to the reasons far delay of over 2 years in final 
assessment in this case, the witness has clarified thus: 

"The Port Trust were asked to forward certain indents 
which, after lot of correspondence, we received on the 
31st May, 1972. Here the question was of document and 
details of accessories and stores and those lists and de- 
tails were made available on 31st May, 1972." 

Subsequently in a written note, the Department of Revenue have 
stated the position as under: 

"The Madras Custom House could no: finalise the provisional 
assessment in the absence of indent, acceptance, con- 
tract, split up values of different items and parts catalogue 
and were repeatedly asking for the documents from the 
Madras Port Trust. The action to call for the documents 
was initiated in March 1971." 

2.24. When enquired how extension was granted to a party, the 
witness has stated: 



"They apply. But in this particular case, there was no specifics 
application for extensfon." 

2.25. In regard b3 an enquiry whether any register was main- 
tained for this purpose, the witness has replied: 

"No, Sir. There would be an indication for extension on 
the file. . . .They are made in writing but oral requests 
are also considered. In this case, they did not ask far 
any extension but they asked for 20 per cent refund on 
the 19th March, 1971." 

2.26. Asked what were the reasons in not making the final 
assessment before the refund application was made. the witnes; 
has replied: 

"T'here is no indication on the file. .There is no record to 
show that anything was done between 25th Novtmber 
and 19th March." 

2.27. Asked in regard t b )  the time upto which the receipt of 
documents was awaited from the party, the witness has staled: 

"Normally these cases are to be finalised within a year, ac- 
cording to the instructions we just now quoted." 

2.28. The Committee pointed out that the instructions referred 
to were of 1973 but in respect of the instant case the limit was of 
two to three months only. They wanted to know whether it was 
not incumbent on the part of the Department to have made a 
summary assessment if the documents were not received within 
that period. The witness has replied: 

"It shmld have been made." 

2.29. Asked about the action taken when the party failed to pro- 
duce the documents in time, the witness has stated during 
evidence : 

"The additional deposit of 20 per cent is appropriated towards 
duty and if this also does not cover the amount, there 
is a b n d  which is enforced." 

2.30. On being enquired if there was any penal provision if the 
documents were not submitted by the party in time, the Member 
(Custams) has stated during evidence. -.. . .  - 



"For non-submission of documents there is no penal provi- 
sion. Of course, bond is there. If we arrive at a value 
which is higher than the original one, then the bond can 
be enforced against them for recovery. For non-submis- 
sion of documents there is no penal provision unless we 
came to the conclusion that the original document was 
incomplete and was given with a view to defraud us or 
misleading us. That is a different matter. The very idea 
of provisional assessment is that there is no question of 
loss on misjudgement," 

2.31. When asked if the deposit was forefeited in cases of loss, 
the witness has replied: 

"This 20 per cent is not forefeited but appropriated towards 
the duty." 

2.32. The Committee wanted to know whether in any of the 
communications sent to Madras Port Trust the Department had 
asked the former to prove that the tug was an ocean-going vessel 
eligible for complete exemption. The Member (Customs) has stated 
during evidence that it was for the first time on 12 October 1972 
that the Madras Port Trust had intimated that the tug in question 
was an ocean-going vessel. 

2.33. On being enquired whether the Madras Port Trust had 
contested the levy of duty at  any stage, the Department of Revenue 
& Banking have, in a written note, stated as under: 

"It is abserved that Port Trust did not contest the levy of duty 
on a 'Tug' specifically even though in the'r letter No. EI/ 
4760(70E(M) dated 9112-10-12, the Madras Port Trust did 
claim that the Tug was an 'ocean-going vessel'. Further 
in letter MI(79972169(E dated 5-12-73, the Port Trust also 
mentioned that refund of about Rs. 20 lakhs may be due 
to them." 

2.34. On being informed that the particular case was a bond case, 
the Committee wanted to know the terms of the bond. The Mem- 
ber (Customs) has informed the Committee during evidence: 

"Now the condition of the above written bond (is such that: 
(i) If the importer shall, within one month or within such 

extended period, as the proper officer may allow, produce 



such documents and furnish such information as may be 
called for by the proper officer, and 

(ii) If the importer pays to the President the difference 
between the duty finally assessed and the duty provi- 
sionally assessed in respect of the goods imported from 
time to time. 

(iii) If the importer pays to the President any penalty 
and any fine that may be adjudged in lieu of confisca- 
tion of the said goods for importation of goods or part 
thereof without a valid import licence. 

Then the above written bond shall be void and of no effect 
otherwise, the same shall remain in full force and 
virtue." 

2.35. The Committee asked whether the Customs Officer had 
called for the documents from the Madras Port Trust, the Member 
{Customs) has replied during evidence: 

"On the 24th of March we asked the Madras Port Trust to 
farward indent and acceptance and split up value and 
the catalogue for the parts and accessories." 

Asked if it was done only after the refund was claimed by the 
Madras Port Trust, the Member (Customs) has replied in the affir- 
mative. 

2.36. The Commfttee wanted to know when and how the claim 
for refund of additional deposit was   referred by the Madras Port 
Trust. The Member (Customs) has replied during evidence: 

"In this case ,it was claimed in writing. On the 19th March 
they wrote to the Assistant Collector as follows: 

'In c'onnection with the above, it 1s informed that the 
values for the inventory and other items as assessed by 
customs has been accepted. Therefore, the additional 
duty paid as provisional duty under Bill of EntTy 
No. D 2078 dated 26-11-70 is refundable to Trust. 

I, Therefore, hereby prefer a claim for the refund of a 
sum of Rs. 3,41,375.45 p. being the additional duty at 
the rate of 20 per cent on the assessed duty paid by 
US' ". 



2.37. The Department of Revenue have in  a note stated: 

"The Collector of Customs, Madras has reported that no 
correspondence was exchanged between the Custom 
House and Madras Port Trust prior to the importers 
claim." 

2.38. Asked about the action taken by the Department after the 
receipt of the said application for refusal of additional deposit, the 
Member (Customs) stated: 

"After 19th we asked for the details, indents, acceptance, 
split up value, stores and so on. Since this was not the  
refund claim, it was passed on to the provisional duty 
assessment section on the 7th April, 1971. They sent 
four reminders between this day and the 13th September, 
1971. The* was no response until 23rd september . . . . 
Ultimately they forwarded to us a copy of the agreement 
and papers relating to both the tugs an the 12th Novem- 
ber, 1971 and a, list of other items on 31st May, 1972." 

2.39. Asked whether the Department had mentioned in any of 
i t s  communications to the party that if the latter failed to furnish 
the required particulars within ope month ex-pnrte decision would 
be taken, the witness has stated during evidence: 

"We sent reminders but we did not sag in any of these that 
the case will k,e ha l i sed  sx-parte." 

2.40. On being enquired in regard to the procedure followed for 
final assessment of this case, the witness has replied: 

"In this case the Appraiser assessed it, the Asstt. Collector 
agreed and then it went for pre-audit." 

2.41. Drawing attention to the fact that the party in its applica- 
tion dated 19-3-1971 had asked for the refund only of Rs. 3.41.375.45, 
being the additional duty at 20 per cent of the assessed duty, the 
Committee enquired as to how the assessor concl~ided for the refund 
of Rs. 20 lakhs. To this, the Finance Secretary has clarified during 
evidence:- 

"It is not only an i:pplication, but it is a fact also that there 
was no claim by the Madras Port Trust for the refund of 
the entire amount nor did they claim any exemptiod 
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b m  the duty. The Customs authdricbies took hisi deci- 
sion suo-moto." 

242. Explaining the position in this connection, the Chairman, 
Central Board of Excise and Customs has stated during evidence:- 

"The concept of provisional assessment does not mean that  
only 20 per cent is provisional and 35 per cent is find. 
Therefpre, whatever amount was received inclttding 35 
per cent b e f o ~ e  plus this 20 per cent, everything is a 
provisional assessment.. . . . I t  is true that in the beginning 
those who assessed never thought i t  was going to be duty 
free. In  the final assessment you have got to assess under 
a particular item. When the goods were to be assessed, 
the customs o f  cer's view was that those goods were 
liable to duty." 

2.43. Explaining the procedure for refund, the Member (Customs), 
has  stated:- 

"Section 18, sub-section (ii) says: "When the duty leviable 
on such goods is assessed finally in accordance with the  
provisions of this Act." The relevant provision of this 
Act would be section 17 (2) : "After such examincltion 
and testing the duty, if any. leviable on such goods shall, 
save as other-wise provided in Section 85 be assessed." 
After we make a provisional assessment for any purpose 
whatsoever and later on the question arises of classifica- 
tion, so long as this arrangement is a provisional one, there  
is no bar to this question of classification. also being 
brought in a t  that stage and to be considered if, on the  
basis of this classification, it can be found that the goods 
are not liable for duty a t  all, then the question of vctlua- 
tion does not arise. On this question we had made a 
reference to the Law Ministry." 

REFUND OF DUTY 

2.44. The Committee wanted to know why it took the Department 
three years to refund the amount when it was concluded in 1972 
that the entire amount was refundable. The Member (Customs), 
has replied during evidence:- 

"We will explain the time part of it. It has taken 3 years 
or  a little less fhan 3 years. We called for the variol~s 
particulars agail) from Por! Trust Audit, again called lor 



various particulars of stares and equipment and the Port 
Trust did take a considerable time in furnishing the parti- 
culars. JY I may just mention some of them, the Audit 
asked for the original letrter of October, 1970." 

2.45. Asked if there was any time limit prescribed for furnish- 
ing the jnformation, the nepartment, of Revenue and Banking h a v e  
in a note intimated as under:-- 

"No specific time limits have been prescribed for furnishing 
of inforrnqtion. The Board has, however, issued instruc- 
tions rebarding expeditious finalisation of provisional: 
assessment cases in letter No. 512 5 72-Cus. VI dt. 23-4-73.'' 

2.46. On being enquired whether for the dispute in regard to 
s'ores worth Rs. 21,003 the refund of Rs. 2 0 , -  lakhs was held over 
$or 3 years, the Member (Customs) has replied:- 

"It looks like this, Sir. It is 24 years. But the delalr occurred. 
Even thereafter the Port Trust was responsible for con- 
siderable delays in various drekhes .  For examplc, one 
pzrticulnr letter which was asked in January was not 
made available till July, and so on. It is not that the 
delay was entirel" on account of the Port Trust." 

VOLUNTARY REPAYMENT 

2.47. Accordiriv f:: t l -? :111lit the Madras Port Trust had been 
requested for vo ;u~ : : l r j  r~i2syment of duty in this case. Asked as 
to when the voluntary payment was asked f ~ i  from the Madras 
Port Trust the Member (Ci~stoms) indicated that it was "3rd Nove- 
mber 1976." 

2.48 Asked about the response of the Madras Port Trust, the 
Member (Customs) has shted:  - 

"They did not respond." 

To the queqtion if the Madras Port Trust had taken the plea of 
limitation. the Member (Customs) har stated: 

"We ourselves are taking the plea of limitation." 

2.49. Explaining the position, the Director of Receipt Audit has 
stated during evidence: - 



"The Audit pointed out this in December, 75. A request for 
voluntary payment was made in November, 1976. I t  
means that the Department must have examined the audit 
objection in detail, looked over all the facts and then de- 
cided: 'well, the audit objection js right; we should de- 
mand the money back from the Port Trust.' But that 
time, they were asked to pay money but they did not res- 
pond to the voluntary request. These are the facts which 
I have given in the paragraph submitted to the Parlia- 
ment. Those facts have been confirmed by the Ministry 
very categorically unconditionallv without any classifica- 
tion." 

2.50. In this context, the Member (Customs) has stated: 

"The period would run from that date for six months only. 
On 2nd of April, the refund was granted; the limitation 
would set in on the 1st cf October, 1975 whereas the file 
was sent to the Audit in September 1975, audit objection 
came in December. 1975. By that time, the claim had been 
barred under section 28." 

2.51. The Committee wanted to know the remedy left to the de- 
partment if the part. refused to honour a demand for volantary pav- 
a ent. The Department ~f Re\?enue have in a note stated as under:- 

"Notice for x.oluntary payment is issued when the demand 
under Sect~on 28 of the Customs Art .  1962 is time-barred. 
Such demands are not enforceable under the Customs Act, 
1962 and therefore if a partv refuses to honous; them, the 
Department is left with no recourse to recover the same." 

2.52. Asked ~f any time llmit is prescribed for voluntary pay- 
ment .  the Departmen! of Revenue have stated in a note:- 

"No time limit can be prescribed for voluntary pa!.n.!cnt." 

2.53. The Committee note that a second hand motor tug was im- 
ported by the Port Trust on the 20 November, 1970. The provisio~~al 
assessment of duty amounting to Rs. 20.48 lakhs was made on the 
25 November, 1970 and it was deposited by the Port Trust on the 26 
November, 1970. The instructions at that time provided for the 
finalisation of the provisional assessment within a period of two to 
three months. The final assessment in the case was however m3de 
only after a period of two years on the 15 November 1972 and after 
the Port Trust had applied for refund of 20 per cent additional de- 
posit made by them. In the event of certain documents not being 
furnished by the party which led to provisional assessment initially, 



the Customs Department could have bal ised the assessment; but 
that was not done. Thew documents also related to certain items 
on board the tug, the value of which was very small compared t o  
the total value of the tug. The Committee strongly deplore t h e  
delay flnalising the assessment in this case. 

2.54. The Committee note from the contents of the bond. execut; 
ed by the Port Trust that they were required to produce the said- 
documents and information within one month or such extended- 
period as was allowed to them. The Bond was executed on the 24ii 
November 1970 but neither any documents were submitted by the: 
Port Trust within one month nor any extension of time was asked. 
for by them. The Collector of Customs Madras belatedly bestirred' 
himself and took action only on 24-3-1971 for the refund of the de- 
posit of additional amount of 20 per cent. The Department of 
Revenue have also confirmed that no correspondence was exchang- 
ed between the Customs House and Madras Port Trust prior to the, 
receipt of that claim. The Committee would like that the responsi-, 
bility for this lapse should be fixed and appropriate action taken 
against the erring officers expeditiously. 

2.55. The Committee have been informed that the authorities had 
not intimated in any of its communications to the Port Trust that 
the case would be decided ex-pa~te  in the event of non-receipt of 
requisite infurnlation and documents in time. The Committee desire 
that such a mention should be made invariably by the Department 
in all the communications as it would have a definite and salutary 
effect on the parties concerned to furnish the documents in time. 

2.56. The Committee find that the Port Trust had in their claim 
on 19 March, 1971 requested for the refund only of Rs. 3.41 lakhs 
being the additional amount paid at 20 per cent on the assessed duty 
paid by them. Later in October 1972 they had merely stated that  
the tug was an ocean-going vessel but had not claimed the provi- 
sional duty paid earlier. Even as late as December, 1973, the Port 
Trust had only stated "the refund amount might be in the order 
of Rs. 20 lakhs." The Port Trust had at no stage, made a specific 
application for the refund of the entire amount of Rs. 20.48 lakhs 
on the ground that the tug was an ocean-going vessel and was eligi- 
ble for exemption from duty. While explaining the reasons for the 
refund of the entire amount of Rs. 20.48 lakhs, the Finance Secre- 
tary had informed the Committee during evidence 'The Customs 



authorities took the decision suo moto. . . . . A view was taken that 
the item was not liable to duty at all." 

257. I t  was only on an objection by the Customs Revenue Audit 
&I December 1975 that the Department found that the duty refund- 
ed was not in order and the earlier decision taken by the Depart- 
ment was incorrect. The decision is stated to have been taken 
after ascertaining the practice obtaining in Cochin and Calcutta 
Customs Houses where duty was charged on such imports. This 
was also confirmed by the Study Group of Public Accounts Com- 
mittee during their visits to Madras and Cochin Ports where they 
inspected the tugs. 

2.58. The Committee are perturbed over the errolleous assess- 
ment by the Custom House resulting in excess payment of Rs. 20.48 
lakhs to the Port Trust. It is surprising that the tug should have been 
initially subjected to duty under item 76(i) of the Indian Customs 
Tariff and treated subsequently as an ocean-going vessel eligible for 
exemption from payment of custom duty. It would appear that 
there had been undue haste on the part of the Custom House in 
taking the decision suo-mot0 for the grant of exemption from duty. 
The Committee desire that in cases of this type there should be 
uniformity in the matter of classification by various Custom Houses. 
The Committee desire that an efficient machinery for the exchange 
of information, in a concrete, principled manner, on matters affect- 
ing revenue should be devised. 

- 
2.59. A distressing feature of this case is the complete failure of 

the Internal Audit in not detecting the incorrect classification. This 
would indicate that the scrutiny exercised' by the Internal Audit 
had been rather perfunctory. It is regrettable that despite repeated 
observations by the Committee in regard to the ineffectiveness of 
Internal Audit in the Customs Department, there appears to be no 
perceptible improvement in the situation. The Committee would 
urge the Department of Revenue to examine whether the existing 
tbecks prescribed for the scrutiny of classifications are adequate in 
t h e  Internal Audit and take such remedial steps as are necessary 
t o  avaid recurrence of similar mistakes in future. 

2.60. The Committee And that after the audit pointed out the 
error in assessment in May 1975 the Department has asked for the 
voluntary payment of R6. 20.34 la& from the Madras Port Trust on 



3 November 1976 which the latter have not refunded so far. It is 
most reprehensible that even after the audit pointed out the irregu- 
larity, Government took more than one year to ask the Port Trust 
to repay the amount. The Committee desire that the Department 
of Revenue should persuade the Ministry of Shipping and Trans- 
port to assist in securing the refund of duty amount from the Madras 
Port Trust which has since become time barred. 

2.61. In this context the Committee would like to draw attentiom 
to their recommendation contained in paragraph 1.21 of their 67th 
Report (Sixth Lok Sabha) wherein they have reiterated their earlier 
recommendation made in paragraph 5 of the 6th Report (Third Lok 
Sabha) to the effect that in view of the Exchequer being common 
the question of time-bar should not be raised in respect of Govern- 
ment dues recoverable by one Government Department from the 
other. 

2.62. The Committee would also like the Government to consider 
the feasibility of introducing some provision in the Act which may 
have a legal backing for the realisation of the voluntary payments. 



17. LOSS OF REVENUE DUE TO UNDERVALUATION OF A 
SEIZED DRUG DISPOSED O F  IN AUCTION SALE 

Audit Paragraph 

3.1. A major Custom House valued (at the c.i.f. price of Rs. 525 
per kg. indicated by the Drug Control Department) 280 kgs (net) 
of a drug "Frusemide", confiscated in July 1974 a t  Rs. 2.80 lakhs and 
paid an advance reward of Rs. 4,000 to the informers. However, 
while disposing of the drug in an auction held on 13th March, 1975, 
the fair reserve price of the lot was fixed a t  Rs. 40,000 only, as a 
result of which the sale fetched only Rs. 33,100 from an "actual 
user". No reasons were recorded by the Valuation Committee for 
this undervaluation except that some of the goods were damaged, 
although the entire quantity was purchased by the bidder for use 
in the manufacture of medicines. 

3.2. According to the Custom House, the landed cost of the drug 
sold in  auction would have approximately worked out to Rs. 2,64,600 
as against the ascertained c.i.f. value of Rs. 1,47,000 at the time of 
auction. The omission of the department in not fixing the correct 
realisable value of the drug, thus, resulted in a loss of revenue of 
Rs. 2,31,500 (approximately), according to department's own esti- 
mates. 

3.3. The auction also contravened the instructions of Government 
issued in August 1974 that confiscated medicines/drug should first 
be offered for sale to Government Undertakings and that, only if 
the Undertakings were not prepared to purchase them at prices fixed 
by the department, they were to be sold to "actual users" in auction. 
Even though "Frusemide" is a canalised item of import, the depart- 
ment neither made any enquiry from the State Trading Corporatiofi 
who are the sole importers not offered the goods to any Government 
Undr rtaking a t  any time, notwithstanding the fact that the actual 
disposal took place after a delay of five months. 

3.4. On this being pointed out by Audit (September 1975), the  
department admitted (February 1976) that prima facie there was  
some serious error of judgement in valuing the goods and that  the 
matter was under investigation for fixing responsibility and for. 
suitable action. 

3.5. Reply o j  the Department of Revenue and Banking to whom 
the paragraph was aent in August 1!376 is awaited (February 19771- 



[Paragraph 17 of the Report 04 the Comptroller & Auditor Genera ,  
of India for he year 1975-%--Union Government (Civil)- 

Revenue h e i p t s ,  Volume I-Indirect Taxesl: 
3.6. I t  is a drug which is used as diyuritic i.e. for increasing the 

output of urine. The major manufacturers are M/s Hoechst Phar- 
maceuticals and they market this drug under the trade name of: 
"Lasix". I t  is marketed in the form of both tablets and injection. 

SElZURE AND CONFISCATION 

3.7. The Committee were informed that the drug was seized in I 

July 1974 and confiscated on 23 November, 1976 even though t h e .  
order for confiscation was plassed on 9 December 1976. The Commit- 
tee wanted to know how was it that the goods could be auctioned 
on the 13 March, 1975 i.e. before confiscation. The Finance Secretary 
has stated during evidence:- 

"In certain cases, if the goods seized are liable to deterioration. 
orders can be passed for disposal of the goods. but the 
proceeds will be retained until the order of confiscation is 
passed." 

3.8. When asked how the goods in question came to be seized, 
the Additional Secretary, Ministry of Finance has stated:- 

"In this case, the goods were seized because they had landed 
unauthotised by the Anti-Corruption Branch of the Gov- 
ernment of Maharashtra. The consignment consisted of 
24 packages. Fifteen packages contained p'olyster suiting 
and textiles and nine packages contained a chemical 
powder which was found later on to be frusemide." 

VALUATION 

3.9. The Committee wanted to know the procedure followed for. 
the valuation of the goods at the time of seizure. In a written note, 
the Department of Revenue have stated as under:- 

"If the goods under seizure are easily identifiable as well-known 
trade goods, the normal procedure is to ascerf3nlhe whole 
sale market value of the goods. If the goods cannot be 
easily identified such as chemicals and drugs. samples are 
drawn to ascertain, by examination, the description and 
value and the panchanama merely shows the physical form? 
and net weight." 



3.10. The Department of Revenue have also informed the Com- 
mittee that no fresh valuation is done I t  the time of confiscation. 
Further, detailing the procedure for the valuation of seized goods a t  
the  time of disposal, the Department of Revenue have stated - in the 
note: - 

"The valuation of the seized goods a t  the time of disposal is 
done by the Valuation Committee of the Custom House. 
The Committee consists of A.C. \Appraising I, A.C. /Disposal, 
A.O.iSales and Supdt. Customs Warehouse. In all cases 
where the value is more than Rs. 100 - files are sent to the 
concerned Appraising Groups dealing in the imports and 
the% opinion about the market value of the seized goods 
is taken. A.O. Sales then puts up the value given by the 
Appraising Group before the Valuation Committee, which 
records its decision. The Committee also considers the 
discount that is required to be ,given as a margin of profit 
for the buyer at the time of auction." 

3.11. To the question as to  how the Department satisfied them- 
selves that the valuation was done correctly without any mala-fides 
to defraud the national exchequer, the ~ e ~ a r t r n e n t  of Revenue have 
stated: - 

"As the Valuation is done by a Committee consisting of 2 
officers of Group 'A' and 2 Officers of Group 'B' and as the 
Appraising Group dealing with the imports is also consul- 
ted and sale is in open auction where competitive bids are 
recorded, the scope for mala-fides is little and valuation 
serves more as a guide than as a fixed price." 

- -  

3.12. When asked as to how the valuation Committee ensured that 
the price recommended by the Sales Appraiser was realistic as 
compared to the value fixed at the time of seizure and the market 
value of the goods, the Department of Revenue have in a note stated 
a s  under: - 

"The Collector of Customs, Bombay has reported that in all 
cases where the value is more than Rs. 100 - the prices are 
required to be recommended by the concerned Appraising 
Group and on that basis the Appraiser Incharge Sales puts 
up to the Valuation Committee, for fixation of the prices. 
In case the Appraiser Sales, feels the price given by the 
Group is either too low or too high he also gives his com- 
ments on the file. The Valuation Committee then &cides 
on the actual price to be Axed, having regard to the infor- 
mation put up to it. However, in cases where the value is 
less than Rs. 10001- A.O. Sales independently values ~ l c h  



goods and the Valuation Committee takes its decision. The 
Committee serves as an administrative check on the pro- 
cedure followed rather than as an expert body." 

3.13. In the instant case th'e value declared at the time of confisca- 
tion was Rs. 2.80 lakhs but while disposing the drug in an auction, 
the fair reserve price was fixed at Rs. 40,000 only. The Committee, 
thereupon, wanted to know how the valuation of the goods on seizure 
in this case was done. The Additional Secretary, Ministry of Finance 
has replied during evidence: - 

"The value was not declared anywhere because these were 
smuggled goods. The Custom House prepares the Panch- 
nama etc, on seizure and under this the goods are valued. 
So, when the good were shown to the Assistant Drug Con- 
troller, he arrived at a total value of Rs. 2,64.600 on the 
basis of Rs. 525 per kilogram c.i.f. Later on almost the 
same value-a little bit different value viz. ,  Rs. 2,80,000 was 
arrived at by the Valuation Committee of the Customs 
House. It was marginally different but almost the same. 
That was the value which they arrived at Rs. 2,64,600 
was done on 24th August, 1974 and Rs. 2,80,000 was on 
19th October, 1974." 

3.14. The Committee were also informed tRat in the case of specia- 
lised items, the Valuation Committee normally consulted an expert 
and in the present case the Assistant Drug, Controller was consulted. 

3.15. On being informed that the drug in question was a canalised 
item at the time of its seizure the Committee wanted to know the 
exact implication of canalisation. The representative of the Depart- 
ment of Chemicals and Fertilisers has stated in evidence: 

"This had been canalised in ApriT. 1973. Canalization means 
that certain drugs are sometime for certain reasons decided 
to be imported through canalizing agencies. In this parti- 
culer case, the State Trading Corporation is the canalizing 
agency-now State Chemical and Pharmaceutical C o r p  
ration." 

3.16. Asked whether only imported items were canalized, the 
Finance Secretary has replied: - 

"This is a maher of import and export. Normally speaking, 
import licences are given to established importers. Go- 
ernment sometimes take a decision to rnonopolise 'the 
lmport and set up one agency to which import licenck 



were given. In the case of drugs and pharmaceuticals, not 
all drugs are canalized, certain items have been declared 
for canalisation. This appears in the red book. For 
instance, fertilisers is canalised. I t  is imported only by 
one agency at the present moment-MMTC. Then export 
of leather goods and other goods have been canalised." 

3.17. Elucidating the position further in regard to canalised items, 
the witness has added: - 

"Nobody can get an import licence except the STC for the 
purpose of import from abroad." 

3.18. Asked what was done in  case the canalised item was imported 
illegally, the witness has replied in evfdence: - 

"There are no clear Government's orders on this in respect of 
any item unauthorisedly imported, and if they happen to 
be canalised. thev have been given to the canalised 
agencies. I could not find such a position. The normal 
practice followed in the case of seized goods which are 
smuggled is that the Custom Department and the 
Ministrv of Finance have a policy for disposal. That 
policy covers the disposal of smuggled goods. These 
smuggled goods may be canaiised/non-canalised." 

"No such distinction is made." 

3.19. When aksked if any dist incti~~n in disposal was made between 
canalised and non-canalised items, the witness has stated:- 

3.20. The Committee wanted to know whether there were any 
specific guidelines for valuatioq of canalised items. The Department 
of Revenue have in a note stated: - 

"No specific guidelines have been laid down in respect of 
canalised items." 

3.21. Asked whether the representative of the STC took part in 
the deliberation of the Valuation Cornmiflee, the Department of 
Revenue have stated in a note:- 

"The representative of the S.T.C. does not participate in the  
deliberations of the Valuation Committee in respect of 
uanalised ibm." 



3.22. The Committee wanted to know how the decision was taken 
.for the disposal of the drug in  question, the Finance Secretary has 
stated during evidence: - 

"The Board gave a ruling that since the item was cmalised, it 
should be offered to the IIjPL at  the poolel price less 10 
per cent. This was communicated to the Collector." 

3.23. Asked about the action taken after the communication of 
that  decision, the Chairman, Central Board of Excise and Customs 
'has replied: - 

"The Collector's office went to IDPL and offered the confiscated 
drugs to them at  a formula laid down, namely the pool 
price minus 10 per cent." 

3.24. The Committee then enquired as to.hour the d ; ~ g  has offered 
20 Indian Drugs and Pharmaceuticals Limited when the canalising 
aaency was State Trading Corporation. the witness has stated:- 

"Merely because an agency is a canalising agency it does not 
mean that confiscated drugs should also be given to them. 
Canalising means that the canalis7ng agency have a mono- 
poly over the import of dru ; '' 

3.25. The Committee noted that in the letter dated 31-8-1974 
(Appendix IV) the Central Board of Excise and Customs had advised 

t h e  Collector to sell the drug in questi-~n to Government Undertakings 
and wanted to know whether Indian Drugs and Pharmaceuticals Ltd. 
Jvas the only Government Undertaking. The witness has replied: - 

"There was some lack of clarity in this regard, but  when we 
mentioned Government Undertakings, we meant IDPL, 
because IDPL manufactures this drug indigenously also." 

3.26. Asked about the  reaction of the Indian Drugs and Pharma- 
ceuticals Lid.- the Finance Secretary has replied: - 

"It appears that the IDPL declined to take a decision on this 
item. Two or three cases like this occurred. Thereafter, 
the Collectors were not able to sell these items to the 
IDPL according to the Board's instructions." 



3.27. The Committee then enquired whether it was not tke duty 
of the superior Customs Officers to have ensured first that the canalis- 
ing agency was not interested before it-Was offered to others, the 
Finance Secretary has replied: - 

"I do appreciate that this should have been done. But I am 
not entirely sure whether there is a firm Government 
policy or directive that these should be sold t h r ~ u g h  certain 
agencies." 

3.28. A c c d i n g  to the Audit Paragraph the fair price of the lot 
of the drug was fixed at Rs. 40,000 only while disposing of it in the 
auction. The Committee wanted to know how the price was brought 
down from Rs. 2,80,000 (which was arrived a t  by Valuation Com- 
mittee) to Rs. 40,000 by 700 per cent. The Finance Secretary has 
stated: - 

"Had any elementary market enquiry been made they could 
never fix the price a t  Rs. 40.000. Price of Rs. 2,80,000 was 
the correct price. Had they consulted State Trading Cor- 
poration they could have got this price." 

3.29. Asked whether State Trading Corporation, Indian Drugs and 
Pharmaceuticals Ltd., Ministries of Health and Commerce were 
consulted when the price was brought down, the Finance Secretary 
has replied in the affirmative. 

3.30. However, elucidating further, the Additional Secretary, 
Ministry of Finance has stated:- 

"In other words, the Market enquiries were not made 
properly." 9 

3.31. Supplementing, the Chairman, CentraF Board of Excise and 
Customs had added: 

"Ordinarily the case where prices have been fixed at an earlier 
stage is a guiding factor for the subsequent price which is 
fixed at the stage of disposal. That is why register itself 
mentioned the price which was fixed when the gosds were 
seized. I t  is a case which appears to show malafide inten- 
tions.'' 

332. Asked whether Rs. 40,000 was the fair price or the reserve 
price, the Member (Customs) has clarified: 

"There is a difference between the fair price and the reserve 
price. Fair price is a price a t  a particular time having 



regard to market conditions. Fkserve price i s  bare mini- 
mum having regard to 'the spe6fic nature of the duty or- 
the  tariff value of any goods. If in respect of any goods 
the minimum duty comes to a certain amount, the goods. 
can in no circumstances b-e sold for less than that, 

In this particular case this should be treated as a failr price. 
Rs. 40,000 price was mentioned as the fair price. These 
are not specific rated goods." 

3.33. Asked further whether in the absence of reserve price any 
price lower than the fai'r price could be accepted at the auction, t h e  
witness has replied: - 

"When you fix a fair price, it is not that you may accept any 
price much lower than the fair price. There is a certain 
range of 10 per cent to 15 per cent variation which can b e  
allowed by the officer on the spot. But there is no question 
even in respect of fair price, that any price very much 
below that can be accepted." 

3.34. When enquired how Rs. 33.100 were accepted in this case, 
the witness has explained: 

"In this case the fair price was put at Rs. 40,000. The actual 
price which was accepted at the bid was Rs. 33,100. Sup- 
posing Rs 40,000 had been the reserve price, nobody had 
any discretion to accept lower than Rs, 40.000. Since it 
was a fair price, this discount was'allowed and Rs. 33,100 
were accepted. The Boars's orders regarding fixation of 
fair price are in the letter dated 7 September, 1961." 

3.35. According to the Board's orders contained in their letter dated 
7 September 1961 (Appendix V) the fair price in respect of goods 
which are assessed on ad valorem basis "is to be determined as  
correctly as psssible after taking into consideration the saleable 
value of the goods in question in the market". The instructions 
further go on to say "fair prices should be fixed by ascertaining the  
probable sale price of such goods in the market and substracting from 
it a 'discount which will represent the margin of the buyer at the 
auction. This discount will vary with the nature of goods and the  
rates of discount for different categories of g o d s  should be fixed 
periodically (say once in 6 months) by the Auction Committee of. 
each Customs House taking into account the local conditions." 



3.36. Asked if there was any limit to which the highest bid in the 
.auction could be accepted at discount as compared to the fair price, 
t h e  Finance Secretary has stated in evidence: 

"It depends on the circumstances-market conditions. The 
Assistant Collector Incharge I am told can go up to 25 to 
30 per cent and if he still thinks that he must accept less 
than i t  because market for this is p i n g  down, he can 
accept the bid subject to confirmation by his senior officer 
(Additional Collector) ." 

3.37. Asked how the Assistant Collector Incharge ascertained the 
downward trend of the market. the Additional Secretary, Department 
.of Revenue has stated: 

"He has to make market enquiries and consult other people." 

3.38. When enquired if this could be done on the day of the 
.-auction, the witness has replied: - 

"It has to be done eariler." 

3.39. The Comnlittec \\.anted to know how the value of the goods 
assessed at Rs, 2.80.000 on the 19th October. 1974 was assessed a t  
Rs. 40.000 - for the auction held after a period of only 4 months. On 
13 March. 1975 clarifying ?he position the Finance Secretary has 
d a t e d :  - 

"In this case so far as Government is concerned, ule do not 
have the slightest doubt on what has been done. There 
was clear evaluation of Rs. 2.80.000. When this fair price 
u7as fixed, we can sav there is ahsolutelv no reason I V ~ V  

price of Rs, 40.000 - should have been fixed. We camt to 
this conclusion. The Officer has been charge-sheeted and 
we have also got the reply now that the enquiry is over 
and major penalty amounting including dismissal from 
service has been recommended. I find from the Register 
that when fair prices were being made, even the price of 
Rs. 525 per kg, had been shown in the column against 
Rs. 40,000." 

IZesponsibility for lapse 

3.40. Asked when action was initiated against the Officer con- 
eerned, the Mditional Secretary, Department of Revenue has 
-replied: - 

"Charqe sheet was issued on 17th November, 1976." 



3.41. Explaining the reasons for the delay, the witness has stated: 
"Initially explanation was obtained and i t  was found €hat he ' 

was not careful enough. So, the formal charge sheets 
were submitted." . . 

Supplementing the information, the Finance S e c r e t a n  has stated: 

"The enquiry began at  the end of 1976 and i t  has been completed 
within a year. As things stand lodav in the Government, 
this was clearly one of the r a p ~ d  enquiries, d i e r e  a finding 
has been given and where the Chief ~igilanc3-Commis- 
sioner has also seen the case a n d h a s  supported the Enyuiry 
Offices's recommendat~o~is .  . . ,The  Enquirj. Officer has 
recomnlended for  the  disrniss:d and I believe the Chief 
lTigilancu Commissioner also suppor:ed." 

3.42. The witncss also informed l h r  Com:nittve Illat t,he officer 
concwned was designated as  Appraiser.. 

Subsequentl~. .  a t  thc irisfa~i:p of ? I I C  C'!)rii~nit?ee. the  Department 
of He\:eniic\ h,i\.e in ;i nc~:p l'~rrnis!led l ! ~ e  fq!lc'\i,inq details about the 
rilsciplinary act!on taktmll ag:\i:1.~1 :! i t> Xppaiser:  

"The Official n-as asked to submit his esplanation regarding 
the basis of :he  \.c!lilt. :~sci,!.taint>-j bl. him on 2-2-1976. The 
official sub!n;lt td h i5  1.cplY or1 9-2-1976. The mrmorandum 
under R11lc 14 \ ~ , : i q  isstled ?n !hc offcia1 on 17 November. 
1976. RyI!. to 1 htl (hnrqe shcc: \v:is received on I Decem- 
ber. 197(i. Ali E1itruiry Ofiiccr x a s  appointed on 3 March. 
7 1 ' h ~  hc,ir~:!':s ,l,ere held on 16th to  18th R l n ! . .  1977 
and i r o n i  28-7-liiT to 30-7-1977 ..it Bombay. The Enquiry 
Ofii*,c>r's !'t'110;.: \\.as i~ i~~ t . i \ . cc i  on 7-13-1977 and the sff ic l~l  
i\.:\s pl:~c.c!d undc.; s~lspc~nsic~l: on  9-12-1977. Second show 
cause prop:lsing the penalty c ~ f  dismissal from service \\.as 
lss~ied on 9-12-1977. Thc offci:?l has  submitted his reply 
on 23-1-1978 and h c ~  \va.s als:) Iicard i n  person Collector. 
Lhe disciplinarv a u t  tiority. on 15-2-1978. TKe matter is 
pending u-it 11 the disc'iplinnry :~uthority. for orders." 

3.43. T h c  Coi~ltnit tot: \ v c w  informed that thc ~ d u a t i o n  , x f  the drug  
at Rs. 40.000 recon~r-ricnded by tile Appraiser M.as acccyted by the 
Valuation Commit tee. Tl~il!. wanted to know the composition of that 
Committee. The Addi?iov:;il Srcrotnry, Department of Rcvrnue has 
stated:- 

' ' ' r h e ~ , ~  ~ v c n ~  !\!.(. Assist :In! C 3 1 ;  cctors. o ~ c  Anpraising Offizcr 
.and one W n r ~ h n u q i n , ~  1ns1)ector." 

788 1,s--4 



3.44. Asked if the preliminary enquiry was made only against the 
Appraiser and not against the Valuation Committee, the witness has 
replied: 

"The records do not show any other enquiry. They are all 
officers of the Department. All these Custom House 
records have been requisitioned by the Commissioner for 
Departmental Inquiries and were lying with him: He has 
now sent his report recommenaing removal from service 
or dismissal. The report is now with the Collector of 
Customs who has the authority to consider this punishment 
after that is done, certainly one can have a look a t  this." 

3.45. The Committee desired to know whether the other three 
members of the Valuation Committee had been absolved of the 
responsibility. The Additional Secretary has replied in evidence: - 

"There is no question of absolving anybody of the responsi- 
bility. The respnsibility was certainly fixed. I do not 
think that there was any attempt to find out and fix the 
responsibility on the other people till now." 

3.46. On being asked if enquiry would also be made against the 
other Members of the Valuation Committee, the witness has 
replied:- 

"The Commissioner for Departmental Enquiry has held this 
gentleman to ,be guilty. One would have a look at this 
report with reference to the entire case and a view could 
be taken even at this stage." 

3.47. When asked if the entire Valuation Committee was not res- 
ponsible for the Valuation, the Finance Secretary, has stated:- 

"It is the respnsibility of the entire Committee." 

3.48. The Committee wanted to know whether the enquiry was 
ordered only against the Appraiser or a t  any stage i t  was ever 
de2ided that the enquiry should cover the entire question of lower 
valuation and also hdld all those responsible for taking this decision. 
The Finance Secretary has stated:- 

"Incidentally, the disciplinary authority is the Collector of 
Customs, Bombay. I find from the preliminary papers, 
that the Collector of Customs on reading the audit report, 
called for the explanation of this appraiser. The appraiser 
gave an explanation and the Collector recorded his find- 
ings that he  did not And the explanation satisfactory. 
Obviously, there were some malaflde intentions and he 



had misled the Committee and, therefore, should be 
chagre-sheeted. The Collector took the view that this 
man has misled the Committee." 

DAMAGE ASPECT 

3.49. The Audit Paragraph points out that no reasons were re- 
corded by the Valuation Committee for the under-valuation except 
that some goods were damaged. The Committee wanted to know 
when the damage to drugs was discovered, the Chairman, Central 
Board of Excise and Customs has replied in evidence:- 

"The same appmiser has recorded in this register when he 
was examining them. He said that tins were damaged. 
Nobody knows whether goods were damaged." 

Supplementing, the Additional Secretary, Department of RP- 
venue has added:- 

"There is a mention in the Auction sale list. Under item 9 
drums Frusemide-some 'containers damaged'." 

3.50. When the Committee pointed out that merely because the 
containers were damaged, the drugs were not damaged, the witness 
has stated: 

"This is a lapse on his part. That is why charge-sheet was 
given." 

3.51. On being enquired whether any certificate was obtained to 
the effect that the drug was damaged. the witness has replied in 
the negative. 

3.52. To a question as to why such a certificate was not obtained 
from a competent authority, the Department of Revenue have stated 
in a note:- 

"It appeaTs that i t  was an administrative failure." 

3.53. The Committee pointed out that the damaged drug was 
disposed of in the market and i t  could create health hazard. They 
wanted to know what precuations were taken in its use. The repre- 
sentative of the Ministry of Health and Family Welfare has dated 
i n  evidence:- 

'The manufacturers have to test the raw material before they 
use it." 



3.54. Explaining the standards which have been laid down to  
assess suitability of t he  medicine against damage, the re~vesenta-  
tive of the Ministry of Chemicals & Fertilisers has stated during 
evidence:- 1 

"h fo l ' e  coming hcre. I w n t r d  to find out about this from 
our Drug Adviser in the Ministry. And according to his 
technical advice- 

"Standards for shelf life of frusemide are  not specificallc laid 
d o ~ v n  in any Pharmncoepia. Howei.er. \{.here lifc i s  not 
specified the d r i q  rnntroi authorities in the  country int;ist 
that  t h e  drug should not be older thalt fi1.c \.ears a t  the 
tinw of ultimale cnnsumption by t l ~ t .  patirnt. Thc ~nc l t ing  
point 2f fruscrnidr is 106 C and therefore it retains its 
su i t an i l i t~  under normal conditions of temparaturr and 
pressure Stor:ice conditions laid d o w ~  for this dr11: 

proi.idc that i t  i;hould be stnraged jn :+ ivell c~oseil cl.>l?- 

tainer protected from light. 

3.55. Asked how was it  verified that the confiscateti d i ~ u ~ , :  \\,cz1'e 
r.ot m o w  t h a n  5 years old. thc Additional Srcrctnr!'. Deprlrtment of 
Revenue has stated:- 

3 56 On being enquit ed ilhtlther the1 e W A S  anIrthjng or7 r r ~ ( l y d  
to indicate the d a t e  of the m:inufacture of the d111q. t h ~  Ci ia~rmnn,  
CR=C h;s replied:- 

"There \\.:ts no mc.n!jnr of thc d;itc of m:~nufacturc on the 
containers." 

A 1 x ~ t  the extent of darnagc* to the containers. the Finqncc Sec- 
.eta!,.. has  stated:- 

3.57. The Cornrnittcv fur4ht.r wanted to know u ~ h r ~ t h r ~ r  i t  oould 
h.4 possible that t h s  drug K s sspwed to light and uonscqllmtly 



damaged. The  representative of the Ministry of Health and Family 
Welfare has replied:- 

"The manufacturer has to test every raw material before he  
uses it for manufacture and he should not have used this 
Frusemide if i t  had failed to comply with the prescribed 
standards. Unless it passed the tests. the manuftc:tu!'er 
could not use the material." 

d 58. Asked how the Cllsiorns ?rlSUred in this case that f h c  , unds 
were not d a m ~ q c d ,  the F: I incc St. retary repl~ed:  

'"AVIen the guods : re  seized, they are sent to th( ,  ' i  erniittl 
Examiner for examination and he certifie t;i;11 th!: is 
F~usernide--i-ic e\.cy,t ir,c!lti .. .xi it as Uuigarian r1r.1 gin. 

He indicated u:hat i t  was and ~ 'eturned the samples. 11 is 
m 26 Ju ly .  1974." 

3 59 The Cornmlttee po~utcd out that when the value was assess- 
c I :I+ Rs 2.80,000 there u.as no c~*idence nf damaqe They wanted to 
k-ion- n i.c!i~er these gr7t espowcl [ind damaged therelfter.  The 
Flnnni  S>c I etarv has  r r v l ~ e d  - 

"WP can onlv qo by the certlfr1?te. It does not indicate that 
:,intaine~; were br,,ken up. If some of the containers were 
dnmagccl, i t  due. not c..! th:lt the drug has spilt out." 

:!.f iO. When asked how dnring the pelfod from the time of initial 
e r~ : :~mi l?~ t io~~  till the t ime of auction i n  Ma:-ch 1975 it was ensure:! 
tb, t the drug did not get damaged, the witness has replied:- 

' ,After these goods were seized and sftes the Chemical Esa- 
miner saw them, they were taken to one of our wari- 
houses, namely, Psahhadevi Wasehousp on 24 October anil 
thev were lying covered." 

S:ZI,E OF DRUG 7'0 A S&l.4LIJ SCALE UNIT 

3.61. The Committee were informed that the drug was so!:{ t 
Western India Pharmaceuticals who are a small scale unit. 7'ht.y 
\yantpd t o  know wllcther thc;v had  n licence for rnanufac t~~~~in i .  
Divuntic. Tllc T)cpartmi.nt oi Revenue ha17e stated in 3 vt-1.1itc.11 

reply: -- 
"Western India Pharm.ccerrticaIs. !I:o purchaser in thc ins+nt 

case, a manufacturing li6*ence. for manufacturing Diyuri- 



tic in the brand name of 'Frusemide tablets B.N.F.' in the 
following composition: 

Frusemide-B.N.F. 40 mg 
Excipients-Q.S. 

(Vide licence No. 3214 of 1-1-1968 renewed upto 31-121975)". 

3.62. Asked how licence was given, the representative of the 
Department of Health and Family Welfare has stated dutfingl 
evidence:- 

"The licence is given by the State Drugs Control Authorities 
if the manufacturer complies with the minimum require- 
ments of space, equipment and technical personnel." 

3.63. The Committee noted that the State exercised check only 
by drawing samples at random and as such it was not certain that 
the end-product manufactured from tAis lot was checked by the 
State. The witness has confirmed this position. 

3.64. The Committee wanted to know whether the Drug Control- 
ler was consulted at the time of auction sale. The Finance Secre- 
tary has replied:- 

"He was not consulted." 

3.65. The Committee wanted to know the authority responsible for  
quality control over the drug. The representative of the Ministry 
uC Health and Family Welfare has stated during evidence:- 

"Under the Drugs and Cosmetics Act and the Rules there- 
under the Import manufacture and sale of drugs are re- 
gulated and quality control is exercised on all drugs. . . . . 
Under the Act the responsibility for control over imported 
drugs rests with the Central Government and the respon- 
sibility for control over the quality of drugs manufac- 
fured and sold in the country rests with the State Gov- 
ernments. There are State Drugs Controllers in every 
State and in Maharashtra. there is a Commissioner of 
Food and Drugs, who is the licensing authority for the 
manufacture and sale of drugs in that State. The manu- 
facturer of every drug should c o r n ~ l ~  with the conditions 
of the licence. The control is exercised tlirough a syetenr 
of licensing and inspection through Drugs Inspectors and 
it is the manufacturer's responsibility to test a n  the raw 
materials before thev are used for manufacture and en- 
sclre that they compli with the requisite standards." 



3.66. Asked who was actually responsible in the p r m t  carre, the 
witness has replied: 

"It was to be tested by the manufacturers and the manufac- 
turers have to mtaintain a record of the test. They should 
have tested all the finished products also and maintain 
a record of those tests. The Drugs Inspectors draw sampl- 
es a t  random from both manufacturing and selling pre- 
mises to ensure that the quality is all right. The dealers 
are also to take a licence for sale of drugs." 

3.67. The Committee wanted to know the action taken by the 
Government to avoid recurrence of such cases in future. The b 
partment of Revenue have in a note stated: 

"The Director of Inspection (Customs and Central Excise) has 
been requested to examine the causes for the lapses in 
the disposal of confiscated drug 'F'rusemide' and make 
suitable recommendations on the general procedure for 
disposal of seized/confiscated goods with special reference 
to the lapses noticed during the oral evidence before the 
PAC, to the Board so that general instructions on the 
subject may be issued to all concerned." 

3.68. The Committee find that 280 kgs of a drug known as 
"Frusemide" was seized on the 9 July 1974 and the same was valued 
for Rs. 2,64,600 on the 24 August. 1974. Later on it was revalued 
at Rs. 2,80,OW by the Valuation Committee of the Bombay Custom 
House on the 19 October, 1974. However, as against those valua- 
tions the fair price of the drug was fixed at Rs. 40,000 only at the 
time of its disposal in an auction held on 12 March, 1975 as a result 
of which, the sale fetched only Rs. 33,100 from an actual user. Ex- 
plaining the position before the Committee, the Finance Secretary 
has stated '.There was clear valuation of Rs. 280,000. When the fair 
price was fixed we can say, there is absolutely no reason, why price 
of Rs. 40,000 should have been fixed." The Committee have been 
informed that the Appraiser of Bombay Custom House was held m- 
ponsible for this lapse and disciplinary proceedings have beem 
initiated against him. The Committee would like to have hil 
particulars of the ultimate action taken against him. 

3.69. The Committee are surprised to note that only the Al 
praiser has been held responsible for the wrong fixation of fair prim 
ot frusemide even though the Valuetion Committee as a whole had 
accepted that price. The Finance Secretary has admitted befors 



the Committee that "it is the responsibility of the entire Conimit- 
tee." The Committee desire that the Department should also, in 
all fairness, conduct an enquiry against all those who were res- 
ponsiblc for endorsing the under\~alnation of the Appraiser without 
going into the merits 01 t h  c u w  and take appropriate action against 
thow found gnilty of the liipse. 

3 50. The Coninlittee f b d  that the 'lir price of Rs. 40,000 was 
fixed for the frusenlidc by the Apprsiser of the Bomh;i: Custom 
IIoucr n '(1 ?he Lsn:r wn. n cepfcd h~ the VaPnation Comn?iitee con- 
s ist~. . ,~ of two ,\ssistant Collectors and a Wnrehousinq Inspector 
hccides the ,%ppraiser himself. The Valuation Committee arrepl~r l  
file price as fiued hy the .4ppraiser as a mstter of course ~ i t h o u t  
ails effort to make independeut cnquirit~s about pricc which could 
be most ad~antagcous  to the Go\ernnicnt. .4ccordi:ig to the Fi11anc.r 
Secretary "had any elementar\ ]nark. 1 enquiry been n ~ a d c  t l i r ~  
could never fix the price at  Rs 40.000/- " Thih hw rewllcd in 
defrauding the National Eschequer to the tune of n h o u ~  R4 2.21 
lakhs in a single case. 

3.71. The Coninlittee dccire that suitable n ~ t r i ~ ~ ~ t i o n c  mav hc 
iwued fu, thwith t o  ensure that appraistars art1 not : l l : ~ w c d  to  assumo 
excessive powers in order to obviate the recrrrrc~~lr~c c . '  similar caws 
in future 

3.72. The Committee also feel that there i c  nretl to issue ilrcw- 
sary guidelines regarding functioning of t h ~  \';di~ation Committrt* 
to safeguard against such lapses. 

3.73. The Committee find that the Board has iswed ins t r i~ct ion~ 
in August 1974 that the confiscated drug might be offered to the 
Government Undertakings at  a discount of 10 per cent of the poolcrl 
p r k e  and theS might a190 he paid the charges as fixed for actual 
testing and packaging done by them. The drugs was offered to 
Indian Drugs and Pharmaceuticals Limited who declined to take n 
decision and consequently the same could not be sold to them. This 
offer was made when the drug was valued a t  Rs. 2,64,600 after 
seizure. Subsequently, the price of the drug wag brought down 
to Rs. 40,000 a t  the time of its auction in March, 1975 hut no offer 
was made to Indian Drugs and Pharmaceuticals Limited a t  the 
reduced price. This was in gross violation of the instructions issued 
bv the Board. The Committee therefore desire that responsibilitv 



should be fixod for contravention of the categorical instructit, rs of 
the Board. The Committee would like to make it cleat that the 
cntirc Valualioll Commit tee-and not merely the Appraiser-should 
be fully answerable for the lapses which they had committed. 

3.74. The Committee find that iio quidcliiw, have been prtwrih- 
etl for tLe valu rtion of caualised itenl3. Also the representative of 
the Stat$> Irading Corporat:o~i docs not participate in the delibera- 
tions of the Valuation Committee in r c q w t  of canalised i te~ns.  The 
imports of canalised i lea5 are regulated only t l i ro~gh  carlalising 
agencies like State Trading Corporation etc. who are the appropriate 
~ ~ ~ t h o r i t i e s  which keep abreast of tlw latest price etc. of the car:alis- 
ed items. The Committ t~f~ fcsl that in thec;e circunlstances i t  i \  \c ry  
~-.w.ltial that a rcpre~nl~ta t ive  of the canalisinr: agency should palti- 
cip:~tc inrari.ihly in the dcliiwrations of the Committee as and whrw 
the* cnnalised itenis are to he valued hy them. They accordingly 
rcrommcmd that suitable instruction5 for the purpose may br 
;s-rwd hv the Board for compliance h v  the concernetl authoritiw 

:i 75. The Committee have hcen informed that a t  the time of the 
di\pos-iI of the drag the Appraiser had yecorded in the register 
' confaint*r datnaged" However, no certificate wa\ ohtained hy 
the Department from the competent authority i.e Drug Controller 
in regard to the damage of the drug. The evidence that was given 
before the Comniittee was quite vague and perfunctory and there 
can be doubt as to whether there was any serious damage at all. 
Euplainin~: thc reasons therefor the Department of Revenue have 
intimated that 'it appears that i t  was an adminktrntivr failure.' 
The Committee cannot view with equanimity the unconcern of the 
Cwtoms in disposing of the d r t ~ g  which in this rase n n s  purchased 
hv a manufacturer of drugs and could causc health hazard if it 11 :r; 
really damaged. The Committee desire that respon4bil i t~ for this 
Iapsc should be fixed and necessary instructions issued to ensurc 
that rertificatc of the competrni authority is obtained in\ariahly it1 
srwL cases in future. 

3.76. The Committee learn that the drug can retain its witability 
if  it is stored in a well closed container protected from light and is 
not older than five years' at the time of ultimate consamption by 
the patient. In respect of the confiscated dr~ig ,  fnlsemitle, the 
Chairman, Central Board of Excisc and C~wtorns informed tile Corn- 
mittee during. evidence that "there was no date of n~an~rfactllre on 



-the containers." The Finance SecnCary hns also stated in evidence 
that there is no record to. show if any enqdry was made about the 
extent of damage to the containers. The drug was purchased by 
an actual user, Western India Pharmaceuticals, who hold a licence 
for manufacturing diyuritic (a medicine which causes increased 
urination) wherein the drug frusemide is used. It is the responsi- 
hility of the manufacturers to test the efficacy of the raw material 
before its use. They are also required to test the finished products 
and maintain a record of these tests. The Committee would like 
the Board to verify from the records of the concern that the drug 
was usable at the time of its manufacture and that the finished pro- 
ducts did not create any health hazard at all. 

NEW DELIII: 
Apri.1 19. 1978. 
- . -- -. - - - - - 

~ l ~ a i t r a  29. 1900 (S) 



APPENDIX I 
(Vide Para 1.36) 

Copy of Circular letter F. No. 603/12/75-DBK., dated 3-11-77 from the 
Ministry of Finance, Deptt, of Revenue to all Collectors of Customs/ 

Central Excise 

Erroneous paytnent of drawback on materials where the rates of 
drawback have been fixed for Articles made thereof- 

Sir, 

Instances have come to notice where materials shipped without 
any  further processing subsequent to payment of Central Excise duty 
have been given drawback at all industry rates in the drawback 
Scheduled for "Articles made of such materals"  which drawback 
rate covers the finished stage duty on the material. For example, 
shipments of paper and piper  board have been given drawback at  
the all industry rates fixed for Articles made of paper or paper 
board falling under sub-serial No. 2402 to 2423. This is 
wrong and has been rightly objected to bv Central Revenue ~ u d i t  
Department. Suitable steps may kindly 'be taken to ensure that 
where the drawback rates have been prescribed for articles. no  
drawback is allowed on the material itself at the rote prescribed 
for articles when exported 3s s w h  

Receipt of this letter may please be acknowledged. 



APPENDIX I1 
(l'idc Para 1.36) 

Sl?t?mc l t  s!lowing tilc ) ; a l l ~ c . u i ~ r ~  uf tllc cases whel'e irregular 
y.~!~rne~,t of drawb:iclr amountii lg to Rs. 10,000 or more has been 

made 
I. BOMBAY CUSTOM HOUSE 

The Custom H o x e  has reported that compilation of list of all 
cases of over-payment during the last 3 years will be extremely 
time-consuming. as nn sep'arate :fzcords are 1n:lintained for the pur- 
pilst.. The Custom House has. Ilm-evel., fwcished the available 
particulars of over-payment of above Rs. 10,0001- as collected with 
refere11i.e to CRA Objections to;. 11-hich records halve been main- 
tni:ied. in! ~:-inat;on i u r n ; s ~ , ~ ~ i  , . J ~ > ~ , . ) T . T :  I +  f o r  r ! ~ t :  \.cars 111-5, 197fi 
2::,i 1977. 

S. Namr of the p a r ~  Aniount Pavmmt R  narks 
No. (Rs. ) date 

2. KT. Stccl Irrdustries (Pj Ltd. . 
3. Blundoll Ehmitc Paints Ltd., Bombay 

4. Moto: Industries Ca. Ltd. Bangalnrc 

5.  Culour-Chern. Ltd., Dornhnv . 
6. .bian Paintt Ltd., Bombav . . 
7. .Janak Man-~facturing \Corks . 

8. Arlabs Ltd., Bombay . . . 

g. Universal Dye-StufT Indwtries Ltd. 
Bombay . . . . 

r o. .4rgcsm Cement Co., Bombay . 
I I .  Colour-Chem. Ltd., Bornhay . 

25-7-19; j Amount adjwrrd 
in Clairrr KO. B/302- 
77886176 

Demand Xotice issu- 
rd on 1-6-1977 

22-3-1977 Adjustcd in claim 
No. R/502, 20944176 

6-5-1977 
. . Deman J Not k c  

hued  on 13-lo-1977. 



12. Madras Rubber Factory, Ltd., 
Madras . . . . 1,21),479'83 4-3-1977 

13. Hindustan Aluminium Corporation 
Ltd. . . . . 50,61G*5o zu-8-1gj; 

14. Allied agencies Actour~ls Excorts 
Ltd. . . . . ~I,~(IV'OO . . Dcnlarrd Kotiwl MU- 

ed on 12-10-1977. 

I I  CALCUTTA CUSTOM HOUSE 

T11e1.e have been 38 cases of demand for over-1)ayrnent oi drat\', 
hack l o  thc espor te : ,~  ~ v h c r c  t l e  amount involved is more than 
Rs. lO.:liN - durin,g tile last til!ce years. Out ol these in  five cases, 
t h e  amount h::s beer] ! w l ~ s e d  : :-ld in 5 case: the exporter's dues 
l i a i v  been held up f a r  ;lci~ustmcnt. I n  respec.t of the remaining 28 
ca e s ,  action for realisation could not be taken earlier due to an 
i l : , i~~nct ion order b\. Higil Cour?. Action for realisation is being 
I !icii now in i7iew of the Order o! High Court a t  Calcutta vacating 
:li!  Illterlnl u r d e ~ s  in cast2 paymcnts are not made on or beiore 

The parti .ubar's T s w h  o\-el-pa).ment detected are 

OI'E Ri'XYMEN'I'S DE'i'EC'l'f.:!) i ) l rKINC;  THE LAST 3 YEARS 

1. M/s. Indian C:ildr (:oplwr Conductor Pilot g,G2,121.29 14-3-75 
Co., C:tkutta- Cablr Ratr of draw- 
4 cam. back was withdrawn 

with rrtroqxctivr effrrl 
and Govt, of Tndin 
ins(n1ctrd to nTO\'cr 
the amount. 



a. M/r F a t  U a t n  Conductor Pilot 1,58,985. 60 
lndw$ria L t d . ~  blo-R.te of chaw- 
1 QT. 

%? 
back wm withdrawn 
with retroepective effect 
and Govt. of India - 
instructed to recover 
the amount. 

3. M/I. Indian Lino- Linoleum Effective &te 1,28,674- 57 
1- Ltd., Calcutta- of the brand rate wat 
5 cam d ovu chPnged with retrru- 
10,000 a n d 5 a a a  pective effect. 
of blow l0,ooo. 

4. M/s. Andhra Steel Steel Bnn/Roda h a n d  15,74,384*63 
Corpn. Ltd., Gal- wa ni+d on the bash 
cutta-8 caaw of of information that 
we ro,ooo and 5 the atporter had not 
caua 01 below paid duty on the raw 
xo,ooO. material used in the 

manufacture of the 
goods and hence draw- 
back u not admissible. 
Recovery action i8 
king taken in view 
of the High Court 
Order mating dl 
interim d e n  on and 
.Re 10-10-77. 

.. Amount is 
rdjurtcd 
W t  
thdr draw* 
back dnims - I"= 
party1# re- 
quat. 

.. Amount is. 
k ' nd- 

againat 
their draw- 
back claim. 

. . Recovery ac- 
tim is 
being taken. 

111. COLLECTORATE O F  CUSTOMS AND CENTRAL EXCISE, 
WEST BENGAL. CALCUTTA: 

The particulars of irregular payment during the last 3 years in 
respect of Customs and Central Excise, Collectorate, West Bengal, 
Calcutta are as under:- 

I. M/8. Hhnahym Straw Board I ,10,2 19.25 19-975 Erronoeou pay- 
p.Per aad h r d  to ment detected by 
Mllk(P) Ltd., 
CIJcum. mad ?r otice in- 

ued to the party 
for refund of the 
Amount. The 
ur ir now subju- 
dice in the CII- 
cutm High Court. 



The above 
1975 and 1W6, 
Rs. 10,000/- or 

irregular &ment was for the year 1974. During 
there has been no irregular payment amounting to 
more. 

The information for other major Customs Houses/Central Excise 
ColBectoraM is nil except Madurai Central &did Collectmate 
where the over-payment are subject of this audit para. In Madurai 
Central Excise Collectorate, there are no other case of over-pay- 
ment of more than Rs. 10,000/- except these which are subject 
matter of the present audit paragraph. 



APPENDIX 111 

(Vide Para 2.16) 

CIRCULAR No. 5,1973. 

Copv of circular letter F. No .514/5(72-Cus. VI dated 25-4-1973 from 
tile '~e:11rai  B lard of E x c w  & Customs, New Delhi to the Collector 
of Custon~s Bombay Calcutta Cochln; The Collector of Central 
F- ,* c D-1211 A1,niedah,~d.  The Depul\- Collector o i  Customs. 
t ' ~ s a k i ~ a p a t n a ~ n / G o a :  The assistant Collectol. of Cristoms K ~ n d l a .  

I am directed to refer to R l t C u s ) ' ~  demi-.official letter of even 
number dated the 22nd SF.!-~ternber. 19'72 ulhr: cin s ~ ~ g m t i o n s  were 
inr.ited regardin? practical time-limit? for finulimtio!.~ of different 
t ~ p s  of provisional assessment (a ses. 

3. These instructions rn:!J7 p'lcsse bc hrou;)?! to the  notice of the 
concerned officers for compljance. 

4. The receipt of this communication may pleasc be acknow- 
ledged. 



(V& Para 3.25) 
Cogy of Central ~ o a r d  of Excise & Customs letter F. No. 519/901 
74-L.C.1, dated 31-8-1974 addressed to the Collector af CentFal Ex- 
cise, Ahmedabad and copies to all other Collectors of Customs and 

Central Excise. 

I am directed to refer to your letter No. VIIIl25-10/74 dated 
the 19th August, 1974 on the above subject and ta say that the 
confiscated medicinesldrugs in questim may be sold to Govern- 
ment Undertakings at a discount of 10 per cent of pooled price 
and also pay the testing and packaging charges fixed for actual 
t2sting and packaging done by them. If the Government Under- 
t kings are not prepared to purchase these consignments at the 
price Axed by the Department, these goods may be sold to actual 
users by auction. 



APPENDIX v 
(Vide Para 3.35) 

Copy of Central Board of Revenue letter F. No. 4163157-Cus. 
IV dated 7-9-1691. Ub- 
SUBJECT:--Disposal of confiscated, detained and unclaimed goods by 

Custom Houses or Port TrustlPort Commissioners- 
Fixation of reservelfair prices. 

Reference is invited to paragraph 2 of the Board's letter F. No. 
11 16161-Cus.IV dated 13-6-1961. 

2. The Board considers that the method adopted by some Custom 
Houses for determining the Reserve Price of all goods on the basis 
of duty, fair value and Customs Port Trust charges as the case may 
be, is not correct, because it ignores the fact that in a free auction, 
the amount realised would be based on the price which the articles 
are expected to fetch when re-sold in the market and not on any 
theoretical considerations concerning the department's liability in 
respect of Port Trust levies or its claims in respect of its own ware- 
house and other charges. The Board. in fact, does not consider it 
necessary that there should be any "reserve price" as such in respect 
of goods which are assessed on ad valorem basis. It will be enough 
in the case of such goods if a falr price is determined as correctly 
as possible after taking into consideration the saleable value of the 
goods in question in the market i.e. the  p k e  which the goods are 
expected to fetch when re-sold in the market by the purchaser in 
auction, taking into consideration the conditions in which they are 
a t  the time of sale. 

3. I t  is observed that some confusicn exists regarding the exact 
significance of the expression "Reserve Price" and "Fair Price". The 
"Reserve Price" should be the absolute minimum price below which. 
for legal or other reasons a consignme~t cannot be sold. (Ordinarily 
goods should fetch appreciably more than the reserve price). A 
"Fair Price" on the other hand should be regarded as the best price 
a t  which the Custom House can sell the goods under normal condi- 
tions. This fair price can be expected to be somewhat lower than 
the price at which goods of the same kind and in the same condition 
could be sold by the purchaser in the wholesale market. the difference 
representing the profit which the buyer at the auction expects to 
make and/or the margin to cover him against the risk of possible 



loss. The Board considers that fair prices should be'-fixed by as&er- 
taining the probable sale price of such goods in the market, and sub- 
tracting from it  a "discount" which will represent the margin of th6 
buyer at the auction. This discount will vary with the nature of 
the g o d s ,  and the rates of discwnt for different categories of goods 
should be Axed periodically (say once in six months) by the Auction 
Committee of each Custom House taking into account the local condi- 
tions. The discount may be 5 to 10 per cent more than the estimated 
reasonable profit which the bu:yer at auction can expect to make on 
resale;  this increase is intended as an additional incentive to the 
prespective purchaser. 

4. As an example if certain goods jn their present condition can 
be expected to fetch Rs. 100 in the wholesale market, and the usual 
profit margin for wholesale transactions in such goods is approxi- 
mately 20 per cent, the discount may be fixed a t  say 25 or 30 per cent. 
The fair price 01 the consignr.~ent that is the price beIow which it 
should not normally be said, would then be Rs, 75 or Rs. 70. 

5. Similar considerations would apply to the fixation of a fair 
price for goods assessable to specific rates of duty or on tariff value. 
In such cases, however, it wi'l be necessary to ensure in addition 
that the price fetch that the auction is at least equal to the duty 
leviable thereon. 

6. The Board would also like to emphasise that the goods should 
no, be withdrawn from ci~ction for R i m y  reasons. e.g.. beause  it is 
considered that a slightly higher price might be fe tchd  at a l a k r  
auction. Where, however, on account of a clique having been formed 
during the auction, the goods have tc be withdrawn at  the first auc- 
tion, the Board considers that it would be more appropriate to dis- 
pose of them by tender on terms most advantageous to Govt., rather 
than by putting them up again a t  a subsequent auction. Sale 
by private negotiation may be resorted to if  other methods have 
been tried and have failed; but it i s  necessary to be extremely 
circumspect in effecting sales by private negotiation, to guard against 
allegations of favouritism or underselling. Such sales should be 
effected under the orders of the Collector or Additional Collector as 
the case may he, after he has personally satisfied himself that every- 
thing is in order, and the sale is in tha best interests of the Govern- 
ment Statutory requirements should ~ l s o  be taken into account, e.g., 
in the case of abandoned goods. Section 88, S.C.A. does not permit 
sale by tender. 



7. M ' s  ordera on the pohts mentioned above and contain- 
ed ia eny of its earliers letters s h o a  be deemed to be modified in 
tlw manner and ta the extent stated ~bove. The instructions should 
be deemed ta be applicable both to the goods disposed bf by the 
Cuetom Houses and to those disposed of by the Port Trust/Port Com- 
missioners in respect of which the Customs. Department is required 
to indicate the prices at which the goods are to be sold by the Port 
Au t horitiw. 



APPENDIX VI 

- -- --- - -- 
S. No. Para No. .Ministry, Deptt . Recommendat ion 

--- -- - - - - -- - -- -- - - - . - - - 
1 b.40 M'o Finance (Dep  Payment of drawback is a statutory operation for pWp&m 

of of export promotion on the g o d s  which are exported otit af the 
country. Whereas articles made of paper were ehtitled to drhw- 
back as dehdd in S.S. Nos. 2&h and 2410 of the DfaWnikk Scki?dale: 

OI for the period 1-6-1973 to 31-5-1914. paper as such was entitled fi)t w 
drawback in accordance with S.S. 24Q1 of the same Drawback &hh- 
dule. The Committee note that paper products were brought under 
drawback scheme in December 1957 vide Notification No. m/F. No. 
34/97/57-Cus-IV dated 16 December 1957 and since then no separate 
review for its continuance in the drawback scheme has been made. 
The Committee fail to understand as to why no separate review of 
the scheme for grant of drawback to paper products has been con- 
ducted since 1957 and they would like to know the easons therefor 
as also the general procedure followed in regard to conducting re- 
views in respect of each and every item falling under the Drawback 
Scheme apart from conducting general review of the Drawback as 
such. 

L - - -  -- -- -- -- -- - - -  - - 



- ---- - - --- 

2 r.41 M/o Finance (D~ptt. The Committee note that quite an elaborate and compre- 
of Revenue) hensive procedure has been prescribed for the identification of goods 

on the export of which drawback is allowed. Physical examinat'on 
is required to be done by the Dock staff with reference to declared 
description and other particulars in the Drawback Sh4pping Bill. 
Further, various appraisers are also available in the Custom House 
on the import side for advice in case of any doubt. If need arises, 
identification of goods is also done with the help of catalogues, lite- 
rature, drawings, specificat'ons, chemical laboratory tests, etc. Some 
.bf the goods on which drawback is admissible are also covered under 
preshipment inspection certificates issued by different agencies like 
Export Inspection Agency etc. In some cases, market enquiry is 
also resorted to. The Comm'ttee are surprised to note that despite 
such an elaborate and comprehensive procedure for identification 
of goods for scrut~nising the admissibility of drawback claimed by 
a particular partv, an irregular payment to the tune of Rs. 1,07,028 
as drawback was sanctioned and was made to Shegom Traders, 
Tuticorin and Bhaskaran and Co., Tuticorin in six cases of expart of 
paper from Tut'corin Port. relating to the period December 1973 to 
October 1974. A sum of Rs. 95,783.24 was paid to iE/s Shegom Traders 
and Bhaskaran & Co., Tuticorin. as drawback in respect of 5 consign- 
ments of export of airmail paper, classifying the item ulider SS No. 
2407 and in another case of export of white M.G. Poster paper, a 
sum of Rs. 11,244.96 was paid to M/s. Shegom Traders, Tuticorin 



treating the item under SS 2410 as articles made of packing and 
wrapping paper. 

The Secretary Ministry of Finance conceded during evi- 
dence that there had been a lapse in the sense that the drawback was 
given technically and by the letter of the law it should not have 
been given. The Committee, however, do not agree with the con- 
tention of the representative of the Department that it was "a failure 
a£ judgment on the part of the office-." Viewed in the context that 
irregular payment was not confined to the export of a single consign- 
ment but of six independent consignments spread over the period 
from December 1973 to October 1974, the Committee are inclined to 
take the view that there might be some attempt to defraud the 
national exchequer. The doubts of the Committee are strengthen- 
ed by the reply given by the Chairman, Central Board of Excise 
and Customs, during evidence while explaining as to how this mis- 
take had occurred: "There can be no logical or rational answer to 
th's because these were not the articles.. . ." The Committee would, 
therefore, recommend that tha whole matter may be investigated 
thoroughly with a view to fixing responsibility and taking further 
remedial measures for the sake of obviating the chances of such 
recurrence in future. 

The Committee note that out of the total demand raised for 
recovery of Rs. 1,07,028, a sum of Rs. 31,349.43 is still outstanding. 
The Committee would urge that concerted efforts should be made 
to recover the amount expeditiously. 
--. - -  - - - -  -- - 



- - - - - -- -- - - -- 
1 2  3 4 

- - - ---- - -- - - 

5 1.44 hl 'o  Finance (De~t t .  The Committee have b ~ n  informed that the payment orders . 
of Revenue) were issued'hftCr Pk-auditing the claims by the Internal Audit 

Party. The Committee fail to understand as to how the lapse in 
these claims escaped their notice as the objection had to be pointed 
out by External Audit Party. According to the Committee, such 
omission reflect M y  on the working of the Internal Audit. The 
Committee would like that the procedure of internal audit should 
be improved to make it more effective. 

The Committee are surprised to note that there are quite a 
good number of cases pertaining to payment of irregular drawback 
of fnbre than Rs. 10,000 each during the last three years in respect g: 
of Bihbay  and Calcutta Custom I-fouses. m i l e  according to 
13~nbap  Custom House compilation of a list of all such cases of 
over-payment d l  be extremely time consuming, they have furnish- 
ed a list of 16 cases collected with reference to Customs Revenue 
Audit objections, records for which are stated to have been main- 
tained. Out of these 16 cases, two cases involve the pavment of 
rnore than Rs. 1 lakh each and two more cases of more than 
Rs. 50.000 each. The Committee would like to know tne nosition of 
the recovery of amounts in all these cases. It  is unfortunate that 
inspite of sufficient time that was given the Custom House has not 
found it possible to compile the list of all cases of irregular pay- 
ment of over Rs. 10,000 during the last 3 years. It  is a sad commen- 



tary or, the type of records being maintained for huge financial 
transactions in the Custom House and the Committee would like to 
know the detailed reasons therefor. The Committee also note that 
there have been as many as 38 such cases in respect of Calcutta 
Custom House. Concerned over the large number of cases of 
irregular payment in respect of Bombay and Calcutta Custom Houses 
;he Committee recommend that the existing procedure fw checking 
and maintaining registers atld accounts may further be examined 
thoroughly with a view to identifying and plugging the loopholes. 

The Committee also note that at present there is no grovi- 
sion in the Drawback Rules for prescription of time-limit on the 
exporiers for refunding the irregular payment made to them after 
the necessary claim therefor is made. Further, there is also no $ 
provision f o r  penalty under these Rules, in case the exporter fails 
to repay the amount. Judging from, the number of cases of irregular 
payment and also the amount involved in each case, the Committee 
would recommend io the Department to consider the feasibility of 
making specific provisions for prescription of time-limit for making . 

refund and levying of penalty along with penal interest in case the 
exporter failed to refund. 

-do- The Committee note that a second-hand motor tug was im- 
ported by the Port Trust on the 20 November, 1970. The urovisional 
assessment of duty amounting to Rs. 20.48 lakhs was made on the 



- - --- 
1 2 3 '  4 

- --  ----- - 
25 November, 1970 and it was deposited by the Port Trust on the 26 
November, 1970. The instruct~ons at that time provided for the 
finalisation of the provisional assessment within a period of two to 
three months. The final assessment in the case was however made 
only after a period of two years on the 15 November 1972 and after 
the Port Trust had applied for refund of 20 per cent additional de- 
posit made by them. In the event of certain documents not being 
furnished by- the party which led to provisional assessment initially, 
the Customs Department could have finalised the assessment; but 
that was not done. These documents also related to certain items 
on board the tug, the value of which was very small compared to 
:he latcil value o: the tug. The Conmittec strongly deplore the 8 
delay in finalising the assessment in this case. 

.II/O l:inancc t1)cptt. The Committee note from the contents of the bond execut- 
cf Kevenuc'! ed by the Port Trust that they were required to produce the said 

documents and information within one month or such extended 
period as was allowed to them. The Bond was executed on the 24 
November 1970 but neither any documents were submitted by the 
Part Trust within one month nor any extension of time was asked 
for by them. The Collector of Customs Madras belatedly bestirred 
himself and took action onlv on 24-3-1971 for the refund of the de- 
~ o s i t  of additional amount of 20 per cent. The Department of 
Revenue have also confirmed that no correspondence was exchang- 
ed between the Customs House and Madras Port Trust prior to the 



receipt of that claim. The Committee would like that the responsi- 
bility for this lapse should be fixed and appropriate action taken 
against the erring officers expeditiously. 

The Committee have been inforined that the authorities had 
not intimated in any of its communications to the Port Trust that 
the case would be decided ex-parte in the event of nan-receipt of 
requisite information and documents in time. The Committee desire 
that such a mention should be made inva~iably by the Departmnt  
in all the communications as it would have a definite and salutary 
effect on the parties concerned to furnish the documents in time. 

The Committee find that the Port Trust had in their claim 
on 19 March. 1971 requested for the refund only of Rs. 3.41 lakhs 
be'ng the additional amount paid at  20 per cent on the assessed duty 
paid by then]. Later in October 1972 they had merely stated that 
the tug was an ocean-going vessel but had not claimed the provi- 
sional duty paid earlier. Even as late as December, 1973, the Port 
Trust had onlp stated "the refund amount might be in the order 
of Rs. 20 lakhs." The Port Trust had at no stage, made a specific . 

application for the refund of the entire amount of Rs. 20.48 lakhs 
on the ground that the tug was an ocean-going vessel and was eligi- 
ble for exemption from duty. While explaining the reasons for the 
refund of the entire amount of Rs. 20.48 lakhs, the Finance Secre- 
tarv had informed the Committee during evidence "The Customs 
~lithorities took thn decision stw moto.. . . A  view was taken that 
the item was not liable to duty at all." 

- ..- . .- .. . -- -- - ~. - -  - -. 



* -- - - - -. - - - - - -- - -- - 

12 2.57 hi  0 Finance (Dcptt. I t  was only on an objection by the Customs Revenue Audit 
of hvenue in December 1975 that the Department found that the duty refund- 

ed was not in order and the earlier decision taken by the Depart- 
ment was incorrect. The decision is stated to have been taken 
after ascertaining the practice obtaining in Cochin and Calcutta 
Customs Houses where duty was charged on such imports. This 
was also confirmed by the Study Group of Public Accounts Com- 
mittee during the r visits to Madras and Cochin Ports where they 
inspected the tugs. 

-3 

The Committee are perturbed over the ez-roneous assess- 0 

ment by the Custom House resulting in excess payment 3f Rs. 20.48 
lakhs to the Port Trust. I t  is surprising that the tug should have 
initially subjected to duty under item 76(i) of the Indian Customs 
Tariff and treated subsequently as an ocean-going vessel eligible for 
exemption from payment of custom duty. I t  would appear that 
there had been undue haste on the part of the Custom House in 
taking the decision slio mot0 for the grant of exemption h m  duty. 
The Committee desire that in cases of this type t h e e  shauld be 
uniformity in the matter of classification by various Custom Houses. 
The Committee desire that an efficient machinery for the exchange 
of information, in a concrete, principled manner, on matters affect- 
ing revenue should be devised. 



A distressing feature of this case is the complete failure of 
the Internal Audit in not detecting the incorrect c1ass;fication. This 
would indicate that the scrutiny exercised by the Internal Audit 
had been rather perfunctory. It is regrettable that despite repeated 
observations by the Committee in regard to the inefPectiveness of 
Internal Audit in the Customs Department, there appear:. to be no 
perceptible improvement in the situation. The Committee would 
urge the Department of Revenue to examine whether the existing 
checks prescribed for the scrutiny of classifications are sdequate in 
the Internal Audit and take such remedial steps as sre necessary 
to avoid recurrence of similar mistakes in future. 

The Committee find that after the audit pointed out the 3 
error in assessment in May 1975 the Department has asked for the 
\wluntary payment of Rs. 20.34 lakhs from the Madras Port Trust on 
3 November 1976 which the latter have not refunded sc far. I t  is 
most renrehensible that even after the audit pointed out the irregu- 
laritv. Government took more than one vear to ask the Port Trust 
to repay the amount. The Committee desire that the Department 
of Revenue should persuade the Ministry of Shipping and Trans- 
port to assist in securing the refund of duty amount from the Madras 
Port Trust which has since become time-barred. 

16 2 61  -dl>- In this context the Committee would like to draw attention - -- - - . - -- - - - - -- -- - - - - - - - 



-- - - - - - - - - -- 
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to their recommendation contained in paragraph 1.21 of their 67th 
Report (Sixth Lok Sabha) wherein they have reiterated their earlier 
recommendation made in paragraph 5 of the 6th Report (Third Lok 
Sabha) to the effect that in view of the Exchequer being common 
the question of time-bar should not be raised in respect of Govern- 
ment dues recoverable by one Government Department from the 
other. 

1- 2 -  (52 1 1  ,, i:in,ll.cc ! i ) - [ . t t .  of I < C V < I  I!C) The Committee would also like the Government to 
the feasibility of introducing some provis;on in the Act which way 
have a legal backing for the realisation of the voluntary payments. 

h) 
18 3 6 8  (10 The C~m~rnittee find that 280 kgs of a drug known as 

"Frusem~de" was seized on the 9 July, 1974 and the same was valued 
for Rs. Z64.600 on the 24 August, 1974. Later on it was revalued 
at Rs. 2.50,000 by the Valuation Committee of the Bombay Custom 
House on the 19 October, 1974. However, as against those valua- 
tions the fair price of the drug was fixed at Rs. 40,000 only a t  the 
time of its disposal in an auction held on 12 March, 1975 as a result 
of which. the sale fetched only Rs. 33,100 from an actual user. Ex- 
plaining the position before the Committee, the Finance Secretary 
has stated "There was clear valuation of Rs. 2,80,000. When the fair 
price was fixed we can say. there is absolutely no reason, why price 
of Rs. 40,000 should -have been fixed." The Committee have been 
informed that the Appraiser of Bombay Custom House was held res- 



ponsible for this lapse and disciplinary proceedings have been 
initiated against him. The Committee would like to have full 
particulars of the ultimate action taken against him. 

The Committee are surprised to note that only the Ap- 
praiser has been held responsible for the wrong fixation of fair pr'ce 
of frusemide even though the Valuation Committee as  a whole had 
accepted that price. The Finance Secretary has admitted before 
the Committee that "it is the responsibility of the entire Commit- 
tee." The Committee desire that the Department should also, in 
all fairness, conduct an enquiry against all those who were res- 
ponsible for endorsing the undervaluation of the Appraiser w'thout 
going into the merits of the case and take appropriate action against 
those found guilty of the lapse. 4 

W 

The Committee find that the fair price of Rs. 40,000 was 
fixed for the frusemide by the Appraiser of the Bombav Custom 
House and the same was accepted by the Valuation Committee con- 
sisting of two Assistant Collectors and a Warehousing Inspector 
hesides the Appraiser himself. The Valuation Committee accepted 
the price as fixed by the Appraiser as a matter of course without 
anv effort to make independent enquiries about price which could 
be most advantageous to the Government. According to the Finance 
'Secretary "had any elernentarv market enuuirv been made they 
could never fix the price a t  Rs. 40,000/-." This has resulted in 
defrauding the National Exchequer to the tune of about Rs. 2.31 
lakhs in a single case. 

. - 



21 3 71 .\I/., I:lnance [Deptt of Kcvnue) The Committee desire that suitable instructions may be ' 

issued forthwith to ensure that appraisers are not allowed to assume 
excessive powers in order to obviate the recurrence of similar cases 
In future. 

do The Committee also feel that there is need to issue neces- 
sary guidelines regarding functioning of the Valuation Committee 
to safeguard against such lapses. 

23 3 - 7 3  (lo The Committee find that the Board has issued instructions 
in August 1974 that the confiscated drug might be offered to the 
Government Undertakings a t  a discount of 10 per cent of the pooled i? 
price and they might also be paid the charges as fixed for actual 
testing and packaging done by them. The drugs was offered to 
Indian Drugs and Pharmaceuticals Limited who declined to take a 
decision and consequently the same could not be sold to them. This 
offer was made when the drug was valued at Rs. 2,64.600 &ter 
seizure. Subsequently, the price of the drug was brought down 
to Rs. 40,000 at the time of its auction in March, 1975 but no offer 
was made to Indian Drugs and Pharmaceuticals Limited at the 
reduced price. This was in gross violation of the instructions issued 
by the Board. The Committee therefore desire that responsibility 
should be fixed for contravention of the categorical instructions of 
the Board. The Committee would like to make it clear that the 

- - - - -- - - - - - -- - -. 
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by turer of drugs and could cause health hazard if it was 
reall* i g ~ d .  The Committee desire that responsibility for this 
lapse shou he fixed and necessary instructions issued to ensure 
that certifi - ~e of the competent authority is obtained invariably in 
such cases in future. 

26 3-76 MI0 Finance (Dedtt- of Revaue) The Committee learn that the drug can retain its suitability 
if it is stored in a well closed container protected from light and is 
not older than five years' at the time of ultimate consumption by 
the patient. In respect of the confiscated drug, frusemide, the 
Chairman, Central Board of Excise and Customs informed the Com- 
mittee during evidence that "there was no date of manufacture on 
the containers." TKe Finance Secretary has also stated in evidence 
that there is no record to show if any enquiry was made about the 
extent of damage to the containers. The drug was purchased by 
an actual user, Western Tndia Pharmaceuticals, who hold a licence 
for manufacturing diyuritic (a medicine which causes increased 
urination) wherein the drug frusemide is used. It is the responsi- 
bility of the manufacturers to test the efficacy of the raw material 
before its use. They aTe also required to test the finished products 
and maintain a record of these tests. The Committee would like 
the Board to verify from the records of the concern that the drug 
was usable at  the time of its manufacture and that the finished pro- 
ducts did not create any health hazard at all. 

---- -- -- .. P 






