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INTRODUCTION 
I the Chairman of ,the Public Accounts Committee, as authorised 

by ;he Committee, do present on their behalf this Seventy-seventh 
Report on Paragraph 2.15 (ii) of the Report of the Comptroller and 
Auditor General of India for the year 1984-85 - Union Govern-
ment (Civil) Revenue Receipts Vol. I - Indirect Taxes relating 
to Union Excise Duties-Non-Ievy of duty on products captively 
consumed-Cellulose Xanthate. 

" " , " '( 

2. The Report of the C&AG of India for the year 1984-85, Union 
Government (Civil) Revenue Receipts, Vol. I - Indirect Taxes, 
was laid on the Table of the House on 7 May, 1986. 

3. In this Report. while examining two cases of non-levy o! 
Central Excise duty On Cellulose Xanthate in respect, of two, as-
.-sees, who -1i8c!d it captive1y in the manufacture of cenuioSe ftbre, 
the Committee have expressed their dissatisfaction over the ,~ 
'UVOuIy and" casual manner in which the question of e~cisabilitY 
of Ceilulose Xanthate was dealt with 1)y the Ministry. The Minis-
try of Finance nave been advised to thoroughly examine the issue 
of excisability of Cellulose Xanthate and arrive at a concrete con-
clusion. 

4. The Committee have observed that 22 notifications were issued 
during the years 1983-84, 84-85, and 85-88 under Section 11C of the 
Central Excise and Salt Act, 1944 waiving Central Excise duty 
amounting to Rs. 57.89 crores:- Calling -for a thorough explanation 
for that extent of duty foregone, the Committee have reconunend-
tid tnal: Government should exercise abundant caution and ensure 
tnat notifications are issued under Section llC of the Act only 
when they are found absolutely essential. The need for suitable 
amendment of Section llC making it obligatory to lay the copies 
of such notifications before both Houses of Parliament has been 
Itressed. 

5. The Committee examined the Audit Paragraph at their sitting 
held on 10 November, 1986. The Committee considered and fina-
lised this Report at their sitting held on 24 March, 1987, based on 
the evidence taken and written information furnished by the Minis-
try of Finance (Department of Revenue). The Minutes of the 
.sittin~ form Part n. of the Report. - ... _-------- --. 

-Not printed (one cyclostyled copy laid OD the Table or the HoUle aDd five 
copies placed in Parliament Library). 

(v) 



(vi) 

6. For facWty of reference and convenience, the observatioilil 
and recommendations of the Committee have been printed in thick 
type in the body of the Report and have also· been reproduced in 
a consolidated form in Appendix II to the Report. 

7. The Committee would like to express their thanks to the 
ofIlcers of the Ministries of Finance (Department of Revenue) for 
the cooperation extended by them in giving information to the 
committee. 

8. The Committee also place on record their appreciation of the 
assistance rendered to them in the matter by theOftice of the Com-
ptroller and Auditor General .of India. 

NEW DBLHI; 
~4rch. 25, 1987, 
Ch4imI 4, 1909 (8) 

E. AYYAPU REDDY, 
Ch4trman, 

Public Accounts Committee. 



REPORT 

'UNION EXCISE DllTIES-NON-LEVY OF DUTY ON PRODUCTS 
CAPTIVELY CONSUMED-CELLULOSE XANTHATE 

Audit Paragraph 

(~) As per Section 4(l)(b) of the Central Excises and Salt Act, 
1944, read with the Central Excise (Valuation) Rules, 1975, ~ as-
lessable value of excisable goods wholly consumed within . the 
factory of production is to be determined on the basis of yalue ot 
comparable goods. Where the value of comparable goods cannot be 
ascertained the assessable value is to be determined on the basis ot 
cost of production' including a ~asonable margin of profit. 

2. By the explanation added to Rule 9 by an amendment dated 
20 FebfUary. 1982 to the Central Excise Rules and given retrospec-
tive effect, excisable goods produced in a factory and consumed 
,or utilised for the manufacture of any other commOdIty whether in 
• continuous process or otherwise, in such factory, {s liable to 
duty. ' .' 

3. By the changes made by the Finance Act, 1982" in the tarUr 
description of item 15A: Plastics, regenerated cellulose was brought 
under that tarift item from 28 February, 1982-

". A manufacturer of viscose staple fibres classifiable under 
tarift item 131 (li) and Man Made Fibres (of cellulosic origin) WII 
bringing in woodpulp and manufacturing cellulose xanthate there-
from which is regenerated cellulose classifiable under tarift item 
15A and the cellulose xanthate so manufactured was wholly con-
.umed ,captively in. a conthluous p,-ocess in the manufacture of 
viscose staple fibres. 'While duty was collected by the department 
.on clearance of viscose staple fibres, no duty was collected on the 
cellulose xanthate captively consumed. Non-collection of duty on 
cellulose xanthate captively consumed during the period from April 
1982 to December 1983 resUlted in loss of revenue, amounting to 
RI. 1.74 crores. I 

5. On the mistake being pointed out in audit (June 1984), the 
department had ~ated (October 1984) that a show cause-eum-demand 
notice was issued in July 1984 as a precautionary measureL Sub-
.equently" while not admitting the objection it stated·, (FebruarJ 

I 
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1985) that viscose yarn cannot be manufactured trom cellulose 
xanthate str8i'ght away. Manufacture of viscose fibres is an un-
avoidable stage before manufacture of viscose yam and further 
cellulose :xanthate did not emerge as goods and was not marketable 
in that condition .. Since an excisable goods emerged iD identifi-
able form as admitted by the department itself and it is an item 
clearly specified in tariif item 15A, action should have been taken to 
quantify the production and consumption of cellulose xanthate on 
a rational basis, in order to raise an accurate demand. 

8. The Ministry of FInance stated (November 1985) that celluloa. 
xanthate had been exempted from payment of duty if used. in the 
manUfacture of viscose fibre vide notifications dated 30 October, 
1985. Th~ added that for recovery in respect of ,past period. they 
proposed to invoke action under Section llC of the ~ntral Ex-
cise and Salt Act, 1944 . 

... 7., O>J. ll~~_a n<?tifi~~tio~ .hl~~d on, 13.;,r,O:v~ber, •. l~~.(w.hipll 
,W.,_.~ by~1her ~tJ,fi.c;ation~ r- ._~~~ q~. ,1 M~Cli, lP.ffl 
.CeUuIOM .. lQu1t&a.te~g .. tmd.er. T.~ .. l~ l.;;~(n ~~~~ 
from. duty,tf ~j.n tI;I,e..~ct()ry of production for manufacture of 
cellophane or viscose filament yarn. 

,. . ,8, A ,man~ac~r of,. ,rayo.nyarn (viscose filament yam) and 
~JYn~iC ,staple ~~re,.used ,wood pulp in the manufacture. He 
WU 8l1oWed the beriefi~, of . ~~empt1on o~ ~uloSe ~anthate. obtafD;. 
ed as an intennediate product in the process of manufacture of 
.pJ,. fi~~.. ., As such, cel,lulose :xanthate used in ~ manufa~ture 
o.t •. polynosic staple fibre -w~~ not entitled to exemption fro~duty 
·lMld. ~e. af9~~ notifi,c:"tiqn. On a broad analysis by ~t 
.e!'eVe.n~ ~oregone pn .t4is account from. April 1984 to AprU 1985 
alone is estimated to be about RI. 19 laMW. 

., 9 .. On the ~take ~g pointed obt ii1, audit (July HJ85), the 
4i(!partment while ac~pting the objection informed (August .1986) 
that the maUer had already been taken up with the Central Boara 
of _ ~cf.se, and Customs In January 1984 for considering suitable 
~~dment to the. notification. 'rh~ department, however, C'On-
tended that since the cellulose xanthate occurring at the interme-
diate stage was not a stable product it was not possible to quantify 
production for the purpose of duty. 

10. The Mlriistry of FInance stat~c;1 (November 1985) that cellu-
lose D~thate had been exempted from 20 OctOber, 1985, if used in 

. tbe manufaetu,re of VisCoSe fibre vtie notift.c8.tlOn dated 30 6ctobir. 
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~. They have added that. for recovery in ~spect ~t 'paj~ periOdi 
they proposed to invoke actIon under Section llC of the Central 
Excises and Salt Act, 1944. 

[Paragraph 2.15 (ii) of the Report of the Comptroller and Audi-
tor General of India fur the year 1984-85, Union Government 

, (Civil) Revenue Receipts, Volume I, Indirect Taxes} 

Provisions of Law 

11. Section 2 (d) of the Central Excises and Salt Act, 1944 defin. 
excisable goods as goods specified in the First Schedule to the 
Central Excise Tariff Act. 

12. According to Section 3 of the Central Excises aDd Salt Act, 
1944, duties of excise are required to be levied and collected on aU 
excisable goods other than salt which are produced and manufactur-
ed in Iiufia. The levy would be in the prescribed maimer, as and 
at the 'rates set forth ii1. the First SChedule. 

; is. Under Rules 9 and 49 of the Central Excise Rules, 1944, a-
~ie go~.Sh;aU IlOt . be remo~ from any place wlHn-e they are 
produced or manufactured until excise duty leviable thereon has 
been paid. Further, as per explanation added to Rule 9 by Notifi-
cation No. 20/82-CE dated 20 February, 1982 which was given re-
trospective effect trom' 28 February, 1944, excisable goods produc-
ed in a factory and consumed or utilised for the manufacture of 
any other commodity, whether in a continuous process Or 'Otherwise 
In such factory, is Hable to duty . 

. 14. It is also understood from Audit that it has a1&o been judi-
eially h~ld that so long as goods are identifiable and capable of phY'" 
mcal removal, tb~ would attract duty, whether in fact they are 
physically removed or not from the manufacturing premises (vide' 
;Delhi High Court Judgement in case of JK Cotton Spinning & 
Weaving Mills and Others Vs. Union of India; 1983 ELT 239). 

15. Cellulose Xanthate is stated to be a chemical derivative 'Of 
celluiose formed at the intermediate stage in the manufacture of 
viscose filament yam, viscose fibre, or cellophane. According to 
th~ Minister of Finance. (Departnient of Revenue), prior to 28 
February, 1982, only cellumSe esters and others figured in Tarl1r 
Item 15A of the Central Excise Tariff Act, 1944 alongwith o~er 
plastic, ite~., However, by the Bud~et. 1982, the scope of T.I. 
l~A was widened to mclude "other chemical derivative of cellulose" 
also. 



, 
Au.dit ob;ectiona 

~ 
16. Paragraph 2.15 (ii) highlights two cases on non-levy of Cen-

tral Excise Duty on Cellulose Xanthate manufactured by two as' 
sessees and used captively by them in the manufacture of cellulose 
fibre. 

17. The assessee involved in para 2.15 (ii) (a) was stated to be 
Gwalior Rayon and Silk Manufacturing (Weaving) .Co. Ltd. Devan-
gere, Karnataka, under Belgaum Collectorate of Central Excise 
wh.ch was engaged in the manufacture of man made fibres af cel-
lulose origin classifiable under Tariff Item 18.1 - Man made fibres, 
other than mineral fibres (ii) cellulose. It has been pointed out 
by Audit that the cellulose xanthate manufactured by the company 
(from wood pulp) was wholly consumed within the factory af pro-
duction in the manufacture of viscose staple fibres and no duty was 
collected on the cellulose xanthate captively so consumed. AJ!-
oording to Audit, cellulose xanthate was a regenerated cellulose and 
was classifiable under the restructured Tariff Item "15A: Plastics" 
with dect from 28 February, 1982 and should have been charged 
to duty from that date. The Audit has further pointed out that 
non-collection of duty on such cellulose xanthate captively consum-
ed during the period from April, 1982 1x> December, 1983 resulted in 
loss of revenue amounting to RI. 1.74 crores. 

18. The case pointed out by Audit in Para 2.15 (ii) (b) relate to 
South India Viscose Ltd. Sirumugai. Coimbatore under the Com-
ba1x>re Collectorate of Central Excise. The assessee was engaged 
in the manufacture of rayon yarn (vis~ose filament yarn) and 
polynosic fibre. According to Audit, the assessee was incorrectly 
allowed the benefit of exemption of excise duty on cellulose 
xanthate obtained during the process af manufacture of staple fibre 
in tenns of the notification issued on 13 November, 1982. As per 
Notification No. 265/82-CE dated 13 November, 1982 (which was 
supetseded by another notification issued on 1 March 1984) cellulose 
xanthate falling under Tariff Item 15A (1) was E'xempt from duty, 
if used in the factory of production for manufacture of cellophane 
or viscose filament yarn. It has been pointed out by Audit that 
the assessee could not be allowed the aforesaid exemption on cel~ 
lulose xanthate which was used for the manufacture of polynosic 
staple fibre, since the exemption was applicable only when cellu. 
lose ""Xanthate was used in the manufacture of filament yam or cel-

. 10phane. According AudIt, the revenue foregone on this· account 
from April 1984 to April 1985 alone was estimated . to be about 
Rs. 19 lakbs. 
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CQmmentl ot the MiniBt7'JI on Audit objectionl 

19. The Committee d~ired to know the comments of the Min.18-
try of Finance (Department of Revenue) on the Audit objections. 
In a note fUrnished to the Committee, the Ministry stated 81 

under: 

"Cellulose Xanthate, being an in-process material there wer& 
doubts regarding the liability to duty in respect of this 
product which gets formed in the course of manufacture 
of regenerated cellulose, viz, in the form of fibre or 
cellophane. There was no' practice of charging duty on 
such products before 28-2-82. Even i( it was assumed to 
be excisable, it would have been classifiable under item 
No. 68 and would have been eligible for exemption in 
case of captive consumption. No account relating to the 
production and disposal of Cellulose Xanthate was' being 
maintained in the factories. Cellulose Xanthate was not 
specified in the tariff description of item 15A (1) and it 
was not clear to some of the field formations whether 
this product could be called "regenerated Cellulose" or 
"a chemical derivate of Collulose". 

Rules 9 and 49 were amended vide notification No. 'JJ)/83 
dated 2()"'2-82 clarifying that exercisable goods in a con-
tinuous process used captively would be deemed to have 
been removed from the manufacturing premises. Against 
this background, a reference was received by this Minis-
try from one of the Collector of Central Excise in June 
1982 regarding the cla~ifiability of Cellulose Xanihate 
under item 15A(1) of the Central Excise and its duty 
liability". The issue was examined in depth and It. Wu 
felt that Cellulose Xanthate could be brought within the 
ambit of item No. 15A(1) of the Central Excise Tariff u 
chemical derivative of cellulose. Since the duty was not 
intended to be levied, it was decided to exempt this Sn-
tennediate product wholly fro~ ihe duty of excise it 
captiveIy used in the manufacture of viscose filament 
yam, as otherwise, the cumulative dutv burden on vlI-
cose filament yarn or Cellophane would have uninten. 
dedly gone up very high with an extra duty of 42% ad-
!'alo1'em on Cellulose Xanthate as against no duty ear-
lier. 
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In the conteXt nOtifi.cations No. 265/82 dated 13-11-82 was 
~ued ~xempting Cellulose Xanthate used in the factory 
of production for ttlanufacture of .Cellophane or viscose 
filiunent yarn. Sirilultaneously, remedial action was 
taken by· way of raising of demands of Cellulose Xan-
thate used in the factory of productlon' for manufacture 
of Cellophane or viscose filament yarn for the period 
prior to the issue of this notification i.e. 28-2-82 to 
12-11-82. In regard to the period, provisions of Section 
llC have since been invoked. 

Later on, some doubts were raised as to whether the exemp-
tion stipUlated in notification No. 265/82 dated 13-11-82. 
would be applicable in case of viscose fibre as well. In 
the technical advice obtained by the Ministry from the 
duef Chemist, Central Revenue Control Laboratory, 
New Deihi, a dou.bt was eXpressed whet'her the exemp-
'ti6i1 would be available if viscose fibre tS· manufactured 
frotn Cellulose Xanthate. Since tlle intention of the Gov .. 
ernment was all along to provide exemption to Collulose 
Xanthate which gets formed at inter-iriediatie Stage in the 
manufacture of regenerated. 6eUu1oseproduc1ls, another 
notification No. 226/85 dated 30-10-85 was issued to p~ 
vide exemption to viscose fibre also. Nori-collection 
of duty on Cellulose Xanthate used in the manufactlmt 
ot viscose fibre for the intervening period from 28-2-83 
to 2IHO-85 was regularised by invoking the provisions of 
Section llC vide notification No. 360-86-CE dated 2-7-86.'· 

. Jl'ofom4flon Of ceitulose ~t1h4te 

. 20. The Committee enqU'ired about the manufaetUrlng pl"OCe88 
()f regenerated cellulose. The Chief Chemist, Central Revenue 
COlltrol Laboratory explained the same during evidence as fol-
lows: 

"Actually, wood pulp contains alpha, beta gamma fibres. 
Out of that, alpha fibres are only taken. And then, it is 
pocessed for seasoning. It is treated with Carbondt 
Sulphide solution. Chemical process takes place. Viscose 
solution is passed b:> the spinneret. On the side ot acid 
bath, sulphuric addis used for treatment; chemical agent 
is used. And there is the birth ot fibre, re-generated 
eeIluloee.1t 



, 
91. Ji!¥.p1aillj'll tlotA cbemi~al d~vatio~ of cellulose, xanthate fa 

the "':;Wl;;~ciW;~ of~t.i~[Jabie 'etc., die 'MhUitti' ot~\' (De-
• I •. I!':ItI" "'r,:' "'~ 

" ~,!;J?t, ~~ ~~en~) i~, ~~r. no~e stated as under: .. -., ,. 

"CeUulose Xan~te 4oesnot "emerge" as such at ant ~age of 
, "the' 'iilari.ufac:tiiIing proceSs of Viscose fibre. Alkali cellulose 

clinlPS, aged' for 'a S}?ecific time, as reacted with car1:iC)n-
di-sulphide by which a chemical reaction, technically 
termed as 'xanthation', takes places which gets immedi-
ately converted into viscose solution by further Interaction 
with dilute caustic solution, and what comes out of the 
reaction vessel is viscose solution. Cellulose Xanthate is a 
polyanion having the peculiarity of 'being chemically 
unstable and of being liable, from its formation stage 
(addition of carbon disulphide to the alkali cellulose) 
onwards, to a number of transformations which are a 
function of the production and disolution process.;' 

22. A flowchart showing the process of manufacture of wcoie 
filament yarn, staple fibre and Cellophane, furnished by ~ Ministry 
of Finance (Department of Revenue) to the Committee during 
evidence is shown as Appendix-I. 

Excisability of cellulose Xanthate 

23. The Committee desired to know whether cellulose xanthate 
could be ,regarded as "regt!nerated cellulose". In reply, the Ministry 
of Finanre (Department of Revnue) in a note. referred to the follow-
ing advice tendered by the Chief Chemist Central Revenues , 
Control Laboratory, New Delhi on the issue: 

"Allfali- Cellulose and Cellulose Xanthate emer~ out as 
distinct products in the course of manufacture of regene-
rated Cellulose viz in the form of Fibre as well as 
Cellophane. Technically both the products viz Alkali 
Cellulose and Cellulose Xanthate are chemical derivatives 
of cellulose as per information given in available technical 
literature. However, these two are not known to be 
marketed and are not of any commercial importance except 
for regeneration of celJulose". 

24. A.c;ked whether the views expressed by him meant that 
,c~l1ulose xanthate was "rege~erated c~llulose", the Chief Chemist 
during evidence replied in negative. 
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Z. On being asked why it could not be 10,. the witnesa ltated in 

evidence: ... ~ 

"As soon as it gives effect, the cellulose xanthate pta dis-
solved" . 

. 26. The Committee wanted to know whether cellulose DDthate 
was available in the world anywhere as a special entity. The Secre-
tary, Ministry of Finance (Department of Revenue) replied ill 
evidence: 

"No sir ...... It is not available like that." 

27. In reply to a pointed question of the Committee whether 
cellulose xanthate could be classified under TI 15A(1) .of the Central 
Excise Tari1f, the witness replied in negative. 
I,sue of exemption notification without adequa.te examination 

28. The Committee· wanted to know the reasons for the issue 'Of 
notification No. 226/85-CE dated 30 October, !985 which extended 
the scope of exemption from levy of duty on cellulose xanthate used 
in the factory of production for manufacture of viscose fibre. In a 
note furnished to the Committee, the Ministry of Finance (Depart-
ment of Revenue) stated: 

"Notification of 265/82-CE dated 13-11-82 exempted cellulose 
xanthate used in the factory of production for manufac-
ture of cellophane or vi.scose filament yam. No duty was 
intended to be charged on cellulose xanthate used in the 
manufacture of viscose fibre also. A view was expres-
sed that the expression 'viscose filament yarn'used 
in Notification No. 265/82-CE dated 13-11-82 would 
cover 'viscose fibre' also because fibre could be said to 
have been manufactured by cutting viscose filaments. 
However, on a detailed re-examination of the issue In 
consultation with the Chief Chemist, it was found that 
expression 'viscose filament yearn' would not cover 'vis-
cose fibre.' The Chief Chemist opined that staple fibre is 
obtained by cutting of 'tow' which is a large group of 
continuous manmade fibre :8laments without definite 
twist collected in loose rope-like form. This was stated 
to be distinct from filament yarn. As it had not been 
the Government's intent on to charge dUty on cellulose 
xanthate captively consumed for manufacture of viscose 
fibres, Notification No. 266/S5--CE dated 30-10-85 was issued. 
In this regard, attention is also invited to the comment. 
on point No. 6 of the questionnaire. 
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The issue got examined on a reference received' from CollectiOa 

of Central Excise, Cocbin followed by cODSultation wiih 
the Chief Chemist. TAe objections in the Audit Paragraph 
relate to Belgaum and Coimbatore Collectorates ot Central 
Excise." : 

29. The Committee enquired how the doubt that fibre was not 
different from yarn could have arisen particularly when tariff item 
18 had made specific mentions of man-made fibres and man-made 
filament yarn vide sub items I and n of the tariff. The Ministry of 
Finance (Department of Revenue) in a note furnished after evidence 
stated: ' .: ;, ~ : ," ,. 

~ .. , • I •. ,,, ~ MI~,:tk1 

"The Ministry was initially of the opinion that viscose staple 
fibre would also be covered by the exemption contained 
in notification No. 265/82 by virtue of the fact that viscose 
fibres were obtained only after cutting of 'tow' which is a 
large group of continuous man made fibre filaments with-
nut definite twist collected in loose strands. However, 
doubt was expressed by one of the Collectors whether 
vi'iCose fibres could be said to be included under the ex-
pression 'viscose filament yarn'. The matter was re-
elramined by making a reference to the Chief Chemist on 
18-9-1985. The advice was received on 8-10-85, that the 
filaments obtained as 'tow' would be distinct from 'fila-
ment yam' and th~refore, the exemptlon provided in noti-
fication No. 265/82 would not be available to viscose fibre." 

30. In this connection, the Secretary~ Ministry of Finance (De-
partment of Revenue) stated during evidence:"":' 

"I would like to say one thing. As far as the other products-
cellulose products are concerned, in 1982 one collector 
wrote to us about this matter. At that time exemption on 
cellophane and other viscose products were not there. 
Nobody understood the chemistry of which is identical 
for fibres, filaments and cellophane. If they had under-
stood this, then the order would have covered all the 
three, instead of only two. In 1984 one Collector from 
Cochin wrote about fibre. At that time a view was taken 
that because fibre was made out of filament, perhaps there 
is no need to issue any separate order." 

11. Explaining the reasons for non-inclusion of viscose fibre with-
Ja the scope of the exemption notification No. 265182 dated 13 Nov-



W 
ember, 1982.. the ~ o( Finan~ (~~~ ~f" ~~e) in 
tb.ei,r note ~she4 u.~er eyide~ ~e~ ~~a~ 

f~Cellqlose ~~a~ emerging in the manufac~~ ot viscOl8 
filament yarn and cellulose hasbeeD. exempted by issue 
of notification No. 265/82 dated 13-1i-1982. The notifica-
tion mentioned only these two products because the refer-
ence of the Collector' of Central Excise was in regard to 
these two product~ till the amendIti~t 6f item i5A' and 
Rule' 9, Cellulose Xanthate was classifiable under Item'(J8 
arid" was e~m.p~ed in view of ' the general exemp:-
tion in regard to Item 68 goods used captively for produ~;-
tlon of other goods." ' , 

TTeatment oj Cellu.lose Xanthate in the new Tariff 
32. The First Schedule to the Central Excise Tarift Act, 1944 was 

replaced by the Central Excise Tariff Act, 1985 with effect from 28 
February, 1986. The Committe desired to know how Cellulose Xan-
thate was classified under the Central Excise Tariff Act, 1985. In 
reply, the Chairman, Central Board, of Excise and Customs stated 
during evidence that the item has been separately' classified under 
the new ~cise Tariff with effect from 28 February, 1986. 

33. When asked to indicate the basis on which Cellulose Xanthate 
was included in the new Tariff, the Ministry of Finance (Department 
of Revenue) in a note furnished after evidence stated as follows:-

"The new central excise tariff is, by and large, based on the 
Harmonised Commodity Description and Coding System., 
However, at the time of introdu::tion of the new tariff 
some of the features of the old tariff were also kept in 
view having regard to the Indian conditions. Since under 
the old tariff, t~ere was an exemption notification for ce.-
lulose Xanthate, the said exemPtion was contrived under 
the new tariff by issue of another notification after pro-
viding for a sepa1i\te sub-heading fo;" cellulose Xanthate 
in the Tariff." 

34. The Committee wanted to know how the excisability of Cel-
lulose Xanthate could be in doubt since the item had been included 
in the new Tariff on the basis of haramonised classification. The 
Secretary, Ministry of Finance (Department of Revenue) stated 
during evidence: 

"It should not have been treated as excisable pro~uct because 
it is not separated and sold as such and marketed as such. 
In the Union Carbide Judgement. an excise product is one 
which is marketed separately. . . . .. It has been included 
(In 28-2-1986 in'the tariff table. According to Supre~e 
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Court juc:lgement it cannot be done. W~ b~ve to r~ 
examine it ...... The excisability will have to be d.e~ided 

on the basis of the judgement of 4-4-1986." 

35. Pointing out that during the period febru.-.ry. 198~ t9 Febru-
ary, 1988, the departme1'1t had been adopting an inconlDltent and un-
certain atand, obviously, causing contwdon in t~ field formations 
about the excisability of cellulolle Xanthete, the Committee asked 
why the item should have been shown separatelY at aU in the new 
Central Exeise Tariff introduced with effect from 28 February 1986, 
when the department did not have the intention to treat it as excis-
able. The Chairman, Centrlll Board of Exei~ aacj CustQQl8 stated in 
evidence: . 

"It only legalised a practice. It has to be reviewed in the 
liihtof the Supreme Court judgement." 

36. In this context, the Secretary, Ministry of Finance (Depart-
ment of Revenue) stated: 

"What we did say was when we found discrepancy. we reduced 
the duty to zero. We never ~id it i~ not excisable." 

37. In reyly to a question. of the Committee, the Secretary, Min-
istry of Finance (Department of Revenue) explained the procedure 
for in.clusion, of items in the Central Excise Tarit! as follows:-

';There are two aspects. As far as the main tariff ,tructure is 
concerned it ia deriv4'Ci historically. Technical Commit· 
tee are appointed and even the eX:P'!'tilile in the private 
~tor is mac:le Ule of. It the~ is • pn>b~ of costing 
'Ye ask the Costing Branch to go into it. 

Sir, now we have a Tax Research U.nit. The whole ,tlll'ift 
classification is divided chapterwiae. Total information 
about a product is collected through newspapers, maga-
zines, seminars, etc. We are developing a good Tax Res-
earch Unit which will go into it. 

We have • Chemical Division aad many reference aM made in 
respect of Chemical test. Apart from Chemistry there 
lire other scientific disciplines in metals P.tt'." 

Jud~t of Supreme Court 

38. !'he (ommittee desired to .kQ.ow thE' facts of the c~se of Union 
Carbide India Ltd. VB. Union Qf India and otl1ers, the plea made 
by the 11cpartment tmd the ju.dge~ent givep by the Sl~pu~nle Court. 
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In a note furnlsned after evidence, the Ministry of Financf.~ (Depart-
ment of Reypnue) stated as follows:-

"The &ssessee is a manufacturer of flashlights. One of . the 
component of' the finished goods is extruded aluminium 
ran meant for housing of torch cells. Thes~ cans are pro .. 
~luced by an extrusion method from al!lminiWll ingots by 
the assessee and used captively in the further manufac-
ture of flashlight. The department was of the view that 
such cans would be classifiable as extruded shapes and 
sections in the erstwhile T.I. 27. The asse~:see's main con-
tention was that since the cans thus produced were 
neither marketed nor marketable as su .. h, these would not 
qualify as 'goods' for purposes of chl\rgiJ1g to duty undcr 
!!("Ction 3 of the Act. The Supreme C :mrt decided that the 
aluminium cans produced by the assessee and Sllbsequent.,. 
1y developed into a completed and perfected component 
for being employed in flashlight were not liable to duty of 
ex('ise under section 3 of the Al't read. with the item 27 
of the Central Excise Tariff. The df'p.'!rtmenrs plea that 
the assessee was itself treating th". aluminium cans as ex-
cisable goods and had submitted price list to the Excise 
authorities for approval including a margin ~f profit 
nationally arrived at by them, was not accepted by the 
Court as a relevant consideration. The Court ruled that 
the' conduct of the appellant earlier in view of the cir-, 
curnstances of the case, cannot serve as evidence of the' 
marketability of the. aluminium cans. A copy' of the 
judgemerit, [as reported in 1986 (24) ELT 169 (SC)] was 
81so submitted for information of the Publl(' Accounts 
C('mmittee subsequent to oral evidence b~fore the Com-
mittee on 10-11-1986." 

39. When asked to indicate the views of the department on the 
_impact of the judgement on the excisability of Cellulose Xanthate 
the Ministry of·Finance (Department of Revenue) in their note fur-
nished after evidence stated: ,', 

"The ratio of this judgement would be applicable in all such 
cases in which the inprocess material, though tpchnically 
conforming to a general intepretation. of -a Tariff entry, 

would not qualify as 'goods' for purposes of charging to 
duty. unless the same is .bought and sold in thp market or 
Is capable of being marketed. Thus. the t'xcic;abUity of 
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cellulose xanthate, which is an in-process material formed 
in the manufacture of excisable goods, would also be elfec-
h:d by the decision in this case." 

40. On being asked whether the Ministry had analysed tne iln-
pact of the judgment, in general, on revenue, the Ministry of 
Finance (Department of Revenue) in a note furnished subsequent to 
evidence 11tated:-

"A general examination for all non-marketable in-process 
materials, which get formed in the manufacture of other 
goods, is not contemplated. However, indiVIdual referen-
ces on any product. which may get infiuenced by the 
ratio of this judgement would be examined on receipt of 
reference by the CoUectors of Central Excise." 

Decision Rot to recover duty on Cellulose XIJft4thate 

41. It has been stated in the Audit Paragraph that the Ministry 
of Finance proposed to invoke action under Section IlC of the Cen-
tral Excises and Salt Act, 1944 in respect of non levy of excise duty 

,on Cellulo:;e Xanthate for the relevant period. The Committee de-
. sired to know the factual position of the same. The Ministry of 

Finance (Department of Revenue) in a note furnished to the Com-
mittee stated as follows:-

"Notification under Section llC for not collecting duties of 
excise on cellulose xanthate, falling under T.I. 15A of the 
First Schedule of the Act (as it existed prior to amend-
ment on 28.2. 1986) and used in the factory of production 
for the manufacture of viscose fibre, for the period from 
28.2.1982 to 29.10.1985 has been issued on 2.7.1986:" 

42. From the information furnished by the Ministry of Finance 
(Department of Revenue) it was also noted that non-collection of 
excise duty on cellulose xanthate used. in the manufacture of cello-
phane and viscose filament yarn during the period 28 February; 1982 

~ to 12 November, 1982 was regularised by notification No. 141/84. 
CE dated 7 June, 1984 issued under Section nc. 
Power not to recover duty 

43. The power note to recover excise duty is governed by Section 
nc of the Central Excises and Salt Act, 1944, which reads as fol-
lows: 

"SECTION nc". Power not to recover duty of excise not 
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levied or short levied as a re6ult of general practice. Not-
withstanding anything contained· in this Act, if the Central 
Government is satisfied:- . 

(a) that a practice was, or is, generally prevalent regarding 
levy of duty of excise (including non-leVy thereof) on 
any excisable goods; and 

(b) that such goods were, or are liable:-
(i) to duty of excise, in cases where according to the 

said practice the duty was not, or is not being, levi-
ed, or 

(ii) to a higher amount of duty of excise than what was, 
or is being, levied, according to the said practice, 
then, the Central Government may. by notification in 
the Oftlcial Gazette, direct that the whole of duty of 
excise payable on. such goods. or, as the case may be, 

the duty of excise in excess of that payable on such 
goods. but for the said practice, shall not be required 
to be paid in respect of the goods on which the duty 
of excise was not, or is not being. levied or was, or is 
being, short levied, in accordance with the said prac-
tice." 

44. Thl~ Committee wanted to know the backgroulld in whiCh 
it was felt necessary to introduce the above .stated proyision. The 
Ministry I If Finance (Department of Revenue) in a note furnished 
after evidunce stated:-

"Set~tion 11C was introduced in the Act vide the Customs 
. Central Excise and Salt and Central Board of Revenue 

(Amendment) Act, 1978 (No. 25 of 1978) dated 6th June, 
1978. The rationale for introducing !Section HC was 
that where all concerned i.e. assessee, Central Excise au· 
thorities and the customers. 'had acted upon a certain 
baSiS, that basis should not be disturbed retrospectively 
and that no demands should be made in respeet of the as-
sessments made on that basis mainly beeause subsequently 
It dift'erent assessment is regarded as appropriate. This 
amendment was in conformitv with the recommendation 
of the Central Excise (SRP) Revenue Committee that re-
"ision of classification should normally affect only future 
clearances of an excisable commodity and enhancement of 
excise duty as a result of such revision should not be 
applied retrospectively." 
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"-5. Enquired 'whether the financial implications were worked out 
before issuiJlg Il'Otifications 'llnder' the said Section, the Ministry in 
their post-evidence note replied: 

"Section llC is invoked only if there is a general practice exis-
ting not to levy duty, or to levy duty at lower rate, than 
what the goods were liable to. The financial implica-
tions are Jlotionally worked out, not be relevant for the· 
p.urpoIIe of in!loking Section nc." 

46; The Committee asked the Ministry of Finance (Department 
of Revenue) to elaborate the tenn "general practice" occurring in 
Section llC of the Central Excises and Salt Act, 1944. The Minis-
try of Finance (Department of Revenue) in a note stated: 

"The term 'general pr~ctice' occurring in section llC will im-
ply that uniform or near uniform practice was prevalent 
all over India and this practice was both in terms of area 
and in time. In order to establish this practice, reports 
from all .concerned collectorates of Central Excise are cal-
led for. The length of period during which a uniform 
prJ(:tice has been prevailing all over India is relevant for 
invoking section UC. Near uniform Or uniform practice 
is a question of fact and has two be determined in the light 
of the surrounding facts and circumstances." 

47. In another note furnished to the Committee, the Ministry 
.of Finance -(Department of R:evenue) further added: 

"Legally, the pntvalenoe 01. a general practice of non-levy or 
short-levy is the only criterion' to be established before 
tnvokingsection lIC. While considering such cases, the 
·Government has been giving due consideration to the in-
tention of the Government not to levy duty at the rate 
bl ,excess ·of the duty actually paid. as per the ge-
neral practices;" 

... '!'.be CQlamittee wanted ,to know how Government was satis-
l.iedtlNlt BOn-levy ., d1Jty on oe.Uw.ose xanthate which was used cap-
tively withiD the factory .of produdionwas the general practice 
through out the country. In a note furnished to the Co~ittee, the 
Ministry of Finance (Department of Revenu~) stated:' '. 

"'The genem praetice of non-levy of duty on cellurose xanthate 
... determin8cl .. fter obtaining reports from the Collectors 
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of Central Excise regarding the levy or otherwise of Cen-
tral Excise duty on this item, and it was found that the 
case coUld be covered by the provisions of Section nc-" 

Duty foregone 

49. The Committee desired to know the approximate amount of 
revenue foregone as a result of the decision taken not to recover 
duty 'On cellulose xanthate for the period 28 February, 1982 to, 29 
October, 1985. The Ministry of Finance (Department of Revenue) 
in a note furnished to the Committee stated as follows:-

''The precise quantification of production of in-process mate-
rial is not possible: However, some of the Collectors had 
attempted to estimate the revenue involved from the esti-
mated quantity of cellulose xanthate used in the produc-
tion of viscose fibre and in these cases the revenue was 
notional~y estimated to be to the tune of Rs. 10.88 crores." 

50. Asked about the Collectors who reported estimated loss of re-
venue and the made of computation made by them, the Ministry of 
Finance (Department of Revenue) in a note furnished after evidence 
replied: 

"The process of quantification of production of the in-pro-
cess material is not possible. However, some of the Col-
lectors had attempted to estimate the revenue involved 
from the estiinated quantity and value of raw-material 
used in the production of viscose fibres. The revenue 
implication notionally determin~d with reference to the 
total value of raw-material used in the formation of Cel-
lulose Xanthate in two Collectorates was about Rs. 10.88 
crores. The assessees were the Gwalior Rayon and Silk 
Manufacturing Company, Kamarpatanam and South 
India Viscose Ltd. Sirumugai (Tamil Nadu) in the Bel-

. ga\UD and Coimbatore Collecrorates respectively." 

51. When enqUired about the names of the assessees and the Collec-
torates undet::,whose jurisdiction viscose filament yarn, viscose staple 

. fibre or cellophane was manufactured and In tile process, cellulose 
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xanthate was formed the Minil!\try of Finance (Department of Be-, 
venue) in a note replied:----- ....•. -_._. __ .. -.. - . --:--
Collectorato Unit 

1. Belgaum -- -- -. I~ MI ;;Owalior Rayon Silk Manufacturing Col. ·Ltd. 
2. Mil Tungabhadra Fibres Ltd. 

2. Cochin 

3. Indore 

4. Jaipur 

S. Kanpur 

6. Rajkot 

7. Bombay III 

8. Calcutta II 

1. Mis Gwalior Rayon Mavoor caticut. 
2. Mis . Travancore Rayons Pcr~bavoor. 

1. Mis Grasim Nasma 

I. Mis Shriram Rayons Kota. 

1. Mis J.K. Rayons Kanpur 

1. Mis Indian Rayon Corporation Limited, Vcraval. 

. 1. Mis Cc~tury Rayon Shabad. 

2. Mis National Rayon Shabad. 

1. Kesoram Rayon." ------ .. _---_. __ ... -
52. On being enquired whether any of the Collectorates had ~ 

ported lev I of ·duty on Cellulose Xanthate used captively within the 
factory of production prior to 30 October, 1985 or had raised de-
mands for duty on cellulose xartthate so used, the Ministry of Fin~ 
ance (Dep!rtment of Revenue) in thelr'llote stated: ... 

"NOlle of the collectorates have reported levy of duty on 
4!ellulose xanthate prior to 30-10-1985. The period mvol-. 
ved in such non-levy is from 28-2-1982 to2~10-1985. 

Some ccillectorates had issued show cause notices based on 
notional production 'Of cellulose xanthate but the demands 
were not confirmed, since the ma~ter was under considera-
tion of the Ministry and the duty liability in such cases: 
was not clear to the field formations." 

53. Referring to the ,(:ontention made by the Ministry that the 
intention of the Government had all along been not to charge duty on . 

. 'Cellulose :c:anthate formed at the intermediate stage in the manu-
facture of viscose fibre and viscose filament yarn, the Committee 
aslted whether the intention of the Government not to levy duty on 
any item was a relevant condition issuing such notification. The 
Ministry _of Finance (Department of Revenue) in a note furnished 
after evidence stated: 

"'l'he intention of the Government- not to levy duty on an 
item may also be consit:tered one of the considerations for 
Invoking Section llC 91.1t is not a c.ondition precenf for 
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invoking tIus provision as per law. The overriding con-
sideration is whether a general pr~tice was existing ror 
not collecting the duty that was later on considered to be 
leviable.'" 

54. At the instance of the Committee, the Ministry of Finance 
(Department of Revenue) have furnished the following information 
in respect of the notiticattuns issued. under Section lie during the 
years 198it·84, 1984-85 and 1985·86 and the estimated revenue fore· 
gone against those -notification where, according to the Ministry, 
quantificaljon could be done: 
-----------
SlNo. Notitk:atioD No. Date Revenue imp Ik:ation 

(approximate) 

1. 114J83-CS _2.4.1983 RI. 28.81 Iakhs 
2. 1UJ83-CB 2.4.1983 Not available 
3. 274J83-CB 3.12.1983 lb. 4.11 crores 
4. 27i/83-CB 3.12.1983 R~. 1.15 crores 
S. 91/84-CB 16.4.1t84 1t.B. 6;65 latlaa 
6. 9'/B4-'CE 23.4.1984 'Ill. 6.06 IaIdII 
7. 141f14o<E 7.6.1984 RI. 6.05 CI'OI'eI 
I. 163~ 25.7.1984 RI. -4.06 croles 
9. 193/84-CE 10.8.1984 RI. 3.03 . crores 

10. 194/84-CE 24.8.84 RI. 10.44 crores 
U. 208/84Ol 16.10.84 RI. 8.60 crares 
12- 230/840CE 29.12.1984 RI. 3.49 crores 
13. 231~ 29.12.1984 Not available 
14. 246185-CB 6.12.i985 lb. 71 latcbl 
15. 1185-CB 3.1.1985 RI. 1.22 Iakbs 
16. 17/8S-CE 16.2.1985 Nol avaDable 
17. 1l1/8s-cE 3o;4~1t8'S Nil 
18. 144f8S~ 2U.498S RI. 8.79 IaIaJs 
19. 15SJ8S-a 5.7.1985 Not avaiIatie 
20. 3/86-CE 1-6.1.1986 lb. 2.oS ororea 
21. 7/86-CB 3.1.1986 RI. S.14 crores 
22. 'B/86-CB 3U.I986 Rs. H.94 CfoI'eI." 

55. It would be seen from the above "Table that out of _ the 22 
N«ificatioas ilsUed during the years 1983":84, 1984:85 and 1985-;88, 
the 'duty ",aived by Government in respect of the 18 Notifications 
where quantification was possible amounted. apprOximately to Ita. 
57.89 croreB . 

.56. TAt! Committee desired to .know the details of assessees in 
w'llose CUIS the -revenue foregone or refunded exceeded Rs. 10 lakbl 
on aCCOUD\; 01 the 22 Notifications men~oned -above. 'l'I¥! infOl'-
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57. The Committee drew attention of the Ministry of Finance 

(Department of Revenue) to the following recommendation of the 
Committee in para 1.22 of their nlth Report (Fourth Lok Sabha): 

"Another aspect of the exemptions is the fact that, in some 
cases, exemption from duty was given with retrospective 
effect, even thou'gh, as has been pointed out by the At-
torney·General, the executive does not at present enjoy 
this power. The data given to the Committee shows 
that 7 of the exemption notifications, issued in 1967 ,took 
retrospective effect. Government hr,ve not been able to 
indicate what these retrospective e~en ptions cost in 5 of 

_ these ca~ where the exemptions had monetary effect. The 
Committee can only conclude from this that Government 
gave exemptions in these cases without· even ascertaining 
what revenue the public exchequer would forgo thereby." 

58. The Committee wanted to know how the operation of Sec-
tion llC differed from granting exemption from retrospective effect. 
The Ministry of Finance (Department of Revenue) in a note 
stated: 

"Exemption from duty with retrospective effect is carried out 
as a part of legislative exercise the legal effect of which 
would be too make exemption notification applicable from 
previous date and continue to be in force till revoked. In 
the case of Section ll-C, the Government reguIarises the 
practice of non levy or short levy, as the case may be, 
~hereby duty Iiahle is not required to be paid for speci-
fied period. In case of notification with retrospective ef-
fect, the duty may have been collected and the assessee 
would be entitled to refund of duty paid to the ex· 
chequer. . 

59. The Committee pointed out that as per the opinion of the 
Attomey General of Indi,a, notification exempting excisable goods 
from. the whole or part of duty iuued by the Government ineer-
ciae of powers conferred upon it under Rule 8(1) of ~p. Central Ex 
eise Rules, 1944 can have only prospective effect and not retrospec-
tive effect. On being asked whether the Ministry agreed with tIte 
view that what could not be achieved by exemption notiftcatiou 
issup.d under Rule 8(1) of Central Excise Rules, 1944 is achieved by 
issue of notifications under Section H-C of the CentraJ Excises. and 
Salt; Ac:t, 1944, ., giving exempUon from payment of duty with 
retrospective 'e1fect, the Ministry of Finance (Department -of He-
v~) in a note furnished after evidence stated: 
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"In Rule 8(1) notification, the Government exempts duty on 

goods prospectively after bein'g satisfied that it is in the 
public interest to do so. In this case, any exemption 
with retrospective effect would result in n fortuitous bene-
fit to the assessees who would have already passed on the 
incidence to their customers. In the case of Section ll-C 
nofification, it merely regularises a practice of non-levy 
generally prevalent. There is no question of refund in· 
volved in the case of Section ll-C notification. Thus, 
the considerations and the effect of notif~cations in Rule 
8(1) and that of Section ll-C are considerably different." 

lfiying of notifications before Parliament 

60. Section 159 of the Customs Act, 1962 provide:; that all notifi-
cations issued under specified sections of the Act shall be laid be-
fore each House of Parliament. This include notifications issued 
under Section 25(1) of the Customs Act, 1962 seeking exemption from 
levy of specified goods 'from Customs Duty. 

61. The Committee desired to know whether notificationS issued 
in exercise of powers under Sect!on ll-C of the Central Excises and 
Salt Act, 1944 were present being laid belore Parliament. In a 
note furnis~ed to the Committee, the Ministry 01 Finance (Depart-
ment of Revenue) stated: 

"Notifications issued in exercise of powers "under Section 
ll-C are not being laid before the Parliament as Section 
88 (2) of the Central Excises and Salt Act requires only 
that the rules made under the Act should be "laid before 
Parliament." 

62. Presently, though there is no provIsIon regarding laying of 
notifications issued under rule 8(1) of tpe Central Excise Rules, 1944, 
seeking exemptioh from" levy of excise on spec~fied goods, such noti-
fications are laid in Parliament. However," such notificatio~ ~re laid 
in boPt Houses of Parliament by Government in pursuance to the 
assurance given to the Public Accounts Committee . 

... 
63. The Committee asked whether the Ministry of Finance would 

consider incorporatin'g a provision in the Central Excise "Law" making 
it obligatory that notifications issued under Section 11-C of the Cen-
tral Excises and Salt Act, 1944 are laid in both Houses of Parlia: 
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ment. The Secretary, Ministry of Finance (Department of Revenue) 
stated in evidence: 

"It was a recommendation of the P.A.C. and it was accepted 
by the Government that all the exemption notifications 
must be placed before Parliament. At that time the scope 
did not extend to ll-C. It was drafted later. In the 
Customs, there is a specific requirement, that all the ex-
emptions etc. must be ratified by Parliament, but in the 
case of Excise ~xemption, there is nothing in the Act. We 
are bringing an amendment for this. We will do that." 

61. Rules 9 and 49 of the Central Excise Rules, 1944 provide that 
goods shaU not be removed from any place where they are produ-

. cedor manufactured until excise duty leviable thereon has been paid. 
By the explanation added to Rule 9 by an amendment on 20 Febru-
ary, 1982 to the Central Excise Rules and given retrospective effect, 
excisable goods produced in II factory and consumed or utilised for 
the manufacture of any other commodity, whether in a continuous 
process or otherwise in sucla factory, is liabre to dUty. ' 

65. Cellulose Xanthate i!li ~tated to be a chemical derivative of 
cellulose fonned at the intermediate stilge in the manufacture of 
viscose filament yam, viscose fibre and cellophane. There was DO 
practice of charging duty on such products before 28 February, 1982. 
However, by the Budget, H182, the scope of Tariff Item 15A was 
widened to include "other chemical derivative of ceIlulO$e" also. 
The A tldit Paragraph under examination highlights two cases of" 
non-levy of Central Excise duty on Cellulose Xanthate in respect of 
two assessees who used it captively in th~ manufacture of cellulose 
fibl·e. In one case, the duty nOD-'Jevied, according to Audit, 
amDunted to Rs. 1.74 crores during the period April, 1982 to Deeem-
ber, 1983 and in the other case, the non-collection of duty was Rs. 19 ' 
lakhs during the period April, 1984 to April, 1985. 

66. The Ministry of Finance have maintained that the intention 
of Government had~ all along been, Dot to cbalw'e duty on cellUlose 
xanthate, formed at the int.ermediate stage in the manufacture of 
end products. According to the Ministry, cellulose xanthate is a· 
very unstable product, and is neither separated nor removed during 
the continuous process of mallufacture of viscose ,filament yarn, vis-
cose fibre and cellophane. As such, its production cannot 1Je pre-
cisely quantified. Explaining the bac~ottnd of the dispute over 
the dutiabUity of Cellulose Xanthate, the -Ministry of Finan~e have 
stated that in the light of the chanll8l made in Rule 9 and the des-
cription of T.I. 15A in February ItS2, • reference was received from 
one of the Collectors of Central Exeise· in Junp., 1982 regarding thp. 
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dassifiabUity of Cellulose Xanthate. The issue was examined in 
depth and it was felt that cellulose xanthate could be brought with-
in the ambit of item NO.15A (1) of the Central Excise Tariff as 
chemical derivative of cellulose. Since the duty was not intended to 
be levied, it was decided to exempt cellulose XBDthate wholly from 
the duty of excise, if captiveJy used in the manufacture of ceUopliane 
or viscose filament yarn and the exemption notification was issued 
on 13 November, 1982. Later on, certain doubts were raised as to 
whether the exemption notification would be applicable In case 01 
viscose fibre as well. The issue was further. examined and in the 
technical advice obtained by the Ministry from the Chief Chemist, 
Central Revenue Control Laboretory, a doubt was expressed whet-
her the exemption would be available if viscose fibre was manufac-
tured from Cellulose Xanthate. According to the Ministry of Fin-
ance since the intention of the Government was all along to pro-
vide exemption of Cellulose Xanthate wh~h gets formed at the 
intermediate state in the manufacture of regenerated ~lulOlie pro-
ducts, another notification was issued on 30 October, 1985 to pro-
vide exemption to viscose fibre also. The Ministry have further 
stated that Government ha"e decided not to recoYer duty on Cellu-
lose Xanthate during the period 28 February, 1982 to 29 October, 
1985 by invoking the provisions of Section ll-C of the Central Ex-
cises and Salt Act, 1944. Thus, the non-levy of duty on cellulole 
xanthate, as pointed out by Audit has now been regularised. Bow-

.. ever, the casual manner in which the issue of excisabUity of Cellu-
lose Xanthate was examined by the department and action taken 
subsequently has revealed ('ertain disqUieting aspect& which are 
de~lt with in the succeeding paragraphs. 

67. 'nle Committee find that in response to the clarifications 
sought by one of the Collectors of Central Excise. the department, 
after examibation, felt that cellulose xanthate could be considered 
as excisable untler Tariff Item 15A and a notification wa. iuoed 
OD 13 Nuvember, 1982, exempting cellulose xanthate used in the 
manufacture of cellophane or ,·iscose filament yarn frOUl exeise 4uty. 
However, it was left to the Audit to point oUt tlaat the ex:empden 
notification will Dot apply to CeHulose Xanthate used In the m .... -
facture of ViacOlle fibre. as, (i) filament yarn does not come .lato 
existence during the process of lIUlDu&cture of staple fibre from eel-
lulose xanthate. (ii) fibre.~ vam, weJ'e el .... ifiable under different 
,sub-items in the Central Escise Tarift. The de'Partmeat piana'ecI 
into action .. aiD ... d after e41QJultiag the Chief Chemist issued yet 
another Ilotifieation on 39 Oc;tober. 1815 &pecilrally eseImptilac· al-
lulose xanthate 1I5ed ill the man-,*ctwre of vi5eole .e also f .... 
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excise duty. 'During evidence, the Secretary, Ministry of Finance. 
(Department of Revenue) admitted that in November, 1982 whUe 
issuing the exemption notification, "nobody understood the chemis-
try which is identical for fibres, filaments and cellophane. U they 
had understood this, then the order would have covered all the three 
instead of only two." Later on, in the new Central Excise Tariff 
Act, 1985 drafted on the basis of the internationally accepted Har-
monised System of classification and implemented with effect from 
28 February, 1986, Cellulose Xanthate w,as classified as a separate 
excisable item. Apparently, the department till then, had been 
proceeding on the promise that Cellulose Xanthate was capable of 
being classified under Tariff Item 15A. Strangely enough, in strik-
ing contrast to the earlier views of the department, during the oral 
evidence tendered before the Committee, the Chief Chemist, Cent-
ral Revenues Control Laboratory maintained that Cellulose Xant-
hate could not be· regarded as "regenerated Cellulose" for purposes 
of classification under Tariff Item 15A. Evidently, the issue was 
not clinched adequately at all by the department. 

68. The Committee cannot help expressing' their dissatisfaction 
over the unsavoury and casual manner in which the question of 
excisabUity of Cellulose Xanthate was deaIt with by the Ministry. 
Certainly, the loss of revenue involved was not trivial. Even a 
rough estimation in respect of only two assessees by the two respec-
tive Collectorates of Central Excise indicated that the revenue in-
volved could be to the tune of Rs.10.88 crores. Pertinently, viscose 
filament yarn, viscose staple fibre ancJ cellophane is manufactured, 
and, in the process Cellulose Xanthate formed, by, as many as 11 
assessees, all in private sector, spread over wifhin the jurisdiction of 
eight Collectorates. During evidence, the Committee were inform-
ed that the excisability of CeJJulose Xanthate will now have to be 
examined further in the light of the judgement given by the Supre-
me Court In the case of Uniun Carbide India Ltd., vs. Union of India 
and others. The Supreme Court is stated to have held that an excis-
able product is one which is marketed separately. The Committee 
desire that the Ministry of Finance should thoroughly examine the 
issue of excisahility of Cellulose Xanthate and "rrive at a concrete 
conclusion. They also expect the Ministry to take effective steps 
found necessary in the light of the Supreme Court decision in order 
to protect revenue. 

69. The Committee note that Don.eollection of excise duty on 
Cellulose Xanthate used in th~ manufadure of cellophane and vis-
cose filament yarn during .the period 28 February, 1982 to 12 Novem-
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ber, 1982 and Cellulose Xanthate used in the manufacture of vis-
cose fibre during the period 28 February, 1982 to 29 October, 1985, 
was, regularised by issuing notifications under Section 11-C of 
the CCfntral Excises and Salt Act, 1944 on 7 June, 1984 and 2 July, 
1986 respectively. In this context, the Committee note that Sec-
tion 11-C was introduced in the Act on 6 June, 1978. It empowers 
the Central Government not to recover duty of excise not levied 
or short levied if they are satisfied that a practice was generally 
prevalent regarding non-levy or sliort-Ievy of duty. At the instance 
of the Committee, the Ministr; of Finance have furnished details of 
the notifications issued undel· Section ll-C during the years 1983-84, 
1984-85 and 1985-86. From the information furnished to the Com· 
mittee, it is seen that 22 Notifications were issued during the said 
three years and the total duty waived in respect of 18 such notifi-
fications, where duty implications were made available to the Com-
mittee, amounted to Rs. 57.89 crores. In this connection, the Com-
mitee recall their observations made in the context of the exemp-
tion notifications issued under Rule 8 of the Central Excise Rules, 
in para 1.22 of their H1th Report (1969-70, Fourth Lok Sabha) 
wherein they had noted the views of the Attorney-General of India 
that the executiv:e do not have the power to grant exemptions with 
retrospective effect. Obviously, Section ll-C was not in vogue at 
that time. The Committee have an inevitable feeling that the in-
troduction of Section ll-C has made it possible giving exemption 
from payment of Central Excise Duty with retrospective effect, which 
according to the Attorney-General could not be done by issue of 
notification under Rule 8 of the Central Excise Rules. In the opinion 
of the Committee,. undoubtedly, this extra-ordinary power has to be 
exercised by Government with utmost -care and caution. However, 
the Committee are constrained to observe that the extent of duty 
foregone during the years 1983-31 to 1985-86 by invoking Section 
ll-C would require a thorough explaillltion. The Committee would 
not like to go into the merits of each of such cases of waiV'ers of 
duty_ They would, however, expect Government to exercise abun-
dant caution snd ensure that notifications are. issued under Section 
ll-C of the Act only when ihey are found absolutely essential. 

70. Another disquieting feature observed by the Committee is 
that while copies of the exemption notifications issued under the 
Customs and Central Excise Laws are laid before both Rouses of 
Parliament, notifications issued under Section ll-C of the Central 
Excises and Salt Act, IM4 are not so laid before both Houses of 
Parliament. Thus, Parliament is not kept apprised of the waivers 
of Central Excise duty. The Committee recommend an amendment 
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under SectiO:l1 ll-C making it obligatory that copies of notifications 
under Section U-C are laid before both Houses of Parliament. The 
monetary implications of the notifications should also be indicated 
in the memorandum appended to the notifications at the time they 
are placed before Parliament. 

71. The Committee also note that while there are clear provisions 
in the Customs Act, 19"62 for laying of exemption notifications before 
Parliament, there is no corresponding provision in the Central Ex-
cise Law. However, Govemment have been laying exemption notili-
cations issued mlaer Central Excise Rules before Parliament in pur-
suanCe of the assurance given to the Public Accounts Committee. 
The Committee desire that the position should be legalised by en-
acting suitable provisions in the Central Excise Law. 

NEW DELHI; 
March ~5, 1087 
Chaitra 4, J 909 (S) 

E. AYYAPUREDDY, 
Chairman, 

Public Accounts Committee. 
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