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INTRODUCTION 

I, the Chairman ol the'public Accounts Committee, as authorised 
by the Committee, do present on their behalf this Fifty-Fifth 
%port of the Public Accounts Committee (Sixth Lok Sabha) on 
paragraphs 33, 42, 43, 45 and 50 c,f the Report of the Comptroller and 
Auditor General of India for the year 1974-75, Union Government 
(Civil), Rwenue Receipts, Volume I, Indirect Taxes relating to 
Union Excise Duties. 

2. The Report of the Comptroller and Auditor General of India 
for the year 1974-75, Union Government (Civil), Rwenue Receipts, 
Volume I,, Indirect Taxes was laid on the Table of the House on 14 
May 1976. The Public Accounts Committee (1976-77) examined 
thesr paragraphs at their sittings held on 28 and 29 December 1976, 
but could not finalise this Report on account of dissolution of the 
Lok Sabha on 18 January, 1977. The Public Accounts Committee 
(1977-78) considered and fhalised this Report at  their sitting held 
on 8 December, 1971 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 II* of the Report 

3. A statement containing main conclusions~recommendations of 
the Committee is appnded to this Report. For facility of reference 
these have been printed in thick type in the body of the Report. 

4. The Committee place on record their appreciation of the com- 
mendable work done by the Chairman and Members of the Public 
Accounts Committee (197677) in taking evidence and obtaining 
information for this Report. 

5. The Committee also place on record their appreciation of the 
assistance rendered to them in the examination of the Audit Report 
by the Comptroller and Auditor General of India. 

6. The Committee would also like to express their thanks to the 
officers of the Ministry of Finance (Department of Revenue), Minis- 
tN of Home Mairs, Department of Industrial Development, Minis- 
t p  of Chemicals and Fertilisers, Department of Economic Affairs, 
Ministry of Commerce, Ministry of Agriculture and Imgation and 
" llnistry of Law, Justice and Company Mai r s  for the cooperation 
,..tended by them in giving information to the Committee. 

NGW DEZHI: C.  M. STEPHEN. 

- - *  -. 
~ g m h a ~ a n n  28. 1899 ((SY PUBLIC ACCOUNTS COItlMmmE 

--- ---- --..--- --- 
*Not printed. (Onr cvclmtvld copy laid on the Table of :'I- I1 1 1 .  1-1 1 4 ..a c n i e  

placed in the Rrl~ament Libraw). 



REPORT 
MATCHES 

Audit Paragraph 
1.1 Matches, falling under tariff item 38, are assessable to central 

excise duty on the basis of the following slab rates:- 

i )  Not exc-:d:r~y 75 inilliorr ~natches . . . Ru. 3 . 7 5  per grim 

1 1 )  Excecdir~g 75 ~nill ir~n I I I I !  I I O I  rsrr-.din~ I ~ H )  Its. 3.75 per gross up to 75 
milliim 111r.tci l .~ nlilliorl ar?d Rs. 4.30 yer 

gross i n  excess of 75 m ~ l -  
lion LIP to 100 niillirn. 

i. . . '  
i i i  l i x , ~ w d ~ ~ i g  I O I +  11 i i I1 iw1 n ! a ! c I ~ v ~  . , RY. 4 30 pcr gross: on thc 

tw111.c quaxiti!) clcrtrtd. 

1.2. This commodity also came under 'Self Removal Procedure' 
slos~g wilh ii~iiny oliier couliiouiiier; iil June, 1966. Apart from a 
icw major urith rn;ct:Lss ~c pl&~:ed in a .lctnlber ol small or 
medium-sizeG u i i i i ~ .  The w!c!.? demand for t?,e article and the 
11a:ure of the unit; producing it make i t  particu1a.1-ly p:o:le t o  eva- 
i ~ n  of duty, and as the instances cited below show, the ixtroduc- 
*ion of Self Removal Procedure for this romn?o&ty apI7ear.s in a 
W : I ~  t ~ ,  have  i>elj?ed s::c'i~ e- , -xion :- 

(i) In two collectorates, a quankty of 11,79,795 kgs. of 
potassium chlo~ate  stated to have been issued to the 
match industry through the various dealers was not 
brought to account by the match units during the period 
of 1968-73, This quantity of potassium chlorate was 
capable of producing 1,47,437 gross boxes of matches 
involving a duty of Rs. 5.53 crores. 



(ii) In one of the collectorates, a quantity 11,765 kgs. of 
potasjium chlorate issued to 27 match units during 
1971-73 was not brought to account by the match indus- 
try involving a revenue loss of Rs. 6.62 lakhJ, 

The Ministry of Finanoe have stated that during the period 
1969 to 1971 there was some laxity in the control over 
the distribution of chlorate by dealers which rendered 
possible malpractices such as the dealers entering in 
their books certain quantities as sold to certain match 
units, but diverting the quantities to other uses. In that 
context the Ministry have referred to instructions 
issued by the Home Ministry for tightening up control 
over distribution of chlorate, requiring endorsement of 
the purchasers in their 'uooks to confirm the actual 
receipt of chlorate. The Ministry have added that in the 
absence of any evidence to prove that these quantities 
were actually receiv2d by the maJch factories, no charge 
can lie against the match factories in regard to manu- 
facture of matches from the quantities of chlorate and 
their removal without payment of duty. 

As regards sub para (ii), the Ministry of Finance have 
stated that in one unit, proceedings were initiated and 
a penalty of Rs. 250 was imposed in June, 1975. The 
demand is pending realisation. In rrspect of other 
units, receips of chlorate are reported to have been ac- 
counted for in subsequent periods. 

These replies show that with the introduction of SRP, ex- 
cise contro? on match factories was not adequat) and 
even though there were malpractices in distribution of 
chlorate durhg 196S71, no positive steps were taken 
to prevent abuses in the match industry. 

(iii) A Research Institute produced and supplied 4050 kgs. 
of potassium chlorate and supplied it to five match fac- 
tories in a collectorate between March and December, 

1974. It was noticed in audit that two f,xtories (out of 
the five) did not account for 2050 kgs, of the chlorate. 
Further scrutiny showed that one of the match fac- 
tories wrote to the Research Institute in May, 1974 that 
since their holding capacity of chlorate under the Arms 
Act would be exceeded if 2000 kgs. was supplied, further 
supplies might be made to the Director. of the factory 
who was also a chlorate dealer. The 2050 kgs. of chlo- 
rate wag capable of producing matches on which ex& 
&tty of R#. 98, US could have kan hid. 



The Ministry replied that the quantity of 2000 kgs. was duly 
accounted for by the chlorate dealer. The reply does 
not show whether the chlorate was sold by the dealer 
again and if so, proper receipts were traced in match 
factories. As for the balance of 50 kgs. of chlorate re- 
lating to the second factory, the Ministry stated that 
this was transferred to another factory without mak- 
ing proper entry in its books. 

(b)  A comparison of potassium chlorate consumed vis-a-vis 
the quantity of matches produced by a factory during the 
period June, 1968 to January, 1970 when Self Removal 
Procedure applied, with the corresponding figures of 
consumption of chlorate and production of matches 
during &he period June, 1967 to May, 1968. when Self 
Remxal  Procedure was not introduced, disclosed that 
there was a heavy shortfall in production of matches re- 
corded durinq 'he period when Self RemolVal Procedure 
was in vogue. On this being pointed out in audit in 
February, 1970. the department, after investigation, fixed 
the shortage in production as 10,431 gross match boxes 
and raised a demand far Rs. 44.853 against the licensee 
The department also imposed a penalty af Rs. 250 on 
the licensee. 

The Ministry of Finance, while admitting facts of the case, 
stated that the Appellate Co:lector in his order of Nov- 
ember, 1974, had set aside the original order of the Assis- 
tant Collector. 

(c) Matches of the type known as 'Bengal lights' have also to 
be taken in:o acnoun! wherever a f s c t o ~  produces and 
clears both safety matches as well as 'Be~qal lights' for 
the purpose of arrilfing at the prescribed ceiling. 

1.3, It was. however, noticed that two factories situ,~'ed in two 
different collectorates paid duty between 1968-69 and 197475 at the 
!lnver rate of Rs. 3.75 per gross even though the total clearances in- 
cluding those of 'Bengal lights' exceeded the limit of 100 million. 
Omission ta apply 'he rate of Rs. 4.30 per grcss resulted in undcr- 
assessment of excise duty of R s  50,586. This was pointed out in 
audit jn August and October, 1971. A demand for Rs. 11.456 for 
the years 1968-69 and 1969-70 was xised in respect of one of the 
factories. After an appellate order was passed in this case 
applying Rule 10 of the Central Excise Rules. the case was reviewed 
by the Government of India. The appellate order was modified and 
a fresh demand for Rs. 5728 was issued in December, 1874, which is 
pending recovery. 



1.4. Regarding the other .factory, the Ministry of f i ance  have 
stated that the question of inclusion or otherwise of 'Bengal light$' 
in the clearances, is being further examined in consultation with 
the Ministry of Law, Justtice and Company AfFairs, Delhi. 
[Para 33 of the Report of the Comptroller and Auditor General of 

India for the year 1974-75, Union Government (Civil), Vol. I,, 
Indirect Taxes-Union Excise Duties1 

I-Introduction of SRP System in Matches and its subsequent 
removal 

1.5. The Committee desired to know when the Self Removal 
Procedure was introduced in respect of Matches and the details of 
the procedure which existed for the assessment of duty on matches 
prior to the introduction of that procedure. The Department of 
Revenue and Banking have in a written note, stated as under:- 

"The Self Removal Procedure in respect of matches was 
introduced along with some 59 commodities with effect 
from 1-6-68. The system of banderoiling of matches was, 
however, discontinued only with effect from 1-10-68. 
Prior to the introduction of Self Renloval Procedure, 
physical control over prociuction and clearance :;a far as 
Matches arc? C ~ X C ~ ~ L L C ; ~ ,  c;:k:i;ied tu ti) l . ! c d i ~ i i C : \ ~ ? . ~ ~ ~  c ~ f  
compsitica for x,;.t& kc?-<;, (2) proch;rti:,:3 of 
matches. and (iii) bariderciling and removal of fini.:hed 
goods on payment of duty. 

.Con~jm;.'r ' W I  of N v f c h  Hea.ls 
The manufacturer was required to give notice of his intentlc>n 

to begin, stop or r e x m e  such manufacture and dec1a:c 
his premise.;, maintain accounts s!lowinz qu:ntities of 
goods rnanufacture:'i al?d rn::;-iner in iv l l i c :~  tliev \;-ere sold 
or disposed of. Where the composit.ion for match hc?ds 
.P., *,,a .. ol:':ii:-c*~? f.(!:x 2 !i~re:?ic!~:? m:.nul:,.i::rcr ;)r irnporter of 
such gocd.s an i g d e ~ t  m2z recji1irc:r.i to ?>e p r e y n r ~ d  dulv 
countersi3ned by the proper officer. The Sii pp!ic!r was 
required to return one c o p  to the Oficer with an 
endor!:?men4 statin? the c~unnii'v a ~ t u a l ! ~  supplied. Each 
consignment was required t9 be produrc3 brfore thc 
Officer concerned a t  the receiving factorv and if the 
qu- rn t i !~  re-.ciircd differed Trnv the qrintl. it? ;t3led in t he  
supplier's endorsement the  discrepancy was required to 
be explained by the supplier. The purchaser was required 
to n 1 2 i n t ~ i n  n corrcrt daily account in form R.G. 2 of such 
goods. The damaged composition for match heads were 
required to be destroyed in the presence of an excise 
omcer. 



As a measure of further safeguard, the account or' consump- 
tion of potassium chlorate for manufacture of matches 
based on the type of splints used and method of dipping 
adopted was required to be checked periodically by the 
Central Excise Officers concerned. Likewise accounts 
of raw materials such as wax and sulphur used in the 
manufacture of matches were required to be checked and 

, a correlation of the quantities of these chemicals consumed 
with quantities of matches manufactured was required to 
be attempted through physical verification of such materi- 
als and matches produced. 

Production of finished m.attl:es 

Immediately after matches were finished, i.e. as soon as splints 
had been clipped they were required to be put into boxes 
or booklets duly bsnderolled and closed in packets or 
cases. The Central Excise Officer was required to ensure 
that 1ahc.l~ and banderol.; were properly affised to boxes 
or booklets af matches and thnt f h e  retail price was duly 
marked thereon 

Banderolling was required for matchvs cleared for home 
consumption only and not for t hm?  intenrled for export. 



All banderols were required to be procured from a Gov- 
ernment Treasury on cash payment or on credit, after 
executing a trust receipt and a bond in proper form. The 
proper Officer after due inquiry was required to authorise 
the issue of banderols to the factory. The licensee was 
required to account for all his banderols whether pro- 
cured for cash or credit and keep them in a secure place 
within the factory premises so 'that they could be inspect- 
ed a t  any time by any officer and the proper Officer was 
required to examine the stock on the last working day of 
each month, check the balance and' record the result in 
a register. 

Renwtml of matches i;om t!:c  Store-room 

No matches cuuld be removed from a store room unless they 
were covered by an application in Form A.R.1 counter- 
singed by the Officer a t  the factory. Such applications 
in Form A.R.1 were required to be presented a t  least one 
hour before the manufacturer desired to remove the goods, 
accompanied by a Treasury Receipt showing the price 

paid for banderols. The duty liability of goods presented 
for clearance and other particulars were endorsed on the 
obverse of the Tre:lsury Receipt. If banderols were 
purchased on credit the price cf banderols was required 
to be paid into the Treasury or adjusted by making a 
debit entry in thr account current. After payment of 
dutv matches could be delivered from a factory at any 
time during the hours of 6 A.M. to 6 P.M. except on 
Sundays and Public Holidays but such removal could 
be permitted on payment of overtime fees." 

1.6. In ri written note. the Department of Revenue and Bantcing 
have intimated as under the circumstances which le3 to the intio- 
duction of S.R.P.: - 

"While introducing the budget for 1988 in Parliament the 
then Deputy Prime Minister observed as under:- 

'For some time past 1 have been exercised over the admini- 
strative burden on the excise department and the com- 
plaints of a b u s ~  associated with the existing system of 
physical control. I have accordingly decided to extend 
tbe system of self-assessment by the manufachrem, ta 



all manuicrcturers, big and small, ~~uilcbg exception in 
respect of a few excisable commodities only which pre- 
sent complications is assessment or where there is sub- 
stantial' movement in bond. A large measure of trust will 
thus be placed in the manufacturers, their declarations 
and their accounts. Day to day verification of clearances 
by Central Excise O ~ c e r s  will be dispensed with and 
replaced by periodical check of the self-assessed docu- 
ments and accounts to ensure that the amounts due to 
Gove. have been properly assessed and paid. This change 
in procedure will, however, necessitate certain essential 
revenue safeguards. To this end, the penal provisions 
for unauthorised removal of goods or other contraventions 
of the rules and regulations with intent to evade payment 
of duty are proposed to be made more stringent.' 

1.7. As observed from above, two criteria kept in mind for non- 
eelection of commodities for SRP were (i) complication in assesr- 
ment and (ii) where there was substantial in-bond movement 
Accordingly, the self removal procedure was extended to all excis- 
able commodities with effect from 1-6-68, except 14. As a result 
of experience gained in working of the scheme in about a year, the 
procedure was extended from 1-8-1!369 to all the then excisable 
commodities except unmanufactured tobacco. 

(ii) Initially ;I few commodities were left out which presented 
complications in assessment (Khandsari sugar, paints and varnishes, 
paper, cotton yarn. cotton fabrics, jute manuf.wturers) or where there 
was substantial movement in bond (like petroleum products). The 
procedure was, however. extended to these commodities also with 
effect from 1-8-69. 

Every year, when new commodities were brought within the 
excise net, they were kept under physical control for some time and 
the self removal procedure was extended to them after the officers 
the trade had gained some experience of the new commodities. 

(iii) The size of the iiaits or the way a particular unit was mana- 
ged or controlled was not considered relevant for extending SRP. 
Once the SRP was extended to a particular commodity, all manu- 
fncturers of the said commodity came under the self removal pro- 
ccdurr. 



1.8. In regard to the checks exercised by the preventive parties 
and the Inspection Group under S.R.P., the Department of Revenue 
and Banking have stated as under in a written note-- 

" (1) Preventive parties-The following checks were specified 
for the guidance of the officers:- 

(i) Checking the removals made by the assessees with the 
help of octroi records, railway records and road transport 
agencies records. The excisable goods found and checked 
in the transit were to be traced to the gate pass issued 
by the manufacturer. 

(ii) Surprise visits to the marketing centres, neighbourhwd 
of the factories and to the factories, if necessary, for de- 
tecting removal of goods and other serious breaches of 
law. 

(iii) Physical verification by surprise checks of the contents 
of the packages or markings on the packings, and also of 
the goods in store-room bv paying surprise visits to the 
factory. 

(iv) Verification by surprise of actual stocl in the factory 
with the book balance. 

(v) Surprise r:~,,.'..: on the suspect units. 
The methods enrl~wrated above were to be adopted depending 

on the :;, ge of information available with the officers or 
t h ~  ch~r1-  ,-.quil-ed to be exercised. They do not consti- 
tute an exhsustive list. I t  was also stressed that preven- 
tive acti~vi ties had assumed far greater importance with 
SRP. Than those had under physical control. For this 
purpose. strenqthening of the preventive organisation both 
qualitatively and  quantitatively was emphasised. Stress 
was also laid on the selection of the right type of persons 
for preventive work. 

(2) Inspection Gmups 
The maln function entrusted to Inspection Groups was to 

c a r p  out scrutiny of records, returns etc. by visiting a 
factory periodicallv or by surprise. A detailed scrutiny 
of the assessee's accounts to see that all excisable goods 
produced had been duly accounted for and appropriate 
duty ha4 been p i d  on all such goods removed from the 
factory, was ta be made. The officers were also required 
to cheek not only the accounts maintained by the assessee 



for Central Excise purposes, but also their private 
accounts; and the returns which the assessee might be 
submitting to other Govt. departments, to their bankers 
or Directors etc. Within the amount of the two types 
af checks indicated above, the Inspection Group Wcers 
could scrutinise raw material accounts and take into consi- 
deration the power consumed or labour employed or other 
factors of production. Co-ordination with other depart- 
ments was also indicated as a means of verifying the 
correctness of the production record." 

1.9. The Committee wanted to know when the authorities came 
to know about the position concerning offences in the working of 
S.R.P. in respect of matches and the remedial measures that they 
took in the matter. The Chairman, Central Board of Excise and 
Customs, has stated during evidence: - 

"The position with regard to matches, as I said, became known 
fairly early that it was not working well and as far as I 
can say from memory, the matter was brought to the 
notice of the higher authorities and the remedial measures 
were taken with a view to eliminating this and making a 
change. . . . . . Having regard to the fact that t.here is a 
very small number of producers in this industry, we 
introduced physical control. T do not think we h o w  of 
anv other procedure." 

1.10. The Committee wanted to know why the S.R.P. system had 
not worked effectively in respect of matches. The Chairman, 
Central Board of excise and Customs. has replied during evidence:- 

"Problems of evasion are much more in the case of any in- 
dustry where the production units are small ones scattered 
over a large number of places into small hamlets etc. be- 
cause it becomes difficult to have effective control there. 
If, on the top of that, you introduce SRP, the position 
becomes worse. I would say that the position regarding 
matches was particularly bad because the rate of duty is 
very high and the production is in small units." 

n: lntroducation and discontinuance of banderolling system. 

1.11. The Committee wanted to know the details of the banderoll- 
ing system and the reasons for its introduction and discontinuance 



in respect of matches. The Department of Revenue and Ban- 
b v e ,  in a written note, stated as under: - 

1 

"The system of banderolling of Matches was introduced 
simultaneously when the excise duty on Matches was 
introduced in the year 1934-35. Till 31-3-38, the adminis- 
tration of Matches Excise was in the hands of the State 
Governments and from 1-4-38, the Govt. of India took 
over administration of this excise. Under the banderoll- 
ing system, each box or booklet of matches issued from a 
factory for home consumption must bear a banderol of 
a value appropriate to the rate of duty. Immediately 
after matches have been produced i.e. as soon as splints 
have been dipped into the composition for match heads, 
they are required to be put in boxes or booklets which in 
turn are required to be banderolled. Banderols are 
paper bands or strips printed at the Security Press, Nasik 
They are supplied by the Security Press, Kssik tq Govern- 
ment treasuries in accordance with rules framed for the 
purpose which are incorpxated in t . b  Treasury Rules. 
Broadly. the essential provisions of these rules are- 

(i) that a consoLidated forecast. of requirements for the next 
year should be sent to the Controller of Stamps, Nasik 
Road, nor later than 15th June each year; 

(ii) that quarterly indents for replenishment of banderols 
must be prepared by Treasury Officers, and sent to the 
Xsstt. Co!lector of Central Excise concerned, who is 
required to complete certain columns, countersign the in- 
dents and pass them on to the Controller of Stamps; 

(iii) that all !reasuries and subtreasuries are treated as local 
or branch depots for custody and sale of banderols and 
trea~uries : r e  treated as ex-officio venders; 

(iv) that banderols will be sold by local and branch depots to 
owners of match factories licensed by the Central Excise 
Department, in accordance with the instructions issued by 
the Central Government. 

Ordinarily banderols can be purchased from the treasuries 
only against payment of their price in cash. Where, how- 
ever. a licensee wjshed to avoid locking up his money by 
purchasinq pre-paid banderols, the rules provide for 
credit facilities being gtantd to him so that he could ob- 
tain and stock banderols without pavment of their price. 
The duty in such cases b collected by requiring the 
licensee to pay, pdor to removal of matches, the cod d 



credit banderols affixed to such matches. For obtain- 
ing banderols on credit licensees are required to execute 
a Trust Receipt in Form 8 3  (T.R) and a bond in Form 
B-3 (Sec. 3) or (aur) of which particulars are sent to the 
Treasury m c e r  concerned. If the rate of duty on 
matches is enhanced and the licensee has a stock of 
banderol of a lower value, such benderols could also be 
permitted, to be used on payment of differential duty in 
cash 

With effect from 1-6-1968, a major change in the procedure for 
collection of excise duty was introduced. This system, 
commonly know as Self Removal Procedure (S.R.P . ) 
meant reposing greater trust in the manufacturers. S.R.P. 
was, inter alia, applied to 'matches' also with effect from 
1-6-1968 Concept of a rigorous control associated with 
banderolling of matches was out of tune with the concept 
of self-removal procedure. Apart from this, it was also 
observed from a number of cases of f.3rging of banderols 
that 'banderolling' had not proved to be 'foolproof' as i t  
was thought to be. In  addition to the above, Security 
Press, Nasik, was not able to undertake printing of 
banderols because of increase in other security items of 
work. It was also felt that the system of banderolling 
was proving quite expensive in as much as expenditure 
on printing, distribution etc. was estimated to be about 
Rs. 80 lacs per annum apart farom the estimated Rs. 25 
lacs spent by the industry by way of wages on pasting 
the banderols. Having regard to all those factors, a deci- 
sion was taken in September. 1968 with the approval 
of the then Deputy Prime Minister for discontinuing the 
banderolling system with effect from 1-10-1968." 

1.12. The Committee referred to the Report for 1973-74 of the 
Khadi and Village Industries Commission where in the re-introduc- 
tion of the banderolling system was recommended and wanted to 
know whether it was brought into operation. The Chairman, Central 
Board of Excise and Customs. has replied during evidence:- 

"Yes, it has been there for quite some time now. The S.R.P. 
was removed even earlier." 

1.13. The S.R.P. Review Committee in their Special Report on 
Matches had ebqeeved as follows:- 

"The actual extent of underbooking can only be a matter of 
coniecture. Having regard to the rates of growth in pro- 
duction and clearances in the non-power operated sector 
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in the pre-S.R.P. period, we feel we ehall not be erring. 
on the high side if we assume that production of matches 
in the three year period viz. 1969, 1970 and 1971 should. 
have registered an increase of 25 per cent aver the preced- 
ing three years. On this assumption and applying the 
lowest rate of duty (of Rs. 3.75 per gross boxes) the eva- 
sion would be of the order of about Rs. 6.00 crores for 3 
years of Rs. 2.0 crores per annum. All the empirical 
evidence goes to show that evasion is on the increase and 
must be appreciably larger today than might be indicated 
by the three-year average, viz. Rs. 2 crores, pertaining 
to the immediate post S.R.P. period." 

1.14. Drawing attention to the reported observation of Shri 
Akbar Hyderi, Chairman, WIMCO and President of the Sivakasi 
Chamber of Commerce (quoted in the aforesaid Special Report) 
according to which the extent of evasion of duty was between Rs. 2 
to 3 crores per year, the Committee wanted to know why despite 
these revelations there was a sense of complacency of the part of 
the Government. The Chairman Central Board of Excise and Cus- 
toms, has replied during evidence: - 

"I would submit that there is absolutely no sense of compla- 
cency. In fact. we were ourselves getting very much 
concerned about evasion duty in respect of matches, but 
I would not go so much by Akbar Hyderi's statement. 
I would merely say that Mr. Akbar Hyderi's firm is in 
competition with the non-power operated sector. I would 
always rely upon independent evidence a little more than 
the evidence of the competitors." 

1.15. When asked whether the evasion referred to by Mr. Akbar 
Hyderi was in regard to non-power sector, the Chairman, Central 
Board of Excise and Customs. has rep1fed:- 

"He was clearly referring to non-power-operated factories. 
The power-operated factories are his own. Leaving Mr. 
Akbar Hyderi's statement apart-he happens to be the 
Chairman of the power-operated factories which was com- 
peting with non-power-operated-I would place a great 
reliance upon Sivakasi Chamber of Commerce. They 
are the people who are interested in ensuring that the 
non-power-operated factories come up properly, that un- 
healthv competition resulting from evasion cf excise duty 
is checked. Apart from that. our own Collectors were 
also feeling very uneasy about the evasion of duty from 



matches which was taking place. That is why, the SRP 
Committee was requested, as a special case, to send a re- 
port with regard to matches earlier than even their general 
report, and they sent an interim report. . . .I can tell you 
with the full sense of responsibility that everybody in the 
Department was deeply concerned about evasion in the 
match industry and we made a special request to the SRP 
Committee, because orders to introduce SRP had come 
from the then Finance Minister; i t  was announced on the 
floor of the House and a Committee had been appointed to 
look into it. Therefore, we could not take precipitate 
action until the Committee also agreed with us, 'Yes; eva- 
sion is taking place'. As soon as the Committee said that, 
we took action immediately. There has been no sense 
of complacency. We were keen to do something. The 
process of receiving the report had to take its own time." 

1.16. The Department of Revenue and Banking have in a written 
note intimated that according to the report of SRP, the number of 
registered offences in respect of matches during 1965 to 1967 was 
142. 

1.17. The Committee wanted to know whether any analysis has 
been made in regard to those 142 offence cases to find out the sources 
of evasion. The Chairman, Central Board of Excise and Customs, 
has stated during evidence:- 

"Really speaking, it is not that there are different types of 
evasion. Ultimately it is this, they remove the goods with 
out payment of duty, the same gate pass is used more 
than once, sometimes they do not take gate pass and just 
remove it." 

1.18. Asked how the loophole has been plugged, the witness has 
stated:- 

"By introducing banderols. . . . We think it is an effective 
check, but unfortunately there is no dearth of mani- 
pulators. We have had cases even of forged banderols 
being found out. Those people have been arrested and 
we are prosecuting them." 

111. Evasion of duty by match factories due to improper accountal of 
use of Potassium Chlorate. 

1.19. It is seen from the Audit Paragraph that a quantity of 11.79, 
795 Kg. of potassium chlorate issued to mach industry through the  



v&ous dealers was not brought to account by the match units in 
two Collectorates during the year 1968-73. This quantity of pot- 
assium chlorate was capable of producing 1,47,47,437 gross boxes 
of matches involving a duty of Rs, 5.53 crores. The Committee 
wanted to know whether instances of similar type were there in 
other Collectorates also. The Member (Excise) has stated during 
evidence: 

"The maximum number of small factories is concentrated in 
a few Collectcrrates. In Madras and Madurai it is the 
maximum and it is there to some extent in Cochin and 
Hyderabad. In fact, the two Collectorates covered by 
the Audit para represent a large proportion of the small 
match manufacturing units. . . .The whole objection has 
arisen because it has not been possible to keep an exact 
track of the disposal of potassium chlorate sold by the 
dealers. There is the Arms Act under which a certain 
control is expected to be exercised and it may be that 
in different States different degrees of control are there. 
The fact that Madras and Madurai have not been able 
to keep a proper check need not lead us to the presump- 
tion that in other States also it is so." 

1.20. Asked whether any investigations were made in the matter. 
The Chairman. Central Board of Excise and Customs. has stated 
during evidence: 

"This is a very serious matter. This is not disappearance 
from the factories but from the dealers. That is what 
we were trying to explain that some cases have been 
taken to courts to prosecute those dealers. The match 
factories said. 'We never received them'." 

1.21. Explaining the position in this connection the Additional 
Secretary. Ministry of Home Affairs, has stated: 

"We are getting this point checked up. But I find from the 
audit report in the Addl. Accountant General's state- 
ment that after the 1972 instructions, suddenls the con- 
sumption of this in factories came down from 5.41.000 
to 2.41.000 indicating prima facie that the iilstructions 
did have effect. So far as these 11 lakhs are concerned, 
we have alreadv asked the TN Government through CID 
to inquire into it." 

1.22. Giving the details of the cases where potassium chlorate 
disappeared from the dealers and the action taken in the matter, 



the Ministry of Home Affairs have stated in a written note, as 
under: 

' a n  25-4-77 the A.G. Madras intimated to the Government 
of Tamil Nadu the details of 8 dealers in Madras and 
Madurai Collectorates who sold 11,79,795 Kgs. of Potas- 
sium Chlorate whose receipt was not acknowledged by 
match factories and also details of 27 dealers whose total 
sale of 1,86,640 Kgs. indicated a shortage of 11,765 Kgs. 
These discrepancies were noticed by the A .G. Madras 
and reported to the Excise Department. The details are 
shown in Appendices I and 11. 

The particulars of cases mentioned in Appendices I and 11, 
i t  has been intimated by the State Government, had 
not been brought to their notice earlier. The Govern- 
ment of Tamil Nadu are now consulting the District 
authorities concerned to consider the possibility of laun- 
ching prosecutions in these cases. 

The State Governments and Union Territories have been as- 
ked on 5-5-77 to inspect the books of all dealers and 
factory depots to identify the dealers who are not main- 
taining proper records or who are not selling potassium 
chlorate in accordance with the provisions of the Arms 
Act, 1959 and Arms Rules, 1962." 

1.23. The Committee referred to the case of a factory quoted 
at page 42 of the Audit Report wherein heavy shortfall in the pro- 
duction of matches disproportionate to the consumption of. potassium 
chlorate was noticed and wanted full details of the case. The 
Department of Revenue and Banking have, in a written note, stated 
as under: - . 

"The unit in question is Mis.  Pathrakali Match Works, 
Elayirampannai. The factual position stated in the 
audit para was broadlv correct. By an order dated 
20-11-74 the Appellate Collector. Madras. had set aside the 
original order observing that the charges were not based 
an sufficient and convincing grounds and at the most 
could onlv be considered to be based on presumption. 

This unit, as reported by the Collector of Central Excise, 
Madwai supplied 57,385 gross match boxes with WIMCO 
labels to Mjs. Wimco of Madras during the period 
January 1971 to June 1972." 



1.24, In  this case on being pointed out in Audit in February 
1970, the Department after investigation found no shortage in pro- 
duction as 10431 gross match boxes and raise a demand for Rs. 44853 
against the licence. The Department also imposed a penalty of 
Rs. 250 on the licencee. The Appellate Collector in his order of 
November 1974 had however set aside the original order of the 
Assistant Collector. Asked to explain the circumstances, the 
Chairman, Central Board of Excise and Customs, has replied dur- 
ing evidence: 

"The whole case was built up on the basis that a particular 
quantity of potassium chlorate having been used, a 
particular quantity of matches should have been pro- 
duced. When you are working on such suppositions, 
i t  is one thing to ask for duty to be paid and i t  is another 
thing to impose a penalty. Possibly, the imposition of 
this penalty of Rs. 230 was also uncalled for. As the 
Appellate Collector observed, he set aside even the 
demand for duty. As I mentioned earlier, the ratio of 
use of potassium chlorate for match production ranges 
from 5 to 9. It is such a wide range. In that range, 
for any appellate body to go and say that they should 
have produced so many matches would be a little too 
much. This is what the Appellate Collector did. If you 
go to recover duty or impose penalty on the basis of such 
type of a demand which does not have a' proper quasi- 
judicial basis, this would be the only thing that can be 
expected. " 

1.25. The Committee's attention was also drawn to the follow- 
ing observation of the S.RP. &view Committee in their special 
report on the Match Industry: 

"We have already referred to the intensification of preventive 
activity by the authorities. Some of the ensuing results 
may be briefly mentioned. In the Madurai Collectorate, 
the number of offence cases relating to matches which 
was 236 for the three-years, period 1965-67 rose to 827 for 
the three years 1968-70 which followed the discontinuance 
of banderols. In Hyderabad the corresponding figures 
for the two periods are 24 and 228, respectively. In this 
context the Collector of Central Excise, Madurai, has 
brought to our notice the following interesting facts. 
According to the books of two stockists of potassium 
catorate in Virudhanagar and Madutai as much as 



370,975 Kgs. of that chemical was sold to certain match 
manufacturers in the Madurai Collectorate over a period 
of 12 months. But this was found not to have been ac- 
counted for by factories concerned. The units denied 
having purchased or received the quantities shown to 
have been sold to them. This quantity it  was stated, 
is capable of producing 46,37,188 gross boxes on which 
the duty liability would be of the order of approximately 
Rs. 2 crores. Some of the offence cases detected have 
revealed suppressing of production of matches on a 
fairly large scale, in one case the quantity surreptitiously 
cleared was 60802 gross boxes involving a duty liability 
of Rs. 2,61,44860: in another 220 Kilogrammes of 
potassium chlorate was found concealed in the residence 
of a manufacturer and incriminating documents seized 
from him revealed duty evasion of Rs. 75,2501-, while 
in yet another case the producer fraudulently mani- 
pulated a second credit of the same amount paid on an 
earlier date in his Personal Ledger Account." 

1.26. The Committee wanted to know the formula prescribed for 
the consumption of potassium chlorate in the manufacture of matches 
and the safeguards provided to ensure that the actual production 
corresponds to the ~roduction worked out on the basis of the fornula. 
The Department of Revenue and Banking have, in a written note, . - state as under:-- 

"Under the S.R.P. in terms of rule 173-D of the Central Excise 
Rules. 1944 a manufacturer was required to furnish the 
information regarding the principal raw material used in 
the manufacture of excisable goods. In respect of the 
matches, the principal raw material prescribed was 
potassium chlorate. 

I n  the case of mechanised match factories like WIMCO, the 
consumption of potassium chlorate for production of 100 
gross boxes of matches packed in 50s is about 6 Kgs. In 
the non-mechanised sector. the consumption varies widely 
from 6 Kgs. to 14 Kgs, per 100 gross boxes of matches of 
50s. Studies had been conducted at various times but i t  
had not been found possible to arrive at a uniform 
ratio between the consumption of the potassium 
chlorate and the p~oduction of matches in case of non- 
mechanised sector. Samples from match factories were 
drawn for chemical test ta ascertain potassium chlorate 



content. The Chemical Examiner, Customs House, 
Madras, stated that while sample can be tested for such 
purpose, there would be wide variations in chlorate com- 
position of match heads, ef3ciency of operation e t ~ .  He 
further stated that weight of match heads per box of 50 
sticks was also not uniform and wide variations had been 
noticed in samples 'received for test and chlorate composi- 
tion of match heads will vary from factory to factory and 
batch to batch. He further stated that such wide varia- 
tions were inevitable and more pronounced in the case of 
cottage industry and opined that no limit can be fixed for 
percentage variations of chlorate content of matches and 
each case has to be decided on merits. Since the consump- 
tion cf potassium chlorate varies from factory to factory 
and in the serne factory from season to season depending 
on various factors, like quality and size of the stick, 
method of dipp:ng of match heads, the efficiency of labour, 
climatic condition and the ava'lability of raw materials, no 
fcrmula has been prwxibzd for the consumption of potas- 
sium chlorate in the manfacture of matches. However, as 
a guideline the Directorate of Inspection, Customs and 
Central Excise had suggested a ceiling limit of 5 to 9 Kgs. 
of potassium chlorate for 100 gross of 50 matches. To 
check the raw material accounts, the Department had 
prescribed the maintenance of accounts for potassium 
chlorate, this raw material account could not be of much 
furnished by the manufacturer of Matches. This record 
was required to be checked by the Supervisory Officers, 
Inspecticn Groups and Statutory Audit. In view, however, 
of the wide range in the ratio of consumption of potassium 
chlorate, this raw material account could not be of much 
value. With the re-introduction of physical control, main- 
tenance of the account of raw material (potassium chlo- 
rate) has been dispensed with." 

1.27. The Committee referred to page 685 of the Bulletin ~f 
Central Board of Revenue wherein the consumption of potassium 
chlorate was stated to be 5 kg. to 9 kg. per hundred gross of 50 matches 
per box. They wanted to know whether on that basis it was ascer- 
tained that the supply of potassium chlorate had brought the required 
production. The Chairman, Central Board of Excise and Cu~toms. 
has replied during evidence: 

'The range is so wide. It  is between 5 and 9 Kgs. That means, 
if a person produces 9, he can say 5." 



1.28. Asked if there was any difficulty in having account b 
respect of power operated factories, the witness has stated: 

"In sa fa as power ~perat ing factories are concerned, I can 
assure you that we have had no intelligence of our own 
with regard to any evasion in appreciable scale." 

1.29. On an enquiry whether the quantity of potassium chlorate 
supplied to 'Wimco had matched with the rqui red  production of 
matches, the witness has replied: 

"Our experience is that their figures do not differ widely. I t  
ccmes to between 6 and 7 Kgs. per 100 gross of boxes." 

1.30. The Committee wanted to know whether the fomula evolved 
for the consumption of p~tassium chlorate in the production of 
matchos was working satisfactordy. The Chairman, Central Board 
cf Excise and Customs, has rep l id  during evidence: 

"In so far as the question of the formula is concerned, our 
test has shown that it could be anything from 5 to 
9 Kg. This itself will show that the variation can be 80 
per cent more. I personally would not go by any formula 
where the variation can be from 5 to 9. What conclusions 
can one draw from that? I do not have a case where the 
production of matches was below 5 or above 9. The range 
itself is so wide that it cannot be really a guiding factor." 

1.31. Asked how the allocation of the stuff to Wimco and non- 
power operated sector is computed to ensure that there was no excess 
production on which duty could be evaded, the witness has replied: 

"So far as small factories are concerned, the variations is from 
5 to 9 Kg. In so far as VIMCO is concerned, we go by the 
standard of 6 to 7 kg.. which is a very narrow margin. They 
have to be within this limit." 

1.32. The Committee wanted to know the criteria to determine 
the requirements of pc,tassium chlorate for match industry. The 
Chairman Central Board of Excise and Customs. has replied during 
evidence: 

"In so far as the needs of the power operated sector are con- 
cerned, it would be legitimate to presume that the use of 
potassium chlorate would have, more or less, a constant 
relationship to the production of boxes. But in so far as 
the other sector is concerned I think, it cannot ba inferred 
that the consumption of potassium chlorate for a given 
volume of production would remain the same or constant. 



I t  depends on the skill of the person, the quality of the 
matches, and even to some extent the availability of potas- 
sium chlorate. If he is not getting the supply, he will use 
a little less and let it go, whereas conditions in the power 
operated sector are different." 

1.33. Explaining the details of the checks exercised over the 
(consumption and accountal of potassium chlmate the Department of 
.Revenue and Banking have, in a written note, stated as under: 

"During the period when Self Removal Procedure was appli- 
cable to Match Excise, th? manufacturers of matches were 
required under rule 173-D of the Central Excise Rules, 194.1, 
to furnish the information on the principal raw materials 
and the quantity of such material required for the manu- 
facture of a unit quantity of such excisable goods. In 
case of matches, potassium chlorate was notified as tlie 
principal raw material. The manufacturers of matches 
were required to maintain a (record in Form-lV showing 
the quantity of potassium chlorate received, the quantity 
used in the manufacture of excisable goods, the quantity 
used for the manufacture of non-excisable goods, if any, 
and disposal as such. This register was checked by the 
Inspection Group, the Statutory Audit and the Supervis- 
ing Officers. The Officers had also been instructed to 
carry out experiments to see that the quantity of matches 
manufactured out of a unit quantity of potassium chlorate 
used so as to determine the norms of production but due to 
a large variation from factory to factory and in the same 
factory from season to season, depending on various 
'factors like the quality and size of stick, efficiency of the 
labour, quality of matches and the availability of potas- 
sium chlorate, no norms could be fixed. In view of the 
wide variations in the consumption of potassium chlorate, 
it has not been found possible to make any close correla- 
tion between the quantity of matches manufactured. 
Accordingly. after the re-introduction of physical control 
and banderolling manufacturers are not required to sub- 
mit returns to the Central Excise Department of Po tas  
sium chlorate used by them." 



1.34. The Committee wanted to know the authorities who were 
responsible to ensure the proper accountal of the consumption of 
potassium chlorate by the match factories. The Chairman, Central 
Board of Excise and Customs, has replied during evidence: - 

"In so far as the match factories are concerned, it is certainly 
the duty of the Central excise officers to ensure that there 
is proper accountal of the potassium chlorate which is 
received by a match factory and how it is disposed of. The 
period referred to in the Audit para is before the strict 
instructions or the Home Ministry orders. In so far as the 
dealers distributing potassium chlorate is concerned the 
Central Excise authorities have no control over them. 
They are not excisable and no revenue is involved. Ln so 
far as the match factories are concerned, certainly I would 
agree with you that it is the responsibility of the Central 
Excise officials to have an accountal of the potassium 
chlorate. That is one of the records they maintain and 
the ofFicers are required to see it. But here the match fac- 
tory says 'we have never received it' and the dealers were 
saying they have supplied it to the match factory. There 
may be some cases where the match factories have re- 
ceived it and they were telling a lie, but the real villain of 
the piece is the dealer in potassium chlorate." 

1.35. The Committee wanted to know whether Wimco had the 
monopoly in the business of potassium chlorate. The Chairman, 
Central Board of Excise and Customs, has replied during evidence: 

"So far as potassium chlorate is concerned, WIMCO continues 
to be the predominant supplier of potassium chlorate in 
the country!' 

-%in 

1.36. Asked in regard to the control exercised by the Central 
Excise authorities in regard to the potassium chlorate supplied by 
Wimco to dealers. The witness has stated: --- 

"The Central Excise is concerned with regard to the match 
factories and the accountability of potassium chlorate in 
those match factories. To the extent WIMCO sells potas- 
sium chlorate to their dealers and what those potassium 
chlorate dealers do with that, the Central Excise Ofllcers 
do not have any authority to do anything in regard to 
that." 



1.37. The Committee wanted to know the obligation of Wimco in 
law to account kr proper distribution of the potassium chlorate 
manufactured by them. The Additional Secretary, Ministry of Home 
Affairs, has replied during evidence: 

"The manufacturing licence requires that they can sell potas- 
sium chlorate which is an ingredient of ammunition to a 
person who has a licence. They are what are called the 
dealers' licences. The requirements is that within the 
quantity fixed which can be kep't by a dealer, they can sell 
it and that is to be accounted for. The District Magistrate 
and the Supdt. of Police of the district in which the dealer 
is there have to be immediately informed about it. The 
unit is supplying potassium chlocate has a h  to be men- 
tioned. Subject to these intimations, they can supply 
potassium chlorate within the quantity which is fixed in 
the dealers' licence. The dealers, in turn, have to sell to 
the consumers who also have the consumers' licence and 
the consumer can also purchase only upto that much 
quant3tq which is mentioned in the licence." 

1.38. The Committee wanted to know the action taken against 
Wimco and others for the non-accountal of the potassium chlorate 
referred to in the Au&t Paragraph. The Additional Secretary, 
Ministry of Home AfFairs, has stated during evidence: 

"As far as the Home Ministrv is concerned, we have im- 
media tel asked the s t a b  authorities to initiate detailed 
enquiry into it. It will take some time to And out what 
has exactly happened. I can only mention that whenever 
some of the points were brought to their notice, to that 
extent, some action was taken. As regards the Bharat 
Traders, there was a prosecution launched. OUT informa- 
tion from the district authorities and the State Govern- 
ment is that the court decision is awaited. The licence has 
been suspended. About Alexander case, his licence has 
been suspended. He was prosecuted but acquitted by the 
lower court. The appeal is pending before the High Court. 
In another case also, the licence has been cancelled :S far 
back as in 1971. In the case of Krishna match works, he  
was prosecuted but was released on admission of the offence. 
We are getting the case further looked into as to why his 
licence should not be cancelled. We have asked the State 
authorities to look into it. As regards the Gudyatham * 

case, he was also prosecuted. In his case it ended in an 



acquittal. The State Government has informed that the 
suspension of his licence, was later revoked on his 
acquittal. On that point, we have yet to get full details as 
to how i t  ended in an acquittal. We have collected this 
much information." 

1.39. At the instance of the Committee, the Ministry of Home 
M a i r s  have in a written note furnished the latest position in regard 
t> the investigations made against the various dealers who were pro- 
ceeded against due to non-accountal of potassium chlorate, which is 
reproduced below: 

"Following Action was taken against dealers in Potassium 
Chlorate who failed to maintain proper accounts of sales: 

( i )  Wimco Agents, Gudiyatham. 
(ii) Thiru V .  P. Chockalingam, Gudiyatharn. 

The agent of the Western India Match Company a t  Gudiya- 
tham, and Shri V. P. Chocklingam of GuZliyatham, did 
not maintain proper accounts of sales of potassium chlorate 
made after 29-7-72. A case under Section 25(1) (m) and 
30 of the Arms Act, 1959 was Aled against them in the Court 
of Judicial First Class Magistrate. Vellore, in CC. Nos. 
66' 74 and 67'74 respectively. 

Both the cases ended in acquittal on 9-8-74 on the ground that 
the prosecution had not established any incriminating evi- 
dence against the accuszd. The District Revenue OEcer, 
Vellore, suspended their licences with effect from 27-6-1975. 

But subsequently on th? basis of representation by match 
manufacturers. and on the recommendation of the District 
Revenue Office of North Arcct, the B3ard af Revenue 
(Land Revenue). Tamil Nadu Governrnegt instructed 
the District Relrenue Officer North Arcot, to revoke the 
orders suspending the licences. 

(iii) Bharat Traders, Madurai-I. 
(ivl Shri M .  Alexander, Virudhunagar. 
Shri Nalinisekharan. Proprietor of Bharat Traders, Madurai 

and holder of licance No. 1166 in form XI11 of the Arms 
Act. 1959. did not observe condition No. 10 of the licence 
and sold Pntassium Chlorate indiscriminatelv and thereby 
contravened the provisions of section 25 (1) (c) and (m) 
of Arms Act. 1959. The District Revenue m c e r .  Madurai 
suspended his licence r-nd also refused his application for 
its renewal. For offewes committed under Section 25(1) 
( c )  and (m) of the Arms Act (i.e. for sale of Potassium 



Chlorate to unauthorised persons during 1969-7l in viola- 
tion of conditions 7 and 10 of licence in form No. XIII) 
a case (C. No. 2183175 CC No. 273176) was filed in  the 
court of Judicial First Class Magistrate 11, Madurai, on 
11-7-76. The trial of the case has been completed and the 
case has been reserved for judgement. 

Shri M. Alexander, Virudhunagar committed an offence simi- 
lar to that of Bharat Traders. His licence was suspended 
by the Collector of Ramanathapuram and the Government 
of Tamil Nadu instructed the collector, Ramanathapuram 
on 27-7-72 to prosecute him under Section 25(1) (a) (c) 
and (m) of the Arms Act. A case in C.C. No. 11173 was 
filed in the Court of Additional First Class Magistrate, 
Virudhunagar, for offences under Sections 25(1) (a) and 
(m) and 30 of the Arms Act. The case ended in ac- 
quittal on 11-9-73. The Government of Tamil Nadu in- 
structed the public prosecutor, Madras on 27-12-73 to pre- 
fer an appeal in the High Court Madras, against the afore- 
said acquittal. The appeal in C.A.No. 111174 filed in 
the High Court, Madras. is still pending. 

(v) Sivaganii Chemicals, Sivakasi. 

The licence of M/s. Sivagami Chemicals, Sivakasi was 
cancelled on 20-2-1971. The l iensee was not prosecuted. 
The licensee discontinued business and left Sivakasi. The 
Accounts of the Company could not therefore be verified 
in time." 

JV. Control over consumption and distribution of Potassium Chlorate 

1.40. It  is seen f r ~ m  Audit paragraph that a Research Institute 
had supplied 2050 kg. of potassium chlmate between March and 
December, 1974, out of which 2000 kgs. were sold tq the Director of a 
factory who was also a chlorate dealer. The Committee wanted to 
know the name of the Director and whether he was an authorised 
dealer. The Member (Excise) has replied during evidence: 

"We had asked the Collector to let us know the actual position. 
He has reported that the verification was made from the 
invoices and it was found that they were sold to one Mr. 
Arunachalam who was an authorised dealer in potassium 
chlorate." 



1.41. Asked to whom the dealer could sell the p&assium cholrate, 
the witness has replied: - 

"Generally, to a match factory or anybody else who has a 
licence from the District Magistrate. . . .Possibly, for agri- 
cultural uses, upto a certain quantity, up to 5 kgs., n o  
licence need be shown. Actually this has been one of the 
loopholes so far as the control is concerned. About t h e  
other quantity, the Collector has reported that the disposal 
of this quantity has been properly accounted for in  his 
records." 

1.42. When enquired about the disposal of the balance of 50 kgs., 
the witness has stated: 

"That appears to have been properly transferred. This was 
sold to Brilliant Match Works, Sivakasi, who transferred 
it to Suganthi Match Works. They did not make a proper 
entry in their bcoks. The Suganthi Match Works has 
accounted for it." 

1.43. Since this instance involved a basic issue, the Committee 
wanted to know the system for the control and distributim cf potas- 
sium chlorate. The Department of Revenue and Banking have in a 
written note stated: - 

"The D.G.T.D. have stated that there is no set system which 
exists for the control and distribution of potassium chlo- 
rate; however, this being an e ~ p ' l ~ ~ i ~ e  item there are 
certain standards ~equi red  for its storage facilities by the 
individual factories." 

1.44. Explaining the administration f o r  the control and distri- 
bution of potassium chlorate, the Department of Revenue and 
Banking have stated in a written note as follows:- 

"Potassium Chlorate attracts the provisions of the Indian Arms 
Act. 1959 and the Indian Arms Rules, 1962. The State 
Government administers the above Laws/Rules. The 
District Revenue Officer is the licensing authority for the 
dealers and actual consumers of chlorate. Quantitative 
restrictions are imposed on potassium chlorate (a) at  any 
time; and (b) for the entire year in respect of the maxi- 
mum dealable quantity. Regfsters are presaribed to m o r d  
the day to day distribution of chlorak and to indicate the 
stock position. At the t:me of renewal of licenses, t h e  
previous years' performance is to be recorded in the rene- 
wal application. The State Government authorities cit.. 
Tehsildars. Circle Inspectors of Police, District Fire Officers 



and Health Inspectors are the Ofacers authorised to inspect 
the stock and account of the chlorate held by the dealers 
and consumers. The Central Excise Department itself has 
not been entrusted under law with powers for the control 
or distribution of potassium chloqate." 

1.45. In the Audit paragraph it was pointed out that the Ministry 
-of Finance have themselves stated that during the period 1969 to 1971 
there was some laxity in the control over the distribution of potas- 
sium chlorate which rendered possible malpractices such as dealers 
entering in their books certain quantities as sold to certain match 
units but diverting the quantities to other uses and their removal 
without payment of duty. The Committee wanted to know the 
reasons therefor. The Additional Secretary, Ministry of Home 
&Fairs, has stated during evidence:- 

"Since 1967-69 th:re were a number of occasions when some 
of the extremist elements were using bomb. We set up a 
study team to find out the leakage of potassium chlomte 
because this was the ingredient which was found in some 
of the bombs. In that connection, a very wide ranging 
studv of the various usages etc. of this material was under- 
taken. In the context of that, it was found t5at even in 
the case of match factories which are also substantial users 
of potassium chlorate, there were certain elements through 
whom leakage could take place. Potassium chlorate under 
the Indian Arms Act has been declared to be one of the 
ingredients of ammunition which requires except in 
certain quantities which are exempted, a licence or manu- 
facture, for p'cssession and for ttansport. At all stages, 
there has to be a licence. Without that, thes cannot move 
it. Yet because of this particular chemical being one of 
the compounds which is so extensivelv used in the indus- 
try, certain leakages were possible. It  is in this context 
that we had issued certain instructions in August, 1972 
brinqing to the notice of the State Governments this point 
of leakage particularly in the sector of match factories. 
We had issued fairly detailed instructions as to control, 
regulation and supervision that ought to be carried out." 

1.46. The Ministry of Home Affairs have, in a written note, inti- 
mated that the following instructions were conveyed bv them to 
S ta te  Governments on 30-8-72:- 

"(a) All cases at manipulation of the potassium chlorate ac- 
counts coming to the notice of Excise Ofkets would in 
future be reported to local police for investigation. Ms- 



thc t  authorities shorild pursue such investigations vigo- 
rously. 

(b) The question of fixing norms for consumption of Potas- 
sium Chlorate is under the active consideration of the 
Central Board of Excise and Customs. While this is be- 
ing done, the State Governments should issue instructions 
to the district authorities that they should ask the manu- 
facturers of matches in their respective jurisdictions to 
furnish them with periodic statements showing the quan- 
tities of potassium chlorate consumed per 100 gross-match- 
boxes produced (each match box containing 50 match 
sticks) and if the consumption is found to be far in ex- 
cess of 8 kgs. per 100 gross match boxes, say 10 kgs. or 
above, the district authorities should arrange to obtain 
samples of manufactured matches from the trade and get 
the Potassium Chlorate contents determined through the 
Forensic Science Laboratories. 

(c) If the difference between actual potassium chlorate con- 
tent of match and the reported consumption is found 
to be wide, the concerned match manufacturer should be 
called upon to explain i t  and i f  he does not furnish a 
satisfactory explanation, further steps should be consi- 
dered against him, including suspensionlevocation of 
licence for possession of Potnssium Chlorate." 

1.47. The Committee wanted to know the impact of the instruc- 
tions o n  the consumption nf potassium chlorate issued by the Minis- 
Lry of Home M a i r s  in 1972. The Additional Secretary, Ministry of 
Home Affairs. has stated during evidence:- 

"From 421.000 kg. and 517,000 kg. i t  came down to 248.000 
kg. immediately after the issue of these instructions. This 
indicates the eflectiveness of the instructions." 

1.48. The Committee wanted to know whether any control was 
exercised on the distribution of potassium chlorate. The represen- 
tative of the Ministry of Chemicals and Fertilisers has stated dur- 
ing evidence:- 

"Under the Industries (Development and Regulation) Act, 
there is no distribution control exercised on potassium 
chlarate!' . . 

2803LS-3. 



Asked whether the imported potassium chlorate is distributed 
by Wimco, tho witness has replied:- 

"Potassium chlorate which is imported is not distributed by '. 
Wimco. Wimco distributes its own production after meet- 
ing its requirements." 

1.49. The Committee wanted to know whether Wimco was 
largely in control both in the matter of production and distribu- 

, tion of potassium chlorati The representative of the Directorate 
General of Technical Development has replied during evidence: 

"tn market distribution, they have only 2,000 tonnes." 

1.50. The Committee wanted to know whether there has been 
complaint against the manufacturing units of Wirnco or its licences 
dealers against diversion of potassium chlorate for uses other than 
the manufacture of matches and the action taken in the matter. The 
Additional Secretary, Ministry of Home Affairs, has stated during 
evidence: - 

"We have not received any complaint about the licensee. I 
would not be able to vouchsafe for this. There may have 
been or may not have been any complaint.'' 

1.51. The Ministry of Home AfTairs have, in a written note, stated 
the position as under: - 

"M/s. Wimco manufacture Potassium Chlo@.e at the factory 
in Thana District in Maharashtra. The Government of 
Maharashtra have reported that no complaints against the 
manufacturing unit of Wimco or its licensed dealers in 
regard to diversion of potassium chlorate were received 
by the Police and no offences were registered." 

1.52. Explaining the procedure for distribution of potassium 
chlorate to small scale units. the Joint Secretary. Department of 
Industrial Development has stated during evidence: - 

"The distribution of this raw material to the small scale units 
is carried on through the State Directors of Industries and 
he would have no direct knowledge of what is happening 
at the State levcsl From our records, we udcrstand that 
the imported potassium chlorate was distributed by STC 
to the State Directors of Industries through whom it was 
distributed to the Registered small scale units. Normally 
we should know about the small scale units supplying to 
WINCO. But unless there is any specific instance brought 
to our notice, we cannot do anything in the matter." 



1.59. Asked if there was a fool-proof method to ensure that the 
small scale units properly accounted for the quantity of the material 
received by them in their production, the witness has replied: 

"I would not claim that any particular machinery is foolproof. 
In this case, we are not'cdirectly in the picture. The 
quantity imported by the STC is distributed through the 
State Directors of Industries to the small-scale units which 
are registered with the State Directorates," 

1.54. The witness has also stated that the State Directors of 
Industries are charged with the responsibility of proper distribution 
of the substance to the registered units within the State. 

1.55. The Committee wanted to know if there was no need for co- 
ordination between the Ministry of Home Affairs and the Central 
Excise to regulate the activities of the licensees to manufacturers, 
dealers and consumers of potassium chlorate since i t  was not con- 
trolled and regulated for distribution by any Act. The Chairman, 
Central Board of Excise and Customs, has stated during evidence:- 

"We would wholeheartedly agree that there is certainly need 
for complete coordination. In fact, we have been working 
in co-ordination. When we came to know of certain 
things, we ourselves, and the Home Min:str\- on their own 
part also, tried to look into the matter. They had a study 
constituted and instriuctibns were issued for tightening up. 
I would like to submit that this was done in 1972. which 
is earlier than Audit pointing out this matter. We are 
grateful t o  Audit that they have pointed this out, so that 
the Committee is also lookkg into the matter, but I would 
submit that none of these things indicates any lack of 
co-oxdination between Home and ourselves. In fact. we 
have been working in complete co-ordination with each 
other." 

1.56. The Committee desired to know the parties who were res- 
ponsible for the malpractices in the distribution of potassium chlo- 
rate. The Chairman, Central Board of Excise and Customs. stated 
during evidence: - 

"These malpractices were bding indulged in by dealers of 
potassium chlorate." 

1.57. The Committee wanted to know whether it was not the 
responsibility of the Central Excise Department to find out t h m  
respOnsible fop malpractices since local production by reghtercd 



feckffiea WPP licensed by the District Collector. The Chairmaq 
Central Bard of E x h  and Customs, has replied during evidence:- 

"If it b the responsibility of the district authorities to distri- 
bute potassium chlorate, i t  would be too much to ask the 
Cen'trd Excise to intenvene in the matter." 

1.58. Asked if it was not the primary concern of the Department 
of Revenue and Banking to ensure that the collection of revenues 
were maximised and a sensitive item like potassium chlorate was 
not directed for utilisation in a wrong fashion, the Chairman, Central 
Board of Excise and Customs, has replied:- 

"The moment it came to our notice, we decided to prosecute 
the match factories. Then it came out that the dealers are 
at fault. I t  is in the court of law that the factories took 
the plea that it is the mischief of the dealers." 

1.59. me-Committee wanted to know whether the distribution of 
potassium chlorate could not be done onlv through the Excise Depart- 
ment. The Chairman, Central Board of Excise and Customs, has 
replied during evidence: 

"So far as the question of distribution of potassium chlorak is 
concerned, this is not needed only by the match industry. 
This is needed by certain other industries also. There i~ 
already a mechanism of the district authorities and the 
district police working under the overall directions of the 
Ministry of Home AtTairs to keep control o v a  the distri- 
bution of potassium chlorate. ,If I may submit, in my 
opinion, in the case of potassium chlorate, equally impor- 
tant, if not more important, is the factor that this thing 
should not go into undesirable hands. Therefore, for the 
Excise Department to have requested that it might be 
taken off the hands of the district police and district autho- 
rities and the Ministly of Home Affairs, who are the real 
custodians of the country's security from all 'internal and 
external dangers would, in my opinion, have been a wrong 
step." 

1.60. The Committee dzsired to know whether it was expedient 
t o  arrange direct distribution of potassium chlorate to the comU.ming 
unib by the elimination of the middle men al topther  to safeguard 
the broader interests of the country and assist the collection of 
revenue. The Additional Secretary Ministry of Home Affairs, has 
stated: - 

"We are concerned with the licensing of the dealers. We have 
not piven thought to the elimination of the dealers because 



this is a commodity which has a widerpread indusfrial use 
even in certain small places. Perhaps complete elimina- 
tion of dealers would cause quite a bit of diU3,cultfes." 

1.61. The ~ommit tee  were informed that there were very few 
producers of potassium chlorate, of which there were fouq big pro- 
ducers and some small ones. Noting this position, the Committee 
.wanted to know whether the distribution of potassium chlorate by 
the producers to the match industry could not be done in a better 
foolproof fashion to avoid the loopholes which existed due to opera- 
tion of the middle men, The Additional Secretary, Ministry of Home 
Maim, has replied during evidence: - 

"We would consider this suggestion." 
1.62. Adding in this connection, the Chairman, Central Board of 

Excise and Customs, has stated during evidence:- 
"With regard to your suggestion that the middlemen, the 

dealers, might be eliminated as far as practicable parti- 
cularJy for this industry, we would pursue and examine 
this. One prima facie feels that to the extent we can 
possibly get rid of some middlemen, the chances of mal- 
practices might decrease. But there may be various 
other aspects of this question, which will have to be gone 
into in the Ministry of Home AfTairs. We would certainly 
give our earnest consideration to this." 

1.63. Giving details in regard to the manufacturers and dealers 
of potassium chlorate and their views for the elumination of middle- 
men, the Ministry of Home Affairs have stated in a written note as 
under: - 'b --$sin 

"The five manufacturers of potassium chlwate sell their pro- 
duct ex - f ac to~  o r  through dealers RS shown below:- 

Total in 1974, 1975 and 1976 (M. Tonnes) - - -- -A ----- -.- - -  - - - -  



The above data have been received from t h  concerned State 
governments. The reported sales made during 1974, 1975 
and 1976 presumably fall into account of the opening 
balances for respective years. 

2. The percentage of total sales to total production during 
1974--76 (Three y e w )  as well as sale made ex-factory or 
through dealers ride para 1 is as below: - 

Salm Ex- Salcd through Tocal 
Factory dealers Salca 

Pandyan Chemicals . 79.3' 4.63 8t.ot 

TCM Kundara . . . .  54 - 2R 37.67 9 l . 9 5  

TCM Kalan~cpirep . I W ' O I  . - I O O ' O I  ---- -- - - - - . -- - - - - - - - - - -- -- - - - - - - 
Although the dealers handle on an average 28.19 per cent of 

total production, the sales by M/s. Mettur Chemicals and 
Pandyan Chemicals through dealers is very small as com- 
pared with Mls. WIMCO of Maharashtra and TCM Com- 
pany of Kerala. 

Them are 63 private dealers in potassium chlorate in Tamil 
Nadu. At 35 places there is one private aealer each. The 
remaining 28 private dealers are located at six out of 10 
places of major consumption of .potassium chlorate where 
the manufacturers have factory depots. 

The private dealers, wherever located, obtain their require 
ments from factory depots or from the manufacturers ex- 
factory for sale to consumers. The existence of large 
number of factory depots at major places of consumption 
indicates that the major consumers obtain their require- 
ments of potassium chlorate &om the factory depots. 

The small units in the State who are king encouraged ta 
develop industry, have to resort to purchases from dealers 
as they are able to obtain credit facilities from this source 
whereas purchases from factoay depots or the manufac- 
turers directly require cash payment. For this main 
reason, the Government of Tamil Nadu have expressed the 
view that no useful purpose is likely to be served in elimi- 
nating dealers. 



Instructions have been issued to State Gov~~l l l~~ents  (Appen- 
dix In) to adopt specific measure8 foq exerdsing control 
on the sale, purchase and use of potassium chlorate. It 
has been suggested to States that inter dia the private 
dealers connected with the manufacture of match boxes, 
fireworks or explosives may be eliminated. Accordingly 
it is felt that the elimination of privah dealers totally 
need not be pursued at this stage and the efficacy of the 
measures now taken may be watched." 

1.64, The Committee wanted to know the checks prescribed k 
ensure that the potassium chlorate isski for the manufacture of 
matches was not diverted for other uses. The Department of 
Rwenue and Banking have in a written note stated as under: 

"The requirement of potassium chlorate by the match manu- 
facturing units is computed by the licensing authority 
(State Government) which fixes the quota for a specific 
period. The quota is fixed with reference to the require- 
ment for the manufacture of matches only so as to mini- 
mise the possibility of diversion to other uses. Quarterly 
verification of stock and accounts by the Police is another 
check against diversion from the Central Excise side, 
physical control has been reimposed and banderolling 
enforced with effect from 1-10-75. The checks made by 
the Central Excise Department are basically with the 
object of checking whether all the matches made in a 
factorv have been duly brought to Central Excise account." 

1.65. The Committee wanted to know how the leakaqe of raw 
material was being resorted to by match factories. The Additional 
Secretary. Ministry of Home Affairs, has replied during evidence: 

"The sources of leakages are two-fold. It was noticed that the 
match factories in order to save excise duty showed less 
receipt than they had actually received. And the other 
was between the dealer who sells it to the match factorfee 
and the wceipt, there is some malpractice. When we 
issued these instructions, it had some immediate ef?eCt." 

V-Bengal Lights 

1.66. Fnom the Audit Paragraph, the Committee noted that 
matches of the type k n m  as 'Bengal lights' wen? also to  be taken 
into account wherever a factory prduced and cleared both safety 
matches aa well as %gal lights' for the purpose of arriving at the 



34 
prescribed ceiling. Two factories situated in two different Collecto- 
rates g@d duty &?ween l-, snd 1974-75 at the lower nate of 
Rs. S.7S.p& &ss*eveh tbough the total clearances including t h w  of 
'-gal lights' excded the limit of 100 million. l'he Committee 
wanted to know the names of these two factories and the action 
taken for the recovery of the arnount on account of under-assessment . 
The Member (Excise) has replied during evidence: - 

"One is the Anunugam Match Works in Madurai Collectorate. 
Here, the case was detected by an insp2ct:on group of the 
Collectorate, and not as a result of the audit paragraph. A 
demand was raised for Rs. 17,176/-. This was quashed by 
the Appellate Collector and in review a f m h  demand for 
Rs. 5,728/- was made. According to information available 
with me, this payment is still pending recovery." 

1.67. When asked about the other unit of Shanmugha Match 
Works, Pondicherrv, the Member (Excise) has stated:- 

"Since the question of interpretation of law was raised this is 
under examination in consultation with the Law Ministry." 

VI-Evasion of Excise Duty by Mechanised Sector 

1.68. It was brought ta the notice of the Committee that bigger 
units deliberately resorted to fragmentation into smaller units to 
avoid payment of duty. Another evil was that bigger units formed 
out their production to small scale producers. Audit pointed out 
that even the WIMCO seemed to have indulged in' this by getting 
WIMCO Matches manufactured by the small units paying duw at 
Rs. 3.75 per gross though the labels affixed bore the make of WIMCO. 

1.69, The Committee wanted to know the total production of 
matches in both the mechanised and >on-mechanised sectors from 
1939-70 onwards me Chairman, Central Board of Excise and Cus- 
toms, has given the following figures which show an increase in 
---- - - - . - - - - - - --- - - - - - - - - 
Year Tchl I'rtducticm 

---- - -- - - - -  

1 ~ f i 9 - 7 0  . . 61 7 millirn erms b o x ~  



At the instance of thg CommiUee, the Department of Revenue 
and Banking hqve hrrnished in a written note the following infar'- 
mation r e g a r 6  the excise duty sealisation for corresponding years 
and the m e n b g e  of rwenue increase:- 

Year 

1973-74 . yo. bl  

Revenue realised during 1975-76 exceeded the revenue realis& in 
1968-70 by about 20.5 per cent." 

1.70. The Committee wanted to know the installed capacity of 
Wimco in their individual units. The Joint Secretary, Department 
of Industrial Development, has  replied during evidence:- 

"These figures are in million boxes per annum; approved 
capacity, Ambarnath Unit 756, Madras Unit 965; Calcutta 
Unit 986. Kletterbuck Ganj 1297, Dubri 1046, totalling 
5,000." 

1.71. Giving the total capacity utilisation, the witness has stated: - 
"The figures are: 197L-3,734, 1974--4,368 and 1973--4,253." 

1.72. When asked for the reasons for the lower capacity utilisa- 
tion, the witness has explained:- 

"There are two main reasons: One is, at least two, if  not three, 
of their factories had power cut, and the other is, growth 
of the small scale sector." 

1.73. Supplemmting further, in this connection, the representati;e 
of the Directgrate General of Technical Development has stahid:- 

"One, of the reasons Lar the lower capacity utilisation in WlMCO 
ip addition to what my collmgue has mentioaed, is t i m k  
shoxhge. They are bringing timber 411 the way from 



Andamans and i t  is not coming in the quantities they 
require. There has been some difficulty in the mowment 
of timber from State to @ate. For example, they were 
taking timber from the Qtate of Karnataka for feeding 
thek factory at Ambarnath. The rise of the small scale 
industry has also hurt them because, in mafketing, the 
small scale industry is now much stronger than i t  used to 
be six or seven years ago." 

The Committee were informed during evidence that the entire 
production of matches in the non-power sector was concentrated in 
the two Callectorates of Madras and Madurai. The Committee 
wanted to know whether it was possible to exercise wen  greater 
control because of such concentration. The Chairman, Central Board 
of Excise and Customs, has replied during evidence:- 

"I would agree with you that if the production is in one area 
it  becomes easier to control it, but these are small factories 
spread over the whole area." 

1.74. The Committee wanted to know the details about the role 
of Wirnco in the matter of production of matches. The Chairman, 
Central Board of Excise and Customs has replied during evidence:- 

"It is a public limited company. We are told that it is a 
subsidiary of the Swedish Match Company which holds 
about 54 per cent of the shares of this company. There are 
five match factories located at Ambarnath, Bareilly Madras, 
Calcutta and Dhubri. Of course. in addition to that, they 
have certain other units, like, wood and splints division at 
Port Blair. a potassium chlorate factory at Bombay, a 
paper mill at Calcutta and other small factories producing 
industrial salt at Madras and other places. 

In the year 1974. the sales of matches of this factory were of 
the order of Rs. 38.07 crores which constituted about 92.6 
per cent of the total sales of that company. They are 
selling other products. It is 92.6 per cent of their total 
sales. Tn the year 1975, the sales of matches were of the 
order of Rs. 36.67 crores." 

1.75. Adding in this connection, the Member (Excise) has stated:- 

"We have figures separately for the poweroperated sector 
which means the WIMCO and the non-power-operated 
sectur whkh comprised other manufact~rers.~ 



1.76. The witness has given the following figures:- 

"Power-op- Non-powa 
mated rector operated sector 

- - -- --- -- - -  - -  - -  - - 
1.77. When asked about the share of WIMCO in so far as the 

power sector's production was concerned, the Chairman, Central 
Board of Excise and Customs, has stated:- 

"They are the only one." 
1.78. The Commit tee wanted to know whether non-power operated 

organisations produced matches for  Wimco. The Chairman, Central 
Board of Excise and Customs, has replied during evidence:- 

"It appears that they do make purchases of matches produced 
by the non-power operated sector under their quf i ty  
control instructions." 

1.79. The Committee wanted to know whether WIMCO had split 
up its units to restrict its production up to 75 million sticks in order 
to avail of the concessional ,rates of duty. The Chairman, Central 
Board of Excise and Customs has stated during evidence:- 

"It was brought to our notice that WIMCO was purchasing 
certain products made by the non-power operating fac- 
tories which had been producing in accordance with the 
quality control measures introduced by the WIMCO but 
this system was abolished some time in 1973." 

1.80. Asked whether WIMCO had purchased matches from small 
units after payment of duty at  Rs. 3.75 per gross, but recovered duty 
at Rs. 4.30 per p s s  from the consumers, the witness has stated:- 

"WIMCO was purchasing some products from the smaller 
units. . . . . now, this happened during the period, I am told, 



when one ~t the five units of WIMCO was sn prolanged. 
strike. . . . In between the two periods, this particular 
thing happened, uiz., they purchased matches manufactur- 
ed by others, and sold them under their own labeL" 

1.81. In nemd to the enquiry whether the affixing of their own 
labels by WIMCO on match boxes purchased from other sources was 
permissible under the rules, the witness has replied:- 

"It so happened that at that particular time, it was pe~missible 
according to the exact phraseology of the notification. 
When we pointed this out to the Law Ministry they said 
that we should amend the notification. We did it." 

1.82. Asked whether befare the issue of the amending notification, 
the Government had not visualised the scope of such manipulation 
by Wimco, the witness has replied:- 

"I admit that this meant that Wimco, even though ultimately 
they sold certain things under their own name and label, 
paid duty which was less, because of the fact that legally 
these matches had been produced by smaller units. This 
particular type of situation was not visualised when the 
earlier notifications were issued years ago in June 1967. 
For years there was no misuse. It so happened that a 
situation arose. There was, to our mind, an avoidance. 
We issued a notification amending it." 

1.83. When enquired whether Wimco obtained any permission f~ 
such purchases, the witness has stated:- 

"No permission is required. No permission was asked for or 
given . . .Once the duty has been paid for the goods they 
can be purchased by hn ybod ." 

1.84. The Committee desired to know whether a manufacturer 
cnuld sell goods by affixing label of a higher excise rate after pur- 
chasing them by paying lower rate of excise duty, the Chairman, 
Central Board nf Excise and Customs, has replied:- 

'This was the position obtaining earlier, under the earlier 
notification. This particular notification has a particular 
clause. It was introduced later. At that particular time 
the clause was not there. They took advantage of it. We 
have plugged the bophok." 



1.85. At the i~0once of the bkmunfttee, De@utment of Revmap 
.and Banking have in a written note intimated hs under:- 

"It has b m  8tWd by Wimw thaT they did not keep sepcutata 
account af profits on account of matches purchased by 
them for the small scale manufacturers. They have fur- 
ther intimated they had not purchased any matches for 
resale since 1873." 

1.86. The Committee desired to know if the purchase of matches 
by Wirnco for marketing under their brand names, was pmiss ib l e  
under the rules. In a written note the Department of Revenue and 
Banking have intimated as under:- 

"Messrs Wimco had given 'No objection' Certificate to the 
small scale manufacturers to use their brand names and on 
production, the goods were cleared on payment of duly 
at the concessional rate by the actual manufacturer with 
the brand names of Messrs Wimco, as approved by the 
Central Excise Officers. The name of the factory which 
manufactured the matches was also inscribed in legible 
character in the language of the place wherein the manu- 
facture took place. In view of the advice of Ministry of 
Law, there was nothing in law to prevent Messrs Wimco 
from purchasing the matches produced and cleared by the 
units in th. small scale sector at the lower c o n c e s s i d  
r a b  of duty and bearing the type of labels described 
above." 

1.87. The Committee wanted to know whether the Department 
had raised a demand of Rs. 1.05 crores on Wimco as differential duty 
on the  matches purchased by them from other manufacturers of 
non-power sector and marketed under their brand names. The Depart 
ment of Revenue and Banking hsve 1t1 a written note stated 's 
under: - 

"The Collector of Central Excise. Madras has reported that no 
demand to the extent of the demand of Rs. 1.05 crores has 
been raised against the match factories in his Collecto- 
rate." 

1.88. The Committee drew attention to Rule 71 (3) of the Central 
Excise Rules which required that "every packet, box or booklet ot 
manufacture label f ixed  thereon shall bear in clearly discernible 
characters the name of the factory or the distinguishing mark which 
may take the form of the special dcsign whereby the origln of the 



matches can be traced and specimens of such labels shall be sub 
mitted to  the Collector for his approval and record before. they are 
brought into use" and enquired whethm Wimco by affixing its 
label on matches manufactured in other factories had ensured cor- 
rect compliance with this rule. The Member (Excise) has stated 
during evidence: - 

"We have some information on this. I t  appears that Wimco 
supplied labels which were basically to their labels 
but the monogram of WIMCO itself was not on them. 
Apart from that the name of the factory which produced 
the matches was shown on the label. The question arose 
whether this was legal in ternis of Rule 71 (3) and we 
consulted the Ministry of Law. . . The Law Ministry's ad- 
vice was given on 11 February 1972, They say: Rule 71 (3) of 
the Central Excise Rules requires that the manufacturers' 
label should be &ed on every packet, box and booklet orf 
matches and that the label should bear in clearly discerni- 
ble' characters the name of the factory by a distinguishing 
Mark whereby the origin of the matches can be traced. No 
doubt. the specimens of the labels are to be submitted to 
the Collector for his approval and record. But, if the labels 
serve the purpose of tracing, the origin of the inatcnes 
without difficulty, ~t would not be open to the Collector to 
refuse permission. . .It is noticed from the Collector's re- 
port that the monogram of WIMCO has been removed from 
the labels used by match factories other thwn WMCO it- 
self. It would also appear that the name of the factory 
which manufactured the matches is inscribed in legible 
characters in the language of the place wherein the manu- 
facture takes place. If that is so, the Collector would not 
be within his rights in refusing to grant the necessary 
approval." 

1.89. The Committee desired to know whether the practice of 
Wirnco was subject to any objection by the Ministry of Industrial 
Development, The Joint Secretary, Department of ~ndustrial Deve- 
lopment has stated during evidence: - 

'Tdo not think the Ministry of Industrial Development would 
directly come into the picture in the case of a commer- 
cial transaction between a small scale unit and a manu- 
facturing company. If a small scale unit was to manu- 
facture some matches and pass it on to WIMCO under same 
arrangement; which is legal, probably it is not open to 
contest." 



1.90. When asked as to how was it ensured that the industries of 
a certain character are not utllised by the Wimco to its advantage, 
the witness has replied:- 

"Frankly, I think a large number of small acale units not only 
in this industry but in several other industries do manu- 
facture under licence or other arrangements whole or some 
parts of the products for major industries. Possibly many 
of the small units have their living thereby." 

1.91. On an enquiry as to why Wimco was not proceded against, 
the witness has replied: - 

"The question of proceeding against does not arise. By this 
arrangement they are not violating any law." 

1.92. The Committee desired to know whether the Government 
should not try to rectify this situation whereby the Werests of a 
foreign monopoly company were being served at the cost of small 
scale units. The witness has stated:- 

"I must confess that it does not strike us in that way. Probably 
we will like this matter to be further looked into and I 
would like to bring it to the notice of our Secretary as well 
as the Minister." 

1.93. Explaining the position about complaints against WIMCO 
against purchase of products from small scale units, the Joint 
Secretary, Department of Industrial Development, has stated:- 

"We do not know the precise nature of complaints . I under- 
stand from the Directorate of Small Scale Industries that 
the MRTP Commission is suo-mot0 conducting an enquiry 
into this matter on receipt of some information and that 
the enquiry is still going on. It has not been concluded." 

1.94. At the instance of the Committee, the Department of Indus- 
trial D:velopment have  stated in a written note as under: - 

"Ministry of Law, Justice and Company Maim (Department 
of Company Affairs) have informed that the M.R.T.P. 
Commission instituted two enquiries on 11th October, 1973' 
under Section 37 of the MRTP Act, 1969, against WIMCO 
Ltd.-One on a complaint under Section lO(a) (i) by 
Sivakasi Chamber of Match Industries and the other in 
exercise of its s w ,  m t o  powers under Section 10 (a) (iv) of 
the Act. According to information received from the. 
Commission, the proceedings in both these inquiries are a t  
final stage of pleadings." 



1.96. Cainmittee desired to know the safeguards which were 
provided to the small scale industries engaged in the manufacke  d 
matches against exploitation by bigger units like Wimco and whe- 
ther the same Wire considered foolpinof against all possible mani- 
pulations. The Department off Industrial Development have in a 
written note intimated as under: - 

"The excise relief to the non-mechanised =tar itself is a 
safeguard against. exploitation by large units. Besides 
under the existing Industrial Licensing Policy, safety 
matches have k e n  st.atutorily reserved for exclusive deve- 
lopment in the small scale sector and as such, no fresh 
capacity either by setting up new units or by the existing 
units can now be effected in the large sector. Moreover, 
there are certain provisions under the MRTP Act also 
which could act as a safeguard against exploitation nf 
srnaII scale units by the Iarge scale sector." 

VII-Import of Potassium Chlorate 

1.96. The Committee wanted to know the names of the principal 
producers a d  . importers of potassium chlorate. The Ministry of 
Finance have in a written note stated as under- 

"The DGTD have stated that there are, four potassium chlorate 
manTlfacturers in the country. Details are as follows: 

(i) M!.. Pendyan Chemicals Ltd., Madras. 
(ii) MIS. Mzttur Chemical & Industrial Corporation Ltd.; 

Mettur Dam-2. Tamil Nadu (Head Offlce 2, Salem, Tamil 
Nadu) . 

( i i i )  MIS. Travancore Chemical Manufacturing Co. Ltd., PB 
No. 19. Alwaye. South Railway, Kei-ala. 

( iv)  MIS. WImcc Ltd.. Ambarnath. Calcutta. 

If the item is to be imported on account of some scarcity during 
a particular year, the item is normally impor,M throu& 
S.T.C. In 1975, some potassium chlorate was imported 
through S.T.C." 

1.97. Asked about the details of the import of potassium chlorate, 
the representatke of the Ministry of Petroleum and Chemicals has 
stated: - 

"Imports have been made in the past to suppbnient the domes- 
tic production. In 1973-74, the imports were of the order 



oi 40 kilogram; in 1974-78, they were 408 tomres; in 1975- 
76 (April-lb. 75), they were 445 tonnee.'' 

1.98. In regard to the enquiry for the small quantity imported in 
the year 1973-74, the witness has replied: - 

"This year there has been no need to imp0r.t. production 
has gone up." 

1.99. Explaining the position, the representative of the Directo- 
rate General of Technic83 Development has stated during evi- 
dence:- 

"In the previous years, the quantity imported was nil. 40 Kgs. 
must have been some sample etc. But the real imports 
through the S.T.C. were the last two quantities." 

1.100. The Committee wanted to know the uses to which potas- 
sium chlorate was put, the witness has stated:- 

"This is used as an oxidising agent in explosives, in textile 
fabrics, medicines, dyes, disinfectants, bleaching, etc., 
besides match manufacture." 

1.101. The witness has further added that the exact purpose of 
our imports was mainly for the manufacture of safety matches. 

1.192. Elucidating further the position in this connection the re- 
presentative of the Directorate General of Technical Development, 
has stated during evidence:- 

"These imports were through the State Trading Corporation 
at  the specific request. This was done because we received 
representations from the small scale industry associations 
that they were finding it diflicult to get their requirements 
of potassium chlorate and therefore the DGTD came into 
the picttlre. At that time the import policy for certain 
chemicals was framed. So, we cleared these chemicals 
through the STC for distribution who in turn distributed 
them only through the State Director of Industries to the 
various units. WIMCO did not get an ounce of it becausk 
their own quota was just sufficient to meet their 
demands." 

1.103. At the instance of the Committee, the Ministry of Chemi- 
cals and Fertilisers have furnished in writing a note stating the 
names of the countries from where pot~isdum chlorate was imported 
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by India since 1069-70 including its quantity and details of the hn- 
ports made from a Swe,dish company which had links with WIMCO. 

Details of imports of Potassium Chlorate from 1969-70 onwards 
including its auantitv and the names of the exporting countdes 

Quantity Value 

1969-70 
. . . . .  Cvman DRP . 85,000 Kg. Rs. 1,73,570/- 

Canada . . .  . . .  . 1,01,7rr~'E;g. RE. 6,64,444/- 

France . . . .  . . . , 508 Kg R.. 2,9081- 

1973--4 

German FRP . . . . . . .  40 Kg. Rs. 52 11- 

1974--5 

Gmnan DRP . . 2,3j.o00Kg. Rs. I ~ , ~ ~ , o o o / -  

I 93-76 

Taiwan . . I ,lg,ooo Kg. h. 6,34,61/- 

German DRP . . . 2,20,000 Kg. Rs. 13,64,noo/- 
German FRP . . r,oo,roo Kg. Rr. 1,59,282/- 

1.104. Regarding the fact of import from Sweden the Ministry 
have stated that i t  has been now ascertained that an import of a 
quantity of 5900 Kg. of Potassium Chlorate during 1975-76 from 
Sweden was made by M/s. Pioneer Match Works, Sivakasi. 



1.105. The name of the exporting party is Alby IClorate AB, 
Avesta, Sweden which is owned by Swedish Match Company who 
are  WIMCO's major shareholders. 

1.106. The Committee wanted to know the production figures of 
potassium chlorate. The representative of the Ministry of Petroleum 
and Chemicals has stated: 

"In the year 1973 the production was 5,485 tonnes; in 1974 it 
was 5,517 tonnes; in 1975 i t  has gone up to 6,257; and in 
1976 we expect i t  to be about 6,000 tonnes again. In  the  
past the production has gone up. In  1967 it was only 
around 4,000 tonnes." 

1.l07. Asked about the installed capacity and production of 
potassium chlorate from time to time, the witness has stated:- 

"The installed capacity at  present is 7,999 tonnes. One of the 
units with an installed capacity of 1,825 tonnes has come 
up only in the year 1975. Till 1974 the installed capacity 
was less-it was about 6,000 tonnes.. . In 1970 the installed 
capacity was 6,174 tonnes, and the production was 5,325 
tonnes." 

1.108. Explaining the position further, the representative of the 
Directorate General of Technical Development, has stated during 
evidence:- 

"One factory has just gone into production in the last year. 
In  the previous years, the capacity was only 6,000 tonnes, 
out of which 4,200 tonnes belongs to WIMCO and the 

, balance to other small units." 
1.109. The Committee wanted to know whether the Government 

had estimated the optimum requirements of potassium chlorate for 
neeting the demand of the match manufacturers and whether the 
internal production was sufficient to meet these requirements. The 
representative of the Directorate General of Technical Development 
has stated during evidence:- 

"In 1974-75, the total production of matches was known to be 
11,000 million boxes and the potassium chlorate produced 
in the country to the extent of 6,800 tonnes was sufficient 
Q produce this much quantity of matches. Now, keeping 

in view the growth of the match industry as an article of 
common consumption, we have licensed the additional 
capacity partly by expansion of the existing unit ex- 
chding the WIMCO and partly by having new units in 



Southern India because the major areas for pohs8ium 
chlorate are in Southern India." 

1.110. The Committee find that the physical control introduced 
aver the match factories in the year 1948 provided for the poetiq 
of SuperviSof9 Offleer to make a complete survey of the preank,  
random checks of the several processes including a check on the 
sticks filled in match boxes, cheek of wastages in the process of 
manufacturing, destruction and sale of damaged splints, Veneers etc., 
transfer of matches from finishing moms to bonded store rooms and 
clearances therefrom. I*hLs physical control continued to be exer- 
cised till 1 June, 1988 when the system of self-assessment by manu- 
facturers otherwise known as 'Self-Removal Procedure' was intro- 
duced. This system, inter alia placed a large measure of trust in the 
manufacturers, their declarations and their accounts. It also dis- 
~ensed  with the day to day verification of clearances by the Central 
Excise Officers and replaced it by periodical check to ensure that 
the amounts due to Government have been properly assessed and 
paid. But a t  the same time, it was contemplated, as seen from the 
Finance Minister's budget speech, to safeguard government revenues 
and for that purpose the penal provisions for unauthorised removal 
of goods or other contravention of rules and regulations with intent 
to evade duty, were to be made more stringent. 

1.111, The Committee regret to observe that the experience gained 
after introduction of SRP revealed that the trust reposed in the 
manufacturers was belied and that there were large-scale evasion 
of duty in matches. This was highlighted by the S.R.P. Review 
Committee who in para 12 of their Report had, inter #a, stated that 
"we have evidence before us which indicates that in many places 
and on a fairly extensive scale, matches are selling at prices which 
are lower than the cost of products-cum-duty. This obviously would 
not be possible unless duty was evaded." The Committee learnt 
during the evidence that Audit also conducted some studies regard- 
-hg the impact of Self-Removal Procedure which indicated the 
possibility of large scale evasion of duty and this was brought to the 
notice of the Board in June 1971. Chairman, Ceatral Board of 
Customs and Excise also admitted before the Committee that "with 
regard to matches it became known fairly early that it was not 
working well" and that he had brought to the notice of higher 
authoritied. Apprehending large leakage of revenue attributable to' 
the S.R.P. and based on the observation of the S.Rf. Review Com- 
mittee, the Government rescinded %M-Berooval Procedure in res- 
pect of matches and introduced physical contrd in October 1972. It 
h regrettable that Government had to wait till a972 to reintroduce 
physical control over match industry despite emly indication of 



avoidance .f duty r m8tob.r T k  Colnmittee would IlLe to knm 
laow the p h y s i ~ d  wntrol over msSches introduced since October lOlZ 
has helped in achieving the desired objective and has helped in plug- 
ging all the looplholes available for manipulations in evasion of duty. 

1112. Tbe Committee learn that the system of banderolling of 
matches was in vogue unt21 1-10-1968 when it was diswnthued 
following the introduction of Self-Removal Procedure to this com- 
modity w,e.f. 1-6-1868, Under this system, each box or booklet of 
matches issued from a factory for home consumption bears a b a n d e d  
ef a value appropriate to the rate of duty. 

1.113. The main considerations which led to the discontinuance 
of this system were: t 

. . (i) concept of a rigorous control associated with banderolling 
of matches was out of tune with the concept of Self-Be- 
moval Procedure; 

(ii) due to a number of cases of forging of b d r o l s  the system 
had not proved to be 'foolproof'. 

(iii) the Security Press, Nasik was not able to undertake 
printing of banderols because of increase in other security 
items of work; and 

(iv) it was proving quite expensive in as much as expenditure 
on printing, distribution etc. was estimated to be Rs. 80 
lakhs per annum apart from the estimated Rs. 25 lakhs 
spent by the industry by way of wages on pasting the 
banderols. 

1.114. Experience, however, proved that the discontinuance of 
banderolling had also helped in the clandestine removal of matches 
and consequent evasion of duty. The Self-Removal Procedure Com- 
mittee in para 27 of their Report, therefore, recommended that 
banderolling of matches is by far the most effective revenue safe- 
guard and should be re-introduced as early as possible. The bande- 
rolling was accordingly reintroduced in the non-power sector w.e.f. 
1-10-75 and in respect of power operated sector in stages and factor- 
wise i.e,, from 16-1-1976 in factories located in Madras and Callcntta, 
from 16-2-1976 in the factory located in Ambernath and from 
16-3-1976 in the factories located in Bareilly and Dhnbri. Tbe Com- 
mlttee hope that the system is working satisfactorily and the Deput- 
meat is not encountered with any of the difficulty which led to the 
discontinuance of this system wnf.  l=l*lise8. 



1.115. Ths Committee Bnd tbat Merent type of methob are om- 
ployed by the manufachuaer to evade duty. These indude, in* 
PUa, the removal of goods without payment of duty, use of the s u m  
gate pass on more than one occasion, removal of goods without gate 
pass and use of forged banderoles. The Committee wodd desire that 
in the light of the experience gained, the Government should 
evolve a foolproof system which should ensure effective check 
against all possible manipdlations. 

1.116. The Cmmittee find that a quantity of 11,7@,795 kgs. of 
Wtassium chlorate issued to match industry through various dealers 
was not brought to account by match units in Madras and Madurai 
Collectorates during the years 1968-73 which if used in makh 
industry was capable of a revenue yield of Rs. 5.53 crores. The 
Ministry of Finance have stated that it was not possible to keep an 
exact track of the disposal of potassium chlorate by the dealers. The 
Committee are distressed to learn that such serious matter had not 
received the attention of the State Government because the Excise 
Department had not intimated to State Government earlier. Only 
on 5-5-1977 the Home Ministry had asked the State Government and 
Union Territories to inspect the books of all dealers and factory 
depots to idem* the dealers who were not maintaining proper 

or who Were not mUing potassium chlorate in accordance 
with the provisions of the Arms Act, 19S, and Anny Rules, 1962. 

1.117. The Committee have been informed that the Government 
of Tamil Nadu has initiated action against the 8 dealers in Madras 
and Mad- Collectorates who sold 11,7,9,795 kgs. of potassium 
chlorate during 1968-78 but where receipt was not acknowledged 
by match factories and against 27 other dealers whose total sales 
indicated a shortage of 11,765 kgs. of potassium cblorate. The Com- 
mittee would like to be apprised of the details of the prosecution 
iaunched and/or penalty imposed against these dealers. . . 

1.118. The Committee apprehend that the non-accountal of such 
hnge quantities is, in all possibility, the outcome of the laxity or 
lapse on the part of the officers authorbed to conduct inspections of 
the accounts of the dealers. The Committee would therefore like to 
b o w  the details of the inspections which were required to be con- 
ducted and those which were a c W y  done by the concerned oficers. 
They would also like the Departmmt to fbc responsibili@ for applo- 
priate action again81 the defaultern unda intimatho to them. 

1.119, Tht Committee find that them n a numnlrmbr of d d e m  
who were found to have been rsspondbb f a  the na-accolut.l of 



tb potaosium chlorate sold by them. The trial in the case of Bharat 
Traders, Madurai is reparted to have been mmpleted and the case 
&IS been reserved for judgment. In respect of Shri M. Alexandar, 
Virudhunagar, the appeal is said to be pending in the High Court, 
Madras. The Committee would like to be apprised of the final o u t  
come in both these oases. 

1.120. A comparison of potassium chlorate consumed vis-a-vis the 
quantity of matches produced by a factory during the period June, 
1968 to January, 1970 when S.R.P. appliec). with the correspond* 
figures of consumption of chlorate and production of matches duriDg 
June, 1967 to May, 1968 when S.R.P. was not introduced had disclosed 
that there was a heavy shortfall in production of matches. The 
Ministry of Finance have stated that as the consumption of potassium 
chlorate varies from factory to factory and in the same factory from 
season to season depending on various factors, like the quality and 
size of the stick, method of dipping of match heads, the efficiency of 
labour, climatic conditions and the availability of raw materials, no 
formula ha.4 been prescribed for the consumption of potassium 
chlorate in the manufacture of matches. The Directorate of Inspec- 
tion, Customs and Excise, however, prescribed a ceiling limit of 5 
to 9 kgs. of potassium chlorate for 100 gross of 50 matches in the year 
1972. The Committee have been informed that the consumption of 
potassium chlorate is about 6 kgs. for production of 100 gross boxes 
of matches packed in 50s in the mechanised sector but it varies widely 
from 6 kgs. to 14 kgs. in the non-mechanised sector. During evidence, 
the Chairman, CBE&C has candidly admitted, "The range itself is 
so wide that it cannot be really a guiding factor." The Chm~i t t ee  
are perturbed to note the wide range prescribed for the consumption 
of potassium chlorate in the manufacture of matches which leaves 
considerable scope for leakage of potassium chlorate for other pur- 
poses. The Committee desire that the Department should, on the 
basis of the experience gained over a number of yews, ev.olve a 
scientiiic ratio for the consumption of the potassium chlorate so as 
to ensure that the actual production of matches corresponds to the 
production worked out on the basis of that formula. 

J.121. The Cumnittee find that the potassium chlorate is distri- 
buted to the consuming units through middlemen who are licensed 
dealers of the material. There are a t  present five manufacturers ot 
this material in the country and the dealers handle on an average 
28.19 per cent of their total production. There have been instances 
where thge ddars were found to have indulged in d p r a c t i c s s  
.strere& they &owed in their accounts certain quantities of p o t a a m  



cb30gate as hewing heem sold te certain d b  whkb 44 mm 
submquenilr f d  tlm latter nevsr reQBjved The -tee S d  
that the ldpholes which exist at preseBt dam to $he -ation of h e  
middlemen can be podhle plugged if the pofasodum ehkrate b 
distributed directly by the producers to the metcft industry. 
would, themfore, desire the Department to consiler the fePsibility 
of the elimination of the dealers in so far as the distribution of potas- 
sium chlorate to match industry is concerned. 

1.122. The Committee find that potassium chhwate upto 5 kgs. 
cm be sold by a dealer t6 anyone who needs it for agricultural pur- 
pses without showing any licence issued by the District Magistrate. 
The gossibilit~ of this quantity procured for agricultural purposes 
for diversion to other uses including that of manufacture of exple- 
&es ptc. cannot be ruled out. The Committee, therefore, reconr- 
mend that the sale of potassium chlorate should not be permitted 
without a valid licence issued by 'the authorised District authority. . 

1.123. The 'Committee learn that potassium chlorate attracts tbe 
provisim of Indian Arms Act, 1959 and the Indian Arms Rules, 
1962. The Diitrict Revenue Officer is the licensing authority for f ie  
dealers and actual consumers of eldorate. Quantitative restrictims 
are imposed an potassium chlmte (i) at  any time and (ii) for the 
mibe year m respect of the maximum dealable quantity. Registem 
nre prescribed to record the day to day distribution of chlorate and 
to indicate the stock fition. The State Government authorities 
viz., Tehsildars, Circle inspectors of Police, District Fire OflBcers and 
E d t h  OBticers are the officers authorised to inspect the stock and 
account of the chlorate held by the dealers and consumers. The 
Committee find that there was laxity of control over the distribn- 
tim J potassium chlorate during the years 1969-71 when some 
dealers entered in their books certain quantities as having been 
sold to match units but actually diverted the same to other uses 
without payment of duty. The Additioal Secretary, Ministry of 
Home ABairs, while admitting this manipulation stated during evi- 
dence that "becaase of this particular chemical being one of the 
compounds which is so extensively used in the industry, certain 
leakages were possible." The Committee h w e  not been rable to 
assess the reasons £or such manipulations especially when the district 
authorities were required to inspect the stock and account of tbe 
ehlorate held by the dealers and eons-. They, thenefore, desire 
the Department to make thorough investiption~ witb a view to as- 
certain the precise reason responsible for such mdpulatfon. A 
probe may also be made to find out if tkm was any taihvs on tlrs 



1.124. The Committee are surprised to note that there is no con- 
trol over the distribution of potassium chlorate under the Industries 
(DeYelopment and Regulation) Act. I t  is 'an explosivd material and 
there should be some legal provision to provide far statutory control 
aver jts distribution to avoid dl possible chances of its diversion 
for wrongful purposes. The Committee desire that the matter mag 
be examined in depth. b 

1.1%. The Committee find that the question, whether the matches 
of the type known as 'Bengal 'Lights' are also to be included in the 
total production of a factory which produced and cleared both safety 
matches as well as Bengal Lights, for the purpose of arriving at  
the prescribed ceiling to levy excise duty, is still under examination 
in consultation with the Ministry of Law. The Committee would 
like the Department to pursue the matter vigorously and apprise 
the Committee of the decision arrived at  in the matter. 

1.126. The Committee note that Wimco bad been procuring the 
supply of matches from the nan-power operated factories in accord- 
ance with their quality control. They had given 'No Objection Certi- 
ficate' to the Small Scale manufacturers b use their brand names 
and on production, the goods were cleared on payment of duty at  
the concesional rate by the actual manufacturers with the brand 
name of Messrs Wimco as approved by the Central Excise Officers. 
The name of the factory which manufactured the matches was 
also inscribed in legible character in the language of the place where- 
in the manufacture took place. Wimco recovered duty @ Rs. 430 
per gross from the consumer whereas h t y  was paid by them @ 
Rs. 3.75 per gross on matches manufactured by the small units. They 
continued this practice upto t973 as thereafter no purchases have 
been made by them from small scale manufacturers for resale. On 
being enquired whether any permission was obtained by '9Yimc0 
for making such purchases, the Chairman, Centrd ~ o a r d  of Egcise 
and Customs had deposed during evidence: W o  permission is re- 
quired. No pennission was asked for or given. Once the duty has 
been paid for tho goods, they can be purchased by any body? The 
Department of Revenue have also stated that ''in view of the advice 
of the Ministry of Law, thero was no law preventing M/s. W i c o  
purchasing the matches produced and cleared by the units in the 
small scale sector a t  the lower concessional rate of duty. The Com- 
mittee are surprised at  the way Wimco was allowed to reap unin- 
tended beneflte by paying lower rate of excise duty to Government 



and charg'hg higher rpts froma the comruner~ %bus defrauding the 
National Edmqtmr of the legitimate dues. It is partittent to note 
in this connection that Wimco also had not kept separate accoant 
of profit, account of matches etc. purchased by them from small scale 
manufacturers. Charged as it is with the responsibility for the col- 
lection of duty, the Central Board of Excise and Customs should have 
visualised this type of situation at the time of issue of th* notiflea- 
tion in June 1967 and should have left no scope for any manipulation 
of the .type as has been resorted to in the instant case. The Commit- 
tee understand that since 1973 the notification permitting the use 
of Wimco label by small scale producers has been rescinded. The 
Committee would like the Department to assess the loss of duty to 
Government due to such manipulations by Wimco prior to 1973. The 
Committee are also not sure whether the practice adopted by Wimco, 
apart from having led to loss of revenue to the Government has had 
any detrimental effect on the growth of Small Scale and Cottage 
Industry in the field of manufacture of matches. The Committee 
would like to have a report on this aspect also. 

1.127 The Committee also learn that the Monopolies and Restric- 
tive Trade Practices Commission is conducting inquiries against 
Wimco on complaints made by Sivakasi Chamber of Match Indus- 
tries in regard to the purchase of products by (them from small J~cale  
units. The Committee would like to be apprised of the findings 0~ 

the Commission in due course. 

1.l.28 While on the one hand Wmco has been exploiting the 
small scale producers, the Committee find that they have not been 
producing to the full capacity themselves as would be evident from 
the following figures: (total capacity 5,000 million boxes capacity 
ntiliied 1973-74-4368 million boxes 1915-3734 million boxes). The 
Ministry of Industry have given some reasons for under-utilisation. 
The Committee, however, do not feel convinced of those explanations. 
It requires to be explained how despite the claim of Wbco  to 
have stopped utilisation of small scale producers for manufacture Of 
their products, their capacity utilisation instead of showing i=rtw@ 
has shown decrease after 1973. 

1.m. Thii b also clear from the comparative statement of produc- 
tion of power operated sector vis-avis non-power operated sector 
(Wimco are the only unit in power operator seetor). The Corn- 
mittee, therefore, like a thorough probe in the matter. 

1.130. The Committte are perturbed to note that a fore@ motha- 
pols concern like Wimco 'has been abla to promote its intererb 



the cost of d scale units by purchasing matches manufactured 
by the latter. The Committee feel that some recMeatory st- 
should be taken by Government to curb such practices in future. 
During evidence, the Chairman, CBE & C had assured the Comrmltt% 
that "probably we will like this matter to be further looked into 
and I would like to bring it to the notice of our Secretary as well as 
Minister." The Committee desire this matter to be ex-bed speedtly 
and the outcome reported to the Committee. 

1.131. The Committee find that the quantities of potassium chlo- 
rate imported during the years 1973-74? 1974-75 and 1975-76 were of 
the order of 40 kilograms, 408 tonnes and 445 tonnes respectively. The 
reasons for the phenomenal increase in the quantity of import from 
40 kilograms in 1973-74 to 408 tonnes in 1974-75 and 445 tonnes in 
1975-76 are not comprehensible to the Committee. They would like 
to be apprised of the reasons therefor. 



AERATED WATERS 
Audit paragraph 

21. Aerated waters commonly known as "soft drinks", were first 
brought under excise from 1st W c h ,  1969 under the tariff item 
1 B. Effected frcm 1st March, 1970, a distinct item 1 D, was created 
in the tariff for "aerated waters, whether or not flavoured or sweet- 
ened and whether or not containing vegetable or fruit juice or fruit 
pulp". The rate of. duty was fixed at  10 per cent ad ualorem. By 
virtue of a notification dated 1st March, 1970, duty under this item 
became leviable only if the aerated waters- 

(i) were sold under a brand name, i.e., a name or a registered 
trade mark under the Trade and Merchandise Marks Act 
1958; and 

(ii) in or in relation to the manufacture of which any procea 
is ordinary carried on with the aid of power. 

2.2. With effect from 17th March, 1972 the tariff rate of duty on 
aerated waters was (enhanced to 20 per cent ad valorem. By issue of 
a notification on 17th March, 1972, the effective rate of duty of 10 
per cent ad valorem was retained in respect of aerated waters other 
than #.those in the manufacture of which blended flavouring concen- 
trates in any form were used. 

2.3. The enhancement of the rate of duty and the conditional 
duty exemptions had the result of encouraging manufacturers in 
one collectorate to avoid duty on aerated waters produced by them. 
Out of 17 units engaged in the manufacture of aerated waters in 
two collectorates paying duty of Rs. 11.90 lakhs in 1970-71 and Rs. 
14.13 lakhs in 1971-72, 13 units owned by two manufacturers sought 
exemption from levy of duty in March-April, 1972 by de-registering 
their brand names. These units, however, continued tc produce 
and sell their products under the same names even after de-registra- 
tion. As a consequence, duty to the extent of Rs. 25.91 lakhs for the 
period from 1st April, 1972 to 31st December, 1973 was avoided. 

2.4. The notification dated 1st March, 1970 was amended on 1st 
March, 1974, dispensing with the criterion of registration of brand 
names for levy of duty. An auxiliary duty of 50 per cent of basic ex- 
cise duty was also levied with effect from 1st March, 1974. Cons* 
quently, the 13 units which out of excise control from March-Ad,  



A972, were brought again under excise. In May, 1974, the Govern- 
ment exempted aerated waters from central excise levg, if- 

(i) in or in relation to the manufacture of which no process 
is ordinarily carried on with the aid of power; 

(ii) in or in relation k, the manufacture uf which any process 
is ordinarily carried on with the aid of power, the total 
equivalent of power so used by or on behalf of a amanu- 
facturer in one or more factories does not exceed 10 Horse 
Power. 

2.5. The two manufacturers, referred to above, re-arranged their 
manufacturing operations as under: - 

2.6. One manufacturer having seven factories spread over two 
collectorates and marketing his aerated waters under a common brand 
name was paying duty in respect of one factory only, where power 
equivalent to 130 HP was used, and took away the remaining six 
units from excise control by disconnecting power used therein for 
manufacture. 

2.7. The other manufacturer having ten factories spread over two 
collectorates and marketing his aerated waters under the same brand 
name paid excise duty for aerated waters manufactured and cleared 
from one factory only, although the aggregate power used by him 
in all his ten factories exeeded 10 H.P. 

2.8. In terms of the notification of May 1974, the sum total of 
power used by these manufacturers in all their units being in ex- 
cess of 10 IIP for each manufacturer, the aerated waters manu- 
factured in all their units should have been charged to duty. Omis- 
sion to do so resulted in escapement of duty amounting to Rs. 8.62 
lakhs on products manufactured in units which went out of excise 
control. 

2.9. The paragraph was sent to the Ministry of Finance in October, 
1975 and their reply is awaited (February, 1976). 

[Paragraph 42 of the Report of the Comptroller & Auditor General 
of India for the year 1974-75-Union Govt. (Civil) Val. I, Indirect 
'Taxes--Union Excise Duties]. 

2.10. Two leading manufacturers of aerated waters in Madras 
and Madurai Collectorates, namely M/s Kali Aerated Water Works 
Ltd., Virudhunagar and M/s Vincent & Co. (P.) Ltd., Trichy and 
having 17 units under them were marketing their produce un- 
der the brand names 'Kali Mark' and Yincents' respectively. 
'These units had paid a duty of Rs. 11.70 lakhs in 1970-71 and Rs. 



14.33 lakhs in 1971-72. However, MIS. Kali Aerated Waters got 
their trade name de-registered on 25th March, 1972 and M/s. Vincent 
& Co. on 22nd April, 1972. Resultantly thirteen out of 17 units refer- 
red to abwe went out of excise control from MarchJApril, 1972. 
Even though de-registered, these manufactumrs continued to pro- 
duce and sell their products under the same name thus resulting in 
the escapement of duty amounting to Rs. 25.91 lakhs, during the 
period from 1st April 1972 to 31st December, 1973. 

2.11. When from 1st March, 1974, the Government dispensed with 
the criterion of registration of trade names, etc. 13 units of the two 
manufacturers which had gone out of the excise net in March-April, 
1972 were brought under excise not again from the same date. 
However, with the issue of notification No. 82/74 dated 1st May, 
1974, the position was reversed again. As stated already the notifi- 
cation provided exemption from duty for aerated waters in relation 
to the manufacture of which the total power employed by a manu- 
facturer in one or more factories did not exceeded 10 H.P. After the 
issue of this notification dated 1st May, 1974, the two manufacturers 
re-arranged their manufacturing operafion as below: 

(ii) M/s Kali Aerated Waters having seven factories spread 
over two collectorates and marketing their aerated waters 
under a common brand name were paying excise d u e  
in respect of one factory only out of seven where the 
total horse power used by the manufacturers exceeded 
130 H. P. Thus, as the total horse power used by the 
manufacturers exceeded 130 H.P., they were liable to pay 
duty in respect of the clearances effected in the other six 
units also where no power was used at all. In respect of 
these six units. an amount of Rs. 5,63,808 (approx.) of duty 
for the period from May, 1974 to March 1975 was recover- 
able from the manufacturers. 

(ii) The other manufacturers MIS. Vincent & Co. having ten 
factories spread over 2 collectorates and marketing their 
aerated waters under the same brand name paid excise 
duty for aerated waters manufactured and cleared from 
one factory alone although the aggregate power used by 
them in all their 10 factories exceeded 10 H.P. The a p  
proximate duty thus not recwered in respect of the other 
units of the manufacturers amounted to Rs. 2,97840 for 
the period from May, 1974 to March, 1975. 

2.12, The omissions to charge duty from all these units using 
power in excess of 10 H.P. for manufacture of aerated waters had 
thus resulted in the escapement of duty amounting to Rs. 8.62 
rcrkhs (approx.) during the period May, 1974 to March, 1975. 



2.13. The Committee wanted to know the total number of units 
of aerated water in the organised sector and their total production. 
The Joint Secreary, Department of Industrial Development, has 
replied during evidence: 

"There are 34 units'engaged in the manufacture of soft drinks 
in the organised sector as on date. 21 are those of 
the Coca-Cola, that is Indian bottlers enfranchised by the 
Coca-Cola Export Corporation and Production for the 
three years are: 1975--730 million bottles; 1974--631 
million bottles and 1973-987 million bottles." 

2.14. Subsequently the Department of Revenue and Banking 
have furnished in a written note on the names of the units which 
are borne on thc books of D.G.T.D. and their brand names which 
are reproduced in Appendix IV. 

2.15. The Committee wanted to know the total number of units 
which produced aerated waters as on 1-3-1970 and the number 
amongst them which had brand names. The Department of Revenue 
& Banking have furnished, in a written note a statement containing 
these details which is reproduced in Appendix V. 

2.16. The Committee noted that duty on aerated w a t 3 s  was made 
effectived w.e.f. 1-3-1970 subject, inter alia, to the condition that the 
aerated waters were sold under a brand name. The Carnmittee want- 
ed to know when the process of de-registration of the brand name had 
started. The Officer on Special Duty, Department of Revenue and 
Banking has stated during evidence: 

"Upto 1972, to our knowledge nobody de-registered. On 25 
March 1972, one manufacturer-Kali Aerated Water Com- 
pany-de-registered and in April 1972, another maufac- 
turer-M,s. Vincent & Company Private Ltd.-also dere- 
gistered. This was reported to us by the Collector on 
18th, May, 1972." 

2.17. The Committee desired to know about the total number of 
manufacturers who de-registered their brand-names after they were 
brought under excise w.e.f. 1-3-1970 and the number of units which 
went out of the purview of the excise le\y by de-registration. The 
Department of Revenue & Banking have, in a written note, stated 
as under: 

"In addition to the two manufacturers referred to in the Audit 
para, 14 manufacturers had got these brand names de- 
registered after they were brought under excise control 



on or after 15-70. Of them 12 units went out of exdm 
wnkol." 

2.18. In regard to the reasons advanced by the manufacturers in 
support of their request for de-registration, the Department of Re- 
venue & Banking have intimated in a written note: 

"In respect of the 4 manufacturers who got their brand names 
de-registered after they were brought under excise con- 
trol on or after 1-3-1970, it has been reported by the con- 
cerned Collectors, except for the Collector of Central Ex- 
cise, Poona, that none of the licenses intimated the reasons 
for de-registration of their brand names either immediate- 
ly before availing the benefit of the concessional rates 
or after actual de-registration. 

The Collector of Central Excise, Poona, has reported that the 
relevant files of the concerned offices for the year 1970 
dealing with the matter of de-registration etc. are not 
'available and, therefore, it is not possible to indicate the 
reasons attributed by the party for de-registration either 
immediately before availing themselves of the benefit 
of the concessional rate or after actual de-registration." 

2.19. When enquired about the action taken by the Government 
on receipt of information about the de-registration of M/s Kali Aerated 
Water Company and Vincent and Company (Private) Limited, the 
Of3cer on Special Dut,y, Department of Revenue and Banking has 
replied:- 

"In this case, when the Collector of Central Excise, Madurai, 
reported about the de-registration of these two companies, 

I 

the matter was reported to the Director of Inspection to 
study whether this is a widespread disease. The Direc- 
tor, after enquiries, reported that in his view there was no 
need to amend the notification of 1st March, 1970. In fact, 
from this point a review was made and it was decided that 
the time was not ripe for a change." 

2.20. Giving the reasons for the decision, the Chairman, Central 
Board of Excise and Customs, has stated:- 

"RqyoFts were called for from all the Collectors of Central 
Excise.. . . .All the Collectors except of Allahabad, Kan- 
pur.. . . .reported no manufacturer of aerated water has 
got the brand name de-registered.. . . to escape PaYmp' ' 

of duty.. . . The Collector of Madras reported two manu- 
facturers, Kali and Vincent. . . . " 



Then comes the opeWive portion: 
"From the above it will be seen that there is no marked t e ~ -  

dency to de-register brand names.. . . in our view, there- 
fore, there doea not appear to be any need to amend Noti- 
fication No. 18/70 dated 1-3-72." 

2.21. When asked whether the above report was agfeed to by the 
Ministry, the Chairman, Central Board of Excise and Customs, has 
replied in the affirmative. 

2.22. The Committee wanted to know when was the position r e  
viewed. The Chairman, Central Board of Excise and Customs, has 
replied :- 

"After about 8 months, it was felt that we should have a fur- 
ther review of the psition." 

2.23. Asked if the decision taken earlier was not ill-advised, the 
witness has stated:- 

"You will notice that the Director's report was that there was 
no racket. He said that there was no 'marked tendency'. 
I would agree with you that if it is noticed that this is 
becoming a land slide, certainly we will have to take 
action." 

2.24. Asked if without a registered brand name, the manufacturer 
could continue to market his goods with that name on a large scale, 
the Chairman, Central Board of Excise and Customs, has replied:- 

"The rationale is that after de-registering the brand name, any- 
body can use the same brand and name. So, if you are not 
registered, then somebody else can make use of that. . . . 
A producer takes a calculated risk in de-registering his 
brand name. And producer worth his name who values 
his brand name will not de-register it. I sqy it with full 
authority that Coca-Cola will not de-register its brand 
name even if you pay them a crore of rupees. If Vincent 
and Vimto, for instance. were popular and thev had re- 
gistered their brand names. it prevented persons from pro- 
ducing the same thine and puttinq the labels with the 
same names. But immediately the brand is de-reqistered. 
anybody can go and call their products as Vincent and 
Vimto and Vincent cannot go and file any suit. aqainst any 
person because i t  has been de-registerred. Therefore, in the 
opinion of the Government, no reputed manufsctul-er will 

3164 LS-5. 



bregister  his brand-mame because the latter has a lot of 
goodwill." 

225. The Committee asked as to &ow the Cornpanleg were allowed 
to evade duty to the tune of lakhs of rupees by de-registration. The 
Chairman, Central Board of Excise and Customs, has stated:- 

"This will not be evasion but this will be avoidance." 
2.26. Asked if it was not the responsibility of the Department to 

plug loopholes for the avoidance of duty, the witness has stated:- 
"It is my duty to advise the Minister to plug avoidance also. 

But the avoidance cannot be punished. Avoidance can be 
plugged for future by amending the law." 

2.27. The Committee asked if the Department did not anticipate 
that on de-registration the manufacturer8 d d  make large amount 
of money by avoiding payment of excise duty. The Chairman, Cen- 
tral Board of Excise and Customs, has replied:- 

"Government has to take a calculated risk to reduce its ad- 
ministrative responsibilities. A person who de-registers 
runs the risk of a competitor coming into the field, using 
the same brand and putting it out as his product, in which 
case it will not be possible for the fomer to take any 
legal action; but if it is registered, he can take legal action. 
That is why we felt that this was a good-enough protec- 
tion. And you will appreciate that it is so. That i t  was 
an a i v e  check, is proved by the fact that till 197273 
when the rate of duty was raised to 20 per c e n t a n  a 10 per 
cent rate no single person de-registered because everybody 
felt it was not worth it; but when we raised i t  to 20 per 
cent some marginal manufacturers felt that it was w a t h  
it and took the risk. For the government, the alternatives 
were that either i t  had to spread its net very wide and 
waste a lot of money and effort to collect money from 
very small manufacturers. Otherwise we had to take a 
view and determine thi~gs,  end see that only registered 
brand-names would have to pay the duty." 

2.28. The Convnfttee desired to know- whether it was not the 
duty of the Department kt keep a watch on the avoidance of duty 
consequent on certain exemptions in duty which could lead to mal- 
practices. The Chairman, Central Board of Excise and Customs, has 
replied during evidence:- 

"In so far as avoidance of tax is concefned, I wonder whether 
it came to your notice that even durfng the last meeting 



, I of the Custom and Excise Ad*? Conunittee, I requcst- 
ed the trade and industry ta bring to our notice instance6 
of avoidance, apart from evasion, because there is unfair 
competition between honest tax-payers and those who ax% 
avoiding it. It is not that I do not have my own sources. 
I do get information and wherever necessafy, corrective 
action is taken. The only thing on which I crave your 
indulgence is, in so far as  avoidance is concerned, merely 
because I am losing some lakhs of rupees, apparently 
does not mean that I must go and make a change in the 
system, because it is inherent in any system of giving 
facility, giving encouragement to small producers." 

2.29. Asked if the action taken by the Government -in March, 
1974 to amend the notification issued eanlier was justified, the witness 
has replied:- 

"In 1974 Government, I think inadvisedly, said 'it does not 
matter, even if it is not registered'. Within a couple of 
months the Government had to retreat. I t  was such an 
ill-advised step that the Government had to take back the 
notification and introduce another criterion, which is also 
getting avoidance. In any system of excise taxation, if 
you want to keep your administrative costs within certain 
limits and if you want that the small producer should not 
be harassed, you will have to lay down a criterion for 
judging the small producer, marginal producer and things 
like that. There will be people who will go round it 
legally. This is like what happens in the case of income- 
tax day in and day out." 

2.30. At the instance of the Committee the Department of Revenue 
and Banking have furnished in a written note the following figures 
of the revenue collected from aerated waters during the period 19'72- 
73 to l97BT7: - 

(R8. Crara) 
* ..---..- - - 

Year Basic duty Aux. duty Total 
-_̂ -I-- - - -  - 

. . . .  W72-73 . 6-35 Nil 6-35 

. . . . .  1973-74 - 5' 49 a-r) 5'78 



2.91. Giving the reamxu for the declining trend in rwenue red- 
~ation of basic duty after 1972-73 and the action taken to avert this 
tFend, the Department of Revenue and Banking have stated:- 

"It will be seen from above that revenue from basic duty 
showed a decline in the year 1973-74 as compared with the 
year 1972-73. Thereafter there has been a slight inorease 
each year in the basic duty collected on this item. If 
auxiliary duty is taken into account, it is found that the 
realisation has been on the upward from 1973-74 onwards. 

Apart from adjustments in the rate of duty, in order to see 
that units did not avoid duty by de-mgisteaing brand 
names and continuing to use them, Notification No. 18/70, 
dated 13-70 was amended by Notification No. 20/74 dated 
1-3-74 which barred exemption where a mark, brand name 
etc. was used, whether registered or not. 

In order that excemption might not be available to a manu- 
facturer having several factories and using a small quan- 
tum of power in each. Notification No. 82/74 dated 1-574 
was issued in supersession of Notification No. 18/70.. dated 
13-70, barring the exemption where the total equivalent 
of power used in such factories came to 10 H.P. or more." 

2.32. The Committee wanted to know the purpose for which 
exemptions were granted from payment of duty on 12 May, 1974. 
The Chairman, Central Board of Excise and Customs, has replied 
during evidence: 

r 4  Sometimes the government gives exemption on account of 
administrative reasons or on account of reasons to give 
encouragement to cottaqe and small scale sector." 

2.33. The Department of Revenue and Banking were asked to 
indicate the objective for the issue of exemption notification dated 
1-5-74 and whether the same was aEhieved. In a written note, the 
fkpartment have stated as under: 

"It is mnfimed that the objective of the exemption dnted 
1-5-1974 was to give relief of dutv to the small units tvhich 
were brought under excise levy a ~ e  to the revised criterion 
in the Budget of 1974 and at the same time to ensure that 
the orqanised sectors would be in the dutiable category. 
Unf0rtunat4~ it  would be seen &om the figures supplied 
that the production of aerated waters in unorganised !mtor 
had declined in 1974-75 (195000 thousand bottles) v i s 4 t h  
1973-74 (258257 thousand bottles) ." 



234. The Ministry have explained the reason fnr non-fulfilment 
of qbjectives as follows: - 

"Fmm the statistics available with the Department and 
indicated in the enclosed Appendix VI, it may be observed 
that the effect of the exemption appears to have been nuUi- 
fled by other factors. This was a period which witnessed 
a great spurt in prices. The all-coqmodities index of 
whole-sale price rose from 188.4 in 1971-72 to 201.1 in 1972 
73, 254.2 in 1973-74 and 313.8 in 1974-75. This all-round 
rise in the prices might have had a deleterious &ect on 
the consumption and consequently on the production of 
aerated waters in the organised and unorganised sectors. 
The prices of two important ingredients, namely, carbon- 
dioxide and sugar also showed a sharp rise as may be seen 
from the following table: 

"Base 1961-62-100 

Sugar Carbon-dioxide --- ------------ 
1971-72 . . . 170' 5 226.2 

2.35. I b e  Committee wanted to know the precautions which wene 
taken by the Department at the time of the imposition of duty bo 
ensure that there was no avoidance or evasion. The Chairman, 
Central Board of Excise and Customs, has 'replied during evidence:- 

"All possible aspects are taken into consideration whenever an 
exemption criterion is laid down. We are almost if I may 
say, so certain that some marginal units will try k go 
below or beyond the level or go beyond that particular 
notification in order to avoid the payment of duties. This 
is inherent in any system of exemption on small units. 
Supposing p u  go and say.that up to 5 workers you will 
exempt, then those unib which are employing 6 or 7 
workers would say that they would reduce the number to 
5 workers in order to get the exemption. Again when you 
lay down the criterion of registered brand marks, people 
will start deregistering the brand marks and would say 
that they had de-registered. So, a certain amount of deli- 
berate avoidance of taxes would always Ex! there in such 
c a s a "  



2.36. The Committee wanted b know the reasons which led to 
the change in 1974 of the notification issued earlier The Chairman, 
Central Board of Excise and Customs, has replied during evidence: - 

'What had happened was that the earlier exemption was 
granted on the basis that a person who does not have a 
registered mark will be exempted up to 1972, there was 
haFdly any attempt to de-register the trade marks. But, 
later 0% gradually, as time passed, we found, in April, 1973, 
that there was a marked tendency to de-register the trade 
marks. There was a report fmm the Collector of Central 
Excise, Bombay, intimating that this was happening. At 
the time of the Budst ,  the Finance Minister changed the 
basis of the exemption from registered mark to any brand 
or name which indicates a connection btween the manu- 
facturer and the product. When tFih happened, every 
manufacturer of aerated waters came under ex& levy, 
however, small he was because, under the Prevention of 
Food Adulteration Act, every manufacturer of aerated 
waters had to indicate on the bottle as to who is the manu- 
facturer. This was clearly an unanticipated thing. I t  was 
not intended to bring within the purview of the excise net 
small manufacturers. There was a lot of agitation about 
this from the small manufacturers. The Members of Par- 
liament also raised this question on the floor of the House. 
Therefore, Annlly, when this matter was considered some- 
time in Mag a t  the time of passing the Budget, it was' 
decided by the Finance Minister that the criterion for 
exemption may be changed 6rom registered trade mark to 
units which use up to 10 H.P. collectively in all the fac- 
tories. If a p e m  has more than one factory, it will be 
totalled up. As long as the person used up t0 *~1O H.P. in 
the production of aerated waters, he will be exempt." 

2.37. The Committee drew attention to the following instances 
tefenred to in the Audit ParpgrapE- 

"One manufacturer having 7 factories spread over two collecto- 
rates and marketing hfs aerated waters under a common 
brand name was paying duty in respect of one factory only 
where pow- equivalent to 130 H.P. waa wed 'and took 
away the remaining six units from excise control by dis- 
connecting power used therein for manufacture. 

The ather manufacturer having 10 factories sprsad over two 
collectorotea and mukcting hir aerated water under the 



same brand name paid excise duty for aerated waben 
manufactured and oompleted from one factory only 
although an agregate power used by him in all his 10 
factories exceeded 10 H.P." 

2.38. They wanted to know how the manufacturers took their 15 
factories out of the excise control. The Chairman. Central Board of 
Excise and customs, has replied: - 

"What has happened in these two cases is that these two 
particular manufacturers disconnected power from &her 
units and since those units became non-power operated 
units, they came within the exemption. . . So far as the non- 
power operated factory is concerned, all along that was 
exempted and even under ~e new notification which was 
issued on 1st May, 1974. All that was sought to be dona 
was to club together the power used in the case of powef- 
operated factories. The exemption which was available 
earlier to non-power operated factories continued as 
such." 

2.39. The Committee w a n M  to know whether in respect of any 
particular manufacturer which had a number of ugjts spread over 
different collectorateu, the total consumption Tn different collecto- 
r a t s  or the consumption in one unit in one co1lectorat.e was taken 
into account for the purpose of calculation of total horse power. The 
Chairman, Central Board of Excise and Customs, has replied:- 

"From the notification, it is clear that it wiU be the totality of 
HP used throughout the country by or on behalf of a 
particular manufacturer. But this is confined only to the 
power operated factories and where a factory is non-po- 
operated, irrespective of who owns it, it goes into the 
separate exempted category." 

2.40. The Committee wanted to know why the power used for 
pumping water to overhead tanks was not counted against the tafat 
power supply available to an aerated water manufacturing fastal- 
lation. The Chairman, Central Board of Excise and Custom, has 
replied: - 

"You have to look at the Notification. It saps: 
'Provided that in or in relation to the manfacture of such 

aerated waters, no process is ordinarily carded on with 
the aid of powder! 

What hahi been reported is that powez wos used in t h e  m ~ @  
for filling the overhead tanks with water. h big b d d i n ~ ~  



and hotels, you wil l  find a pump being used to push the 
water up to the overhead tank. That was what was done. 
From the ovmhead tank, water came with the force of 
gravity for cleaning and other purposes." 

2.41. The Committee drew attention to the speech of the Finance 
Minister in Parliament made on 30-4-74 wherein he had stated that- 

"In the light of the various representations received and 
studies ma* I propose to give suitable relief to the small 
units by exempting aerated waters produced with the aid 
of power where the extent of power used by or on behalf of 
a manufacturer in one or more factories does not exceed 
10 H.P., in replacement of the existing exemption." 

and wanted tQ know how could the big manufacturers like Vincent 
came under the concept of small units because of their total produc- 
tioa The Chairman, Central Board of Excise and Customs, has 
replied: - 

"In these matters, when we get some doubt, we go to the 
Ministry of law and consult them. . . I would like to clearly 
one point. It has been further reported that this particular 
water which came from the overhead tank was not the 
water which went into the bottle; this water was used 
only for cleaning and other purposes." 

2.42 The Committee wanted to know the names of all the manu- 
facturers who evaded duty, on the plea of running non-power operated 
factories but were using power for pumping water to the overhead 
tanks which they claimed was meant for cleaning of the bottles only 
and the action taken in the matter. 

2.43. The Department of Revenue and Banking have in a written 
note furnished details of .the cases where duty was evaded indicating 
inter-alia the names of the manufacturers, the amount of duty 
involved and the latest position of the action taken, which are repro- 
duced as Appendix VII. 

2.44. The Committee wanted to know the d w  operandi in 
regard to the evasion of taxes. The Chairman, Central Board of 
Excise and Customs, has _replied during evidence: - 

"In so far as the modus operandi of wasion is concerned, this 
is, by and large, the same in respect of all c~TU'~~aditi€?fJ. 
mey will clear the goods without shodng the same in 
their records as  having been produced. EYther h y  might 
nu~ept i t iousl~  clear them without any documents, or thrp 



might come and use the gate p u s  twice or evem thrice. 
Then, there is the other method. Jf the duty is on crd 
wd~r rem basis they might under value the goods. The 
are the usual types of modus cqmandi used by the people. 

Our checks are that we have preventive parties to see that 
these things do not happen. They have to ensure whether 
the goods are covered by proper documents etc." 

2.45. When asked whether the Departmental OfBcers were helping 
the manufacturers in the evasion of duty, the Chairman, Central 
Board of Excise and Customs has replied:- 

"We have compulsorily retired a large number of persons, even 
apart from exemplary punishments awarded otherwise." 

2.46. The Committee wanted to know the names, designations and 
the details of the punishment awarded to the persors against whom 
charges were proved for indulgence in malpractices in respect of 
"Aerated Waters". The Department of Revenue and Banking have 
stated in a written note that:- 

"Information on the above aspect was called for from all the 
Collectors. No such case has been reported by any 
Collector." 

2.47. The Committee find that by virtue of a notification dated 
1-3-1970 duty under Item iD i.e., "aerated waters whether or not 
flavoured or sweetened and whether or not containing vegetable or 
fmit juice or fntit pulp" became leviable only if the aerated waters 
(i) were sold under a brand name i.e., a name or a registered trade 
mark under the Trade and Merchandise Marks Act 1958 and (3) in 
or in  relation to the manufacture of which any process is ordinarly 
carried on with the aid uf power. With effect from 17 March, 1972 
tbe tariff rate of duty on aerated waters was enhanced. a u m t  
upon such enhancement, taking advantage of the conditiorral amp- 
tion gmnted to un-registered aerated water% the mrrnufhhuars in 
one Collectorate avoided paying duty completely. In dher Cd- 
lectarrrb out of 17 Units engaged in the manufacture of aerated 
waters paying duty dE Rs. 11.90 lalrks in &W0-71 and Bs. 14-13 lakhs 
in 1971-72, 1s units sought exemption from payment of duty in 
-April, 1972 by de-registering their brand names, althowgh 
there units continued to produce and sell their products under the 
m e  name even after dcregistration resulting in a ~OSS of mvmut 
to tbs extent of Rs. 22.91 lakhs during: the prkd April, 1972 to Da 
camber, 1912. 



3*1& The Gmmittee are rulpaired to learn that althowgh upon 
ths Collector of Central ErcLPe Madurai infomahag that 2 companies 
m bls juriodiction had deregistered, the Dirsctorate of inspection 
wus asked b study whethsr this was a widespread disease, he re- 
parted that it was not so and the Board of Central Excise and Cus- 
toms also qgrsed with his report. This decision of tb Board had, 
howtver, again to be revised by them after 8 m t h s  leading finally 
to completely dispensing with the criterion of repistratien of brand 
names for levy of duty, in March 1974. The Committee are not con- 
vinced with the arguments given by the Chairman of the Central 
Board'of Ercise that they had completely dona away with the crite- 
rion of registration because in their opinion no registered manufac- 

b 
turer cow& have ditregistsred his brand name because he had a 
lot af goodwill The Committee feel that if the avoidance of duty 
pointed out by the Audit in the case of 2 Collectorates alone is any 
indication, the total avoidance of duty in a11 the collectorates taken 
together must be considerable. In fact, the Secretary, Ministry of 
F'inance, had himself conceded that "in U74 Government, I think, 
unadvisedly, said 'it does not matter, even if it is not registered'. 
Within a couple of months the Government had te retreat. It waa 
sncb an ill-advised step that the Government had to take beck 
the notdimtion and introduce another criteria". 

2.49. The Committee have been informed that besides Mls. Kali 
Aerated Waters Works Ltd., Virudhunagar and Vincent & Co. (P) 
Ltd, 'Trichy, 14 other manufacturers of aerated waters got their 
brand names de-registered after they were brought under excise 
control on or after 1.3.1970. It is distressing to note that none of tbese 
manufacturer lktbsees advanced any reasons for the de-registration 
of tbeir brand names immediately before availing the benefit of con- 
cessiollal rates or after actual de-registration. If such reasons were 
given, it would have perhaps enabled the ]Department to ascertain 

genuineness and ensure that tbe manufacturers were restrained 
trrom ma&mI.tioms ta avoid or evade the duty realisable from them. 
The Committee, therefore, desire that the Department should arm 
itself witb the powers, if it does not have already, to make it obliga- 
tory tar tbe m t t u e r  licensees b give cogent and precbe rea- 
sans in sappart of their request 1Eor ds-regktraaion. 

2.58. Tbe Committee iind that the Gowrnmsnt issued another 
notificlrk om 1-5-1974 to grant exanption b aerated mbnr h 
central erdss levy if- 

(1) in or in re la th  to tho rmurufacture of which ma procerr 
b ordOnuily carried on with the aid of power; 



(fi) in or in relation to the manudacture of which any grocess 
zL ordinarily carried on with the aid of power, theb total 
equivalent af power so used by or on behalf of a manu- 
facturer in one or more factories do not exceed 10 House 
Power. 

2.51. The objective of this notification was to afford relief to the 
small scale units which were brought under excise levy due to re- 
vised critemion introduced by notification dated 1-3-74 diepensing 
with the criterion of brand name for levy of duty in vogue earlier. 
The Committee, however, find that the production of aerated water 
in the unmganised sector instead of increasing had declined from 
258257000 bottles in t973-74 to 195000000 bottles in the year 1974-75. 

2.52. The Committee note that after the issue of notification 
dated 1-5-74, two leading manufacturers of aerated waters in Madras 
and Madurai Collectorates rearranged their manufacturing opera- 
tions in a most clevar manner so as to avoid payment of duty. MIS. 
Kali Aerated Waters had seven factories spread over two Cdlecto- 
rates and marketed their aerated waters under a common brand name 
but paid excise duty in respect of one factory only out of seven. The 
other manufaoturer, Vinsent & Co. (P) Ltd, had bn factories 
spread over two Collectorate and marketed their aerated water under 
the same brand names but paid excise duty for acrated waters manu- 
factured and cleared from one factory. Explaining the background, 
the Chairman, Central Board of Excise and Customs, stated during 
evidence, "What has happened in these two cases is that these two 
particular manufacturers disconnected power from other units and 
since those units became non-power operated units, they came with- 
in the exemption. . . . .." 

2.53. The Committee have been informed that the approximate 
amount of duty avoided by the former manufacturer was Rs. 5,63,88% 
and that by the latter Rs. 2,97,840 for the periods h m  m y ,  1974 to 
March, 1975. The Committee are distressed to note that in his case 
adequate steps had not been taken to ensure that the ill-conceived 
benefit was not reaped by unscruplous manufecturers. The Com- 
mittee feel that as an agency entrusted with the dlection of excise 
duty, the Central Board of Excise and Customs sbodd have exer- 
c i d  greater vigilance and taken corrective steps in time to ensure 
that such undue advantage did not become available by manipula- 
tions. 

Z.tU. The Committee bave also not been able to understrnd the 
logic behind tho firrtioa of the ceiling of 10 H. P. in rsrpect of power 



used by or on behalf of a manufacturer in or more factories, 
producing aerated waters. They would like to know the detailed 
rsaawms wbielr led the Department to restriet tbe c~amunption of 
horse power at that stage. 

2.55. The Chmittee are astonished to note that the power used 
far pumping water to overhead tanks is not counted agaiast the total 
power supply available to an aerated manufacturing instalhation. 
This water is qposed to be meant for cleaning and other similar 
purpesee. The Committee would like to know the precautions which 
have been bpkm by the Department to ensure that the power used 
fo r  fUbg up the overhead tanks by those manufacturers of aerated 
water who have &isconnected power supply in order to claim exemp- 
t h  b m  excise levy, is not diverted surreptitiously in any process 
for the manufacture of aerated waters. 

2.56. Tbe Conunittee find that the revenue realised frem basic 
dPty on aerated waters in the year 1972-73 was Rs. 435 crores. It 
dedined to Rs. 5.49 mores in the year t973-74, Rs. $53 erores in the 
year L974-75 and Rs. 5.92 crores in the year 1975-76. With the consis- 
tent inemme ia the standard of l i v i~g  of the people and constant 
increase in the off-take of consumer's goods, the Committee are led 
to Believe that the eonsumption of aerated watets should have also 
inaaesed &om time ta t h e .  This should have resultud in consequent 
increase in the total revenue redisations on aerabd waters which 
has, on tbe colsbary, sbown persistent decline. The Committee can- 
not ~~ the reasens for the declining trend in the revenue 
realised on aerated waters and suspect that it could be due to large 
scale emion  or avoidance of duty. The Chairman, CBEC had as- 
sured the Committee that all possible pmautions w e n  taken at the 
time of any exemption Wig granted to ensure that there was no 
avoidance or e m b n  but he had atso conceded that "Certain axnomi 
of deliberate avoidance of taxes wouid always be tbere in such 
cases". Tbe Committee would like to impress that the checks exer- 
cised by the Department should be strengthened to ensure that the 
actual production of each unit is not varied by the manufacturer for 
the avoidance d tbe duty due. 

2.57. The Committee find from the information furnished by thc 
Department tbat a n u m b  of m u h c t n r e r s  have evaded duty on 
aerated water to the tune of l a b  of napem on one pc#nd a thc 
other. For example, M]s. M.mata Drinks and Indoubisr, Ud., 
Bbubaneshwar evaded duty of k. 1,72,812 by claiming inadmisdble 
exemptiom MIS BL.L Diamond Beverages, Calcutta evaded dhy  of 



Rs. 3,72,891 by removing goab mder fake gate passer; MIS. Kanpur 
Bottling Co, and Jai Hind Bottling Co. of Kanpur evaded duty of 
Rs 35,21J418 and Rs. 5,10,954 respectively by selling goods at lower 
prices and MIS. Agra Reverages Co. (9) Ltd. evaded duty of 
Bs. 17,85,814 by inflating the transport charges. They understand that 
demands have been raised against these manufacturers and the duty 
amovlnts are at v a h u s  stages of realisation. The Committee desire 
that concerted efforts may be made to expedite the realisations and 
would like to be apprised of the state of recoveries in due course. 



UNDER-ASSESSMENT OF TEA-ALL VARIETIES 
Audit Paragraph 

3.1. Tea classified under tariff item 3, is assessable to duty at 
specific rates. By a notification issued in May, 19110, tea-growing 
areas in India have been divided into five mnes for the purpoise of 
levy of duty on loose tea and different rates of duty ranging from 
25 paise to Rs. 1.50 per Kg. were Axed for the tea grown in 
different zones. These rates were revised from 1st March, 1976, in- 
ter dia increasing the lowest rate applicable to zone I from 25 paise 
to 40 paise per Kg. 

3.2. Between 1972 and 1974, 100 tea factories spread over four 
ranges in a collectorate filed several batches of writ petitions in a 
High Court challenging the validity of the notification issed in May 
1970 and the levy of duty on zonal basis, as discriminatory and 
illegal. Pending decision on the writ petitions, interim 
orders of the High Court were obtained by the petitioners between 
September, 1972 to October, 1974 for payment of duty at different 
rates ranging from 15 paise to 55 paise per Kg., which were lower 
than that applicable under the notification. The following inegu- 
larities were noticed on audit:- 

(a) Subsequent to the filing of the writ petitions in High 
C m t ,  two factories did not pay any duty on the cleara- 
nces of tea, all varieties, except package tea and instant 
tea, during the period f r m  May to October, 1972. On the 
High Court fixing the rate of duty payable by them as 15 
paise per Kg. on 28th September, 1972, they started pay- 
ing duty from November, 1972 only. Duty due on the 
clearances made between may and October, 1972 at 15 
paise per Kg. amounting to Rs. 1,38,662 was not demanded 
by the department. 

(b) After the increase in the lowest rate from 1st March, 
W 5 ,  the factories continued to pay duty at the rates ori- 
ginally fixed by the court. The department, however, 
did not move the High Court for enhancing the d u e  
rates fixed in the context of changes. Consequently 72 
factories are paying duty at rates lower than the lowest 
rate of 40 paise pet Kg. applicable to Zone I from 1st 
March, 1975. The differential duty due in respect of these 
factories for the period from 1st March, 1875 to 31st May, 
1975 amounted to Rs. 8,38,278. 



3.3. The paragraph was sent to the Ministry of Finance in 
October 1875; reply is awaited (February 1976). 

[Paragraph 43 of the Report of the Comptroller & Auditor 
General of India for the year 1974-75, Union Government (Civil), 

Vol. I, Indirect Taxes (Union Eyise  Duties)] 
( i )  Facts of the case 

3.4. The Zorial Classification is authorised by Rule 96F introduced 
by Notification No. 100 dated 28 September, 1958 in the Central Ex- 
cise Rules, which is reproduced below: - 

"9W. Fixation of areas for purpose of Excise Duty: Having 
regard to the weighed average sale price in the internal 
and export auctions of tea in India, the Central Govern- 
ment may by notification in the official Gazette from time 
to time group areas into Zones for the purpose of assess- 
ment of tea produced in such areas ." 

3.5. The f is t  such Zonal grouping was done by a notification 
dated 28th September, 1958. By another notification issued on 17 
January 1959 certain amendments were made resulting in re- 
adjustments. Notification on 31st December, 1960 superseded earlier 
notifications and all tea producing areas were divided into four zones. 
By notificatian of 24-4-1M2 in all five zones were created. By a 
notification dated 28th October 1967 a further redistribution of areas 
under various zones was made. 

3.6 Notification of 1st May 1970 superseded the earlier ones by 
which a consolidated re-description of different zones was given. 
Other notifications issued from time to time merely dealt with effec- 
tive rates of duty payable by the various zones. 

3.7. The rates of duties applicable to different zones from 
24-419t32 are tabulated below: 

From Fmm Fmm 
14-4-62 I &I 1-63 26-5-67 ------------------- 

Zone I . . . 15 PTea 15 P 25 P 
I 0  P 

(Cmn Tea) 
Z a n e I f .  , . a g P  2 5 P  40P 
Zone111. . . J O P  S O P  S O P '  
Zone IV . . . 95 P 35 P 55 P 
Z o n e V .  . . 4 5 P  4 s P  6 5 P  

S O P  h P  60 P 
150 P I @  P 125 P 
roo P I 1 0  P 1 1 0  P 
115 P 130 P 130 P 

It would be reen that the rater ofduty were in &wonding ord-r fmm Zone I to Zone V 
ti1 1 1970 when the ma for Zone III were put at the highest. By the Budg -t of 1 . Zone 
I11 now ban duty d It.. I -13 per Kg. while Zona IV and V bn~ RI 1 .  lo and%. 1 . p 
par Kg. mrpecrively." 



3.8. The Committee understand from Audit that between 1972 and 
1974, a number of tea factories in Madras Central Excise Colhchrate 
filed in Madras High Court several batches of writ petitions chjleng- 
ing the validity of the notification issued in May, 70 and the levy of 
duty on Zonal basis as discriminatory and illegal. Pending disposal 
of these writ petitions, interim orders were obtained by the factories 
for payment of duty at certain stipulated rates. 

3.9. The rate fixed by High Court in their orders of &3-73 was 
less than the minimum rate of 25 P. per Kg. applicable to Zone 
I in respect of five factories and in other cases lower than the effec- 
tive rates vide statement below: 

Name of factory Range Zone Rate of duty Rate of duty as per 
fixed by notification 
Court 

I .  Sholayar Tea factory Valparai I1 r5 Paise 50 Paise prr Kg. 
MOR 

2. Halayar Tea factory - 
9 ,  IT we 11 9 1  17 

3. New House Tea Gudalur 1 , 25 Paise per Kg. 
Foetorv 

MOR 

4. Glrn Vans Tea ., I , , ,, ,, ,* 
Factory. 

5.  atan Tea Factory . Coonoor IV 20 Paiac Re. I '- per Kg. 

6. PuGde Tea Factory Manioor IV 35Paiw Rr. 1'- per Kg. 
MOR 

7. CaoMIorTer Coonoor IV 35 Paise IZe. r 1- per Kg. 
Estata MOR 

g. Tatappallam Tea 9, 

Factory 

3.10. Further certain anomalies also arose as a result of the court 
orders, namely two factories (Sholayar Tea Factory and Kallayar 
Tea Factory) after filing writ petition did not pay duty from May, 
1972. When the court fixed the rate of duty at 15 P per Kg. on 28th 
September 1972, the two factories started paying this duty from 1st 
November, 1972. Duty for the period Mag, 1972 to October. 1972 was 
pending realisation till October 1975. Audit has estimated that the 
duty payable if the rate of 15 paise per Kg. fixed by the Court was 
adopted would have been Rs, 82,452.60 in respect of Sholayar factory 
and Rs. 56,209.65 in  respect of Kallayar Tea Factory (Total 



Rs. 1,38,66225):. However if the minimum rate of 25 paise per Kg. 
warp adopted the duty payable would work out to Rs. 1,37,421/- and 
Rs . 92,662.75 respectively. 

(ii) Rationale of Z m l  cbsificatiun. 
ew 

3.11. Expkining the historical background about the levy of ex- 
cise duty on tea, the Chairman, Tea Board, has stated during 
evidence: 

"Tea came for the first time under Excise in 1944. From 
1944 to 1957 we had uniform rate of excise duty. We 
faced competition in world market for different types 
of tea largely common tea. In 1958, considering previous 
export and future prospects this zonal system was thought 
of. This is the historical background.'" 

3.12. In regard to the rationale for the introduction of the system 
of zonal classification, the Department of Revenue and Banking, 
have stated, in a written note, as under: 

"While formulating its policy for providing the relief to 
Indian teas, specially common teas with the object that 
producers of common teas should sell their merchandise 
at  remunerative prices, without a t  the same time jeopardiz- 
ing the interests of the producers of tea in predominantly 
quality areas the Central Government carefu!lv examined 
the various schemes submitted by the Tea Board and the 
several Trade Associations and came to the conclusion 
that the different tea producing areas, each having pecu- 
liar charactristics of its own might be grouped into 
different zones, and while grouping areas into zones. the 
weighted average sale price in internal and export auc- 
tions of tea held in Tndia should be taken into considera- 
tion. The Central Government further considered that 
necessary relief could be granted by adopting a taxation 
policy envisaging alteration of duties of Customs and Ex- 
cise on tea and at the same time introducing differential 
rates of excise duty on tea produced in the various tea 
plantation areas of Tndia. Such relief would not adver- 
sely affect. the interest of the producers of tea in predo- 
minantly qualitv areas. It was felt that such a policy 
would i m ~ r o v e  the competitive position of Indian tea 
specially common teas. in the foreign markets and wo~lld 
thereby improve the foreign earnings of the country. 

3164 LS-6. 



In adopting a workable and administratively feasible method 
grouping the various tea producing areas into different 
zones, the Central Government took due cognizance of the 
fact that the tea producing areas in India were known 
to the trade to have been divided into certain plantation 
districts, depending roughly on the homogenous conditions 
which in their t u n  denoted soil, altitude, rainfall and such 
like conditions which are conductive to and/or deter- 
mining factors of production in an agrobased industry. 
In selecting the areas for the purpose of ascertaining 
the weighted average sale price with a view to grouping 
areas into zones, the Central Government took into consi- 
deration the tabulation of the plantation districts in terms 
of well demarcated AdminisrativeIRevenue units as pre- 
pared by the Tea Board. The policy adopted by the 
Central Government in the selection of areas for the pur- 
pose aforesaid. was to express various plantation districts 
within the framework of the AdministrativelRevenue 
units and to go down to units smaller than Administrative1 
Revenue units and in cases where it was considered 
necessary to do so in view of the peculiar characteristics 
of the smaller Administrative/Revenue units and for just 
and equitable reasons. Thus the zonal classification 
was introduced on the basis of recommendation of the 
Ministry of Foreign Trade and Tea Board to give relief 
to tea industry." 

3.13. The basis on which the tea factories were divided into 
zones for the purpose of levy of excise duty and the consideration 
cn which the rates of duty for the tea produced in each zone were 
fixed have been explained by the Department of Revenue and Bank- 
ing as under: 

"The grouping of the tea growing areas into zones for the 
purpose of levy is done on the advice of the Ministry of 
Commerce who do so in consultation with the Tea Board. 
Broadly speaking. such classification is done having re- 
gard to the weighted average sale price in the internal 
and export auctions of tea in India in accordance with the 
provisions of rule 96F of the Central Excise Rules, 1944. 
In the matter of fixation of effective rates of duty due 
consideration is given to the following aspects, namely, 
the competitive position of the common teas in the inter- 
nal and external market, the need for encouragement of 



exports as  also the regulation of internal consumption in 
the case of better quality teas. 

3.14. The Committee wanted to know the best method to assess 
the value of tea on most equitable basis. The Chairman, Central 
Board of Excise and Customs, has stated during evidence: 

"The assessment of a commodity like tea presents insuperable 
difficulties if one were to think that the assessment should 
be very very equitble. The most equitable method of 
assessment, one could possibly say, is as written in the 
text books as ad zmlorem system. But here we have 
hundreds of factories and they are producing various 
qualities of tea which only a tea taster can say what 
exactly is the quality and what price i t  should fetch. 
It would be impossible for the Department to accurately 
determine the value of what is coming out of a factory." 

3.15. Asked if the zones were divided on the basis of quality 
cf tea for the purpose of determination of the rates of duty, the 
witness has stated: 

"It woull be good if we classify tea according to the price. 
Assessment on that aspect alone would be rather difficult 
and the next best is this. We take the geographical 
position of the tea gardens. There are certain in- 
herent advantages and disadvantages. Darjeeling tea has 
certain special characteristics, certain aroma about it. 
Same with tea of Upper Assam. Same with Nilgiris tea. 
Darjeeling produces costliest tea. But because of the 
height, the production per hectare is much lower." 

3.16. On being enquired whether there could be uniform pattern 
of tea within each zone. the Secretary, Ministry of Finance, has 
replied: 

"There has to be some sort of compromise and by and lare 
you have to be fair and equitable to the extent possible 
in the face of severe limitations and constraints. Any 
taxation that we adopt has to fit in and be compatible 
with existing operating conditions prevailing there. Tea 
is one of the commodities where large number of varieties 
and differences exist. You have CTC tea: you have or- 
thodex tea and tea of different ,grades." 



3.17. The Committee further desired to know that when it is so 
diflFicult to categorise tea correctly, how the zonal division is made. 
To this, the Secretary, Ministry of Finance has stated: 3 

"This is something which has been done in consultation with 
the Commerce Ministry. They are directly concerned 
with tea. One aspect is the price that is obtained for 
difPerent grades of tea. Then the other aspect is the per 
acre yield of tea gardens. Third one is the cost of produc- 
tion and the price of inputs going into it." 

3.18. The Committee have been informed that both common and 
good quality of tea are grown in all regions. Normally the rate 
of excise levy on common tea is lower while it is higher in case of 
good quality tea. The Committee wanted to know how the zonal 
system was considered to be better when both the varieties of com- 
mon and un-common tea were produced in the same zone. The 
Chairman, Tea Board, has stated during evidence: 

"Although administratively Darjeeling is one, for the purpose 
of paying excise duty we have divided it into two zones. 
They are Zone-I and Zone-111. I t  may be that common 
tea is produced wihin the same administrative district but 
it would be treated as a different zone. For instance, 
Siliguri sub-division and Kalimpong sub-division and one 
or two Estates of Kurseong sub-division have 
been put under I Zone; the hill areas of Darjeeling sub- 
division are placed in Zone 111. The point made is taken 
care of even where the common tea is produced that must 
have a separate rate though they may be within the same 
administrative zone. . . . In Zone III where Darjeeling has 
been placed, every tea garden there has necessarily to 
pay the same rate of excise duty while in southern 
Kurseong sub-division, i f  the tea garden happens to be 
in Kalimpong and Terai, then they pay the lower rate of 
duty." 

3.19. Explaining the position about the price fetched, the witness 
has stated: 

"On an tlverage, Darjeeling tea gets a better price than Assam 
tea." 

3.20. The Committee wanted to know the criteria for the cate- 
gorisation of quality tea when the tastes of the people in different 



parts of the country differed widely. The Chairmn, Tea Board, has 
replied: 

"I may tell you that this is a baffIing problem. Therefore we 
take the quality as reflected in the price. We take that 
as our basis. We are taking the best out of the bad 
situation." 

3.21. The Cowi t t ee  wanted to know whether the zonal classi- 
fication undergoes a charge if the experience of the Department so 
warrants. The Chairman, Tea Board, has repiled, "Yes, Sir." 

322. The Committee wanted to know if the Government had 
come across any cases where fortuitous benefits had accrued to 
fadories as a result of the zonal classifikation and rates of duty d e  
pending on the zone. The Department of Revenue and Banking 
have in a written note stated as under: 

"In Madras Colloectorate, the factories situated in Zone-I pay 
duty at 40 paise per Kg. visa& the rate of; Rs. 1.10 per 
Kg. payable by factories in Zone IV. There is no marked 
difference in the prices of the tea manufactured in Zone- 
I and Zone-IV. Further, some factories in Zone-IV 
started bringing green leaf from Zone-I and clearing the 
tea made out of such green leaf at  the rate of duty of 410 
paise per Kg. applicable to Zone-I. Even though there 
is no marked difference between the prices of tea manu- 
factured in Zone4 and in Zone IV, the incidence of duty on 
tea manufactured in Zone IV is more by 70 paise per Kg. 

The Collectorate of Central Excise, Shillang has also reported 
that zonal classification and rates of duty depending on 
zones have afforded some benefit to the factories falling 
in Zone I1 as compared to the factories in Zone-V. 
Factories in Zone-I1 derive the benefit of duty relief by 
70 paise per Kg. as compared to the duty paid by the 
factories in Zone-V though in some cases there is not 
much difference in the price of tea grown in Zone-I1 and 
in Zone-V gardens. 

This cannot perhaps exactly be dalled a fortuitous benefit 
since the duty was paid at the rates fixed for each zone 
under the notification. Therefore the extent of the bene- 
At does not arise. 

No action can be taken as the zonal system ofr assessment on 
tea is provided in the Central Excise Tariff and has been 
held valid by the Calcutta High Court." 



(iv) Realisation of amears 
3.23. Asked when the fact about the payment of duty at  lower 

tcan tne lowest rate of 40 paise per Kg. came to the notice of the 
Government, the Department of Hevenue and Banking have stated 
In a written note: 

"The first writ petition No. 913/72 was filed by MIS. Shollayar 
and Kallayar Tea Estates in Madras High Court. The 
High Court passed an ex parte order on 28-472 staying 
the implementation of the provisions of the notification 
No. 90170 dated 1-5-70. This interim stay order had the 
effect directing the Government not to collect any duty 
on the tea manufactured and cleared by the said manu- 
facturers pending the final orders on the writ petition. The 
Deputy Legal Adviser, Madras was addressed on 8-572 
to enter appearance on behalf of the department and take 
sufficient time for filing the counter-affidavit with a copy 
to the Central Government standing counsel. The Minis- 
stry were also informed about the interim stay granted 
by the Madras High Court and the proposed action k i n g  
taken in filing the direction petition to get the stay order 
reversed. The direction petition was filed in the High Court 
by the Central Government Standing Counsel on 16-6-72 
and the Court finally passed orders on 29-472 amending 
their original stay and directed the writ petitioners to pay 
duty at 15 paise per Kg. Thus, the Department had the 
knowledge that the High Court had directed the payment 
of duty at a rate lesser than the rate of 40 paise per Kg. 
in their various stay orders." 

3.24. Explaining the action taken by the Government for the 
realisation of duty at lower rate with retrospective effect, the De- 
partment of Revenue and Banking have stated in a written note: 

"On receipt of the Court's order dated 29-9-72 on the direction 
petition filed by the department demands amounting to 
Rs. 1,38,662'- were issued on the Shollayar and Kallayar 
Tea Estates. However, when the Department tried 
to enforce these demands the petitioners objeced and 
came up with the plea that the court's order dated 29-9-72 
were only prospective and should therefore take effect 
only from 29-9-72. The Central Government Standing 
Counsel was consulted in the matter by the staff of the 
Legal Section of Madras Collectorate and he appears to 
have advised that the demands could not be enfomed 
without obtaining a claritlcatory order from the High 



Court itself. The Deputy Legal Adviser, Law Ministry, 
was therefore, addressed by Collector of Madras in his 
office letter No. F. No. VIIIJ17136)72LG dated 16-3-73 
and letter of even number dated 18-10-73 to instruct the 
CGSC to approach the Court for getting clarification from 
the High Court further collection of duty from these two 
factories a t  least a t  15 p. kg. for the period from 1-5-72 
to 31-10-72. The Deputy Legal Adviser then instructed 
the CGSC in his letters dated 27-3-73 and 24-10-73 to take 
immediate action in the matter. However, the CGSC 
did not move the court for this purpose as he seems to 
have orally advised that the vacation bench comprising 
Justices Ramamurthy and Raghavan who had passed the 
original stay order dated 28-4-72 was no more sitting 
or constituted again and the interim order passed by one 
bench of judges could not be modified and interim by 
another bench and the whole matter could be taken up 
with the High Court only after a counter-affidavit was 
filed in the Court." 

3.25. The Committee have noted from the audit paragraph that 
the lowest rate of duty applicable to zone I was increased from 25 
paise to 40 paise per Kg. with effect from 1 March 1975 but 72 tea 
factories were allowed to pay duty with effect from 1 March 1975 
at the rates originally k e d  by the Court. The Committee wanted 
to know the reasons therefor. The Member (Excise) has replied 
during evidence: 

"With regard to the question of enhancement of the rate fixed 
by the High Court in the first instance we asked the 
Central Government standing councel for his advice. He 
said unless we file a counter-affidavit the High Court is 
not likely to entertain the request." 

3.26. Questioned as to why the Government took such a long 
time in filing the counter-affidavit, the Member (Excise) has 
stated: 

"The counter-affidavit has since been filed. I t  was necessary 
for the Collector at  Madras to consult the Collector at 
Calcutta and also the Chairman, Tea Board." 

3.27. Explaining the position further, the Department of Revenue 
and Brtnking have stated in a written note as under: 

"A batch of 91 writ petitions was filed by the Tea Estates 
in the High Court of Madras and the stakes involved were 



very high. As the filing of writ petitions in the Madras 
High Court was a sequel to the s i m i k  writ petitions filed 
earlier in the Calcutta High Court, the counter-affidavit 
had to be prepared with great care in consultation with 
the various agencies referred to earlier as directed by 
the Ministry." 

3.28. The Committee wanted to know the Anal outcome of the 
case in the court of law and the position about the recovery of the 
arrears, the Member (Excise) has replied during evidence: 

"On August 2, 1976, the Madras High Court passed a judge- 
ment allowing us to recover full duty according to the 
tariff in future eases and allowing us to recover the 
arrears in instalments." 

3.29. When enquired whether the callection of duty was continued 
a t  the rate of 15 paise instead of 413 paise raised with effect from 1 
March 1975, the Member (Excise) has replied: 

"Since August, 1976 we are collecting full rate. With regard 
to the earlier period we are collecting the arrears." 

3.30. In regard to the realisation of the differential duty in the 
cases mentioned in the Audit Para the Deptt. of Revenue and Bank- 
ing have intimated in a written note the position as on 23-3-77, as 
under: - 

Total amount of .4mount realised Balance anlount yet to be 
aman due realiscd 

3.31. During the course of their tour to the Eastern Zone in 
October 1977, the Study Group I1 of the P.A.C. were informed by 
the Collector of West Bengal that the Zonal classification of Tea 
gardens was also challenged in the Court of Law at  Calcutta by 
the owners of the tea estates of West Bengal Collectorate. They 
filed petitions under Article 226 of the Constitution challenging the 
validity of the zonal classification and the vires of Rules 96F of the 
Central Excise Rules, 1944 and various notification issued since 1858 
classifying different producing areas into different zones. After 
prolonged hearing the case was chided by the Calcutta mh Court 
in 1974 in favour of tbe Governmmt. 



3.32. After the decision, instructions were issued to the concerned 
formations for initiating step for realisation of arrears of Central 
Excise duty in accordance with law. Some of the owners of the 
tea estates approached the Collector andlor Central Board of Ex 
cise & Customs for the extra legal facility of paying the admitted 
arrear dues in instalments. In consideration of their submissions 
the Collector andlor Central Board of Excise and Customs allowed 
them to pay the arrears of Central Excise duty in certain instal- 
ments. Not content with the term of instalments and still desiring to 
have easier term £or payment of arrear of Central Excise duty andjor 
to delay the realisation thereof, some of the owners of the tea estates 
in West Bengal Collectorate filed second series of writ petitions 
under Article 226 of the Constitution before the Hon'ble High Court 
challenging inter alia the department's competence to enforce the 
machinery provisions of law for securing the realisation of excise 
duty and the vires of sedion 11 of the Central Excise & Salt Act, 1944, 
Some of the owners of the tea estates under West Bengal 
Collectorate without applying for the faciLity of instalmat payment 
straightway filed such writ petitions before the Calcutta High Court. 

3.33. The petitioners in the second series of writ petitions were 
successful in obtaining ex-parte rules as also ad interim orders of 
injunction restraining the department not to enfore the machinery 
provisions of law for realisation of arrears of Central Excise duty 
and at the same time allowing the peitioners to pay the arrears of 
Central Excise duty in liberal terms extending to years. Appkca- 
tions for variation of the ad interim orders of injunction granted 
ex-parte had been filed by the Department in majority of the cases 
and some such variation applications had already been decided by 
the Hon'ble High Court vacating ad interim orders of injunction or 
enforcing stricter terms for payment of arrears of Central Excise 
duty. Every effort was being made for early dlsposal of the rules 
and vacation of the ad interim orders of injunction issued by the 
Hon'ble Court restraining the department not to enforce machinery 
pmvisiom of law for securing realisation of arrear Central Excise 
duty. 

3.34. The Study Group were further told that in the decided 
case pertaining to the Ant series of writ petitions by the owners 
of various tea estates in West Bengal Collectorate, which include 
the second wries of writ petitions, a sum of Re. 5,63,89,l90.19 paise 
accumulated as arrears. Against the said gum realisation upto 
August, 1977, ' amounted to Rs. 3,98,31,805.15 paise. There was 
therefere, a balance of Rs. 1,6S,67,285.04 towardo Central Excise 



duty in arrears. Against the undecided cases in the first series of 
writ petitions there was an accumulation of Rs. 50,98,374.21 paise 
as arrears. 

3.35. The Committee wanted to know whether the Government 
had moved the Calcutta High Court to demand securities to safe- 
guard revenues when the writ was pending. The Department of 
Kevenue and Banking have in a written note stated as under:- 

"It has been ascertained from the Collector of Central Excise, 
West Bengal that the ad-interim injunctions were issued 
ex-parte in almost all these cases in  the series of writ 
petitions challenging the validity of zonal classifications 
issued thereunder since 1958. Those cases were &en- 
ded in consultation with the Branch Secretariat of the 
Ministry of Law and Justice at Calcutta and it took about 
a year to find out the line of defence. During the pen- 
dency of the writs and a t  the argument stage, the counsel 
for the Department tried to move the Court for securities 

and in a number of cases, the High Court was pleased to 
order the deposit of securities by the petitioners with the 
Registrar Original side/Appellate side." 

(1V) Concessions to Weaker and Cooperative Factories 

3.36. The Committee wanted to know the details of the tariff conces- 
sions given to weaker .and cooperative tea .factories etc. .The Member 
(Excise) has replied during evidence: 

"Those factories whose selling price was less than Rs. 5 were allow- 
ed a concession upto only 70  p. duty. That was in 1970. This 
has by law been continued from time to time. It is now avail- 
able upto 31 March 1970. Now it has been raised to 80 p. 
and the selling price would be Rs. 6.60. The relevant notifica- 
tion says: 

'The Central Government hereby exempts tea falling under sub- 
item 1 of this item cleared from the factory during the period 
commencing from 1st July 1975 and ending with 31 March 
1977 from so much of duty of excise leviable thereon as in 
excess of 80 p, p'er kg. subject to thc condition that the 
manufacturer claiming such exemption furnishes proof to 
the satisfaction of the Assistant Collector, Central Excise, 
having jurisdiction in the public auctions held at Amritsar, 
Calcutta, Cochin, Gauhati, Coonoor and London during the 
period commencing from 1 April, 1972 and ending with 31 
March 1975, a quantity of loose tea (being loose tea manu- 



factured in the factory) which is not less than 50 per cent of 
the quantity of loose tea manuf~ctured in the factory. . . .. 

du~ing the said period of three years has been sold and that 
an average price of less than Rs. 6.60 per kg. had been 
realised for all loose tea." 

In the case of bought leaf factories, there is a further concession that 
this Rs. 6.60 need not be in respect of only of sales in the tea 
auctions but also in respect of any sales." 

3.37. Explaining the objects for providing concessions in excise duty to 
lea factories, the Department of Revenue and Banking have stated in a 
written note, as under: 

"The object of providing concession in excise duty to tea factories 
was the need for curbing internal consumption of quality teas, 
the need for protecting the interest of producers of common tea 
located in Zones 1 and 11, the need for protecting the interest 
of tea estates classified as weak or sick tea estates in the pre- 
dominantly quality areas zones 111. 1V and V and the need for 
raising resources to meet the social and economic commitments 
of the Central Government." 

3.38. In regard to the justification for the continuance of the conces- 
sion, the Department of Revcnue and Banking have stated in a written not? 
that: 

"The concession to weaker tea gardens had been reviewed year after 
year and continued upto 31-3-1977 as the weaker gardens were 
found to be in a disadvantageous position. The concession has, 
however, been discontinued with effect from 1-4-1977 as the 
realisation of price on tca for the weaker gardens had shown 
an upward trend." 

3.39. Explaining the procedure for the administration of this concessio~l 
specially in the matter of verification of eligibility prices etc., the Depan- 
ment of Revenue and Banking have in a written note stated as under: 

"Regarding the admissibility of concession, the factories have to fulfil 
certain conditions stipulated in the Central Excise notification 
No. 161175 dated 1-7-75 as amended. The licensees are re- 
quired to furnish the total quantity of loose tea produced in 
their factory during the period from 1-4-72 to 31-3-75 and also 
the quantity sold during the above period in the specified public 
auction centres as well as in the private sale so that it can be 
verified by the Central Excise Department whether the condi- 
tions of havinp sold not less than 50 per cent. of the quantity 



of loose tea produced in the factory during the said period of 
three years and having realised an average price of less than 
Rs. 6.60 per kg. have been satisfied. The sale particulars are 
verified by the Superintendents with the invoices and sale notes 
issued by the auctioners and he arrives at the total price realised 
for the quantities sold in the auctions. Ln the case oi bought 
leaf factories to become eligible for the concmiom tk factory 
should have prcbased not less than 2 p r d  of its green leaf from 
the outside sellers during the financial year 1963-64 and also in 
the financial year preceding that in which duty is levied. I h e  
average price fetched for the tea soId in all markets by a factory 
during the period from 1-4-72 to 3 l-3-Ig75 is less than Rs. 6.60 
per kg. After a thorough check and verification of details ot 
sales, invoice etc. and based on the certificates issued by the tea 
auctiooers in respsct of tea sold in auction throug;h them, the 
average price of tea sold is calculated. While calculating the 
average price, basic excise duty, and sales taxes are deducted. 
If the price crirerion is satisfied, then only the concession is 
granted by the Assistant Collector concerned." 

3.40. When enquired if the Government came across any case of evasion 
of duty as a result of these concessions, the Department of Revenue and 
Banlcing have in a written note intimated as foilows:- 

"The Collectors of Central Excise, Kanpur, West Bcngal, Madnrai, 
Bangalore, Chandigarh, Shillong, Madras and Cochin who have 
practically most of the loose tea factories of the country in their 
jurisdiction were addressed to find out cases of evasion of duty 
as a result of these concessions. It is reported by all these Col- 
lectors that no such evasion had come to their notice." 

(V) Concessions to tea gardens placed in specially disadvantageous position 
3.41. When the Study Group 11 of the Public Accounts Committee 

visited DarjeeIing in October 1977, it was represented to them by the 
Darjeeling Branch of the Indian Tea Associa!ion that on account of h 
yield of quality tea in high altitude in Darjeeling Hill district the cost of 
production was comparatively very high and consequently tax burden was 
high. In this connection the Committee observed from the following note 
submitted by the West Bengal Excise Colltctorate that representations 
were also in the past made by them to Government and the  Centrd  
Government felt inched to consider the cases of hjee l ing  Tea: 

"Th trade associatiom and the tea estates of Darjeeling Hill District 
w n  wt satided with the Zanal groapifig donc h 1958 inas- 
much as the said tea estates of the said hill district were placed 



in Zone411 along with the three administrative distdcts of 
Assam in North Eastern India, namely, districts of Darrang, 
Lakshimpur and Sibsagar and the District of Nilgiri (excluding 
Gudalur Taluka) in the State of Madras in Southern India. 
Sometime in October, 1958, Indian Tea Association, requested 
the Central Government to lessen the added burden of Excise 
duty on Darjceling Tea. Individual representations also reveal- 
ed that 40 per cent of the gardens of Darjeeling were running 
at a loss. The Bengal National Chamber of Commercz and 
Industry represented to the Central Government to the effect 
that the quantum of relief then prevailing was much too inade- 
quate. It was, however, stated by the said Chamhcr of Com- 
merce that the Division of the tea-growing areas into zones with 
different scales of duties for each zone appeared to be sound 
in principles, subject to any change that might have to be made 
in the actual delimitation of a particular zone. In this context, 
the Central Government was inclined to consider the case for 
Darjeeling teas. The Darjeeling teas had a popular reputation 
for good quality and exceptionally high prices." 

3.42. The following further observations in the note submitted by the 
Excise Collectorate, West Bengal, would indicate that in consideration of the 
representation of the Darjeeling Hill District, Government had given some 
relief to Darjeeling teas by further realigning the zone411 in 1962: 

"Prior to 1962 Zone IIIA covered the areas under the district of 
Darjeeling (comprising the Sadar Sub-Division and the Kurseong 
Sub-Division excluding the areas in J. L. Nos. 31 and 22 of 
Kurseong Police Station of Kurseonp Sub-Division) and tbe 
district of Nilgiris excluding Kudalur Taluka in Madras State. 
In 1962 there was a suggection from the Tca Bcard for reduc- 
tion in the rate of excise duty payable on ten produced in 
Darjeeling area in consideration of thr low yield and hieh cost of 
production there. Though these factors *\,ere kept in view while 
delimiting the zones. it was felt that there was some force in 
bre contention of the Tee Board. While k i n g  the new rates it 
was accordingly decided to give an additional relief to Darjeeline 
Teas. Relying upon the aforesaid suggestion and taking into 
ccnsideration the weighted averaee sale pricc of teas prcduccd 
in those areas as well as other factors governing the economic 
condition of the tea industrll. includinr! the factors of yield per 
hectare and cost of production in Nilgkis 2nd in Darjecling. the 
areas under Zone 111-A were by R notification. namely No. 
23/62 dated April 24, 1962 split into two different zones viz. 
Zone 111 and Zone IV attracting different rates of duty." 



3.43. The Darjeeling Branch of th: Indian Tca Association had also 
made the following representations to the Study Group:- 

(i) Reduction to NIL of the excise duty on tea in the Darjeeling 
district until the average yield rises to 1000 kg. per hectare; 

(ii)  Increase the replanting and replacement subsidy to reflect the 
loss of crop during a longer gestation period and the higher 
cost of Rs. 40,000 per hectare in this district. The subsidy 
element may be computed at 50 per cent of the value of crop 
loss plus 113 the cost of replanting. 

(hi) Provide a cash subsidy for rejuvenation prunins nt 50 per cent 
of the cost. 

(iv) Provide a cash subsidy for infilling at 50 per cent of the cost. 
(v) Carry out a survey of available land suitable foc tc:, cultivation 

in the district and assist extension by providing loans of 
Rs. 20,000 per hectare at the current Hoard rates of interest. 

(vi) Suspend the West Bengal Calcutta Entry Tax on Darjeeling tea 
until the yield levels reach 1000 kg. 

3.44. The Committee find that the Government by issaa of notification 
No. 38/70 dated 1-3-70 raised the excise duty on tea produced in Zones 11, 
111. IV and V from 40 paise to 50 paise, 50 paise to Rs. 1.50 paise, 55 paise 
to Rs. 1 . 0  and 65 paise to Rs. 1.15 paise respectively. There was no In- 
crease in the rate of excise duty in respect of tea produced in a n e  I. Certain 
tea factoriec in the Madras CoUectorate filed writ petitions in the Hiph 
Coart challenging the validity of the notification and the levv of duty on zonal 
basis, as discriminatory and illegal. Pendinr deckion on the writ petitions, 
iaterim ordews fo the IT@ Court were obtained by the petitioners between 
September 1972 to October 1974 for payment of duty d dieerent  rate^ 
ranging from 15 paise to 55 paise per kg. which were lower than that appli- 
cable under the notification. After protracted litigation the Madras High 
Coart passed a judgment on 2nd August 1976 allowing the Departmeat to 
recover full duty according to the tarM in future cesea and to recover the 
arrears in instalme&. Accordhq to the position RS on 23-3-77 intimated 
by the Depsrtment of Revenue and Rankine, arrears of Rs. 3,74.07,@63.23 
bad accr~molattd on account of differential dutv. Of this amonnt 
Rs. 78,44.126.67 paise have been realiqed and s balance of 
Rs 2,95.62,942.56 is vet to be realised from the various tea fndoriec. Thr! 
Commitlee find that the amonnt dne is still sr~bstantial. Thev desire thqt 
etlorQ shouJd be intenqified to expedite the recoverv of tho balance amount. 

3.45. The Committee also nndmfand that iirnflar writ petitions were 
filed in the Cakutta High Court. On d~cided caseq of wrlt petitions p wlm 
of Rs. 5.63,89,190.19 had accnmnlated as m e a n  towards Central i?xc~st 



duty out of wbkb Ra. 3,98,21,805.15 paise have been renlised upto Aagost 
1977 leaving a balance of Rs. 1,65,67,385.04 paise. A sum of 
Rs. 50,98,374.21 paise has also accumulated 9s arrears against the undecided 
cases. Tbe Committee would like the Department to make concerted efforts 
and take all p ~ s i b l e  steps for tbe recovery of the u~ealised amount and 
also for getting the pending cases expedited in the Court of Law, From the 
facts brought to the notice the Committee are not fully convinced that the 
case was pursued in Madras High Court with the swiftness it deserved parti- 
cularly when luge revenues were involved. 

3.46. The Committee find that Rule 96F of the Central Cxcise Rules 
authorises the Government to group areas into zones for the purposes of 
assessment of tea produced in such areas. The grouping of areas into zones 
for the purposes of levy is done on the advice of the Ministry of Commerce 
who do so in consultation with the tea industry and having regard to the 
wefghted average sale price in the inte~nal and export auctions of tea in 
India. The competitive position of the common teas in the internal and 
external market, the need for encouragement of export5 and also tbe regu- 
lation of intern1 consumption in the case of better quality teas are the main 
guiding factors which are taken into consideration in the matter of fixation ol 
effective rates of duty. The lea gardens were clasJfied in dierent zones 
first in 1958 and thereafter sabsequentlv in  1959, 1960, 1962, 1967 and 
the latest in 1970. All other notifications merelv dealt with effective rates 
of duty payable by the various zones. During evidence the Cbdnnan. 
CBE&C had informed the Committee that the Zonal Classifica'ion under- 
goes a change as and when it iF so camidered necessary in the S i  of the 
experience gained by the Department. The Committee feel that in view of 
the various anomalies appearing in the ?anal Classification and the com- 
plaints about difficulties in adminisferine the a n a l  Classification strictly, 
Government should review the clwsification made in 1970 

3.47. Tbe Commitfee are unhappy to note that cerfain tea factories are 
reaping unintended benefits as a resdt of the existing Zonal Classification. 
For exnmple, according to Government's own replv there was no marked 
difference in the prices of tea manr~factured in 7 ~ n -  1 and Zone W (Zone 1 
nav duty at 40 paise per kg, vis-a-vis the rate of Rs. 1.10 p r  ka. papahle 
hy factories in Zone 1V) in Madras Colkctorafe. %me factories in 7 ~ n e  N 
hmucht meen leaf from Zone 1 and got the tea cleared made nut of such 
ereen leaf at tbe rate of 40 paise applicable to Zone 1. Likewise in Shillone 
Collectorate somc factories in Zone 11 derived unwarranted benefits com- 
pared to the factories in 7 ~ n c  V. There iq nof much of difference in the 
price of tea grown in 7 ~ n e  11 sod in Znno V vanlenc; and the factories in 
7nne I1 derive the henefit of duty relief hv 70 ~ a i s e  per kc. RF compared fa 
thc d ~ ~ t v  paid hv the factories in 7 ~ n e  V. The Committee nre ~rnahle to 



r n d e r s r u n d * ( b s ~ b m f 8 u e d ~ p r c r c l l t t h s ~ o t ~ b p . -  
fnteaded beneQg mow mped by tm frtorks I. dlw Madm rrd S M b w  
Collectomks. 'Ilcy rccormed &mt the Deplrbmemt &odd move awitt)y 
i a t M s ~ ~ d e r l r e w i b L S c ~ w j e i a  t L e ~ Z o P s i  
~ a t l o n , ( i B t b n t i r r h r g c d , ~ r n b d ~ 4 0 w n o t r ( l ~ 1 1 1 1 *  
Tbc Committa would .ba like to b o w  tbe m & k q  av.ihMe with tbe 
Gorernwnttowatcb t b e E u n ~ o f  tbeZaadClassiacPtioaof hpr-. 
d m  and whether the same i s  fool-prod to plug rrll possible loopaoh. They 
would dso like to know the pe- md ieteRdr w J m  sMistiss a d  
reports about the functioning of such system have been collected by the 
Deparlment during the last 2 years. 

3.48. Tbe Committee find from tbc representation me& by tbe Dpr)eeling 
Branch of the Indian Tea As%htion to their Sbdy Group duriq the 
come of ibeir m t  viJt to the Eastern Zase aQt on account of 
low yield of quality tea in idgb altitude in w e l i n g  HUI District, 
tbe cast d proddon of tea at that place was comparatively bigki with the 
d f m t  hlgber burden of excise dsty. In fact, on the same ground the 
Associatiaa bad sought some specid concession from tbc Government as 
early as in October 1958 to lessem the added burden of exck duty on tea. 
Tbc Cfiverameat mbseqoentlv did ghe so& relief to Dsrjeelii tea in the 
form of feJIipment of Zonk 111. Tle Committee, bowever, observe thot 
the -tag Bmocb of tbe I n d h  Tea Associatiom are not satIsfled by the 
existi- classificatioa of zorreg and dcsire some more cowresdons inter alia 
redaction of exdse do* on tea procslccd in tbe Darjeelhg District lo NIL 
aata tk average yidd rise to 1000 kg. per hectare. Tbe Committee would 
Kbe the Government to examine tbe matter PloagwStb similarly disadvmb- 
gemdy .sitmated @ems 1. otLer a m $  so w to see wbetkr furtber conces- 
s i a n  can Be *a to tk DarjeeIiqt Hill District, provided that the tea p- 
doced in these gardens ia sold i. Indira auction centres and aot exported out 
of tbe country on consignment basis. 



TOBACCO 

Loas of revenue in law yield cases of t o b c o  

,Audit Paragraph 

4.1. According to the provisions of the 'Tobacco Excise Manual' and 
supplementary instructions issued by Colleclor Central Excise, when- 
ever any damage to tobacco crop is caused by natural calamity, the central 
excise officer should proceed immediately to ascertain the extent of damage. 
He should also enquire immediately into any individual applications from 
growers informing him of such damage and record an estimdtc of the reduc- 
ed yield. Enquiries regarding failure of crops should, as far as possible, be 
done in the presence of the grower and independent witnesses, if readily 
available on the spot. The inst~uctmns also provide that prompt investiga- 
tions should be made then and there. if the annual returns of actual yield 
(which should be obtained as soon ao the crop has been cured) show varia- 
tions with the estimates of the yields expected. The final accounting of 
tobacco in a season should generally be completed by the end of A u p t  
I allowing. 

4.2. Delayed investigations would not enable the officers to assess the 
extent of damage, if any, and consequential loss of revenue and in cases d 
non-investigation the department would not be in a position to satisfy itself 
of the comctnws of the yield. 

4.3. A test check of records of seven, out of 46 ranges, in a collectorate 
relating to the years 1968-69 to 1972-73. revealed that out of a total num- 
ber of 2479 such cases, only 77 cases (3.1 per cent) were investigated within 
the prescribed period. Out of the remaining 2402 cases, 62 cases (2.6 per 
cent) were investigated within one year after the completion of the final 
accounting of the crop season, 597 cases (24.7 per cent) were investigated 
with delays ranging from one lo four years thereafter and 1743 cases (72.7 
pcr cent) were yet to be investiwted in September, 1974. In all the five 
seasons taken together. against an estimated yield of 75,69,789 kp., the 
actual yield in these 2402 cases worked out to 49,29,821 kp. .  resulting in 
a shortfall of 26,39,968 kp.,  the percentage of shortfall being 34.9. 



4.4. Thew reven ranges comprised 31 sector. The table below ahom 
the nmber of sectors where investigations wen not at all dbne in any of 
these cases of reduced yield. 

TABLE 
-- - 

Season No. of' sectors in Nol of cases 
which investiga- of rcducecl 
tions were not yield in 
done in any those 
individual case sectors 

4.5. In 313 of the 835 cases the duty forgone comes to Rs. 17,66,202. 

4.6. The total duty effect of the shortfall in yield cff 26,39,968 kgs. in 
the 2402 cases which were either not investigated or investigated long after 
the disposal of the harvested tobacco during the years 1968-69 to 1972-73 
amounted to Rs. 91.08,870 (calculated at the lower rate applicable to 
tobacco, not otherwise specified). Similar information in respect of all the 
coilectorates is awaited. 

4.7. In anotber range where a gmwercum-curer accounted far 4289 kgs. 
of Virginia fluecured tobacco as against the estimated quantity of 8206 kgs. 
in 1969-70 season. investigation into the low yield by the field officer reveal- 
ed that the grower raised a g d  crop, and the officer rpcomrnended surii- 
mary assessment under the rules. No acticm was taken on the offictr's 
report. This was brmght to the notice of the department by audit in Nov- 
cmkr, 1412. The Cow yield was accepted by the Superintendent of the 
range in November, 1973 on the basis, as reported. of enquiries "by con- 
tectmg the Id people". m e  rwenue involved in this case amounted to 
Rb 13,475. 

4.8. Reply of the Ministry of Finance to whom the paragraph was sent 
in September. 1975 is awaited (February, 1976). 

[Paragraplr 45 of the Report of the Comptroller and Auditor General 
of India for the year 1974-75-Union Government (Civil)-Vol. I-Indirect 
Taxes] 



49.  "Manual of Departmental Lnsmtions on T~bacco  F;Kcise" 6et8, 
aut the guidelines and @trwtions for the Central: m i s e  Okkers. QerO 
are four stages of work to be done by officers during the crop seaam, 
namely: 

Registrat~on-recording of area urldor cultivation. 
Crop S~~rve:+-rccordin~ conditi on o[ crop. 

Verification of cured tobacco. 
Disposal-Accounting disposal of cuied tobacco. 

4.10. Para 75 of the Manual required 'officers to visit systemmatically all 
villages and obtain declarations, oral or in writing, of fhe land planted and 
of the estimated wq$t of tobacco grown (cured). The grower has also 
to indicate whether cultivation takes place in any other ranse. Para 7 6  
requires that Collector may in his discretion require the Inspector or any 
other Ccntral Excise Officer to verify the growers' declaration with ci!lage 
rcvenue records and such other independent records as may be available. 
Further the Central iExcis Officers are required to verify the growers' esti- 
ma!c of tobacco yield and record in column 12 of the Survey Book the yield 
as expected by the officer after proper examination on the l i n e  indicated 
in the Manual. The estimated yield should be compared with the actual yield 
obtaincd by the grower in th: previous ycar and also the average yield in tho 
preceding scawa. Comp.1; ison should bc made with the t r i e ~ i d  i : \  :r;lgc 
yield obtaincd by the grower and also crop cutting e~ycriments may  b: 
undertaken \vhcn L O  ciir::. crl b! the Collector. 

4.1 1. Under h a  78 of the Manual. whenever any damage to crop is 
caused b:~  natural calamities such as hailstrom. pest cyclone or flood. etc.. 
the Range Offii,~r is required to ma kc a sample check of the extent of dainnrl: 
in the affected area. Under Para 84, the Range Ofticer is also required to 
investigate into the shortfall in yields as compared to the yield earlier 
recorded in column 12 of the Survey Book. Under Para 84-A the Super- 
inter~dent and Assistant Collector are expected to check critically all oral 
declarations anc! r:turils and test check the in\.t.~tiptions done by the Rmge 
Officer. They should ensure that the Range Staff have conducted test 
wightment of thoze caws suspected of misdeclamtions. The departmcn- 
tal instnlctions are thus elaborate to watch against evasion of duty by under- 
declaration of the yield. Such under-declarations can be detected only 
when a comparison w'th estimated yield vhowc low kields. 

4.1 2. 7 h e  supplementary instructions issued by the Colkctors of Hydera- 
bad and Quntirr enjoin that prompt investimtionq shoi14.I be niadc then and 
there if the Annual returns of actual yield (which should be obtained as aoan 
as rhe crop has been cured) show variation? with the est;matm of the $eld 
expected. The delayed investipations ninv not enable the offcers to judi- 



ciausly asstss the extent of damage, if any, and the consequentid loss d 
nnnue. In the case of non-investigation promptly, the department woulds 
dot be in 8 positioa to verify correct reduced yields with the passage of 
time. . 

(i) In- iato oPriPtion between estimated yield and actual yidd 

4.13. The Committee wanted to know the reasons for the actual yields 
of tobacco being less than the estimated yields in respect of 2402 cases re- 
ferred to in Audit paragraph. The Chairman. Central Board of Excise 
and Customs, has stated during evidence:- 

"The very basis on which this thing has been done is not correct. 
The Collector's orders were for comparing the actual yield with 
the crop survey. Crop survey, means that visually the cultiva- 
tors' crop is surveyed. That comparison should be reasonable 
and could give the estimate of what is going to come but if 
you compare the actual yield with the three years average of the 
entire village then I am afraid this particular stipulation which 
was put down by the Collector was completely uarenlistic and 
uacallad for." 

4.14. On b e i  asked as to why investi_eations could not be carried out 
in mpect of 177 casts af low yield. the Member (Excise) has stated dwing 
evideace:- 

"A# regar& these 177 cases tbe Collector said that they could not 
be iavestigatd because the growers were not traceable. . . . . . 
As has bem pointed out by the Audit these cases were not in- 
vestigated immediately after the occurrence but m e  time later. 
At that time these powers were not available there. They 
might have gone sorneuherc eke. Further. all the yrowcrs arc 
are not the owners nf the plots." 

4.15. Explaining the time when the cases of low yield came to their 
notice, the Department of Revenue and Ranking have rrtated in a writtea 
note: 

were cases of variation between the estimated cured weight 
d the variety of tobacco to be gown and'or cured submitted 
at the time of registration of land and the net quantity of cured 
pmduct declared (annual return) which were noticed at the 
t i m e d  ohtaininp the annual returns from thc mower 
cum as well aq the time of carryin? out the check5 prescrihcd 
under Para 87-A of the Tobacco Excise Manual." 

4.16. The Committee wanted to know when the invcstie?tinm were 
made in therre cacrcrr and whether there wmc any time Fap hetwccn thc per ids  



"lt L roportcd by the Collector concerned that in all CitSeb d low 
Yadd, investigations were geaerally commenced from the timo 
of o b W g  the annual returns and only 177 cases were left 
u ; r r i O v ~  as the growers could not be contac%ed inspite of 
mpcotod 'tiPitr to the umwncd villages. It has also been re- 
part4 that in case of V.F.C. tobacco many gowets come ftom 
outside juridiction d' the Ranp and leave the place aiter mar- 
keting the tobaca, grown and curd by them. In thw; types d 
cosas, the local oficers tind it difhult to contact them for 
finalinin8 the action relating to low yield. It is further reponed 
that even out of 1'/7 cabrs reicrred to in this point, in 53 cases 
naceooary investigations have since been conducted and tho 
annual renuns declarcdjsubmitted by f ie  curers have been 
accepted by tbe competent oficers. The Collector has reported 
that all out efforts are being made to halise the rest of the cases. 

The time gap between the period when the low yields were notified 
and their actual dates of completion of investigation could bo 
taken as from September, following the season upto the date d 
actual completion of investigations. Accordingly in these 177 
cases, the time lag arose from September, 1969 to date. Thou& 
it is not possible to say when the investigation was initiated 
in each and every individual case, the time gap between the 
period when the low yields were noticed, as explained above 
and their actual dates of completion of investigation is indicated 

Period whcn the low yieldn No. of cans KO. of c ~ s  s ulicr KO. of roars whr I c 
were noticed noticed investigation war investigation i s  

complctd hrtwcm yet to be 
Julv ~ g @  and conducted 

hiarch 1977 

September, 1963 . I I Sit 1 I 

September, 1~ ,7o . 50 Nil 

September, I 972 . 9 18 

Sep-b=, 1373 77 36 Y9 -- 
TOTAL 177 53 I u4 _ - -___ ---.. ---. - -- -- --- --- - - - . -- -- - - ----- - - - - 
It may ba added that tbe 177 cases involved here constitute about 7 

cent only of the total numbor of low yield cases (2402 
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417, @plainiog q e  reasons for the delay in the invest&at~pns, plg 
~ & ~ t m a t  d a ~ e v e n u e  &  ank kin^ haye state&- ) I  . , 

"The procedure for curing and accounting of VFC tobacco is Mc- 
rent from the normal method ,d w i n g  af IAC. tobacco. In 

a view of the same, the annual retuna of KFC t o w  is obtained 
d y  after the disposal of t~bacco and that too at  the Range 
Headquarter and the low yield invastigation .also, if found 
n-sary, hap to commencm only thereafter i.e.. ~t the end of 
the marketing season. In th is  context, it may $be mentioned 

*that many of the low yield cases involved in the para relate only 
Lo complete the accounting ot tobacco axor img to ti~rle schc- 
the field officers are required to obtain the annual returns and 
to cmoplete the accounting of tobacco accmding to time sche- 
dule, besides taking up investigation of iow yield cases, it may 
not be possible for them to investigate into all the low yicld 
cases then and there, especially in view of the fact that it would 
depend upon thea milability of gwerslcurers in the villages. 
As a matter of fact it is reported that there was delay in investi- 
gation of ;11? :hi. 177 caws rnumly clue t o  t l ~  I r f \ r  01 04'ic .I. 

to contact the growers inspite of repeated visits ro the concerned 
villages." 

4.18. In regards tr '  the measures talrl-.:~ by Government to e11wre 
111~ availabil~ty of the grower for investigations the Department of 
Revenue and Banking have st-ited: 

"It has been reported bv the Collector that i t  is generally by 
means of oral intimation that the presence of gron-cr/ 
curer  is e n c u r ~ d  at the time of investigation. In case 
syecific legal authority has to be invoked. Section 14 of 
the Central Excises and Salt Act can he resorted to." 

4.19. Explaining the reason< f3r the delav in respect of the entire 
2,402 cases of low yield, the Department of Revenue and Banking 
nave stated a s  under: 

"The reasons for the delav in respect of 177 cases broadly 
holds good in respect of the entire 2.402 cases of low 
yields. In  addjtjon. the Collector has also reported that 
in the MOR set up the basic officers, namely, Inspectors, 
are rotated from one sector to another normally a t  the 
end of the accounting seasons. At the time when the 
investigations of low yield cases which could not be 
attended earlier specially the cases of V.F.C. tobacco, 
are to be taken up, the same officer may not be available 



in the concerned sector. The new officers who come on 
.I rotation have to complete the work of co-relation of 

thnsport documents with the quantity declared in the 
annual returns for the previous season and also simul- 
taneously to take up the work of registration of the land 
for cultivation of tobacco for the ensuing season. Natu- 
rally, some time may lapse before the new officers are 
in a pos"ffion to visit the villages to locate the plots, con- 
tact the growers/cure~,s for the completion of the pend- 
ing cases of low yleld investigations. Inspite of this, it is 
reported that in respect of lndian air cured tobacco low 
yield investigation, if any, is usually taken up  then and 
there for ascertaining the genuineness. One more rea- 
son which is thought to have contributed to the delay in 
investigation was that the annual returns in respect of 
VFC tobacco, to whkh  category most of the 2,432 cases 
referrell to In the point fall, are obtained at the Range 
headquarters without visiting the concerned villages with 
consequent inherent delay in visiting and contacting the 
concerned growers in different villages for investigation 
of low yieid cases. 

In view of the above facts the Collector has reported 
that there has been no lapse on the part of the officers.'' 

( i i )  Follow up action after audit 

4.20. Trle Committee desired to I > ~ ~ J W  the position of 1742 cases 
of low yieid which were to be investigate2 in Septemher. 1974. 
Thc Member (Excise) has stated during evidence: 

"The other cases according to the Collector were investigated 
and t!ley were satisfied that these mere genuine low 
yield cases. Now, Sir, I would l i k ~  to say that the whole 
basis of the :\ildit para is the Survey Book which is the 
basic document fo: recordins production of tobacco which 
is given here on page 223 of the Tobacco Excise Manual. 
It is a complehensive document and it clearly lays down 
the different stages of the growing of tobacco. Xi falls 
into four parts. Part I is the land entry. Then there 
is part I1 about crop survey. Part I11 is about annual 
return and Part IV is regarding accounting. The land 
entry in part I is what is entered a t  the earliest stage 
when the Excise Officer goes to the field possibly just 
after transplantation of the plant in order to record as 
to what ls the quantity of tobacco which might be grown. 



I 
Sir, if you read tht language of column 7 i t  in in the 
future tense. It talks about the 'expected' yiekO. AJ ta 
how this is to be calculated detailed instructions wem 
issued by the Collector. These instructions say that this 
was to be done on the basis of an overall formula; that has 
nothing to do with the actual crop . . . . I t  has to be 
done on the basis of what was called triennial average of 
the villagbfor the past three years." 

4.21. Explaining the details about the position regarding crop 
Rtrvey which obtained befare and after the issue of instructione on 
21 m y ,  1968, the Member (Excise) has stated during evidence:- 

"Before these instructions 05 1968, crop survey was a very 
important part of the duties of the department. It waa 
done on quite an extensive scale. In fact, according to 
the instructions in the manual, befor? modification, crop 
survey should be made in every village. This is para 
76(a) (ii) which relates to crop survey in 100 per cent of 
the plots registered. So  before the modifications, there 
was a system of intensive crop survey as a result of which 
after the crops had grown to a reasonable height, where 
a legitimate expectation could be realised. this could be 
brought into account in part I1 of the book. Later on the 
actual declaration made is in part III. 

The basic comparison should be between the Part LI and III 
entries. After 21 May, 1968 according to instructions, they 
muted this substantially and said it is not necessary to 
visit each lot separately far crop survey as a matter of 
routine. A percentage check of 10 per cent of registered 
plots would be adequate and both land entry and crop 
survey should be done simultaneously. So that after- 
wards, the percentage of actual crop sW"VW declined very 
much; it is only in 10 per cent of cases. What was avail- 
able in every case was the Part I Agure. 

We have tried to explain that the Part I forecast or whatever 
one calls it was based on the average for the entire villaf?e 
for the past three y e m  of the area expected be culti- 
vated by the power. That would not give a PXWnabb' 
corr& index of what an individual grower might actually 
grow." 

4.22. The Committe wanted tq know whethg any invlesti~atiom 
made to And out the reasons for the fall both in ~ d u ~ # ~  



xnd revenue a ikr  the instruction6 issued in May, 1W. The Me* (Excise) has stated: - 
"When we the audit para--a more of rupees is not a maU 

a o u n t - w e  went into the matter fairly thmughly wq 
to find out what had gone wrong and how. ~ h i a  was o m  
thing that came to our notice that to the extent that it is 
Lased 0x1 a comparison between the Part I-forecast, and 
Part 111-return, this sort of wide variation was explicabla 
and pouible. But we took out at random 60 of these c w  
which figured in the audit report. We tried to see in how 
many of these a crop survey was also conducted ond 
whether, where it was conducted, there was that kind ot 
wide variation between the estimate from the crop survey 
and what was shown in the actual return. We found that 
the variation in those cases where the crop survey was 
there to atFord a reasonable estimate, in those c a m  the 
variation was very much less than that between the Part 
I-forecast, and Part 111-return. So the more thorough 
the crop survey was--it was one out of 9 or ten-the closer 
was the figure to the actual return. This possibly was not 
appreciated even by the cbllectorate in taking out low 
yield cases as requiring investigation on the basis of a wide 
variation between the Part I figure and the Part TI1 figure. 
After 1968, during the material period covered by the audit 
paragraph, the crop survey was very much lessened and 
to the extent that one could compare the annual return 
with the crop sul'vey figure the variations or discrepancia 
are very consibrably less." 

4.23. Asked about the action taken in respect of various cases of- 
low yield pointed out by Audit and accepted by the Department, the 
witness has replied: - 

"If I may give an example, it will depend, to a great extent, 
on the person who made the Part I estimate and the con- 
ditions which prevailed in the village. We have picked 
out two survev books. One covered one particular villa*. 
There were 86 growers. 8 were cases of high yield, 77 d 
low yield, 1 neither low nor high. The total forecast Was 
about 2 lakh kg. and the actual yield was 1,32,000 kg. 
Conve~oely we took another village where there were 65 
growers. Here the number of cases of low yield was 3, 
Mgh $eld 61 and 1 according to forecast. Total estimated 
yield 2.57.000, actual 3,67,000. On this v q  ermtic ba*. 
it ts dffacult to draw any conclusion." 



$3' 4.24. Explaining the position in regard to the shortfal130$ ?6,39@(! 
I@. in the yield,pf tobacco referred tb m the Audit paia&aph, the 
witness has stated:- 

' i  "This total, figure of 26 lakh kg. discrepancyPin the audit para 
is rqhtly calculated, but on the basis of the difference 
between Part I wlrnate and Part IIr return, where crap 
survey was done, we found it less, and'even if a notional 
calculation of diversion of leakage is to be, made, i t  would 
not be correct to 80 on the basis of this 26 lakh figure. 

I may add that in fact, we hav? got some figures for the entire 
Guntur CoIIectoratc for 3 years showing what was the 
Pmt T estimate and what was the Part I11 return. In every 
case we find the to t4  yield was appreciably more than 
what was given in Part  I." 

4.25. The Committee w ~ n t c d  to know how the cases of lou? yield 
were ascertained after two or three years cf the crop season without 
working out the average which could be estimated as a reasonable 
yield. The Member (Escise)  h?s stated duy'ng evidence: - 

"Low yield was the differcnce between what was reasonably 
to be expected and what was actually shown in the return; 
there was no absolute standard. Certain depart ma t21  
instructions were issued t o  the respective collectors about 
the methods they sh;uld follow by counting the number 
of plants in some czses or o t h x  methods to know what 
could rensonab:y b2 expected and also having r e p r d  to the 
condition of the crop. They were asked to express it in 
terms of 100 p:+ise: if he called it 80 paise, it meant that 
it was sliqhtlv I,,nrer than what was espected." 

4.26. Elucidating the position in this ronnrction. the Chairman. 
Central Board of Exc'se and Custcms. has state*:- 

"While we have, I think. candidly admitted before th: com- 
mittee our own unhappiness a t  the leakage that has taken 
place with regard to this particular collectorate, I have one 
or two genwal observnticns to make. In this collectorak, 
they produce what they call Virginia tobacco which is 
used in cigarette factories. There is hardly any 'evasion 
worth the name in so far as this kind of tobacco is con- 
cerned because the price that the grower gets by selling 
this tobacco ta the cigarette fartory is verg much high= 
than the price that is offer& for hoalta or bidi or c h e w  
tobacco. 60, the leaktqp8 in tbc csle of v l rg 'd  flue 



'tobacco are minimal. Secondly, even if one were to go 
, ,by the m m p a ~ s a n  with the thrm yews average it would 

be legithate fur m2 to point out for your consideration; 
why take only 'the cases in which the actual yreld is lower 
than the three years average; there are innumerable casas 
in which it is higher than the three years average." 

4.27. When asked whether the present system for the assessment 
sf the yield was satisfactory, the Chairman, Central Board a£ Excise 
and Customs, has replied: -,' 

".I would agree that in.so far as excitie control 2s concerned, 
this should not be based on statistxal averages and things 
like that,; it should b? based on physical control over the 
yield." 

(,iii) p e c k  on productio~l of unmanulartured tobacco 

4.28. The Committee wanted to know whether any check was 
exerc'sed by the Escist. Depxtment on the production of tobacco. 
The Chairman, Central Board of Excise and Customs, has stated 
during evidence: - 

"Our officers go t o  t'lc different fields. Whenever they see 
thai the crop is gc'nc, down ns crnn,>rtr.xi to the arrcragc of 
th? h t  yews, thy,- look into it." 

4.29. The Comm'ttcc war:ted to know whether the instructions 
c0ntsint.d in Para 70 o n  pa~'"3R of t h e  Tobaccc Excise Duty Manual 
to iiie c f f c c t  tha t  the range ofiicers must  conrluct checks of a t  least 
10 per cent of the re$stercd plots were be'ng followed by the Depart- 
ment. The Chairn~nn, Central Board of Excise and Custom, has 
stated during evfdence: -- 

"Broadly these checks remnin the same bulrthe intensity of 
0 Finance the checks has bcx] considerably reduced after th- 

Minister's dire- ti;,^:. . . Likt. SRP l n  1-cgnvl t:? manufartured 
gods ,  in  regard to tobacco also there was a direction from 
the Min!ster with regard to the way the tobacco excise 
was to hc administered. This is ushat the then Finance 
Minister said on t h e  floor of-the House during his Budget 
speech on 29-2-1968: - 

'I have also reviewed the ex'sting system of control on the 
tobacco powers for the purpose of levying excise duty 

on unmanufactured to bacco. Steps are being taken by 
which the need for the excise o f f l c ~ s  to contact the 
growers will be considerably reduced. Excise on sparsl- 
-wing weas is also being sirnpMed! 



So, by and Iargb along with ibr htm*lccka of SRP & h 
01 urcisabk goods, the PmWUre in r e e p ~  to c o n w  

over t~b.Ceo growing was a h  sought to be b- mom 
and more on rsliance being placed on the p m . .  . . . . . 
Detailed instructions were issued by the Govenunant on 
21-5-68 (Appendix I) in pursuance of f iaace Minista'r 
directions." 

4.30. The witness has also informed the Committee that the' 
manual instxuctictn~ got superseded automatically whcn the Finaace 
Minister gave a direction and add&- 

"The Tobacco Excise Manual ia a compendium of depootmm- 
tal instructions. These are not rulesn 

431. Asked if tbe instructions in the manual framed after lazq 
cogitation could be changed drastically even to the extent of dstri- 
ment to revenue, the witness has replied:- 

"This was in the generality of the situations in which the 
Finance Minister was having a new approach to the pro- 
blem and he wanted to put more and more reliance upon 
the tax payer. It was in this context that the contact of 
the Excise Officers with the growers was reduced. . . .This 
particular announcement was made by the Finance Minist- 
on the floor of Parliament itself." 

4.32. In regard to the enquiry whether the instauctions dated 21 
May 1968 issued by She Ministry had brought about w i e n c y  or 
given encouragement to negligence and evasion of duty, the witness 
has stated:- 

''I would Say that the trust that wes placed has hot been justi- 
fied." 

4.33. The Committee wanted to know whether the reduction in 
cbfXks bad proved detrimental to revenuai. The Chainnm, C u l w  
Boaad of Excise and Customs has stated.- 

"It appears to US as a h  to the Expert Committee which the 
Government had appointed that the relaxation in the 
checks has possibly resulted in .om+ lea- of the 
revenue!' 

4.34. The Committee d-nv at-tmtion to the fokwing contmb of 
the Report of th T~baccr, Yxcise Torid 0rnmittlr:- 

Pam 20: We have s .n that since 1987-68 the duv-Hd c h P  
of m--vf~t~tod tobacco are more or less S W -  



U n t  at  a b u t  280 n ~ n .  Kg. per amurn. In other word., 
according to these statistics, during the pmd there h. 
been almost no growth in the wnsumption of tobe- in 
the country although in the earlier 5 year period thc duty- 
paid clearances indicate a growth of about 16.6 pa cent 
On the other hand a sample survey conducted by t h  
Department at  the instance of the Committee has indicatal 
that out of 5935 consumers of tobacco covered by the su- 
vey, as many as 1031 had taken to tobacco consumption in 
one form or the other during the 5 year pentxi ending 
1973 thus indicating an increase of 22.3 per cent in the 
number of tobacbo consumers during this period. Thb 
gives a possible estimate of the illicit tobacco ~assing into 
consumption without payment of any duty whatsoever.' 

Para 21: 'In reply to a specific question regarding the avail- 
ability of unaccounted for illicit-tobacco in the market, 
included in the Questionnaire issued by the Committee, 
the majorit: opinion of the trade (54 per cent) and a 
large number of departmntal officers (40 per cent) have 
expressed the view that there is fairly large-scale evasion 
of duty in almqst all a m s .  The extent of such evasion 
has been trstini~ted by them from 20 per cent to 60 per 
cent in the important growing areas like Gujarat, Kanu- 
taka, Tamil Nadu. Bihar and U.P.' 

Pages 282-283 Vol. I: 'In the case of tobacco however it is our 
belief that the degree of evasion has substantially increased 
in the more recent years. This is particularly because of 
-to us. the'r words-'s'ack non-existent nr dishon& 
supervision'. which. we fear. has been progressively 
increasing and thewby lessening the fear of detection ot  
the dread of what the pinishment m!ght be.' 

"We are y*ri. nnlch pertorbed over i t  OW may not ag* 
with the cn-rmittee with regard to the extent of evWJf0n 

so hilt ryrt ,;*lr w e  are a h  af tht  view that thne 
been ~~ , r i s1dc - ;~~11  . wasion " 

4.35. The Cnmnl"trc> rvfprr~E to the ir". i p t m S  issued h\. the 
&jvemment on 29 Jmunry  1973 whizh ~q~arel? '  placed the rrsvrui- 
bjlitv on the Colleptotnrs for the rhrck in regad to growers' 



tions and wanted to know whether Wt re8ponsibffity was fully dis- 
charged. The Chairman, Central Board of Elxcise and Customs, haa 
staled during evidence: - 

"The point is that when the staff gets reduced, in percentages 
also that gets reduced. The instructions given in general 
are that they cannot contact the growers. That should be 
reduced." . 

ASlted in regard to the percentage of such a reduction, the witness 
has replied: - . 

''It was 75 per cent." 

4.36. Explaining the details of reduction in the deployment of 
staff, the witness has stated: - 

"All further recruitments in respect of increase in excise was 
stopped completely. The staff were taken away from 
certain areas and brought to the central points. There was 
a sea-change. . . . In our view the control and supervision 
was considerably relaxed and my personal feeling is: this 
did lead to abuse." 

4.37. The Committee wanted to know whether the existing obli- 
gation of 10 per cent check of the registered plots was considered 
adequate to check evasion of duty. In a written note the Depart- 
ment of Revenue and Banking have stated as under: 

"Reports r~ceived so far from 12 Collectorates reveal Cnat the 
instruction regarding chtck of at least 10 per cent of the 

plots registered for cultivation of tobacco is complied with 
and on the whole found to be adequate. However the 
Government are in agreement with the recommendations 
of the Tobacco Excise Tariff Committee contained in para 
15.22 of Vol. I of their report that 60 to 70 per cent of the 
total area under tobacco should be check measured every 
year in each range." 

4.38. In regard to the enquiry whether the areas of cultivation of 
individual holders were checked ar verified by the Department with 
revenue records, the Department of Revenue and Banking have 
stated in a written note: 

"According to para 76(a) of the Tobacco Excise Manual it is 
left to tKe discretion of the Collector to require the Ins- 
pector or any other Central Excise Offfcers h the Collecto- ' 

rate or in any specifled we? of the Collectotate, to verifY 



the grgrwa~~' declitratiano with vUa& Rf!hile'records and 
such other independent reconcis as niay be available, where 
ever possible or considered neoessafy." 

4.39. When asked in r,egard to the position of verificahon in m e -  
rent Cdlectorates, the Department of Revenue and Banking have 
stated in a written note: 

"It is reported that in the majority of the Collectorates, 'the 
, areas declared by the growers are not verified with tha 

zevenue records either because the records are incom- 
plete or the land is not recorded in the name of the 
grower who cultivat~es tobacco. In Hyderabad, Ahrneda- 
,bad and Calcutta Collectorates, such verification has been 
attempted." 

4.40. In a written notcx, the Department of Revenue and Banking 
have furnished the following details ~ g a r d i n g  the cases where veri- 
fication was made during the yeat 1974-75, variations no:iced and 
action taken by the Depalrtmmt: 

"From the reports of the 11 Collectors received so far, it is seer: 
that the verification was attempted in the following COl- 

lectorates. The numbar of cases in which verification was 
done and the number of cases where variations were 
noticed are given below: 

----- . . -..---- 

S I .  t d  c a w  whcrc So. of cases when. variations 
\ 1.1.1lic.n~io11 wa.; done ~ c r c  noticed 

Ahmrdubad . . . . :\llrasrs,Exac.t A 'fat ' ciurs ,exact number 
numlw bc in~  awcr- k i n g  ascertained\. In t h ~  
1;r111cd\ cases variations due to part 

cultivation of plots were no- 
ticed. Tile are:* were s ~ -  
v c y d  and suitahlr c orrec- 
tion3 made." 

- - .  . - .  - - - -  - -  ----- - -- 

1.41. The Committee wanted to know whether on account of 
lower deployment of staff after May 1968 the cost of collection of 
duty on tobacco had gone down. The Member (Excise! has stated 
dudng evidence: 

I have got the Pgufes taken from the Pobacco Excise Com- 
mittee's report for 1972-73, where they have said that the 



cwt  of collection on unmanufactured tobacco other than 
cigarette tobPcco was 7.85 per cent; the overall average cort 
of collection of Central excise comes to about 0.7 per cat.  

It is certainly higher." 

4.42. The Committee wanted a table showing the cost of collection 
.of tobacco as compared to its revenue and other leading agricultural 
commodities for each of the financial years from 1969-70 to 1975-76. 
The Department of Revenue and Banking have in a written note 
stated: 

&An attempt has been made to collect the particulars repard- 
ing cost of collection from the field formations and those 
are still under compilation with the Statistics and Intelli- 
gence Directorate of this Department. However, it is felt 
that the cost of col!ection as reported by the Tobacca 
Excise Tariff Committee in their report in Volume I can 
be relied upon for the correctness, though the particdam 
are available only for one year, i.e., 1972-73. 

The extract taken frarn the above said report is given below: 
Cost of collection of tobacco Excise duty (All India) 197273 

Revenu frono unmanuf~ctured 
t;il,trc- ' c  tt,r than ~ i g a  ctt- 
I( l a < $  o; 

is seen from this table that all India percentage cmt of 
collection of reven* from unmanufactured tohacco, e d u -  
ding cigarette tobacco, is about 7.9 per cent and for ciqaoet- 

tes and cigarette tobacco about 0 ( '3  per cent. For the 
purmse of this study cigarette tobacco has been clubbed 
with cigarettes becaucie both th: cigarette factories and 

tob;l:co warehouses attached to them are working under 
the Self Removal Procedure as opposed to tbc physical 

control applied to other unmanufactuted tobacco. How- 
ever, if all unmanufactured tobacco is treated as one, t b  



cost of collection would come down tu about 5~ per cent  
assuming that the cost of collection of cigarette tooacco t 
50 per cent of the total coat incurred on collecthg tobacco 
and cigarette excise duty from cigarette factories and 
tobacco warehouse attached to these. The Ague for RU 
tobacco and manufactured cigarettes taken together worka 
out to about 1.8 per cent." 

Evasion of duty by tobacco growers 

4.43. The Committee wanted to know the stage at whicn excise 
duty was charged from the cultivator of tobacco. Tic Chairman, 
Central Board of Excise and Customs, has stated during evidence: 

"In the case of tobacco. 1;he position is different kcdsl the ease 
of factory goods. In the case of factory goods, we charge 
the duty when the goods are removed from the factory. In  
the case of tobacco, we do not force a persor. to pay tho 
duty. Mostly, they are small growers. It moves in bonds 
after producticn and harvesting. Then, there is the curirg 
of tobacco. After the curing of tobacco, the tobacco ip 
purchased by the warehouse dealers. I t  can remain t i w e  
for a spec:fied period." 

4.44. When asked whether the cultivator had to pay duty after 
he had delivered t h  goods to the warehouse dealer, the witness hp.s 
clarified: 

"If the cultivator sells to a warehouse licence, he docs nat 
have to pay any duty. But if he tries to dispcsc of tobacco 
to the consumer, then ha will have to pay the duty." 

4.45. Explaining the p-sition in regard to the maintenance of 
records of the cultivators, the witness h x  stsrted: 

"In the case of big cultivators, they have to give written decla- 
rations. In th? case of small ones, our offi~cr poes and 
a lks  to them and Ands out the position. He records i t  in 
w e  survey bsok and he takes the thumb impressiorl of the 
cultivator." 

4.46. The Committee desired to know how the Department ke* 
1ts:lf informed abcut the saye of tobacco by the cuhvators. The 
chairman, Central Board of Excise and Customs as stat&. 

"There is an elaborate svstem of transfer documents and sale 
ncltes prescribed under the law. Broadly, the psi t ion is 
that if a warehouse dealar is purchasing tobacco, he move8 



t a d ~ ~ ~ M 8 - ~ h t r u r d ~ ~ k r r o w n u  
warahowe tobacco. On the other hand, if a cultivator t a 
@mill one and he does not want to wait for the warehouse 
dealer and he wantg to dispose of tobacco straightway to 
a licensee dealing in duty-paid goods, he can do that and 
collect the money in which case he himself becomes Uabla 
to pay the duty." . 

4.47. Asked about the Department's experience in regard to the 
aollection of duty from small cultivators, the witness has replied: 

'The experience about the small cultivators is, the smaller the 
cultivator, the greater the dif3culty in ~ealising the duty. 
In the case of small cultivators, really speaking, they have 
various urgent needs to fulfil. Probably whatever money 
a small cultivator gets by way of sale, he spnds  away 
that money in fulfilling those needs. The recovery of 
arrears of tax becomes quite a problem." 

4.48. The Committee wanted to know the action taken by the 
6memment  on the various recomrnend.rtions contained in tbs 
Report of th: Tobacco Excise Tariff Committee to plug l ~ ~ p h o l e s  for 
evasion of duty on unmanufactured tobacco. The Deparunent of 
Revenue and Banking have, in a written note, stated as under: 

(i) Intensification of check-weighment etc. 
The Committee had recommended that 60 to 70 p m  cent of 
the total area under tobacco should be check-lneasured 
every year and that at least 70 to 75 per cent of the tobacco 
produced should be physically weighed. CoIlcctcrs were 
directed on 11-576 to take steps for  actual weighment of 
the cured produce on a much more intensive scale, to inten- 
df$ surprise checks on goods in transit etc. 

(if) Period of wmehousfng of tabucco without payment of duty. 

The Committee recommended that the normal period 
d o w e d  for storage in a warehouse (which prev~cusly wan 
three years, with a provision for Atrther extensifm by one 
year by the Collector) should be reduced to two years in 
fhe normal course, with a provision for hrrthm cxknsion 
by one year by the Collector and bsyond this by the Cur- 
trai Board of Excise and Custom. 

Go~ernmcnt accepted this rec6mmemlation with the modifier- 
tion that the Cdllectat can permit extension bv one yew 
in the w s  of alr cured tobacco and more than O M  jtstr 



in the case of flue cured tobacco. Tha board can allow 
further extenrrio~ depending on the circurnstancea of 
each CW." 4 

(iii) Movement of n o d u t y  paid tobacco from one warehowre 
to another. 

The Committee recommended that such inter-warehouse move- 
ments might be restricted to two after the initial ware- 
housing. 

Government accept zd this recommends tion in principle, but, 
in order to avoid hardship, excluded from the two (subse- 
quently increased to three) movements all movements 
prior to redrying (in the case of flue cured tobaccc) and 
also movements for special processing, agmarking etc. 

(tv) Use of TP 3 TranspMt Certificates for t.tanqnm of tobmco 
Font curer3 premises to warehouses. 

The Committe recommended the reduction of the period 
of validity of such transport certificates, to sunset of the 
day of issue in case of transport by mechanised vehicles 
(as against 2 days previously) and until sunset of the day 
of the following in other cases (as against the sunset of 
the fourth day previously). 

This recommendation was found acceptable, but fn the light of 
experience 3 was considered necessary to allow six hours 
(12 hours for V'rginia trbacco) from the time of issue; 
but not beyond midnight of the date of issue. Subsequently 
a graduated scale depending on the type of t o b ~ c o ,  nature 
of transport, distance to be travelled, existace of firms 
etc. has been introduced under notification No. GOITI-CE, 
dated 12-4-77. 

(v) Use of sah notes fot t r a n s p d  of duty pod tocacco. 

The Committee had recommended ttqhtcning up in this regard, 
the period of validity being reduced the quantity to be 
transported (without a permit in t o m  TP. I h m  a 
Central Exdse OfTIrn) being reduccd from 10 to 2-112 
qu'ntalr, and certain additional p a r t i d m  bung s h o w  
in tbe sale notes. 

Action on thee Hnes has also been taken by the Gbvement* 



concession qnncsd to d l  cultiv8tors. 
4.48. The Committee wanted to know the conccgions grmkd to 

mall cultivators. The Chairman, Central Board of Excise and 
Customs, has stated during evidence: 

"In the case of tobacco, unlike in the case of some other manu- 
factured commodities, there is no exemption as such 
but there are  various concessions which have been given. 
For instance, there is some persons1 consumption allow- 
ance; whatever is consumed by the cultivator's own 
family and by the labourers is csempted-just like a 
railway m3n travelling on his own railway. Se-ondly, 
in the case of hi3y and jungle are% where the yield wiU 
be very small and where the areas will be remote, 80 
long as the tobacco is consumed within the same hilly 
or  jungle area, there is no duty. We also have a sort of 
system whereby in certain arels there is greater control 
while in certain other there is lcss control so that we 
don't w a s t  man-power unnecessarily. . . . The reason 
for this sort of spe ial treatment is that the r:te of e x c b  
duty on tobacco is very high ~ n d  if we give exemption, 
huwever, small the exemption may be, there will be vetp 
great misuse of the esernption." 

4.50. In  a written note, the Department of Revenue and  ank king 
have intirn-.tea that the following concession/exemptions from ex- 
cise duty are  granted to small cuitivators of tobacco: 

"The c oncessions. 'exemptions from excise (jutv to small culk- 
tr?tors of tobacco are granted under NI& 15 and 16 of 
the Central Excivc Rules. Under rule 15 a power  who 
intends to cultivate lcss than 5 hcctares of tob r c o  csa 
furnish the dec:arations of land for growing t ~ b s - c o  to 
the proper ofncer nrally. For sparse growing arcas, Col- 
Iectors are  empowered lo notify such arc'ts in their jnris- 
diction i n  terms of which no d c c l ~ r a t i ~ n  at  211 in r e p d  
to cultivation of tnbac-o by a cultivator for areas lcss 
than 12 acres is called lot. Under rule 16, a curer who 
intends to cure less th?n 40 quintals of tobacco during the 
year mqy  furnish particofara to the am-ers orally. Further, 
in respect of sparse growing area5 and In reopc?t of such 
varieties of tobacco as mav be notified by the Colfrctor. 
no declaration need be furnished bv a curer f f  be intenm 
to cure a qutntlty of 60 kg. or I~ss." 



Iectorate covered in the Audit paragraph, in& alia, prescribes that 
prompt investigations should be made then and there, if the annual 
returns of actual yiei!d of tobacco (which should be obtained as wan 
as the crop has been cured) show variations with the estimates of 
the yields expected. Further the final accounting of tobacco in a 
season should generally be completed by the end of August follow- 
ing. Tho Committee are surprised to note the glaring deviations 
from this prescribed procedure, as highiighted in the Audit para- 
graph on the basis of the test check of records of seven out of 46 
ranzes in a collcctorate re  n thg  to the years 1968-69 to 1972-73. 
These test checks revealed that out of a total of 2479 low yield cases, 
only 77 cases (3.1 per cent) wore investigated within the prescribed 
period. As regards the remaini~: 2102 cases, only 62 cases (2.6 
per cent) were investigated within o w  year after the completion 
of the final accountin:: of the crop season, 597 cases (24.7 per cent) 
wrrc! investigated with clefays ranzing from one to four years there- 
nftcr. Till ~cp tcmher  1971, tlw balance 1713 cases (72.7 per cent) 
remained compl~tcly uninvesti;atcd. The routine and half-hearted 
investi,rntio:~ into the.e cases is reported to have continued there- 
after and till date os many 12L case; are still to be investigated. 
The Committee strongly cteprecatc the lack of seriousness on the 
part of Government in conductin: investigations in to these cases 
i n v t ~ l v i n ~  n of 26 39%8 kc5 of tobacco with duty content 
of Rs. 91.08.810 (calculated at the lower rate applicable to tobacco. 
not othenvi.ie specified). 

4 52. The Committee observe t h ~ t  there is a difference of opinion 
wiih regard to the computation of loss as a rewlt of delay in inves- 
tigatio:~ of damage to crops. Thc Board of Central Excise and 
Custnm.; h w c  contendctl that n comparison of actual yield with 
the three yearc average of the cntirc vi,iage was wronz. The conect 
hn~ic would have hecn to confine the actual yield with the crop 
survey, They hovc further contendeti that if the nnnr~al yield dur- 
in:! the period covered by Audit was cornpared with the crop surrey 
figurn the variations or discrcp3ncics would be very much Lcsa 
But at the sanrr time the Board have expressed their unhappiness 
over the lms in realisation of rrvcnuc. They had also verified the 
statemants in tho Aud:t para tvitcn it was sent to them for factual 
vcrific,~tian. The Committce feel that no room should be left for 
doubt in this regard and the syc;tcm of com~utation of loss should 
be devised in consultation with ~ u d i t .  

4.53. The Committce feel that the delayed investigations rre 
bound to adversely effect a judicious assessment of the extent oi 
damagea if any, and the eonsequential loss of revenue. As mcb, 
tbey doubt tbo rommvy oatcome of the bsl.ted trv@t4ptions iab 



.r rn 1568 e m ,  to the effect that thme were dl genuine low 
yield casm On the analogy of the loss of duty amounting to 
Bs. 17,66,202 forgone in the case of just 313 non-investigated cams, 
as worked out by Audit and the duty amount of Bs. 91,0$,870 &- 
volving 2402 cases in 7 out of 46 ranges in a Collectorate, such 
a in respect of all other collectorates may obviously bs of 
very high order, involving huge loss to the Exchequer. Keeping in 
view the seriousness of the problem and in the iaterest of t h d y  
and due realisation of duty, the Committee strongly urge upon the 
Government to investigate thoroughly the reasons for slow pace 
of investigations into these cases with a view to fixing responsibility 
and taking suitable remedial measures in that behalf. The Commit- 
tee would like to know the outcome of the investigations and the 
remedial measures taken. 

4.54. The Committee note that the instructions issued on 21 May 
1968, with regard to the excise control over grotvcr/curer of un- 
manufactured tobac:o inter alia provided "A perccntsgc check of 
10  per cent oE the plots registered should be adequate for the pur- 
pose of cstin~ation." The Committec feel that this relaxation in 
excise control has largely accentuated the tendency for evasion of 
duty in the recent years. This is adequately proved by the follow- 
h:g majority opiuion of the tobacco trade (54 per cent) and a large 
nurder of dcpcrimc.iltnl officers (40 per cent) give1 in repIy to a 
questionnaire issued by the Tobacco Excise Tariff Committee: 

" .  . . .there is fairly large-scale evasion of duty in almost all 
areas. The extcnt of such evasion has been estimated 
by them from 20 per cent to 60 per cent in the important 
growing areas like Gujarat, Karnataka, Tamil Nadu, Blhar 
and U.P." 

The following observations of the Tobacco Tarift Committee 
m d s  on pager 282-283 of their Report are also very relevant in 
t b  behaw- 

"In tba ease of tobacco however i t  is our bellsf that the dsprw 
of evasion bas substantially increased In the more nscsnt 
years. This is puticalorly becurse of-to use their w d  
-'slack, n o n c S t s n t  or dishonest supervision', which, we 
dtu, b s  b n  progreuivtly incrsuring and thereby 
h a h g  the fmr  of detwtion or the dread of what tbs 
panishmcnt might be.* 

435. The Chafnaan, Cenbrl Baud d hebe and hum d- 
xnitted before the Candttes drvbrg d - e e  t&.t -0tdly @- 
~ ~ t h s - , . b o t ~ i n t . 9 J t y o f ~ c h K b ~ b r s r r  



considerably reduced after the Finance Minister's direction . . . . we 
u e  also of the view that there has been considerable evasion." 
trend of evasion very clearly proves that the instructions immd 
on 21-5-1968 were basically incorrect. Even the Tobacco Excise TarM 
Committee have recommended that 60 to 70 per cent of the total 
area under tobacco should be check-measured every year in each 
range. The Committee fail to understand why the ins tmctb~i l  
issued on 21-5-1968 were mot reviewed thereafter keeping in view 
the extent of evasion and the aforesaid recommendation of the 
Tobacco Excise Tariff Committee. The Committee recommend that 
the question of evasion of excise duty on tobacco should be examin- 
ed throuoghly and urgently ~ a r t i c u l a r l ~  in the light of recommen- 
dations made by the Tobacco Excise Tariff Committee and to take 
suitable remedial measures including the tizhtening of the adminis- 
trative machinery for collection of excise duty in the field and 
p-ugginr: all leakages of revenue. The Committee would like to 
know the outcome of this investigation and the remedial measures 
taken. 

4.56. The Committee note that the Govermnmt have accepted 
certain rccommo~dations made bv the Tohncco Excise Tarid Com- 
mittco to L ~ I C C ~  L'V;&II oi  duty 011 ~!nlll~nufdcturp? tnbncco either 
with some modifi..lion or in principle. For evnmpln, in respect of 
the period of warehousing of tobacco without payment of duty, the 
Expert Committee had recommended that the normal period allow- 
ed for storage (which wa5 previously thre2 years with a provision 
for further cxtcnsion by the Collector) should be reduced to two 
gears in the normal course with a provision for further extension 
by one year by the Collector and beyond this by the Central Board 
of Excise and Customs but the Government have decided that ths 
Collector can permit extension by one year in the case of air cured 
tobacco and more than one year in the case of flue cured tobacco 
with further extensions to be granted by the ~ o a r d .  The Committee 
are not in favour of giving discretionary powers to the Collectan. 
They would, therefore, like the to be reviewed 



COSMETICS AND TOILET PREPARATIONS. 
Audit Patagrrrph 

5.1. A factory manufacturing, ante? alia, "Vaseline Hair Tonic" 
classified it as a "toiiet preparation" under tariff i t e ~ n  14F and was 
paying duty thereon a t  25 per cent ad oalorein from 1967. The 
item "perfumed hair oil", was specific:ily ixer ted  in  the tariff with 
effect from 29th May, 1371. U'hen this speclfic insertion came, the 
licensee preferred a claim in August, 1971 for rcfund of Rs. 7.78 
lakhs paid by him prior to that date treating it crroneously as a 
"toilet p~e?ara  tion". 

5.2. The refund allcwed hy the department w:.s, however, res- 
tricted to t5e duty paid for a pe:iod of one > .ex  prccedinq the date 
of claim and the claim for t l ~ c  carlicr period was rejected as time- 
bsrred. However, on a p i ~ ~ l .  the A;i,~eliatr Co.icc.tor, in Scptembcr, 
1973, allowed the entire cl irn, hric11:1$ th~i t  since the product was 
non-excisable the normal t:mc hm:t of one $.car prcs31bed in t+e 
Rules would not apply. Even !;rzr.ti:lg 11;:): t ! ~  articlc did not f?il 
under esclse prior to 29th hla~ . ,  1971 t'!w rcfund of Rs. 1.38.290 
relating to t'le p ~ r i o d  pri*w t -  Auf:.~si. 1.%9 i;. brtr:.<>c.d b ~ .  limltnt~on 
and is extra-legal. The refu:~d a!sn ~ ~ ' i : i i ! o ~ ?  in  :, for tu i t~us  bercfit 
to the manufacturer to t he  t une  c f R s  7.78  Inkhq, s-nce the m w u -  
facturer would have ilrcacly coi;ectcd t5e duty f:bm dealers/ 
customers. 

5.3. The Ministry of Flnancc have stated that  d u t y  prlor to 29th 
May, 1921 was collected from the manufnrturcr e r r o w x s l y  owmg 
to misconccptlon. They havc aGdeJ t!:st !hc branch secrctarr3t of 
the Ministry of L a w  had statcd that thwt;h bdnct ly  thc pa: ty \rtould 
be enti:led to rcfund cf daty only for n pcrrnd of th:ce scars from 
the date of oriqinal payrnwt. i t  avr~i:I:i ix t  In cqu~tahle  for the Cov- 
ernrnent to stand on such a 'tcchnical:ty' and rcfusc pnymcnt of 
the amount e n y l y i n g  defence of bar ( ~ f  l i m t n t i n n .  I:I thic mse, 
howcver, a s  the manufacturer p n d  the ~rnount  with,ottt protmt, hc 
vmul3 have passed on the duty to the consumers and hence i t  
would not have incguitablc, if refund of the amount callectcd 
earlier to the period of limitation had refused. 
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6.4. A A r m  in Madr-s (Mis. Chesbrough Ponds Inc.) was manu- 
facturing, inter a h ,  'Vaseline Hair Tonic' from 1967 oa which the 
manufacturer paid Central J3xcise duty at 25 per cent ad valorem by 
treating the product as 'Toilet preparation'. Hcwevcr, when 
'pcriun~cd hai: oils' were brought within the purview of item No. 
14F by introdttction of a senarnte sub-item i i(b) from 23 May, 
1971 through Finance Act, 1971, the asscssee filed a revised classi- 
fication list for 'vaseline hair tonic' an4 contended further h a t  no 
excise duty was leviablc 0.1 this r:r~d'~ctc, prior to  27 h5w,  1971. The 
reference of the company d3ted 10 June. 1971 is as under:- 

"We have been mnnufacturin~ vaseline hai: tonic in which the 
word 'vasdine '  represents the Trade Mark. The product. is only 
perfumed hair oil. 

U'hcn thc C c ~ t r a l  excise du ty  was oriqina'ily impwxl  on cosme- 
tics, the drpnrtn.ent h a w  c!ns.;:f'cd i t  as a toilet prl:rarntio~,. nsse- 
ssing the duty acc.:rdinr:. \Y:: p r t s ~ r x l  that  this v;:; undcr the 
escise tariff an.! wcrc ncror~:iir-r~~l:.- ?:tyinr: duty b a d  m thc  approval 
of the classification by the dcpximcnt. 

In view of the above we are enclosing herewith the revised cia* 
dficntian of our 'vaseline' hair tonic at the rate cf 10 per cent kv. 
which wn request you to approve at the earliest opportunity." 



5.5. Subsequently the manufacturing Company fled a claim on 
19 August, 1971 for refund of Rs. 7,78,171 paid a8 duty for tho 
period 21-10-1967 to 275-71 as per details below:- 

--- 

5.6. Initially the Department al!owed the claim on 28 March 
1973 from 19 August 1970 only holding that for the earlier period 
the claim was time-barred under Rule 11. On an appeal prcferr- 
ed by the manufactu:er to the Appellate Czllector o i  Central Ex- 
cise. M ~ d r a s  the refund claim was all w e d  in full by his order 
dated 17 Scp:c?mbcr, 1973 holding thnt since the prcduct was not at 
ell excisnble prior to 29-5-71, Ru'e 11 wo~ild not apply. According- 
ly  the entire claim of Rs. 7,78, 171 was paid in full on the fcllow- 
ing dates.:- -- . - ---- - .---- - -- 

Rr 
-4-73 , . ' 1,91,075 

5.7. The Comrnittte wanted to know the reasons Em the classifi- 
cation of the good "hair oil" perfumed under tarifF item 14F prior 
29 Map, 1971. In a written note, the Department of Revenue and 
Banking, have intimated as under:- 

Tariff Item No. 14F which covers 'Cosmetics and Toilet Prcc 
parations' was inserted in the Central Excise Tariff as a part of 
1981 Budget. The levy was initially restricted to the products, 
uiz., ( i )  Face cream and snow, (ii) Face Powder, (iii) Talcum 
Powder and (iv) Hdr lotion, cteam and pomade. 

Under the Finance Bill, 1x4, the following  change^ were made 
in this item to broaden the definition:- 

(a) Sub-items (i) and (lif) were replaced by the follow- 
ing: - 



creams, cleansing creams, skin foods and tonics, face 
powders, toilet powders and talcum powder. 

(b) Sub-item (iv) was renumbered as sub-item (ii). 
It  has been reported by the Collector of Central Excise, Madras 

that Mls. Chesbrough Ponds Inc. started their rnanufac- 
turing operations in the Madras Collectorate on 21-10-1967. 
I t  was assumed a t  that time both by the manufacturers 
and by the Department that duty on Vaseline Hair Tonic 
was payable under item 14F relating to "Cosmetics and 
Toilet Preparations', as it then stood. I t  is reported that 
on the application of the Scif Removal Procedure to Item 
14F, the manufacturers filed a classification list soon after 
1-6-1968 in which the company itself classified this prcl- 
duct under Icem 14F (ii) ." 

5.8. When asked as to why the duty was pni l  or c h r y d  by the 
Dcpartnwnt on an item which was not nssclssiSlc to duty, the wit- 
ness has s:atcd:- 

5.9. The Committee wanted to know why the manufacturer did 
not dispute the classification prior to 29th May! iT1. The Secretary, 
Ministry of Finance, has exphined during evid2nce:- 

"In the Finance Act, 1971 this new item was brought in and 
i t  was said in clear specific turns that the following items 
will be liable to tax, viz., preparations for the care of the 
hair- (a) hair lotion, creams and pomade, (b) perftuned 
hair oil, (c) shampoos. 

This particular addition has to be considered with the earlier 
definition The only common item was hair lotion nnd 
pomade. Government in their wisdom introduced this 
hair oil in conjunction with the earlier wording-hair ' 

lotion and pomade. Once that happened it automatically 
foUowed that the term perfumed hair oil was distinct from 
hair lotion, cream and pomade. The moment this parti- 
cular addition was made the Company was clever enough 
to say that they wse  paying on items which were 
buble." 



5.10. The Committece wanted to know whether samples are drawn 
before deciding upon the classification and, if so, when was the sample 
drawn and tested in this case. The Department of Revenue and 
Banking have, in a written note, stated:- 

"Under rule 173B of the Central Excise Rules, 1944 every as- 
sessee has to file with the propx officer a list showing 
inter alia the full description of all excisable goods manu- 
factured by him, and item number and sub-item, if any of 
the Central Excis-. Tariff. Sub-item (2) ibid provides 
that 'The proper officer shall, after such inquiry as he 
deems fit, approve the list with such modifications as are 
considered necessary . .' For this purpose samples are 
normally drawn by :he Officers in cases where c1assifir:slion 
of the product cannot be resorLed to on visual examination 
or where the product, though identifiable on visual exa- 
mination, could fa?l under more than one tariff item, 
dqending upon subtle distinctions. In the instant case it 
is reported by the Colleclor that the product was not 
tested b2fore 29-5-1971. It is reported that on 23-6-1971 
the Range Supdt. drew a sample of Vaseline hnir tonic 
and Chemical Examiner confirming vide his test Remrt 
dated 23-7-1971, that the product was ass~ssable as 'per- 
f c n e 3  hair oil'." 

9.11. The Comrnittec wanted to know when did the party prefer 
Its claim for refund and what was the decision taken on that claim. 
The Department of Revenue and Banking havc. in a wri'len note, 
sated: - 

"hljs. Ch~sebrough Ponds Inc., Madras filed zpplications for 
refur?d on 1&&1971, 22-10-1 971 and 31-1-1972. The Assis- 
tant Col1,~ctor of Central Excise concerned, disposed of 
the claim for refund hv deciding that the product was not 
excisable prior to 29-5-1971, but that the claim for refund 
was covered by the limitation under rule 11 rend with rule 
173-5 of the Central Excise Rules, 1944. Accordingly he 
granted the refund only for the amount of dutv paid by 
the party during the period 1M-70 to 18-8-1971 and the 
claim for the balance rejected." 

5.12. The Committee wanted to know what were the qrounds of 
appeal by the party before the  Appellate Collector. The Department 
of Revenue and Banking have, in a written note, stated:- 

"The party preferred the appea,l to the Appellate Collector, 
Madm on 16473 and clatned the entire amount of the 



duty paid by them prior to 295-1971 on the following 
grounds: - 

(i) that the product 'Vaseline Hair Tonic' was not ex& 
able prior to  29-5-71; 

(ii) that payment of duty was made on a mistake of Law. 
When the goods were not excisable, any collection of duty 
of Central Excise on such goods would have nscessarily 
to be refunded; 

(iii) that the period of limitation prescribed under Rule 11 
read with Rule 173-5 would not apply and only the 
general limitation prescribed under the limitations Act 
viz., period of 3 years from the date of their coming to 
know that they had unknowinqly paid such duty not due 
to the Government would hold good; and 

(iv) !that they had preferred their claim well within the 
general limit of 3 years and there had been no lapse or 
delay." 

5.13. When asked about the opinion given by the Madras Branch 
of the Ministry of Law and Juslice, the Secretary, Ministry of Law 
and Justice, has stated during evidence:- 

"I will read the note. I t  says: 

'We may agree that it is not rule 11 read with rule 173-5 of. 
the Central Excise Rules that would apply in ;his cam 
I t  would be the ordinary law of limitation that mould 
apply. As such, sfrictly speaking, the party would be 
entitled to refund of the yearly payments, only for a 
period of 3 years from the date of the original psyment 
if a claim for recovery is made by a civil suit. However, 
it would be thoroughly inequitable for the Government 
to stand on such technicality and refuse payment of 
the amount employing the defence of bar of limitation 
Duty was levied hv the Government and was paid by 
the party under mistake. As this was not an excisable 
item Government have no righ: to collect dutv. Reten- 
tion of the monev thus illegdly levied espxially when 
the party is pressing for its return may not be morally 
justifiable. The ohs:rvations of. the Supreme Court and 
the High Court of Madras in similar cases (referred to 

in the above note) should be tqken ?s providinq the 
nsessary guidance to the department in this behalf for 
returning 4he entire amount paid by the party.'" 



5.14. It fs understood from Audit that the Central Board of Excise 
and Customs had in their letter No. 1719/63 CXfV dated 27-5-63 
clarLtled that "Rule 11 applies in those cases where the payment is 
made through inadvertance, error or mfsconstruction which can be 
attributed to the party concerned". Also the Board had earlier cir- 
culated the following note of the Ministry of Law with their Circular 
No. 25-1-67-CX-VI dated 21 March, 1969:- 

"Where certain amount is illegally collected as a levy under 
the Central Excise Act, the position of that Act regarding 
refunds would not be attracted. The period of limitation 
in respett of such collections under the Limitation Ad 
is three years from the date when money is received." 

5.15. The aforesaid position is stated to have been reiterated in 
another Circular issued by the Board on 8 May, 1973 with which the 
following extract from the note dated 19 October, 1972 of the Ministry 
of Law was circulated:- 

"As held by the Supreme Court in Venkata Subha Rao Vs. 
State A. P. so far as a claim recovery of tax illegally 
collected is concerned, the authorities are fairly uniform 
that the period of limitation for a suit making such claim 
is governed by Art. 62 of the Umitation Act, 1908 new Art. 
24 of 1963 Act." 

5.16. The Committee wanted to know whether the Appellate 
Collector of Madras was aware of the aforesaid opinion of the 
Ministry of Law. The Department of Revenue and Banking have, 
in a written n&e, st&Rd:- 

"The Appellate Collector of Central Excise, Madras was aware 
of the opinion of the Ministry of Law and Justice dated 
19-10-1972." 

5.17. In regard to the enquiry whether the opinion of the Ministry 
of Law dated 19 October, 1972 was specifically brought to the notice 
of the Additional Legal Adviser, Madras when a reference was mads 
to him for giving his opinion on the appeal, the Department of 
Revenue and Banking, have, in a written note, stated:- 

"It has been seen from the note in which the reference was 
made to the Additional Legal Adviser, Government of 
India, Madras, by the Collectorate, that the same was not 
qwcifically brought ta the notice of the Additional Legal 
Adviser, M a h . "  

5.18. The Committee wanted to know wh&her the decision of the 
Appellate Authority was in conformity with opinion of the Law 



&his t ry  dated 19 October, 1972. The Department of Rwenue and 
BPnking have, in a writtern note, intimated as under:- 

"To the extent that the Appellate Collector sanctioned refund 
for a period beyond 3 years from the date of payment of 
the money, the Appellate Collector's decision does not a p  
pear to be in accordance with the aforesaid opinion of the 
Ministry of Law." 

5.19. Asked if the Appellate order was cansidered for review by 
the Central Board of Excise and Customs, the Department of Re- 
venue and Banking have stated in a written note that- 

"The order of the Appellate Collector of Central Excise, Madras 
was nat suggested for review." 

6.20. It is seen from Audit Paragraph that the refund of 
Re. 1,38,290.03 relating to the period prior to  August, 1968 was 
barred by limitation and was extra-legal wen while conceding that 
the article did not fall under excise prior to 29 May, 1971. The 
Committee desired to know the views of the Department. The 
Chairman, Central Board of Excise and Customs, has stated during 
evidence: - . . 

"Personally I agree with Audit view-point.'' 
5.21. Asked if the Appellate Collector was justifled in making a 

payment of refund for period which was barred by Limitation of 3 
years, the witness has replied:- 

"In my opinion that action on the part of the Appellate CoE 
leobr was wrong." 

5.22. Explaining the legal position in this connection, the Secre- 
tary, Ministry of Law and Justice, has stated:- 

"So far as the strict legal position is concerned they have stated 
that it is not legally claimable. It is stated that the duty 
was collected whereas in law you are not entitled to 
caUect it. It is not really Government money which they 
can lawfully recover. Time and agah courts have ob- 
sewed that Governmefit should not stand on mere tech- 
nicalities. That is to say, if the claim is othelwise in order, 
only the plea of limitation should not be taken." 

5.23. The Committee wanted to know the views of the Ministry of 
Law and Justice on the opinion given by the Madras Branch of the 
Ministry of Law and Justice. The Secretary, Ministry of Law and 
Justice, has stated: - 

% is a duty collected without the authoiity of law. Be 
cause of the limitation period, should it be refunded or 



not? That is the point. The proposition is that it is not 
excisable. The duty has been paid by the assessee whethetr 
he has paid it from his own pocket or after collecting from 
the customers; the duty is refundable to him." 

5.24. Adding in this connection, the Chairman, Central Board of 
Excise and Customs, has stated:- 

"I would Like to explain the position in two parts--one is: 
where some refund has got to be given legally, that is, 
we cannot keep the money with us legally, the man 
merely has got to go to the High Court to get the refund. 
As regards the second part, namely, whether it would be 
one of equity, our view is that in so far as refund is con- 
cerned and where an application for it was made within 
three years that was not barred by the period of limita- 
tion. Therefore, it was legallv due to the man even though 
i: meant any windfall benefit to him. We have no option 
but to legally pay it to him." 

5.25. Since the manufacturer would hsve collected the duty from 
dealers/Customers the Committee wanted to know hcw far the 
grant of the refund which gave double benefit to the manufac- 
turer was justified. The Chairman, Central Board of Excise and 
Customs, has stated during evidence: - 

"Sup~ose the interpretation goes against them. We recover 
the money, but thev canno: recover it from the pr~rchasers. 
When it is a question of limitation and when a person has 
the legal right to claim refund, I am afraid, it will not be 
possible for She Department to refuse to psv the refund on 
the ground that this is going to be a two-fold benefit." 

5.26. The Committee wanted to know whether in tho reference 
made to tbe Ministry of Law it was made clear that the concerned 
 arty had already secured from their dealers and customers the 
money which was claimed for refund. The Secretary, Minisky of 
Law, has stated during evidence:- 

"From the referring note it does not appear. . . . ". 
5.27. Asked if it was nut necesssrv to go through the whole thing 

when a reference was examined by the Ministry of Law, the witness 
has replied: - 

"It was men to the ofiicer concerned to comment in more 
details? 



5.28. The Committee wanted to know wheher the remd al- 
lowed to the manufacturer was reflected by h ip  in the income-tat 
return and duly taxed. The Chairman, Central Board of Excise and 
Customs, has stated during evidence: - 

"We advised speciAcally the Incometax authoritias about it." 
I 

5.29. In a written reply, the Department of b n u e  and Banking 
have stated as under:- 

"It has been ascertained and reported by the Collector that the 
refund allowed to the party was reflected in the Company's 
Income-tax return and duly taxed." 

5.30. The Committee noted that the grant of refund had resulted in 
unintended benefit to the manufacturer. They wanted to know 
the remedid measures taken by Govenunent in this regard. The 
Chairman, Central Board of Excise and Customs, has stated during 
evidence: - 

"Sir, this question of finding out a way by which this windfall 
benefits and undue hardships could be avafded has been 
causing concern to this Committee as well as to us. That 
is why, Sir. you will find in the indirect taxes the Gav- 
ernment tries to lay down a petfad of limitation which in 
even less than the normal period of limitation laid down 
under the Limitation Act. Tn the Custcuns Act we have 
laid down a period of six months only both for purpma 
of recovery of tax due to the Government as well ao 
for purposes of refunds to the parties wen though the 
may be ltb,;llli clue because we feel beyond a particular 
per'iod it really means either it will be a windfall b e d t  
to the party if a refund is given or it will be a hardship 
to him If we go and recover the amount. The limitation 
provide under the Central Excise Act is one year but it 
so happens that when it is ruled that a particular th iq  
is not excisable at all then the Law, Ministry's opinioa 
has been that if a thing is not excisable then the Cen- 
tral Excise Act does not come into play. Then you go 
by the normal. On this particular point when we are 
revising the Central Excise Law we would be consulting 
the Ministry of Law and we would be thfnking over it 
to whether we can do something to avoid these uninten- 
ded bentfits and cases of hardship beyond a partitub 
perid," 

31M-L&.#. . 



5.a. The Committee m perturbed to note that the refund of 
fbe amount of iLE. 7.78 Iakhs to a maaufrctursr, who had paid excis4 
duty in good faitb in respect of a commodity which he e r r o n m d y  
considered as excisable, had resulted ia a fortuitous b e n d t  to him. 
Since the amount would have been already c d e c t d  by the manu- 
facturer froin the consumers in the form of duty, it appears inequit- 
able that while the burden of excise duty should have been borne 
by the consumers, the benefit d refund should accrue to the manu- 
facturers. It has to be noted that recoveries from or refunds made 
to manufacturers at  a later date, will have no effect on the burden 
of consumers who have to bear the incidence of duty. 

5.32. The Public Accounts Committee in paragraph 2.92 of their 
7-d Report (4th Lok Sabha) had recommended that if  it whs 
legally permissible to retain such excess collections which should 
man appropriately form p u t  of the Government revenue, Cavern- 
ment could with advantage consider making such funds available 
to a Government research organisation working for the benefit af 
industry and trade. In the Action Taken Note dated 28-11-69, the 
Committee were informed that the acceptance of the recornmeah- 
don wotdd invofve a Statutory Change in the Central Exrise Lnw. 
The Chahman, Central Board of Excise and Custom., had assured 
the Committee during evidence that "when we are revising the 
Central Ex* Law we would be consulting the Ministry of Law and 
we would be thinking over it as to whether we can do something 
.to avoid them unintended benefits and cases of hardship beyond 
r p v t i c u k  period.' The Committee would like to know tha out- 
came of theme exarc iw and be apprised of the latest position ob- 
trJning in this behalf. 

5.33. The Cornmitt* note that under Rule 173B of the Central 
Excise Rules, 1944 every awessee has to Ale with the proper ofR*t 
a tist showing inter alia the M I  description of aU excisable gods 
mafirtared by him and itom number and sub-item, if any. of the 
Csntrrl Ex& Ihriff. Sab-item (2) of the same W e  pro- 
vides that "the proper eScer shall. after such inquiry as he 
deems fit, approve the Iist d t h  such mdtflcmtions as are 
&ed accwsrry. . . ." The Committee have bccn Informed tbl t  
for this pmpasc the samples are drawn by the o m c m  In cues where 
chrsi&.tbn of tbe product rannot be resorbd to on visual exami* 
mtion or wb#e the product, tbougb ideatfftble on vbud emd- 
matian could f a  nader m e  than one t d R  item, dcpendirrff. upan 
d t l e  dirrtinctiohs. The product in this case wru nnt tested betare 
28 May lm, Le, the date from whicb "perfumed hair d l s w  were 
b e t  witbin tbe ptuwiew of itetn 14F by introlductb of a sepamtt 
rr~bb ii(b) thmugh Finance Act, 19T1. The Committee fatel that 



had the sample bssn tested inithlly a t  the tfma of the submioeSon 
ef the classification list by the manufacturer, the tart a b t  its bdry 
non-exchble would have been known and the manufacturer would 
sot have reaped an unintended bensBt to the tune of Rs. -7.8 I-. 
The Committee accordingly recommend that suitable provision may 
be made in the rules which should make it OBUgatory tor the con- 
cerned authorities to draw ~8mrJles for test invariably in all cases 
inunediately after the receipt of the lists showing the description of 
the excisable goods to be manufactured. 

5.34. The Committee note that the Ministry of Law in 1969 hed 
opined that "where certain amount is illegally collected as a levy 
under the Centrd Excise Act, the position of that Act regading 
refunds would not be attracted. The period of limitation in respect 
of such collections under the Limitation Act is three years from the 
date when money is received." Subsequently, in their note dated 19th 
October 1972, the Ministry of Law had stated that "As held by the 
Supreme Court in Venkata Subha Rao Vs. State of A.P. so far as 
a claim for recovery of tax illegatly collected is concerned, the 
authorities are fairly uniform that the period of limitation for a 
wi t  making such claim is governed by Art. 62 of the Limitation 
Act. 1908 now Art. 24 of 1963 Act.* 

5.35. The manufacturer had filed an appeal for the refund of the 
entire amount paid by him for the pried with effect from 21 Octo- 
ber 1967 to 27 May. 1971 which extended beyond the period of limi- 
iation of 3 years prodded for in the Limitation Act. The Depart- 
ment of Revenue and Banking have admitted that the opinion of 
the Ministry of Law dated 19 October 1972 was not specificdly 
brought to the notice of the Additional Legal Adviser, Madras when 
a reference was made to him for giving his opinion on the appeal. 
The Committee feel that had this been done the advice given by the 
Additional Legal Adviser.  aha as would not have been, in all pro- 
bability. at variance with the advice of the Ministry of Law dated 
19 October 1972. The Committee woufd like that responsibilitp 
for this lapse should he fixed for appropriate action against the 
defaulters. 

5.36. The Committee havo been informed that "to the extent that 
the Appellate Collector sanctioned refund for a period beyond 3 
mars  from the date of payment of the money, the Appellate C o 1 1 ~ -  
tor's decision d m  not appear to be in accordmcc with the aforesaid 
opinion of the Ministry of Law." According to Seth 36(2) of 
tbc Central Excise and Salt Act, 1944, the Central Governxneut is 
empowered to review of its own the decision of the Appellate COl- 
lector. The CommJftee have. however. been informed that "tbe 



order of the ABpdUote Collector wu not sttggWad fm re*. 
When the chairman, Cemtml Board of E u c h  and Custwm, himsdh 
felt that "the action on the part of the Appellate Collector wag 
wrong", the Committee fail to understand what pr&ented the ah- 
thorities from subjecting the decision of the Appellate Cdlector te 
a review by the Government. The Committee art My of the 
opinion that the review of the decision by tht Government would 
have, in all fairness, ltd the Government to set aside the order for 
the refund of the money to the extent it pertained to the perlod 
beyoad tha% stipulated in the Limitation Act. The Committee would, 
therefore, like to be apprised of the detailed nabom for the non- 
review of tbe decision of tbb Appellate CoUector by the Govarnmsnt. 

NEW Dn~1. 
dated 9 Ikcmrber, 1977. 
28 Agrahaycma, 1899 (@ .-' 

C. M. STEPHEN, 
Chairman. 

RLblic Accounts CommiCtrs. 



P. Nlmc of the duJa Year W m t c  From w k  
No. rcaivedand rmivcd 

wld in retail 
to ~ t C h  
I d a  

Xa-yarrar Chemicals Govindappa 
Naickcn St. Madme-I 

Seth Shcnonarayan and sons 
W r u - 1 .  

K. Wuhnlanan. \Val 1 're\ Road, 
M d r c g .  

M& Collctorats, 

Bharat Traders, Madurm . 

Sivagami Ctrcrnicalr Supplia, Sivaluri 

6.600 TCM, Alwayc 
\VI*VcO 

2,53,750 \\'IbfCO 

\Y I hlCO 
,450 WIMCO 



Sl. Name of thr fartory Qumtih; Quantity Short- Rnnarka 
No. aupplid actually age N m c  of 

vper .ccouneed d d u  md 
ddm in Qw. Perid 

'- d 8- Match Wotk  
rivilliputhur . . . 

The Bably Match tadrutria. 
S i h i  . . 

South India L d f a  Match 
Co., s i v w  . 



iLi? Match Go. (P) Ltd., 
A. Unit, Anayur, Sivakr~i. 

.4ramn Match WorGu. 
Sivakmi . . . 
Vapa Match Indirxuia, 
Thiruthangal . , 

Univcnal Match Worb. 
S i v U  . 
Lion Match Factory, 
Lingapuram, Sivakui. 

Sri Arunachalm Match 
Industries, Perapatti. 

Star Match Fiutoty, Koil- 
p t t i  (10172 urdure found 
UI purchamc rdgcr not ao. 
counted in ronn IV) 

Lotus Match Worh, Siva- 
bi (13 M per purchau led- 
ger in g,7 for a450 -. 
m l y  1.50 &. ru umul- 
tcd) . . 
Sri Kmnganathan hhtch 
Industria, Sattur . 
Ajanafha Match I~tdun~ria,  
Sattur . . . . 
Sri Sankvcswari Match 
Fnctury, Sattur . . 

Babu !March Wwh, 
Sattur . . . 
Bdaji Match Industria, 
Sattur . 
Natianal Match Worb. 
Sivakmi . 



APPENDIX III 
S u m m c ~ y  of important instructions isswd r~garding sale purchase 

use and manufacture of Potcrssium. Chlwcrte 

(Vide Para 1.83). 

1. All private dealers of potassium Chlorate, including f a r t o y  
&pots of manufacturers, .should be required to obtain a iicence tn 
form 11 for acquisition and possession for sale. 
. . 

2. In all Form 11 Licenses, the entry below Col. 4 should indicate. 
the quantity authorised to be acquired in a year. The present prac- 
tice of indic?ting the quantity ,911thnri~ed tn be :,urch~sed on "R: a 
time" basis snould be discontinued forthwith. 

3. Factory dewts  and dealers should be given licenses for sale 
in Form XI11 and not Form XI. 

4. The quantities of potassium Chlorate acquired for sale bv fac- 
mry depots or d e a l s s  from time to time against the annual &ling 
permitted to be acquired should be required to be endorsed or, the 
licenses at the source from which potassium chlorate is acquired. 
Thus the liceuses of factory depots should be required to be endors- 
ed by the ma~lufacturer~ and the licences of dealers should be re- 
quired to t)e endorsed by factory depots or manufasturers (in case 
of ex-factory purchases). 

5. The annual quota to be authorised to factory depots or private 
dealers for acquisition and possession for purposes of sale should 
be fixed on the basis of bona fide sales during 1976 as verified dtlring 
inspections vide wirelws message No. 12/70 '76-GPA. V. dated 
3-5-1977. 

6. The annu4 quota of consumers holding Iicenses in Form 11 
or Fonn XI ~hould  be fixed in exact multiples of standard packings 
supplied by manufacturers (it has been suggested separately that 
manufacturers should be required to supply potassium chlorate in 
packings of 50 kgs. 25 kgs and 10 kgs). 

7. For consumers holding licenses in Form II or XI whose annual 
quota is less than the standard packings, the State Government may 
specifically authoAse a restricted number of dealers at  or near the 



place of use to sell potassium chlorate in small quantities. Every 
dealer should not be authorised to make sales in loose quaritities. 

8. Licenses in Form XI11 for sale of potassium chlorate should 
not be i d  to any person or persons who own or am partners of 
are employed by the manufacturers of match boxes, or explosives 
or tire works, etc. 

9. Every factory depot aild private dealer in potassium chlorate. 
holdin$ a iicence in  form XIII, should be required to sell potassium 
chlorate after duly verifying the licence for acquisition in Fonn I1 
or Form XI held by the purchaser and after making entry &herein 
indicating the quantity sold and the date of safe. It should be the 
responsibility of the Factory Depots or the dealers to ensure that 
the quantity authorised to be purchased per annum is not exceeded 
even if the licensed purchasers acquire their requirements Prom 
more than one source. 

10. The particulars of Form I1 or Form XI licenses as well as 
"No Objection Certificates" obtained by the purchasers for tFans- 
portation should be entered on the cash memos of- bills for sale and 
writrten acknowledgement should be obtained by factoq depots 
and dealers from the purchasers on their cash memos or bills in 
token of acknowledgement of receipt of potassitun chlorate sold. 
Wherever necessary, it should be the responsibility of the factory 
depots and dealers to established identitv of the purchaser before 
selling him potassium chlorate. 

11. Manufacturers of match boxes may .be instructed to apply for 
fixation of their annual requirement of Potas3ium Chlorate and for 
this purpose the applications should be accompanied by statements 
duly attested by excise staff, indicating artual production of match 
boxes during the past five years. 

12. The quantity of potassium chlorate required by these units 
mag be determined in relation to average production of match boxes 
during the last five years. or the maximum production in any one of 
these five years, which ever is more. 

13, The quantity of potassium chlorate required by each matzh 
manufacturing unit may be determined tentatively @ 7 kgs. S r  100 
gross match boxes (each match box containing 50 sticks). 

14. Manufacturing units should be required to purchase ' Potas- 
sium Chlorate in complete packings supplied by m a n u f a d u r n .  

15. Match manufacturing units should be issued licences ip Form 
" XI for conversion of Potassium Ch,loratq and all other purposes such . * 



.as sale, or keep for sale etc. etc. should be deleted from the heading of 
the licence as well as heading of Col. 6. The sale or supply af potas- 
sium chlorate by one licensed match manufacturer to another should 
be completely barred and entry in Colums 4, 5 and 7 shoud be NIL. 

16. In cases in which the annual quota of Potassium Chlorak 
vide 13 above works out to a multiple of standard packing plus a 
fraction. the exact multiple of standard packing should be prescribed 
.as the annual quota pending revision of quota for manufacture of 
match boxes which would entitle the manufacturers of match boxes 
purchase exact number of boxes or bags of potassium chlorate as 
supplid by manufacturers of potassium chlorate. 

17. Application for renewal of licenses in Form XI for conversion 
.of potassium Chlorate should be required to be accompanied by 
statements indicating the quantities of potassium chlarate purchased 
during the previous calendar year, the number of grosses of match 
boxes actually manufactured and rate of cornsumption of potassium 
chlorate per 100 gross match boxes. These statements should be 
required to be oountersigned by the Collector of Excise or his staff 
authorised to do so. 

18. The licensing authorities should arrange for inspection of the 
records of match manufacturing units at least once in three months 
to verifv that potassium chlorate purchased is endorsed on Form XI 
licences and duly accounted for in relevant records and also to 
ensure that quarterly statements of consumption of p'otassium chlo- 
rate have been got verified by manufacturers from the Excise de- 
partment. 

19. It  should be the msponsibility of licensing authorities to ini- 
tiate prosecution proceedings in all cases where it is found that the 
manufacturers of match boxes have either maintained incorrect r e  
card or have manipulated entries in books or if there is any sus- 
picion that they have acquired ptassiurn chlorate in excess of annual 
l i cmad  quota or have misused the acquired quantity or have 
violated any instructions of the State Government or any conditions 
of the licence or any provisions of t&e Arms Act. 1959 or Arms Rules 
1962. 

20. Apart use in the manufacture of match boxes potassium 
chlotatc is also used considerabbp in manufacture td Atc works; ex- 
ploave,  tinap medfdrm, textile industry, &. The of potassium 
chlorate by such industr&q whem located should be subject b 
,cheeks, coatrob md faspactlono as s~ggemted in the am of manu- 



facturers of match boxes after fixing annual quota of plotassium 
chlorate on merits. 

21. The licensing authorities shodd review immdiately the quan- 
tity authorised to be manufactured in the existing Licences in the 

light of actual produetion during the past 3 or 5 years and rwised 
annual quota may be fixed in nearest hundreds (m. tomes) on the 
basis of awrage.production or the highest figure of production in 
any m e  year, whicbwer is more. The quantity authorised to be 
manufactured in the licence should be subjtct to periodical review 
in the light of actual production or requirement, 

22. Potassium chlorate manufactured should be required be 
sold or kept for sale in approved packings of 50 kgs., 26 kgs and 10 
kgs. The number of bags etc. of 50 kgs, or 25 kgs or 10 kgs required 
may be left to be determined by the manufactufers according to 
ac tud  need of customers. 



SI. N.mr of the manufacturer Location BMad Nuna 
' No. 

8 mi+. ~ c ~ e  ~ r i n ~ s  (NCW I)CW) 
P. ' Ltd. . 1Vm Whi . Coco-Cola, M c ,  Fmta 

6 M'r Kanpur Bevmga Pvt. 
Ltd. . Kanpur I )  1 9  

7 M r Soft kcraga Pvt. 
Ltd. . Mdurai 

g Mir Bevaaga B: Food Pvt. 
Ltd. . Gauhaii 8 )  , I ,  

10 Mir. Poona Bcveragu h c .  Ltd. Yoona . t* I)  $ 9  

I I M r. Agra Bevcrager Corpora- 
tion . Agra 

r n  hfjs. Sri Krishna Bottlrn 
h t .  Ld.  . Sccoundaabd ,, 9, IS 

r 9 M I .  Pure Bevaap  Ltd. . Ahmedabad ), ., 11  >. 

14 M'I. Tripti Drinks Private 
1,td. . C u t d  

16 r .  Jai Drinlu I%t. Ltd. Jaipur s t  I I ., PI 

t 7 M s. Prcm Nath Monga 
B~ttlm Pvt. Ltd. , 5 1 m ~ t  a I ?  I D  PI n 

18 Mk S-hi Beaagea Pvt. 
Ltd. . . . lndarr w 91 o . " 



19 .%'a. Sauruhtra Bottling 
O ~ ~ W Y  . . Rdbt , aoca Cola, Coke. Pantr 

20 .M's. Baqalore Soft Drinks 
Pvt. Ltd. . . . Bangdore ,,I ,,I 01 9 ,  

2 I W s .  Pvlc  Reveraga Ltd. . Bombay . Gold Spot Rim-%im Umca 

23 . W a . J .  H. Bottling Company . Iklhi . J .  B. Kcm, J.  B. Pinu, J .  B. Oran- 
etc. 

n q  M '8 .  Premier Aerated Water 
Factory . . . Bombay Premier 

25 W e .  'Turf Aerated Waters 
Pvt. 1.d. . . Bombay TurF 

36 l i i r .  Rrnndmr & Co.  Pvt. 
Ltd. . Bornbav Brandon 

2:  b i  \. I h k r  & Sonn Pvt. I.td. . Rombay L)uke'r Orange, Cola 

28 \I s. Rogers & Co. Ltd. . Bombay . Roger 

19 \f s. Kali :\mated Water 
\Work< . Vintdhunagar Knli 

I r i  a i l  Vinayaqar 
.\crated Water Factory K ~ d u r a i  . Vappilai V i n a y a p  



S. No. Collec~ar~tc Total number or unitr 
Wemarh 

which Number 
produceci of unita 
bottling who had 
aerated Brand 
water name. 

a , Bombay 14 5 

3 ,, Weat & q p 1  IWcrcttu) . 1 NII. 

18 ,, Chandigarb . 0 

N.R. 'r)w 6 p r a  of- & CPtcutt. Collectoratc~~pertain to the crstwhilc'Cdlu- 
taata ud include thr p i t i o n  of M p m n t  Ahmaisbad and Rhuhnwwu 
Pal l ~ t e n .  



. Y t ~ m m t  sho ' rhs wt gory-wi~s r r v m  rcolindon djwoductiun in rsspIcr o j  unitsprodun'ng 
-%ordint maw w m  tiwiq 1*e y a r  ig/l-/n,to 1971.75 

- - . - 

Ycnr 
Organisrd Sector Unorganiurcl Sertor 

------. --- ----- - 
Rcvmur Production Revenue Production 
realicatior~ Botllcs renliratior~ Imttlm 









(io) M 's. Jaipur B ~ttliny C J. 

( i i )  

(iii) 

(iv) 

G d s  work Rs. 4zog '- s iz d on account 
of removal with4t paymentof duty, non- 
accountal of production and clearance on 
invalid gate miss. Case is yet to be ad- 

judicated. 

(hse of transport of 42 cram of aerated 
waters withow a w  transport documents. 
Penalty of Rs. 2501-. Redemption fine 
RF. jm/- on u p x i s  and rrdcrnntion fine 
Rs. 2501- on vehicle impozed. 

Illicit m m o d  of 450 crates of aerated 
waten. Penalty Rc. ~o,ooo/-. Penalty 
on d r i w  and cleaner Rs. 7x4-. Re- 
demption tine on good: Rs. 5 000- and 
redemption fine on vehicle Rs. nj~o/- 
irnpoacd. 

Clraraoce of goods without sufificient PLA 
balance. Pena1,y Rs. y-1- impns.. 

Clearance of aerated waten. duty on which 
is RF. 699. I 9 without sufficient balancz 
in  PIA. Fetia'ty of Rs. I m/- imposed. 

Transport of arrated watrrs on the mid- 
night of n7/2&2-74 on an invalid (rate 
p a s  i.1 respect of 550 crates of Aerated 
Waters. Penaltv of Rs. 7;0/- a ~ d  Re- 
dtmpion ficc Rs. v ~ / -  impocc.1. 

Krmo~.al of I ~ J  rratcs of aerated waten at 
1 o p.m. on 28-2-74 after 'wdqet annomce- 
mmt. Pen ilty Rs. ?5a/-, Redanptior. 
fine an p i s  Rs. 5001- RF cm vehicle 

Rs. 75o/-impowd. Dutv also demandal. 





( i i )  MIS. Goa Bottling Margo 

( i i i )  I h .  

(iv) Mia. Simcrn Bottling 

(8) MIS. Rcgal Bottling Inds. 

681-47 

1,764.65 

131.40 

38.70 

(c i )  M/s. Crunet Bevrragcs 97.88 

(uii) M a  Fabril G m  3656.82 

. (uiii) MIS. Real Drinks 125.62 

(ix) M/r. Goa Bottling 144.00 

(x) MIS. Fabril ( ; m a  1778.58 

. ( i )  His. A. R. Raju & Brcn. 530' '9 

( i i )  Do. 

Do. 

'973 

'974 

Do. 

'975 

1976 

'976 

Do. 

Do. 

4-7-72 

Overdrawal in PLA. Prrsonrl pennlty 
Rs. loo/- imposed. 

Non-maintenance of proper stock accountr 
Pc nalty Rs. 2501- imposed. 

Non-maintenance of proper stock m u n t  
personal pmalty hi. 2501- i m ~ d .  

Manufacture and removal of goods without 
e n t r a l  Excise licence. c0mp0un$ng 
fie Rs. loo/- Redemption fine for veh~clc 
Rs. loo/- imposed. 

Hrmoval of goods without gate pas. Re 
demption fine Rs. I*/- Penalty Rs. 501- 
imposed. 

Ovcrdrewal in P L A P - d t y  Rr loo/- 
imposed. 

Ovcrdrawal in PLA Penalty Rs. p/- im- 
d. Y 

Non-maintrnance of proper stock account. & 
Penalty Rs. loo/- imposed. 

Overdrawal i n  PLA . Penalty Rs. loo/- 
imposed. 

Non-accountal of 8820 bottles in  R.G. I 
on 4-7-72. Penalty Rs. 1501- & Redmp 
tion fine Rs. 1501- impoacd. 

8,688.91 k i n g  asscr- Clearance without suf5cient balance in 
tained PLA. Penalty Rs. 1501- imposed. 

( i i i )  MI*. Vijayawada Bottling CCL Nil Do. Removal of goods without balance in  PLA 
D.P. Rs. 501- imposed. 

(it)) Do. 294.36 h. Cootravention of rule 173-H. P d t y  of 
Rs. 5001- impwed. 



7 Guntur-conid b) Mh Vijyawada Bottling Co. 

(Ui) Do. 

:? Hydrrahad . . . . (i) Shri Krinhna Bottlrrr I.td. 

( i i )  1k1. 

(iii) D ~ I .  

(iv) M/s. Khan Bahaclor Alladin 
& Co. 

g Shillong . . . . M/r. Beverages F w d  Prtdurts. 
Noonmati, Gauhati 

Do. 

Rs. 

335.57 I>+ia arc1 r- Failure to makc entriea in RG-I. Penalty 
tiin, d of Rs. 2501- imposed. 

Do. Impropcr mainwnancc of account. Pcnalty 
Rs. 2501- imposed. 

20-10-71 Rrmoval without payment ofduty. Penalty 
of Ks. loo/- imposed. 

7-12-71 Removal without paymrnt of duty. Penalty 
of Ra. 1501- imposed. 

20-4-72 Rrrnoval without paymrnt of duty. Puulty 
of Rs. 201- imposed. 

z 20-9-74 Selling of goods in accss of the approved + 
assamble value. Penalty of Rs. loo/- 
imposed. 

1-3-74 Goods removed by the asseJsct without 
to payment of Aux. duty imposed with 

2 1-3-74 , ffect from 1-3-74. Ajudicatcd by Amist- 
ant Collector under his order dated 
18-12-74. Prnalty of T(r. 2001- Aux. 

duty due was paid by the asxscc. 

1-8-75 Removal of goods without payment of 
to duty. Adjudicated by the Collector under 

7-8-75 his order datcd 2-6-76. Penalty 
Rs. goo!- imposed. Duty pa~.aMe was 
paid b?. the aarescr. 

3103,66 July ;I & Clearance of goods against debit balance 
Scpt. 71 in PLA . Adjudicated by the Assistant 



Do. 

D o  

20-7-71, Collcctoron26-7-72. Penalty RS.IOO/- 
16-9-71, paid. 
21-9-71. 

25-9-71) 

231.9.i iScpt., ,741 Clearance of gtds  against dcbic balance 
21-9-74. in PW.  Adjudicated by the Assistant 
24-9-74 & Cmllector ti& his order dated 

25-9- 74 19-1 I -  jj. P. nalty Rs. 2501- imposed. 

3 73.20 I 2-8-74 to  Clearance of goods against dt bit balance 
Aus. 2322.55 26-8-74 in PLA. Adjudicated by the Assistant 

Collector vide his order dated 30-8-75. 
P:nalty Rs. 1001- paid. 

260.35 14-12-71 Clearance of goob against debit balance 
& in PLA. Adjudicated by the Assistant 

I 7-12-71 Collector uiie hia order dated 31-1-73. 
Penalty Rs. loo/- paid. 

14696.42 7-1 1-75 C!earance of goods against debit balance r 
(Basic) in PLA. Adjudicated by the CmUcctor 
7389.72 vide his order dated 87-76. Penalty 
(Aux.) Rs. 5000 '- paid. Duty payable paid 

by the assessee. 

. M'B. Bangalore Soft Drinks Pvt. I 1,543' 70 27-4-71 Removal of goods without debiting tfK 
Ltd. duty in PLA. Penalty Rs. 50,- ~ m -  

posrd. 

Do. 

Mis. Spanccr & Co. Ltd., Bmgalore 

3,090- oo 28-4-7 I Removal of goods without debiting th- duty- 
in tlw PLA. Penalty Rs. 5a!- im- 
poattl. 

Nil 10-8-73 R.G.-I Account not poatad and duty 
not debited in PLA. Penalty Rs. loo, - 
im&. 







APPENDIX VlII 

- - - - -  - - - -. - - - -- - -- 

S. Para No. Ministry/ Recommendation 
No. of Report Deptt. 

1 1.110 Ministry of Finance The Committee find that the physical control introduced over the match 
(Deptt. of factories in the year 1943 provided for the posting of Supervisory Officer to 
Revenue) make a complete survey of the premises, random checks of the several + 

processes including a check on the sticks filled in match boxes, check af 
wastages in the process of manufacturing, destruction and sale of damaged 
splints, Veneers etc. transfer of matches from finishing rooms to bonded 
store rooms and clearances therefrom. This physical control continued to 
be exercised till I June 1968 when the system of self-assessment bymanu- 
facturers otherwise known as 'Self-Removal Procedure' was introduced. 
This system. inter ctlia placed a large measure of trust in the manufacturers, 
their declarations and their accounts. It also dispensed with the day to day 
verification of clearances by the Central Excise Officers and replaced it by 
periodical check to ensure that the amounts due to Government bave been 
properly assessed and paid. But at the same time, it was contemplated, 
as seen from the Finance Minister's budget speech, to safeguard govern- 
ment revenues and for that purpose the penal provisions for unauthorised 



removal of goods or other contravention of rules and regulations with intent 
to evade duty, were to be made more stringent. 

The Committee regret to observe that the experience gaind after intro- 
duction of SRP revealed that the trust reposed in the manufacturers was 
belived and that there were large-scale evasion of duty in matters. This 
was highlighted by the S.R.P. Review Committee who in para 12 of their 
Report had, infer alia, stated that "we have evidence before us which indi- 
cates that in many places and on a fairly extensive scale, madches are selling 
at prices which are lower than tk cost of products-cum-duty. This ~bv i -  
ously would not be possible unless duty was evaded." The Cornnittee 
learnt during the evidence that Audit also conducted some studies regard- 
ing the impact of Self Removal Procedure which indicated the possibility s 
of large scale evasion of duty and this was brought to the notice of the 'D 

Board in June 197 1. Chairman, Central Board of Customs and Excise also 
admitted before the Committee that "with regard to matches it became 
known fairly early that it was not working well" and that he had brought 
to the notice of higher authorities. Apprehending large leakage of revcnue 
attributable to the S.R.P. and based on the observations of the S.R.P. 
Review Committee, the Government rescinded Self-Removal Procedure in 
respect of matches and introduced physical control in October 1972. It 
is regrettable that Government had to wait till 1972 to reintroduce physical 
control over match industry despite early indication of avoidance of duty 
on matches. The Committee, would like to know how the physical con- 
trol over matches introduced since October 1972 has helped in achieving 



the desired objective and has helped in plugging all €he loopholes avail- 
able for manipulations in evasion of duty. 

3 1.112 Ministry of Finance The Committee learnt that the system of banderolling of matches was 
(Deptt. of Revenue) in vogue until 1-10-1968 when it was discontinued following the introduc- 

tion of Self Removal Procedure to this commodity w.e.f. 1-61968. Under 
this system, each box or booklet of matches issued from a factory for 
home consumption bears a bandrol of a value appropriate to the rate of 
duty. 

The main considerations which led to discontinuance of this system 
were : 1 

(i) concept of a rigorous control associated with bandrolling of 
matches was out of tune with the concept of Self Removal Pr* 
cedure. 

(ii) due to a number of cases of forging of bandrols the system had 
not proved to be 'foolproof. 

(iii) the Security Press, Nasik was not able to undertake printing 
of bandrols because of increase in other security items of work; 
and 



(iv) it was proving quite expensive in as much as expenditure on 
printing, distribution etc. was estimated to be Rs. 80 lakhs per 
amum apart from the estimated Rs. 25 lakhs spent by the 
industry by way of wages on pasting the banderols. 

5 1.114 Ministry of Finance Experience, however, proved that the discontinuance of bandero&g 
(Deptt. of Revenue) had also helped in the clandestine removal of matches and consequent eva- 

sion of duty. The Self Removal procedure Committee in para 27 of their 
Report, therefore, recommended that banderolling of matches is by far the 
most effective revenue safeguard and should be reintroduced as early as 
possible. The banderolling was accordingly reintroduced in the non-power 
sector w.e.f. 1-10-1975 and in respect of power operated sector in stages 
and factorywise i.e. from 16-1-1976 in factories located in Madras and 
Calcutta, from 16-2-1976 in the factory located in Ambernath and from g 
16-3-76 in the factories located in Bareilly and Dhubri. The Corn- 
mittee hope that the system is working satisfactorily and the Department is 
not encountered with any of the difficulty which led to the discontinuance 
of this system w.e.f. 1-10-1968. 

The Committee find that different type of methods are employed by 
the manufacturers to evade duty. These include, inter a h ,  the removal of 
goods without payment of duty, use of the same gate pass on more than 
one occasion, removal of goods without gate pass and use of forged ban- 
derols. The Committee would desire that in the light of the experience 
gained, the Govanment should evolve a foolproof system which should 

a Ions. ensure effective check against all possible manipul t' 



- -- - -- ----- - - -- - 
7 1.116 Ministry of Finance 

(Deptt. of Revenue) 
(ii) Ministry of Home 

Affairs 

. - -  - - - - - - -  

The Committee find that a quantity of 11,79,795 kg~.  of potassium 
chlorate issued to match industry through various dealers was not brought 
to account by mach units in Madras and Madurai Collectorates during the 
years 1968-73 which if used in match industry was capable of a revenue 
yield of Rs. 5.53 crores. The Ministry of Finance have stated that it was 
not possible to keep an exact track of the disposal of potassium chlorate 
by the dealers. The Committee are distressed to learn that such serious 
matter had not received the attention of the State Government because 
the Excise Department had not intimated to State Government earlier. Only 
on 5-5-1977 the Home Ministry had asked the State Government and 
Union Territories to inspect the books of all dealers and factory depots to 
identify the dealers who werc not maintaining proper records or who were 
not sellin_e potassium chlorate in accordance with the provisions of the 
Arms Act, 1959, and Army Kules, 1962. 

The Committee have been informed that the Government of Tamil Nadu 
has initiated action against the 8 dealers in Madras and Madurai Collect* 
rates who sold 11.79,795 kgs. of Potassium Chlorate during 1968-73 but 
where receipt was not acknowledged by match factories and against 27 
other dealers whos: total sales indicated a shortage of 11,765 kgs. of pota- 
ssium chlorate. The Committee would like to be apprised of the details of 
the prosecution launched and/or penalty imposed against these dealers. 

The Committee apprehend that the non-accountal of such huge quan- 
tities is, in all possibility, the outcome of the laxity or lapse on the part of 
the officers authorised to conduct inspections of the accounts of the dealers. 



I'he Committee would therefore like to know the details of the  inspection^ 
which were required to be conducted and those which were actually done 
by the concerned officers. They would also like the Department to a 
responsibility for appropriate action against the defaulters, under intimation 
to them. 

The Committee find that there were a number of dealers who were 
found to have been responsible for the non-accountal of the potassium chlo- 
rate sold by them. The trial in the case of Bharat Traders, Madurai is 
reported to have been completed and the case has been reserved for judge- 
ment. In respect of Shri M. Alexandar, Virudhanagar, the appeal is said 
to be pending in the High Court, Madras. The Committee would like to 
be apprise 1 of the final outcome in both these cases. 

11 1.120 Ministry of Finance A comparison of potassium chlorate consumed vis-a-vis the quantity of 
(Deptt. of Revenue) matches produced by a factory during the period June 1968 to January 

1970 when S.R.P. applied with the corresponding figures of consumption of 
chlorate and production of matches during June 1967 to May 1968 when 
S.R.P. was not introduced had disclosed that there was a heavy shortfall in 
production of matches. The Ministry of Finance have stated that as the 
consumption of potassium chlorate varies from factory to factory and in 
the same factory from season to season depending on various factors, like 
the quality and size of the stick, method of dipping of match heads, the 
efficiency of labour, climatic conditions and the availability of raw materials, 
no formula has been prescribed for the consumption of potassium chlorate 
in the manufacture of matches. The Directorate of Inspection, Customs and 



Excise, however, prescribed a ceiling limit of 5 to 9 kg~.  of potassium chlo- 
rate for 100 gross of 50 matches in the year 1972. The Committee have 
been informed that the consumption of potassium chlorate is about 6 kg. for 
production of 100 gross boxes of matches packed in 50s in the mechanised 
sector but it varies widely from 6 kgs. to 14 kgs. in the non-mechmised 
sector. During evidence, the Chairman, CBE&C has candidly admitted, 
"The range itself is so wide that it cannot be really a guiding factor." The 
Committee are perturbed to note the wide range prescribed for the cunsump 
tion of potassium chlorate in the manufacture of matches which leaves con- 
siderable scope for leakage of potassium chlorate for other putposes. The 

I4 
Committee desire that the Department should, on the basis of the experi- IAp 
ence gained over a number of years, evolve a scientific ratio for the con- 
sumption of the potassium chlorate so as to ensure that the actual pro- 
duction of matches corresponds to the production worked out on the basis 
of that formula. 

Ministry of Home The Committee find that the potassium chlorate is distributed to the 
Affairs consuming units through middlemen who are licensed dealers of the material. 

There are at present five manufacturers of this material in the country and 
the dealers handle on an average 28.19 per cent of their total production. 
There have been instances where these dealers were found to have indulged 
in malpractices whereby they showed in their accounts certain quantities of 
potassium chlorate as having been sold to certain match units which it was 
subsequently found the latter never received. The Committee feel that 



the loopholes which exist at present due to the operation of the middlemen 
can be possibly plugged if the potassium chlorate is distributed directly by 
the producers to the match industry. They would, therefore, desire the 
Department to consider the feasibility of the elimination of the dealers in so 
far as the distribution of potassium cholrate to match industry is concerned. 

The Committee find that potassium cblorate upto 5 kgs. can be sold by a 
dealer to anyone who needs it for agricultural purposes without showing 
any licence issued by the District Magstrate. The possibility of this quantity 
procured for agricultural purposes for diversion to other uses including that 
of manufacture of explosives etc. cannot be ruled out. The Committee, 
therefore. recommend that the sale of potassium chlorate should not be per- 
mitted without a valid licence issued by the authorised District authority. 

" 
The Committee learn that potassium chlorate attracts the provisions of 8 

Indian Arms Act, 1959 and the Indian Arms Rules, 1962. The District 
Revenue Oficer is the licensing authority for the dealers and actual con- 
sumers of chlorate. Quantitative restrictions are imposed on potassium 
chlorate (i) at any time and (2) for the entire year in respect of the maxi- 
mum dealable quantity. Registers are prescribed to record the day to day 
distribution of chlorate and to indicate the stock position. The State Gov- 
ernment authorities viz. Tehsildras, Circle Inspectors of Police, District Fire 
Officers and Health Officers are the officers authorised to inspect the stock 
and account of the chlorate held by the dealers and consumers. The Com- 
mittee find that there was laxity of control over the distribution of potassium 
chlorate during the years 1969-71 when some dealers en-ered in their books 



certain quantities as having been sold to match units but auctually diverted 
the same to other uses without payment of duty. The Additional Secre 
tary, Ministry of Home Affairs, while admitting this manipulation stated 
during evidence that "because of this particular chemical being oat of the 
compound which is so extensively used in the industry, certain leakages 
were possible." The Committee have not been able to assess the narions 
for such manipulations especially when the district authorities were re- 
quired to inspect the stock and account of the chlorate held by the dealers 
and consumers. They, therefore, desire the Department to make thorough 
investigations with a view to ascertain the precise reasons responsible for 
such manipulations. A probe may also be made to find out if there wtt~ 
any failure on the part of the officers to conduct the required inspections ii 
of the stock and account of the dealers at the prescribed periods in order 
to fix responsibility for lapses. 

15 1.124 Ministry of Industry The Committee are surprised to note that there is no control over the 
(Deptt. of Industrial distribution of potassium chlorate under the Industries (Development and 
Development) Regulation) Act. It is an explosive material and there should be some 

legal provision to provide for statutory control over its distniution to avoid 
all possible chances of its diversion for wrondul purposes. The Committee 
desire that the matter may be examined in depth. $ * '  

16 1.125 . Mlo Finance 
(Deptt. of 
Revenue) 

Thd Committee find that the question whether the matches of the type 
known as %engal Lights' are also to be included in the total production d r 



factory which produced and cleared both safety matches as well as Bmgl 
Lights, for the purpose of arriving at the prescribed ceiling to levy excise 
duty, is still undsr examination in consultation with the Ministry of Law. 
The Committee would like the Department to pursue the matter vigorously 
and apprise the Committee of the decision arrived at in the matter. 

The Committee note that Wmw had been procuring the supply of 
matches from the non-power operated factories in accordance witb their 
quality control. They had given 'No Objection Certificate* to the Small 
Scale manufacturers to use their brand names and on production, the poods 
were cleared on pawnent of duty at the concessional rate by the ~ctual 
manufacturers with the brand name of Messrs Wimco as approved by the 
Central Excise Officen. The name of the factory which manufactured the 
matches was also inscribed in legible character in the language of the 2laa 
wherein the manufacture took place. Wimco recovered duty @ Rs. 4.30 

cl 

per floss from the consumer whereas dntv was baid bv them @ Rs. 3.75 
mr moss on matches manufactured by the small-units. Thev continued this 
practice upto 1973 as thereafter no purchases have been made bv them 
from small scale manufacturers for resale. On being enquired whether 
mv prmiwion was obtained bv Wimco for makine such purchases, the 
Chairman. Central Board of Excise and Customs had deposed during evi- 
dence: "No permission is reauired. No permission was asked for or ghnn. 
Once the dutv has been paid for the goods, they can be purchased bv any 
bodv." The Debartment of Revenue have also stated that "in view of the 
advice of the Ministry of Law, there was no law preventing Mls. Wimco 
purchacing the matches produced and cleared bv the units in the small 
scale sector at the lower concessional rate of duty. The Committee arc 
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surprised at the way Wimco was allowed to reap unintended beneJits by 
paying lower rate of excise duty to Government and charging higher rate 
from the consumers thus defrauding the National Exchequer of their legi- 
timatc dues. It is pertinent to note in this conncctios that WIMCO also 
had not kept separate account of profit, account of matchcs etc., purchased 
by them from small scale manufacturers. Charged as it is with the res- 
ponsibility for the collection of duty. the Central Board of Excb and 
Customs shodd have visuaiised this type of situation at the time of issue 
of their notification in June 1967 and should have left no scope for any 
manipulation of the type as has been resorted to in the instant case. The 
Committee understand that since 1973 the notification permitting thz use 
of WIMCO label by small scale producers has been rescinded. The Cow g 
rmttee would like the Dzpart~nent to assess the loss of duty to Government 
due to such manipulations by WIMCO prior to 1973. The Committee 
are also not sure whether the practice adopted by WIMCO. apart from 
having led to loss of revenue to the Government has had any detrimenw 
effect on the growth of Small Scale and Cottage Industry in the field a, 
manufacture of matches. The Committee would like to have a report on 
this aspect also. 

18 1.127 Ministry of Law, The Committee also learn that the Monopolies and Restrictive Trade 
Justice & Company Practices Commksion is conducting inquiries against WIMCO on complaints 
Affairs made by Sivakasi Chamber of Match Industries in regard to the purchase of 

products by them from small scale units. The Committee would like to 
k apprised of the! findings of the Commission in due course. 



1.128 Ministry of Industry 
(Deptt. of Industrial 
Development) 

1.130 Ministry of Finance 
(Deptf . of Revenue) 

1.131 Ministry of Petroleum 
& Chemicals 

While on the one hand WIMCO has been exploiting the small scale 
producers, the Committee find that they have not been producing to the full 
capacity themselves as would be evident from the following figures: (totid 
capacity 5,000 miliion boxes capacity utilised 1973-74-4368 million 
boxes/1975--3734) million boxes. T h  Ministry of Industry have given 
some reasons for under-utilisation. rhe Committee, however, do not feel 
convinced of those explanations. It requires to be explained how despite the 
claim of WIMCO to have stopped utilisation of small scale producers for 
manufacture of their products, their capacity utilisation instead of shonring 
increase has shown decrease after 1973. 

This is also clear from the comparative statement of production of power 
opctated sector vis-a-vis non-~owrr operated sector (WIMCO are the only 
unit in power operated ~ector) .  The Committee therefore, like a thorough - 

L probe in the matter. V) 
\O 

The Committee are perturbed to note that a foreign monopoly concern 
like WIMCO has been able to pronmte its interests at the cost of small 
scale units by purchasing matches m:~nufactured by the latter. The Com- 
mittee feel that some rectificatory steps should he taken by Government to 
curb such practices in future. During evidence. the Chairman, C B W  
had assured the Committee that .'probably we will like this matter to be 
further looked into and I would like to bring it to the notice of our Secre- 
tary as well as Minister." The Committee desire this matter to be examined 
speedily and the outcome reported to the Committee. 

The Committee find that the quantities of potassium chlorate imported 
during the years 1973-74, 1974-75 and 1975-76 were of the order of 40 
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kilograms, 408 tonnes and 445 tonnes respectively. The reasons for the 
phenomenal increase in the quantity of import from 40 kilograms in 1973- 
14 to 408 tonnes in 1974-75 a n l  415 tonnes in 1975-76 arc not compre- 
hensible to thc Conlrnittrc. They would like to be apprised of the reasom 
therefar. 

a 7;s 

23 2.47 Ministry of Finance The Comn~irtee find that by virtue of a notification dated 1-3-1970 duty 
(Deptt of Revenue) under Item ID i.e. "aerated waters whether or not flavoured or sweetened 

and whether or not containing vegetable or fruit juice or fruit pulp" became 
leviable only if the aerated waters (i) were sold under a brand name i.e. a 
name or a registered trade mark under the Trade and Merchandise Marks 
Act 1958 and (ii) in or in relation to the manufacture of which any process 
is ordinarily carried on with the aid of power. With effect from 17 March, 
1972 the tnr'fl rate of duty on aerated waters was enhanced. Consequent 
upon such cnhsnccrnent. taking advantage of the conditional exemption 
granted to un-registered, aerated waters, the manufacturers in one Collec- 
toratc avoided paying duty completely. In other Collectorate out of 17 
Units cngagcd in the manufacture of aerated waters paying duty of Rs. 11.90 
lakhs in 1970-71 and Rs. 14.13 lakhs in 1971-72, 13 units sought cxcmp 
tion from payment of duty in Ma~ch-April 1972 by de-registering tbeir 
Brand Names, althou_eh these units continued to produce and sell their pro- 
ducts under the snrne name even after de-registration resulting in a lose of 
revenue to the extent of Rs. 22.91 lakhs during the period April 1972 to 
December, 1972. 



The Committee are surprised to learn that although upoh the Co!lecW of 
Central Excise hladurai informing that 2 companies in his jurisdiction had 
de-registered, the Directorate of inspection was asked to study whether this 
was a widespread disease, he reported that it was not so and the Board of 
Central Excise and Customs also agreed with his report. This decision of 
the Board had, however, again to be revised by them after 8 months lead- 
ing finally to completely dispensing with the criterion of registration of 
brand names for levy of duty, in March 1974. The Committee are not 
conviriced with the arguments given by the Chairman of the Central Board 
of Excise that they had completely done away with the criterion of regism- 
tion because in their opinion no registered manufacturer could have dc- 
ccgistered his brand name because he had a lot of goodwill. The Com- 
mittee feel that if the avoidance of duty pointed out by the Audit in the 
case of 2 CoUectorates alone is any indication, the total avoidance of duty 5 in 311 thc collectorates taken together must be considerable. In fact, the 
Secretary, Ministry of Finance, had himself conceded that "in 1974 Gov- 
ernmcnt, I think unadvisadly, said 'it does not matter, even if it is not 
legistered'. Within a couple of months the Government had to retreat. It 
was such an ill-advised step that the Government had to take back the 
aotification and introduce another criteria". 

-do- The Committee have been informed that besides M/s. Kali Aerated 
Waters Ltd., Virudhunagar and Vincent & Co. (P) Ltd., Tricby, 14 other 
manufacturers of aerated waters got their brand names d~registered after 
they were brought under excise control on or after 1-3-1970. It is dis- 
tressing to note that none of these manufacturer licensees advanced any - -- ---- - - -..4-- - - 
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reasons for the de-registration of their brand names immediately before 
availing the benefit of concessional rates or after actual de-registration. If 
such reasons were given, it would have perhaps enabled the Department to 
ascertain their genuineness and ensure that the manufacturers were restrain- 
ed from manipulation to avoid or evade the duty realisable from them. 
The Committee, therefore, desire that the Department should arm itself 
with the powers, if it does not have already, to make it obligatory for the 
manufacturer licensees to give cogent and precise reasons in support of their 
request for de-registration. 

26 2.50 Ministry of Finance 
(Deptt. of Revenue) 

do- 

The Committee find that the Government issued another notification on .g 1-5-1974 to grant exemption to aerated waters from central excise levy if- 

(i) in or in relation to the manufacture of which no process is 
ordinarily camed on with the aid of power; 

(ii) in or in relation to the manufacture of which any process is 
ordinarily carried on with the aid of power, the total equivalent 
of power so used by or on behalf of a manufacturer in one 
or  more factories do not exceed 10 Horse Power. 

The objective of this notification was to dfford relief to the small scale 
units which were brought under excise Ievy due to revised criterion intro 
duced by notification dated 1-3-74 dispensing with the criterion of brand 
name for levy of duty in vogue earlier. The Committee, however, t kd  that 



ing had declined from 258257000 bottles in 1373-74 to 195000000 battles 
ing had declined' from 258257000 bottles in 1973-74 to 19500000 bottle 
in the year 1974-75. 

The Committee note that after the issue of n ~ t i f i c a ~ o n  dated 1-5-74, 
two leading manufacturers of aerated waters in Madras and Madurai 
Collectorates re-arranged their manufacturing operations in a most clever 
manner so as to avo'd paynent of duty. M/s. Kali Aerated Waters had 
seven factories spread over two Collectora!es and marketed their aerated 
waters under a common brand name but paid excise duty in respect of one 
factory only out of sewn. The o!kr manufacturer, Vincent & Co. (P) 
Ltd. had ten factories spread over two Collectorates and marketed their 
aerated waters under tht. same brand tiame but paid excise duty for aerated 
waters manufactured and cleared from one factory. Explaining the back- 
ground. the Chairman. Central Board c! Excise and Customs, stated during 
evidem :. "What has happmcd in these two cases is that these two particular 
mmufscturers disconnected power from other units and since those units 
became non-power operated units. they came within the exemption. . . ." 

The Committee have been informed that the approximate amount of 
duty avoided by the former manufacturer was Rs. 5,63,808 and that by 
the latter Rs. 2,97.840 for the periods from May. 1974 to March, 1975. 
The Committee are distrcs.;cd to nofe that in this case adequate steps had 
not been taken to ensure that the ill-conceived benefit was not reaped by un- 
scnlpulous manufacturers. The Committee feel that as an agency entrusted 
with the collection of excise duty, the Central Board of Excise and Customs 



30 254 Ministry of Finance 
(Deptt. of Revenue) 

do- 

- -- - . - - -- -- - -  --- 
bhould have exercised greater vigdance and taken corrective steps in time 
to cnsure that such undue advantage did not become available by man& 
pulations. 

'l'he Committee have also tiot Seen able to understand the logic behind 
~ h c  fixation of the ceiling to 10 H.P. in respect of power used by or on 
behalf of a manufacturer in one or more factories, producing aerated waters. 
They woulld like to know the detailed reasons which led the Department 
to restrict the consumption of horse power at that stage. 

.The Commitke are astonished to note that the power used for pumping 
water to overhead tanks is not counted against the total power supply avail- 
able to an aerated manufacturing installation. This water is supposed to be 
meant for cleaning and other similar purposes. The Committee would like 
to h o w  the precautions which have been taken by the Department to en- 
sure that the power used for filling u p  the overhead tanks by those manu- 
facturers of aerated water who have disconnected power supply in order to 
claini exemption from excise levy, is not diverted surreptitiously in any 
process for the manufacture of aerated waters. 

The Committee find that the revenue reaiised from basic duty on 
aerated waters in the year 1972-73 was Rs. 6.35 crores. It declined to 
Rs. 5.49 crores in the year 1973-74, Rs. 5.53 crores in the year 1974-75 
and Rs. 5.92 crores in the year 1975-76. With the consistent increase in 
tbe standard of living of tbe people and constant increase in tbc off-take 



of cohsumer's goods, the Committee are led to believe that the consumption 
of aerated waters should have also increased from time to time. Xi 
should have resulted in consequent increase in the total revenue realisa- 
tions on aerated waters which has, on the contrary, shown persistent dec- 
line. The Committe: cannot comprehend the reasons for the declining 
trend in the revenue rcalised on aerated waters and suspect that it could be 
due to 1:irgc scale evasion or avoidance of duty. The Chairman, CBEC 
had assured the Committee that all possible precautions were taken at the 
time of any exemption being granted to ensure that there was no avoidance 
or evasion but he had also conceded that "Certain amount of deliberate 
avoidance of taxes would alwajs be there in such cases". The Committee 
would like to impress that the checks exercised by the Department should 
be strengthened to ensure that the actual production of each unit is not 
varied by the mnnufncturcr for the nvoidance of the duty due. z 

IA 

The Committee find from the information furnished by the Department 
tbat a number of manufacturers have evaded duty on aerated water to the 
tune of lakhs of rupees on one pound or the other. For example M/s. 
Mamala Drinks and Industries Ltd.. Bhubaneshwar evaded duty of 
Rs. 1,72,012 by claiming inadmissible exemption: M/s. Bleak Diamond 
Beverages, Calcutta evaded duty of Rs. 3,72,4O 1 by removing goods under 
fake gate pases; M/s. Kanpur Bottling Co. and Jai Hind Bottling Co. of 
Kanpur evaded duty o f  Rs. 35.21.418 and Rs. 5,10,954 respect:vely by 
sellkg goods at lower prices and M/s Azra Beverages Co. (P) Ltd. evaded 
duty of Rs. 17.85,014 by inflating the transport charges. They under- 
stand that demands have been raised egainst these manufacturn and the 

- - - - -  - --- - -  - .  - - - -  - - - - - -- - - - - 



- - - 
duty amounts are at various stages of realisation. The Committee desire 
that concerted efforts may be made to expedite the realisations and would 
like to be apprised of the State of recoveries in due course. 

34 3.44 Ministry of Finance The Committee tind that the Government by issue of not~ficat~on No. 
(Deptt. of Revenue) 38/70 dated 1-3-70 r a i d  the excise duty on tea produced in Zanes 11, 111, 

IV and V from 40 paise to 50 paise. 50 paise to Rs. 1 S O  paise. 55 paise to 
Re. 1.00 and 65 paise to Rc. 1.15 paice respectively. There was no increase 
in the rate of excise duty in respect of tea produced in Zone-I. Certain tea fac- 
tories in the Madras Collectorate filed writ petitions in the High Court 
challenging the va1;dity of the notification and the levy of duty on Zonal 
basis, as discriminatory and illegal. Pending decision on that writ peti- 5 
tions,, interim orders of the High Court were obtained by the petitioners 
between September 1972 to October 1974 for payment of duty at different 
rates ranging from 15 paise to 55 paise per kg. which were lower than that 
applicable under the notification. After protracted litigation the Madras 
High Court passed a judgment on 2nd August 1976 allowing the Depart- 
ment to recover full duty according to the tariff in future cases and to 
recover the arrears in instalments. According to the position as on 23-3-77 
intimated by the Department of Revenue and Banking, arrears of 
Rs. 3,?4,07,063.23 had accumulated on account of differential duty. Of 
this amount Rs. 78,44,120.67 paise have been realired and a balance of 
Rs. 2,95,62.942.56 is yet to be realised from the various tea factories. The 
Committee find that the amount due is still substantial. Thw desire thal 
efforts mould be intensled to expedite the recovery of the balance amount 



The Committee also understand that similar writ petitions were fled in 
the Calcutta Hgh Court. On decided cases of writ petitions a sum of 
Rs. 5,63,89,19O. 19 had accumulated as arrears towards Central Excise duty 
out of which Rs. 3,98,21,805.15 paise have been realised up to August 
1977 leaving a balance of Rs. 1,65,67,385.04 paise. A sum of Rs. 
50,93,374.21 paise has also accumuiated as arrears against the undec:d=d 
cases. The Committee would like the Department to make concerted 
eKorts and take all possible steps for the recovery of the unrealised amount 
and also for getting the pending cases expedited in the Court of Law. 
From the facts brought to the notice the Committee are not fully convinced 
that the case was pursued in Madras H;gh Court with the swiftness it 
deserved particularly when large revenues wcre involved. 

The Committee find that Rule 96F' ot the Central Excise Rules autm- 
0, \es the Government to group areas into zones for the purposes of assess- 4 

ment of tea produced in such areas. The grouping of areas into zones 
for the purposes of levy is done on the advice of the Ministry of Commerce 
who do so in consultation with the Tea and having regard to tho weighted 
average sale price in the internal and export auctions of tea in India. The 
competitive position of the common teas in the internal and external.market, 
the nccd for encouragement of exports and also the regulation of internal 
consumption in the case of better qua!ity teas are the main guiding factors 
which are taken into consideration in the matter of fixation of effective rates 
of duty. The tea gardens were classified in different zones first in 1958 
and thereafter subsequen!ly in 1959, 1960, 1962, 1967 and the latest in 
1970. All other notifications merely deal with effective rates of duty pay- 
able by the various zones. During evidence the Chairman, CBEUcC bad 
--- - - - - -- - - - - - -- - - - 
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informed the Committee that the Zonal Classification undergoes a cbango 
as and when it is so considered necessary in the light of the experience 
gained by the Department. The Committee feel that in view of the various 
anomalies appearing in the Zonal Classification and the complaints about 
difficulties in administering the zonal classification strictly, Government 
should review the classitication made in 1970. 

37 3-47 (1) Ministry of Finance The Committee are unhappy b note that certain tea factories are reap 
(Deptt. of Revenue) ing unintended benefits as a result of the existing zonal classification. For 
(ii) Ministry example, according to Government's own reply there was no marked dZe- 

merce rence in the prices of tea manufactured in Zone I and Zone IV (Zoae I pay 
duty at 40 paise per kg. vis-a-vis the rate of Rs. 1.10 per kg. payable by 
factories in Zone IV) in Madras Collectorate. Some factories in Zone IV 
brought geen leaf from Zone I and got the tea cleared made out of such 
green leaf at the rate of 40 paise applicable to Zone I. Likewise in Shil- 
long Collectorate some factories in Zone I1 derived unwarranted bene- 
fits compared to the factories in Zone V. There is not much of difference 
in the price of tea grown in zone I1 and in Zone V gardens and the factories 
in Zone I1 derive the benefit of duty relief by 70 paise per kg. as compared 
to the duty paid bv the factories in Zone V. The Committee are unable 
to understand why ;he Department has failed to prevent the accrual of sucb 
unintended benefits now reaped by tea factories in the Madras and Shiong 
Collectorates. They recommend that the Department should move Swim 
in this direction and dev'k suitable machinery within the existing m a .  



classification, till that is changed, so that lass of revenue does not recur. 
The Committee would also like to know the macZlinery available with the 
Government to watch the functioning of the zonal classification of tea 
gardens and whether the same is fool-proof to plug all possible loopholes. 
They would also like to know the periodkitjr and intervals when statistics 
and reports about the functioning of such system have been collected by 
the Deparlment during the last 2 years. 

The Committee find from the representation made by the Darjeclii 
Branch of the Indian Tea Association to their Study Group dur'ng tbc 
course of their recent visit to the Eastern Zone that on account of low 
yield to quality tea in high altitude in Darjerpling Hill District, the cost af 
production of tea at that place was comparatively higher with the resultant 
higher burden of excise duty. In fact, on the same ground the Association 
had soupht some special concession from the Government as early as in 
October 1958 to Iessen the added burden of excise duty on tea. The 
Government subsequently did give some relief to Dajeeling tea in the form 
of realignment of Zone 111. The Committee, however, observe that tho 
Darjeeline Branch of the Indian Tea Association are not satisfied by 
the existinq classification of zones and desire some more concessions in+m 
nr;a reduction of excise duty on tea produced in the Darjeeling District to 
NIL until the averape yield rise to 1000 kg. per hectare. The Committee 
would like the Government to examine the matter alongwith similarly dis- 
advantapeouslv situated pardens in other areas so as to see whether fur- 
ther concessions can he piven to the Darjeeline Nil1 District. provided tbat 
the tea produced in these pardens is sold in Tndian auction centres and 
not exported out of the country on consignment basis. - 9 
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89 4.51 Ministry of Finance The provisions of the "Tobacco Excise Manual" and suppaementag 

(Deptt. of Revenue) instrucl~ons issued by the Coliector of Cenrral ~kxcrse Coliet:~ora~e covered 
in the Audit paragraph, infer aha, prescnbes that prompt investigations 
should be made then and there, if the annual returns 01' actual yield of 
robacco (which should be obtained as soon as the crop has been cured) 
show variations with the estimates of the yields expected. Further, the 
h a 1  accounting of tobacco in a season should generally be completed by 
the end of August following. The Committee are surprised to note the 
glaring deviations from this prescribed procedurc, as highlighted in the 
Audit paragraph on the basis of the test check of records of smen out of 
46 ranges in a collectorate relating to the years 1968-69 to 1972-73. Tbese -T 
test checks revealed that out of a total of 2479 low yield cases, only 77 
cases (3.1 per cent) were investigated within the prescribed period. As 
regards the remaining 2402 caw;, only 62 cases (2.6 per ccnt were investi- 
gated within one year after hi: completion of the final accounling of the 
crop season, 597 cases (24.7 p e r  cent) were investigated ~ i i h  delays rang- 
ing from one to four years the,eafter. Till September 1974. the balance 
i743 cases (72.7 per cent) remained completely uninvcstigated. Thc 
routine and half-hearted inwstigation into these cases is reprtccl to have 
continued thereafter and till date as many as 124 cases are still to be investi- 
gated. The Committee strc lgly deprecate the lack of seriousness on the 
part of Government in cond:~cting investigations into these cases involving 
a shortfall of 26,39,968 kgs. of tobacco with duty content of Rs. 91,08,870 
(calculated at the lower rate applicable to tobacco, nOt otherwise specified) 



Tbe Committee observe that there is a ditference of opinion with 
regard to the computation of loss as a result of delay in investigation of 
damage to crops. The Board of Central Excise and Customs Rave con- 
tended that a comparison of actual yield with the three years avcrage d 
the entire village was wrong. The correct basis would have been to confine 
the actual yield with the crop survey. They have further contended that 
if the aonual yield during the period covered by Audit was ampared with 
the crop survey figure the variations or discrepancies would be very much 
less. But at the same time the Board have expressed their unhappiness 
over Ihe loss in realisation of revenue. They had also verificd the state- 
ments in the Audit para when it was sent to them for factual verification. 
The Committee feel that no room should be left for doubt in this rcgard 
and the system of computation of loss should be devised consdtation with 
Audit. 3 

The Committee feel that the delayed investigations are hound to adver- 
sely affect a judicious assessment of the extent of damage, if any, and the 
consequential loss of revenue. As such, they doubt the summary outcome 
of the Mated investigations into as many as 1566 cases ,to the effect that 
these were all genuine low yield cases. On the analogy of the loss of duty 
amounting to Rs. 17,66,202 foregone in the case of just 313 non-investi- 
gated cases, as worked out by Audit and the duty amount of Rs. 91,08,870 
involving 2402 cases in 7 out of 46 ranges in a Collectorate, such figures 
in respect of all other collectorate may obviously be d very high order, 
involving huge loss to the Exchequer. Keeping in view the seriousness of 
the problem and in the interest of timely and due realisation dt duty, the 
Committee strongly urge upon the Government to investigate thoroughIy 
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the reasons for slow pace of investigation into these cases with- a view to 
fixing responsibility and taking suitable remedial measures in that behalf. 
The Committee would like to know the outcome of the investigations and 
the remedial measures taken. 

42 4-54 Ministry of Finance The Committee note that the instructions issued on 21 May 1968, 
(Deptt. of Revenue) witb regard to the excise control over grower/curel: of unmanufactured 

tobacco inter dia provided "A percentage check of 10 per cent of the plots 
registered should be adequate for the purpose of estimation." The Com- 
mittce feel that this relaxation in excise control has largely accentuated 
the tendency for evasion of duty in the recent years. This is adequately 
proved by the following majority opinion of the tobacco trade (53 per cent) 
and a large number of departmental officers (40 per cent) given in reply to 
a questionnaire issued by tbe Tobacco Excise T a r 8  Committee: 

&L . . . . . .there is fairly large-scale evasion of duty in almost all 
areas. The extent of such evasion has been ertimated by them 
from 20 per cent to 60 per cent in the important growins 
areas like Gujarat, Karnataka, Tamil Nadu, Hihar and U.P." 

The following observations of the Tobacco T a r 8  Committee made on 
pages 282-283 of their Report are also very relevant in this behalf:- 

"In the case of tobacco however, it is our belief that the degree d 
evasion has substantially increased in the more recent yean. 
This is particularly because of---to use their words-slack, 
non-existent or dishonest supervision which, we fear, has been 



progressively increasing and thereby lessening the fear of detec 
tion or the dread of what the punishment might be." 

The Chairman, Central Board of Excise and Customs admitted before 
the Committee during evidence that "Broadly these checks rcmaio the same 
but the intensity of the checks has been considerably reduced after 
the Finance Minister's direction. . . .we are also of the view thrtt there has 
been cmsiderable evasion." The trend of evasion very clearly proves that 
the instructions issued on 21-5-1968 were basicallv incorrect. Even the 
Tobacco Excise Tariff Commitee have recommended that 60 to 70 per 
cent of the total area under tobacco should be check measured every year 
in each range. The Committee fail to understand why the instructions 
issued on 21-5-1968 were not reviewed thereafter keeping in view the 
extent cf evasion and the aforesaid recommendation of the Tobacco Excise 
Tari!T Committee. The Committee recommend that the question of evasion 
of excise duty on tobacco should be examined thoroughly and urgently 
pnrtir.ularly in the light of recommendations made bv the Tobacco Excise 
Tariff Committee and to take suitable remedial measures including the 
tightening of the administrative machinery for collection of excise duty in 
the field and plugging all leakages of revenue. The Committee would like 
.P know the outcome of this investigation and the remedial measures taken. 

The Committee note that the Government have accepted certain reccrm- 
mendnt'ons made by the Tobacco Excise Tariff Committee to check evasion 
of duty on unmanufactured tobacco either with some modification or in prin- 
ciple. For example. in respect of the period of warehousing of tobacco 
without payment of duty, the Expert Committee had recommended that the 



normal period allowed for storage (which was previ- t h ~ c  jrearr with 
a provision for further extension by t k  collector) Wld be redud b 
two years in the normal cc~lne with a ptovisii for further extension 
one year by the Cbllcctor and beyond this by the CeWraI k m d  of Elrcist W 
Customs but the Government have decided that the Collector can pcrmit 
extension by me Far In the case of air cured tobacco and more than one 
year in the case of flue cured tobacco with further extensions to be graifed 
by the Board. The Committee are not in favour crf giving discretionary 
powm to the Collectors. They would, therefore, like the position to be 
reviewed. 

45 5.31 Ministry of Finance The Committee are perturbed to note that the refund of the amount of i! 
@eptt. of Revenue) Rs. 7.78 lnkhs to a manufacturer, who had paid excise duty in good faitb 

in respect of a commodity which he erroneously considered as excisabk 
had resulted in a fortuitous benefit to him. Since the amount would h3ve 
bcen already collected by the manufacturer from the consumers in the f a  
of duty, it appears inequitable that Wile the burden d excise duty should 
have been borne by the consumers, the benefit of rehmd &odd accrue to 
the manufacturers. It has to be noted that recoveries from or refunds 
made to manufacturers at a later date, will have no *ect m the burden d 
consr~mers who have to bear the incidence of duty. 

The Public Accounts Committee in paragraph 2.92 of their 72nd 
Report (4th Lok Sabha) had recommended that if it was legally permissible 
to retain such excess collections which should more appropriately form 
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part of the Government revenue. Government could with advantage 
consider making such funds available to a Government research orgmka- 
lion working for the benefit of industry and trade. In the Action Taken 
Note dated 28-11-69, the Committee were informed that the acceptance of 
the recommendation would involve a Statutory Change in the Central Excise 
Law. The Chairman, Central Board of Excise and Customs, had assured 
the Committee during evidence that "when we are revising the Central 
Excise Law we would be consulting the Ministry of Law and we d d  
be thinking over it as to whether we can do somethins to avoid these 
unintended benefits and cases of hardship beyond n particular period." 
The Committee would like to know the outcome of these exmises and be 
apprised of the latest position obtaining in this behalt. 

The Committee note that under Rule 173B of the Central Excise 
Rules, 1944 every assessee has to file with the proper officer a list showing 3 
inter alia the full description of all excisable goods manufactured by him 
and item number and sub-item, if any, of the Central Excise TaritP. Sub- 
item (2) of the same Rule provides that "the proper offlair shall, after such 
inquiry as he deems fit, approve the list with such modifications as are 
considered necessary. . . .". The Committee have been informed that for 
this purpose the samples are drawn by the officers m cases where classifica- 
tion of the product cannot be resorted to on visual examination or where 
the product, though identifiable on visual examination could fall under 
more than one tariff item, depending upon subtle distinctions. The pro- 
duct in this case was not tested before 29 May, 1971, i.e. the date from 
which "perfumed hair oils" were brought within the purview of item 14F 
by introduction of a separate sub-item ii(b) through Finance Act, 1971. 
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The Committee feel that had the sample been tested initially at the time of 
the submission of the classification list by the manufacturer, the fact about 
its being non-excisable would have been known and the manufacturer would 
not have reaped an unintended benefit to the tune of Ks. 7.8 lakhs. The 
Committee accordingly recommend that suitable provision may be made 
In the rules which should make it obligatory for the concerned authorities to 
draw saniples for test invariably in all cases immediately after the receipt 
of the lists showing the description of the excisable goods to be manufac- 
tured. 

48 5.34 Ministry of Finance Thc Committee note that the Ministry of Law in 1969 had opined that 
(Deptt. of Revenue) "whcre certain amount is illegally collected as a levy under the Central $ 

Excise Act, the position of that Act regarding refunds would not be attract- 
ed. The period of limitation in respect of such collections under the Limi- 
tation Act is three years from the date when money is received." Subse- 
quently, in their note dated 19 October, 1972, the Ministry of Law had 
stated that "As held by the Supreme Court in Venkata Subba Rao Vs. State 
oi A.P. so far as a claim for recovery of tax illegally collected is concerned, 
the aut1iorit;es are fairly uniform that the period of limitation for a suit 
makins such claim is governed by Art. 62 of the Limitation Act, 1908 now - 
Art. 24 of 2963 Act.". 

'Ihe manufacturer had filed an appeal for the refund of the entire 
amount paid by him for the period with effect from 21 October 1967 to 
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27 May, 1971 which extended beyond the period of limitation of 3 years 
provided for in the Limitation Act. The Department of Revenue and. 
Banking have admitted that the opinion of the Ministry of Law dated 
19 October 1972 was not specifically brought to the notice of the Addi- 
tional Legal Adviser, Mardas when a reference was made to him 
for giving his opinion on the appeal. The Committee feel that had this 
been done, the advice given by the Additional Legal Adviser, Madras 
would not have been, in all probability, at variance with the advice of the 
Ministry of Law dated 19 October 1972. The Committee would like that 
responsibility for this lapse should be fixed for appropriate action against 
the defaulters. 

The Committee have been informed that "to the extent that the Appel- 
late Collector sanctioned refund for a period beyond 3 years from the 
d3te of pnyment of the money, the Appellate Collector's decision does not 
appear to be in accordance with the aforesaid opinion of the Ministry of 
Law." According to Section 36(2) of the Central Excise and Salt Act, 
1944, the Central Government is empowered to review of its own the deci- 
sion of the Appellate Collector. The Committee have, however, been in- 
formed that "the order of the Appellate Collector was not suggested for 
review". When the Chairman, Central Board of Excise and Customs, 
himself felt that "the action on the part of the Appellate Collector was 
wrong", the Committee fail to understand what prevented the authorities 
from subjecting the decision of the Appellate Collector to a review by the 
Government. The Committee are firmly of the opinion that the review 
of the decision by the Government would have, in all fairness, led the 



Government to set aside the order for the refund of the money to the 
extent it pertained to the period beyond that stipulated in the Limitation 
Act. The Committee would, therefore, like to be apprised of the detailed 
reasons for the non-review of the decision of the Appellate Collector by the 
Qovemment. 
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